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A first step towards eliminating the structural deficit  
Matthieu Arseneau, Alexandra Ducharme and Daren King  

Highlights 

Unlike last March's disclosure, the Quebec government did not announce any significant deterioration in the situation of public finances in this 

economic update. The anticipated deficit for the current year remains unchanged at $11 billion, after payment to the Generations Fund (deficit as 

defined in the Balanced Budget Act). However, we note that the deficit for 2025-26 has been revised upwards (from $8.5 billion to $9.2 billion). 

The government is benefiting from a stronger economic performance than expected in the 2024-25 budget (1.2% compared with 0.6%). Quebec 

households are showing resilience despite high interest rates, thanks in particular to a lower level of debt compared to national average. But that's 

not all. The stronger-than-expected strength in the rest of Canada and the solid performance of the US economy are reflected in exports, which 

could be higher than expected. For 2025, economic growth has been revised down by a tenth (from 1.6% to 1.5%) due to lower than previously 

estimated population growth, and the Ministry of Finance expects GDP to grow at a similar rate in subsequent years. We have some doubts as to 

whether such growth will materialize over the next three years, given the decline in the population that we anticipate, which will be particularly 

acute among the working-age population. That said, it is important to bear in mind that population changes have an impact on both income and 

expenditure from the point of view of public finances. Moreover, we must not forget that the Quebec economy is not immune to an outright recession 

in the next few years, which could jeopardize these long-term prospects. Given all these uncertainties, we welcome the government's determination 

to eliminate the structural deficit by 2029-30, as stipulated in the Balanced Budget Act. It is taking a step in the right direction with this update by 

eliminating $700 million of the structural deficit, which was estimated at $3.9 billion, thanks to a reduction in tax expenditures (increase in the 

capital gains rate and adjustment to the career extension credit), which should be stepped up when the 2025-2026 budget is presented. On the 

other hand, the government is announcing measures to ‘respond to priority issues’ (see new initiatives below) and to index Quebecers' tax system, 

which is one of the factors contributing to next year's deficit. In short, we encourage the government to stick to its budgetary target of eliminating 

the structural deficit within 5 years. Failure to do so would mean that the net debt would have fallen from 40.9% in 2019-20 to 38.6% in 2028-29, 

very little progress in nine years, whereas the government is aiming for a level of 30% in 2037-2038, in line with the law on reducing the debt and 

establishing the Generations Fund. A fall of 8.6 percentage points between 2028-2029 and 2037-2038 would be a major challenge, given that 

healthcare spending will be under considerable pressure as the population ages. With fewer and fewer governments concerned about the 

sustainability of public finances and facing higher interest rates than in the past, investors are likely to discriminate more against governments on 

the basis of their financial soundness. Financial prudence is therefore the order of the day, as demographic changes and the asset preservation 

deficit represent a challenge for Quebec's public finances over the next few years. 

▪ Economic outlook — Since the start of 2024, the Quebec economy has been more robust than expected at the time of the 2024 Budget, with real 

GDP growing at an annualized rate of 3.6% in the first quarter and 2.7% in the second quarter, a better performance than observed in the country 

as a whole. As for the unemployment rate, it rose from 4.5% in January to 5.7% in October (+1.2%), a higher rise than the national average (from 

5.7% to 6.5%). Despite this, the unemployment rate remains the lowest of the country's 10 provinces. Inflation, which was higher in the province 

than in the country as a whole, has fallen below the national average since June, and now stands at 1.6% (Canada: 2%), below the Bank of Canada's 

2% target. With the economy more resilient than expected at the time of the 2024 Budget, the real GDP growth expected in 2024 at the time of the 

Autumn Update has doubled, from 0.6% to 1.2%, in line with our recent forecasts. This upward revision is mainly due to much stronger-than-

expected household consumption, while business investment, both residential and non-residential, has been weaker than expected. For 2025, the 

province's economy is forecast to grow by 1.5%, a slight downward revision of one tenth compared to the Budget. Although more interest rate cuts 

are expected than last spring, which should help to support the economy, the anticipated economic growth in 2025 seems slightly optimistic 

compared with our forecast of 1.0%, in a context where the population is likely to decline slightly over the next 3 years. In subsequent years, real 

GDP should accelerate slightly, with growth of 1.6% in 2026 and 2027, then 1.7% in 2028. In nominal terms, which have a greater impact on public 

finances, GDP has also been revised upwards in 2024, from 4.0% at the time of the Budget to 4.6% today. For 2025, nominal GDP should slow to 

3.6% (Budget 3.8%) under the weight of lower inflation and maintain this pace until 2028. As for the labour market, the average unemployment rate 

should reach 5.4% in 2024, up from the 5.2% expected at the time of the Budget. The peak initially forecast for this year should be reached in 2025, 

when the unemployment rate should rise to 5.8% before gradually falling to 4.4% in 2028. It should be noted, however, that the unemployment rate 

has been revised upwards over the entire forecast period. 

▪ Revised 2024-25 budgetary outlook — The budgetary balance for 2024-2025 as defined in the Balanced Budget Act (after payment into the 

Generations Fund and use of the stabilization reserve) is unchanged from that anticipated in the Budget, at $10.998 billion. In fact, an upward 

revision of $2.325 billion in revenues and the use of half ($750 million) of the contingency reserve is offset by an increase of $3.054 billion in 

expenditure, mainly due to an upward revision of $2.888 billion in portfolio expenditure. Put in perspective, this deficit represents 7.2% of revenues 

or 1.8% of GDP. Before payment to the Generations Fund, the deficit was $8.755 billion, a reduction of $21 million compared with the last budget. 

