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Introduction

The Mike Harris Conservatives may not
have invented the political strategy of
“manufactured crisis,” but they have most
certainly embraced it as their own.

Since the Speech from the Throne, the Gov-
ernment has been on a public relations of-
fensive behind the message that there is a
public spending crisis in this province — spe-
cifically in health and education — and that
drastic measures are required.

The “crisis” has been the launching pad
for Premier Harris’s musings about two-tier
health care. It has served as the argument
for caps on elementary and secondary edu-
cation funding that fall far behind enrolment
growth and inflation. And it has served as
the justification for calls — yet again — for
public sector wage restraint.

The Government cites two key pressures
that it says contribute to the crisis: the eco-
nomic slowdown in the United States and
the resultant precarious state of Ontario’s fi-
nances; and unacceptably rapid increases in
spending in health and education.

The first pressure — the narrow margin
for error in Ontario’s finances — was entirely
created by the Government. Ontario is now
reaping the whirlwind created by its deci-
sions since 1995 to spend the fiscal dividend
from economic growth in advance through
deficit-financed tax cuts.

The second pressure simply does not
exist. Inflation- adjusted elementary and sec-
ondary education funding per student has
dropped by nearly $2.4 billion since the
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Harris Government took office. And while
it is true that health care spending has in-
creased in the past two years, it only looks
like a substantial increase when measured
against the post-cut levels of the first few
years of the Government’s mandate. In fact,
when account is taken of population growth,
inflation, and the effect of ageing on health
care utilization, recent increases have sim-
ply put us back to where we were before
Mike Harris launched his attack on health
finances.

The fact is that, even after six years of
the Government’s attack on our ability to
fund public services, the only thing that
stands in the way of managing through the
impact of the economic slowdown on On-
tario’s finances is Mike Harris’s ideological
“don’t confuse me with facts” commitment
to tax cuts for business. If the Government
were simply to postpone implementation of
further tax cuts until the economy improves,
there is easily enough revenue available to
avoid further damage to public services.

Ontario is in crisis. But it is not the crisis
of the Conservatives’ spin masters. Itis a rev-
enue crisis. And it is a public services crisis.
Harris Government policies are the reason
for its existence. And the Harris Govern-
ment’s devotion to ideology over common
sense is the only reason why it has any in-
fluence whatsoever on the 2001-2 budget.

In this year’s Alternative Budget, we set
out the origins of Ontario’s current fiscal
situation. We spell out the spending program
needed to fill the large and growing gap be-
tween needs and delivery in public services.

And we set out the measures needed to re-



store the fiscal capacity needed to pay for

that program.

The Anatomy of a
Manufactured Crisis

Fiscal Capacity

The government has always been care-
ful to frame its policies as efforts to improve
the efficiency of government and its tax
measures as improving competitiveness. It
is clear, however, that its real objective has
been to reduce the role of government in the
economy, and to do so by limiting its ability
to raise revenue.

The attack on fiscal capacity has been
particularly effective.

As the government never tires of saying,
it has cut taxes repeatedly throughout its
nearly six years in office. The personal in-
come tax accounts for the largest share of the
tax cuts implemented to date. Personal in-
come taxes were cut by 30% in the govern-

ment’s first term of office. A further 20% cut
promised for the second term has not yet
been fully implemented.

Although much less visible, there has
been a lot of activity on the corporate side
as well. In the first term, corporate tax cuts
consisted of large numbers of small write-
offs and other tax exemptions for corpora-
tions. Rates were largely left unchanged. The
second term tax plan features substantial re-
ductions in tax rates for all corporations. In
fact, in the remaining two years of its sec-
ond term, corporate tax cuts will dwarf per-
sonal tax cuts.

Ontario’s corporate tax cuts are listed, in
detail, in Appendix B.

The total impact of Ontario’s tax cuts on
this province’s fiscal capacity has been dra-
matic.

In fiscal year 2000-1, we estimate that On-
tario’s revenue base was reduced by a total
of $11.7 billion — $2.2 billion from corpo-
rate tax cuts; $9.5 billion from personal in-

come tax cuts.

Annual Tax Cut Impact on Fiscal Capacity in Ontario

Debt Carrying Cost and Revenue Loss
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From the election of the Harris Govern-
ment in 1995 until the end of fiscal year 2000-
1, tax cuts had reduced public revenues by a
cumulative total of $32.3 billion.

