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	� Ontario faces a large operating deficit. Fur-
ther, recent analysis suggests the province’s 
finances are unsustainable—in other words, 
without policy changes, the provincial debt 
is expected to grow relative to the size of the 
economy.

	� Ontario’s debt-to-GDP ratio is now the 
highest it has been in the history of the prov-
ince. This is largely the result of two reces-
sions and the policy choices made during those 
recessions, particularly in the early 1990s under 
Premier Bob Rae and in the early 2010s when 
Ontario’s debt increased quickly under Pre-
miers McGuinty and Wynne.

	� The COVID-19 recession has exacerbated 
Ontario’s fiscal challenges, causing provincial 
debt to increase even further.

	� It remains to be seen whether Ontario’s 
current government will repeat the choices of 
its predecessors and allow debt to rise over the 
next several years, or whether it will move to 
eliminate the deficit quickly and prevent the 
type of sustained debt growth of the 1990s and 
2010s.

	� The government’s current fiscal plan does 
not present any strategy to return the province 
to a balanced budget, but it is not too late for 
the government to change course.

	� Current program spending levels are higher 
than those the present government inherited 
from its predecessor. By bringing inflation-ad-
justed per-capita spending levels approximately 
in line with those that prevailed during Premier 
Wynne’s time in office, the Ford government 
could, given current revenue estimates, return 
to a balanced budget in the 2022/23 fiscal year.

Summary

by Ben Eisen, Steve Lafleur, and Milagros Palacios
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Introduction

As Ontario emerges from the global pandemic 
and economic activity begins to normalize, the 
provincial government must contend with sub-
stantial annual deficits and a debt burden that, 
relative to the size of the economy, is the high-
est it has been at any point in the province’s 
history. Further, according to data from the Fi-
nances of the Nation project, the province’s fi-
nances are not sustainable—in other words, 
without policy changes, the provincial debt 
is expected to grow relative to the size of the 
economy.1   

This bulletin will provide an overview of the re-
cent history of public debt in Ontario. As the 
first section will show, Ontario entered the CO-
VID-19 crisis with elevated debt levels most-
ly because of two recessions. Specifically, the 
province’s debt increased quickly in the years 
immediately following the steep recessions of 
the early 1990s and late 2000s. We will then 
consider the debt increase that occurred be-
cause of the COVID-19 recession and list the 
policy options available to the government to 
prevent a similar debt run-up to that which oc-
curred following the recessions of the 1990s 
and early 2010s. We will discuss the spending 
trajectory that the government must follow in 
the years ahead to eliminate the deficit by the 
2022/23 fiscal year. The bulletin ends with a 
brief conclusion.

Debt accumulation in Ontario before the 
pandemic
A brief review of Ontario’s recent fiscal history 
shows that Ontario’s elevated public debt lev-
els prior to the pandemic is largely a result of 

1  See Finances of the Nation’s debt simulator, for 
example (Finances of the Nation, 2022). 

two recessions and the government’s failure to 
avoid accumulating debt over several years af-
ter those recessions ended. Figure 1 illustrates 
Ontario’s pre-pandemic debt accumulation 
since 1990/91 (the figure highlights the two pe-
riods of rapid debt growth).

Figure 1 shows that in the 1990/91 fiscal year, 
Ontario’s net debt-to-GDP ratio stood at just 
13.4 percent. In the early 1990s Ontario went 
through a steep recession, which caused gov-
ernment revenues to drop. At the same time, the 
government of Bob Rae increased spending sig-
nificantly. Real per-person program spending in-
creased by 7.4 percent over a two-year period. 

This run-up in debt was not just the result of 
the recession and spending choices made dur-
ing the recession, but also of choices the pro-
vincial government made in subsequent years. 
After the recession was over, the Rae govern-
ment began to bring spending back down, 
but much more slowly than it had increased 
spending during the recession. As a result, by 
1994, real per-person program spending was 
still slightly above what it had been before the 
recession. Furthermore, higher debt inter-
est (largely stemming from the surge in debt 
in previous years) largely offset the reduction 
in program spending. As a result, total spend-
ing remained elevated to near its recession-era 
peak until the end of Premier Rae’s tenure.

