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For the first time since the pandemic, Alberta is projecting a budget deficit, largely reflecting growth forecast mark-
downs and other prudence adopted in the face of tariff-based uncertainty. The $5.2 billion shortfall targeted for FY 
2025/26 – or 1% of GDP – would mark a dramatic $11 billion swing from the surplus now expected for the current 
fiscal year. In turn, this year’s $5.8 billion of black ink is a significant improvement compared to the razor thin sur-
plus tabled in the Budget plan a year ago. There is no path to balance over the three-year forecast horizon, though 
the deficit is expected to narrow to $2 billion by FY 2027/28. 
The Budget also doubles the size of its contingency fund to 
$4 billion to address unanticipated spending and new eco-
nomic uncertainty. 

Budget 2025 delivers on its promise of tax relief for house-
holds. Under the new permanent 8% income tax bracket, 
those earning $60,000 or more will save $750 on average 
per year, and Albertans earning less than $60,000 will enjoy 
around a 20 per cent reduction in provincial income taxes. 
On the opposite side of the ledger, spending growth this fis-
cal year is expected to be robust before being pared back in 
the following two years. 

• Alberta’s budget balance is set to swing into red ink after four consecutive years of surpluses. The 
expected $5.2 billion deficit for FY 2025/26 is part of a cumulative $9.6 billion shortfall projected over 
the next three years.

• The Alberta government will follow through on its previously promised tax-cut commitment. The intro-
duction of a lower 8% personal tax rate on incomes under $60,000 comes with a $1.2 billion price tag.

• Persistent deficits and increased capital spending will put net debt-to-GDP on a modest upward tra-
jectory. Still, Alberta’s debt burden is not expected to breach 10% and should remain the lowest across 
provinces.
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Economic Growth Downgraded, Risks Ade-
quately Considered

Facing heightened tariff uncertainty, the Province has 
marked down its growth and oil price projections under-
lying budget estimates.  The base-case forecast of 1.8% 
real GDP growth in 2025 and 1.7% in 2026 represents a 
downward adjustment of roughly 1.0 percentage point 
per year from the government’s last forecast in Novem-
ber 2024. Our current forecasts, which are subject to 
revision given recent developments, are slightly higher 
at 2.0% growth both this year and next. As we begin to 
see provinces incorporate fresh risks into their upcom-
ing budget forecasts, we’d still expect to see Alberta fare 
better economically than most other provinces.

In its budget, the government has assumed a 10% tariff 
rate on energy exports and a 15% tariff on all other ex-
ports for a 1-year duration as well as broad Canadian 
retaliation on U.S. imports. This is a prudent move and 
offers some upside to growth projections should Alber-
ta, and Canada, manage to skirt tariffs. Under the prov-
ince’s downside scenario that assumes a broader trade 
war with more severe global growth impacts, the provin-
cial economy is forecast to narrowly avoid a recession.  

In light of the economic uncertainty, total revenue is 
projected to dip by a sizeable 8.1% y/y in FY 2025/26, 
the biggest single-year contraction in 30 years. While 
tax revenues have been adjusted downward due to 
weaker growth, non-renewable royalty revenues, which 
account for almost a quarter of the total intake, exert 
the largest drag on coffers. A $4.4 million markdown 
to royalties for FY 2025/26 is driven by lower oil prices, 

wider WTI-WCS differentials and lingering demand 
concerns.

The government projects WTI prices to average $68/
bbl this fiscal year, a $6/bbl reduction from last year’s 
estimate, before climbing to $71/bbl next year. These 
projections align with our view and reasonably incor-
porate known risks. The Western Canada Select (WCS) 
price discount to WTI is expected to widen by almost 
$4/bbl to $17.10. The revenue sensitivity to oil prices is 
more pronounced compared to last year. For every $1 
move in WTI (and $1 improvement in the differential) 
the combined revenue impact totals ~$1.5 billion, more 
than $250 million more than the sensitivities included 
in the prior Budget.

Another factor that will weigh on near-term revenues 
is the province’s plan to cut personal income taxes at 
annual cost of $1.2 billion. Moreover, U.S. tariffs are ex-
pected to dent corporate income taxes to the tune of 
$600 million. With tariffs phased out after one year, a 
projected rebound in the economy is expected to fuel 
a moderate recovery in revenue growth to around 4% 
annually over the next few years. Still, that pace would 
remain slightly below the long-run average.

Brisk Spending Gains in FY 25-26, More Mod-
est Increases Beyond 

Total expenses are slated to rise 5.9% in FY 2025/26, a 
touch slower than the prior fiscal year, but still robust 
by historical standards. Spending is focused on im-
proving health care and education with some funding 
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directed toward building a skilled workforce, attract-
ing investment, and increasing trade. Beyond this year, 
both total and program spending are curtailed, aver-
aging around 1.5% over the projection horizon.

Meanwhile, the province’s capital spending program 
will expand to $8.6 billion from the $7.6 billion in the 
prior fiscal year. Key capital investments are focused 
on education, affordable housing, and transportation 
infrastructure. Over the three-year forecast, the gov-
ernment added $1 billion to capital plans relative to 
last year’s budget, bringing it to $26 billion.

Pre-borrowed debt from the past fiscal year is being 
used to fund this year’s debt maturities, resulting in a 
7% reduction in debt servicing costs for FY 2025/26. 
However, the souring revenue projections for this 
year prevents any improvement in interest charges as 
a share of revenues. This “interest bite” is pegged at 
4.0% in FY 2025/26, unchanged from the year prior, 
and is expected to rise another half-percentage point 
by FY 2027/28.

Net Debt Burden to Rise

The net debt-to-GDP ratio is forecast to rise to 8.7% 
in FY 2025-26, due to the expected deficit and ramp 
up in capital spending. Even at this growth trajectory, 
the debt burden in Alberta remains the lowest of the 
provinces. Continued projected deficits over the com-
ing years is expected to keep net debt trending mildly 
higher, hitting 9.3% by FY 2027/28. 

Total borrowing requirements in FY 2025/26 are 
pegged at $11.4 billion, virtually unchanged from last 
year’s levels. $1 billion of surplus cash was used to off-
set new borrowing requirements in FY 2025-26. Most 
of this borrowing is set to be completed with long-term 
debt issuance. Further, borrowing stays flat the follow-
ing fiscal year before ramping up to $20/billion the 
year after.

Bottom Line

The swing into red ink may raise a few eyebrows, but 
Alberta’s fiscal position remains the most favourable 
among the provinces. In light of its fiscal framework 
and careful consideration for key economic risks, the 
government should comfortably retain this advantage 
moving forward. Despite their negative impact on the 
deficit, the brisk spending and the newly implement-
ed income tax cut would provide offsetting stimulus 
if U.S. trade policy actions (or other downside risks) 
materialize. 

One key risk is that Alberta’s bottom line is still exces-
sively exposed to energy price movements, though we 
believe the reasonably cautious price assumptions 
should stand the budget in good stead. 
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Disclaimer
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 pur-
poses.  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.
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