▪ Future year budgetary outlook (2025-26 and 2026-27) — The budgetary balance for 2025-2026 as defined in the Balanced Budget Act (after 
payment into the Generations Fund and use of the stabilization reserve) should be higher than anticipated in the Budget, rising from $8.486 billion 
in March to $9.244 billion today. The deficit should then fall to $4.198 billion in 2026-27 and continue to fall thereafter. The objective set out in the 
budget of returning to a balanced budget by 2029-30 remains intact. Given the relatively unchanged economic context, the Minister of Finance is 
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not modifying his contingency provision. The contingency provision will therefore remain at $800 million in 2024-25, and $1.5 billion for all years 
from 2025-26 to 2028-29. 

▪ Revenues in 2025-26 are expected to be $772 million higher than in the 2024 Budget, reaching $157.3 billion. This increase is due to a $282 million 
increase in federal transfers, while total own-source revenue should be up by $488 million. This upward revision of autonomous revenue for 2024-
25 is due to an increase in tax revenue (personal income tax, corporate income tax, etc.) and other autonomous revenue excluding that from 
government enterprises, which more than offset a downward revision of these enterprises, due in particular to lower exports by Hydro-Québec as 
a result of low water levels. For 2026-27, revenues should increase by 4.8% thanks to a 4.7% rise in own-source revenues and a 5.2% increase in 
federal transfers. 

 

▪ New initiatives — Since the March budget, the new measures represent $2.083 billion over five years. More than half of this amount, or $1.180 

billion, will be allocated to ‘community development’, including $880 million over four years for public transport. The forestry sector will receive $252 

million over five years, of which $100 million will be in the form of loans to businesses. The remainder will be dedicated to encouraging reforestation 

efforts, in conjunction with the $220 million granted by the Government of Canada. An additional $208 million will be invested in housing, in particular 

to speed up construction. Finally, $433 million has been earmarked to help people and infrastructure affected by the recent floods ($262 million), to 

support police forces in Nunavik ($155 million) and to improve cellphone coverage in Bas-Saint-Laurent, Mauricie and Saguenay-Lac-Saint-Jean 

($16 million). 

 

In addition, the government has announced that it is continuing to review tax expenditure. The full results should be announced in the next budget, 
but the fiscal update already includes two measures to modernize the tax system. The first concerns the previously announced harmonization of 
the tax treatment of capital gains with that of the federal government, a measure that will reduce spending by $2.475 billion over five years. The 
second measure aims to raise the minimum age for eligibility for the tax credit for career extension from 60 to 65, while adjusting the amount granted 
more progressively according to taxpayers' income. These two adjustments combined will result in savings of $3.362 billion over five years. In 
addition, $5.210 billion will be allocated to indexing the current tax system by 2.85%. 

 

▪ Debt management — The government is staying on course with its new target of gradually reducing the net debt-to-GDP ratio to 30% by 2037-38, 
which is close to the average for Canadian provinces. 

▪ As at 31 March 2025, net debt should amount to $236.6 billion, or 39.0% of GDP, unchanged from March 2024, but up compared with last autumn's 
economic update (37.8%). The net debt-to-GDP ratio is then expected to rise to 39.8% of GDP in 2026, then follow a downward trajectory in 
subsequent years, reaching 38.6% in 2029. This is lower than the path initially forecast in the 2024 Budget (39.5%). 

▪ Borrowing program — The update revises the borrowing requirements for the 2024-2025 financial year, which at $32.5 billion are down from the 

$36.5 billion telegraphed in March. The downward revision of net borrowing requirements, the use of early borrowing in 2023-24 and transactions 

under the credit policy are the main factors behind this reduction. The financing program has been completed for 2024-25. Of these borrowings, 

35% were made on foreign markets (23.9% in US dollars, 5.7% in euros, 3.7% in Australian dollars and 1.3% in Swiss francs), a higher proportion 

than that observed over the last 10 years (~30%). At the time of publishing the budget update, transactions for the 2024-2025 financial year had 

been carried out, on average, at a cost of 4.15% and with a maturity of 15.9 years, higher than the cost of total debt in March 2024 (3.87%) with an 

average maturity of 11.3 years. For subsequent years, the financing program provides for borrowings of $29.2 billion in 2025-26, $30.1 billion in 

2026-27, $27.9 billion in 2027-28 and $28.5 billion in 2028-29. 
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▪ Current long-term credit ratings — S&P: AA-, Stable  |  Moody’s: Aa2, Stable  |  DBRS: AA(Low), Stable  |  Fitch: AA-, Stable  

[Refer to our Provincial Ratings Snapshot for additional colour on specific credit rating drivers/considerations] 
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General 

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of CIRO), 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.  

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. 

EU Residents 

With respect to the distribution of this report in the member states of the European Union (“EU”) and the European Economic Area (“EEA”) by NBC Paris, the contents of this report are for information 
purposes only and do not constitute investment advice, investment research, financial analysis or other forms of general recommendation relating to transactions in financial instruments within the 
meaning of Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014 (“MiFID 2”). This report is intended only for professional investors and eligible counterparties within the 
meaning of MiFID 2 and its contents have not been reviewed or approved by any EU/EEA authority. NBC Paris is an investment firm authorised by the French Prudential Control and Resolution 
Authority __ (“ACPR”) to provide investment services in France and has passported its investment services throughout the EU/EEA under the freedom to provide services and has its registered office 
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U.S. 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) 
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