Debt

The loss in revenue tells only part of the
story. Because the Government cut taxes at
a time when it had to borrow funds to cover
its costs, a substantial proportion of the rev-
enue shortfall from the cuts each year has
been paid for with borrowed money. By the
end of 2000-1, the amount of additional debt
directly attributable to Ontario’s tax cuts had
grown to more than $14 billion. The esti-
mated carrying cost for that portion of On-
tario’s debt is more than $800 million a year.

Personal income tax cuts — myth and
reality

One of the most interesting phenomena
of the Harris years in Government has been
the amount of energy — and public money —
that has gone into showing people that their

taxes have been cut and attempting to per-
suade people that cutting their taxes is a
good idea. Interesting, because one would
have thought that tax cuts would sell them-
selves.

The problem for the Harris Government,
however, is that, while tax cuts in general
might sell themselves, these particular tax
cuts and the fiscal package of which they are
a part do not.

First, the benefit from the Mike Harris
income tax cuts is heavily skewed towards
individuals at the top of the income scale.
The tax cut ads may feature smiling bus driv-
ers and mechanics; the reality is that the li-
on’s share of the benefit goes to the people
who own the bus company.

Based on the most recent public data
available on the Ontario personal income tax
system, an Ontario Alternative Budget
analysis shows that half the benefit from all
of the personal income tax cuts brought in
since the Harris Government was elected in
1995 have gone to the highest-income 18%

Debt Directly Attributable to Ontario's Tax Cuts
1st& 2nd Term Total Tax Cuts
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Comparison of 2001 System with 1995 System, Tax on Tax
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of taxpayers. The highest-income 10% re-
ceived nearly 40% of the benefit.!

These results are summarized in the fol-
lowing chart. The bottom axis is individual
income reported for tax purposes. In the
chart, the solid line represents the distribu-
tion of taxpayers, by income. For each in-
come range, the line shows on the left axis
the percentage of taxpayers whose incomes
fall in or below that range. For example, the
solid line shows that roughly 95% of taxpay-
ers had incomes below $80,000 (the top of
the range that begins at $70,000).

The dotted line represents the distribu-
tion of the total savings from the Harris tax
cuts. For each income range, the line shows
on the left axis the percentage of the total
savings from the tax cuts that went to indi-

viduals with incomes in or below that range.

1 Using 1997 personal income tax data for Ontario
reported by the Canada Customs and Revenue
Agency as the base, the analysis models the 1995
and 2001 tax systems and compares tax levels, by
income range, for the two years.

Cumulaive share of taxable retums

For example, the dotted line shows that 20%
of the savings went to individuals with in-
comes below $35,000.

The bars represent the average savings
realized by taxpayers in each income range.
For each income range, the bar shows on the
right axis the estimated average savings for
taxpayers whose income falls in that range.
For example, the chart shows that taxpay-
ers with incomes in the range $150,000 to
$250,000 saved an average of approximately
$15,000.

The power of the analysis lies in its abil-
ity to suggest one reason why a tax cut which
is so large in percentage terms has been such
a hard sell politically. The rhetoric aside,
most taxpayers have realized relatively mod-
est benefits from the Harris income tax cuts;
most of the benefit has gone to the few with
incomes at the top of the scale.

The other reason for the hard sell is that,
much as Mike Harris might wish otherwise,

Ontario Alternative Budget 2001 7



taxpayers aren’tjust income tax payers. They
live in communities. They pay property taxes
and user fees. They attend colleges and uni-
versities, or have children who attend col-
leges and universities. They have children
in the public school system. They use the
health care system.

Even a partial analysis of the offsetting
negatives from the Harris Government’s fis-
cal regime makes it clear that for a great
many Ontarians, the Harris package isn't
such a good deal.?

When virtually everyone is either signifi-
cantly negatively affected by other parts of
the Harris program, or knows someone who
is, it is small wonder that people have to be
“reminded” — at public expense — that tax
cuts are good for them.

Ontario Alternative Budget
2001 Program

Our analysis has demonstrated that, even
with its six-year legacy of tax cuts, the Gov-
ernment already had the fiscal capacity to
protect public services from further erosion
in 2001-2 —if Mike Harris had been prepared
to suspend implementation of further tax
cuts.

