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The Ontario government tabled its 2016 Budget Plan today. The Budget comes less than three months 
after the government published its 2015 Fall Economic Update. The Ontario government estimates the defi-
cit should come in around $5.7 billion in fiscal year (FY) 2015-16 
that’s nearly complete, and is projecting a $4.3 billion shortfall for 
FY2016-17. These figures are, respectively, $1.8 billion and $200 
million smaller than those published in the recent Fall Update, and 
are improved by $2.8 billion and $500 million, respectively, relative 
to the 2015 Budget. The improved fiscal position in FY2015-16 is 
related to the decline in the reserve allowance (+$800M) as well 
as improved revenues (+$900M) related to higher tax collections, 
increased proceeds from asset optimization, and stronger overall 
performance from Government Business Enterprises (GBEs). 

In the case of FY2016-17, the improvement is also partly related 
to a decrease in the reserve allowance, with the remainder related 
to a larger uptick in revenues relative to expenses. Much of this 
increase is related to higher Federal Infrastructure Programs, which 
is estimated to add $700 million in FY2016-17 and $1.3 billion in 

ONTARIO BUDGET STAYS THE COURSE AMIDST 
GLOBAL UNCERTAINTY
Highlights 
•  The Ontario government estimates a $5.7 billion deficit (0.8% of GDP) in FY2015-16, lower than the 

$7.5 billion shortfall projected in the Fall Economic Update. Higher than expected proceeds from 
asset optimization, tax revenues, and GBE performance helped boost revenues by $900 million. A 
reduction in the reserve of $800 million accounted for much of the remaining improvement, with total 
expenses falling by $100 on lower debt-servicing costs.

• The fiscal plan remain relatively unchanged from Budget 2015, with the budget set to return to bal-
ance in FY2017-18. A deficit of $4.3 billion is anticipated for FY2016-17, around $500 million below 
what was projected a year ago.

• The government projects a lower than previously expected net debt-to-GDP ratio. It is expected to 
plateau in FY2015-16 and FY2016-17 at 39.6%, before moving slightly lower towards the end of the 
decade.

• A relatively upbeat economic growth profile, additional federal funding, and the Cap-and-Trade initia-
tive is expected to support revenue intake over the medium term. Program spending is expected to 
be kept in check, held to 1.4% growth on average over the next two fiscal years. 

• The intention to return to budgetary balance has kept surprise new initiatives to a minimum in Bud-
get 2016. Still, the Budget does contain some new policies, including initiatives to reduce the cost 
of post-secondary education for many lower income families and allow sales of wine and cider in 
grocery stores. 
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GOVERNMENT STICKS TO PLAN TO BALANCE 
BUDGET BY FY2017-18
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FY2017-18 according to Budget 2016. These figures are not 
yet finalized and are instead considered a prudent assump-
tion in light of the federal government commitments for 
infrastructure, home care, and jobs training in the province. 

The Budget plan remains largely in line with previous 
years, with a return to balance by FY2017-18 while still 
allowing for a $1.1 billion buffer in that year. The plan is 
contingent on revenue growth assumptions of 3.2% and 
5.4% in FY2016-17 and FY2017-18, respectively. At the 
same time, total and program expense growth is planned to 
be contained to 1.7% and 1.4% on average during two fiscal 
years. Net debt-to-GDP is expected to peak this fiscal year 
at 39.6% and remain stable in FY2016-17 before declining 
towards 38.5% by FY2018-19.

The intention to return to budgetary balance has kept 
surprise new initiatives to a minimum in Budget 2016. 
Instead, the Government’s Budget 2016 document acted 
as more of an update on its progress towards the goal of 
balancing the books by FY2017-18. The Budget does con-
tain some new policies, including initiatives to reduce the 
cost of post-secondary education for many lower income 
families and allow sales of wine and cider (in addition 
to beer) in grocery stores. But, the bulk of the document 
merely highlights details of previously established initia-

tives. Cap-and-trade, investments in infrastructure, and the 
Ontario Retirement Pension Plan remain focal points as far 
as government initiatives.

A path to balance

The government continues to plan to return to a balanced 
budget in FY2017-18 (see Chart), and appears to be on its 
way to achieving that target. The deficit should shrink from 
$5.7 billion in FY2015-16 to $4.3 billion by FY2016-17. 
This represents an improvement from the $8.5 billion and 
$4.8 billion shortfalls forecasted in Budget 2015, but a much 
smaller improvement relative to the Fall Economic Update.

