Ontario: 2022-23 Budget

REVENUE WINDFALL ABSORBED BY NEW SPENDING AS ELECTION LOOMS
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® Budget balances: -$13.5 bn (-1.4% of nominal GDP) in FY22, -$19.9 bn (-1.9%) in
FY23, -$12.3 bn (-1.1%) in FY24, in line with the November 2021 update; however,
surplus is forecast in FY28—two years earlier than anticipated in Budget 2021

FISCAL PULSE (chart 1).
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® Net debt: expected to decline gradually from 41.4% of nominal output in FY22 to
39.1% by FY28—Ilower than projected in November 2021 (chart 2).

®  Borrowing program: total long-term public borrowing of $41.1bn in FY22, $41.5 bn
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® Anotherimprovement in the debt trajectory should be reasonably well-received

Laura Gu by rating agencies and Ontario’s creditors, and the plan leaves room for upside in
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the health care system.

® Nevertheless, this Budget won’t see the light of day as Parliament will be
dissolved before June 2nd elections and so this is a space to watch.

Table 1: Fiscal Forecast Updates Ontario’s fiscal trajectory has improved versus prior projections. Though FY23-24 deficit
$ billions except where noted forecasts are largely unchanged, the province now expects a surplus in FY28 instead of deficits

until FY30 under the base case projections in last year’s budget. Net debt as a share of GDP is

FY22 FY23
Nov. '21/ Apr. '22 Nov. '21/ Apr. '22 expected to trend lower through FY28, and sit more than 2 ppts below the ratio anticipated in
Total Revenue 168.6/ 1736 1715 179.8 November last year. Total debt servicing costs of about 7.5% of total revenues throughout the
Own-Source 1389 1439 1438 1488 forecast horizon remain manageable and modest relative to much of the province’s history,
Fed. Transfers 29.7 29.7 27.7 31.0

even with steep and significant interest rate increases expected over the next two years.
Total Expenditure  189.1 1871 189.6 198.6

Programs 7610 a1 17650 G8sn Expenditure projections were lifted for FY23-24, offsetting most revenue gains and
Health 699 710 716l 752 keeping deficits in line with the mid-year fiscal update. Budget 2022 expects FY23 total
Education SOCEEEE 313 RS revenues to be $8.3 bn higher than anticipated in the mid-year fiscal update, while program
Other 647/ 616 702 706 ] T ; ] )
COVID-19 Funding 1070 120 34/ 69 spending projections were also boosted by $8.8 bn—5% higher than in the mid-year update
Debt Service BOREREE 1S and 9% higher than in Budget 2021 (chart 3). The latter increase is mostly sourced to
Reserve 15 - 15 1.0 additional healthcare spending, which got a 5% boost, and additional COVID-19 funding.
Balance -215/ -135 -19.6 -19.9 With revenue growth revised up for FY24-25 and kept unchanged at an annual rate of 3.9%
%of GbP 23N 20 in outer years, the province expects program spending growth to be slightly higher than
N;‘:;Z%tp 43;'2 323’? 432'52 422’1 anticipated in previous projections, but remain well below the speed of revenue growth.
Debt Service Prudent assumptions and planning leave some room for upside. Ontario’s nominal
% of Revenue 7.7 7.5 7.6 7.5

PO — : . output growth forecast is 6.7% this year—below the private-sector average of 7.3%.
Sources: Scotiabank Economics, Ontario Finance.

Budget 2022 links every 1 ppt in nominal GDP growth with $850 mn in tax revenues—
based on that figure, the 0.6 ppts difference could be expected to reduce the FY23
shortfall by $0.5 bn. Another $6.9 bn in special COVID-19 funding—double the amount
in the November 2021 update—and a $1 bn forecast allowance in FY23 offer more
potential upside. Under the province’s more optimistic forecast scenario—assuming a
very optimistic nominal growth rate of 9.8% this year—surplus could be attained as soon
as FY25. With the global economic outlook uncertain at this moment given the ongoing
war in Ukraine and risks related to Chinese economic growth, this prudence is necessary.

