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Section I:
Choosing Change

The most fundamental question we ask and
answer as a society is how much we do in com-
mon — as a community — versus how much
we expect people to do as individuals. To ask
the question is to accept that there are limits
on the individual autonomy on which our
ideas of politics, economics and social rela-
tionships are based. To answer the question is
to make difficult choices about the dividing
line between what is public and what is pri-
vate.

As a province, we too often ask the ques-
tion without answering it. For example, we
accept as legitimate concerns about public
services — about underinvestment in public
infrastructure, or about the quality and ac-
cessibility of our health care system, or about
the viability of our public education system;
or about our willingness to provide assistance
to those less fortunate than ourselves — but
have been unprepared to deal with the conse-
quences of having accepted those concerns as
legitimate. We call for reinvestment in urban
public infrastructure, but then support more
tax cuts. We raise concerns about
underfunding of health care but turn around
and support an end to universality rather than
pay more taxes. We lament the state of our
public education system, but respond by send-
ing our kids to private schools and campaign-
ing for more tax cuts.

We answer the question without ever hav-
ing asked it. We support tax cuts, and oppose
tax increases, without ever thinking about the

implications for those things we believe we
should do in common. We incorporate loaded
phrases like “tax burden” into our everyday
language despite the illogical disconnect that
they imply between the taxes we pay and the
public services we enjoy as a result. We accept
uncritically nostrums like “we’re always bet-
ter off if we spend our money than if the gov-
ernment spends it” without a moment’s
thought for the absurdity of the statement in
a society that could not function without
public services.

We avoid the question entirely, accepting
the most absurd political propositions at face
value. Mike Harris implying that cutting so-
cial assistance benefits would produce jobs for
welfare recipients. The Common Sense Revo-
lution asserting that public spending could
be cut by 20% without having an impact on
services. Ernie Eves claiming that tax cuts
would result in an increase in government
revenue. Mike Harris suggesting that the pri-
vate market would solve the homelessness
problem.

Dalton McGuinty promising to rebuild
public services, freeze taxes and balance the
budget all at the same time. Dalton McGuinty
suggesting that after eight years of cuts in serv-
ices, service improvements in “priority” areas
can be paid for through cuts in “non-priority
areas”. Dalton McGuinty declaring that he
will not rebuild the damage caused by Mike
Harris and Ernie Eves policies on the backs
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of Ontario taxpayers, as if there’s some other
way to do it.

We have run out of ways to avoid answer-
ing the question. And the consequences of our
willingness to suspend our disbelief for the
past eight years are all too apparent.

The public services we built over genera-
tions are at a point of real danger.

We face billions of dollars in capital spend-
ing needs, just to keep what we already have
in a state of good repair. The basics we used
to take for granted – clean water, abundant
energy – have been found wanting. And most
of the so-called solutions, including privati-
zation and public private partnerships, present
only an illusion of lower costs – an illusion
purchased at great expense, in annual costs
and in public control.

Our elementary and secondary education
system is struggling and students are being
sacrificed as collateral damage.

Under the Harris and Eves governments,
post-secondary education tuition costs soared
beyond the reach of many working families.
At a time when the consensus is that educa-
tion is the key to our country’s economic fu-
ture, a freeze at an unaffordable level is not
good enough.

We are in a state of panic about our health
care system that is not supported by the facts.
We accept uncritically claims that our system
is unaffordable, ignoring findings to the con-
trary by both the Romanow Commission and
the Federal Department of Finance.1 But we
say we can’t afford to pay. That the “solution”
is to pay for less, and “make room” for private
resources. But what does that actually mean?
Not paying for services publicly won’t reduce
the need, or drive down the costs. None of
the suggestions for change being advanced by

the right in Canada reduces needs or costs.
They will simply make the poor sicker.

We are failing our cities. For years, we had
a worldwide reputation for making our cities
work. But we have taken that reputation for
granted to the point where every major ur-
ban area in Ontario is in financial crisis. It is
not a problem of “local government”. It is a
big city problem. And until it is recognized as
such, it will persist.

We are failing our most vulnerable citizens.
We pay social assistance benefits that are far
below what is needed for basic survival. We
express our collective concern about the grow-
ing gap between rich and poor in our society,
while at the same time supporting the tax and
other public policies that have made the prob-
lem worse. We wring our collective hands
about the “intractable” problem of homeless-
ness, ignoring the obvious fact that not a sin-
gle unit of new affordable housing has been
built in Ontario in nearly ten years. We ig-
nore the fact that the only affordable housing
that has been built in Ontario in the last 30
years has been built in the not-for-profit sec-
tor, supporting private sector reliance even
after the private sector solutions are exposed
as failures.

We have lost the ability to protect the pub-
lic interest, whether it is regulating air and
water quality, protecting public health, or en-
forcing workers’ rights.

Perhaps most important, we have lost the
ability to think big, and to act effectively.
Challenges that in earlier times would have
been met with bold initiatives and strong
public leadership are now parked on the back
burner and managed by political spin-doctors.
Climate change; persistent poverty; urban
sprawl; rural water quality; energy shortages;
homelessness. They all cry out for big picture
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vision; they are all infected with a culture of
impossibility.

We want to change this direction. We know
we must change. More than anything else, the
Ontario Alternative Budget for 2004-5 is
about recapturing public initiative; about pro-
viding the resources we need as a society to
face issues head on and begin to resolve them.

We have a long way to go, because we have
fallen very far behind.

With an ageing population, growing in-
come inequality, rapidly growing urban areas,
an increasing demand for a better trained and
educated workforce, widespread environmen-
tal problems, a critical shortage of affordable
housing and a corporate sector which globali-
zation has made more difficult to regulate, we
should expect to see an increasing share of the
income we generate as a society devoted to
public services.

Instead, we see the exact opposite.

In the 20 years from 1975 to 1995, pro-
vincial spending on programs and capital in-
vestment averaged 14.9% of Ontario’s gross
domestic product. Since the recession year of
1993 the share of provincial public services
in our economy has declined from 17.1% to
a low of 11.9% in 2002-3. Exclusive of ex-
traordinary items like SARS and the cost of
the hydro rate freeze, the share in 2003-4
reached 12.5% of GDP.2

In today’s dollars, the decline from the peak
in 1993 to 2003 represents a missing $22.5
billion in annual spending on public services.
The difference between the current share and
the long-run average, pre-Harris, represents a
missing $12 billion in annual public services
spending.

The full picture is illustrated in Figure 1.
In relative terms, Ontario’s share of GDP

devoted to public services is the lowest in
Canada – lower even than Alberta’s. Provin-
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cial public services spending per capita in
Ontario is also the lowest in the country.

Small wonder, then, that we see the im-
pact of underinvestment in public services eve-
rywhere we look in this province.

It is important to note, as well, that this is
not a change that has been driven by a lack of
revenue-raising capacity.

Since 1996, according to estimates by the
Federal Department of Finance, tax cuts in
Ontario had cut into annual revenue raising
capacity by more than $13 billion by 2002-
3. Over that period, total revenue foregone as
a result of tax cuts amounts to a total of $48.1
billion. That’s $48.1 billion over an eight-year
period that could have been invested in main-
taining and improving public services.3

Even the original plans of the McGuinty
Government, as set out in their election plat-
form, fall far short of the mark. Based on cur-
rent growth forecasts, full implementation of
the Liberals’ original financial plan would re-
sult in provincial program and capital spend-
ing reaching 13.1% of GDP by the last year
of its planning period, 2006-7.

And if the government were indeed to fol-
low through on its currently stated goal of
funding its new program initiatives through
other savings, the 2006-7 share will have
dropped to an historic low of 12.1%.

That is not good enough. We cannot af-
ford to extend further more than a decade of
decline in Ontario ‘s public economy. As the
detailed plans set out in the 2004-5 Ontario
Alternative Budget demonstrate, substantially
more investment is required to meet our pri-
ority objectives:

1. Renew the promise of equitable access to
public education, from early childhood to

elementary and secondary to post-second-
ary;

2. Take immediate action to alleviate the fi-
nancial crisis faced by Ontario’s most vul-
nerable citizens and lay the groundwork
for a “from the bottom to the top” rework-
ing of our social assistance system;

3. Put health care on a solid foundation from
which future expansion and reform can be
built;

4. Move aggressively to address substantial
unmet needs for affordable housing;

5. Assume a leadership role in developing and
implementing new financial arrangements
for Ontario’s big cities;

6. Implement a five-year plan to pay down
Ontario’s public infrastructure deficit, in-
cluding renewed funding for sewer and
water treatment facilities, public transit,
roads and bridges, and affordable housing;

7. Restore Ontario’s ability to protect and
promote the public interest in community
health, environmental quality consumer
protection and employment standards; and

8. Reinvest in the social infrastructure of
Ontario’s communities.

It will not be possible in a single budget
cycle to address all of the public services is-
sues facing Ontario. It has taken more than a
decade of cutbacks and neglect to create the
problems we now face. We have a decade of
emerging needs that have not been addressed
at all.

At the same time, simply stabilizing the sys-
tem as it currently stands is not nearly good
enough.

In addition to what is required to stabilize
current services, on an inflation-adjusted per
capita basis, our proposed program calls for
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investment of $14.7 billion over the next four
years.

A renewal of Ontario’s public services re-
quires a corresponding renewal of the prov-
ince’s fiscal capacity. To fund our program,
we are proposing a balanced package of rev-
enue measures including: restoration of the
corporate tax rate regime that prevailed in
2000; a targeted partial roll-back of the per-
sonal income tax cuts implemented since
1996, based on ability to pay; harmonization
of the provincial corporate income tax sys-
tem with the federal corporate tax system,
eliminating approximately $1 billion in ex-
pensive Ontario-only loopholes; reform of the
employer health tax to eliminate costly exemp-
tions and loopholes and to tie tax rates to
health care costs.

Together, these measures will be sufficient
over a four-year period to fund our expendi-
ture program.

The urgent need for reinvestment in pub-
lic services, combined with the fiscal mess left
behind after eight years of Conservative gov-
ernment, makes bringing Ontario’s budget
into balance immediately impossible. Fiscal
balance can be achieved only gradually, as
deficits in services and shortfalls in fiscal ca-
pacity are addressed.

Our fiscal plan is designed to achieve a bal-
anced budget within five years, at currently
forecast economic growth rates, more quickly
if growth rates exceed those forecasts.

Many Ontarians who identified with the
goals set out by the Liberal Government in
its election platform have been dismayed by

the apparent determination of the McGuinty
cabinet to back away from those goals. State-
ments to the effect that the Ontario public
sector is big enough, or declarations that
Ontarians will not be asked to bear the bur-
den of recovery from the Harris years miss
the point. In 2004, we have a much smaller
public economy than we need to meet the
needs of our citizens and to thrive in the new
economy. And if Ontarians are not asked to
share in the burden of recovery from the
Harris years, no recovery will take place.

The government that asked Ontarians to
“choose change” faces a significant choice of
its own. If it follows the direction that it set
in its election campaign, it will at least be tak-
ing a step towards the renewal that Ontario’s
public economy now requires. If it follows the
advice it has been giving itself recently, it will
merely consolidate the weakened public
economy it inherited from Mike Harris and
Ernie Eves, squandering the trust of Ontarians
in the process.

In its January 2004 Technical Paper, the
Ontario Alternative Budget set out a revenue-
raising framework that would enable the Gov-
ernment to deliver on the most reinvestment
proposed in its election platform and still meet
a target of balancing the budget during its
term of office.

In what follows, we set out a budgetary
framework that goes beyond the modest goals
of the Liberal election campaign to make real
and substantial headway in renewing public
services in Ontario to meet the challenges we
face today.
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Section II:
Program Spending

but to provide enough additional funding to
restore the system to its financial state as of
when Rozanski was appointed. The Ontario
Alternative Budget’s analysis of the Eves gov-
ernment’s three-year funding commitment
showed that, at the end of the three years,
funding would be as far behind the starting
point for the funding formula as it was when
Rozanski was appointed.

In other words, elementary and secondary
education in Ontario is still substantially un-
derfunded. That fact was recognized in the
platforms of the two opposition parties in the
2003 election campaign, both of which com-
mitted to substantial amounts of additional
funding.

The Liberal platform called for regular an-
nual increases in funding to reflect changes
in costs and enrolment as well as $1.6 billion
in new investments.

There is clearly a consensus that more
funding is needed.

In our view, however, it would be a serious
mistake simply to pump additional funds into
the current funding formula categories.

The principal objective of the government
in designing the funding formula was finan-
cial — to reduce the provincial government’s
total financial commitment. The formula’s
success in doing just that provided much of
the fuel for the funding debate. But the fund-
ing formula is more than a mechanism for
rationalizing funding cuts. In its detailed pro-

Renewing our elementary and
secondary schools

Ontario’s elementary and secondary education
system is just emerging from a period of un-
precedented turmoil, brought about by the
massive cuts imposed by the Harris and Eves
Governments. The turn-around began with
the publication in December 2002 of the
Rozanski Task Force report on education
funding.

The Rozanski report vindicated critics of
the Harris and Eves governments, who argued
that the funding formula introduced in 1998
imposed substantial cuts in funding for el-
ementary and secondary education when en-
rolment and costs are taken into account.

Rozanski found that funding benchmarks
had fallen far behind changes in costs in the
system, and that in key areas — school main-
tenance, special education and English as a
second language funding — the benchmarks
were inadequate to begin with. It recom-
mended updating those benchmarks. Equally
important, it recommended that, in the fu-
ture, benchmarks be adjusted annually to re-
flect cost changes. It also recommended new
investments to address the most pressing is-
sues of inadequate funding in the underlying
formula.

The Eves government’s claims notwith-
standing, the government’s response was not
to implement Rozanski’s recommendations
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visions and restrictions, it reflects a well-de-
fined ideological perspective.