The result of these developments is that On-
tario ran several consecutive large budget defi-
cits and the province’s debt burden increased 
quickly in the years during and following the 
recession of the early 1990s. Interest rates were 
also much higher in the early- to mid-1990s 
than they are today, which created an addition-
al fiscal headwind. As a result of all these fac-
tors, net debt climbed from 13.4 percent of GDP 
in 1990/91 to 30.1 percent of GDP in 1995/96. 
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In subsequent years, and particularly during 
Premier Mike Harris’s tenure, real per-per-
son spending decreased and Ontario’s annual 
deficit was eliminated by 1999/2000. Subse-
quently, Ontario’s net debt-to-GDP ratio be-
gan to shrink, officially falling from 31.2 per-
cent in 1996/97 to 26.8 percent in 2002/03. 
The debt reduction during this period was ac-
tually significantly greater than what is shown 
in the public accounts because in fiscal year 
1999/2000 a substantial amount of debt from 
Ontario Hydro was transferred to the province’s 
books, resulting in a sizeable debt increase that 
was, in fact, the result of an accounting change. 
The debt reduction during the Harris years was 
therefore meaningfully higher than the official 
numbers provided above if an apples-to-apples 

accounting approach were to be made.  Still, 
the accounting issue aside, throughout the rest 
of that decade and into the 2010s Ontario’s net 
debt remained substantially higher than that 
which prevailed prior to the recession of the 
early 1990s. 

In 2008/09, another steep recession hit the 
province. For the reasons described above, 
Ontario entered this recession with a much 
larger debt burden relative to the size of the 
economy than when it entered the recession 
of the early 1990s.

The 2008/09 recession and its aftermath re-
sulted in the second major expansion of pro-
vincial government debt in Ontario. Between 
fiscal year 2008/09 and 2010/11, real per-per-

Sources: Canada, Department of Finance (2021); Ontario, Ministry of Finance (2021a); Statistics Canada (2022c); CD Howe 
(2022); calculations by authors.

Figure 1: Ontario Net Debt-to-GDP Ratio During Three Periods of Rapid Debt 
Accumulation, 1990/91 to 2020/21
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son program spending increased by 18.3 per-
cent, contributing to the emergence of deficits 
that were comparably large in nominal terms 
(but lower in real terms) than those of the ear-
ly 1990s.

In the years following the recession, the gov-
ernments of McGuinty and then Wynne kept 
spending significantly above pre-recession lev-
els. In 2018/19, real per-person program spend-
ing was still 8.4 percent higher than it was at 
the onset of the 2008/09 recession. 

This approach to fiscal policy produced similar 
results those of the 1990s. Ontario ran a string 
of large budget deficits, several of which were 
of a similar size to those that prevailed under 
the Rae government. Provincial net debt rela-
tive to the size of the economy began to in-
crease again, climbing from 26.6 percent in 
2007/08 to 40.5 percent in 2014/15. The prov-
ince’s net debt level then hovered close to 40 
percent for the remaining years of the 2010s.

Combined, the recessions of the early 1990s 
and late 2000s and the policy choices that sub-
sequent governments made during and after 
these recessions explain why Ontario’s debt-to-
GDP ratio climbed from 13.4 percent in 1990/91 
to approximately 40 percent when the COV-
ID-19 recession began.

Fiscal effects of the COVID-19 recession 
so far
The COVID-19 pandemic and recession have 
disrupted public finances around the world. 
Ontario is no exception. The province’s rev-
enues dropped quickly due to the severe eco-
nomic contraction in 2020 (although this was 
in large measure offset by increased grants 
from the federal government), while provin-
cial spending surged. The result was substantial 
budget deficits, which caused large deficits to 

emerge. As a result, Ontario’s net debt-to-GDP 
ratio began to climb from a point that was, as 
we have seen, already elevated due to the re-
cessions of the early 1990s and late 2000s and 
subsequent policy responses. The ratio grew 
from 39.6 percent in 2019/20 to 43.1 percent in 
2020/21.

It is very uncertain how Ontario’s finances will 
evolve in the future. Data from the Finances 
of the Nation project show that the long-term 
trajectory for Ontario’s net debt-to-GDP ratio 
is that it will continue to grow. Meanwhile, the 
provincial government’s budget shows an es-
sentially flat debt-to-GDP ratio over nearly the 
next decade. Ontario’s Financial Accountability 
Office (FAO) suggests a better short-term fu-
ture than the provincial government is predict-
ing (the FAO forecasts smaller deficits), but still 
anticipates only a very gradual decline in the 
debt-to-GDP ratio (FAO, 2022).

It remains to be seen how large the deficits will 
be in the years ahead. However, none of the ex-
isting projections show a significant decline in 
debt-to-GDP and longer-run forecasts indicate 
unsustainability. In other words, they predict 
that this ratio will grow. Shorter term projec-
tions do show a slight decline in the debt-to-
GDP ratio in the coming years, but not it is not 
the quick progress that would ensure a return 
to pre-recession levels, so if another recession 
does hit, Ontario will once again be facing the 
challenge of starting from an elevated debt level.