Unfortunately, however, because so
much damage has been caused to Ontario’s
public services since the Harris Government
was elected in 1995, it is not good enough
simply to run on the spot.

The effect of six years of Mike Harris
Government on public services in Ontario
is evident, both in the aggregate and in the
details.
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Program and capital
spending and GDP

Since the Harris Government was elected
in 1995, public services spending in Ontario
has declined from 14.7% of GDP - just
slightly below the 20-year average at that
time of 14.8% — to 12% in 2000-1.° The ratio
is projected to drop below 12% before the
end of this term of office.

Real public services spending per capita
is now more than $500 below its 25-year av-
erage level of approximately $4,600.

Ontario has a manufactured crisis in
public services. That crisis demands a crisis
response.

The Ontario Alternative Budget for 2001-
02 continues our tradition of showing that it
is possible to rebuild Ontario’s network of
public services even after seven years of the
Harris spending cuts.

As we have pointed out in previous
years, the Harris tax cut agenda has resulted
in a public service that has been shrunk by
20%. In the 20 years between 1975 and 1995,
program spending in Ontario averaged
14.8% of GDP. Today program spending has
fallen below 12% of GDP.

A shrinkage of this magnitude cannot be
restored in a single fiscal year. Once again,
we have phased our rebuilding program
over two fiscal years.

The reinvestment program which fol-
lows represents a consensus among the par-

ticipants in this project about priorities. Oth-

2 See Ontario Alternative Budget 1999 for a partial
analysis of the net impact of the Harris Govern-
ment’s first term program.

3 In calculating these ratios, program and capital
spending has been adjusted to reflect full imple-
mentation of local services restructuring.



Ontario Public Services Spending in Perspective
Real Per Capita (year 2000 $) and GDP Ratio
Actuals, 1976-1977 to 2000-2001
OAB Projection for 2001-2002

9,000

8000 -

18%

e 16%

7,000

6,000

14%

12%

5,000

10%

4,000

2000 dollars

3,000

2,000

Real per capita spending, year

1,000

Public services spending as share
of GPP

e e R R R, NN
N
ES

I Real Per Capita —s— Share of GDP

ers may have different priority for reinvest-
ment. The main point remains: the destruc-
tion of the Harris years was not inevitable,
and it can be undone. There are alternatives.
It truly is a matter of choice. And we can
choose to put people first.

Housing for all Ontarians

The Harris government’s radical experi-
ment to stimulate the private rental market
by deregulating private housing and throt-
tling Ontario’s vibrant social housing sector
has been a costly failure.

Homelessness has reached disaster lev-
els, not just in Toronto, but in Sudbury, Pe-
terborough, Barrie, Ottawa, Kitchener,
Windsor, and many other parts of the prov-
ince.

The province’s rental vacancy rate has
dropped to its lowest level in a decade, sig-
nalling a critical shortfall in the supply of
affordable housing.

Meanwhile, rents continue to increase
dramatically, even as tenant incomes stag-
nate. Last year, the average rent for a two-
bedroom apartment in Ontario jumped by
double the rate of inflation.

The tragic proportions of this “made-in-
Ontario” housing crisis are set out in a cur-
rent research paper from the Ontario Alter-
native Budget Working Group, as well as
previous alternative budgets.

The crisis touches almost every part of
the province — cities, towns, rural and remote
areas, and northern Ontario. It has been trig-
gered by a series of deliberate policy deci-
sions at Queen’s Park. Since its election in

1995, the Harris government has:

cancelled 17,000 units of co-op and non-

profit housing that were under develop-

ment;

e downloaded the cost of existing co-op
and non-profit housing to municipalities;

e cancelled thousands of rent supplement

agreements for private sector tenants;
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e cancelled laws which protect existing
private rental housing from demolition
or conversion;

e cut shelter allowances paid to welfare
recipients to help them pay their rent;
and

e gutted rent control and other tenant pro-

tection laws.