First and foremost, the formula is built
around a narrow definition of “education” and
of the role of schools in our communities. It
makes no provision for community use of
schools. It makes no provision for student
nutrition and health — programs that have
proven positive impacts on learning. It makes
no provision for programs to support the role
of parents in their children’s learning. In its
failure to provide funding for the use of school
space for child care, the formula embeds the
previous government’s hostility towards pub-
licly funded and regulated child care. It pro-
vides totally inadequate funding for adult edu-
cation.

Second, the formula is clearly designed to
produce equality in funding, rather than eq-
uity. Funding benchmarks are based on prov-
ince-wide standards, which are completely in-
sensitive to local differences in needs and costs.
Even where formula elements were suppos-
edly introduced to generate additional fund-
ing for boards with extraordinarily high needs,
funding levels were adjusted so that, overall,
the outcomes were remarkably similar from
board to board. For example, the learning op-
portunities grant, which was supposed to pro-
vide additional support based on the socio-
economic characteristics of communities, has
been both under-funded and distorted by the
introducing factors unrelated to community
characteristics.

Third, the distinctions between classroom
and non-classroom spending and between
“administrative” and “non-administrative”
spending around which the formula is sup-
posedly based are unrelated to any coherent
perspective on how students learn. No justi-
fication has ever been offered, for example,

for classifying teacher preparation time, school
principals and vice principals and school op-
erations and maintenance as “non-classroom”
expenditure. These restrictions have driven
some controversial adverse decisions, for ex-
ample the closure of Toronto’s outdoor edu-
cation centres, expenditures considered by the
Ministry to be administrative in nature. These
distinctions may work as populist campaign
rhetoric; they have no legitimate place in the
running of a school system.

Fourth, the formula was clearly intended
to reflect the Harris Government’s hostility
towards teachers, by putting downward pres-
sure on teachers’ salaries. How else can one
explain why the formula does not provide
sufficient funding to enable school boards to
employ the teachers they are legally obligated
to employ to meet class size requirements at
the salaries they are contractually obligated
to pay?

Fifth, the benchmark for school operations
and maintenance was set at a level so far be-
low the actual costs incurred by large urban
school boards that it can only have been in-
tended to drive boards to contract out these
services and drive the Canadian Union of
Public Employees out of the education sec-
tor. The Harris Government in effect tried to
use its funding formula to make a change in
school board operations that it could not le-
gally have implemented directly. The inad-
equate level of funding for school operations
and maintenance and the insensitivity of the
formula to local variations in costs remains a
major flaw in the design of the formula and a
major contributor to deteriorating mainte-
nance standards in schools.

Sixth, the formula set out to punish large
urban public school boards for what the Harris
Government deemed to be excessive spend-
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ing and their defiance of the government’s
earlier attempts to cut funding for education.
By underfunding those elements that were
intended to address largely urban cost driv-
ers, the Harris era formula in practice has been
almost completely insensitive to the cost of
providing education in urban centres.

Finally, the highly touted requirement that
special education funding be spent on special
education turns out, on closer analysis, to be
a smokescreen for the fact that the formula
actually provided for substantially less special
education programming than school boards
were actually delivering before the formula was
introduced.

We believe the government should re-think
the whole approach taken to the development
of the current funding formula. Specifically,
the formula should be re-cast so that it is built
from the funding needed to achieve educa-
tional goals, from the teacher-student relation-
ship as a base, rather than the current ap-
proach, which drives funding decisions from
the top down.

As an interim step, the process of rebuild-
ing from the damage caused by the current
formula must continue.

Base funding in the 2004-5 Alternative
Budget provides sufficient funding to main-
tain the real value of current spending on edu-
cation. In addition, it provides for additional
investments targeted towards addressing fun-
damental flaws in the design of the current
funding formula.

Class size in the early grades
Educators have welcomed the commit-

ment in the Liberal election platform to im-
proving education in the early years. We be-
lieve it is critical to begin immediately to im-

plement a reduction in class sizes in the pri-
mary grades.

The research on the benefits of small class
sizes in the early grades (kindergarten to grade
three) continues to mount. Students in small
classes (fewer than 20 students) in the early
grades, who then return to regular class sizes
(about 25)
• do better on measures of achievement;
• are in school more;
• are less likely to display problem behaviors;
• are less likely to repeat a grade or a course;
• are less likely to drop out of school; and
• are more likely to take advanced level

courses.

No other single education reform can pro-
duce these results. Students learn best in small
classes. We would phase in a reduction in class
sizes in the early grades. Without capital ex-
penses, ensuring an average class size of 20
for grade one would cost about $80 million.
An average class size of 20 for kindergarten to
grade three would cost about $350 million.
We would work towards a maximum class size
of 20 in the early grades. Allowing smaller,
community schools to remain open would
alleviate some of the pressure.

Funding the actual cost of employing
teachers

The current provisions for teacher salaries
fall approximately $600 million below the
actual costs of employing the teachers needed
to satisfy class size requirements. This under
funding has forced school boards to pull fund-
ing out of other areas, contributing signifi-
cantly to cuts in other programs.

The Alternative Budget restores that fund-
ing.
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Funding adequate standards for school
operations and maintenance.

As it was originally conceived, the provin-
cial formula short-changed school operations,
in four respects. First, school operations and
maintenance were funded at a level substan-
tially below provincial average costs in 1997.
Second, even with the changes introduced in
response to the Rozanski report, that inad-
equate level was allowed to fall far behind
changes in costs. Third, the space for which
funding was provided was based on a uniform
provincial standard per student that took no
account of the physical characteristics of the
buildings actually operated by boards. Fourth,
funding allocations took no account of geo-
graphic differences such as local labour mar-
ket conditions, climate and age and condi-
tion of existing school buildings.

In practice, this formula has driven unnec-
essary or shortsighted school closures and
forced boards to both siphon funds out of
other program areas and allow maintenance
standards to deteriorate.

The 2004-5 Alternative Budget would in-
crease funding to $6.50 per square foot, ad-
justed for 2003-4 cost increases. This would
generate funding at the same inflation ad-
justed value as the $5.50 per square foot for
1997 recommended by the Harris Govern-
ment’s own expert panel, and represents an
increase of $1.06 per square foot compared
with the current funding level of $5.44.

This increase would not be provided across-
the-board. Instead, it would be implemented
as part of a reconfiguring of the operations
formula to reflect actual operating costs in-
curred by boards to achieve adequate mainte-
nance standards.

The cost of this change would be approxi-
mately $240 million.

Learning opportunities grant and English /
French as a Second Language

The learning opportunities grant and the
ESL / FSL grant were intended to account
for the increased costs of education in disad-
vantaged communities and in communities
with a significant immigrant population.

However, both grants were substantially
underfunded, relative to need. The expert
panel on the learning opportunities grant rec-
ommended $400 million in funding, in 1997
dollars. In 2003-4, the demographic compo-
nent of the grant (the portion comparable
with the expert panel’s recommendation) is
$250 million, compared with a 2003-4 dol-
lar equivalent $468 million for the original
recommendation — a difference of $218 mil-
lion.

Although ESL / FSL funding has been in-
creased in recent years, it still falls far below
need. For example, the current formula as-
sumes that no additional support is required
after a student has been in Canada for three
years. In addition, it does not adequately ad-
dress the needs of ESL students who are not
immigrants. To address this funding problem,
the Alternative Budget would double ESL /
FSL funding from its current level, at a cost
of $200 million.

The combined cost of these adjustments
is $418 million, of which $112 million has
already been committed by the McGuinty
government, for a net increase of $306 mil-
lion.

Adult education
Funding for adult education, on a full-time

equivalent per student basis, is just over half
of the funding provided for regular second-
ary school students. The Alternative Budget
would fund adult students at the same rate as
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regular secondary school students. Funding
per student would increase from $2,429 to
$4,681 plus an adjustment for inflation.

Funding would be increased by $150 mil-
lion.

Other benchmark adjustments
recommended by Rozanski

The recommendations above for teachers
salaries and school operations cover approxi-
mately $550 million of the $1.08 billion in
“catch-up” adjustments to funding bench-
marks recommended by Rozanski. This fund-
ing must be restored, because it represents real
reductions in funding basic needs for elemen-
tary and secondary education such as books,
computers, pupil transportation and school
renewal.

These benchmark adjustments will add
$520 million to funding.

New investments recommended by
Rozanski

Of the $689 million in new investments
in public education recommended by
Rozanski, the Eves government in its 2003-4
funding implemented $205 million. Addi-
tional funding for rural schools implemented

prior to the government’s defeat took care of
a further $55 million. And changes introduced
by the current government, combined with
additional funding recommended for the
learning opportunities and language grants
detailed above account for a further $115
million.

This leaves $64 million for special educa-
tion in elementary and secondary schools and
$250 million to deal with deferred mainte-
nance and renovation expenses still to be pro-
vided, for a total of $314 million.

Ontario’s inadequate funding for special
education was specifically addressed in the
Rozanski funding formula review. Implemen-
tation of the remainder of the new investments
recommended by Rozanski, will provide ad-
ditional relief for underfunding of special edu-
cation, pending a more comprehensive review
of needs.

Reinvesting savings from the phase-out of
the 5th year of high school

We would use any savings from the elimi-
nation of the 5th year of high school for fur-
ther enhancements to elementary and second-
ary education.

What elementary and secondary schools need

Funding for actual costs of employing teachers $600 million
Funding for actual costs of school operations $240 million
Increased funding for LOG and ESL/FSL $306 million
Adult and continuing education at regular rate $150 million
Rozanski catch-up not covered above $520 million
Rozanski new investments not covered above $314 million
Class size reduction phase-in $85 million / year 4 years
Community access funding $75 million
LESS:
Savings from eliminating standardized testing $50 million annual
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Improve access by reducing user fees
We estimate that user fees paid by families

for services that were previously provided as
part of the school program amount to $125
million. That represents the increase, in real
terms, of the increase since 1995 in board’s
reliance on fees. This would include both fees
paid by parents and fees and rentals paid by
users of school facilities.

The increased funding provided by the Al-
ternative Budget would provide enough ad-
ditional resources to make fees charged to stu-
dents and their families unnecessary. To open
up community access to schools, the Alterna-
tive Budget would increase school operations
funding by 5% to make schools accessible to
their communities, after hours, at a cost of
$75 million.

Testing
Our plan would cancel the standardized

testing for students. There is mounting re-
search to show that this is the wrong way to
assess students. There is also strong evidence
to show that such an approach does more
harm than good. This would save about $50
million a year.

Total additional funding — $2,495 million.

Postsecondary education:
Ensuring opportunity for Ontario’s
students

Ontario’s postsecondary education system is
grounded on the premise that every able and
motivated Ontario student should be assured
access to a high quality college or university
education. A corollary of this principle was,
of course, an obligation on the government

to provide the requisite resources to maintain
both the highest quality of education and ac-
cess to the system. Policy decisions by recent
governments have resulted in underfunding,
which has undermined those goals.

Despite evidence which shows that class-
rooms bear the brunt of funding cuts to
postsecondary education, the former Con-
servative government in Ontario implemented
cuts they said could be absorbed through so-
called efficiency measures. In the wake of the
Conservative government, the corrosive im-
pact of the spending reductions is being felt
by the entire postsecondary education com-
munity, but most immediately by students,
both through deteriorating conditions of
learning, and through the skyrocketing costs
of paying for their education.

Ontario, the richest province in the coun-
try, lags dramatically behind all other Cana-
dian provinces in per capita provincial fund-
ing to universities. Many studies, and most
recently, a report from the Ontario Task Force
on Competitiveness, Prosperity and Economic
Progress, report that Ontario’s failure to in-
vest enough in higher education is a key fac-
tor in its lagging prosperity relative to peer
jurisdictions. Just to catch up to the national
average in higher education funding, Ontario
universities would have had to receive an ad-
ditional $860 million based on 2001-02 sta-
tistics. In the past, the current Liberal gov-
ernment has articulated an appreciation of
how universities suffer from underfunding.
During the 1999 provincial election, then
Leader of the Opposition, Dalton McGuinty,
signed a pledge to raise postsecondary educa-
tion funding to the national average during
his first term in government.

Operating grants for colleges have also been
severely reduced during this period. We esti-
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mate a cost of $298 million to sustain quality
in the system and move toward the national
average in operating funding. Deferred main-
tenance costs of university and college build-
ings and general infrastructure are conserva-
tively estimated at $1.3 billion, posing a health
and safety hazard for students, faculty, staff
and the general public. The Alternative
Budget provides money to bring higher edu-
cation funding from the province up to the
national average, which is needed to protect
the quality of higher education in this prov-
ince.

Tuition and fees
The most dramatic downloading of costs

during the Conservative era occurred with re-
spect to tuition fees. The Conservative gov-
ernment permitted unlimited tuition fee in-
creases for all graduate programs and certain
professional and post-diploma programs, re-
sulting in tuition fee increases from 300% to
700% for programs such as Computer Ani-
mation, Dental Hygiene, Law, Medicine and
Dentistry.

Ever increasing tuition fees have resulted
in limiting access to higher education and in-
creased debt loads for graduates. Over the past
10 years, average university undergraduate tui-
tion fees in Ontario increased by 137% in
current dollars, from $2,076 in 1993-94 to
$4,923 in 2003-04. The reality is that stu-
dents are now funding more than 40% of
university operating costs through tuition fees.
Tuition fees as a proportion of university op-
erating revenue exceeded even the Conserva-
tives’ target share during their tenure. Thus
far, the Liberals under Dalton McGuinty have
kept their campaign promise to freeze tuition
fees, and have provided $48.1 million to com-

pensate universities and colleges for lost rev-
enue.