For these reasons, the crucial question is 
whether history will repeat itself. Will the 
provincial government continue to accumu-
late additional debt as the COVID crisis sub-
sides and will it make minimal or no progress 
towards bringing the debt burden relative to 
the size of the economy back to pre-reces-
sion levels? Or will it reduce or eliminate the 
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annual deficit quickly and avoid further debt 
accumulation?

Departing from the past: The 
advantages of returning to a balanced 
budget

As the economic recovery from the COVID-19 
recession continues, the Ford government will 
face several important choices. One is whether 
it will follow the example of its predecessors 
and allow the debt-to-GDP ratio to remain el-
evated, or whether it will seek to return that 
ratio to pre-recession levels. If it embraces the 
latter goal, one useful strategy would be for 
the government to set a target of balancing the 
budget quickly. If it were to achieve balance by 
2022/23, that would be the first balanced bud-
get in Ontario after 14 consecutive deficits.

In the most recent presentations of its fis-
cal plans, the Ford government has declined 
to commit to balancing its budget. Instead, its 
key fiscal target has been to prevent further in-
creases to the debt-to-GDP ratio (Ontario Min-
istry of Finance, 2021b).

This nuance is a departure from the tone the 
PCs struck during their time in opposition. 
When he was finance critic, now former Fi-
nance Minister Vic Fedeli published a five vol-
ume series, Focus on Finance, in which he 
documented the province’s fiscal challenges 
in detail. He summarized the province’s fiscal 
challenges as follows:

There is a common misconception that 
the current Ontario deficit is temporary 
because it was the result of “stimulus 
spending” that will soon disappear. 
However, the so-called “stimulus” of 
2009 never went away. It simply got built 
into annual spending outlays, which are 

projected to continue indefinitely. As a 
result, Ontario’s rapidly increasing debt will 
lead to rapidly increasing interest payments. 
We are likely to face rising interest rates 
in the coming years, which will make this 
problem worse. If we don’t take action to 
address this problem, interest payments will 
soon crowd out core programs Ontarians 
care about. (Fedeli, 2015)

This understanding of Ontario’s fiscal chal-
lenges led the Ford government to commit to a 
balanced budget, albeit without a firm timeline 
(PCPO, 2018). Such a commitment has several 
advantages over embracing the softer fiscal tar-
get of preventing further growth in the debt-
to-GDP ratio.

There are at least four clear advantages to tar-
geting a balanced budget. First, as long as there 
is meaningful growth in nominal GDP, not tak-
ing on new debt ensures that the net debt-to-
GDP ratio will shrink quickly over time. On-
tario’s net debt-to-GDP ratio held roughly 
steady after debt accumulation from the global 
financial crisis slowed in 2013/14 and up un-
til the beginning of the COVID-related deficits 
in 2020/21. But that wasn’t because the gov-
ernment stopped accumulating debt. GDP was 
simply growing faster than provincial debt, but 
there is no guarantee that that trend will con-
tinue.

Second, balancing the budget saves on interest 
payments. Debt charges in Ontario were equiv-
alent to 7.4 percent of revenues in 2020/21. 
Continued debt accumulation and potential in-
creases in interest rates could both result in 
debt charges consuming a greater portion of 
provincial revenue in future, leaving less reve-
nue available for other priorities.

Third, if the provincial government hadn’t mod-
estly reduced the net debt-to-GDP ratio be-
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tween 2000/01 and 2007/08, Ontario would 
have entered the pandemic in even worse fiscal 
shape, which would have made the province’s 
fiscal challenges even more daunting.

Finally, it is important to remember that the 
government could not have foreseen the last 
two major economic crises that Ontario faced. 
Both the global financial crisis and the COV-
ID-19 pandemic were external shocks that the 
government did not expect. However, prudent 
fiscal management means that the government 
should not take a gamble and assume that the 
next crisis is far in the future, but instead it 
should work quickly to get back to pre-reces-
sion debt levels. Swiftly balancing the budget 
can help meet this objective.

How Ontario can balance the budget 
in 2022/23

As the previous section has shown, Ontario has 
a history of significant debt accumulation both 
in and after recessions. Given the province’s el-
evated net debt-to-GDP ratio, it is important 
that its government not repeat past mistakes.

A major contributor to Ontario’s debt accu-
mulation has been program spending growth.2 
Figure 2 shows how real (inflation-adjusted) 
per-capita program spending has grown since 
2000/01.

