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PBO sets the stage for upcoming federal budget 
By Warren Lovely & Ethan Currie  

Ahead of this year’s federal budget, due November 5th, Ottawa’s 

independent fiscal watchdog (the Parliamentary Budget Office) offered 

up a fresh economic and fiscal outlook. A caution on the PBO’s fresh 

projections: Canada’s economic and fiscal backdrop is hardly static. 

While a joint federal-provincial initiative, yesterday’s C$9 billion package 

for tariff-hit sectors and mining infrastructure underscores how fluid the 

fiscal impulse remains. Additional measures could arrive as the Carney 

administration readies a second, investment-focused budget. 

While we advise seasoning any multi-year fiscal forecast with a grain of 

salt, some inferences can nonetheless be drawn from the PBO’s work. 

Consistent with our own analysis, the latest projections point to a front-

loaded budgetary improvement, courtesy of higher energy prices / 

nominal growth (and thus revenue). With nominal GDP the denominator 

in leverage calculations, it’s not surprising to see an improved debt ratio 

in the near term. But any marginal fiscal consolidation is expected to fade 

over time, as new measures gradually overtake positive economic 

developments. Moreover, as we’ve been highlighting for some time, 

public debt charges remain the fastest-growing expenditure (by far). If 

anything, interest costs risk jumping even higher if Ottawa’s borrowing 

rates play out as the market currently anticipates. 

And don’t let a soon-to-be-achieved ‘operating balance’ fool you. Given 

large-scale capital investments and sizeable non-budgetary needs, net 

borrowing requirements will remain elevated. It leaves a GoC debt stock 

pointed higher even as program spending is reined in. As we’ve seen, the 

non-resident investor base could continue to play a vital role in absorbing 

all that net new issuance, with investors (foreign and domestic) perhaps 

taking some comfort from Canada’s relatively favourable fiscal standing 

vis-à-vis key international peers (link).  

Chart 1: PBO sees front-loaded budgetary improvement… 
GoC budget balance: Latest PBO outlook vs. earlier projections 

 
Source: NBC, PBO, GoC

Chart 2: … and an altered trajectory for federal debt burden 

GoC net debt burden: Latest PBO outlook vs. earlier projections 

 
Source: NBC, PBO, GoC

 

 
 

Chart 3: Nominal GDP got a serious boost in 2026 
Canada GDP growth: Latest PBO outlook vs. prior projection  

 
Source: NBC, PBO  

 

 
 

Chart 4: New measures gradually consume bonus revenue 
Adjustments to the GoC budget balance since PBO’s Jun-26 outlook 

 
Source: NBC, PBO | Note: Shows change in projections from Jun-26 to Oct-26 outlook
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On the face of it, the trajectory for the federal budget balance doesn’t look all that different than the PBO’s prior forecast (from June) or the government’s existing official plan (from April). Similarly, 

if you looked only at the end point for the federal debt burden, you might get the sense that little has changed. Think again. 

Economic developments since the PBO’s prior outlook (or the government’s own update in April) have generated extra revenue for the feds. That’s primarily through higher natural resource prices, 

which have boosted corporate revenues and subsequent tax collections for the GoC. All else equal, that creates scope for a near-term beat on the budget balance. As per the PBO: “Incremental 

fiscal room is front-end loaded.” But with Ottawa delivering significant new measures (including corporate tax relief), the longer-term budgetary outlook risks deteriorating (vs. the current plan). 

213348_d36ba135-bac0-437b-85f9-76bfcda6c188.pdf
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Chart 5: Canada’s interest bill remains Ottawa’s fastest-growing budgetary line item (by a significant margin) 
Government of Canada revenue and spending growth assumptions: Latest PBO outlook vs. prior projection (5-year CAGR) 

  
Source: NBC, PBO | Note: Light bars are prior projection; 5-year CAGR (2025-26 through 2030-31) 

 

 

 

Chart 6: Debt servicing costs are drifting up… 
GoC debt burden & interest bite: Actual & projected by PBO (Oct-26) 

 

Source: NBC, PBO, GoC | Note: Interest bite = public debt charges / revenue  

 

 

Chart 7: …and risk moving higher if rates stay lofty 

Projected GoC 10-year bond yield: Annual average  

      
Source: NBC, PBO, GoC, Bloomberg | Note: 2026 uses actual & forward implied for RoY

Chart 8: Don’t let the operating balance fool you… 
GoC projected operating deficit, budget deficit & net borrowing 

  
Source: NBC, PBO 

Chart 9: …there’s plenty of borrowing in the pipeline still 
GoC cumulative projected deficit & growth in debt: 5-year sum

 
Source: NBC, PBO | Note: 5-year sum (2026-27 through 2030-31) 
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Through 2030-31, public debt charges are expected to increase by 55% (or by ~C$30 bln). Should that materialize, interest costs would grow at an annual rate slightly above 9% (a pace nearly 3x 

faster than total program expenses). The growth in other sovereign interest bills may be more concerning, but Canada’s bears close monitoring as well, despite a relatively better ‘starting’ point. 

With PDCs set to (significantly) outpace revenue (as outlined in Chart 5), the ‘interest bite’ will continue its post-COVID drift higher. This is not the 1990s, but public debt is no longer free (or cheap), 

with the federal debt stock also rolling relatively quickly. Based on current bond yields (and forward curve pricing), public debt charges might be an even greater headache than the PBO projects. 

Don’t let a balanced operating budget fool you—after-capital shortfalls and other non-budgetary needs the federal debt stock will keep growing at a healthy clip. Heretofore rabid demand from a 

broader and deeper foreign investor base has helped to absorb ample GoC bond supply. With no little amount of funding to come, from the feds and other Canadian issuers, it will be important to 

keep non-resident investors (and domestic players) comfortable with Canada’s fiscal direction. Thankfully, the bar has been set pretty low when it comes to advanced economy fiscal management. 

213348_d36ba135-bac0-437b-85f9-76bfcda6c188.pdf
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