The Harris government has attacked so-
cial housing (which includes co-op and non-
profit housing) to stimulate the private rental
market. The government gutted rent control
laws to allow private landlords to make
massive rent increases. It slashed tenant pro-
tection laws to allow landlords to “fast-
track” the eviction of tenants in as little as
five days. The Harris government then of-
fered a package of incentives (including
grants, tax cuts and rent supplements) to lure
private developers back into rental housing.

The theory is that higher rents, reduced
rent regulation and tenant protection, and
tax-funded subsidies would encourage pri-
vate developers to build new rental hous-
ing. Previous provincial housing ministers,

such as Al Leach, confidently predicted that

the government policies would generate
thousands of new private rental units.

But six years after the Harris government
was elected, the private sector has still only
built about one-third of the number of units
that were cancelled by the Tories during their
first month in office. Take away the thou-
sands of private sector units that were de-
molished or converted to condominium or
commercial use (thanks to the Harris gov-
ernment’s decision to abolish legal protec-
tion for affordable private rental housing),
and the net gain slips close to zero.

It's time for the Ontario government to
get back into the housing business, where it
belongs.

1. Reverse the housing download

The province dumped the cost of Ontario
social housing programs on municipalities
in 1998. In the year 2001, Queen’s Park is
planning to complete its scheme to transfer
the administration of these programs to
municipal service managers. But local prop-
erty taxes cannot, and should not, bear the
cost of social housing programs. The Ontario

Housing investment

This year's Ontario Alternative Budget proposes a comprehensive, four-part provincial housing

strategy:

» upload the cost of Ontario social housing programs back to the province, at a cost of $900

million annually;

» fund the development of 15,000 new and renovated social housing units annually for five

years at an annual cost of $600 million;

e fund 15,000 new rent supplement units annually for five years at a cost of $75 million in the

first years; and

* top-up shelter allowances paid to welfare recipients to 85% of average market rents, at a cost

of $210 million annually.

10 Ontario Alternative Budget 2001




Alternative Budget will return the cost of

these programs to the province.

2. Build 15,000 units a year

The OAB plan would create 15,000 com-
munity-based co-op and non-profit housing
units every year for five years. The target is
realistic. About 15,000 new social housing
units were being built in Ontario in the early
1990s, before Harris killed provincial pro-
grams. The target is also necessary. After six
years of government-induced drought, On-
tario needs a big program to deal with the
huge housing deficit created by the Harris
government. A total of 75,000 new and reno-
vated units would be built over five years.

3. 15,000 new rent supplements a year

The OAB plan would also create 15,000
new rent supplement units annually for five
years. Rent supplements are subsidies paid
to private or non-profit housing providers
for units occupied by low-income house-
holds. In exchange for the subsidies, the
landlords agree to maintain the units to a

proper standard and to charge fair rents.

4. Top-up the shelter allowance

Finally, the OAB housing would create a
special fund for some of the poorest house-
holds in the province - tenants living on so-
cial assistance. Welfare households would
receive a top-up to bring the shelter allow-
ance portion of their welfare cheque to 85%
of the average market rent in Ontario. The
annual cost, based on average rents from the
year 2000, would be $210 million.

A province-wide housing crisis demands
a province-wide solution. The Ontario Al-
ternative Budget plan provides housing,
rental assistance, and income support. It will
reverse the growing tide of homelessness
and, over time, will ease the province-wide

housing crisis.

Education: putting the public back
into public education

1. Ending Chaos in our Schools

The crisis facing Ontario’s public educa-
tion system continues to escalate. A perma-
nent state of turmoil in our public schools is
interrupted only by periodic eruptions of
sheer chaos.

The Harris Government’s spin-doctors
have made a specialty of developing
Orwellian phrases to describe their dramatic
cuts in public services.

The description of their education fi-
nance reforms as “student focused funding”
is a leading example.

The Government recently announced
what it described as an increase of $310 mil-
lion in funding for elementary and second-
ary education for the school year 2001-2,
claiming total spending of $13.8 billion.

The announcement left people in the
education system wondering where the
numbers came from. Last year’s spending
was originally set at $13.4 billion in March,
2000, and a further $190 million was an-
nounced in the 2000 Budget, for a total of
$13.6 billion for 2000-1. But even ignoring
the Government’s little problem with arith-
metic, the increase doesn’t even keep pace

Ontario Alternative Budget 2001 11



with inflation, much less cover enrolment
growth.

