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NEW BRUNSWICK ON TRACK TO MEET FISCAL
TARGETS

Highlights
* New Brunswick is on track to balance its budget by FY2020-21 —in line with projections made a year
ago. Net debt is expected to rise slightly to near 42% of GDP in the upcoming fiscal year.

* The economic outlook has improved somewhat, with the province upgrading growth and employment
projections for both 2017 and 2018.

* No major revenue or spending measures were announced in the budget. However, the Province
elected to eliminate the contingency reserve in its plan, following in the footsteps of the federal gov-
ernment in its Fall Update.

New Brunswick tabled its fiscal 2017-18 Budget Plan today, indicating that it remains on track to
balance the budget by fiscal year 2020-21. This year’s plan builds on the foundation that was created in
last year’s budget, with focus on growing the economy, and investing in education and healthcare. The
provincial government has made some headway in tackling the deficit thanks to a number of measures
that were announced in last year’s budget. These include tax hikes — HST, corporate taxes, land transfer
tax, tobacco tax — as well as paring back expenses through efficiencies. All told, the deficit is on course
to fall to $231 million in FY2016-17, ahead of the $347 million projection laid out in last year’s budget.
The bulk of the improvement, however, stems from the removal of the $100 million contingency reserve.
Despite the smaller deficit, net-debt as a share of GDP is expected to rise slightly, reaching nearly 42%
in the 2017-18 fiscal year.

Economic outlook slightly improved

Despite the improvement in the fiscal position, the New Brunswick government is still faced with a
challenging environment, with a slow-growing economy and
aging population remaining chief concerns. The economy has
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NEW BRUNSWICK ECONOMIC ASSUMPTIONS
[ Per cent change unless otherwise noted ]

2017 Budget
2016* 2017 2018 2019-21
Real GDP 0.4 0.6 0.8 0.7
Nominal GDP 1.8 1.9 21 2.0
Population 0.3 0.3 0.2 0.1
Unemployment rate (%) 9.5 9.5 9.4 9.4
Employment -0.1 0.2 0.3 0.1
*GDP numbers are estimates.
Source: New Brunswick Budget 2017.

was triggered by a sharp jump in net international migra-
tion, driven in large part by an influx of Syrian refugees.
While the three-year Atlantic Immigration Pilot Project, set
to begin in March, should help to support immigration, last
year’s growth is unlikely to be sustained. Still, international
immigration is one source that may help mitigate the longer-
term impact of the aging population on the economy.

Few new revenue or expenditure measures

The revenue-raising measures outlined in last year’s
budget will continue to help balance the budget over time.
Indeed, a healthy 4% increase in revenues expected for the
upcoming fiscal year will be driven largely by the full imple-
mentation of the previously announced tax hikes. As such,
there were few new spending or revenue enhancing initia-
tives revealed this year. In line with its key focus areas, the
budget included a 4.9% increase in spending for education
(including early-childhood education) and a 3.3% increase
for healthcare. Meanwhile, the government is honouring
its commitment to lower taxes for small businesses, with a
reduction from 3.5% to 3.0% set to take effect on April 1%,
Interestingly, there was no mention of any carbon pricing
strategy — a plan that the provincial government will need
to shape by 2018, unless it is willing to adopt the federal
government pricing plan.

Of note, this budget reflects the consolidation into the
government’s books of nursing homes. The impact of
this change is relatively neutral on the deficit, but did add
somewhat to the overall debt level — raising it by over $500
million.

Budget still on track to balance by FY2020-21

The Province has met — and exceeded — its fiscal targets
thus far and remains on track to bring the budget back to
balance by FY2020-21. Keep in mind that the bulk of the
improvement in the deficit reflects the elimination of the
contingency reserve. While the economic conditions have
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DEFICIT FORECAST TO NARROW IN FISCAL
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improved, such a safety net can guard against any unfore-
seen circumstances. The recent ice storm in the province is
one example of how the government may have to increase
spending unexpectedly. Moreover, the current environment
is riddled with uncertainty, with potential change in U.S.
policies related to the new White House Administration, and
the Softwood Lumber Agreement in particular, being front
and center. Still, the Province has a relatively conservative
economic outlook, suggesting that the timeline for the path
to balance seems feasible.

The bigger challenge for the province stems from the
elevated level of net debt amidst a slow growing economy.
Despite a reduction in the deficit, net debt as a share of GDP
has been gradually rising - set to reach nearly 42% of GDP
in the upcoming fiscal year - partly reflecting borrowing to
finance capital spending plans. Spending on transportation
and infrastructure — which tends to have a bigger impact on
economic growth — accounts for about half of the increase
in the capital spending plan. Still, with debt levels already
elevated, it remains a concern and can limit the pace at
which the deficit is narrowed. Indeed, even with low inter-
est rates, servicing this debt will continue to put pressure
on government finances — already accounting for nearly 8%
of total revenues.

Bottom line

Aside from the elimination of the contingency reserve,
today’s budget contained no big changes on the revenue
or spending front. Despite being on course to eliminate
the deficit, the provincial debt remains elevated and will
remain a concern.
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