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Ontario: 2020–21 Economic and Fiscal Update 

 The Province of Ontario tabled a brief update (Update) today that 

outlined its near-term economic response to the COVID-19 outbreak.  

 The Province announced support amounting to $17 bn (1.8% of GDP) to 

stabilize the economy in FY21, of which $7 bn will provide direct support 

to households and businesses, while $10 bn will ensure liquidity 

through various tax deferral measures.  

 The $7 bn stimulatory component of the package (about 0.8% of GDP) is 

divided equally across ramped up support for health systems and 

targeted relief for households and businesses.  

 This will bring the projected deficit to $20.5 bn in FY21 (2.2% of GDP) 

once eroded revenue potential is incorporated, while net debt will rise to 

41.7% of GDP. 

OUR TAKE 

The Ontario economy faces a serious retrenchment in growth this year as 

necessary policy responses to the COVID-19 outbreak bring the economy to 

a full-stop. The Update assumes flat real growth in 2020, already a 1.5 ppt 

drop from pre-crisis expectations (chart 1). But a rapid deterioration in the outlook 

even over the last week suggests that the GDP shock could be substantially 

larger—a 5.6% drop by Scotiabank’s latest estimates in 2020—as all non-essential 

businesses and services close. A sudden spike in unemployment can be expected 

among the many channels of transmission of this complex economic blow. 

Aggressive, timely and coordinated policy measures will be required at all levels of 

government to stabilize the economy. 

Today’s $7 bn stimulus package is only a start. It should provide some relief 

to individuals hardest hit by the crisis, as well as health systems already stretched. 

But at less than one percent of GDP, it will have only a marginal impact in terms of 

offsetting the decline in economic activity. Once netting out health spending 

increases ($3.3 bn), the effects are even smaller. The new projected deficit for 

FY21—at about 2.2% of GDP—sits well-below past recession spending where 

deficits have readily surpassed 3–4% of GDP (chart 2).  

Liquidity measures are a substantial component of the response (at $10 bn). 

Delivered largely through deferred taxes, they will not directly add to the deficit. 

Measures should modestly assist cash-flow pressures, in tandem with federal 

measures, but they may not be sufficient, particularly for smaller enterprises which 

will face solvency challenges the longer the shutdown persists.  

More support—either federal or provincial—will likely be needed as the crisis 

evolves. Timeliness is of particular essence with the steepest impact 

expected in the second quarter. The almost $5 bn allocated to various 

contingencies and reserves may be best deployed at present if they are to have an 

impact on the immediate situation.  
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Updated Fiscal Forecast 

$ millions except where noted 

Q3 Rev. FES* Rev.

   Personal Income Tax 37.9 37.6 38.6 37.3

   Corporations Tax 15.6 15.4 16.7 15.2

   Harmonized Sales Tax 29.2 29.1 28.9 29.1

   Other Taxes 26.6 26.6 27.2 26.6

Tax Revenue 109.2 108.7 112 108

Gov't Business Ent. Income 5.7 5.7 6.3 4.1

Other Non-Tax Revenue 16.7 16.9 17.2 17.6

Total Own-Source Rev. 131.6 131.3 135.0 129.9

Federal Transfers 25.6 25.4 26.6 26.3

Total Revenue 157.2 156.7 161.5 156.3

   Health 63.8 64.4 65.1 67.8

   K-12 Education 31.7 29.8 30 30.3

   Post-Secondary Education 11.4 10.4 11.5 10.7

   Social Services 17.2 17.4 17.3 17.7

   Other Program Spending 28.4 31.1 30 34.6

Total Program Spending 152.6 153.1 154.0 161.1

Debt Service 12.7 12.6 13.2 13.2

Total Expenditure 165.3 165.7 167.2 174.3

 Reserve 1.0 0.2 1.0   2.5

Surplus (Deficit) (9.0) (9.2) (6.7) (20.5)

Net Debt 353.7 355.2 --** 379.2

Annual Change, %

Own-Source Rev. 2.4 2.1 3.6 -1.0

Total Revenue 6.1 2.8 3.7 -0.3

   Health 3.1 4.0 2.0 5.3

   K-12 Education 9.6 3.0 -5.4 1.7

   Post-Secondary Education -5.1 -13.2 1.2 2.9

   Social Services 2.1 3.2 0.4 1.7

   Other Program Spending -2.1 7.1 12.1 11.3

Program Spending 2.6 3.0 2.1 5.2

Total Expenditure 2.6 2.9 2.1 5.2

Memo Items, %

Own-Source Rev./ GDP 14.8 15.0 14.7 14.1

Program Spending/ GDP 17.2 17.5 16.8 17.5

Budget Balance / GDP -1.0 -1.1 -0.7 -2.2

Net Debt/GDP 39.9 39.9 40.1 41.7

Debt Service/ Revenue 8.1 8.0 8.2 8.4
________

* Calculated based on forecast revisions. ** Not available.