Despite widespread evidence that the
education system is under extreme financial
stress, the government has decided to con-
tinue its pattern of reducing funding, year
after year, on a real per student basis.

Under the Harris Government’s “stu-
dent focused funding” approach, public
spending per student, adjusted for inflation,
has been reduced by nearly $1,200.

According to the Ministry of Education,
total spending on education programming
and capital by school boards in 1995 was
$13.5 billion. Just to keep pace with inflation
and enrolment growth, funding would have
had to increase to $16.2 billion. So the Gov-
ernment’s 2001-2 funding level represents a
cut of roughly $2.4 billion.

To maintain school funding on a real, per
student basis would require total funding -
from Ministry and school boards - of $16.2
billion. The effective spending cut since 1995,
on a real, per student basis amounts to $2.4
billion.

Since 1997, Ontario’s elementary and sec-
ondary schools have been funded under the
new Harris-model education funding for-
mula. Last year the Education Improvement
Commission pointed out that the new for-
mula is deficient in the following areas;

e English as a second language
e French as a first language

* Learning opportunities

¢ First nations students

* Special education

¢ Pupil accommodation

e The small school factor

¢ Small boards administration

e Teacher compensation

This list of deficiencies in the new fund-
ing formula adds up to more than 75% of
total education funding.

Reform of the funding formula is an ur-
gent necessity. And it is essential to restore
independent fiscal capacity to our demo-
cratically elected school boards. We would
permit school boards to levy additional

“Student-Focused Funding” — $ Per Student Adjusted For Inflation
Total Funding Per Student in $ 1995, 1995 to 2001-2
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Elementary & Secondary Education Funding 1995 to 2001-2
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funds up to 10% of the provincial allocation
to meet local needs.

2. Post Secondary Education:
Access, Access, Access

Ontario’s economic success in the second
half of the 20th century was founded upon
a quantum leap in access to public post-sec-
ondary education.

In the late 1950s, only one child of every
hundred who started grade one went on to
post-secondary learning. By the 1990s, that
number had grown to six out of 10. Sixty
percent of Ontario’s young people now en-
ter college or university. It remains an im-
perative in today’s knowledge economy to
enable the 40% who still do not receive post-
secondary education to break through this
barrier.

15,500

® Real Per Student Gap
2,355 15,000

4 Actual Funding

1995 Funding Adjusted for
Enrollment and Inflation

% 12,000

2000-1  2001-2

But the Common Sense Revolution not
only threatens Ontario’s ability to raise the
60% threshold. It threatens to turn back the
clock altogether.

The most dramatic barrier to post-sec-
ondary access is brand new and results from
Harris cutbacks: escalating tuition fees.

Between 1995 and 2001, the Harris gov-
ernment allowed tuition fees to rise by more
than 60%. Student fees now account for more
than 35% of university operating costs. And
the average student debt load is a crushing
$25,000.

The Harris barriers to access must be re-
placed with policies that enable each and
every able and motivated student to enter
college or university. This requires a number
of responses.

Education reinvestment #1

To restore the capacity of our schools to provide quality education, we would invest an addi-
tional $2.4 billion in elementary and secondary education. Phased in over two years, this would
restore real per student funding to its pre-Harris level.

Ontario Alternative Budget 2001 13




Forumula funding components
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o A freeze, then rollback, of tuition fees

e Grants to students in need to help reduce
their debt load

e Targeted assistance for students with
dependents or special needs

¢ Expanded work-study opportunities

e Debt reduction aid for borrowers with
significant difficulties meeting their debt
obligations

¢ Deferred tax status for interest paid on
student loans

Once again we flag the impending ar-
rival of the “double cohort” in 2010, when
university enrolment will balloon by an ad-
ditional 90,000 students - an increase of 40%!
The OAB proposes that real per capita
spending can and must be restored. But the

Supplies, Computers, Books

/
/

/
/

double cohort cannot be accommodated
without major new support from the Gov-

ernment of Canada.

3. Early years program and child care reform

The Ontario Alternative Budget project
believes that Ontario should adopt the prin-
cipal recommendations of both the 1994
Royal Commission on Education and the
Final Report of the Early Years Study (the
Mustard-McCain report) and begin the im-
plementation of an Early Years program for
our youngest children.

