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The one ‘junk fee’ Ottawa can’t regulate away 
By Warren Lovely

If you’ve missed it, the federal Liberal government, in its ever-lasting 
defense of put-upon consumers, is going after ‘junk fees’. These are 
the nuisance (or unfair) fees that Canadians get variously saddled 
with. Targeted fees in this week’s Fall Economic Statement (FES) 
included: airfares for children under 14 accompanied by an adult, 
international mobile roaming charges and NSF fees levied by banks. 
This follows earlier action on ‘junk fees’ and there’s a promise to crack 
down further. 

Leaving aside editorial comment on the need for consumer 
protections, there’s a bigger and rapidly expanding ‘junk fee’ Ottawa 
can’t simply regulate away. It’s a growing nuisance that the 
government must take partial responsibility for and one that 
complicates its life. Yes, we’re talking about public debt charges. 

You’ve perhaps heard interest on debt labeled a ‘dead-weight loss’. 
Unlike program spending, debt servicing payments really get you no 
‘good stuff’ in return… no new doctors or nurses, not better schools or 
shiny new infrastructure, no new tax relief or marginal supports for the 
needy. Just the appeasement of investors asked to backstop your 
liabilities. Perhaps the best you can say is that servicing your debt 
avoids an act of default, enabling future capital markets access. 

What’s happening to Ottawa’s interest bill is nothing short of 
extraordinary. Two fiscal years ago (i.e., back in 2021-22), the feds 
paid about $25 billion/year to service the public debt. Yes, we 
understand, interest rates were much lower back then. Following the 
onset of the pandemic, the Bank of Canada drove its policy interest 
rate to the effective lower bound and kept it there till March 2022. 
Ten-year Canada bonds averaged barely 1.5% during the 2021-22 
fiscal year. This was clearly an artificial period of uber-cheap 
borrowing and a time when the central bank was willing to hold a 
considerable share of the sovereign’s debt on its balance sheet. 

Chart 1: Federal interest charges… up, up and away 
Federal public debt charges 

 
Source: NBF, GoC | Note: Actuals to 2022-23; FES projections from 2023-24 on 

Fast forward to the current fiscal year (i.e., 2023-24)… As per 
Tuesday’s FES, Ottawa’s annual interest bill has swelled to $46.5 
billion. That’s a two-year cumulative increase of 90%, vastly 
outstripping the corresponding advance in federal revenue (10%). The 
resulting interest bite (i.e., public debt charges vs. revenue) has got to 
hurt, even if the share of Ottawa’s revenue dollar consumed by these 
‘empty’ interest charges remains far removed from the ultra-dark 
days the sovereign stumbled through in the early 1990s. History buffs 

may know that public debt charges ate up an extremely alarming 37% 
of federal revenue in 1990-91. Ouch! 

Chart 2: Granted, this is nothing like 1990s (thank goodness!) 
Federal debt-to-GDP ratio & public debt charges-to-revenue ratio 

 
Source: NBF, GoC | Note: Actuals to 2022-23; FES projections from 2023-24 on 

Returning to the current situation… The extra interest the feds must 
dole out to debt holders is contributing to ongoing fiscal leakage. 
Looking at the 5-year period ending 2027-28, some $35 billion in 
additional budgetary red ink is now due to be spilled vs. Budget 2023. 
You’ll find an additional $30 billion in public debt charges over that 
same timeframe relative to the latest budget plan. Put another way, 
bonus revenue is no longer sufficient to cover both extra program 
spending commitments and an enlarged interest bill. The pace of 
federal deficit reduction thus slows. That’s not great. 

Chart 3: Extra debt charges contributing to larger deficits 
Change in federal finances, FES vs. Budget 2023: 5Y sum to 2027-28 

 
Source: NBF, GoC | Note: Represents cumulative chg from 2023-24 to 2027-28 inclusive 

It should be no secret what’s going on here. First, the amount of 
federal debt continues to grow. That’s what happens when you run a 
sustained deficit, even whilst attaining full employment. Meantime, an 
expectation of stickier inflation and higher-for-longer policy rates—
which to some extent are a byproduct of Ottawa’s fiscal and 
immigration policies—boosts the average borrowing rate. Finally, the 
feds carry considerable interest rate-reset risk and have for some 
time. No one doubts the sovereign’s ability to access the market, but 
the short(ish) average term of the federal debt stock (vs. provinces or 
other sovereigns) leaves Ottawa more immediately vulnerable to a 
rapid/violent jump in interest rates. The corollary, it should be noted, 
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also holds, in that a shorter-duration debt portfolio can capture 
interest savings more quickly when borrowing rates head lower. But 
that’s a story for another day. 

Chart 4: Higher-for-longer interest rates big part of story 
Federal interest rate planning assumptions: Avg of 3M & 10Y GoC yield 

 
Source: NBF, GoC | Note: Simple avg of calendar year forecast, based on consensus 

If there’s good news (and we’re reaching here), it’s that the re-
couponing of the federal debt stock is well in train. It’s definitely been 
painful, but it’s progressing quickly. At this point, a meaningful share 
of the federal debt that existed back in March 2022—when the BoC 
delivered its first hike—has already been rolled over at higher rates. 
That obviously includes full turnover of the T-bill stock (never longer 
than 12 months) plus the refinancing of a good number of GoC bonds. 

