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Prince Edward Island: 2025–26 Budget 

LARGER DEFICITS FROM DETERIORATED ECONOMIC OUTLOOK, TAX CUTS,  

HIGHER SPENDING 

• PEI’s deficit is projected to increase this year due to a combination of tax cuts and 

spending increases—including a new $32 mn tariff and trade contingency budget. 

Sizeable deficits are also projected in future years, as the economic outlook has 

been downgraded and revenue growth is slated to only slightly outpace expense 

increases (mainly for the health care system). As a result of the higher operational 

deficits and robust capital spending plans, the province’s net debt is projected to 

increase to 36% of GDP by FY28, which would return the province’s debt burden to 

its level of a decade ago. While PEI may be less exposed to trade risks than other 

provinces, downside economic risks remain and could put further pressure on the 

public purse. 

• Budget balance forecasts: the budget projects larger deficits for longer over the 

outlook, estimated at -$166.3 mn (-1.6% of nominal GDP) in FY25 rising to -$183.9 

mn (-1.7%) in FY26, before declining to -$119.5 mn (-1.0%) by FY28 (chart 1). 

• Economic assumptions: real GDP growth is estimated to be 3.8% in 2024, slowing to 

2.5% in 2025 and 2.0% in 2026. 

• Net debt: estimated to be $3.0 bn (29.0% of nominal GDP) in FY25, increasing each 

year to $4.2 bn (35.9%) by the end of FY28 (chart 2). 

• Borrowing requirements: $873.5 mn in FY26, of which $800 mn is long-term 

borrowing and the remainder is short-term borrowing, liquidity reserves, and/or 

working capital.  

OUR TAKE 

PEI’s Budget 2025 presents larger deficits for longer over the forecast horizon compared 

to last year’s outlook, owing in large part due to tax cuts and additional program 

spending. The deficit is estimated to increase from -$166.3 mn (-1.6% of nominal GDP) in 

FY25 to -$183.9 mn (-1.7%) in FY26 before gradually declining to -$119.5 mn (-1.0%) in 

FY28, as opposed to deficits of less than 1% of GDP in FY26 and FY27 presented a year ago. 

Budget 2025 adds $275.8 mn in total expenditure across FY26 and FY27, and increase of 

4.2%, combined with mostly unchanged (-$8.5 mn) own-source revenue over the same  

two-year period. 

While the budget adds further expenditure across the horizon, program spending other 

than on health is slated to remain roughly flat in FY27 onwards. Meanwhile, tax cuts 

should provide support to businesses and households in the wake of an expected 

slowdown with tariffs clouding the horizon. Supports proposed for businesses include the 

small business income threshold increasing from $500,000 to $600,000 and reducing the 

corporate income tax rate from 16% to 15%. And supports proposed for households 

include raising the basic personal exemption amount from $14,250 to $14,650 in 2025 then 

in 2026 a 1.8% increase in all five tax brackets and the basic personal amount to $15,000, a 

year earlier than previously planned. The government has also set aside a good amount of 

funding for tariff and trade contingency in the near term, and an extra $10 mn for working 

capital loans to businesses and workers affected by tariffs. 

Real GDP growth is estimated to be 3.8% in 2024, slowing to 2.5% in 2025 and 2.0% in 

2026. The budget does not directly incorporate the potential effects of tariffs, as the 

proposed tariffs had been temporarily paused at the time the budget was being prepared. 

However, the estimated impacts of proposed tariffs would be a negative drag on PEI’s GDP 
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growth by 2 to 3.5 per cent after one year depending on the measures and counter-measures imposed. The budget includes $32 mn tariff 

and trade contingency allocated in FY26 as a buffer for negative impacts from these potential headwinds. 

Net debt levels are projected to increase to $4.2 bn by the end of FY28, up 39.4% in three years from the $3.0 bn end of FY25 level. As a 

result, net debt as a share of nominal GDP is projected to increase from 29.0% in FY25 to 35.9% at the end of FY28. Should an extended tariff 

and trade war drag on economic activity even more than projected in this budget, the province’s debt burden as a share of GDP could be 

higher in the outer years. Debt servicing costs as a share of total revenue are projected to increase from 5.3% in FY25 to nearly 6.5% in FY28, 

and as a share of own-source revenue rising from 8.8% in FY25 to 10.1% in FY27 and 10.7% in FY28. 

Borrowing requirements are projected to be $873.5 mn in FY26, of which $800 mn is long-term borrowing, and $73.5 mn is short-term 

borrowing, liquidity reserves, and/or working capital. For the total long-term borrowing requirements in FY26, $555 mn is planned for 

government-owned capital infrastructure projects such as new schools, healthcare infrastructure, and other significant projects, $128 mn is 

for maturing debt, and $72 mn is borrowing on behalf of crown corporations. Long-term borrowing requirements are expected to return to 

$450 mn–$550 mn for FY27 and FY28. 

 Updated Fiscal Forecast 

$ millions except where noted 

FY28

Bud.'24 Jan.'25 Bud.'25 Bud.'24 Bud.'25 Bud.'24 Bud.'25 Bud.'25

  Own-Source Revenue 1,896.7 1,893.1 1,898.4 2,010.5 2,022.0 2,131.1 2,111.1 2,211.4

  Federal Transfers 1,250.7 1,247.8 1,224.1 1,313.2 1,321.0 1,372.3 1,387.1 1,459.2

Total Revenue 3,147.4 3,140.9 3,122.5 3,323.7 3,343.0 3,503.4 3,498.2 3,670.6

  Program Spending 3,064.5 3,104.5 3,122.1 3,199.4 3,357.2 3,334.0 3,452.3 3,552.5

  Debt Service 167.9 165.9 166.7 183.8 169.7 199.9 213.7 237.6

Total Expenditure 3,232.4 3,270.4 3,288.8 3,383.2 3,526.9 3,533.9 3,666.0 3,790.1

Budget Balance -85.0 -129.5 -166.3 -59.5 -183.9 -30.5 -167.8 -119.5

     % of GDP -0.8% -1.2% -1.6% -0.5% -1.7% -0.3% -1.5% -1.0%

Net Debt 3,064.3 3,049.9 3,039.8 3,333.0 3,561.8 3,499.7 3,976.1 4,238.5

     % of GDP 28.8% 29.0% 29.0% 29.5% 32.6% 29.3% 35.0% 35.9%

Sources: Scotiabank Economics, PEI Finance.
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