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Highlights
*  Budget 2021 outlines a multi-year plan back to balance for Newfoundland and Labrador by FY 2026/27. A significant

reduction in the Province’s deficit is expected in FY 2021/22, as soaring revenues tied to a rebounding economy and oil
revenue as well as the impact of higher tax rates swamp a still-lofty increase in expenses.

*  Much of the improvement after FY 2021/22 will come on the expenses side of the ledger, with spending projected to de-
cline, on average, by 2.5% per year from FY 2022/23 to FY 2025/26.

*  Net debt-to-GDP is projected to improve significantly in FY 2021/22, which will likely be cheered by investors and rating
agencies. However, the government’s focus on expenditure restraint after that will require significant discipline and could
weigh on economic growth in coming years.

In Budget 2021, Newfoundland and Labrador’s government outlines a multi-year plan that sees its sizeable deficit substan-
tially reduced by FY 2025/26. Much of this improvement is slated to come this fiscal year, as revenues surge from levels that
were depressed by the pandemic and low oil prices. However, after this fiscal year - when economic growth is projected to
taper off and the impact of tax hikes on revenue growth wanes - the province will be leaning on considerable expenditure
restraint to put its fiscal house in order.

Deficits to Reduce Substantially This Fiscal Year
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million - or a mere 0.2% of GDP - before the Province at-
tains a surplus position by FY 2026/27.

Forceful Rebound in Revenues Anticipated in FY
2021/22

Soaring revenues are anticipated in FY 2021/22, driven
primarily by surging offshore royalties as Brent prices are
forecast to average US$64 per barrel, up significantly from
last year’s average of US$41.76. Government of Canada
transfers are also expected to grow strongly, while own-
source revenues are boosted by expectations of a substantial
recovery in economic activity. On the latter front, nominal
GDP is projected to grow by 16.2% in 2021, more-than-
offsetting the 10.9% drop in 2020. That projection is high-
er than our 12.2% growth forecast released in March, but
partly reflects more up-to-date oil forecasts.

Revenue growth is anticipated to pull-back somewhat in
FY 2022/23. After which, revenues are expected to aver-

age a 2.0% gain through FY 2025/26, restrained by weak
population growth.

In Budget 2021, the government plans on adjusting tax
brackets for higher income earners (i.e. those earning more
than $135,973), such that income tax rates climb by 3 — 4
ppts for the highest earners. This change would take the
combined federal/provincial PIT rate for the highest earn-
ers to 54.8% from 51.3%. It is also anticipated to bring in
$15.3 million in revenues this fiscal year, although will still

Newfoundland & Labrador Economic Assumptions
[ Per cent change unless otherwise noted ]
Fiscal Year 2020* 2021
Real GDP -5.3 5.6
Nominal GDP -10.9 16.2
Unemployment Rate (%) 14.1 13.7
Employment -5.7 2.6
Retail Sales 1.4 5.6
Population -0.3 -0.3
2021-22
Exchange Rate (USD/CAD) 0.796
Brent Price ($US per barrel) 64.0
*Estimate
Source: Newfoundland and Labrador Department of Finance, TD Economics.
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leave the province on the lower end of the income tax spec-
trum versus the other Atlantic Provinces. The government
is also evaluating potential HST increases.

Tobacco taxes will be increased again this year, to the tune
of 3 cents per cigarette. Meanwhile, a 20-cent-per-litre
sweetened beverage tax will become effective next April.
On the other hand, the province plans to offer rebates of
up to $2,500 towards green home retrofits and for resi-
dents who purchase an electric vehicle. In addition, they
will rollout at Physical Activity Tax Credit worth up to
$2,000 per family.

Province Planning Sharp Pullback in Expendi-
tures After FY 2021/22

Spending is forecast to continue increasing at a solid rate
in FY 2021/22, driven by gains in social spending and re-
source sector expenditures. However, substantial expendi-
ture restraint is baked into the government’s plans there-
after, as spending falls 9% in FY 2022/23, and averages a
0.2% drop from FY 2023/24 to 2025/26.

Overall, expenses are anticipated to be about 10% lower
than their FY 2021/22 level by the end of the projection
horizon. This implies a significant decline in real spending,
as consumer prices are expected to have climbed by 7.4%
over that same time.

To achieve spending efficiencies, the government will begin
an immediate analysis and reorganization of Nalcor En-
ergy — the provincial organization tasked with developing
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the Lower Churchill Hydroelectric projects. Their efforts

), .
won't stop there, however, as all crown corporations and
organizations will be reviewed in the search for efficiencies
through realignments. For example, the Province plans an
integrated services model to streamline back-office opera-
tions, and prevent duplication, for its four regional health
authorities.

Notable spending pledges in Budget 2021 include $147
million for communities to improve infrastructure and en-
hance services, $74 million for early childhood develop-
ment programs, $30 million towards tourism support, and
$25 million to improve cellular and broad-band connectiv-
ity. Regarding COVID-19, the government will continue
allocating the $100 million it set aside for support.

Debt Burden Expected to Improve in FY 2021/22

In FY 2021/22, the province is projecting its net debt-to-
GDP ratio to drop to 47% from 52% the year prior, de-
spite a projected $600 million investment in infrastructure.
If achieved, this would mark a considerable improvement
tor Newfoundland and Labrador, placing it below On-
tario (which would take the mantle as the most indebted
province) for the first time since FY 2015/16. Although
no longer-term debt projections are offered, the significant
deficit reductions planned by the government would be key
to sending the ratio down on a sustainable basis.

Borrowing requirements have also been reduced to $1.7

billion, down $1.1 billion from FY 2020/21.

Disclaimer

Bottom Line

In what will likely be well received by investors and rating
agencies, Budget 2021 commits to significantly improving
Newfoundland and Labrador’s fiscal position in coming
years. Still, much of this heavy lifting will come on the back
of spending cuts, as the hefty revenue increase expected in
FY 2021/22 fades away and structural challenges like slow
population growth impede further gains. This level of re-
straint will also require considerable discipline on the part
of policymakers, particularly in the face of challenges such
as a relatively old, and aging, population.
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