The punitive effects of Ontario’s student
assistance programs have compounded the im-
pact of the dramatic rise in tuition. With the
average debt load of a graduating undergradu-
ate university student rising to more than
$22,000, the previous government focussed
on reducing loan default rates, rather than
funding higher education so that students
don’t need to amass that debt in the first place.
Despite the policy decision to set aside 30%
of all fee increases to provide additional stu-
dent assistance, the data show that, in fact,
provincial student assistance in Ontario is in
decline.

Inadequate student assistance will not solve
the problem of access, and neither will per-
mitting private universities to operate in the
province. In their campaign literature, the
Liberals promised to enhance student assist-
ance by expanding OSAP eligibility, as well
as providing tuition waivers to the most needy
10% of students, which they estimate will help
16,000 students pursue higher education.

In addition to these measures, the Ontario
Alternative Budget urges the government to
keep universities accessible by making signifi-
cant changes to student assistance in Ontario.
The government should build upon its com-
mitment to freeze tuition fees and improve
student assistance in Ontario by reducing tui-
tion fees by 10%; providing targeted assist-
ance for students with dependents or special
needs; expand work/study opportunities for
students to earn while they study; expand in-
terest relief for students with oppressive debt
loads; aid in debt reduction for borrowers who
have significant difficulties in meeting debt
obligations; and create a deferred tax status
for interest paid on student loans. Punitive
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student assistance policies affect not only stu-
dents, but also the faculty and academic staff
who teach them. These measures, and a new
attitude of cooperation with higher education
stakeholders in Ontario would go a long way
to improving both access, and the quality of
the higher education experience.

Enhancing accessibility by introducing up
front, needs-based grants and other student
financial assistance reforms will require an
investment of an additional $135 million.

Enrolment growth
Enrolment at Ontario universities topped

280,000 students in September of 2003,
growth of more than 60,000 over 2000 en-
rolment, based on headcounts of students eli-
gible for government funding, which reflects
the increase of the double cohort. While uni-
versities and colleges struggle to accommo-
date the demands of this group of students,
the province should be providing adequate
funding to institutions to prepare for the dra-
matic enrolment increases expected until
2015.

The double cohort is not a one-time phe-
nomenon. As a result of demographic changes,
an increase in participation rates and govern-
ment-mandated secondary school changes,
Ontario’s universities and colleges are stretch-
ing to accommodate at least 115,000 addi-
tional students between 2000 and 2010. The
surge in enrolment began in 2002-03. That
September approximately 10,000 more stu-
dents registered in first year university pro-
grams than the Ministry of Training, Colleges
and Universities had projected.

In the face of the most dramatic increase
in enrolment since the 1960s, there is a short-
age of faculty and non-academic staff at our
colleges and universities. Not only are addi-

tional hires needed to accommodate the en-
rolment surge, but also one-third of faculty
will retire by the end of the decade and need
to be replaced. Additional faculty are also re-
quired to reduce Ontario’s student/faculty
ratio, which is the highest in the country. The
ratio of students to faculty is a key indicator
of quality in higher education; students ben-
efit enormously from direct access to those
who teach them.

Infrastructure
The former Conservative government

chose to increase corporate influence on
higher education campuses with the
SuperBuild program, which encouraged pub-
lic-private partnerships (P3s) for the financ-
ing, building and management of public in-
frastructure. The record of P3s in Ontario and
elsewhere has been highly blemished at best
and the postsecondary education sector is a
prime example of P3s gone wrong.

Public infrastructure financing in which
private sector participation has been mandated
by government has resulted in inefficiencies
and distortions through corporate influence
that have not served the public interest. Un-
der the auspices of SuperBuild, and in the face
of pressing need for additional classroom
space, universities and colleges were required
to provide matching funds for their capital
projects, which disadvantaged some institu-
tions. Inequities resulted from the private sec-
tor determining the building priorities in the
higher education sector, and institutions are
struggling as some of the funding agreements
collapse. Universities and colleges have been
forced to redirect operating funding to finance
building projects underway. The Ontario Al-
ternative Budget would address higher edu-
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cation infrastructure needs through public
funding and control.

Restore funding to the national average
After a decade of systemic under funding

and dramatic enrolment increases, Ontario’s
universities and colleges are struggling to
maintain quality. The Ontario Alternative
Budget has focussed on providing higher edu-
cation funding, which would bring universi-
ties and colleges to the national average or
above. In a competitive knowledge based
economy, Canada’s richest province must in-
vest in postsecondary education. With appro-
priate funding, universities and colleges could
focus on ensuring access; providing adequate
student assistance provisions; hiring enough
professors to teach the rising numbers of stu-
dents; and ensure that quality is not compro-
mised.

Substantial new investment is essential to
ensuring that Ontario’s students have an op-
portunity for a high quality, affordable and
accessible postsecondary education. To reverse
the damage brought on by years of neglect
and to provide for growth in student demand,
the Ontario Alternative Budget will invest

$2.2 billion in new funding over and above
the amount needed to maintain the real value
of funding.

Making the right choice: Building
an early learning and child care
system in Ontario

High quality early learning and child care is
the foundation for lifelong learning for all
children, a fundamental element in reducing
poverty, ensuring women’s equality, provid-
ing equity for children with special needs and
fostering social inclusion. While the benefits
of early learning and child care (ELC) are
widely recognized, Ontario continues to face
a severe child care crisis.

There no coherent system. The supply of
child care spaces needed to meet the needs of
families with young children has been stag-
nant since 1995. Child care programs report
financial crises, difficulty recruiting and re-
taining staff, escalating fees and deteriorating
physical environments. As a result, many regu-
lated child care programs struggle to deliver
“developmental” environments.

What post-secondary education needs

Universities
Enrolment increases $202 million
Infrastructure improvement $450 million
Move towards national average funding $860 million
10% tuition cut $200 million
CAATS
Move towards national average funding $298 million
Enrolment increases $85 million
Infrastructure improvement $55 million
10% tuition cut $120 million
STUDENT GRANTS PROGRAM $135 million
Annual updates in funding to reflect enrolment growth and costs
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The available stock of regulated child care
- including regulated centre and family-based
child care, nursery school, and after-school
spaces - fails to meet the need of more than
90% of children in Ontario. Among the 70%
of families where mothers are in the paid la-
bour force, available spaces would only meet
the needs of 12% of their children. Even when
quality services are available, most families
cannot afford them.

Child care, like other public services, suf-
fered severe losses over the past eight years.
Ontario’s spending on regulated child care has
been cut by more than $160 million since
1995 (in constant 2001 dollars). The cuts
mean that parents must shoulder an increas-
ing portion of the costs of care. Ontario has
the highest monthly fees for full-time, cen-
tre-based care in Canada.

To further compound the financial crisis
in the child care sector, provincial
downloading to municipalities in 1997 passed
many of the costs of wage grants, resource
centres, and special needs programs to over-
burdened municipalities. In some regions,
municipalities have been forced to cut subsi-
dized spaces for low-income families. Munici-
pal waiting lists for subsidies exclude many
eligible parents and a variety of provincial
policy changes have made it much more dif-
ficult for low and moderate income parents
to gain access to child care.

Kindergarten is the only universal ELC
program offered to Ontario children under
age six and it too has taken a beating over the
last eight years. In 1995, the previous Con-
servative government announced cuts of $100
million to junior kindergarten (a 50% reduc-
tion) and cancelled capital projects. Almost
all school boards have been able to keep pro-
viding some form of junior kindergarten but

they have to find the funds in their already
stretched discretionary budgets to support
them.

The first half of 2004 has seen the devel-
opment of a new dimension in the child care
crisis, increasing the urgency for provincial
support of regulated child care. Nine years of
provincial under funding has caught up and
local governments cannot sustain their child
care systems alone. In 2004, at least 8 mu-
nicipal child care centres are threatened with
closure due to the inability of municipalities
to fund their share of program costs. This is
because the province, due largely to caps im-
posed by the previous Tory government, is no
longer funding its full share of costs. It is sup-
posed to cover 80%, and the municipality
20%. However, across most of Ontario, the
provincial share has dropped to anywhere
from 65% to 75%, leaving municipalities to
cover the difference out of their already
stretched local resources.

The Ontario Alternative Budget’s proposal
The Ontario Alternative Budget’s plan pro-

poses the following measures to ensure
affordability and expand access to regulated
child care:
• fund all existing regulated, non-profit

spaces to make it possible to introduce a
maximum $5 a day parental contribution;

• add a total of 20,000 new child care spaces;
• provide an additional subsidy envelope to

ensure the participation of those families
where the $5 contribution remains a bar-
rier to access; and

• fund pay equity measures to contribute to
continuing child care quality standards and
to ensure the adequate remuneration of
early childhood educators.
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A quality child care program at $5 a day
Measures are needed to address the cur-

rent exorbitant child care fees. In Ontario, par-
ents using centre-based child care typically pay
annual fees of $10,000 for an infant ($38 per
day), $6,600 for a preschooler ($25 per day),
and $4,000 for a school-age child ($13 per
day for school days, $20 for in-service and
summer days). Fees for regulated family child
care are only slightly lower.

There are a number of possible approaches
to the development of universal, affordable
systems of early learning and child care. A slid-
ing scale model which ties parental fees to a
family’s ability to pay; integrating early learn-
ing and child care with public education sys-
tems; and introducing a modest flat fee pro-
gram with subsidies for low and modest in-
come families.

In Canada, the introduction of the Que-
bec child care plan in the late 1990s captured
public imagination as a bold and visionary
initiative. The plan won widespread public
support by funding care spaces so that the
service is available to all parents for $5 per
day. Recently, the Charest government has
cited fiscal pressures as a justification for hik-
ing daily fees to $7 a day. This backwards move
for child care in Quebec has been met with
sustained and widespread public opposition.

The $5 a day fee target for Ontario is a
bold benchmark that reinforces Early Child-
hood Education as a universal program and
takes concrete first steps to put it in place.
Our three-year proposal backs the develop-
ment of universality within the program while
ensuring that full time child care fees remain
affordable to modest and middle-income
families.

It costs, on average, $30 a day to run a
regulated child care space in Ontario. The On-

tario Alternative Budget would fund each
non-profit, regulated space at $25 per day.
This public investment would make it possi-
ble to offer parents regulated child care at a
maximum of $5 a day.

Our proposal will introduce an additional
subsidy envelope to support the contribution
of families with low and modest incomes, as
well as families with more than one child in
care for whom costs are unaffordable. To be-
gin with, we will provide sufficient funding
to fully cover the child care costs of one in
four users and will adjust this amount as a
more precise picture of the program emerges.

Expanding access to child care
Families who need child care in Ontario

currently face a scarcity of spaces and long
waiting lists. Our program calls for 20,000
new regulated, non-profit spaces to begin to
address the needs of parents throughout the
province.

To ensure equitable expansion, the distri-
bution of new child care spaces will be pro-
portionate to the population in each age co-
hort (0-2, 3-5, 6-12). The experience in Que-
bec shows us that the introduction of an af-
fordable child care program results in an enor-
mous rise in parental demand for services.
Clearly, even after our proposal is imple-
mented Ontario will still fall far short of the
demand for child care. It is difficult to esti-
mate the exact number of spaces that will be
required.

We know that 1.3 million children under
twelve years have mothers in the paid labour
force. Many who are not in paid labour re-
quire child care to support their training and
educational efforts. We also know that many
are not in the paid labour force for a variety
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of reasons that include the unavailability of
affordable child care.

The need for a more aggressive expansion
is great and the main stumbling block has been
the lack of sufficient political will on the part
of both levels of senior government. Expand-
ing Ontario’s child care system to the point
where it can respond to the needs of all fami-
lies will require the training of new staff, a
new institutional framework, building of new
facilities, and garnering of financial support.

Seizing opportunities for action on child
care

It has not been for a lack of resources or
opportunities that early learning and care has
deteriorated in Ontario. While the federal/
provincial/territorial Early Childhood Devel-
opment Agenda (ECDA) in September 2000
promised action on common priorities for
children, the previous Conservative govern-
ment refused to spend any federal dollars on
quality child care. Even as Ontario’s child care
system crumbled, the province diverted a to-
tal of $460 million in federal transfers away
from quality child care programs.

The Ontario government must make new
provincial dollars available to bolster federal
efforts and work constructively towards build-
ing a quality child care system that meets the
needs of children and families. Over the next
two years, the federal Early Childhood De-
velopment Agreement will transfer approxi-
mately $380 million per year to the province.
In addition, the 2003 and 2004 federal budg-
ets dedicated new dollars through the Multi-
lateral Framework on Early Learning and
Child Care (MFA) to those provinces with
an interest of investing in regulated child care.
Ontario’s share of these funds will be $58
million in 2004-05, the first year, and $87

million in 2005-06. Although the new fed-
eral transfer is less than what is needed, reach-
ing federal, provincial and territorial agree-
ment on the expansion of regulated child care
is a promising step for families and should be
a catalyst for action in Ontario.

With additional provincial dollars, the
monies available from federal transfers would
allow for immediate implementation of phase
one of the Alternative Budget’s proposal. It
would also go a long way towards addressing
the urgent crisis in child care facing munici-
pal governments.

Moving forward on the early years
The OAB is committed to the stabilization

and measured expansion of Ontario’s early
learning and care system. Ontario can no
longer afford to neglect the developmental
needs of our youngest children and to deny
support to parents enrolled in training or in
the workforce. Our plan will create a $5/day
system of child care and increase the number
of licensed spaces by 20,000. This will bring
our annual investment in the ECEC program
to $1.195 billion. Of this amount, $800 mil-
lion will replace the cost of the current exor-
bitant child care fee system with a $5 a day
fee structure. A second amount of $230 mil-
lion, including capital and operating costs, will
result in 20,000 new child care spaces.

Nearly half of all of the spaces of Ontario’s
ECEC system will be further subsidized to
accommodate the needs of low and modest
income families, as well as those families with
more than one child in care.