Signature policy measures fell into five categories: rebuilding the economy, worker
support, infrastructure, cost of living help, and health care. The first category included
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further pledges to develop the Ring of Fire mineral deposit and previously announced plans to
grow the critical minerals and hydrogen sectors. Worker supports included funds for immigrant
attraction and skilled trades programs and a general minimum wage hike to $15.50/hour on Oct.
1. Infrastructure included highway, subway, and GO Transit expansion plans. Cost of living policy
moves included already detailed temporary cuts to gas and fuel taxes, expansion of the LIFT tax
credit for lower-income Ontarians, and the recent sign-on to the proposed Federal Childcare
plan. Health care measures targeted staff retention, home care, and hospital capacity expansion.

In line with infrastructure ambitions, Ontario’s Capital Plan is expected to exceed $20 bn per year
throughout FY23-25. For FY23-24, expenditure forecasts were raised by a cumulative $6.1bn
relative to November 2021 projections.

Long-term public borrowing is forecast to total $41.1bn in FY22, $41.5 bn in FY23, and $44.6
bn in FY24—respective reductions of $0.9 bn, $3.8 bn and $1.3 bn versus the November 2021
projection—and $38.9 bn in FY25. Downward revisions mirror narrower-than-forecast deficits.
This fiscal year’s $41.5 bn is helped by $10.3 bn in pre-borrowing conducted in FY22. In FY22, 78%
of borrowing was completed in Canadian dollars—via 36 syndicated issues and two Green
Bonds—near the top of the 65-80% target range. In the lower-growth scenario, the government
projected long-term borrowing to rise towards $46.3 bn in FY25. In the optimistic scenario, long-
term borrowing eases to just $28.8 bn by FY25. The government stated its current plan is “to
maintain the term of Ontario’s debt at the level it has been at since 2014-15.”

In the short- to medium-term, we expect Ontario’s sovereign bond market movements to be
anchored by global developments exogenous to jurisdictional policy decisions. We suspect
that central bank action and developments related to the Russia-Ukraine conflict will continue to
dominate investor risk preferences over the next couple of years. However, over the longer-run,
improvements in Ontario’s fiscal trajectory should contribute to lower market supply and tighter
spreads against Government of Canada benchmarks.

In all, Ontario’s budget aligns broadly with our expectations. Better-than-anticipated nominal
economic growth continues to propel stronger-than-expected revenues; as indicated in the leadup to
the plan, the government has targeted pocketbook relief with inflationary pressures on the rise and an
election expected in June. Though fuel tax cuts are broad-based and could stimulate demand and
exacerbate upward price movement, they are time-limited and relatively modest from a
macroeconomic perspective, while the low-income tax credit expansions appear appropriately
targeted. For the coming months, risks to the economic outlook are real, but prudent planning
assumptions and credible fiscal anchors should be reasonably well-received by the province’s creditors.

Table 2: Outer-Year Projections

FY22 FY23 FY24 FY25 FY26 FY27 FY28

Total Revenue 173.6 179.8 188.2 196.9 204.6 212.6 220.9

% change 53 3.6 4.7 4.6 3.9 3.9 3.9
Total Taxation Revenue 124.2 126.4 133.2 139.1 145.0 151.2 157.6

% change 12.0 1.8 54 4.4 4.2 4.3 4.2
Total Expenditure 187.1 198.6 199.1 203.0 208.1 213.2 218.0

% change 32 6.1 0.3 2.0 25 25 2.3
Programs 1741 185.2 184.8 188.1 192.5 196.9 201.4

% change 3.0 6.4 -0.2 1.8 2.3 2.3 2.3
Reserve 1.0 1.5 15 1.5 1.5 1.5
Budget Balance -13.5 -19.9 -12.3 -7.6 -5.0 -2.2 1.3

% of GDP -1.5 -1.9 -1.1 -0.7 -0.4 -0.2 0.1
Net Debt

% of GDP 40.7 414 414 413 410 40.3 39.1

Sources: Scotiabank Economics, Ontario Finance.
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Ontario's Updated Budget Balances
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Chart 2
Ontario's Updated Net Debt Profile
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Chart3
Comparing Ontario Spending Plans
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