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FAO’s 2018 Spring Economic and Fiscal Outlook
ISSUE

On May 2, 2018 the Financial Accountability Office will release its 2018 Spring Economic
and Budget Outlook’ report. The report adopts the AG’s accounting treatment of both
the Fair Hydro Plan and net pension assets and indicates that the government is facing
persistent budget deficits over the medium-term that will continue to grow well into
the government’s deficit recovery phase, unless spending growth slows dramatically
beginning in 2021-22. It also suggests that the deficit cannot be eliminated by
economic growth alone, but will require fiscal policy changes to raise revenue or
reduce spending.

KEY MESSAGES

e | would like to thank the Financial Accountability Officer (FAO) for releasing his spring
economic and budget outlook for Ontario. We value the FAO’s independent
assessment of the province’s fiscal and economic outlook.

e | think it’s important to acknowledge where the FAO and the government’s Budget are
in alignment.

e First of all, the FAO notes that the Ontario economy has shown significant strength
over the past number of years -- the report hails Ontario’s robust economy and the
surge in employment that has reduced the unemployment rate to its lowest level since
2000.

e Second, the FAO also notes the important difference that the 2018 Budget investments
will make for the province. The Report specifically notes that the Budget’s investments
in early childhood education and childcare, the proposed reforms and new investments
in social assistance and additional funding for health care, will provide “significant
social and economic benefits for Ontarians.”

o We agree these investments are important —that the best way to deliver prosperity
to more people is by continuing to invest in the economy, and in public services
that promote greater fairness and opportunity across the province.

e Third, like the FAO’s Report, the Budget talked about the same risks to Ontario’s
economic outlook. While the possibility of stronger U.S. growth could boost Ontario’s
economy, protectionist trade policies in the U.S., and associated business uncertainty,
could place Ontario at a competitive disadvantage. As well, high levels of household
debt have left Ontario households vulnerable to rising interest rates.

e The FAO’s deficit projections include the Auditor General’s interpretation of how the
government should be accounting for net pension assets and the Fair Hydro Plan. The
disagreement in accounting is the main driver of the difference between the FAO’s
medium-term projections and the 2018 Budget.

o We acknowledge that the path to balance will be a difficult one that will require
leadership and difficult trade-offs.

e And while there is uncertainty in any future-oriented forecast, what we do know is that
this government has a strong track record of beating its fiscal targets. As outlined in
the 2018 Budget, the government is projecting a surplus of $600 million for 2017-18,
beating its fiscal target for the ninth year in a row.
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e Ontario’s fiscal policy is based on cautious assumptions and recognizes the need for
flexibility to respond to changing circumstances. During this period of rapid economic
change, the fiscal plan considers the impact of today’s choices on different groups
within the province and on future generations.

e While Ontario’s economy has been growing steadily, the government knows that more
must be done to ensure that the benefits of a solid economy are being shared equally
by all Ontarians.

BACKGROUND

Economic Outlook

e The FAO economic forecast is very similar to that presented in the 20718 Ontario Budget.

e The FAO forecast for real GDP growth to average 2.0 percent annually between 2018 and
2021. This is 0.1 percentage point above the 2018 Ontario Budget forecast of 1.9 percent.

e The FAO forecast is consistent with the 2018 Ontario Budget and private sector economists’
view that housing and consumer spending growth will slow over the next four years while
exports and business investment will grow at a faster pace.

e The FAOQ recognizes similar economic risks identified in the 2018 Ontario Budget. The
possibility of stronger U.S. growth could boost Ontario’s economy. However, protectionist
trade policies in the U.S., and associated business uncertainty, could place Ontario at a
competitive disadvantage. As well, high levels of household debt have left Ontario
households vulnerable to rising interest rates. '

e Over the extended period 2021 to 2025, FAQO’s long-term economic outlook is similar to the
unpublished Ontario Ministry of Finance projection. In particular, the FAO projects Ontario
nominal GDP growth of 3.9 percent annually, on average, between 2021 and 2025, 0.1
percentage points lower than the 2018 Budget recovery plan projection of 4.0 percent.
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Fiscal Outlook

e The FAQ is projecting a deficit of $3.6B in 2017—18, rising to $12.7B by 2020-21. The FAO
projects the deficit to further deteriorate over the government’s recovery plan period, reaching
$16.6B by 2025-26 under a ‘status quo’ scenario of 3.5 per cent program expense growth.
However, the report suggests balanced budget is possible by 2025-26 if the government
constrains program spending to 2.1 per cent beginning in 2021-22.

e Unlike its Fall report, the FAQO is now only presenting projections that include the impact of the
Auditor General’s (AG) recommended accounting treatment for both the Fair Hydro Plan and

the net pension assets of jointly sponsored pensions plans.

o Taken together, the adjustment for these two accounting differences add between $4B

and $6B to the deficit in each year.
Interim and Medium-Term (2017-18 to 2020-21)

e The FAO is projecting a deficit of $3.6B in 2017—18 and deficits of between $11B and $13B

over the medium term.

o The FAO’s revenue forecast is approximately _$;1_B_I__QLLe_Lthan the government’s in each
year of the medium-term outlook, mainly due to a lower outlook for personal income tax

revenue.

o Similar to past reports, the FAO adopts the 2018 Budget program expense outlook
(other than the accounting treatment differences).

o Similar to past reports, the FAO also continues to project interest on debt expense that
is slightly below the government’s projection over the medium-term — by between $0.1B

and $0.2B per year.

e Overall, the difference between the FAO’s and government’s medium-term outlook is largely
driven by the impact of the AG’s recommended accounting treatment for both the Fair Hydro
Plan and the net pension assets of jointly sponsored pensions plans.

2018 Budget Projected Deficits (Excl Reserve) 0.6

(5.9)

(5.8)

(6.0)
FAO Projected Deficits (Excl Reserve) (3.6) (11.8) (12.4) (12.7)
Difference between FAO and 2018 Budget (4.2) (5.8) (6.5) (6.9)
Difference Due to Accounting (4.2) (5.0) (5.6) (6.0)
Difference Due to Other (Lower revenue (0.8) (0.9 (0.8)

offset by lower IOD)

e |n addition to its assessment of the government’s current fiscal plan, the FAO developed a
“baseline” budget projection that excludes the new revenue and spending measures
announced in the 2018 Budget. This baseline scenario projects budget deficits of $8.1B in
2018-19, $7.2B in 2019-20, and $6.1B in 2020-21.
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Recovery Plan (2021-22 to 2025-26)

The 2018 Budget projects a return to balance by 2024-25 and a small surplus in 2025-26.
This is premised on:

o Projected average annual growth in revenue of 3.3 per cent over the recovery plan
period and managing program expense to an average annual growth rate of 2 per cent.

In contrast, the FAQ’s “status quo” projection assumes program spending will grow by about
3.5 per cent per year from 202021 to 2025-26 resulting in deficits that reach $16.6B by
2025-26. Compared with the 2018 Budget projections:

o The 2018 Budget medium-term revenue outlook is higher due to a higher outlook for
taxes and other revenue — however, between 2022-23 and 2025-26, the FAO has a
stronger overall revenue outlook compared to the 2018 Budget.

o Given an aging and growing population and price inflation, the FAO projects program
spending would need to grow at the rate of these core cost drivers, 3.5 per cent annually
over the outlook, so that “the quality of public services would be maintained”.

o The IOD outlook grows faster due to the FAQO’s forecast of higher projected deficits
leading to a larger borrowing program and larger debt interest payments.

o The FAO is also projecting that net debt-to-GDP ratio will continue to increase over the
medium-term and beyond 2020-21 reaching 44.4 per cent by 2023—24. The 2018
Budget projects that the net debt-to-GDP ratio will resume a downward trend beginning
in 2022-23.