As well, the OAB will invest an additional
$170 million in proxy pay equity measures to
contribute to continuing child care quality
standards and to ensure the adequate remu-
neration of early childhood educators.
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The Ontario Alternative Budget proposes
a prudent course for child care that lays a foun-
dation for expansion of an affordable program
and continues to allocate resources that will
allow it to grow over time. The ultimate goal
of a quality ELC system is to ensure that all
families, regardless of income, job status or
geography, have access to seamless, coordi-
nated, and inclusive care services. Such a
benchmark will require that ELC be viewed
as a public priority with concomitant substan-
tial multi-year investments. These investments
coupled with planned systematic reforms and
strong partnerships with the education sys-
tem are essential to the ongoing expansion of
early learning and care and towards the goal
of universal access to care.

Promoting social inclusion and
fighting poverty

The OAB is committed to promoting social
inclusion and fighting poverty through a new
model for income security and a system of
services and supports to meet the diverse needs
of Ontarians and their communities. Tack-
ling deepening and persistent poverty and
ensuring the well-being of all Ontarians re-
quires a three-pronged strategy that focuses
on the following interrelated factors:

• a healthy labour market, where individu-
als and families have access to jobs with
good wages and decent working condi-
tions;

• quality social and community services that
include affordable housing and commu-
nity programs such as child care; and

• strong income security programs.

Building a system that promotes the con-
clusion of all Ontarians should be based on
the principles of universality, accessibility,
comprehensiveness, accountability and de-
mocratization, preventive care and quality
public services provided by unionized public
sector workers.

Income security
The 2003 Ontario Alternative Budget

Technical Paper on social assistance started out
with the heading “Ontario’s welfare system is
broken.” One year later that assessment con-
tinues to hold true.

Let’s look at the facts. The social assistance
system in Ontario is almost 50 years old. The
system we have now is ostensibly the same as
the one we had in the mid-1960s, with only
some minor differences. It is a system based
on fundamentally different labour market
dynamics of that time, when a job was a clear
route out of poverty and when the distinc-

Early childhood education and care program  ($million)

3-year total
Introduce $5 per day child care for current spaces 1,125
Create 20,000 new spaces 130
Capital costs for new spaces 100
Additional subsidy envelope 63
Pay equity 170
Total cost 1,588
Minus current provincial expenditure 452
TOTAL 1,136



Real change; real choices: Investing in the services Ontario needs — and paying for them   21

Budget Document

tion between those who worked and those
who did not was much clearer. It was never
intended to handle part-time and temporary
work and wages that are far below the basic
costs of living: the situation now facing most
people at the bottom of the income ladder
whose labour market attachment is precari-
ous.

It is a system that the public does not sup-
port. While it is true that the erosion of pub-
lic support for social assistance has been driven
by the belief — fostered by stereotyping —
poor people are to blame for their own pov-
erty, the fact remains that the design of the
system tends to reinforce those perceptions.
Welfare benefit structures were not designed
to support the transition to employment, least
of all in an economy where that employment
is often very tenuous. And a lack of public
support is a major obstacle to building a more
effective social assistance system and a more
inclusive society.

It is a system that social assistance recipi-
ents do not support. Surveys conducted by
food banks and other community organiza-
tions routinely hear that recipients are dissat-
isfied with their welfare program. They point
to the endless maze of bureaucracy, the exces-
sive and demeaning policing that regulates the
day-to-day activities of their lives, and the
often ineffectual training and employment
supports that do not take into account indi-
vidual needs.

And it is a system that is wholly inadequate
in meeting the basic needs of recipients. It has
now been over eleven years since either wel-
fare or disability rates in Ontario were raised
(over the same period, the federally funded
Old Age Security system and the Guaranteed
Income Supplement (OAS/GIS) for low-in-
come seniors was adjusted 44 times to keep

pace with inflation). Prior to 1993, the long-
est period of time without an increase in so-
cial assistance in Ontario was just 3 years, with
23 increases in the 26 years since 1967. In-
cluding inflation and the 21.6% cut imple-
mented in 1995, welfare rates have declined
by about 38% since 1993. Disability rates
have been frozen since 1993. Rates are now
considerably below any measure of poverty
or cost of basic needs currently available, in-
cluding the Market Basket Measure, the Low
Income Cut-Off and the Sarlo-Fraser Insti-
tute Poverty Line.

In search of a new anti-poverty strategy in
Ontario

The 1995 election campaign was a water-
shed in the politics of social assistance in
Ontario. The Harris Conservatives used wel-
fare as a “wedge issue”, exploiting public dis-
satisfaction with the system and playing cyni-
cally on the hopes of welfare recipients for
meaningful employment.

Immediately after its election, the Harris
Government launched an unprecedented at-
tack on the economic well-being of the most
disadvantaged residents of the province. Based
on the claim that a less ‘generous’ system
would force welfare recipients to get jobs, the
government reformed the system with a stick:
• harsh cuts of 21.6% to social assistance

rates with the opportunity to “earn back”
the lost income by taking jobs;

• forced participation in “workfare” pro-
grams;

• the re-orientation of job training from find-
ing good jobs to the “shortest route” to any
job;

• a freeze in disability benefits; and
• a regimen of poor bashing that blamed the

poor for their situation and their work ethic
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while ignoring the structural realities that
impeded their ability to move into self-suf-
ficiency.

It was claimed that lowering the income
floor would move people who, for reasons of
personal deficit refused to work like ordinary
citizens, into employment. Unfortunately,
Ontario became a national leader in attack-
ing the living standards of the poor. The stick
approach gained currency almost universally
throughout Canada, and most especially by
conservative governments.

This view has proven itself to be a failure.
A decade since the approach was introduced,
poverty rates have shown no appreciable signs
of decline. Homelessness is at an all-time high.
Food bank use in many cities and across On-
tario is at an all-time high, despite a growing
economy. Even by the sine qua non standard
of conservative policy — workforce partici-
pation — the approach has not worked.

Last year Ontario’s current social assistance
population, both Ontario Works and Ontario
Disability Support Plan, was remarkably nor-
mal 4.7% compared to the post-war average
of 5%. The stick approach didn’t fix the sys-
tem; it punished the poor. It is on the way
out.

Even a relatively conservative government
in Quebec could not bring itself to continue
the stick approach in its recent budget, ob-
serving that: “we weren’t getting the results
we wanted.” Quebec has instead opted for re-
investment in income security and employ-
ment incentives to help people back to work.

Ontario is emerging from a long period of
retrenchment in its social assistance program.
What is needed now is a significant and sub-
stantial public debate on a new direction for
income security in Ontario. This debate is

needed to mobilize a public that, while being
generally opposed to the social assistance sys-
tem as it currently exists, does believe in the
need for a strong social safety net. It needs to
take into account the new realities of the la-
bour market that have changed substantially
since the recession of the early 1990s. And
crucially, it needs to take into account the lived
experience of low-income Ontarians and their
interaction with current programs.

The new Liberal government in Ontario
should be taking the lead in initiating this
debate. But unlike the last serious attempt at
reviewing income security in Ontario — Tran-
sitions — that reported just over fifteen years
ago, a public consultation on welfare cannot
be a delaying tactic or a recipe for inaction.
The needs are such that the government
should set a firm deadline of one year to re-
view and prepare for implementation a new
strategy to address income security in Ontario.

In the meantime, the Ontario Alternative
Budget is proposing what we consider to be
initial first steps in rebuilding and reinvest-
ing in income security for working age
Ontarians. The proposals fall into three cat-
egories: first, measures to address basic income
inadequacies; secondly, measures to build
upon the welfare to work provisions that cur-
rently exist in the system; and third, meas-
ures that enhance asset retention, an area that
has until recently been given short shrift in
social policy debates.

Building for a new income security model in
Ontario

The OAB is putting forth a plan that bal-
ances the call for fundamental program re-
view with the need to address the immediate
income inadequacies that place social assist-
ance recipients at severe risk. Program review
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cannot be an excuse for delay. It should aim
for implementation of a new system within
one year.

The goals of a reformed system should be
to:
• Provide benefits sufficient to cover the real

cost of living in Ontario;
• Respond effectively and flexibly to the re-

alities of the labour markets in which so-
cial assistance recipients seek to participate;

• Support the transitions from social assist-
ance to work and ease the transition from
work to social assistance for those who lose
their jobs and their EI benefits; and

• Meet the needs of all low-income Ontario
families and individuals for fair wages; ad-
equate housing; high-quality, affordable
child care; accessible heath care; and op-
portunity for their children.

This cannot be a long-term plan. The need
for change is urgent. And there is no point
pretending that it will not be expensive. In
addition to the substantial amounts needed
to address the current crisis detailed below,
the Ontario Alternative Budget sets aside a
minimum of $575 million for new program
implementation.

Immediate action on the current crisis
Our proposed plan combines immediate

and achievable down-payments on the income
needs of social assistance recipients, while
beginning to re-build the areas of highly sup-
ported areas of social assistance that are ori-
ented toward improving labour market attach-
ment.

Income adequacy
In Ontario social assistance cheques are

comprised of two portions: the basic needs

allowance and the shelter allowance. As its
name implies, the shelter allowance is in-
tended to cover the cost of shelter accommo-
dations. Recipients receive an amount equal
to the actual rent they pay up to a set maxi-
mum. The recipient is then responsible for
meeting any dollar amount paid in rent be-
yond that maximum. For most recipients, this
entails diverting money from the food budget
(basic needs allowance) in order to pay for
the cost of rent. For example, a family of three
receives a maximum shelter allowance of $554
per month. If that family pays rent of $500
per month, it would receive a shelter allow-
ance equal to its rent ($500). If that family
pays a rent of $600 per month, it would re-
ceive the full $554 shelter allowance. How-
ever, the additional $46 in rent must be met
through other income sources. This is the re-
ality for most recipients.

Low social assistance rates have forced
many household into unstable homes as ris-
ing rents and the elimination of funding for
the development of affordable housing have
placed safe, secure homes out of welfare re-
cipients’ price range. Municipalities across the
province have documented the precarious
housing situation facing welfare recipients
because of inadequate welfare rates and the
link between low rates and increasing home-
lessness. To provide stability in the housing
situation of welfare recipients, and to stem the
incidence of economic eviction, the OAB pro-
poses a “Shelter Enhancement” that would be
available to all welfare recipients paying above
the current maximum shelter allowance. This
Enhancement would cover the difference be-
tween the actual rent paid by the recipient
and the maximum shelter allowance, and
would be payable on a monthly basis for a
period of one year.
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This will provide $400 million in addi-
tional benefits to social assistance recipients
— both those on welfare and those on dis-
ability benefits — living in private housing.

The majority of Canadian families with
children receive a benefit from the federal gov-
ernment called the “National Child Tax Ben-
efit.” Low-income families with children also
receive an extra amount called the National
Child Tax Benefit Supplement (NCBS). This
supplement is meant to help families pay for
such necessities as food and clothing for their
children. However, some provinces, includ-
ing Ontario, reduce social assistance cheques
by the amount of the National Child Tax Ben-
efit Supplement. This results in a single
mother with one child on social assistance
seeing her family’s annual NCBS payment of
$1,511 deducted dollar-for-dollar from her
monthly social assistance payment. This
money is, in turn invested in other programs
for low-income families with 80% funded
through the province and 20% funded
through municipalities. Children, who make
up about half of social assistance beneficiar-
ies, are now living with families whose ben-
efits are only about half of the poverty line.
The OAB will restore this benefit to families
on social assistance to help combat child pov-
erty, while maintaining the programs funded
with the reinvestment money.

This will put $200 million into the hands
of families with children living on social as-
sistance.

During the 2003 election, the Liberal party
committed to a cost of living adjustment
(COLA) for both Ontario Works and On-
tario Disability Support Plan recipients. This
would result in an increase of about 3%, or
$30 per month for a single parent with one
child. The OAB believes we can improve upon

the Liberal commitment by matching the
commitment made by the Conservative Party
during the 2003 election to raise ODSP rates
by 5% in addition to the first year of a per-
manent commitment to cost of living adjust-
ment. We will therefore raise both the ODSP
rates and the basic needs allowance of OW by
5% plus cost of living as an immediate and
achievable down-payment on in the income
security needs of Ontarians, while recogniz-
ing the need for continued future increases to
bring rates in line with costs of living.

Including the inflation adjustment for
2004, this change will add $310 million to
social assistance payments.

Immediate action to ease the transition
from welfare to work

The OAB wants to make it simple for those
receiving support to make the transition out
of social assistance into the labour market
through constructive rather than punitive
policies. The irony is that, despite its pur-
ported emphasis on welfare-to-work, the pre-
vious Conservative government did not up-
date the employment oriented benefits already
available in the welfare program, nor the ones
they introduced when they cut welfare rates
and invited recipients to “earn the money
back.” The OAB will begin the process of up-
dating these welfare-to-work benefits by:
• Doubling the Employment Start-Up Ben-

efit (ESUB), which was last raised in 1993,
from $253 to $500. The ESUB is paid up
to once per year, and helps Ontario Works
recipients cover the costs associated with
taking paid employment.

• Index earnings exemptions in Ontario
Works from 1995. Earnings exemptions
allow Ontario Works recipients to receive
money from employment without having
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it deducted dollar-for-dollar from their
welfare cheques, and therefore act as an
incentive to take jobs.

Furthermore, we believe that making a pro-
ductive and sustainable transition from social
assistance to work requires individualized
opportunity planning that takes into account
particular needs. For example, recent immi-
grants with high levels of education do not
require the same job skills training as an ag-
ing worker with out-of-date skills.

The OAB will invest up-front $250 mil-
lion in new job training that will move away
from a “one-size-fits-all” approach that greatly
frustrates Ontario Works and Ontario Dis-
ability Support recipients to an opportunity
planning model that accommodates diverse
needs.

