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WITH ONTARIO VOTES IN, THE BIG JOB BEGINS

Highlights
» The status quo situation largely prevails with yesterday’s election outcome in Ontario.

* Recent downgrades to provincial economic growth forecasts are poised to carve away some budget-
ary revenues.

* If we add campaign promises to the mix and the procedural hurdles associated with a minority gov-
ernance, the province’s fiscal plan will be more challenged than ever before.

With all ballots now counted, Ontarians elected their third consecutive Liberal government. With
the difficult job of winning re-election now complete, the government now faces the even tougher job
of addressing its sizeable deficit and steeply rising debt burden in a challenging economic environment.
Given this limited wiggle room, the campaign promises of the Liberal Party were relatively modest in
scope. Still, the task will not be made any easier by diminishing growth prospects since the current
government issued both its 2011 budget and election platform. What’s more, the new government is in
a minority position, which in turn, could exacerbate the challenge of slaying the deficit dragon.

Despite these uncertainties, there was little reaction in financial markets to the election results. In-
vestors had been braced for a minority Liberal government based on opinion polls in recent weeks. In
addition, there are many other distractions in financial markets at the moment. Due to its significant
fiscal challenge, the spread between Ontario bond yields and those of the Canadian federal government
have widened by about 20 basis points so far this year, to land at about 80 basis points.

Economic growth projections have fallen

In the March budget, the Ontario government stuck with its plan to eliminate its deficit (which stands
at about $16 billion this year) gradually by fiscal 2017-18. The Province’s debt burden was not expected
to peak until fiscal year 2014-15 at a record 41% of GDP. Above all, the elimination of the deficit dur-
ing a moderate growth environment would require holding spending growth down at a minimal rate of
about 1.5% per year over the period, which would represent the most prolonged period of fiscal restraint
in the post-war period -- no easy feat.

Since March, the news facing the government’s fiscal position has been mixed, but overall still tilted
toward an even more difficult fiscal environment than budgeted last year. Notably, since the outbreak of
global financial turmoil in August, private-sector forecasters have been busy downgrading their medium-
term growth outlook for Ontario. We show our revised projections relative to those of the 2011 budget
and Liberal Party platform on the next page. In 2012, TD Economics is expecting nominal GDP to
come in about 2 percentage points lower than factored into both documents. Based on the simple rule
of thumb that each percentage point of nominal GDP leads to a reduction in revenues of about $750
million, the cumulative reduction in nominal GDP will amount to a fiscal hit on the order of about $2
billion over the next few years.
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On the flip side, some of this impact would be offset by a
lower-than-anticipated interest rates and, thus, debt service
costs. Moreover, the release of the 2010-11 Public Accounts
revealed that spending came in some $2.4 billion lower than
had been projected. Some of that downward adjustment will
almost certainly carry forward to future years.

New spending initiatives total $1.5 billion annually

The government will also endeavour to make good on
election promises. The Liberal platform includes spending
promises amounting to about $1.5 billion annually by the
end of its four-year mandate. Key promises include:

* A 30% across-the-board postsecondary tuition grants for
undergraduate studies;

* 60,000 new college and university spaces over five years;
and

* Full-day kindergarten for all children by 2014; and

» $35 billion, over three years, for infrastructure-related
commitments.

The election promises are relatively modest by traditional
standards. Still, the government will still need to find the
fiscal room.

Minority governance adds a wrinkle

The next challenge relates to the government’s minority
status. The Premier and his Cabinet will need to develop
a strategy to get legislative approval for the government’s
fiscal plan. This process is inherently more complicated in a
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2011 2012 2013 2014

Real GDP Growth

2011 Budget 24 27 2.7 26

2011 Liberal Platform 24 2.7 2.7 26

TD Economics® 2.3 21 2.7 25
Nominal GDP Growth

2011 Budget 46 5.1 48 46

2011 Liberal Platform 55 47 49 4.6

TD Economics® 49 3.2 4.3 44
Notes: *As at September 2011.
Sources: Ontario Ministry of Finance; 2011 Liberal Platform; TD Economics.
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BUDGETARY BALANCE NOT EXPECTED IN
ONTARIO UNTIL 2017-18
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minority setting. This scenario will also mean that political
calculations will play a much more important role as these
economic and fiscal policy decisions are made. For your
information, we have provided detailed campaign promises
of the three parties in the appendix.

Bottom line

Now that the election is over, the government will need
to continue along the path of reining in its deficit. If any-
thing, this challenge has got more difficult since the budget
was brought down in the Spring. An important milestone
ahead of the next budget will be the release of the Drum-
mond Commission report, which will recommend ways to
improve the efficiency of public service delivery in Ontario.

Derek Burleton
Vice President and Deputy Chief Economist
416-982-2514

Sonya Gulati
Economist - Regional and Government Finances
416-982-8063

This report is provided by TD Economics for customers of TD Bank Group. It is for information purposes only and may not be appropriate
for other purposes. The report does not provide material information about the business and affairs of TD Bank Group and the members of
TD Economics are not spokespersons for TD Bank Group with respect to its business and affairs. The information contained in this report
has been drawn from sources believed to be reliable, but is not guaranteed to be accurate or complete. The report contains economic
analysis and views, including about future economic and financial markets performance. These are based on certain assumptions and other
factors, and are subject to inherent risks and uncertainties. The actual outcome may be materially different. The Toronto-Dominion Bank
and its affiliates and related entities that comprise TD Bank Group are not liable for any errors or omissions in the information, analysis or

views contained in this report, or for any loss or damage suffered.
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