The FAO also included a “spending restraint” scenario that holds program expense growth to
2.1 per cent beyond 2021-22, consistent with the 2018 Budget projection. Using this method
the FAO projects Ontario’s budget deficit would improve rapidly, reaching a small surplus by
2025-26, however they caution that this projection relies on a dramatic slow-down in spending
growth and implies that the government would have to find $15B in permanent savings by
2025-26.

FAC budget balance outiook
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Details of Revenue Outlook

e The FAO is predicting average annual growth of total revenues of 2.7 per cent between 2017-
18 and 2020-21, slightly slower than the 2078 Ontario Budget outlook of 3.0 per cent per year.

e The FAO projections for total revenues are $1.1 billion (0.7%) lower by 2020-21 than the
projections in the 2018 Ontario Budget.

o This is mainly to a lower outlook for Personal Income Tax (PIT) revenue which assumes
significantly lower revenue yields from overall personal income growth related to
minimum wages increases in 2018 and 2019.

o The FAO is also projecting weaker revenue than the 2018 Ontario Budget from the
housing resale market (Land Transfer Tax).

o As well, the FAO is assuming weaker net income from Hydro One Limited in 2018-19
based on a potential regulatory ruling by the Ontario Energy Board.

j(jrowlt\\ s, FAT = (,..ML}AM 40 M\A(ka\“’:?;(:\mﬁ&&
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[Comparison: 2018 Ontario Budget to Draft 2018 Spring FAO Fiscal Outlook

2018 Budget
Taxation Revenue
Transfers from Govt of Canada

Actual

Interim
017-18

Outlook

Extended Outlook
0 ; 024

6 to20-21

Avg. Annual Gro

17-18

42%

18-19
to 20-21
]
4.2%

245 253 26.0 X 1.9% 15%
Income trom GBEs 56 6.1 53 6.0 6.6 24%  11.6%]
Other Non-Tax Revenue 16.3 19.3 176 177 18.0 -2.3% 1.3%
Total Revenue 1407 | 150.1 1525 1576 1638 169.5 1749 180.4 186.5 192.9 3.0% 3.7%]
Expense
Program Expense 1300| 1375| 1459 1504  1558| 1595 1627 1660 - 1693 1727 42%  3.3%
Interest on Debt 1.7 12.0 125 13.1 138 149 15.5 16.3 16.5 16.9 5.0% 5.1%]
Total Expense 141.7 149.5 158.5 163.5 169.6 1744 178.2 1822 185.8 189.6 4.3% 3.5%
Surplus/(Deficit) before Reserve (1.0) 0.6 (6.0) (5.9) (5.8) (4.9) (3.3) (1.8) 0.7 33
Net Debtto GDP, per cent 38.0 37.1 376 38.2 386 389 386 31t 36.8 35.5
Change - 2018 Spring FAO Fiscal Outiook to 2018 Budget 5
Taxation Revenue - 0.0 (05 (08 (1.0 |
Transfers from Gov't of Canada - - (0.1) (0.0) {
Income from GBES (0.4) - - {
Other Non-Tax Revenue g . % 4 i
Total Revenue - 0.0 (0.9) (0.9) (1.1) (0.4) 0.3 1.1 1.6 2.1 el
Expense .
Program Expense - - - 24 55 ‘85 11.7 154
Interest on Debt ©1) (1) (02) (0.4) (0.1) 0.1 1.0 1.8
Total Expense (0.1) (0.1) (0.2) 20 54 86 127 17.2
Surplus/(Deficit) before Reserve, EXC. Adj.
for Fair Hydro Plan and Pension Assets . 00 (02) (04) (05) (24) (54) 78 @y (e
Surplus/(Deficit) before Reserve, INC. Adj. (14) 42) (58) (65) 69) @4 (108 (129 (161) (199
for Fair Hydro Plan and Pension Assets ’ ’ ’ ’ i ’ i ’ : ’
2018 Spring FAO Outlook
Taxation Revenue 943 99.4 103.1 107.2 1114 116.0 1204 124.8 129.5 1344 3.9% 4.0%
Transfers from Govt of Canada 245 25.3 26.0 25.6 26.7 278 284 29.2 30.2 311 1.8% 1.4%
Income from GBEs 56 6.1 49 6.0 6.6 6.8 74 74 Y 8.0 24%  16.1%]
Other Non-Tax Revenue 16.3 19.3 17.6 17.7 18.0 187 194 20.0 20.8 215 2.3% 1.3%] |
Total Revenue 140.7 150.2 1515 156.6 162.8 169.1 175.2 1815 188.1 195.0 2.7% 3.6%
Expense
Program Expense 130.0| 1375( 1459 1504 1558 1619  168.2 1745 181.0 188.1 42% 3.3%|
Interest on Debt 1.7 12.0 124 13.0 13.6 145 15.4 16.4 178 18.7 4.4% 4.7%
Total Expense 1417 | 1495( 1583 1634 1694 176.4 183.6 190.9 1985  206.8 42% 3.4%]
Surplus/(Deficit) before Reseve, EXC. Adj.
for Fair Hydro Plan and Pension Assets (10 iz 8  (68) L @3) ®4) -0y W
Accounting Adjustments 14 42 5.0 56 6.0 6.0 5.7 53 5.0 48
Surplus/Deficit) before Reseve, Inc. Adj.
for Fair Hydro Plan and Pension Assels (2.4) (36) (11.8) (124) (127) (133) (141) (147) (154) (166)
Net Debtto GDP INC Adjustments, per cent 39.5 39.1 40.1 411 420 4341 439 444 448 451

Note: All surplus/deficits exclude the reserve. Numbers may not add due to rounding.

MEDIUM-TERM REVENUE:

« The FAO projects Personal Income
Tax to be significantly lower than
the 2018 Budget projections ($0.4
billion in 2018-19, $0.7 billion in
2019-20, and $0.9 billion in
2020-21).

= FAO estimates that Ontario will no
longer qualify for Equalization
payments after 2018-19, where as
the 2018 Budget assumes
Equalization ends in 2020-21.

* The FAO reduces H1 net income
by $0.4 billion in 2018-19 to reflect
the recent decision by the OEB to
allocate a portion of tax gain to rate
payers.

RECOVERY PLAN REVENUE:

= Over the recovery plan, the FAO
projects significantly stronger
growth (3.6%) in other non-tax
revenues, compared to the 2018
Budget (2.0%).

RECOVERY PLAN
PROGRAM EXPENSE:

The FAO agsames program expense
| to grow @ er the recovery

plan (closerte-pbpulation and

inflation), vers) e 2018 Budget

INTEREST ON DEBT EXPENSE:

« Despite projecting larger deficits
and potentially larger borrowings,
the FAO's IOD grows on average
by 4.7% over the medium-term, in
contrastto 5.1% in the 2018
Budget.
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Suggest Response to Recent External Reviews of Ontario’s
Finances and Fiscal Accountability

Draft: May 1, 2018 9AM

Q. How do you respond to recent external criticism of Ontario’s fiscal outlook and

accountability in financial reporting?

