
http://economics.td.com

TD Economics

A better-than-anticipated economic performance helped Quebec post a slightly smaller FY 2024/25 shortfall than 
the one envisioned in last November’s fiscal update. The FY 2024/25 deficit (before deposits into the Generations 
Fund) is now seen at $8.1 billion – a $700 million improvement 
compared to the fall update. However, this measure of the defi-
cit is anticipated to swell to $11.4 billion in FY 2025/26. That 
would represent a meaty 1.8% of GDP - well above the long-
term average for Quebec and higher than nearly all provinces 
that have reported so far (B.C.’s is the exception). The Province 
is still pledging a small surplus (again, before deposits into the 
Generations Fund) by FY 2029/30. Net debt-to-GDP, meanwhile, 
is seen as climbing about 2 ppts over the medium term.

Exceedingly weak revenue growth is seen as contributing to 
the larger deficit this year. On the opposite end of the led-
ger, spending growth is also expected to be modest this year, 
weighed down by slower spending growth in big-ticket catego-
ries. The budget will also allocate significant funds to its 10-
year infrastructure plan.

•	 Quebec’s deficit is forecast to increase from 1.3% of GDP in FY 2024/25 to 1.8% this year. This is the second larg-
est anticipated shortfall of any province that’s reported budgets this year and comes despite a steep slowdown 
in anticipated spending growth.

•	 Net debt-to-GDP is expected to climb over the next several years, reflecting ramped up infrastructure invest-
ments meant to cushion the economy at a time of turbulence. The government will also be rolling out tax relief 
and financial supports for businesses.

•	 A weaker-than-assumed economic backdrop raises the chance that the government won’t be able to balance 
the budget by FY 2029/30 – currently a requirement under the Balanced Budget Act. 
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Baseline Economic Forecast Incorporates 
Trade War 

The government’s economic forecast assumes that the 
U.S. would impose tariffs on several trading partners, 
including Canada. These tariffs would last two years 
and be equivalent to a 10% tariff rate. This assumes 
higher tariffs are in place for a longer period than in our 
own baseline forecast (see latest Quarterly Economic 
Forecast), but the government still sees real GDP rising 
a respectable 1.1% in 2025 and 1.4% in 2026. In the gov-
ernment’s view, tariffs are expected to shave 0.7 ppts 
off growth in both years. Notably, the government’s 
projection is meaningfully above our own forecasts, 
which anticipate real GDP increasing by an average of 
0.85% over the two years. That said, because we are 
more bullish on price growth, our nominal GDP fore-
cast is in line with the government’s projection, on av-
erage, in 2025 and 2026.

In an alternative scenario where 25% tariffs (and 10% 
on energy) were imposed on trading partners by the 
U.S., the Quebec government estimates that the bud-
getary balance would deteriorate by $9.4 billion over 6 
years, after deposits into the Generations Fund. Mean-
while, net debt-to-GDP would be 2 ppts higher relative 
to the baseline at the end of FY 2029/30.

Revenue Growth to Ease Markedly This Year

Revenue growth is projected to ease to 1.0% in FY 
2025/26 from a near 9% gain the year prior. This is 
despite the government’s efforts to improve the tax 
system by, for example, eliminating inefficient tax ex-
penditures and refocusing the tax credit relating to 
resources on critical and strategic minerals. These ef-
forts are estimated to lift revenues by $3 billion over 
5 years. In terms of the largest drags on topline rev-
enues, the corporate income tax intake is expected 
to fall this year, as the trade war weighs on corporate 

profits. Miscellaneous revenues (tuition fees, interest 
revenues, the sale of goods and services, and fines, for-
feitures, and recoveries) are also expected to drop this 
year, partially unwinding a huge gain in FY 2024/25. 
Federal transfers, meanwhile, are seen as flat. In con-
trast, personal income and consumption tax revenues 
are seen as advancing at a resilient 3% pace this year, 
reflecting rising household spending and wages.

On the expenditure side, program spending is seen as 
advancing at a below-average 1.8% rate in FY 2025/26, 
restrained by slower health and education spending, 
and declining expenditures in the Ministry of Transport 
and Sustainable Mobility. The latter reflects a partial 
pullback after a hefty gain the year prior.

To support the province through this turbulent eco-
nomic period, the government will provide financial 
assistance in the form of loans to affected businesses, 
representing liquidity of $1.6 billion. The government 
will also extend accelerated depreciation measures 
that were set to be phased out. They will now extend to 
2029 for items such as manufacturing and processing 
machinery and equipment, clean energy generation 
equipment, and zero emission vehicles. This is esti-
mated to provide $2.4 billion in tax relief for businesses 
over 5 years. This is part of a broader plan to “support 
and revitalize Quebec’s economy” through providing 
transitional support to businesses affected by the tar-
iffs, fostering market diversification, supporting busi-
nesses investment projects, and making it easier to 
identify Quebec products. The government will also 
offer a new fully refundable tax credit for research, in-
novation, and commercialization (CRIC) which will re-
place eight tax measures currently in effect. The Prov-
ince also builds in a $2 billion contingency reserve in 
FY 2025/26 to address downside risks. 

Quebec’s Debt Burden to Grow

Net debt-to-GDP is expected to rise from 38.7% on FY 
2024/25 to 41.0% FY 2028/29 before easing up a touch 
by FY 2029/30. This is well above the 25% (simple) av-
erage of provinces that have released budgets thus 
far. Ongoing deficits will contribute to the rising debt 
burden, as well as a stepped-up commitment towards 
infrastructure investment. Indeed, the government has 
announced an $11 billion increase in infrastructure in-
vestment from FY 2025/26 – FY 2027/28 to help cush-
ion the economy in the near-term. This falls in line with 
February’s capital intentions survey which pointed to 
a 3.2% gain in public sector capital investment this 
year after massive gains from 2022-2024. Fortunately, 
the so-called “interest bite” on this debt is expected to 
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be manageable. Interest costs are expected to total 
about 6% of revenues in FY 2025/26 – not meaningfully 
different from the year prior and well below the long-
run average of about 12%. 

Borrowing requirements are expected to total $29.7 
billion in FY 2025/26, down from $36.7 billion in FY 
2024/25, as $9.3 billion in pre-financing has already 
been carried out.

Bottom Line

The provincial government’s Balanced Budget Act re-
quires the government to return to a balanced budget 
by FY 2029/30. However, a more severe tariff back-
drop could stand in the way of this goal, according to 
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the government’s own modelling. Notably, the start-
ing point on the path towards balance is tough, with 
the government forecasting a massive deficit in FY 
2025/26, This comes even with a commitment to signif-
icantly slow program spending growth this fiscal year 
and significant uncertainty about the outlook.

These softer program spending gains will likely act as 
some restraint on the pace of economic growth this 
year, given Quebec’s outsized public sector. That said, 
ramped up infrastructure investment could offer some 
offset in this tough economic backdrop (depending on 
how quickly projects are able to be initiated). And, the 
government will be rolling out several supports to busi-
nesses to help ease the blow.


