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moving away from financial quicksand

O 
ntario Premier Kathleen 
Wynne’s May budget was 

an election platform; it was not 
a carefully considered financial 
implementation plan. We don’t 
need a cookie cutter version 
of it on July 14 when it will be 
re-introduced.

Wynne’s next budget is a chance 
to address the most glaring weak-
ness of her progressive agenda: 
how to finance it all and still bal-
ance the provincial budget in three 
years. So far we’ve heard generali-
ties about wage constraint, asset 
sales and operational savings. Add 
to these the overly optimistic rev-
enue and economic growth fore-
casts and there is reason for con-
cern.

Spelling out a clearer and more 
convincing path to deficit reduc-
tion is critical for future job crea-
tion. According to a recent C. D. 
Howe Institute study, high deficits 
and the likelihood of higher taxes 
are discouraging business invest-
ment in Ontario.

The study’s author explains, “If 
I was a firm in Ontario, what I’m 
planning for next year is a hike in 
minimum wages, higher income 
taxes and the introduction of a 
new pension plan. I’m dealing 
with all these things, not planning 
the future of my firm.” 

The business environment in 
Canada is slowly improving. It’s 
being fuelled by a rebound in 
corporate profits, a strengthen-
ing American economy, continu-
ing low interest rates and growing 
business optimism. But to attract 
a significant share of economic 
growth Ontario has to become 
more financially disciplined.

The most immediate con-
cern is the province’s credit rat-
ing. Moody’s recently warned the 
Ontario government that its con-
tinued accumulation of debt is 
putting its rating at risk. Interest on 
the debt — now $10.6 billion annu-
ally — is the third largest item in 
Ontario’s budget, after health and 
education. A lower credit rating 
would cost even more by requiring 
a higher interest rate.

There are refinements that the 
Liberals could introduce in their 
next budget that would signal 
greater fiscal prudence, while still 
keeping their election promises:

n  I n f r a s t r u c t u r e :  T h e i r 
$130-billion, 10-year “Moving 
Ontario Forward” election prom-
ise was over the top. It included 
every conceivable transit, high-
way, school, hospital, college and 

university project imaginable. 
Great for attracting votes. But now 
it’s time to set priorities.

Wynne says she’s committed to 
making infrastructure investment 
decisions based on “rigorous busi-
ness case analysis.” This is a wel-
come commitment. Instead of 
regurgitating the long election list 
of projects, her next budget should 
apply this best-business-case 
approach and lay out a phased and 
affordable implementation plan 
that contributes to deficit reduc-
tion while still creating jobs.

n The Jobs and Prosperity 
Fund: Governments of all stripes 
are notoriously bad at picking busi-
ness winners and losers. Bureau-
crats and politicians with no ven-
ture capital experience inevitably 
struggle to make wise job-creating 
investments.

For example, Wynne recently 
agreed to sink $220 million into 
profitable Cisco Canada to cre-
ate 1,700 jobs. At almost $118,000 
per job it’s hard to say whether this 
investment of tax dollars will bring 
the hoped-for economic spinoffs.

The Liberals should move cau-
tiously with this $2.5-billion pro-
gram. Cherry-pick the invest-
ments. Gain experience. Spread 
out the spending and reduce the 
deficit.

n Public sector compensation: 
During the campaign Wynne said 
there would be “no new money for 
wage increases”. Her new Treasury 
Board chair, Deb Matthews, is sup-
posed to focus on deficit reduc-
tion.

As minister of health, Mat-
thews managed to keep spending 
increases in that sector to about 

3.5% annually. But the Liberals 
also failed to hold the line on their 
“pay freezes” for teachers.

Compensation accounts for 
50% of Ontario’s budget. If Wynne 
hopes to meet her 2017-18 bal-
anced budget target, she has to 
hang tough with public sector 
unions. The July 14 budget should 
signal how she plans to accom-
plish this.

n Expenditure reduction: The 
May budget didn’t contain any 
major cuts in lower priority pro-
grams to fund new initiatives. No 
tough choices. Just more spending 
and more taxes.

Vague statements from Finance 
Minster Charles Sousa like “We 
will cut expenses where we can” 
aren’t good enough. Sousa is fond 
of talking about his business back-
ground. Well, it should be telling 

him that effective fiscal manage-
ment means doing more with less, 
not less with more.

His next budget needs to spell 
out where savings will come from 
and how much they will contrib-
ute to containing costs over the 
next three years.

n Government assets: Unlock-
ing the value in these assets is a 
Tim Hudak idea that’s worth pur-
suing. The province doesn’t always 
need to be a passive investor or a 
landlord. 

Maximizing the value in crown 
corporations such as Ontario 
Power Generation and the Liquor 
Control Board, could help lower 
debt by using the proceeds to fund 
new infrastructure.

The Liberals have a history 
of abandoning these kind of 
ideas when the implementation 
becomes challenging. TD Bank 
chief executive Ed Clark, who leads 
this project, needs to tell the gov-
ernment not only where the value 
lies, but also how to extract it.

n  Federal fairness : Wyn-
ne’s right when she says Ottawa 
is short-changing Queen’s Park, 
The parliamentary budget officer 
recently confirmed this year alone 
Ontario will experience a decline 
of $641 million in transfers.

Wynne’s majority government 
strengthens her hand with a prime 
minister whose popularity is wan-
ing and who faces an election 
next year. Financial fairness from 
Ottawa deserves to be stressed in 
the next week’s budget. It would 
take Ontario a long way toward 
taming its deficit.

The May budget was the basis 
of the Liberal’s election campaign. 
Next week they have a chance to 
pursue their promises while also 
moving Ontario away from finan-
cial quicksand. It can be done.
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