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Battening Down the Hatches 

PROVINCIAL BUDGET 2025 ROUND-UP 

• Provincial governments had the difficult task of finalizing their annual budgets just 

as the U.S. was starting a global trade war. Each made different assumptions about 

the economic and fiscal impacts of the trade war, and many built in contingencies 

into their fiscal frameworks to buffer against trade war impacts. 

• Taken together, the provincial budgets’ baseline scenarios project the aggregate 

provincial deficit to rise from $20.6 bn (0.7% of nominal GDP) in FY25 to $44.9 bn 

(1.4% of GDP) in FY26 (chart 1).  

• This reflects a worsened revenue outlook due to the deteriorated economic 

outlook, combined with continued operational and capital spending growth, as 

well as substantial increases to contingency reserves. New tax or spending 

measures were generally relatively minor, reflecting the challenging economic and 

fiscal situations facing provincial governments. 

• Provinces’ borrowing requirements are expected to remain elevated at roughly 

$138 bn in FY26, somewhat lower than the $147 bn recorded in FY25 but still 

substantially more than the $112 bn raised in FY24. This reflects the higher 

operational deficits and rising capital spending in most provinces.  

• Aggregate net debt as a share of GDP is projected to increase from 29.6% in FY25 to 

33.2% by FY28 (chart 2), with the largest increases expected in British Columbia 

(B.C.), Nova Scotia, and Prince Edward Island. Aggregate debt service as a share of 

revenues will rise from 6.2% to 6.4% in FY26. 

• The provinces’ fiscal outlooks face risks from the ongoing U.S. trade war. Using our 

latest provincial economic growth projections instead of the economic growth 

assumed in each budget, we estimate that there could be revenue shortfalls, but 

within the contingency buffers set aside by most provinces.  

• However, in a more negative economic scenario, combined with an increase in 

spending by provinces, contingency buffers could be overwhelmed in most provinces.  

• While most provinces maintain relatively sound fiscal positions, given the 

deteriorated fiscal outlook and residual downside risks, a number of provinces 

have seen credit rating or outlook downgrades in the last month, and more 

downgrades could follow.  

• As impacts from the trade war and associated uncertainty gradually subside in the 

medium term, fiscal outlooks should improve, especially if provinces can deliver on 

promised spending restraint over the medium-term. 
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DETERIORATION ACROSS THE BOARD 

With the incipient U.S. trade war weakening the economic outlook, provincial governments 

downgraded their expectations for near-term economic growth. While the provinces 

released their budgets at different point in the U.S. global trade war, and made different 

assumptions about the duration and impacts of the conflict, essentially all provinces 

downgraded their expectations for economic growth. The downward revisions were greatest 

in Newfoundland and Labrador, Prince Edward Island, Alberta, and Ontario (chart 3).  

Revenues are expected to be lower than previously expected, reflecting the weaker economic 

outlook as well as some tax cuts. Despite revenues ending up stronger in FY25 than initially 

expected, the worsened economic outlook has led to lower expected near-term revenues. In 

addition, some provinces have announced new tax cuts, which further weigh on the revenue 

outlook. Most notably, Alberta and Nova Scotia implemented personal income tax cuts. 

Spending is projected to rise further after a significant increase in the year just ended. 

Aggregate provincial spending growth was a robust 5.4% in FY25, led by 9.7% in B.C. and 8.1% in 

Quebec. Provincial spending is forecast to increase a further 2.8% in FY26 and 2.6% in FY27 on 

aggregate, but with considerable differences across provinces (chart 4). Saskatchewan is 

planning to reduce spending in FY26, and Newfoundland and Labrador is forecasting lower 

spending in both FY27 and FY28. In contrast, spending in Prince Edward Island is forecast to 

increase by a further 6.3% this year and 4.9% next year. 

In addition, many provinces have prudently established or increased contingency buffers to 

protect against downside fiscal risks. Such risks could include revenue shortfalls from weaker-

than-expected economic growth and/or increased spending for program to support workers 

and businesses impacted by the U.S. global tariff war. B.C. and Alberta lead the pack, by setting 

aside amounts equivalent to roughly 5% of revenues for each of the next two years (chart 5).  

The aggregate provincial balance is expected to drop from -$20.7 bn in FY25 to -$44.9 bn in 

FY26 before improving to -$20.0 bn in FY27. The latest projected aggregate FY26 deficit is 

roughly $24 bn larger compared to FY26 projections in last year’s provincial budgets. While 

Alberta and Nova Scotia recorded surpluses in FY25, all provinces expect to record deficits in 

FY26, and all but Saskatchewan and Newfoundland and Labrador are also projecting deficits 

for FY27 (chart 6).  
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This would imply that the aggregate provincial deficit will peak at 1.4% of GDP in 

FY26. This is a deterioration from the 0.7%-of-GDP deficit estimated for FY25, but 

substantially lower than the provincial deficits recorded in FY21 during the pandemic.  