2  Program spending is day-to-day operational 
spending minus interest expenses. 

Sources: Canada, Department of Finance (2021); Ontario, Ministry of Finance (2021a); Statistics Canada (2022a, 2022b);  
CD Howe (2022); calculations by authors.

Figure 2: Ontario’s Real Per-Capita Program Spending, 2021$, 2000/01-2020/21
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As figure 2 shows, inflation-adjusted per capi-
ta program spending has grown from $7,666 in 
2000/01 to $11,860 in 2020/21—an increase of 
54.7 percent. This is the result of rapid growth 
during the 2000s followed by an inability to re-
duce spending when the provincial economy 
was hit hard by the 2008/09 recession, leav-
ing the province with a large budget deficit and 
rapid debt accumulation in subsequent years. If 
the government repeats the pattern and fails to 
reduce real per capita program spending in the 
wake of the COVID-19 recession, it will strain 
provincial finances, as was the case following 
the last two major recessions in Ontario. 

However, the Ford government can go back to 
a budget balance by returning to real per cap-

ita spending levels from the Wynne era, spe-
cifically fiscal year 2016/17. The brief following 
discussion examines the spending reductions 
that would be needed to achieve this goal in the 
2022/23 fiscal year.

Figure 3 plots the most recent government rev-
enue and spending projections. Current trends 
suggest a deficit of $12.1 billion in 2021/22 
and $9.9 billion in 2022/23.3 Based on pro-

3  These figures exclude a reserve of $1 billion in 
2021/22 and $1.5 billion in 2022/23. Revenues for 
2022/23 were estimated based on the 2021-22 third 
quarter finances released on February 14, 2022, and 
the 2021 Ontario Economic Outlook and Fiscal Re-
view. This adjustment was made because the revenues 

Note: Revenues for 2022/23 were estimated based on the 2021/22 Third Quarter Finances released on February 14, 2022, 
and the 2021 Ontario Economic Outlook and Fiscal Review.

Sources: Canada, Department of Finance (2021); Ontario, Ministry of Finance (2021a, 2022); calculations by authors.

Figure 3: Current Revenues and Total Spending Projections versus Balanced Budget 
Spending Levels, in Nominal Billions $, 2015/16 to 2022/23
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jected revenue growth, the provincial govern-
ment would need to trim annual spending by 
$9.1 billion nominal dollars from its 2021/22 
level to balance the budget in 2022/23. That is 
a 4.8 percent decrease in total spending from 
2021/22 levels.4

Since real per-capita spending accounts for pop-
ulation growth and inflation, the required reduc-
tion in real per capita terms is larger than the 
nominal amount. Real per-capita total spend-
ing would need to be reduced by 8.3 percent to 
balance the budget in the 2022/23 fiscal year. 

While this would be a meaningful spending re-
duction from current levels, real per-person 
program spending would still be above the 
2016/17 level under Premier Wynne. 

Given that when it was in opposition the Pro-
gressive Conservative party was highly criti-
cal of Wynne’s spending levels and deficits, and 
given that the Ford government campaigned on 
a promise to balance the budget by reducing 
public spending, achieving this target seems to 
be closely aligned with the premier’s commit-
ments.

presented in the Economic Outlook and Fiscal Re-
view, which was released back in November 2021 for 
2021/22, was lower than the one presented in the third 
quarter document due to a more optimistic forecast 
of the economy. For this reason, the 2022/23 deficit 
presented in this publication differs from the one 
released in the 2021 Ontario Economic Outlook and 
Fiscal Review due to the adjustment in revenues.

4  Since governments have little control over the 
cost of borrowing, which is factored into total 
spending, reductions would have to come specifi-
cally from program spending. The reductions in 
program spending would be slightly higher in per-
centage terms than the reduction in total spending.

Conclusion
As Ontarians look past the recession to the fu-
ture, it will be important for it to have a cred-
ible plan to balance the provincial budget. This 
bulletin has not presented that plan, but rather 
illustrated the nature of the challenge and es-
tablished clear benchmarks against which the 
government’s performance can be measured, 
including its own statements and commitments 
when it was in opposition.

We have shown that Ontario’s history of trying 
to slowly reduce the deficit after deep reces-
sions has predictably led to rapid debt accu-
mulation, which has left the province entering 
its next period of fiscal challenge with already-
elevated debt levels. To avoid repeating his-
tory, the Ford government should prioritize a 
much faster return to budget balance. Given 
current revenue projections, the Ford gov-
ernment could achieve this goal in 2022/23 
by reducing spending to levels equivalent to 
those of the Wynne era. By taking such ac-
tion, the provincial government could be-
gin the difficult task of fixing the provinces 
strained public finances. 
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