Sources: Scotiabank Economics, Ontario Finance.

FY20 FY21

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.scotiabank.com/content/dam/scotiabank/sub-brands/scotiabank-economics/english/documents/forecast-tables/forecast_20200325.pdf
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Chart 1 

Chart 2 

FISCAL DEVELOPMENTS 

The Update exceptionally provides a one-year outlook in lieu of a full budget 

given unprecedented uncertainty. It is intended to provide funding certainty for 

health and education systems in particular, as well as municipalities and other 

stakeholders in the year ahead. While it had been characterized as a “realistic outlook” 

with “prudent” assumptions in the days leading up to its release, these are already 

optimistic. This is through no fault of the government as the situation is evolving rapidly 

and forecasters are revising their outlooks on a weekly basis now. 

The government expects to run a deficit of $20.5 bn (2.2% of GDP) including $7 

bn in COVID-19 related measures announced today. This is necessarily larger 

than the earlier-anticipated spend of $6.7 bn forecast in its Fall Update. As expected, 

stronger revenue performance in FY20 has led to smaller deficit spending in FY20, 

estimated at $9.2 bn ($1 bn less than Budget 2019 forecasts). This has provided some 

fiscal flexibility, including through the $1.5 bn in electricity subsidies that had been 

announced in the Fall Update. 

Red ink is driven by equal parts new measures, pre-crisis spending plans, and a 

balance sheet shock from lower growth (chart 3). The projected deficit for FY21 

in the Fall Update was $5.7 bn (not including the $1 bn reserve), while a revenue 

shock from lower corporate and personal income taxes is expected to erode $5.8 bn in 

revenue potential against new spending measures totaling $9.1 bn.  

The revenue outlook for FY21 prudently incorporates further downside risk. 

Whereas the Finance Ministry’s sensitivity analysis suggests a 1% drop in nominal 

GDP growth erodes $700 mn in revenues, the Update revises downward its revenue 

forecasts by $5.8 bn (against a forecasted 1.5 ppt GDP shock). This should provide a 

cushion against a much larger GDP shock that can be reasonably anticipated. 

Substantial downward revisions to corporate and personal income tax receipts (by 

almost 9% and 4% respectively over Fall projections) drive this change as 

unemployment and weak growth weigh on revenue growth. Income from Government 

Business Enterprises is also expected to take a substantial hit of almost 30%—albeit 

only representing less than 3% of revenues—owing to the weaker outlook.  

Expenditures are also expected to tick up by $7 bn, bringing total program 

spending to $161 bn. This reflects a 5% increase in spending over prior year 

outlays, but new items largely reflect those related to newly announced COVID-

measures while other major spending items such as primary and secondary education 

are largely in line with prior projections suggesting the increased spending is temporary 

for the most part. 

The government is no doubt cognizant that it will need to resume consolidation 

once the crisis is past. Following past episodes of economic contraction, fiscal 

support has been withdrawn at a gradual pace of about 0.5% of GDP over the ensuing 

few years. (Recall, the original path to balance of the Ontario government envisioned 

consolidation at an annual rate of about 0.25% of GDP.) The nature of the current 

shock suggests a stronger and potentially faster rebound could be expected relative to 

past contractions if appropriate policy supports can bridge the policy-induced full-stop 

in the economy. Consequently, the government’s consolidation efforts could resume 

relatively faster provided appropriate near-term support is made available.  
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This should provide the government will the fiscal flexibility to double-down on near-term stimulatory efforts to support 

the economy. While the Update rightly does not attempt to project beyond one year, Ontario’s fiscal space could be further 

amplified in the context of a medium term framework that targets a balanced budget calibrated to economic conditions rather than 

timelines in light of high uncertainty. The cost of providing ‘too little’ is arguably greater than ‘too much’ in this unprecedented crisis.  