Top line revenue is expected to reach $131 billion in 
FY2016-17, with broad increases of $1.9 billion (6.3% y/y) 
in personal income tax, $0.5 (2.1%) in sales tax revenue, and 
$0.7 billion (6.1%) in corporate taxes. The implementation 
of Ontario’s Cap-and-Trade program is expected to raise 
$0.5 billion in FY2016-17, and nearly four times that in the 
following year, partly through higher gasoline and heating 
costs. However, this revenue is intended to be directed to 
“green” initiatives rather than general expenses. Elimination 
of tuition and education tax credits is anticipated to raise $20 
million in FY2016-17, rising to $335 million by FY2018-
19, while increased tobacco taxes are projected to raise an 

GOVERNMENT OF ONTARIO FISCAL POSITION
[ C$ billions of dollars, unless otherwise noted ]

Fiscal Year 11-12 12-13 13-14 14-15 15-16E 16-17F 17-18F 18-19
Revenues 109.8 113.4 115.9 118.5 126.5 130.6 137.7 141.9
  % change 2.4 3.3 2.2 2.3 6.7 3.2 5.4 3.1
  % of GDP 16.6 16.7 16.7 16.4 17.0 16.8 17.1 16.9
Expenditures 122.7 122.6 126.4 128.9 132.1 133.9 136.6 140.7
  % change 1.3 -0.1 3.1 2.0 2.5 1.4 2.0 3.0
  % of GDP 18.6 18.0 18.2 17.9 17.7 17.3 16.9 16.8
  Programs 112.7 112.2 115.8 118.2 120.9 122.1 124.2 127.6
    % change 0.9 -0.4 3.2 2.1 2.2 1.0 1.7 2.8
    % of GDP 17.1 16.5 16.7 16.4 16.2 15.7 15.4 15.2
  Debt charges 10.1 10.3 10.6 10.6 11.2 11.8 12.5 13.1
    % of net debt (t-1) 4.7 4.4 4.2 4.0 3.9 4.0 4.0 4.1
    % of rev. 9.2 9.1 9.1 9.0 8.9 9.0 9.0 9.2
Reserve 0 0 0 0.0 0.2 1.0 1.1 1.2
Balance -13.0 -9.2 -10.5 -10.3 -5.7 -4.3 0.0 0.0
  % of GDP -2.0 -1.4 -1.5 -1.4 -0.8 -0.6 0.0 0.0
Net Debt 235.6 252.1 267.2 284.6 296.1 308.3 316.9 326.8
  % of GDP 35.7 37.1 38.5 39.4 39.6 39.6 38.9 38.5
Note : Numbers may not add due to rounding. Source: Ontario Ministry of Finance; 

Actual 2016 Budget Plan
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additional $95 million per year on average.  
Expense growth is projected to remain restrained, rising 

by only 1.4% to $133.9 billion in FY2016-17, with above-
average growth in health (+2.0%) and education (+3.2%) 
funding offset by a decrease in other programs. The strong 
rise in health and education expenses this year is expected 
to be balanced in later years, with average cost increases 
anticipated to be 1.8% and 1.2%, respectively, in the five 
fiscal years through FY2018-19.

Projections rosy, but not out of line

Achieving the government’s budgetary goals is condi-
tional on relatively upbeat economic projections. Economic 
growth is anticipated in Budget 2016 to average 2.2%, 2.4%, 
and 2.2% over the 2016 through 2018 period, respectively 
(see Table). The projections for the current year are little 
changed from the Fall Update, and are in line with our own 
forecast. The government has upgraded, by 0.1 percentage 
points relative to the Fall Update, the provincial economic 
growth projections for 2017 and 2018. These now appear 
fairly optimistic and are about 0.4 percentage points higher 
than our own forecast for the province. Growth also appears 
sanguine in current dollars, which tend to more directly drive 
revenues, with nominal GDP expansion of 4.0%, 4.6%, and 
4.2% is expected for the 2016-18 period – also above our 
own base case projections. 

Ontario’s economic growth is expected to be much faster 
than the 1.3%, 1.8%, and 1.8% we expect for the nation over 

that period, but is effectively in line with our U.S. growth 
projections. The relatively robust U.S. growth, alongside 
lower oil prices, and a more competitive Canadian dollar all 
underpin this upbeat provincial forecast. The Budget plan 
also assumes continued strength in the provincial housing 
market, supported by strong employment gains and low 
interest rates, as well as substantial ramp-up in public infra-
structure investment. Overall, the risks appear to be tilted 
slightly to the downside, but the forecast is not out of line 
with our own views for the provincial economy.

