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BC First Quarter Update: Higher Revenues Cut the Deficit in Half
but the Fourth Wave Clouds the Outlook
The BC government published today its First Quarterly Report for FY 2021-22. The updated $4.8B deficit (1.5% of GDP)
was cut by half relative to the $9.7B budget shortfall projection. Similar to other provinces, a better-than-expected
performance across several revenue categories improves the bottom line so far in FY 2021-22.
First, the combination of a shallower nominal GDP contraction in 2020 (-3.2% vs -4.5% expectation) and a stronger
restart in 2021 (+11.0% vs +6.4% expectation) leads to a $4.0B upward revision to taxation revenue, at $37.8B. As of
August, BC’s total employment stood 1.1%, or 28K above pre-COVID levels, the only province with a positive net
position relative to February 2020. However, labour market slack persists in full-time positions and high contact services
sectors hard hit by the pandemic. Beyond the boost to PIT (+$2.2B) and CIT (+$1.2B) in FY 2021-22, the housing
market has proven resilient. MLS homes sales have come down by about 35% from their March 2021 peak, to a still
dynamic level consistent with the 2016 hype, just before the introduction of the first foreign buyer tax. Accordingly,
property transfer taxes are up $360M relative to Budget 2021.
Second, similar to other provinces, one-time health care pandemic relief funding from Ottawa increases federal transfers
by $0.9B, to $11.4B in FY 2021-22. Of this amount, $87M relates to the federal-provincial childcare agreement recently
announced by the federal government, offset by corresponding provincial spending. Third, the temporary jump in lumber
prices at the beginning of the fiscal year contributed to drive up natural resource revenue by $647M, to $3.2B this fiscal
year. Furthermore, stronger natural gas and electricity prices were also higher than projected due to lower water levels
and smaller electricity supply in the western U.S. due to climate change and wildfires.
Altogether, market participants will welcome the $6.2B improvement to revenues, now projected at $64.4B. Expenses
were revised up by $1.4B, to $65.7B. The BC government does not anticipate major changes to regular program
expenditures. However, severe forest fires largely explain the large $0.8B upward revision to natural resources and
economic development expenditures. Before 2021, 2017 and 2018 consisted of the previous worst wildfire seasons,
respectively costing $649M and $615M. In the longer run, the effect of climate change will have a disproportionate
effect on British Columbia due to its geographical localisation. Indeed, a recent Bank of Canada analytical report
estimates that households in BC are the most financially vulnerable and exposed to the increasing frequency and
intensity of natural disasters among provinces. Accordingly, we favourably view the $3.3B pandemic and recovery
contingencies as well as the $1.0B forecast allowance imbedded into the fiscal framework since last April.
In summary, the larger upward revision to revenues relative to expenses leads to a gentler 19.6% taxpayer-supported
debt to GDP ratio, versus 22.8% in the 2021 budget and 14.7% in FY 2019-20. At 21.7%, BC net’s debt-to-GDP remains
the second lowest in Canada behind Saskatchewan. Of course, the fiscal year is far from over. The fourth pandemic
wave caused by the delta variant led us to recently trim our forecasts. We notably revised down our Canadian 2021
real GDP growth forecast from 6.0% to 4.9%. We plan to revisit our provincial forecasts soon, implying downward
revisions to our previous BC economic projections published last July. Particularly, China, a larger trading partner for
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BC than for other provinces, has failed to show signs of acceleration so far in 2021H2, following a relatively weak first
half of this year. One upside to the medium-term outlook is the LNG market with several projects in development. Earlier
this summer, we learn additional details relative to the Ksi Lisims $10B LNG project. The Nisga’a First Nation is
partnering with a consortium of energy companies to propose a net-zero emission natural gas export facility. The
consortium is in the filing process at this stage.
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