KEY POLICY MEASURES 

The Update`s signature policy measures largely fall into three categories, all of which aim to mitigate the economic fallout 

of the COVID-19 pandemic: supports for the health care system, pocketbook relief for households, and assistance for 

businesses. The Province intends to direct $2.1 bn to bolster Ontario`s response to the virus, with another $1.2 bn 

earmarked for meeting increased demand for health and long-term care sector services. The $2.1 bn figure includes funding for 

more testing and treatment, home emergency capacity, new protective equipment and medical supplies, and infection control in 

retirement homes and emergency shelters. It also dedicates $1 bn to a COVID-19 contingency fund. 

Economic assistance for households is largely targeted. This includes enhanced Guaranteed Annual Income System 

(GAINS) payments for low-income seniors, a one-time transfer to families with children affected by school and daycare closures, 

and residential electricity rate relief all of which can be channeled through existing transfer mechanisms. 

Business measures are relatively broad-based and modest. The Government will exempt firms that miss filing or 

remittance deadlines from penalties and interest until August 31, temporarily double the payroll threshold below which employers 

are not required to pay the Employer Health Tax, and postpone the planned property tax reassessment for 2021. The first move is 

estimated to free up $6 bn to support the liquidity requirements of roughly 100,000 Ontario businesses. 

DEBT AND BORROWING 

The Province expects the larger deficit penciled in for the coming fiscal year to result in net debt that amounts to 41.7% of nominal 

GDP, in contrast to a prior projection just north of 40%. For the moment, that puts Ontario on pace for the heaviest debt burden of 

any Canadian jurisdiction this fiscal year, though Newfoundland and Labrador has yet to release an FY21 update and many 

provinces will likely revise projections lower in the coming months. 

In spite of a wider deficit and heavier debt levels, anticipated interest costs—at $13.2 bn in FY21—are in line with the previous 

projection. This reflects a considerably softer interest rate profile following monetary stimulus from the Bank of Canada and US 

Ontario’s Borrowing Requirements 

(billions of dollars) 

2019 

Budget

In-Year 

Change

Interim* 

2019–20

Plan       

2020–21

Deficit/(Surplus) 10.3 (1.1) 9.2 20.5

Investment in Capital Assets 11.6 0.0 11.6 10.4

Non-Cash Adjustments (7.7) 0.7 (7.0) (9.2)

Loans to Infrastructure Ontario 0.2 0.0 0.2 0.3

Other Net Loans / Investments 0.7 (0.3) 0.3 1.2

Debt Maturities / Redemptions 27.5 (0.1) 27.4 26.6

Total Funding Requirement 42.5 (0.8) 41.7 49.7

Decrease / (Increase) in Short-Term Borrowing (1.2) (1,8) (3.0) (2.0)

Increase / (Decrease) in Cash and Cash Equivalents** (5.3) (1,5) (6.8) --
Pre-borrowing in 2019-2020 -- 4.1 4.1 (4.1)

Total Long-Term Public Borrowing 36.0 (0.0) 36.0 43.6
_________________

*Interim represents the March 2020 Economic and Fiscal Update Projections for the 2019-20 fiscal year

** Excludes 2019-20 pre-borrowing.

Note: Numbers may not add due to rounding.

Sources: Scotiabank Economics, Ontario Financing Authority

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
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Federal Reserve. The Province expects that efforts since 2010–11 to lock in lower rates via longer-term issuance will provide a 

modicum of protection against unexpected increases in borrowing costs. 

In light of recent financial market volatility, the Province intends to keep liquid funds on hand. Mean unrestricted liquid reserve 

levels have exceeded $30 bn in each of the last three fiscal years. Going forward, the Government intends to maintain a readily 

deployable pool of capital for bills, debt refinancing, and interest payments, while managing the costs of holding liquid reserves.  

FY21 borrowing is expected to total $43.6 bn, more than $10 bn more than forecast as of last year’s Fall Economic Statement. The 

revision is almost entirely attributable to the wider projected deficit; expectations for capital asset investment, debt maturities, 

loans, and adjustments are largely in line with prior estimates. Some $4.1 bn will be pre-borrowed for FY21 this fiscal year, lifting 

FY20 borrowing to $36 bn. In FY20, 64% of borrowing is expected to be denominated in Canadian dollars, in line with historical 

practice. 

Since the Fall Statement, Ontario has issued two Green Bonds. The first was on November 27 of last year, for $750 mn, and 

provided funding for transit projects in the Greater Golden Horseshoe Region. The second, $500 mn issuance will support nine 

projects, including the first under the Climate Adaptation and Resilience category of Ontario’s program. The Province anticipates 

continued Green Bond Issuance in the coming fiscal year; at present, it has seven issues totalling $5.25 bn, of which $4.75 bn is 

outstanding. 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
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