SUGGESTED RESPONSE

We value the work of Officers of the Legislature and external research institutes. They
provide important independent reviews of Ontario’s fiscal outlook and financial
reporting.

And we have continually demonstrated our commitment to ensuring the public has
access to independent assessments of Ontario’s finances.

o In 2013, we established the Financial Accountability Officer, and the Pre-
Election Report, introduced in 2007, was the first of its kind in Canada, and
today remains one of only a few such documents in the world.

While the headlines associated with recent assessments by the Office of the Auditor
General of Ontario, the Financial Accountability Officer and the CD Howe Institute
have focused on the difference of opinion between the government and the Auditor
General on the accounting treatment on net pension assets and the Fair Hydro Plan, it
is important to acknowledge additional key messages from these reviews.

The FAO notes that the Ontario economy has shown significant strength over the past
number of years -- the report hails Ontario’s robust economy and the surge in
employment that has reduced the unemployment rate to its lowest level since 2000

Furthermore, The FAO report specifically notes that the Budget’s investments in early
childhood education and childcare, the proposed reforms and new investments in
social assistance and additional funding for health care, will provide “significant social
and economic benefits for Ontarians.”

With the exception of the two accounting disagreements, the Auditor General has
determined that the majority of the province’s estimates regarding revenue, program
expense and interest on debt are based on cautious assumptions, as required by the
Fiscal Transparency and Accountability Act.

Confidential Advice to Cabinet Page 1 of 3



e We have continuously upheld the principles of this act, which sets out fiscal reporting
requirements that support transparency and accountability in reporting to the public
and the legislature.

o To ensure the public is kept up to date on the provincial fiscal plan, the
government tables the annual Budget, provides quarterly and mid-year updates
on the fiscal plan and economic outlook, and tables its year-end results in the
annual Public Accounts. These documents are reconcilable, so that anyone
can easily understand how the province’s fiscal plan is evolving and how
forecasts compare to actual results.

e In addition to consistently meeting its legislative obligations, Ontario continues to
make strides in increasing the accessibility and transparency of its finances.

o For example, Ontario has developed digital tools to present Public Accounts
data in innovative, visual formats. These tools make Ontario’s finances easier
to understand, access and use by members of the public online.

e Inthe 2018 Budget, the government made clear its choice to continue to invest in the
economy and in public services — not only to promote greater fairness and opportunity
across the province, but also to meet the challenges of a rapidly changing economy.

e The FAQO'’s report talked about the same risks to Ontario’s economic outlook that we
raised in the 2018 Budget, and — as | mentioned — acknowledged the difference the
investments in our plan for care and opportunity will make for Ontarians.

e And while there is uncertainty in any future-oriented forecast, what we do know is that
this government has a strong track record when it comes to managing the province’s
finances. In fact, 2017-18 marks the ninth year in a row the government is forecasting
to beat its fiscal targets.

e We acknowledge that the path to balance will be a difficult one that will require
leadership and difficult trade-offs.

e We are committed to a recovery plan that balances investing and supporting key
programs and services for Ontarians, and keeping the province’s finances on a
sustainable footing. And we are committed to providing regular updates to the public
that show progress on this plan — in a way that ensures transparency and
accountability for public funds.
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If pressed on difference of opinion on accounting:

e The difference of opinion in accounting treatment on net pension assets and the Fair
Hydro Plan are not new issues — the disagreement on pension accounting was
previously reported by the Auditor General in her audit opinions on the Public
Accounts and the disagreement on the accounting for the Fair Hydro Plan was
reported in her Special Report on the Fair Hydro Plan released in the fall of 2017.

e The government has responded in a comprehensive manner, on the following
occasions: 2015-16 Public Accounts, 2016-17 Public Accounts, the Auditor General’s
2016 and 2017 Annual Reports as well as the Auditor General’s Special Report on the
Fair Hydro Plan and again in the recent 2018 Pre-Election Report.

e The government’s opinions on these two matters are well supported by internal and

external experts, and have always informed the government’s ongoing reporting on its
fiscal status.
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Statement

We thank the Financial Accountability Office for their annual Economic and Budget Outlook.
We’re pleased that he notes that this year the “Ontario economy recorded the strongest pace of
growth since the early 2000s,” and that “job growth surged last year, with 128,400 net new jobs.”

While our economic growth has led the G7 nations and our unemployment is at a 17 year low,
we know that not everyone has benefited from that growth. That is why we made the decision to
invest in programs that will make life more affordable for people in the province like free tuition,
free prescription drugs for those 25 and under and free pre-school. The FAO affirms the
importance of investing in these programs, acknowledging that that these investments will
provide “significant social and economic benefits for Ontarians.”

In the Economic and Budget Outlook, the FAO adopts the Auditor General’s position regarding
ongoing technical accounting disputes. These are disagreements that have been reported on by
the Auditor General in the past, have been the subject of technical briefings for both media and
opposition. Reports by internal and external experts, including opinions by internationally
renowned accounting firms and former members of the Canadian Accounting Standards Board,
have informed the government’s reporting and full disclosure of its fiscal status.

The first item of dispute is the accounting treatment for a portion of the Fair Hydro Plan. We
continue to believe that the government’s accounting for the Fair Hydro Plan is appropriate, and
specifically the use of rate- regulated accounting to account for the component of the plan
recoverable from the ratepayers, is supported by United States Generally Accepted Accounting
Principles, as Public Sector Accounting Standards are silent on this issue. The second issue is the
accounting for the net pension assets of the Province’s two jointly sponsored pension plans,
which is supported by an expert panel of accountants, actuaries and lawyers. The government’s
opinion on these two matters has not changed.
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About this Document

Established by the Financial Accountability Officer Act, 2013, the Financial
Accountability Office (FAO) provides independent analysis on the state of the Province's
finances, trends in the provincial economy and related matters important to the
Legislative Assembly of Ontario. The FAO's Economic and Fiscal Outlook is released
each spring and fall, providing an assessment of the province’'s medium-term economic

performance and fiscal position.

This report was prepared by Nicolas Rhodes, Luan Ngo and Edward Crummey under
the direction of David West. External reviewers were provided with earlier drafts of
this report for their comments. However, the input of external reviewers implies no
responsibility for this final report, which rests solely with the FAO.

This report is based on information available to November 15, 2017. Background data

used in this report are available upon request.

FAO’s Fiscal Projections

The FAO forecasts provincial finances based on projections of existing and announced revenue and spending
policies. The forecast represents the FAO's view of the most likely fiscal outcomes given existing policies,
without anticipating any new government policy decisions. The FAQ's tax revenue projections are based
on an assessment of the outlook for the provincial economy and current tax policies. Given the govern-
ment's discretion over spending, the FAO adopts the government’s announced spending plans from fiscal
documents and incorporates policy announcements as appropriate. Beyond the government’s published
spending projections, the FAO forecasts spending based on the outlook for underlying cost drivers including

demographics and price inflation.
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EXECUTIVE SUMMARY

FAO Projects a Return to Significant Budget Deficits

Despite a strong boost to revenues this year, the FAO is projecting an Ontario
budget deficit of $4.0 billion in 2017-18, the result of the Auditor General of Ontario’s
+ recommended accounting treatment for both the government’s Fair Hydro Plan and

the net pension assets of jointly-sponsored pension plans.!