Asset retention
Assets have long been underestimated in

social policy circles. Current research indicates
that assets help low-income people stay in the
labour force, and reduce the time spent on
social assistance — both important goals. But
before qualifying for social assistance in On-
tario, an applicant must become destitute by
selling off or spending down accumulated as-
sets:

• a single OW (welfare) recipient is allowed
just $520 in “liquid” assets;

• a single parent is allowed just $1,457 +
$500 per child.

In fact, social assistance programs are the
only income security programs subject to as-
set testing. It is inconceivable, for example,
to imagine a senior being required to sell off
assets in order to access public pension plans.
While asset testing ensures that those apply-
ing for and receiving social assistance benefits
are truly in need, this must be balanced with
the goals of social assistance programs, which
are to help recipients achieve self-sufficiency.

The OAB will start the process of re-evalu-
ating the role of assets in social policy by ex-
empting Registered Education Savings Plans
(RESPs) from Ontario’s social assistance asset
rules, for both welfare and disability benefici-
aries. RESPs help families save for their chil-
dren’s education and in the process break the
cycle of poverty. They are considered by the
public to be a beneficial investment vehicle
for all Ontarians, and can be exempted with
little or no cost to the province.

A short-term program in perspective
While these changes will result in an in-

crease in disposable income for social assist-

Social assistance – cost of reform ($ million)

Set shelter allowance at actual rent (interim) $400
Increase social assistance basic allowance by 5% $100
Increase ODSP rates by 5% $120
Restore National Child Benefit $200
New investment in job training $250
Increase employment start-up benefit $10
Exempt RESP savings from asset restrictions $0
Index earnings exemptions in Ontario Works $20
Reserve for comprehensive social assistance reform $575
TOTAL $1,700
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ance recipients, they are not enough. Substan-
tial reform of the entire system is needed on
an urgent basis. But social assistance recipi-
ents cannot be expected to wait for a new sys-
tem — even a new system that is developed
on an urgent basis. At the same time, it would
be a mistake simply to put more money into
the current system, and leave it as it is.

A new model is needed for income secu-
rity that promotes the social inclusion of eve-
ryone in Ontario. That is the goal.

Homes for all

Ontario’s affordable housing crisis remains at
a desperate level. Fully 565,000 households
(that’s about 1.5 million women, men and
children) are paying more than 30% of their
household income on rent — the standard
warning sign that rents are unaffordable.
That’s 42% of the 1.3 million renter house-
holds in the province.

The provincial housing crisis has two di-
mensions: supply and affordability. There are
simply not enough homes to meet the hous-
ing needs of all Ontarians. And the homes
that are available have rents that are too high
for low, moderate and often even middle-in-
come renter households.

On the supply side, Ontario has suffered a
net loss of rental units at a time when the need
for new homes is rising rapidly. The province
lost 13,258 private rental units since 1995,
according to a 2003 technical report from the
Canadian Centre for Policy Alternatives. Add
to this the estimated 58,800 subsidized units
cut by the Harris government from 1995 to
2002, and the total adds up to more than
72,000 units since 1995 — enough to pro-
vide homes for almost 200,000 Ontarians.

While the province’s renters have suffered
a net loss of housing, the need for new units
grows every year. Federal and provincial stud-
ies estimate that Ontario needs between
12,000 to 20,000 new rental units annually
to meet the growing need for new affordable
homes.

As the shortfall in new rental housing grows
larger, the rental vacancy rate for Ontario rose
in 2003 to 3.5% from 2.7% in 2002. Some
lobbyists for private sector landlords and de-
velopment interests claim that the higher va-
cancy rate signals an end to the affordable
housing crisis in Ontario. In fact, the afford-
able crisis is continuing — and is generating
more homelessness.

The Canada Mortgage and Housing Cor-
poration rental market survey for 2003 reports
that there were a total of 21,656 vacant units
in all Ontario. Compare that to the social
housing waiting lists in the Greater Toronto
Area alone, which have more than 100,000
households seeking an affordable place to call
home.

On the affordability side, rents in the pri-
vate market have increased to the point that a
growing number of low, moderate and even
middle-income renter households have liter-
ally been priced out of the market. Or, in the
words of a CMHC economist in 2002, rents
have reached a “price-sensitive threshold” and
many tenants simply cannot afford to pay
them. So tenants are forced to double and tri-
ple up — two, three or more families living
in a one-bedroom unit — and many face eco-
nomic eviction as they cannot afford to pay
the rent, plus feed the kids or cover the utility
bills.

A recent survey by Statistics Canada shows
that half of all renter households in Ontario
have annual incomes of $23,215 or less. Based
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on the standard affordability calculation of
30%, about 900,000 renter households can
only afford rents of $580 a month or less —
yet average rents are 44% higher.

The McGuinty Liberals campaigned in the
fall of 2003 on a promise to re-build Ontario’s
public services. Their specific housing com-
mitments include:
• “almost 20,000 new housing units for

needy families”;
• “a housing allowance for low-income fami-

lies [to] provide direct, immediate hous-
ing relief for 35,000 families”;

• “a provincial rent bank to help tenants with
short-term arrears so that they can keep
their homes”;

• a “priority to the development of afford-
able housing on Ontario government-
owned lands”;

• the creation of a new “Ontario Mortgage
and Housing Partnership to provide com-
petitive financing rates for non-profit, co-
operative and commercial developers who
want to build rental housing in Ontario”;
and

• a “significant increase [to] supportive hous-
ing options for those suffering from men-
tal illness”, approximately 6,600 units over
four years.

The homeless, low-income tenants and
housing advocates welcomed the Liberal
promises, even as they warned that the num-

bers were too low to meet the real needs of
Ontario’s renters.

To date, the Liberals have announced $10
million for the rent bank and re-announced a
promise made by the Harris government in
May of 2002 to provide $2,000 per unit to
help build new affordable housing.

The Ontario Alternative Budget proposes
a socially and fiscally responsible affordable
housing program that includes:
• $650 million annually for 9,300 new pro-

vincially-funded affordable units;
• $72 million annually for 2,400 new units

as Ontario’s share of the federal-provincial
Affordable Housing Program;

• $178 million annually for 37,000 new rent
supplement units; and

• $200 million annually for a housing reha-
bilitation fund.

As in previous years, the OAB also pro-
poses to return the cost of social housing pro-
grams to the provincial level, where they be-
long. The Harris government downloaded the
cost of co-op and non-profit housing to mu-
nicipalities starting in 1998.

The OAB housing plan would fund the
creation of 11,700 new social housing units
every year in Ontario. These new homes,
along with the 2,000 or so private rental units
that are currently being built annually in
Ontario, would — over time — ease the af-

Affordable housing ($ million)

A new Ontario Housing Supply Program @ 9,300 units per year $650
Ontario’s share of Federal-Provincial Affordable Housing Program @ 2,400 units per year
(fully funded as of year one) $72
Rent supplements for 40,000 new rent supplement units $178
Housing rehabilitation fund $200
Province re-assumes responsibility for housing $850
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fordable housing crisis and end homelessness
in the province.

About one-quarter of the new rent supple-
ment units would be allocated to the new so-
cial supply to ensure that low and moderate-
income households could afford the rents. The
remaining 28,000 units would go to low-in-
come households in existing social or private
units that are struggling to pay their rent.

As Ontario’s rental housing supply ages,
especially the former public housing (known
as Ontario Housing Corporation), the hous-
ing rehabilitation fund would allow housing
managers to maintain the buildings to a
proper standard.

Health care

The McGuinty government has attempted to
position itself as the saviour of Medicare in
Canada. McGuinty himself has committed to
a leadership role in the federal-provincial ne-
gotiations, and has spoken about his govern-
ment’s commitment to a universal, publicly-
funded health care system, and to account-
ability in the system. However, despite its
strong words, the McGuinty government has
failed in its leadership role. The government
has failed to state its support for not for profit
delivery of health care. Furthermore, it has
not called on the federal government to en-
force the Canada Health Act and to impose
conditions on federal transfers.

But McGuinty’s most damaging failure of
leadership is his failure to challenge the as-
sumption that health care costs are rising out
of control and beyond our ability to pay.
While this assumption is commonly accepted
by critics of our public health insurance sys-
tem and is used as a point of departure for

advocates of privatization, it are not supported
by the facts.

The Romanow Commission considered all
of the evidence, and came to the opposite con-
clusion. Recently, a study by the federal De-
partment of Finance leaked to the Globe and
Mail confirms it.4 The federal Finance De-
partment report estimates that health care will
remain affordable for the next 40 years. The
federal Finance Department report estimates
that governments’ share of total health care
expenses for the country will likely remain less
than 10% of the size of the Canadian
economy. Currently, public and private health
care account for 9.8% of GDP.

The Romanow Commission asked for evi-
dence that would support a move towards
increased for profit health care. All of those
vested interests, with all those potential prof-
its, could not provide the Romanow Com-
mission with any evidence that for-profit
health care was cheaper, better quality or more
efficient.

The McGuinty government’s failure to
challenge the unfounded claim that the sys-
tem is unaffordable is unfortunate, because it
raises questions about the ultimate goals of
his government’s legitimate efforts to intro-
duce accountability into the system and to
accelerate primary care reform.

That skepticism about the government’s
goals is reinforced by its actions since it took
office in October, 2003.

It has failed to effectively stop the P3 (the
so-called public-private-partnership) hospitals
as it promised. It has failed to return the MRI
and CT Scans Clinics to the not-for-profit
system, as it promised. And it has failed in
the drafting of Bill 8 the “Commitment to
the Future of Medicare” Act.
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Prior to the last provincial election cam-
paign, Premier’s McGuinty promised Ontario
that he would make William Olser Health
Centre in Brampton and the Royal Ottawa
Hospital publicly owned and publicly fi-
nanced. After the election, the McGuinty
government reneged on its promise. In No-
vember 2003, the government announced it
would be proceeding with plans to redevelop
the hospitals as P3s. Not only did the Liber-
als break their pre-election promise about
William Osler and Royal Ottawa, but the Lib-
erals are moving to create more so called pub-
lic/private partnerships. The P3 option is now
being considered for eight other facilities.

We know from international experience
that P3 hospitals drive up costs and provide a
lower quality of care. Furthermore, there is a
lack of transparency and accountability in the
information that has been made available
about these hospitals. 5 We also know that P3s
are a more expensive financing method. Esti-
mates suggest that each $1 billion in capital
raised by a P3 model costs taxpayers almost
$7 million more than it would if it were fi-
nanced by the government.6

In November 2003, the new government
introduced its “Commitment to the Future
of Medicare” Act. This legislation was de-
scribed as protecting universal public medi-
care and protecting the health care system
from privatization.7 While the Bill’s pream-
ble has much to commend it, the Act itself is
virtually the same as its predecessor, the 1986
Health Care Accessibility Act. It focuses solely
on accountability of health care providers to
government. It does not provide for further
accountability of the government to the pub-
lic on health care decisions or spending. The
experience of P3 hospitals in Brampton and

Ottawa illustrate the need for the government
to be more accountable in its actions.

The original drafts of the Bill permitted
the government to open up collective agree-
ments. This serious interference with the right
of workers and their unions to collectively bar-
gain caused great concern to the labour move-
ment and others in Ontario. In March 2004,
the government proposed and voted in sup-
port of key amendments that significantly
narrowed the powers granted to the Minister
of Health.8 These amendments removed any
potential authority that the Bill gave the Min-
ister to impose accountability agreements on
individual practitioners and trade unions, to
issue compliance directives and orders against
individual practitioners and trade unions, and
to amend or alter collective agreements.

However, the accountability regime re-
mains a fundamental feature of the Bill. It
could be used to facilitate increased centrali-
zation, regionalization, and privatization and
divestment of hospital and other health care
services.

The public should be concerned about the
Minister’s power to control and direct the
operation and restructuring of the health care
system through accountability and perform-
ance. The Bill grants to the Minister of Health
and to cabinet unprecedented centralized
power to compel fundamental restructuring
in the delivery of hospital services with lim-
ited accountability to the public for these ac-
tions.

Stabilization
The entire health care system in Ontario

needs stable, multi-year funding that will, at
minimum, attempt to keep up with inflation.
In addition to the targeted increases in fund-
ing outlined below, the Alternative Budget will
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increase the base health care budget by 3%
per year. That will result in an increase in fund-
ing of $840 million in each year.

People: The backbone of health care
As the 2003 OAB paper “The Cure is

Worse than What Ails Us” demonstrated,
there is a shortage of health care workers in
Ontario.

Staffing levels in Ontario’s hospital and
long-term care facilities have dropped dra-
matically. In 1995, there were 168 hospital
staff and 93 long-term care staff for every
10,000 Ontarians. Today there are 153 hos-
pital staff and 75 long-term care staff per
10,000. This budget will rebuild our health
care system by rebuilding staffing.

Had the ratio of staff to population been
maintained, there would be 18,000 more hos-
pital workers and nearly 22,000 more long-
term care workers in Ontario. To address this
problem, $1.1 billion dollars will be directed
to increase staffing in hospitals and long-term
care facilities. Some of these monies will be
directed specifically to hiring registered nurses.

Ontario has the lowest nurse to popula-
tion ratio in the country — 65 RNs per
10,000 compared to 78.6 for the rest of the
country.9 Excessive workloads along with an
aging workforce have resulted in high rates of
injury. Early retirements further exacerbate the
situation. Ontario has a high share of part-
time and casual employment — currently
43% but as high as 50% in recent years. This
casualization of nursing has negative implica-
tions for the continuity and safety of patient
care. As we saw during the SARS crisis, it also
has a detrimental effect on public health as
RNs require multiple jobs at multiple facili-
ties to support themselves.

The McGuinty government must keep its
campaign pledge to create 8,000 additional
nursing positions and make sure that 70% of
registered nurses in Ontario are working full-
time. In earmarking $50 million in this fiscal
year to funding 800 full-time nurses the gov-
ernment has made a start towards fulfilling
this commitment.