Chart 5: Federal debt stock has rolled relatively fast 
Progress towards refinancing GoC marketable debt o/s as at Mar-22 

 
Source: NBF, BoC | Note: Refers only to re-couponed debt; debt level has also grown 

Another slug of Canada bonds will be re-couponed in the coming 
fiscal year. These near-term maturities bear a weighted average 
coupon of <1.7%, which is far below the current cost of funds (ranging 
from ~5% in short bills to ~3.5% at the back end of the bond curve). 

So public debt charges are set for another double-digit increase next 
fiscal year, pushing the interest bite to a cyclical peak of 10.8% of 
revenue. Fun fact (or sober reality): The feds now use as much of their 
revenue dollar to service debt as in Newfoundland & Labrador, and 
much more than the provincial average. As many surely appreciate, 
the long-standing practice of locking-in liabilities for longer at the 
provincial level blunts/slows the debt servicing shock. There’s also 
simply less net debt at the provincial level these days. Beyond 2024-
25, things should settle down a bit in terms of the federal interest bill 
(or at least stop jumping), assuming of course that expected interest 
rate relief materializes. We believe it will. 

Chart 6: Federal interest bite far exceeds provincial average 
Federal-provincial public debt charges-to-revenue ratio: 2023-24 

 
Source: NBF, GoC, prov gov’ts | Note: Based on latest official government projections 

Chart 7: Provinces have better protected themselves 
Public debt charges-to-revenue ratio: Federal, Ontario & Quebec 

 
Source: NBF, GoC, Ont, Que | Note: Includes estimates/projections from latest FES 

The feds may like to hold up Canada’s G7-leading general 
government net debt burden, but ongoing spending commitments, 
the resulting red ink, the relatively shorter-dated debt stock and 
higher borrowing rates have thrown debt charges into overdrive.  

Ask the average Canadian what they think about public debt 
charges outgrowing program spending by a ratio of 3½:1 over the 
next handful of years (as is now assumed in the FES) and we can guess 
at the answer. It’s not necessarily a recipe for voter contentment. And 
unlike roaming charges, NSF fees or even grocery prices, there’s no 
arm for the government to really twist here. Interest on the federal 
debt can’t simply be regulated away. Nor is debt monetization on. QT 
means the central bank is in the process of turning GoC bonds back 
to end investors. This is the reality the government must contend with. 

The lessons, if not already obvious, are: debt is not free; prudent fiscal 
management has merit; when an opportunity for fiscal consolidation 
presents itself, it’s wise to seize it; despite notionally favourable 
comparisons to bygone eras (the 1990s) or more profligate nations 
(like our neighbour to the south), the feds have a growing debt load 
to service; and outsized interest rate-reset risk can and does cut both 
ways. On this final point… to the extent there’s any sensitivity to the 
size of the deficit in Ottawa (there may be some debate), the extra 
debt charges that must be swallowed may rob the feds of near-term 
fiscal room should the economy stumble more than expected. In a 
sense, the government’s own policy choices may have tied their 
hands behind their own back here. That’s a nuisance to be sure. 
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General 

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of 
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.   

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may 
be subject to change without notice.  The information is current as of the date of this document.   Neither the author nor NBF assumes any obligation to update 
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis 
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this 
Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual 
circumstances.  In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in 
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any 
due diligence or analytical work required by you in making an investment decision. 

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate 
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself 
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.  

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.  

Canadian Residents 

NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market 
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be 
contrary to any opinions expressed in this Report. 

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services.  As well 
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases 
and/or sales of these securities from time to time in the open market or otherwise.  NBF and its affiliates may make a market in securities mentioned in this 
Report.  This Report may not be independent of the proprietary interests of NBF and its affiliates. 

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the 
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.   
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UK Residents 

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of 
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this 
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act 
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice.  NBF and/or its 
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may 
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as 
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker 
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount 
invested.  Past performance is not a guide to future performance.  If an investment is denominated in a foreign currency, rates of exchange may have an adverse 
effect on the value of the investment.  Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about 
their value or the extent of the risks to which they are exposed.  Certain transactions, including those involving futures, swaps, and other derivatives, give rise to 
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for 
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority).  Persons who are retail clients should not act or rely upon the 
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for 
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.  

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial 
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.  

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom. 

US Residents 

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial 
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its 
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact 
their NBCFI registered representative.  

This report is not a research report and is intended for Major US Institutional Investors only.   

This report is not subject to US independence and disclosure standards applicable to research reports. 

HK Residents 

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures 
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report 
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a 
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers, 
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume 
any loss suffered by you in reliance of such information.  

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such 
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)).  If 
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not 
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus 
for full details.  

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional 
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which 
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.  

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the 
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) 
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public. 

Copyright 

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, 
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF. 
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