We would combine this long-promised
and long-postponed initiative with a total re-
form of Ontario’s method of funding child
care, replacing the current crippling fees of
up to $1000 a month per child with a flat rate
of $5 per day child care. And we would be-

Education investment #2

Restoring real, per student base funding to Ontario's universities and putting in place the
above Access Program will require an investment of $1.2 billion in additional base funding.
Restoring the cuts to Ontario’s network of community colleges requires another $400 million

increase in the college base budget.
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gin a massive expansion of Ontario’s child

care capacity.

A major Early Years Program (EYP), to-
gether with child care expansion and fund-
ing reform, would:

e Recognize the fact that more than 75%
of women with children under the age
of 12 are in the workforce. They and their
families require quality, accessible and
affordable childcare as a necessity of fam-
ily life

e Acknowledge the fact - documented in
the Mustard-McCain report - that most
learning in humans occurs in the earli-
est years of life, precisely the area where
we invest the least amount. The Early
Years Program will end what Dr Mus-
tard refers to as “the real brain drain.”

e Accept the reality that accessible, afford-
able, quality child care is an essential
prerequisite for ending child poverty. It
enables sole support moms - in addition
to other crucial supports- to escape from
the poverty trap and move into the world
of work.

Our proposal has three components.

i. Affordable $5 per day child care

This step is to reform the exorbitant fee
structure and replace it with an affordable
model. The Quebec plan — $5 a day child
care - has captured the public imagination
as a bold and visionary experiment that has
won widespread support, and it deserves to
be adopted.

The present model of welfare subsidies

for low-income families and crushing fees

of up to $1000 a month per child for every-
one else is a huge barrier to the creation of a
truly accessible and affordable system. We
would replace it with a flat rate - no parent
will pay more than $5 a day per child. Forty-
five percent of childcare spaces will be avail-
able on a further subsidy basis for families

with low incomes and/or more than one
child in child care.

il. Guaranteed access

Accessible child care means the current
scarcity and rationing and long waiting lists
must be replaced by a system that is truly
available to all families who want to use it.
We have set, as a provisional target, the pro-
vision of child care spaces for up to 50% of
Ontario’s 2 million children under 12 years.
Obviously the creation of such a large new
and costly social program can only be
phased in over a number of years.

Training of new childcare staff, creating
anew institutional framework, building new
facilities and marshalling the financial sup-

port will all take time.

ii. Early years program

The core of the program reform - the
Early Years Program - combines full-day kin-
dergarten and child care to provide a pub-
licly-funded early education and care pro-
gram for 3-, 4-, and 5-year-olds. Parents who
voluntarily decide to use the program would
choose to send their children for a half, full,
or extended day. The statutory school age (6
years) would not change.

The EYP builds upon our one universal
early learning program, the kindergarten

Ontario Alternative Budget 2001 15



classes in our public schools, with an inte-
grated or wrap-around child care compo-
nent as an essential feature. While the child
will experience a seamless day of learning
and quality child care, the educational com-
ponent of EYP will remain free. The $5 a day
fee is intended to cover the wrap-around care
- before and after class.

For the first two years, emphasis would
be focused on developing the Early Years
Program for 3-, 4- and 5-year- olds and get-
ting it off the ground. In the second phase,
the reform program would grow to expand
care for children under two, as well as a
major expansion of before and after school
and holiday care for elementary school chil-
dren.

The $5 a day child care reform could be-
gin right away.

Additional details, relating to training
and quality standards, are set outin our 1997
Alternative Budget Papers, pages 128 to 133.

A rare consensus -
the early years are the key

Our EYP and child care reform proposal
represents the most significant social pro-
gram expansion since the introduction of
Ontario’s community college system in the
late 1960s. It is just as important to Ontario’s
young people as that bold initiative was in
its day. And the price-tag, while not insig-
nificant, is also within our reach.

An Early Years Program, combined with
$5 a day funding reform, a major expansion
of pre school child care, and child care
wrapped around the school day should be-
gin now, this year, today.
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The OAB proposes to give the EYP ini-
tiative a huge head start with a start-up in-
vestment of just over one billion dollars
($1.076 billion), spread over two fiscal years.
Of this amount, $780 million would cover
the cost of doubling the size of the current
child care system. A second amount of $296
million covers the cost of replacing the ex-
orbitant fee system currently in place, which
costs up to $1,000 a month per child, with a
$5 a day fee structure.

