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The government of Prince Edward Island tabled its FY2016-17 budget today. The provincial deficit 
for FY2015-16 clocked in at $27.7 million (0.6% of GDP), or nearly $8 million higher than planned in 
last year’s budget. The province is on track to run 
a more modest deficit of $9.6 million this fiscal 
year, before returning to black and running a $9.2 
million surplus in FY2017-18 – a delay of one year 
relative to last year’s plan.  Balancing the books 
will rely on additional revenues from a 1 percent-
age point increase in the provincial portion of the 
HST, which will also enable the government to 
modestly increase spending on initiatives deemed 
important to attract and/or retain people in order 
to help deal with the island’s demographic chal-
lenges. The modest deficit will raise borrowing 
requirements this year, before the debt load begins 
to diminish next fiscal year. The net debt-to-GDP 
ratio is expected to continue to edge down, falling 
to 31.8% by FY2018-19. 

 

PEI DEEPER IN RED, BUT MOVING BACK TO BLACK
Highlights 
•	 The	Prince	Edward	Island	government	tabled	its	2016	Budget	today,	indicating	a	deeper	deficit	in	

FY2015-16	than	expected	and	delaying	the	return	to	balance	by	one	year.	

•	 The	forecast	miss	was	largely	a	function	of	the	challenging	economic	environment	and	a	more	rapid	
decline	in	the	working	age	population	which	weighed	on	personal	income	taxes.		The	government	
also	realized	$7.8	million	in	unexpected	expenses	last	fiscal	year.	

•	 The	2016	Budget	Plan	outlines	a	path	towards	budgetary	balance	that	relies	on	raising	the	provincial	
portion	of	the	harmonized	sales	tax	(HST)	by	one	percentage	point.		

•	 Additionally,	the	government	implemented	some	new	tax	reduction	measures	to	partially	help	offset	
the	rise	in	the	HST,	devoting	$34.4	million	of	the	additional	revenue	generated	by	the	tax	hike	to	
spending	on	health	care,	education	as	well	as	initiatives	to	support	the	economy	and	job	creation.	

•	 Following	last	year’s	$27.7	million	budgetary	gap	the	government	is	expected	to	narrow	the	deficit	
to	$9.6	million	in	FY2016-17	before	balancing	its	books	by	FY2017-18.	The	net	debt-to-GDP	ratio	
is	expected	to	continue	 its	downward	trend,	moderating	from	34.6%	this	fiscal	year	to	31.8%	by	
FY2018-19.	
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PEI FACING LARGER DEFICITS BUT PLANS TO 
BALANCE IN FY 2017-18

Budget	Balance,	C$	million

Source:	2016	Prince	Edward	Island	Budget	and	Public	Accounts.	
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Bigger budget hole in 2015-16 on higher expenses 
and weaker economy

The majority of last fiscal year’s $7.8 million greater-
than-expected deficit was attributed to higher expenses, 
reflecting $6.4 million in unexpected health care costs 
and $5.2 million in benefit costs. The government had 
implemented $6.8 million in cost saving measures to help 
offset this impact, but on net it resulted in a deeper deficit. 
The remainder of the gap reflected lower-than-expected 
personal income and sales taxes, owing to a weaker eco-
nomic backdrop. The economy had underperformed ex-
pectations last year, with real GDP growth now estimated 
at just 1.5% in 2015, or weaker than the 2% expected at 
last year’s budget.  

The path back to black paved by HST hike

Looking forward, the government isn’t relying on an 
economic pick-up to help get it out of its deficit position. 
The revenue plan is based on relatively conservative eco-
nomic growth projections, with economic growth expected 
to average 1.4% in 2016. This is weaker than the 2.0% pace 
forecasted at the time of the last budget, and is also below 
our own projections for the province. Nominal GDP growth 
is projected to average 3.4% per year over the medium 
term.    

As such, the government is counting on some other 
sources to help shore up its coffers. Revenue growth is ex-
pected to accelerate to an average of 3.2% over FY2016-17 
through FY2018-19. Part of that reflects federal government 

transfers, which  are expected to increase by almost $30 
million in FY2016-17 and by $20 million thereafter in the 
following year – accounting for 38.5% of total expected 
revenues over the forecast plan. However, much of this will 
be earmarked to program spending. 

The bigger item in today’s budget to help the govern-
ment get back to balance was the province’s decision to 
increase the provincial portion of the harmonized sales tax 
(HST) by one percentage effective October 1, 2016.  The 
provincial and federal combined rate will rise to 15%, with 
the hike expected to generate an additional $11 million in 
revenues in FY2016-17 and $22 million per year by fol-
lowing fiscal year. 

To offset the increase of the HST on low income house-
holds, the government made some changes to the personal 
tax system. These will reduce government revenues by a 
combined $4.25 million, only partially offsetting the ad-
ditional revenue generated by the HST hike.  These include: 
• Increasing the basic personal tax exemption to $8,000 

from $7,708

• Increasing the amount available to households in the low 
Income Tax Reduction program by $50.