Now, the government must maintain that
commitment by establishing a four year fund-
ing schedule which will increase the number
of RNs and the number of full time positions.
Hiring an additional 8,000 full time registered
nurses costs $500 million annually. The cost
of bringing the current registered nursing
work force up to a ratio of 70% full time
workers would be a further $340 million an-
nually.

The remaining funds from a $1.1 billion
annual commitment to staffing would be di-
rected toward training, upgrading and hiring
a wide range of health care workers that are
in short supply in all sectors of the health care
system.

Home care
The Romanow Commission identified the

expansion of the home care system as an es-
sential element of an expanded Medicare sys-
tem. The Liberal government made an elec-
tion promise to invest in home care. In 1996,
the Conservative Government established 43
regional Community Care Access Centres
(CCACs) to govern the delivery of nursing
home visits, homemaking services and admis-
sions to long-term care facilities. The com-
munity care access centres were supposed to
make the provision of home care more effi-
cient by introducing “market discipline.” In
fact, the opposite has occurred. A 2001 study
by the Ontario Health Coalition found that
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these reforms resulted in: a lack of standards
and quality control; burgeoning waiting lists;
a lack of assessment of population need; se-
vere staffing shortages; and increased admin-
istrative costs through duplication, waste and
profit-taking.10

In May 2001, the Conservative govern-
ment announced a funding “freeze” that es-
sentially cut millions from the CCAC budg-
ets, leaving them $175 million short of meet-
ing demand. Not surprisingly, services were
cut, hospitals backed up and a flood of com-
plaints ensued. The result is that personal sup-
port services were cut for patients across On-
tario. There was a reduction of 115,000 pa-
tients served from April 1, 2001 to April 1,
2003. In this period six million hours of serv-
ice were cut - a 30% drop.11

The Alternative Budget would restore and
expand funding to home care. This expan-
sion in funding would help restore non-profit
services in home care. This would require
$600 million.

Primary health care reform
Primary Health Care Reform will trans-

form Ontario’s Medicare program. While the
Liberal government’s expansion of family
health networks is a step in the right direc-
tion, it doesn’t go far enough. The primary
health care system should change from a from
a doctor-dominated, fee-for-service practices
to an expansion of Community Health Cen-
tres open seven days a week, 24 hours a day.

Salary based teams of health care workers, in-
cluding doctors, nurses, nurse practitioners,
therapists and counsellors will work together
to make the most of all the talents of the health
care team.

Significant start up and transition costs re-
quire an investment of $300 million for pri-
mary care reform.

Environment

Ontario’s environmental deficit
Public health, an efficient economy, and

our children’s future: all of these depend on a
clean environment. Repeated public opinion
polling shows that a huge majority of On-
tario citizens support strong environmental
laws, even in times of recession and govern-
ment deficit cutting. Yet one of the Harris Eves
era’s most dubious achievements was the un-
doing of the entire environmental protection
regime in this province. Its four-part strategy
— dismantle environmental laws, weaken the
role of government, shut out the public, and
sell off our natural heritage — essentially crip-
pled the province’s ability to regulate environ-
mental quality in the public interest.

This budget would begin to change that
reality.

The massive cuts of the last eight years have
left staff capacity down 40% and the com-
bined operating and capital budgets of the
Ministry of the Environment (MOE) and the

Health care summary ($ million)

Health care staffing enhancement 1,100
Long-term and home care reform 600
Primary care reform 300
Maintain existing base (3%) 837



32     Canadian Centre for Policy Alternatives

Ontario Alternative Budget 2004

Ministry of Natural Resources (MNR) cut by
over $100 million. As our environmental chal-
lenges escalate, Ontario no longer has the ca-
pacity (let alone the political will) even to
monitor environmental performance, much
less to enforce existing environmental stand-
ards or to develop and implement the new
standards that are badly needed.

An effective environmental policy, which
seriously intends to address Ontario’s grow-
ing “environmental deficit”, must start by re-
instating the enforcement and planning ca-
pacity in both the MOE and MNR. We are
committed to doing that.

We would increase funding to MOE by
$80 million to restore capacity, and to MNR
by $150 million to develop the tools and poli-
cies needed to manage our province’s resources
well.

The catastrophe at Walkerton delivered a
clear message. We cannot take safe, clean
drinking water for granted. It also points to
the need for Ontario to rebuild its sewer and
water infrastructure. A new Clean Water Fund
would devote $250 million per year in new
funding to sewage and water treatment capi-
tal projects.

Adequate funding for these two key min-
istries would provide the capacity to embark
on the fundamental reforms that are needed
in Ontario. It will not be easy to undo the
impacts of the recent gross mismanagement
of environmental issues, but with adequate
resources we can develop the initiatives we
need.

A start would be the development of crea-
tive technology, forcing regulation which can
make an important contribution to bringing
Ontario the clean air, clean water and healthy
food that we need. Making a priority the de-
velopment of a more energy and materials ef-

ficient economy, less dependent on fossil fu-
els and rooted in innovation, would pay divi-
dends to all of Ontario residents, not just high-
income earners.

Ontario pays a tremendous price every day
for the environmental recklessness of this gov-
ernment. The Ontario College of Family Phy-
sicians is concerned that in southern Ontario
Canada’s highest levels of smog caused by ur-
ban sprawl, automobiles, industry and coal-
fired power plants, on both sides of the
Canada U.S. border, cause premature deaths
for up to 6,000 Ontarians each year. If the
government really was concerned about
“health issues”, as it claims, it would get seri-
ous about Ontario air quality issues immedi-
ately.

It would be providing funding for exten-
sive additions to public transport all over On-
tario, rather than new spending on highways.
It would be providing funds to promote more
sustainable forms of energy and energy con-
servation, not looking to privatize Ontario’s
“white elephant” nuclear plants.

This budget commits $300 million for sup-
port to public transport and other energy-ef-
ficient transportation options. And a signifi-
cant amount of the community economic
development funds can be used for energy-
efficient renovations and water conservation
initiatives, which deliver employment at the
local level while accomplishing larger environ-
mental goals. (See “Restoring Basic Public
Services”, below.)

Urban sprawl is at the heart of many of
the environmental challenges we face.
Whether it is on the car-choked freeways of
southern Ontario or the short-sighted devel-
opment proposals to pave over much of the
Oak Ridges Moraine, the lack of effective land
use planning and the Government’s abdica-
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tion of responsibility is handcuffing our abil-
ity to act in our own best interests.

One of the first acts of the previous Gov-
ernment was to throw out key changes to the
Planning Act in Ontario which had been de-
veloped over four years of consensus building
under the Sewell Commission. Effective land
use planning must be at the heart of Ontario
policy development to provide the vision and
the ideas that we need to confront the mis-
takes of the past. Confronting urban sprawl
and reintroducing public control over the
development industry would be a key part of
our agenda to reduce greenhouse gases pro-
duced in Ontario and to promote the inten-
sification of housing in urban areas.

We need to extend the Countdown Acid
Rain Program. We need a Safe Drinking Wa-
ter Act and a comprehensive Water Policy, a
Pollution Prevention Planning Act, and new
Pesticide Standards. We need an 80% reduc-
tion in garbage disposal and a commitment
to meet or exceed Canada’s commitments
under the Kyoto Protocol, complete with a
strategy to make it happen.

Ontario needs a public lands policy respect-
ful of: First Nation treaty rights and the con-
stitutional obligation to consult before deci-
sions are taken; the need to manage Crown
lands in the public trust; biodiversity protec-
tion which assures long-term ecosystem
sustainability; and the need for “real” pro-
tected areas safe from mining, hunting, and
forestry, rather than the Lands for Life set of

policies which promote the intensification of
forestry and mining on public lands.

There is much that needs to be done to
address Ontario’s environmental deficit, but
an excellent place to start would be to re-ori-
ent the Ontario tax system.

We should penalize excessive energy use
and promote material efficiency in our
economy and use incentives to promote effi-
ciency and creative solutions to our pollution
challenges. Investments in energy efficiency
have been found to produce four times more
jobs than equivalent spending in new supplies
of conventional energy. We are lagging behind
Europe and Japan in utilizing new energy-ef-
ficient technologies and techniques, even
though these new approaches could reduce
energy cost, improve air quality, improve pub-
lic health, stimulate new industries, and cre-
ate new jobs. We must begin the transition to
a renewable energy economy now and aban-
don the deadly coal-fired energy stations
Ontario Hydro is so dependent upon.

Many of the ideas we can use have already
been developed in other jurisdictions around
the world. In these days of rising worldwide
temperatures and shrinking ice caps, what we
need in Ontario is the political will to take on
our environmental deficit for the crucial chal-
lenge it really is. This budget would be an
important first step in the right direction and
provide a base for much more innovative and
creative solutions for the future.

Environmental investments

Rebuilding the Ministry of Environment $80 million
Rebuilding the Ministry of Natural Resources $150 million
The Clean Water Fund $250 million
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Restoring basic public services

Worker protection
In one of its first acts, the Harris govern-

ment destroyed the Ministry of Labour’s ca-
pacity to enforce Ontario’s worker protection
laws. Huge cuts to budget and staff, and to
the laws themselves, have given bad bosses a
green light to exploit. The OAB would re-
store the budget to the Ministry of Labour
with an investment of $25 million, and re-
establish the Wage Protection Fund.

Community social development
One of the many unfortunate conse-

quences of the transfer of more than $12 bil-
lion in tax cuts to Ontario’s upper middle class
has been the elimination of hundreds of mil-
lions of support dollars for essential social and
economic infrastructure.

Thousands of voluntary cultural, social,
recreational and community action groups
have been de-funded.

This key component of Ontario’s social
fabric will be supported by the OAB at $225
million per year.

Rebuilding infrastructure

That Ontario faces a crisis in public infrastruc-
ture is hardly news. That fact has been obvi-
ous for more than a decade. The evidence of
the wide and growing gap between what we
need and what we have is uncontested. And
the basis of the problem — under-investment
by the provincial government and the agen-
cies for which it is ultimately responsible —
is equally obvious.

As a province, we have not been building
new public infrastructure to keep pace with
need. We have not built a single unit of social
housing in nearly ten years. The Walkerton
Inquiry condemned our water and sewage
treatment facilities as inadequate. Public tran-
sit investments — particularly in the Greater
Toronto Area — are falling far short of de-
mand.

Nearly 20 years of negative pressure on op-
erating funding for schools, hospitals, colleges
and universities and municipalities has lim-
ited investment in new facilities to accommo-
date growth and driven a steady deterioration
in the state of good repair of existing facilities
as funds have been diverted from capital into
operations, and maintenance has been de-
ferred, and deferred and deferred again.

Protecting working people

Restore Ministry of Labour $25 million
Wage Protection Fund $20 million

Supporting communities

Community Economic Development $225 million
Transportation and Transit $300 million
Native Affairs $8 million
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Estimates of the infrastructure funding
shortfall amount to billions of dollars, in every
sector of the public economy.

According to Statistics Canada, Ontario’s
public infrastructure is valued at $240 billion.
The Government of Canada owns approxi-
mately 12%. The rest — an estimated $211
billion — is either owned directly by the pro-
vincial government or owned by transfer pay-
ment agencies for which the provincial gov-
ernment is ultimately responsible. Just to
maintain this capital stock in a state of good
repair through life cycle replacement is esti-
mated to cost 3% of the value of the stock,
currently about $6 billion a year. That amount
will tend to increase over time as the size of
the capital stock grows and as repair and re-
placement unit costs increase.

That amount doesn’t take into account the
need for public infrastructure investment to
keep pace with growth. Since for most public
infrastructure, demand is related to the needs
of the economy, we should expect to have to
increase the stock of public infrastructure at a
rate roughly equal to the rate of real growth
in the economy. With long-term real growth
at roughly 3%, annual capital expansion re-
quirements will also require an investment of
approximately $6 billion, indexed to unit
costs.

And these numbers do not address the
backlog of deferred maintenance and unmet
needs for new facilities created by prior years’
funding constraints.

None of this should be surprising.
What is surprising is the failure of succes-

sive governments to come to terms with the
problem.

Governments are approaching the infra-
structure funding problem as if there is some
magic, undiscovered pot of money out there

that will enable them to avoid paying the po-
litical price for years of neglect — as if in-
volvement of the private sector in public in-
frastructure is some kind of magic bullet for
funding shortfalls. Unfortunately for govern-
ments trying to avoid tough choices, the idea
that private sector involvement will enable
governments to avoid costs is an illusion.

Even the starting premise is false. It is not
true that the private sector is not now involved
in either the construction or the financing of
public infrastructure. Almost all infrastructure
construction is carried out under contract by
private construction companies and builders.
And the financing of public infrastructure is
generally funded through the issuance of
bonds, which are sold in private sector mar-
kets.

There are five primary differences between
traditional public sector capital investment
and so-called public-private-partnerships.
First, the private sector developer generally
retains some degree of control of the asset for
a considerable period of time, often as the ex-
clusive operator. Second, the private sector
developer expects to earn a profit over and
above normal borrowing costs, and that ex-
pectation is build into the financing structure
for the project. Third, the private sector de-
veloper, as the borrower of the capital needed
to fund the project, will pay interest based on
its credit rating, which will generally be lower
than that of any government-backed agency.
That higher interest will be built into the fi-
nancing structure for the project. Fourth, in
some cases income is generated for the project
through user fees. Fifth, the cost of the project
will not appear on the government’s books
when the project is completed. Instead, the
costs will appear on the books spread out over
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time as the payments are made under the con-
tract.

Three of these differences are clearly nega-
tive. One need only look to Highway 407 for
an example of the problems associated with
loss of public control. The profit and higher
interest costs inherent in P3s amount to pay-
ing a private operator for a financing transac-
tion which the government could do itself for
substantially less money.