Substantial debt remains

Despite the progress towards a balanced budget, On-
tario’s net debt is projected to reach $296.1 billion at the 
end of March 2016, an increase of 4.1% from FY2014-15, 
and reach 39.6% as a share of GDP. Deficit reduction and 
strong projected growth in nominal GDP are expected to 
help stabilize the share at this level. Still, interest on debt is 
expected to rise from $11.2 billion in FY2015-16 to $13.1 
billion by FY2018-19 – accounting for a growing share of 
revenues (9.0% to 9.2%). Low interest rates continue to 
keep debt servicing costs in check. The province has built 
into its projections a relatively prudent interest rate profile. 
However, with 9 cents of each revenue dollar already go-
ing to servicing the debt and this burden rising as interest 
expenses outpace overall revenues, the interest rate risk 
remains of foremost concern for the province.

Quiet on Hydro One sale schedule

After raising approximately $1.83 billion in gross pro-
ceeds and $116 million from related share sales through an 
initial public offering of Hydro One Ltd. in November 2015, 

ONTARIO ECONOMIC PLANNING ASSUMPTIONS

2014A 2015E 2016 2017 2018

 Real GDP Growth
2016 Budget 2.7 2.5 2.2 2.4 2.2
2015 Fall Update 2.7 1.9 2.2 2.3 2.1
TD Economics** 2.7 2.5 2.2 2.0 1.8

 Nominal GDP Growth
2016 Budget 4.1 3.6 4.0 4.6 4.2
2015 Fall Update 4.1 2.9 4.2 4.4 4.2
TD Economics** 4.1 3.4 3.9 4.0 3.8

 Canadian Dollar (US$ per C$)
2016 Budget 90.5 78.2 72.0 75.5 81.0
2015 Fall Update 90.5 78.5 75.5 78.0 82.0
TD Economics*** 90.5 78.2 71.1 74.5 75.7

 3-month Treasury Bill Rate* (%)
2016 Budget 0.9 0.5 0.5 0.8 2.2
2015 Fall Update 0.9 0.5 0.6 1.5 2.7
TD Economics*** 0.9 0.5 0.5 0.5 0.9

 10-yr Gov't Bond Rate* (%)
2016 Budget 2.2 1.5 1.6 2.3 3.3
2015 Fall Update 2.2 1.5 2.0 3.1 3.8
TD Economics*** 2.2 1.5 1.4 2.1 2.5

Annual, percent change (unless otherwise noted)

 Notes: *Gov. of Canada securities; ** as of Jan. 2016; *** as of Feb. 2016
 Sources: Ontario Ministry of Finance; TD Economics
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there were scarce new details on the government’s plan to 
reduce its existing stake towards the 40 percent target. The 
Province reiterated its expectation to generate $4 billion in 
net revenue for the Trillium Trust, though left any anticipa-
tion for new share sales revenue off the books in this Budget. 
This creates some flexibility to beat budget targets in the 
coming years, but these remain one-off events.

Rethinking tuition funding

A substantial new initiative within Budget 2016 is the 
Ontario Student Grant starting in the 2017-18 school year. In 
the new grant system, average college and university tuition 
in the province will be free for students with financial need 
where family income is below $50,000. Moreover, non-
repayable grants will be provided to more than 50 percent 
of students with family incomes of $83,000 or less. Lastly,  
no student will receive less through the Ontario Student 
Grant program than they are currently eligible for through 
the Ontario Tuition Grant.

The one outstanding issue that remains with the proposed 
student grant program is its costing. While other student 
grant programs will be wrapped up and eliminated, it is 
unclear from the Budget 2016 document whether these will 
be enough to offset the cost of the new program. Should this 
program become oversubscribed, it may present a downside 

risk to the expense outlook starting in 2017-18.

The Bottom Line

The bottom line is that Budget 2016 stays the course, 
maintaining commitments established in prior years while 
focusing on a goal of balancing the books by FY2017-18. 
The revenue outlook presented appears somewhat optimis-
tic, particularly over the medium- to longer-term, as far as 
economic growth forecasts and continued strength in the 
provincial housing market. On the other hand, a potential 
for additional federal funding poses an upside risk to the 
economic and revenue forecast. Moreover, the government 
may have additional wiggle room on the expense side, above 
and beyond the reserve, related to the relatively strong inter-
est rate profile. 

Overall, the economic and fiscal plan, while somewhat 
optimistic, appears relatively plausible. Still, meaningful 
risks to this outlook remain and can be found at the provin-
cial, national and international level. In light of the already 
high debt level, we would encourage the government to 
maintain fiscal discipline and meet its fiscal goal of a bal-
anced budget, helping put a ceiling and then lower the large 
debt burden faced by the province and its taxpayers.    

Michael Dolega, Director & Senior Economist
416-983-0500

Warren Kirkland, Economist
416-983-7336
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