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Ontario FY19 Final Results: Deficit Halved

On Friday, the Government of Ontario released its Public Accounts for fiscal year
2018-19 (FY19). The final $7.4 bn deficit was less than half of the Province's
initial forecast of $15 bn fiscal shortfall for FY19, and $4.3 bn less than the

$11.7 bn estimate unveiled in the April 2019 Ontario Budget (chart 1). At 0.9% of
GDP, Ontario’s FY19 deficit is modestly improved versus the prior projection of
1.4%, but leaves it with the third-highest share of any province.

FY19 net debt came in $6.2 bn lower than anticipated as of Budget. Ontario
Economic Accounts data released to Q1-2019 point to an FY19 net debt-to-
GDP ratio of 39.3%, lower than the 40.2% Government projection in April. In
addition to the smaller deficit, reduced debt levels reflected a $3 bn downward
revision in acquisition of tangible assets.

The Province’s borrowing program totalled $39.6 bn in 2018—19—in line with
estimates in April. Some $16.9 bn in net new financing was completed.

About $3 bn (70%) of the deficit reduction relative to April stemmed from a
corporate income tax (CIT) windfall and a reduction in the “other expenses”
category (chart 2). We have written about the Canada-wide upside surprise in
CIT revenues (report); the Public Accounts establish the presence of that
trend in Ontario. The fall in other expenses was attributed to schedule
changes related to federal infrastructure program.

The sources of the FY19 windfall look transitory. It is unclear whether re-
profiled federal infrastructure program transfers permanently reduce
expenditures or simply push them out. Moreover, corporate profitability is
among the most volatile series in any economy, and the present trade and
diplomatic tensions facing Canadian businesses add to an uncertain CIT
outlook. Budget 2019 had already built in flat FY20 CIT revenues with
accelerated depreciation measures coming on the books.

Nevertheless, Ontario is clearly on a lower debt and deficit trajectory than
outlined in Budget 2019. Alongside these results, we reiterate our view that
the Budget 2019 forecast of 1.4% real GDP growth was conservative, despite
risks to the global outlook. Robust Ontario job creation—up 2.7% y/y through
August this year versus a Budget estimate of just 1.3%—also bodes well for
FY20 personal income tax (PIT) revenues.

In our view, any additional outer-year fiscal room generated by the FY19
windfall would be best directed towards continued debt reduction. While we
anticipate steady growth in Ontario this year and next, the province is at an
advanced stage of its economic cycle and faces downside risks vis-a-vis the
US expansion. As such, it is appropriate to build in fiscal buffers against future
shocks. That could also engender some additional confidence among market
watchers.

CONTACTS

Marc Desormeaux, Provincial Economist
416.866.4733

Scotiabank Economics
marc.desormeaux@scotiabank.com

Chart 1

Ontario Budget Balances
[ cAD bn

BSept. 2018 Estimate
Budget 2019
WFY19 Final

12 F

16 L
FY18 20 22 24
Sources: Scotiabank Economics, Ontario Finance.

Chart 2

Changes Since Budget 2019
]

Balance

Other Spending
Children, Soc. Services
Education

Interest on Debt
Justice

Postsec., Training
Health

CIT

Sales Tax

GBE Revenue
Other Revenues
PIT

Other Taxes
Fed. Tfrs.

Use of Reserve CAP bn

-2 0 2 4
Sources: Scotiabank Economics, Ontario Finance.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 1


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/fiscal-pulse/fedgovtrevenues.pdf

GLOBAL ECONOMICS
| FISCAL PULSE

September 16, 2019

& Scotiabank”

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein
have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability
whatsoever for any direct or consequential loss arising from any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or
trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading
Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics
and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other
transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or
be in the process of acquiring or disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.;
Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited;
Scotiabank Inverlat S.A., Institucién de Banca Mudltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. — all
members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with
limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation
by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation
Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated
by the Mexican financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com


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

