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Ontario: 2020-21 Fiscal Update

PANDEMIC RECOVERY BEGINS WITH BOOKS DEEPER IN THE RED
SUMMARY

e Like most of the world, the Province of Ontario’s finances will take a hit
from the COVID-19 pandemic: a record $38.5 bn deficit (4.6% of nominal
GDP) is now planned for fiscal year 2020-21 (FY21).

e The fiscal shortfall is a natural consequence of the historic economic
contraction expected this year; accordingly, net debt is forecast to hit a
record 47.1% of GDP, with borrowing projections also shifting higher.

o Despite risks and expectations of an extended post-lockdown period of
convalescence, positively trending economic indicators, easing
caseloads, and ongoing advantages bode well for a solid recovery.

OUR TAKE

As expected, and as seen across the globe, the COVID-19 pandemic has
created a far more difficult economic and fiscal environment for Ontario.
That is clearly reflected in the record economic contraction, deficit, and debt levels
anticipated this year. The government will likely need to continue to provide
targeted fiscal support throughout the forecast horizon, in the context of a medium
term plan to consolidate its balance sheet. The large deficit and debt loads relative
to other jurisdictions in Canada that Ontario carried into the pandemic will make
striking that balance all the more challenging.

Despite the risks, Ontario looks to be in a position to generate a solid
recovery. Caseloads have thus far continued to diminish since the Province
advanced into the latest phase of its reopening plan. Accordingly, several sectors
of the economy are rebounding significantly, albeit off of a lower base. Fiscal
supports detailed today acknowledge the severity of this historic downturn and
should bolster the recovery. Amid an uncertain outlook, sizeable contingencies
provide a cushion against further shocks and present some upside for budget
balances to the extent that the recovery continues. And the provincial economy—
when open—is one of the most vibrant in Canada. The road ahead will be a long
one, but Ontario appears to be moving in the right direction.

ECONOMIC OUTLOOK

As seen elsewhere in the world, the COVID-19 pandemic has hit Ontario’s
economy hard. Alongside plunging global activity, measures to contain the virus’
spread are forecast to drive a 6.7% real output drop this year—more than twice
the previous record loss of 3.2% during the early 1980’s recession (chart 1, p.2).
Recall that zero growth was built into the prior plan released in March, before
COVID-19’s full impacts became clear. The Province foresees a smaller 5.3% dip
in nominal GDP—in line with expectations of imported inflation in other net oil-
consuming regions. The downturn’s widespread nature is reflected in pronounced
declines in both nominal household spending and corporate profits. The virus’
spread among key trading partners—notably the US—remains a risk.
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Table 1
Updated Fiscal Forecast
$ billions except where noted
FY21
Mar.  Aug.
Personal Income Tax 37.3 36.9
Corporations Tax 15.2 9.9
Harmonized Sales Tax 29.1 24.9
Other Taxes 26.6 25.5
Tax Revenue 108.2 97.4
Gov't Business Ent. Income 4.4 3.9
Other Non-Tax Revenue 17.6 16.7
Total Own-Source Rev. 130.2 118.0
Federal Transfers 26.4 32.6
Total Revenue 156.5 150.6
Program Spending 1611 174.2
Debt Service 13.2 12.5
Total Expenditure 174.3 186.7
Reserve 25 2.5
Surplus (Deficit) (20.2) (38.5)
Net Debt 379.2 397.2
Memo ltems, %
Own-Source Rev./ GDP 14.3 14.0
Program Spending/ GDP 17.7  20.6
Budget Balance / GDP -2.2 -4.6
Net Debt / GDP 41.7 471
Debt Service/ Revenue 8.4 8.3
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

® Scotiabank.

GLOBAL ECONOMICS
| FISCAL PULSE

August 12, 2020

Yet economic activity has improved considerably as caseloads and
containment measures have eased. Total employment, retail trade, housing
starts, and home resales have all surged since the nadirs reached during peak
lockdowns, with home purchases standing out for their particularly robust
rebound. Despite border closures and travel restrictions, recent population gains
in the order of 1.8% are expected to be maintained in 2020. Ontario’s
diminishing infection rates (chart 2)—even amid continued relaxation of
COVID-19 restrictions—also augur well for further gains. In part due to that
momentum, the Province anticipates real economic growth of 5.5% in 2021, a
healthy advance, but one that would still leave provincial output roughly 2%
below its 2019 average next year.

FISCAL DETAILS

As provincial economic forecasts were revised lower, so too were
provincial revenue projections. Total government receipts are expected to
come in $5.7 bn lower than anticipated in March. Combined declines in
corporate tax ($5.2 bn), sales tax ($4.2 bn), and miscellaneous other taxes
($1.5 bn) exceed the total downward revision, with a partial offset via a $6.2 bn
increase in transfers from the Federal Government. The bulk of the jump in
transfers stems from the Safe Restart Agreement. Still, the 3.9% decrease in
total revenues penciled in for this year would represent the steepest decline
since FY09.

Mirroring a range of new supports for the economic recovery, total
expenditure plans were raised by $12.4 bn versus March. They are now on
pace to climb by 12.6% in FY21, the largest gain since the 14.5% rise seen in
FY10 at the height of the Global Financial Crisis (chart 3). As part of the Safe
Restart Agreement, the Province allocated $2.2 bn to municipal and transit
priorities. To bolster the recovery, the People and Jobs Fund—initially allotted
almost $2 bn in funds in March—uwill receive a $3 bn top-up. The government will
also apportion a further $4.3 bn to its Health Contingency Fund, and increase its
standard contingency fund by $2.2 bn.

The $38.5 bn deficit (4.6% of nominal GDP) outlined for FY21—nearly twice
the March projection—is a natural consequence of the hit to government
revenues and increase in pandemic spending. In both nominal balance and
output share terms, the fiscal shortfall would represent the Province’s largest
since at least FY87. A $2.5 bn reserve is in place to cushion against unexpected
revenue and spending shocks.

Mirroring the record deficit, Ontario expects to carry a net debt burden
equal to 47.1% of nominal GDP this fiscal year. That is more than five ppts
higher than anticipated in the prior fiscal blueprint and also represents a post-
FY87 record high (chart 4, p.3). With interest rates on a lower trajectory in light
of the softer economic outlook, debt servicing costs were revised $741 mn lower
than anticipated in March. Servicing of debt is expected to account for 8.3% of
total revenues—also lower than forecast in March.

Also largely reflecting the wider fiscal shortfall, total Provincial funding
requirements are projected to climb $17 bn higher than outlined in March.
Total long-term borrowing is expected to reach $52.1 bn in FY21. By August 12,
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Ontario had already completed $23.6 bn of that total. Roughly three-quarters
was denominated in Canadian dollars, with the remainder issued in USD,
Pounds sterling and Euros. The Province anticipates that the Bank of
Canada’s Provincial Money Market Purchase (PMMP) program will allow it to
raise $5 bn more in short term borrowing than outlined in March. Secondary
market purchases of Ontario bonds under the Bank’s Provincial Bond
Purchase Program (PBPP) are expected to far exceed the planned increase in
long-term borrowing.
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