One is neutral. The only obstacle to the
government itself levying user charges is po-
litical. It would appear that governments in-
terested in P3s believe that the public is more
willing to accept a user charge levied by a pri-
vate operator than one levied by the govern-
ment.

And the final difference is a quirk of the
nonsensical way governments account for
capital investments. Under the accounting
rules that applied until 2001 in Ontario, all
capital spending was counted as a cash cost in
the year the investment was made, rather than
spread out over the economic life of the asset,
as is the practice in the private sector. Even
now, with new rules in place for the province’s
own capital spending, capital funding for
transfer payment agencies of the government
— municipalities, school boards, universities,
hospitals — are still accounted for on a cash
basis. The one substantive difference between
P3 financing and direct government financ-
ing is that P3 financing costs to the govern-
ment can be spread out over the life of the
project.

In other words, with P3s, we are giving up
public control and incurring substantially
higher costs to deal with an accounting prob-
lem.

Until the problem of how to account for
and pay for public infrastructure investments

is addressed and resolved, governments will
continue to face an artificial political obstacle
to making those investments, and will con-
tinue to be vulnerable to costly and short-
sighted public private partnerships that are
little more than costly money-laundering
schemes designed to make it appear as if tax-
payers are not on the hook for the costs.

As an interim arrangement designed to
pump substantial additional funding into re-
building our public infrastructure, the Alter-
native Budget for 2004-5 proposes a substan-
tial increase in annual allocations for capital
investment:
• $250 million per year for clean water in-

vestments;
• $925 million per year for social housing

investments;
• $500 million per year for college and uni-

versity capital improvement;
• $250 million per year for school boards to

reduce outstanding deferred maintenance;
• $300 million for transit; and
• $1,500 million per year for a general pub-

lic capital renewal fund.

In total, including the $2.5 billion in an-
nual capital investments in the base budget,
the Alternative Budget for 2004-5 calls for a
budget allocation of $6,225 million annually,
in 2004-5 dollars, adjusted to reflect annual
population growth and inflation. If normal
cost sharing arrangements can be made with
the federal government, this increased fund-
ing allocation will have a substantial impact
on Ontario’s capital investment shortfall.

In addition, the substantial increases in
support for local governments will enable mu-
nicipalities to focus on renewing services, in-
cluding their capital investment needs. The
proposal to return responsibility for housing
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funding to the province and the gas tax shar-
ing proposal alone will direct more than $1.3
billion into the municipal sector.

Federal – Provincial – Municipal
issues

While Ontario’s budget and public investment
deficits are entirely self-inflicted, thanks to the
Harris-Eves era of unaffordable tax cuts, the
stark fiscal imbalance in Canada’s political
system poses a significant long-term problem
for the health of our public services.

It has long been said of the Canadian fis-
cal system that local governments have the re-
sponsibility, but not the money; the federal
government has the money, but not the re-
sponsibility; and the provincial governments
sit in the middle. Indeed, intergovernmental
fiscal arrangements have been a preoccupa-
tion in Canada for most of the country’s ex-
istence.

Historically, about once a generation, we
study ourselves and develop new arrangements
between provinces and the federal government
designed to address fiscal capacity imbalances
both among individual provinces and between
the provinces as a group and the federal gov-
ernment.

In the 1960s and early 1970s, we created
fiscal arrangements that made possible the de-
velopment and maintenance of national
standards for health, social services and post-
secondary education. Federal government
budget cutbacks, which began in the mid-
1980s and continuing until the late 1990s,
destroyed those fiscal arrangements. Federal
government transfers to provincial govern-
ments shrank dramatically. Provincial govern-
ments responded by squeezing their health

care systems and pushing responsibilities and
costs down onto their transfer payment agen-
cies.

While health care funding is the most
prominent issue in federal-provincial fiscal ar-
rangements, it is by no means the only one.
The shrinking fiscal equalization program is
having a profound negative impact on serv-
ices in Canada’s “have not” provinces. The end
of the Canada Assistance Plan and the reduc-
tions in federal government support for the
unemployed have effectively shifted the bur-
den of economic stabilization onto provin-
cial governments, whose revenue bases are
simply not robust enough to cope. Post-sec-
ondary educational institutions have been
damaged by the exit of the federal government
from direct funding. Direct assistance to stu-
dents is not an adequate response.

Because big city governments sit at the
front line in meeting service needs and at the
bottom of the food chain when it comes to
revenue, all of these issues have come to a head
in the demand for a “new deal” for Canada’s
major cities. Although much lip service has
been paid to the idea of a new deal by both
the federal and provincial governments, there
are ominous signs that even at this stage in
the debate, senior governments — most no-
tably the federal government — do not get it.

This is not a problem of “communities”,
or of “municipalities” in general. It is a big
city problem. And it demands responses that
recognize that fact.

The allocation of shared gas tax revenue
among municipalities and the seriousness with
which affordable housing is taken as a financ-
ing issue have emerged as powerful symbols.
A distribution of gas tax revenue based on
expenditures on public transit would demon-
strate recognition of these issues as big city
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issues. A distribution based on population
would demonstrate a total lack of understand-
ing of the problem. Likewise, refusing to fund
an adequate social housing program indicates
a failure to appreciate the nature of the issue.

We believe that these issues must be re-
solved, on an urgent basis. However, we have
not based our 2004-5 budget on the assump-
tion that they will.

Our revenue projections assume that fed-
eral health transfer increases will be limited
to those already announced and that other fed-
eral transfers will increase at the rate of growth
of the economy.

Any and all increases in federal funding will
be directed towards new public investments.
Increased health care funding will be invested
in accelerating change in the system: deepen-
ing primary care reform; expanding home
care; extending Ontario’s prescription drug
plan.

As a first step towards a rationalization of
taxation arrangements, we are proposing to
harmonize Ontario’s corporate income tax sys-
tem with the federal system. Tax system trans-
fers for the arts and culture will be converted
into targeted grant programs, delivering the
same dollars in a much more effective way.

The most regressive single tax change made
by the federal and Ontario governments in
recent years was the reduction in the capital
gains inclusion rate from 75% to 50%. That
had the effect of reducing taxes on unearned
income by one third. And because gains
within RRSPs and gains on principal resi-
dences are already totally exempt, the benefit
from these changes went almost entirely to
very high-income taxpayers.

Mike Harris and Ernie Eves were the driv-
ers of this dramatically regressive change in
Canadian taxes. Ontario pushed the federal

government into its first stage reduction, to
62.5% and then pre-empted the federal gov-
ernment by reducing its own inclusion rate
even more, to 50%.

Unfortunately, it is difficult to turn a race
to the bottom into a race to the top. Prov-
inces may be able to start a race to the bot-
tom; it is virtually impossible to reverse the
process from the provincial level.

Ontario should pressure the Federal Gov-
ernment to restore the principle that a buck
is a buck in Canada’s corporate and personal
income tax systems. Rather than returning to
the 75% inclusion rate, the rate should be
increased to 100% with the capital gains base
indexed to the cost of living.

If this measure were taken by the Federal
Government and followed by Ontario, pro-
vincial revenue would increase by at least $1.6
billion.12 This in turn would enable a $1.6
billion reduction in the size of the OAB 2004-
5 tax proposal.

With respect to Ontario’s cities, the Alter-
native Budget makes a substantial down pay-
ment on a “new deal”.

Under our proposal, Ontario will:
• reassume responsibility for funding afford-

able housing, at a cost of $850 million
annually;

• reinstate the 75% funding formula for
public transit capital;

• Transfer over $500 million annually in
gasoline and motor vehicle fuel tax revenue
to local governments based on public tran-
sit expenditures;

• make an annual contribution of $1.5 bil-
lion a year to a capital renewal fund, much
of which will be directed towards local gov-
ernment initiatives;
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• reform and renew the social assistance sys-
tem, which will alleviate some costs cur-
rently borne by local governments;

• restore the ability of school boards to par-
ticipate fully in supporting services to chil-
dren;

• implement the recommendations of the
Walkerton Inquiry by creating a clean wa-
ter fund at $250 million per year; and

• provide additional direct funding for the
non-profit organizations whose work is so
important to developing and maintaining
community social infrastructure.
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Investing in public services renewal — summary
 Subtotal

Health Care
Staffing restoration 1,100
Home Care Reform 600
Primary Care Reform 300
Maintain value of current base (3% annual) 837 2,837
Social Assistance
Set shelter allowance at actual rent (interim) 400
Increase social assistance basic allowance by 5% 100
Increase ODSP rates by 5% 120
Restore National Child Benefit by ending clawback 200
New investment in job training 250
Index earnings exemptions in Ontario Works 20
Increase employment start-up benefit 10
Exempt RESP savings from asset restrictions 0
Reserve for comprehensive social assitance reform 575 1,675
Housing
New Ontario Housing Supply Program 9,300 units) 650
Federal-Provincial Program (2,400 units) 72
Social housing rehabilitation fund 200
Province re-assume responsibility for housing 850
Rent supplements for new & existing housing (37,000 units) 178 1,950
Early years and child care
The Early Years Program and $5 a day child care 1,134 1,134
Education -- Elementary and Secondary
Annual update -- 3% 459
Actual cost of employing teachers 600
Actual cost of school operations (1997 updated) 240
Learning opportunites grant and ESL 306
Adult education 150
Rozanski benchmark updating outstanding 520
Rozanski new investments outstanding 314
Community access funding 75
Class size reduction 340
Cancel province-wide testing program -50 2,954
Education -- post-secondary
Universities -- Enrolment increases       202
Universities -- Infrastructure improvement       450
Universities -- Move towards national average funding       860
Universities -- 10% tuition cut       200
CAATS -- Move towards national average funding       298
CAATS -- Enrolment increases         85
CAATS -- Infrastructure improvement         55
CAATS -- 10% tuition cut       120
Annual update all budgets -- 3%
Student Grants Program       135        2,405
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Environmental Protection
Restore the capacity of the Ministry of Environment 80
Restore capacity of Ministry of Natural Resources 150
Clean Water Fund 250 480
Protecting Working People
Restore Ministry of Labour 25
Wage Protection Fund 20 45
Capital Renewal Fund 1,500 1,500
Supporting Communities
Community social infrastructure. 225
Transportation and Transit 300
2 cents per litre of gas tax 418
Native Affairs 8 951

Increases to sustain real per capita programs not otherwise specified 399 399

Total program funding increase, 2004-5 $ 16,330

Of which: funding to offset cost and population increases included above
Health 739
Social Assistance 106
Elementary and Secondary Education 259
Post-Secondary Education 106
Real per capita maintenance, other programs 399
TOTAL cost and population growth offsets 1,609

Net new program spending 14,721

   Investing in public services renewal — summary
Subtotal
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Section III:
Fiscal framework

The tax changes introduced by the
McGuinty Government in the fall of 2003,
as important as they may be symbolically, are
only a start.

We estimate that the Harris-Eves era tax
cuts have reduced Ontario’s fiscal capacity by
nearly $18 billion. However, the extended
period of export-led growth that coincided
with the first six years of the Harris Govern-
ment gave rise to substantial growth in On-
tario’s tax bases. As a result, it is not necessary
to replace all of the foregone revenue to bridge
the gap between Ontario’s fiscal capacity and
the funding needed to rebuild public services.

We reject explicitly, however, the sugges-
tion that Ontario’s revenue raising capacity
can or indeed should be rebuilt through in-
creasing user charges. In the first place, the
existing user charge base is not even close to
sufficient to solve the problem. A doubling
of motor vehicle and drivers’ licence fees,
LCBO profits and other fees would raise about
$3.5 billion — still not enough to solve the
fiscal problem. More important, as a recent
study by OCUFA has demonstrated, user fees
have already been increased substantially by
the Harris-Eves governments. It is simply bad
public policy to respond to reduced capacity
in the progressive taxes in the system by in-
creasing the most regressive sources of revenue
in the system.14

The OAB fiscal framework for 2004-5 sets
out the basis for a substantial reinvestment in
public services over a four-year period.

By the 2004-5 fiscal year, the budgetary im-
pact of the tax cuts introduced and planned
by the Harris and Eves governments would
have reached $17.6 billion per year, distrib-
uted as follows:
• $10.8 billion in personal income tax cuts;
• $4.1 billion in corporate income tax cuts;
• $0.9 billion in Employer Health Tax cuts;
• $1.0 billion in other tax cuts; and
• $0.9 billion in carrying costs for money

borrowed to finance tax cut deficits.13

Ontario cannot begin to redress the dam-
age caused to its public economy in the Harris-
Eves lost years without dealing with the de-
struction of this province’s fiscal capacity that
accompanied it. The fact is that, thanks to
the tax cuts, the province no longer has the
fiscal capacity to pay for the services we need,
and without which this province cannot fulfill
its promise. No amount of blaming the pre-
vious government for the fiscal mess the Lib-
erals inherited — no matter how justified that
blame might be — can avoid the harsh fact
that, to enable Ontario to reinvest in renewed
public services, Ontario’s fiscal capacity will
also have to be rebuilt.

And no matter how often Premier
McGuinty declares that he will not burden
Ontario taxpayers with the cost of rebuilding
public services in this province, the only way
to raise the revenue we need is from Ontario
taxpayers.
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The framework is based on the following
goals and assumptions:
• financing of $14.7 billion in renewal in-

vestments over a 4-year period;
• maintaining the real, per capita value of

the spending base as it existed in 2003-4;
• real economic growth for 2004 and 2005

as forecast by the five largest chartered
banks in their fall, 2002 forecasts and 3.0%
per year thereafter;

• an increase of 0.45% in Ontario’s growth
rate in 2005 and 2006 as a result of the
simulative effect of the implementation of
the Alternative Budget;

• inflation as forecast by the chartered banks
for 2004 and 2005, and 2% thereafter; and

• a balanced budget by the fourth fiscal year.

