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Ontario First Quarter Finances – Fiscal Impact Of The Enhanced Action Plan
The government of Ontario showed proactivity by introducing an initial $17B response plan to
Covid-19 in its March 2020 Update. However, the pandemic continues to cause health and
economic hardship, requiring additional spending. According to the First Quarter Finances
released today, the Ontario government wants to make sure resources are available by adding
$13B to its pandemic response plan in FY 2020-21. Close to two thirds ($18.7B) of this $30B
enhanced Action Plan comes in direct support to health care workers, individuals and
businesses, impacting the fiscal framework. The remainder ($11.3B) mostly consists of tax
deferrals and cash flow measures that would be recouped by the government at some point. It
is too early to tell if the $30B allocation will end up being adequate or not since it will
significantly depend on the course of Covid-19.
In any case, this enhanced response plan proposed today results in an 8% increase in program
expenditures relative to March, now expected to reach $174B in FY 2020-21. This update
notably includes additional support to municipalities and public transit, resulting in a $2.4B fiscal
cost. Of note, about three-quarters ($9.6B) of the projected increase in program expenditures
consist of additional contingencies for health and economic measures. Altogether, after
accounting for $3.6B in drawdowns, the level of these contingencies amount to $10.3B in FY
2020-21, the equivalent of 6% of total planned spending. In addition, the revised 2020-21
outlook continues to include a $2.5B reserve, the largest on record. As a result, the fiscal
framework proposed today will be resilient in case of a more adverse Covid-19 scenario. On the
contrary, a more optimistic outcome regarding the pandemic and the economic recovery would
result in unused contingencies dedicated to lower the Province’s $397.2B net debt position.
Total revenue declines by $5.7B (-3.6%) relative to the March Update, mainly due to a $10.8B
downward revision (-10%) to taxation revenue. The pandemic has a particularly profound impact
on companies: corporation tax revenues were revised down by about one-third (-$5.2B, -34.5%)
relative to March. The downward revision to personal income taxes is smaller (-$0.5B, -1.2%)
due to CERB payments supporting household income. Also, this revenue forecast errs on the
side of caution. Indeed, the Ministry of Finance takes into account the fact that taxation revenue
is more sensitive to a downward revision to nominal GDP (-7.3 ppts in this update) in a
recession than in normal times. The federal government offsets half of the revenue shock as
Ottawa’s transfers to Ontario increase by $6.2B relative to March, driven by the Safe Restart
Agreement providing $5.1B to the Province in FY 2020-21.1 Clearly, the federal government
takes the biggest hit from the Covid-19 pandemic.
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Including in-kind federal spending such as support to municipalities and transit, the agreement provides $7B in total to Ontario.
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With information up to June 30, the First Quarter Finances offers a more complete assessment
of the impact of Covid-19 on the province’s coffers than it was possible to deliver in March. The
deficit amounts to $38.5B (4.6% of GDP), almost doubling from a $20.5B earlier estimate (chart
1). This shortfall is the highest on record both in dollar terms and relative to the size of the
economy. In addition, the combination of a lower nominal GDP and a higher public debt burden
will lead to a 5.4 ppts increase in the net debt-to-GDP ratio relative to March, now projected to
reach 47.1% in FY 2020-21 (chart 2).
Long-term borrowing requirements are revised up from $43.6B to $52.1B, of which $23.6B
(45%) has been filled. 76% of the program has been conducted in Canadian dollars, in line with
recent years’ average and the province’s 70-80% target range. While the province took
advantage of very low interest rates to extend the average term of it debt by issuing with
maturities over 10 years, it also benefited from the Bank of Canada Provincial Money Market
Program by borrowing an additional $5B in short-term debt earlier this Spring.
Finally, the government will release its Fall Update no later than November 15. The latter will
include a multi-year outlook, providing investors with a fiscal plan beyond the pandemic.

Chart 1: Ontario Budgetary Balance Forecast
FY 2020-21
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Chart 2: Ontario Net Debt-to-GDP

%
50
40

-6.7

30
-20.5

20
10
-38.5

Fall 2019
Update

March 2020
Update

Source: Ontario Government.

First Quarter
2020

Source: Ontario Government, Government of Canada Fiscal
Reference Tables and LBS Econ. Res. and Strategy.

This document is intended only to convey information. It is not to be construed as an investment guide or as an offer or solicitation of an offer to buy or sell any of the securities mentioned in it. The author is an
employee of Laurentian Bank Securities (LBS), a wholly owned subsidiary of the Laurentian Bank of Canada. The author has taken all usual and reasonable precautions to determine that the information
contained in this document has been obtained from sources believed to be reliable and that the procedures used to summarize and analyze it are based on accepted practices and principles. However, the market
forces underlying investment value are subject to evolve suddenly and dramatically. Consequently, neither the author nor LBS can make any warranty as to the accuracy or completeness of information, analysis
or views contained in this document or their usefulness or suitability in any particular circumstance. You should not make any investment or undertake any portfolio assessment or other transaction on the basis of
this document, but should first consult your Investment Advisor, who can assess the relevant factors of any proposed investment or transaction. LBS and the author accept no liability of whatsoever kind for any
damages incurred as a result of the use of this document or of its contents in contravention of this notice. This report, the information, opinions or conclusions, in whole or in part, may not be
reproduced, distributed, published or referred to in any manner whatsoever without in each case the prior express written consent of Laurentian Bank Securities.