Beyond 2017-18, the FAO is projecting a significant increase in the budget deficit due
to the loss of time-limited revenues, a more moderate pace of tax revenue growth, and
the growing fiscal impact from the Fair Hydro Plan. By 2021-22, the FAO is projecting

a budget deficit of $9.8 billion, in the absence of any fiscal policy changes. This is a
significant deterioration since the FAO's spring outlook? and is primarily the result of
the introduction of the Fair Hydro Plan, which will add $3.2 billion to the budget deficit
by 2021-22, under the Auditor General's recommended accounting treatment.

In contrast, under the government’s accounting framework, the FAO projects a small
budget surplus in 2017-18, and a return to budget deficits beginning in 2018-19 due
to the loss of temporary revenues and moderate growth in tax revenues.

Since the government has not adopted the Auditor General’s recommended
accounting for both the Fair Hydro Plan and net pension assets, it is becoming more

1 See ‘The Fair Hydro Plan: Concerns About Fiscal Transparency, Accountability and Value For Money," Auditor General
of Ontario, October 2017; ‘Independent Auditor’s Report, 2016-17 Consolidated Financial Statements’, Auditor
General of Ontario, 2017; and 'An Assessment of the Fiscal Impact of the Province's Fair Hydro Plan,’ Financial
Accountability Office, 2017.

2 'Economic and Fiscal Outlook, Assessing Ontario’s Medium-term Prospects, Spring 2017, Financial Accountability
Office of Ontario.
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difficult for legislators and the public to assess the government'’s fiscal projections.
This has reduced the transparency and reliability of Ontario’s fiscal plan.

Ontario Budget Balance

Historical i Forecast
2016-17 g 2017-18 2018-19 2019-20 2020-21 2021-22
2.0 :
-2.0 :
z 24
2 i FAO Projection
= -40 '
“ P40
-6.0
J
-80 ™ FAO Projection =11
-71.8
Acounting Adjustments ‘ 9.0
-10.0 ’

® FAO Projection on Government Accounting Basis =28

Note: Budget Balance before reserve.
Source: Ontario Public Accounts, 2017 Ontario Economic Outlook and Fiscal Review and FAO.

The FAO is projecting very strong growth for the Ontario economy in 2017.
Consistent with the outlook of most economic forecasters, the FAO expects the
economy will grow at a more measured pace beginning in 2018. However, Ontario’s
economic performance could worsen if the renegotiation of NAFTA impairs Ontario’s
access to the US market, or if households reduce discretionary spending due to high

debt levels and rising interest rates.

Total revenues are forecast to increase by 3.5 per cent per year on average over

the outlook, somewhat slower than the rate of GDP growth. This reflects the loss of
time-limited revenues in 2018-19, as well as moderating tax revenue growth over the
outlook. By comparison, the FAO projects program spending will grow by 4.4 per cent
on average from 2017-18 to 2021-22, when all spending related to the Fair Hydro

Plan is included.

The FAO projects Ontario’s net debt-to-GDP ratio will remain essentially unchanged
in 2017-18 at just under 40 per cent. However, over the next four years, the FAO

expects that without any change to current fiscal policies, approximately $75 billion
will be added to Ontario’s net debt, increasing the net debt-to-GDP ratio to over 41

2 Financial Accountability Office of Ontario | Economic and Fiscal Outlook



per cent by 2021-22.2 In contrast, the government continues to maintain a net debt-
to-GDP target of 35 per cent by 2023-24 and 27 per cent by 2029-30.
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* Net debt is presented on the AG's recommended accounting basis, which includes the impact of the Fair
Hydro Plan and the pension adjustment.

Source: 2017 Ontario Economic Outlook and Fiscal Review, Ontario Public Accounts and FAO.

Current and future Ontario governments are facing difficult policy choices. Based on
the FAO's fiscal projection, additional measures to raise revenue or lower spending
will be required if the Province intends to achieve and maintain a balanced budget,

and lower Ontario’s debt burden.

3 The FAQ's estimate of net debt incorporates the AG's recommended accounting framework.
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ECONOMIC OUTLOOK

Overview

Ontario Economy Exceeding Expectations in 2017
Following a strong performance over the first half of 2017, the Ontario economy is

expected to continue on a path of solid growth into 2018.

Led by a continued surge in household spending and residential investment, the FAO
projects Ontario real GDP growth of 2.8 per cent in 2017, an upward revision from
the FAO's spring outlook report. Nominal GDP - the broadest measure of the tax
base - is projected to increase by 4.7 per cent in 2017, well above the FAO's spring
forecast. The strong growth in nominal GDP in 2017 is supported by significant gains

in corporate profits.

Beginning in 2018, most forecasters, including the FAO, expect the Ontario economy
to grow at a more measured pace, as growth in the US and Canadian economies is
also expected to moderate. At the same time, higher interest rates are expected to
contribute to slower growth of household spending and residential investment over

the outlook.

Economic Outlook 5



Solid Economic Performance Expected Over Outlook
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Source: Ontario Economic Accounts, Statistics Canada and FAO.

Global Economic Growth Gaining Traction

In its latest World Economic Outlook, the International Monetary Fund (IMF) revised
up its forecast for global economic growth to 3.6 per cent in 2017 and 3.7 per cent in
20184 A number of key economies reported stronger than expected growth over the
first half of 2017, including the euro area and Japan. These upward revisions

more than offset weaker than expected growth in the United Kingdom and the
United States.

United States

In the US, real GDP is expected to grow by 2.2 per cent in 2017. Following a modest
first-quarter gain, US consumer spending has shown signs of strengthening while
business investment remains strong, particularly in the energy sector. Going forward,
the FAO projects US growth to ease slightly to 1.9 per cent by 2021.

4 International Monetary Fund, World Economic Outlook, October 2017.
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US Economic Growth to Moderate
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However, the outlook for the US economy depends critically on the uncertain policy
direction of the current US administration. Significant tax reform, including sizable
tax cuts, have been proposed, although it is unclear if an agreement in Congress will
be reached. Likewise, the renegotiation of the North American Free Trade Agreement
(NAFTA) is ongoing, and the potential impact of a new trade agreement on North
American economies remains highly uncertain (see 'Key Risks’ for more details).

Other World Economies

The IMF reports that the euro area economy continues to gain strength, supported by
a pick-up in exports and continued strength in domestic demand. In China, the IMF
expects economic growth to ease from 6.8 per cent in 2017 to 6.5 per cent in 2018.
While the Chinese economy is continuing to rebalance towards more consumption-
led growth, debt continues to build among households, government and busineéses,

which could pose risks to medium-term growth.®

While the global economy is expected to perform solidly through 2018, over the
medium term, global growth is expected to be limited by modest productivity gains,

aging workforces in advanced economies, and tightening financial conditions.