For the purposes of this forecast, we have
assumed that the deficit for 2003-4 will be as
estimated in Ontario Finances for the 3rd

Quarter of 2003-4. Recent reports that the
deficit for 2003-4 may reach $8 billion will
not affect these projections because any revi-

sions will involve one-time-only reductions
in outstanding liabilities.

The key economic assumptions, on a cal-
endar year basis, are presented in table 3.

Over the four-year period, the framework
provides for renewal investments of $14.7
billion in 2004-5 dollars, while maintaining
the real, per capita value of the 2003-4 ex-
penditure base.

Our plan will wipe out a substantial fiscal
deficit and restore Ontario’s public economy
to 14.5% of GDP — still slightly below the
14.9% average share in the 20 years before
the Conservatives were elected in 1995, un-
der governments of all three major political
parties.

Our plan calls for the implementation of
the proposed new investments gradually over
the four years: 50% of those investments in
2004-5 and the remainder spread over the sub-
sequent three years. Correspondingly, approxi-
mately 50% of our proposed $10.1 billion ($
2004-5) in revenue recovery would be imple-
mented in 2004-5 with the spread over the

2004 2005 2006 2007 2008
Real GDP 2.7% 3.65% 3.65% 3% 3%
Inflation 1.6% 1.8% 2.0% 2.0% 2.0%
Nominal (real + inflation) 4.30% 5.45% 5.65% 5.00% 5.00%
Population 1.00% 1.00% 1.00% 1.00% 1.00%
10-year Government Bonds 5.1% 5.60% 5.80% 5.80% 5.80%

Table 2: Economic assumptions15

OAB 2004-5 fiscal framework
2003-4 2004-5 2005-6 2006-7 2007-8

Projected Projected Projected Projected Projected
Revenue 69.5 80.1 86.3 93.2 99.2
Program & Capital 64.4 72.8 78.2 84.1 88.2
Interest 10.0 10.3 10.2 10.0 10.0
Contingencies 0.7 1.0 1.0 1.0 1.0
Balance (5.6) (4.0) (3.0) (2.0) (0.0)

Table 3 — Fiscal framework summary (all figures $billion)
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following three years. To the extent that eco-
nomic growth exceeds our conservative as-
sumptions, and revenue runs ahead of pro-

Phase-in of revenue measures and investments
2004-5 2005-6 2006-7 2007-8

Revenue
Current value of total ($ billion) 10.1 11.0 11.4 11.7
% implemented 54% 61% 84% 100%
$ implemented ($ billion) 5.4 6.7 9.6 11.7
Investments
Current value of total 14.8 15.2 15.7 16.1
% implemented 50% 67% 90% 100%
$ implemented ($ billion) 7.4 10.1 14.1 16.1

Table 4 – Phase-in summary (all figures $ billion)

jections, the full revenue recovery package will
not be required and will not be fully imple-
mented.
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Section IV:
Financing the fiscal framework

income in excess of $100,000, 2% above
the current top bracket

All Ontarians have paid a price, in reduced
or deteriorating public services, to achieve the
Ontario Conservatives’ single-minded goal of
reducing taxes. And we believe that all On-
tario taxpayers can and should share, based
on their ability to pay, in the additional costs
that will be incurred as we rebuild public serv-
ices.

Much of the additional fiscal capacity we
need can be recovered by stabilizing corpo-
rate income tax rates that should never have
been cut in the first place.

We will introduce fairness into the system
for funding health care by ensuring that every
employer makes a contribution to the health
care system through a flat rate employer health
tax. We will target a fixed 25% share of health
care costs to be funded from the EHT, mov-
ing towards that target over a four-year pe-
riod.

We believe that a portion of the cost should
be generated through increases in the Personal
Income Tax — increases that would be paid
by all Ontarians, based on their ability to pay.

Spreading the renewal of public services
over a two year period means that it does not
require substantial additional sources of rev-
enue to get us back on a sustainable track.
The recommended tax increase is modest: an
increase in all personal income tax rates of 5%.
This is a very important element of the OAB

The revenue recovery measures required by
our budget framework are significant. These
measures are required to eliminate the two
substantial deficits left behind by the Harris-
Eves era: a multi-billion dollar fiscal deficit;
and a debilitating public services investment
gap.

Approximately one third of our proposed
revenue recovery package will be devoted to
the elimination of the on-going portion of the
2003-4 deficit. The remainder will fund the
60% of our proposed new investments that
cannot be funded from economic growth.

Revenue package
The OAB revenue package for 2003-4 to
2004-5 is based on the following objectives:
• generate the revenue needed to finance

services renewal;
• ensure that all Ontario taxpayers share in

the financing of public services renewal
through the personal income tax.

• spread tax increases over the four-year pe-
riod;

• reverse the Harris Government’s race-to-
the-bottom legacy of concessionary corpo-
rate tax rates, restoring rates to their pre-
2000 levels;

• establish a structure for the Employer
Health Tax that reflects the substantial ben-
efit to ALL Ontario employers from pub-
licly funded health insurance;

• reaffirm commitment to progressive taxa-
tion with a new tax brackets applicable to
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in that it acknowledges that, since everybody
benefits from a better public economy, every-
body, who is able, should pitch in to help re-
build it. That means all taxpayers have a role
to play.

In addition, to offset some — but by no
means all — of the exceptional tax reductions
provided to high-income Ontarians by the
Conservative government, we call for a mar-
ginal tax rate increase of 2% for income in
excess $100,000 per year.

These changes will restore about 40% of
the personal income tax cuts implemented by
the Harris and Evens Governments between
1996 and 2003.

Corporate tax rates will be rolled back to
their 2000 level and Ontario’s corporate in-
come tax base will be harmonized with the
federal base, eliminating approximately $1.1
billion in Ontario-only tax expenditures. A
further $200 million in tax expenditures di-
rected towards the arts and culture will be
converted into targeted grants.

Tobacco taxes will be increased to the west-
ern Canadian standard of $32 per carton.

Revenue measures ($ million)
2004-5 $

Personal income tax 2,295
Employer Health Tax 3,096
Corporate income tax rates 2,267
Corporate income tax loopholes 1,157
Gasoline and motor vehicle fuel 418
Tobacco 463
Tax administration 418

Table 5: Sources of additional revenue

Examples of personal income tax impacts
Income level Impact of PIT changes
$35,000 $80 increase
$50,000 $150 increase
$100,000 $650 increase
$185,000 $4,000 increase

Motor vehicle fuel and gasoline taxes will
be increased by 2 cents per litre to generate
revenue for sharing with municipalities for
transit.

The revenue package is summarized in ta-
ble 5.

Revenue summary

Personal Income Tax
• A 5% increase in each Ontario tax rate;
• Introduce a new tax bracket 2% above cur-

rent maximum on income in excess of
$100,000.

Corporate income tax rates.
• Restore corporate income tax rates to lev-

els existing prior to 2000.

Corporate tax expenditures
• Reduce cost of Harris-Eves era corporate

tax expenditures by eliminating some and
converting others to direct grants, reduc-
ing the total cost of tax expenditures in
excess of those provided for in the Federal
Corporate Income Tax by 80%.

Employer Health Tax
• Immediately eliminate graduated rate

structure and replace it with a flat rate tax
of 1.95% on all payroll, and on the in-
comes of self-employed individuals and
over a four-year period phase in a tax rate
sufficient to cover 25% of health care op-
erating costs (estimated rate, 2.7%).
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Tobacco taxation
• Increase tobacco taxes by $5.00 per car-

ton, putting Ontario among the Canadian
leaders in pricing tobacco as a disincentive
for smoking.

Motor vehicle fuel taxation
• Increase motor vehicle fuel tax by 2 cents

per litre.

Revenue recovery from tax administration
• Following up from repeated recommenda-

tions by the Provincial Auditor, generate
1% more revenue from the existing tax
system through tougher enforcement.
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Appendix I:
Additional background on revenue measures

Since the graduated rate was based on to-
tal payroll rather than the pay of individual
employees, an individual earning $200,000 a
year in a oneemployee business would pay the
preferential rate whereas a minimum wage
employee in a supermarket would pay the full
rate. In its first budget, the Harris Govern-
ment compounded the unfairness. It replaced
the graduated structure with a blanket exemp-
tion for the first $400,000 of annual payroll.
In addition to being unjustifiable on fairness
grounds, ironically, this exemption is not even
primarily of benefit to small business.

The Fair Tax Commission’s analysis of the
Employer Health Tax found that two thirds
of the benefit from an exemption for the first
$100,000 of payroll would go to employers
with annual payrolls in excess of $400,000.
Using data from the same Fair Tax Commis-
sion Technical Paper on the EHT, we estimate
that the Harris Government’s EHT exemp-
tion reduces EHT revenue by a total of $893
million in 2003-4 compared to what would
have been raised on the preCSR graduated
scale. More than 54% of the benefit from the
Harris exemption went to employers with
payrolls in excess of $400,000 a year.

In addition to the problems of fairness and
targeting of the EHT exemption, there is a
further problem in principle. Public health
insurance is not only a major benefit to Ca-
nadian individuals and families, it is also a
significant competitive advantage for Cana-
dian business. The EHT is the only tax levy

Personal income tax

The OAB 2002-3 proposal is for two new
income tax measures:
• Increase each tax rate by 5% — for exam-

ple, the bottom rate would increase from
6.05% to 6.35%.

• Add a new 2% tax bracket on incomes over
$100,000.

Paying for health care —
the Employer Health Tax

When the Ontario Employer Health Tax
(EHT) was introduced in the late 1980s as a
replacement for OHIP premiums, it included
a graduated rate structure. The rate was 0.98%
for employers with total payrolls of less than
$200,000, increasing on a graduated scale to
1.95% on payrolls exceeding $400,000.

It was the only payroll tax levied in Canada
with a graduated rate structure. In its analysis
of the tax, the Ontario Fair Tax Commission
concluded that the graduated structure in
place at the time was not appropriate. Al-
though it was presumably designed to pro-
vide relief to small business, benefit from the
rate structure concession actually bore very
little relationship to the size or nature of a
business or its ability to pay the tax.

The fact that payroll taxes tend to be shifted
back onto employees raised further questions
about the fairness of the system.
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that reflects in any way that competitive ad-
vantage, and in fact covers only a fraction of
the cost of OHIP.

Eliminating the Harris Government’s EHT
exemption give-away and moving to a single
rate of EHT would raise an additional $1.1
billion. This change would take effect with
the 2004-5 budget.

Thereafter, the tax rate would be adjusted
and reviewed annually to maintain a 25% ra-
tio between EHT revenues and provincial
budgetary expenditures on health care, lagged
by one year. The EHT rate will be adjusted to
achieve this target over a four-year period. We
estimate that the rate required to achieve the
25% target in 2007-8 will be 2.7% compared
with the current rate of 1.95%.

Corporate income taxation

The Harris Government has proudly declared
its intention to start, and win, a race to the
bottom in corporate taxation in North
America.

There is no evidence that this policy will
have any impact, other than to deprive the
people of Ontario of revenue from the profit-
making activities that take place here and to
reduce the contribution of the corporate sec-
tor to the financing of the public services on
which much of their earnings potential de-
pends.

Information tabled as part of the 2003 Fed-
eral Budget shows that corporate tax rates in
Ontario are already below those in the key
competing jurisdictions in the United States.

All corporate tax rates — including the
small business rate — will be maintained at
their levels prior to January 1, 2000.

In addition, all of the many corporate tax
give-aways — corporate tax expenditures —
of the Harris-Eves era will be reviewed and
either eliminated or converted into equiva-
lent, publicly accountable grant programs, at
a cost savings of 80%.

Tobacco taxation

In the early 1990s, the tobacco industry per-
suaded the Government of Canada that high
taxes on tobacco products in Canada were
giving rise to a massive increase in tobacco
product smuggling. According to tobacco in-
dustry reports, Canadian_manufactured ciga-
rettes exported to the United States and smug-
gled back into Canada were taking up a sub-
stantial proportion of the market for Cana-
dian cigarettes.

Despite widespread evidence that steady in-
creases in tobacco taxation over the years had
a real impact on smoking by young people,
the Federal Government met the industry’s
request and reduced its taxes. But rather than
simply lower federal excise taxes on cigarettes,
the Federal Government chose to lever corre-
sponding reductions in provincial taxes. In
provinces that chose to lower their taxes, fed-
eral taxes would be reduced. In provinces that
did not choose to give the industry a break,
there would be no federal tax reduction.

Ontario reduced its taxes, as did Quebec.
Other provinces either reduced taxes by lesser
amounts, or did not reduce taxes at all.

It is now evident that this policy shift was
a significant mistake. Tobacco use by young,
firsttime smokers is on the increase. The
promised dramatic reductions in smuggling
activity did not materialize, and to the extent
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that smuggling has declined, the change has
been attributed to other factors.

The Federal Government signalled its view
that this policy was a failure by restoring a
portion of the tax that was cut in 1993 and
by taking the tobacco industry to court.

Ontario has been moving gradually to re-
cover revenue lost in the early 1990s. The Lib-
erals have made a commitment to move On-
tario’s tobacco taxation levels to the current
Canadian average. The problem with that
strategy is that Ontario itself brings the aver-
age down. We believe that Ontario should be
a leader in Canada in all aspects of tobacco
policy, including taxation. Ontario’s rates

should be increased beyond the Liberals’
promise to match the $32 per carton rate in
Alberta, BC and Saskatchewan.

That would raise just over $500 million.

Gasoline tax

To offset a portion of the subsidy currently
provided for road use and urban sprawl, and
to generate the additional revenue required
for revenue sharing for urban transit, the gaso-
line and motor vehicle fuel taxes will be in-
creased by 1 cent per litre, raising approxi-
mately $410 million.
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