Net debt is projected to increase in most provinces. With the exception of 

Newfoundland and Labrador, which is expecting strong revenue growth related to 

hydroelectricity, all provinces are forecasting that their net debt will increase in the 

coming years (chart 7). The sharpest projected increases are by B.C., Nova Scotia, and 

Prince Edward Island. In aggregate, the provinces are projecting that their net debt 

burden will increase from 29.5% in FY25 to 33.2% by FY28, though this includes 

considerable variability across provinces. Alberta and Saskatchewan are projecting to 

keep net debt below 15% of GDP, whereas Quebec, Newfoundland and Labrador, Nova 

Scotia, Ontario, and Manitoba are expecting to have burdens above 35% of GDP by FY28.  

Aggregate debt service as a share of revenues is projected to tick up from 6.2% to 6.4% 

in FY26. This is less than half of the peak provincial interest burden experienced in the mid-

90s, despite the current aggregate provincial debt burden being similar to the level at that 

time. This reflects the lower interest rate environment over the past decade. However, as 

debt with higher interest rates replaces lower-rate, pandemic-era debt, debt charges will 

become more costly—especially for those provinces with higher deficits. B.C., for example, 

is forecasting that its public debt charges as a share of revenues will increase from 3.3% in 

FY23 to 8.2% by FY28. 

Provincial borrowing is projected to remain elevated at $138 bn in FY26. This is 

somewhat lower than the $147 bn raised last year, but still substantially more than the 

$112 bn raised in FY24. In addition, long-term borrowing forecasts by the four largest 

provinces suggest that issuance will increase again in FY27 (table 1). Increased supply 

could put upward pressure on provincial spreads, particularly for the provinces that are 

experiencing the largest bottom-line deteriorations. A number of provinces have seen 

credit rating (or outlook) downgrades in the past weeks, and more could follow. That said, 

to date spreads have been fairly stable, with most provinces’ spreads 5–7 basis points 

wider since the end of 2024, and remain below their pre-COVID averages (chart 8). This 

indicates that the new provincial fiscal forecasts have not led to markets significantly 

repricing provincial credit risks. This stability could partially reflect the large contingencies 

built into many budgets, which could ultimately result in provinces recording better fiscal 

performances than forecasted.  

STRESS-TESTING BUDGET FORECASTS AGAINST DOWNSIDE RISKS 

The different provincial budgets used different economic outlooks, with some taking an 

average of private sector forecasters, and others using other assumptions. In addition, 

each budget was formulated and released at a different time, during a period where there 

was very significant fluidity in the economic outlook—not to mention the very significant 

differences in contingency buffers across the different budgets. As a result, comparing 

each published provincial fiscal forecast is not exactly an apples-to-apples comparison.  

To approximate as best we can a fair comparison across the provincial budgets, we can 

adjust the forecasts to be in line with our latest in-house provincial economic forecast. We 

can use the close relationship in most years between growth in own-source provincial 

revenues (i.e., provincial revenues excluding transfers from the federal government) and 

growth in nominal GDP (chart 9) to roughly approximate how revenue forecasts would 

change under the economic growth anticipated in our latest forecast, and then compare 

the differences to the contingency buffers set aside.  
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Provincial GDP and Revenue Growth

FY24 FY25 FY26 FY27 FY28

BC 20.2     29.5     31.9     33.5     34.9     

AB 13.8      11.3      11.4      13.9     20.8    

SK 2.7       5.0       4.0       

MB 5.6       6.5       5.9       4.1        5.5        

ON 41.8     49.5     42.8     41.1      33.0     

QC 21.0     36.7     29.7     37.5     33.3     

NB 1.8        1.8        3.5        

NS 2.0       3.2        3.7       4.1        3.7       

PEI 0.4       0.6       0.9       0.5       0.5       

NL 2.2        2.8       4.1        

 Total 111.5     146.9   137.9   

 Big-4 96.8    127.0   115.8    126.0   122.0   
___________

Sources: Scotiabank Economics, Budget Documents.

Table 1 – Long-term Borrowing Requirements
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Chart 10 Chart 11 Chart 12 

Our latest provincial forecast (which is more recent than the forecasts in most of the provincial budgets) anticipates lower growth than 

assumed by many of the provinces in their budgets, especially in 2026 (chart 10). Using our latest provincial economic growth projections 

instead of the economic growth assumed in each budget, we estimate that provinces with contingency buffers will be able to absorb 

revenue shortfalls (chart 11). 

That said, the economy could deteriorate more than we have projected in our April forecast, and provinces could respond with new 

discretionary spending in the form of supports for impacted workers and businesses, or increases in infrastructure spending. In a weaker 

economic scenario—taking an additional one percentage point off of growth in each province in both 2025 and 2026—combined with an 

extra one percentage point increase in spending growth in both FY26 and FY27, our rule-of-thumb approach indicates that the current 

contingency amounts would not be sufficient in most provinces (chart 12). 
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