5  International Monetary Fund, China's Economic Outlook in Six Charts, August 2017.

Economic Outlook 7



Canadian Economy

The Canadian economy is on track to post the strongest annual growth since 2011.
Robust consumer spending, and a pick-up in exports and business investment
supported solid overall Canadian growth during the first half of 2017. While
consumer spending and exports are expected to moderate over the second half of
the year, the Canadian economy is on pace for a 3.1 per cent annual gain in 2017. The
FAO expects Canadian real GDP to grow by 2.1 per cent in 2018 and by an average

of 2.0 per cent through 2021, as higher interest rates contribute to slower growth in
consumer spending and residential investment.

The brisk pace of economic growth over the first half of the year led the Bank of
Canada to increase its policy interest rate to 0.75 per cent in July and 1.0 per cent
in September. Importantly, the Bank indicated that with the Canadian economy
operating near full capacity, it will take a cautious, data-driven approach in
determining future rate increases. Given the Bank’s measured approach and the
subdued rate of consumer price inflation, the FAO expects a gradual but steady rise
in interest rates over the medium-term, consistent with the FAO's spring outlook.

The recent increases in Canadian interest rates contributed to an eight-cent
appreciation in the Canadian dollar relative to the US dollar through the summer,
before reversing some of this gain more recently. With this appreciation, the FAO
projects that the dollar will average 78 cents in 2017, slightly higher than the FAO's
spring outlook. Going forward, the FAO expects a gradual appreciation of the dollar
to about 81 cents by 2021, supported by a steady rise in Canadian interest rates and a
moderate increase in oil prices.
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Ontario Economic Outlook

Solid 2017 Growth Expected to Moderate over the Outlook

Ontario posted solid real GDP growth of 2.6 per cent in 2016, the third consecutive
year of strong growth for the economy. The FAO expects that the economy’s
momentum will continue into 2017, with real GDP advancing by 2.8 per cent.
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combined with rising interest rates will
hamper household spending and residential investment. At the same time, exports and
business investment are expected to contribute more to economic growth, as sustained
foreign demand encourages businesses to increase production capacity (discussed
further in "Key Risks’ below). Over the outlook, the FAO projects real GDP growth will
ease to 2.1 per cent in 2018 and average 1.9 per cent per year from 2019 to 2021.
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Strong Gain in Corporate Profits Projected for 2017
The FAO is forecasting nominal GDP growth of 4.7 per cent in 2017, driven by an 11.7
per cent increase in corporate profits, and a more moderate gain of 4.0 per cent in

labour income.

The planned increases to Ontario’s minimum wage are expected to raise labour
income growth in 2018 and 2019.¢ Beyond 2019, labour income growth is expected to
moderate to 3.8 per cent by 2021.

Slower labour income gains will contribute to slightly more moderate nominal GDP
growth of 3.9 per cent by 2021.
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Note: Labour and corporate income comprise roughly 70 per cent of nominal GDP. The other categories
include mixed income (from proprietorships) and net taxes.

Source: Statistics Canada, Ontario Economic Accounts and FAQ.

6  The FAO's forecast incorporates explicit assumptions of higher labour income growth, a small reduction in
employment gains and a slight increase in CPI inflation due to the planned increases in Ontario’s minimum wage. See
the FAQ's commentary 'Assessing the Economic Impact of Ontario’s Proposed Minimum Wage Increase’ for details.
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Steady Job Gains Expected to Continue
The FAO is projecting strong job growth of 1.6 per cent (+109 thousand net new
jobs) in 2017, following a gain of 1.1 per cent (+76 thousand net new jobs) in 2016.

Over the outlook, sustained economic growth is expected to support average annual
employment growth of 1.1 per cent, just slightly faster than the growth in the labour
force. As a result, the unemployment rate is expected to trend lower, falling from 6.2
per cent in 2017 to 6.0 per cent by 2021.

Steady Employment Gains as Unemployment Rate Trends Lower
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Source: Statistics Canada and FAO.

Key Risks for Ontario’s Economic Outlook
While the FAO expects solid economic growth over the medium-term, there are a

number of risks that could negatively affect Ontario’s economic performance.

Most economic forecasters, including the FAO, continue to assume that NAFTA

will largely be maintained in its current form. However, the US administration is
demanding significant concessions from Canada and Mexico, and has threatened to
leave NAFTA altogether. Some businesses may already be postponing investment
decisions outside of the United States due to the uncertainty surrounding NAFTA.

If the renegotiation of NAFTA leads to a deterioration in Ontario’s terms of trade or
restricts access to the US market, there would be significant negative implications for

the province's growth prospects.
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In recent years, strong growth in household spending has not been matched by
similar gains in household incomes, leading to higher levels of household debt.

In 2016, household debt reached 167 per cent of disposable income in Ontario, a
significant rise from 149 per cent in 2010.” Higher debt burdens expose households
to financial risk. With a steady rise in interest rates expected over the next few years,
many households will scale back discretionary spending in order to make higher
debt interest payments, which in turn could have implications for the pace of overall
economic growth.?

There are also upside risks that could lead to a stronger economic performance for
Ontario. In particular, some forecasters expect the US economy will grow faster over
the medium-term than the FAO projects.® Stronger than projected US growth would
lift demand for Ontario’s exports, raising employment and leading to stronger wage
and profit growth for the province.

Statistics Canada Annual Household Wealth Distribution Tables (Provisional Data).

The Bank of Canada describes this risk as elevated. Bank of Canada, Financial System Review, June 2017.

Including the Conference Board of Canada, the Centre for Spatial Economics and the Policy and Economic Analysis
Program at the University of Toronto.

(NolNoo BN
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FISCAL OUTLOOK

FAO Projects a Return to Significant Budget Deficits

Despite a strong increase in revenues, the FAQ is projecting an Ontario budget deficit
of $4.0 billion in 2017-18, entirely the result of the Auditor General of Ontario’s
recommended accounting treatment for both the government'’s Fair Hydro Plan (FHP)™

and the net pension assets of jointly-sponsored pension plans.'

Beyond 2017-18, the FAO is projecting substantial increases in the budget deficit due
to the loss of time-limited revenues, a more moderate pace of tax revenue growth, and
the growing fiscal impact of the FHP and the pension adjustment. By 2021-22, the FAO
is projecting an Ontario budget deficit of $9.8 billion in the absence of any fiscal policy
changes.

This is a significant deterioration since the FAO’s spring outlook, primarily due to the
government's introduction of the FHP," which will add $3.2 billion to the budget deficit
by 2021-22.

10  See ‘The Fair Hydro Plan: Concerns About Fiscal Transparency, Accountability and Value For Money," Auditor General
of Ontario, October 2017; 'Independent Auditor’s Report, 2016-17 Consolidated Financial Statements’, Auditor
General of Ontario, 2017; and 'An Assessment of the Fiscal Impact of the Province's Fair Hydro Plan,’ Financial
Accountability Office, 2017

11 For details, refer to ‘The Accounting Treatment of Jointly Sponsored Pension Plans’ in the FAO's 'Spring 2017
Economic and Fiscal Outlook.’