• Increasing the Prince Edward Island Sales Tax credit by 
10% effective July 2016.

• Removing the land transfer tax for first time home buyers 
(expected to cost $500,000) 

Higher revenues leave room for some new program 
spending

Some of the additional revenue collected from the HST 

Fiscal	year		 15-16 16-17 17-18 18-19
Revenues 1,655 1,710 1,767 1,820
%	change 0.8 3.4 3.3 3.0

Provincial* 1,027 1,052 1,090 1,123
%	change 3.5 2.4 3.5 3.0
Federal	transfers 627 658 678 698
%	change -3.2 4.9 3.0 3.0

Expenditures 1,682 1,720 1,758 1,796
%	change 0.4 2.2 2.2 2.2
Program	spending 1,488 1,525 1,560 1,598
Debt	charges 128 127 129 130
Amortization 67 69 69 69
BUDGET BALANCE (27.7)        -9.6 9.2 24.5
		%	of	GDP -0.4 -0.1 0.1
Net Debt* 2,183 2,202 2,196 2,168

%	of	GDP 35.4 34.6 33.3 31.8

PRINCE EDWARD ISLAND GOVERNMENT FISCAL POSITION 
[	C$	Millions,	unless	otherwise	indicated	]

Source:	2016	Prince	Edward	Island	Budget	and	Public	Accounts.		
*Includes	own	source	revenue,	net	consolidated	surplus	of	Crown	Corporations	and	revenue	for	capital	assets.
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over the next four years will be spent on measures to help 
expand health care, education and fund initiatives designed 
to boost economic growth and create jobs. The government 
announced $34.4 million dollars in new spending over the 
previous Budget Plan, earmarked towards:  
• $18.2 million on various health care and mental health 

programs  

• $7.1 million in education and youth programs 

• $2.6 million to help those in need, in terms of rent supple-
ments, senior and child benefit tax credits and food al-
lowances

• $7.1 million re-invested back into the economy, to en-
courage entrepreneurship and expand exports

Outside of these measures, the province will continue to 
look for efficiencies and opportunities for spending restraint 
to keep expense growth in check.  Overall, the government 
forecasts overall expenses to grow by an average of 2.2% 
per year over the forecast plan. Underlying that forecast, 
however, health care expenses are expected to rise by 3.1% 
per year due to an aging population. 

Net debt on a downward trend 

Provincial funding requirements are expected to rise in 
FY2016-17 as the province remains in deficit, with net debt 
rising by almost $20 million.  But, borrowing requirements 
should fall along with a return to a balanced budget position. 
Despite the additional borrowing this year, nominal GDP 
is expected to rise faster than borrowing in FY2016-17. In 
fact, the net debt-to-GDP ratio has been edging lower ever 
since peaking at 36.6% in FY2012-13.  The ratio is expected 
to fall to 31.8% by FY 2018-19.

Bottom-line 

The current economic environment along with provin-
cial demographic trends are posing a challenge for the PEI 
government. This has manifested in another one-year delay 
in closing the budget gap despite some spending restraint.  
Nonetheless, today’s budget presented a plan that will al-
low for modest additional program spending, while keeping 
the deficit manageable and debt load on a downward path. 
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PEI EXPECTS DEBT BURDEN TO EDGE DOWN

Source:	Prince	Edward	Island	Ministry	of	Finance.
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This	report	is	provided	by	TD	Economics.		It	is	for	informational	and	educational	purposes	only	as	of	the	date	of	writing,	and	may	not	be	
appropriate	for	other	purposes.		The	views	and	opinions	expressed	may	change	at	any	time	based	on	market	or	other	conditions	and	
may	not	come	to	pass.	This	material	is	not	intended	to	be	relied	upon	as	investment	advice	or	recommendations,	does	not	constitute	a	
solicitation	to	buy	or	sell	securities	and	should	not	be	considered	specific	legal,	investment	or	tax	advice.		The	report	does	not	provide	
material	information	about	the	business	and	affairs	of	TD	Bank	Group	and	the	members	of	TD	Economics	are	not	spokespersons	for	TD	
Bank	Group	with	respect	to	its	business	and	affairs.		The	information	contained	in	this	report	has	been	drawn	from	sources	believed	to	
be	reliable,	but	is	not	guaranteed	to	be	accurate	or	complete.		This	report	contains	economic	analysis	and	views,	including	about	future	
economic	and	financial	markets	performance.		These	are	based	on	certain	assumptions	and	other	factors,	and	are	subject	to	inherent	
risks	and	uncertainties.		The	actual	outcome	may	be	materially	different.		The	Toronto-Dominion	Bank	and	its	affiliates	and	related	entities	
that	comprise	the	TD	Bank	Group	are	not	liable	for	any	errors	or	omissions	in	the	information,	analysis	or	views	contained	in	this	report,	
or	for	any	loss	or	damage	suffered.