12 See 'Developments since the FAQO's Spring 2017 Economic and Fiscal Outlook’ in this report’s Appendix.
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Ontario Budget Balance
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In the 2017 Ontario Economic Outlook and Fiscal Review (also referred to as the Fall
Economic Statement or FES), the government projected balanced budgets for 2017-18
through to 2019-20. However, the government's fiscal projection relies on an overly
optimistic revenue forecast and does not adopt the Auditor General's recommended

accounting for FHP or net pension assets.™

For comparison, under the government'’s accounting presentation, the FAO projects a
small budget surplus for 2017-18, approximately equal to the government's projection
in the Fall Economic Statement. However, there are a number of time-limited and one-
time revenues which contribute to the budget balance in 2017-18. Going forward, the
loss of these temporary revenues combined with more moderate tax revenue growth
results in a return to deficit in 2018-19 and a steady deterioration in the budget deficit

over the outlook.

13 However, the government's accounting treatment of net pension assets is consistent with the recommendations from
the government's ‘Independent Pension Asset Expert Advisory Panel.” Contrary to the opinion of the Auditor General,
the panel's report concluded that the surpluses in the jointly sponsored pension plans should be fully recognized in
the Province's financial statements.
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The Accounting Presentation of Ontario’s Financial Statements

In both the 2017 Ontario Budget and Fall Economic Statement, the government has
not adopted the Auditor General's recommended accounting framework, reducing
the transparency and reliability of Ontario’s fiscal projections.

In addition to the existing disagreement over the appropriate accounting treatment
for the government'’s jointly sponsored pension plans, the Auditor General recently
reported that the government is not correctly accounting for the full cost of the Fair
Hydro Plan in its fiscal plan. As a result, the government's financial statements are
expected to continue to receive qualified opinions from the Auditor General.

Revenue Outlook

The FAQ is projecting average annual revenue growth of 3.5 per cent over the forecast.
In 2017-18, revenues are supported by strong growth in taxes, as well as a number of
time-limited or one-time revenues. Beginning in 2018-19, the FAO is projecting more
moderate revenue growth as:

« time-limited revenues end (including asset sales and federal Equalization
payments); and

« economic growth moderates, following several years of stronger than average
growth.

Tax Revenue Growth Expected to Moderate

Nominal GDP, the broadest measure of the tax base, is projected to grow by a strong
4.7 per cent in 2017, supporting a 4.6 per cent increase in tax revenues in 2017-18.
From 2018 to 2021, annual GDP growth is expected to moderate to 4.1 per cent,
leading to similar slowing in tax revenue growth to 4.1 per cent on average over this
period.

In the government’s Fall Economic Statement, tax revenue is projected to grow by 5.2
per cent on average from 2017-18 to 2019-20, much higher than the FAQO'’s projection
of 4.3 per cent over the same period. The government’s expectation of higher growth
results in an additional $2.9 billion in tax revenues by 2019-20, relative to the FAO

projection.
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FAQO's Taxation Revenue Outlook
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The government’s revenue forecast relies on optimistic projections for many of the
key economic drivers of tax revenue, including labour income, corporate income, and
household spending. In particular, the government is forecasting:

» significant and sustained above-trend growth in labour income;
» asurgein 2017 corporate income growth; and

- continued strength in household spending, despite higher interest rates and

elevated levels of household debt.

Taken together, the government'’s revenue forecast appears to be based on overly
optimistic projections for the three main revenue drivers.™

14  See Appendix for a detailed comparison of the FAO and the government forecasts.
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Growth in Key Tax Drivers

Average Annual Growth (Per Cent)
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The Loss of Time-limited Revenues

The revenue projection for 2017-18 includes a number of one-time or time-limited

revenues that are set to expire.” These include:

a temporary increase to sales and rentals revenue, reflecting additional asset

sales’;

higher federal transfers for infrastructure;

the final year of the debt retirement charge?;

federal Equalization payments, which the FAO estimates will end in 2019-20; and

additional, one-time proceeds from Ontario's cap and trade program in 2017-18.%

Taken together, these time-limited revenues will decrease by $4.5 billion in 2018-19,
and by an additional $1.6 billion in 2019-20.

15

Some of these temporary revenues - notably proceeds from the sale of carbon allowances or federal transfers for
infrastructure - are tied to corresponding spending commitments, which would partially offset the reductions in these
revenue sources.

Asset sales include the Province's 20 per cent sale of Hydro One equity in a secondary offering in 2017-18, which the FAO
estimates generated about $0.7 billion in revenue.

The debt retirement charge (DRC) is a charge payable on electricity consumed in Ontario and replaces a portion of debt
servicing costs previously included as part of electricity bills before the restructuring of the former Ontario Hydro. The
government ended the DRC on residential bills as of January 1, 2016. The DRC will remain on non-residential electricity
users’ bills until March 31, 2018.

In the 2017-18 fiscal year, Ontario will hold five carbon market auctions. Going forward, the Province expects to
generally hold four auctions each year.
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FAO Revenue Assumptions and Forecast

Revenue Source Assumption Forecast

Grows with key economic drivers
Taxation Revenue including labour income, corporate
income and household spending.

Averages 4.2 per cent growth per
year from 2017-18 to 2021-22.*

Based on legislated growth rates and  Federal transfers are expected to
Federal Transfers economic forecasts for Ontario and grow by 1.6 per cent per year from
Canada. 2017-18 to 2021-22.

GovEraRE Busihass Income from GBEs are projected to

. Based on government projections. rise moderately from $5.6 billion in
Sntepnses (GRE 2016-17 to $6.7 billion in 2021-22.
Based on government projections, These revenues are projected to in-
Othar Raeses and includes asset sales, and pro- crease from $16.3 billion in 2016-17
ceeds from the sale of cap and trade to $19.4 billion in 2017-18, before
allowances. declining to $18.0 billion by 2021-22.

* The reduction in the small business Corporate Income Tax rate is reflected in the FAO's tax revenue projections.
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Expense Outlook

Program Spending

In the 2010 Budget, the government introduced a plan to return to balanced budgets
by 2017-18. Since then, the government has restrained the average growth of
program spending to below the rate of inflation and population growth.
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Program Spending and Spending Pressures
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Source: Ontario Public Accounts, 2017 Ontario Economic Outlook and Fiscal Review and FAO.

Over the 2017-18 to 2019-20 period, the FAO's outlook adopts the government's
2017 Fall Economic Statement projections for program spending but makes
adjustments to reflect the Auditor General's recommended accounting presentation.'®
Excluding these adjustments, the projection for program spending is largely
unchanged from the 2017 Ontario Budget, aside from $200 million of new spending
beginning in 2017-18.2°

19 Based on information provided by the Ministry of Finance, the FAO's projection for ‘Other Spending’ includes $2.3
billion in 2017-18 for a valuation allowance on jointly-sponsored pension assets, growing to $2.9 billion by 2021-22.
In addition, the FAO includes expenses related to the electricity cost refinancing portion of the FHP, which average
$2.8 billion per year over the outlook.

20 In the 2017 FES, the government announced new funding for additional spending for small businesses, seniors and
child care. However, the additional expenses for child care is fiscally neutral since it is funded by a corresponding
increase in federal transfer revenue.
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In 2017-18, program spending is expected to grow by 5.7 per cent.?' This spending
includes additional funding for health care, education and elements of the Fair Hydro
Plan. However, in 2018-19 and 2019-20, the government plans to restrain increases
in program spending to an average of 2.4 per cent, below the growth in underlying

spending pressures.

Beyond 2019-20, the FAO projects that program spending will grow by an annual
average rate of 4.2 per cent. This stronger pace of growth reflects additional spending
to meet underlying pressures. In particular, the aging baby boomer cohort and the
growing youth population will place added spending pressures on Ontario’s health
care and education systems in the near future.

Impact of the Fair Hydro Plan

The government introduced the “Fair Hydro Plan” to reduce electricity bills for
residential customers by an average of 25 per cent. The FHP includes refinancing
a portion of the reduced electricity costs for ratepayers through borrowing by the
Province and Ontario Power Generation (OPG).

‘The Auditor General has recommended that the cost of this refinancing be fully
captured as an expense. However, the government has not included this cost in its
fiscal plan.

Consistent with the Auditor General's recommendation, the FAO has included the
full fiscal impact of the FHP in its projection by increasing program spending by an
average of $2.8 billion per year over the outlook (see the FAO's ‘An Assessment of
the Fiscal Impact of the Province's Fair Hydro Plan’ for further details).

Impact of the Fair Hydro Plan on Ontario’s Program Spending
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Source: FAO.

21 On the government's accounting basis, which excludes the impact of the pension adjustment and the electricity cost
refinancing portion of the FHP.
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Interest on Debt
Interest on debt (IOD) payments are expected to increase at an average rate of
3.4 per cent per year over the outlook due to elevated borrowing levels and rising

interest rates.

Over the past three years, IOD as a share of revenues has declined, a reflection of
strong revenue growth, lower new borrowing and maturing debt being refinanced

at much lower rates of interest. However, this trend is expected to reverse over the
outlook as revenue growth moderates while IOD payments accelerate. By 2021-22,
Ontario’s debt interest payments will account for 8.3 per cent of total revenue, above
the 7.9 per cent share in 2017-18.
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Borrowing and Net Debt

Despite higher funding requirements for capital expenditures and the Fair Hydro Plan,
Ontario's borrowing is expected to decline to $23.9 billion in 2017-18, the lowest level

of borrowing since 2007.

However, beginning 2018-19, borrowing requirements are expected to increase
significantly due to higher annual debt maturities, additional funding requirements
for the Fair Hydro Plan and rising capital expenditures. By 2020-21, the FAO projects
borrowing to increase to over $45 billion — nearly double the borrowing requirement

in 2017-18.
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Source: 2017 Ontario Economic Outlook and Fiscal Review and FAO.

The FAO projects Ontario’s net debt-to-GDP ratio will remain essentially unchanged
in 2017-18 at 39.6 per cent. However, over the next four years, the FAO projects that
Ontario’s net debt will increase by approximately $75 billion to over $400 billion,
increasing the net debt-to-GDP ratio to 41.4 per cent by 2021-22.2?

22 The FAO's estimate of net debt reflects the Auditor General's recommended accounting framework.
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Note: Net debt is presented on the Auditor General's basis, which includes the fiscal impact of the Fair

Hydro Plan and pension adjustment.
Source: 2017 Ontario Economic Outlook and Fiscal Review, Ontario Public Accounts and FAO.

Net Debt-to-GDP Ratio (Per Cent)

The government continues to maintain a net debt-to-GDP target of 35 per cent
by 2023-24 and 27 per cent by 2029-30. However, the FAO's net debt-to-GDP
projections under both accounting presentations suggest that additional fiscal
measures would be required for the government to achieve its net debt-to-GDP

targets.

Appendix

23



4 APPENDIX

Developments since the FAO's Spring 2017 Economic and
Fiscal Outlook

The FAQO's current projection of Ontario’s budget balance has deteriorated compared

to the spring outlook.

« The Fair Hydro Plan, which boosts expenses by an average of $2.8 billion over the
outlook, accounts for the majority of the higher deficit.

« Inaddition, compared to the spring, the FAO forecasts more moderate growth in
revenues from personal income tax and the Land Transfer Tax over the outlook.
This is offset by stronger expected growth in federal transfers and GBE income.

e T 1t NS R S S UM o ST Sl o et SR S TR N S S S SN e R Tt S 2 T PR R T L BTSSR [ a e
Developments Since Spring 2017

2016-17 2017-18 2018-19 2019-20 2020-21 2021-22

FAO’s 2017 Spring Budget
Balance Forecast

-5.0 -2.9 -4.9 -5.5 -6.0 -6.5

Developments Since Spring 2017

Revenue

Taxation Revenue 0.4 -0.0 -04 -0.3 -0.2 -0.0
Federal Transfers and GBE -0.0 0.3 0.7 0.7 0.7 0.7
Other Revenue Developments 0.4 04 0.0 -0.0 0.1 0.1
Total 0.8 0.7 0.3 0.4 0.5 0.9
Expense

Fair Hydro Plan = 1.9 2.7 29 34 32
Net New Spending* -0.8 0.2 0.1 -0.0 0.4 1T
Revised Adjustment for Pension 08 00 0.0 0.0 0.0 0.0
Asset

Lower IOD Forecast -0.2 -0.2 -0.2 -0.3 -0.5 -0.7
Total -1.8 19 2.6 2.6 34 42
Total Developments 2.6 Sl =2:3 -2.2 =29 -3.3

FAO’s 2017 Fall

Budget Balance Forecast

Source: FAO

* This includes new expenses on child care, small businesses and seniors announced in the 2017 FES, and
updates to long-term spending.
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Forecast Tables
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Table 1a: FAO Outlook for Key Revenue Drivers*

(Per Cent Growth) 2015a 2016a 2017f 2018f 2019f 2020f 2021f
Nominal GDP |
FAO - Fall 2017 5.0 43 4.7 41 41 4.1 39 42

: Avérég e""i.:

Ontario FES 2017 5.0 43 53 4.1 4.1 42 - 44
Current FAO Consensus ** 5.0 4.3 55 40 4.1 4.5 3.5 4.5
Labour Income : ‘
FAO - Fall 2017 46 34 4.0 45 43 4.1 38 7 4.2
Ontario FES 2017 *** 46 34 43 47 48 44 - 45
Corporate Profits

FAO - Fall 2017 | 7.3 11.7 2.2 39 4.4 4.4 54
Ontario FES 2017 7 7.3 16.1 29 2.8 37 - 7.1
Household Consumption i
FAO - Fall 2017 41 42 A7 42 41 39 38 42
Ontario FES 2017 **** 4.1 42 5.1 43 43 43 - 45

a = Actual f = Forecast
* For comparison purposes, average is calculated from 2017 to 2020.

** FAO Consensus includes forecasts from the Centre for Spatial Economics, the Policy and Economic
Analysis Program at the University of Toronto, and the Conference Board of Canada.

*** 2017 Ontario Economic Outlook and Fiscal Review Reports Labour Income on a National Basis, whereas
FAO reports Labour Income on a Domestic Basis.

***% For 2017 to 2020, Fall Economic Statement Outlook is Real Household Spending plus CPL
Source: Statistics Canada, Ontario Economic Accounts, FAO Consensus and FAO.

[P A S M AT 015 /U= RN CTREDA 4 VBT TS e I b BN ARSI T 3 A N SRR DL NI L i B S S [V i Vs B 5 S WAy A Mo S
Table 1b: FAO Outlook for Ontario Real GDP and Components

(Per Cent Growth) 2015a 2016a 2017f 2018f 2019f 2020f 2021f | Average*
Real GDP

FAO - Fall 2017 29 2.6 2.8 2.1 2.0 19 19 2.2
Ontario FES 2017 29 2.6 2.8 2.1 2.0 2.0 - 2.2
Current FAO Consensus ** 29 2.6 2.9 2.0 2.1 2.3 2.0 2.3
Real GDP Components

Household Consumption *** 29 2.9 3.6 24 1.9 1.8 1.8 24
Residential Investment T 1.5 53 -1.0 0.0 1.8 2.3 T1:5
Business Investment **** 75 -8.8 24 4.6 44 4.0 35 3.8
S;’:i":g“;’\‘;g‘r’:;‘g“p 17 219 19 19 16 15 13 17
Exports 33 2.5 0.2 2.2 2.0 2.0 2.0 1.6
Imports 3.2 0.0 2.0 2.0 1.8 1.8 1.8 1.9

a = Actual f = Forecast
* For comparison purposes, average is calculated from 2017 to 2020.

** FAO Consensus includes forecasts from the Centre for Spatial Economics, the Policy and Economic
Analysis Program at the University of Toronto and the Conference Board of Canada.

*** Household Consumption is Household and Non-Profit Consumption Expenditure.
***% Business Investment is Non-residential Investment and Machinery & Equipment.
Source: Statistics Canada, Ontario Economic Accounts, FAO Consensus and FAO.
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Table 2: FAO Outlook for Selected Economic Indicators

2015a 2016a 2017f 2018f 2019f 2020f 2021f

Employment (Per Cent Growth)

FAO - Fall 2017 0.7. 1.1 1.6 1.1 1.0 09 0.9

Ontario FES 2017 0.7 1.1 14 1.1 1.1 1.0 -
Unemployment Rate (Per Cent)

FAO - Fall 2017 6.8 6.5 6.2 6.1 6.1 6.1 6.0

Ontario FES 2017 6.8 6.5 6.2 6.2 6.1 6.1 -
Labour Force (Per Cent Growth)

FAO - Fall 2017 0.1 0.9 1.1 1.1 1.0 0.9 0.9

Ontario FES 2017 - - - - - - -
Population Growth (Per Cent)

FAO - Fall 2017 0.8 1.3 1.5 1.2 1.1 1.1 1.1

Ontario FES 2017 - - - - - - -
CPI Inflation (Per Cent Growth)

FAO - Fall 2017 1.2 1.8 1.6 2.0 2.2 2.0 2.0

Ontario FES 2017 1.2 1.8 1.7 2.0 2.0 2.0 -
Canada Real GDP (Per Cent Growth)

FAO - Fall 2017 0.9 1.5 3.1 2.1 2.0 2.0 2.0

Ontario FES 2017 - = & B = - _
U.S. Real GDP (Per Cent Growth)

FAO - Fall 2017 29 15 2.2 2.2 2.0 1.9 1.9

Ontario FES 2017 29 1.5 2.2 2.4 2.1 2.1 -
Canadian Dollar (Cents US)

FAO - Fall 2017 78.2 754 179 78.5 79.2 80.1 80.9

Ontario FES 2017 78.2 75.4 71.5 81.0 81.1 81.1 -
WTI Crude Oil (US$)

FAO - Fall 2017 49 43 49 52 55 58 61

Ontario FES 2017 49 43 50 52 56 60 -
Three-month Treasury Bill Rate (Per Cent)

FAO - Fall 2017 0.5 0.5 0.7 1.5 1.9 23 2.6

Ontario FES 2017 0.5 0.5 0.7 1.5 2.2 2.5 -
10-year Government Bond Rate (Per Cent)

FAO - Fall 2017 1.5 13 1.8 2.5 2.9 3.1 33

Ontario FES 2017 1.5 13 1.8 2.5 3.2 36 -

a = Actual f = Forecast

Source: 2017 Ontario Budget, Bank of Canada, Congressional Budget Office, Statistics Canada, FAO
Consensus and FAO.
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Table 3: FAO Fiscal Outlook

($ Billions) 2015-16a 2016-17a 2017-18f 2018-19f 2019-20f 2020-21f 2021-22f
Revenue
Personal Income Tax 31.1 30.7 33.6 . 35.7 37.7 39.6 415
Sales Tax 23.5 24.8 259 26.7 27.7 28.7 29.8
Corporations Tax 114 14.9 14.5 14.8 15.2 15.8 16.3
All Other Taxes 25.8 24.1 24.7 25.5 26.4 273 28.2
Total Taxation Revenue 91.8 943 98.7 102.7 107.0 111.3 115.8
Transien fram 231 245 262 255 250 2538 366
Government of Canada
Income from
Government Business 49 56 5.1 59 6.2 6.5 6.7
Enterprise
Otfier Nep-Tax 16.3 16.3 194 16.5 16.6 173 18.0
Revenue .
Total Revenue 136.1 140.7 149.4 150.7 154.8 160.8 167.0
Expense
Health Sector 55.0 56.0 58.0 60.5 62.5 65.4 68.9
Education Sector 26.1 26.2 27.7 28.6 29.2 304 31.6
POSEErondATY dnd 9.9 10.1 10.9 11.1 113 114 11.5
Training Sector
et s o) 15.5 16.0 16.8 17.2 174 179 18.5
Services Sector
Justice Sector 4.5 4.6 47 47 48 5.0 52
Other Programs 18.5 18.5 235 236 249 26.5 273
Total Program Expense 129.6 131.5 141.6 145.7 150.0 156.6 163.0
Interest on Debt 11.6 11.7 11.8 12.1 12.6 13.2 13.8
Total Expense 141.2 143.2 153.4 157.8 162.6 169.8 176.8
Budget Balance
e Eiec i) 5.0 2.4 4.0 7.1 -7.8 -9.0 -9.8
Budget Balance
(Government Presentation) e THY 02 s il 260 £
Sl e 3l 1.0 05 05 08 : :

(Ontario FES 2017)

a = Actual f = Forecast

Note: Budget balance is presented without reserve. Historical figures have been restated to the 2017-18
Public Account presentation.

Source: Statistics Canada, 2017 Ontario Economic Outlook and Fiscal Review, Public Accounts of Ontario
and FAO.
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Table 4: FAO Debt Outlook (Auditor General Recommended Presentation)

$ Billions 2015-16a 2016-17a 2017-18f 2018-19f 2019-20f 2020-21f 2021-22f
Budget Balance* -5.0 -24 -4.0 -7.1 -7.8 -9.0 -9.8
Accumulated Deficit 2030 2059 2100 2171 2249 2338 2436
Net Debt 3064 3141 3292 3477 3680 3868 4044
Change in Net Debt 7.7 15.1 18.5 204 18.8 17.6
E:;t[))em o SDP(Per 402 39.5 396 40.1 408 412 414

FAO Net Debt to GDP (Government Presentation)

Net Debt to GDP
(Per Cent)

38.8 379 37.7 38.1 38.5 38.7 38.7

a = Actual f= Forecast

Note: Historical figures have been restated to the 2017-18 Public Account presentation.
* Budget Balance is presented without reserve.

Source: Statistics Canada, 2017 Ontario Economic Outlook and Fiscal Review and FAO.
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