Fully 45% of the spaces under the OAB
plan would be subsidized, to accommodate
low-income families and low-to- moderate-
income families with more than one child in
care.

This billion-dollar investment would be
sufficient to more than double Ontario’s cur-
rent child care capacity within two years. It
would also fund the implementation of $5 a
day child care and the “seamless day” model
of child care. At the end of phase I, Ontario
would be spending a total of $1.820 billion
on the EYP program. An additional $450
million would be generated by fees.

Table 1 illustrates the possibilities.

It is extremely difficult to estimate the
final cost of a universally accessible EYP pro-
gram, for the simple reason that it is entirely
uncertain what the final take-up or use of
the program would be. An EYP with the ca-
pacity to serve half of Ontario’s 2 million
children under 12 would cost between $4
and $5 billion a year. But it is completely un-
known whether the system would be used
by that many families.

The prudent course is to establish the

program and grow its capacity over time, as



Education investment #3

The OAB proposes the phase-in of an Ontario Early Years Program, combining $5 a day child

care funding reform, guaranteed access through a major expansion of the system, and a seamless

day approach which integrates child care and kindergarten. The first phase would require new

funding of $1.076 billion over the next two fiscal years.

resources permit over the next five to ten

years.

To conclude with two quotes from the
landmark Early Childhood Study by Dr.
Fraser Mustard and the Honourable
Margaret McCain—

e “Itis clear the early years must be a high
priority for investment if we wish to have
a competent, educated population for the
future and that the Ontario government
must put in place a long-term policy to
make early child development and
parenting a priority for public and pri-
vate investment.”

e “Ensuring that all our future citizens are
able to develop their full potential has
to be a high priority for everyone. It is
crucial if we are to reverse “the real brain

drain”.

Health care: still on the critical list
Starting in 1995, the Harris revolution

targeted the Medicare budget as the most

promising source of cash to pay for the tax

cut promise.

Recall that $800 million was ripped out
of the hospital budgets in 1995, and that the
Hospital Restructuring Commission ordered
the shutdown of 35 hospitals.

Seven years later, the system is still in tur-
moil.

The Harris government claims that it has
fully restored health care funding, and then
some.

But the OAB’s most recent technical pa-
per (Selling Ontario’s Health Care: the Real
Story On Government Spending and Public
Relations) has put the lie to that assertion.
¢ Taking into account inflation, population

growth, and an aging population, On-
tario is not only not spending more on
health care: it is not keeping up. The cu-
mulative health deficit since 1995 adds
up to $4.1 billion today:.

e Lookinginto the future, the Harris com-
mitment to “raise” health spending to
$22.7 billion by 2004 actually represents
areal cut of $212 dollars per person com-
pared to 1995. Population growth, infla-

Table 1
Age cohort Cost/space Current spaces New spaces Total spaces
from EYP after 2 years
phase |
Oto2 $9400 20,300 21,600 41,900
3to5 $7700 106,000 79,050 185,050
61to 12 $4300 40,600 94.400 135,000
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tion, and an aging population continue
to eat away the value of Ontario’s health
dollar.

The real bottom line number is this: On-
tario has 25,000 fewer health care work-
ers today than it had in 1995! Despite
the fact that our population has grown
by 750,000 people, Ontario has shed one
health care worker in 12 under Mike
Harris.

In 1995, Ontario had 26 health care work-
ers for every 1000 people. Today, after
seven years of Harris cuts, we have 22
health staff per thousand people.

If stable staffing ratios had been main-
tained since 1995, Ontario would have
added 45,000 more hospital and long-term
care staff than we have today.
Out-of-pocket spending by Ontarians on
private health care has increased by $209
per person, to a new total of $1,012 for
every man, woman and child. This rep-

resents $2.4.billion a year spent outside

the Medicare system on privatized
health services.

At a time when the Harris government
is reaffirming its commitment to give away
another $5 billion worth of tax cuts, the OAB
repeats the urgent call for targeted reinvest-
ment in three key areas of health care as first
steps, in what will be a long process of fix-
ing what Harris has broken.

1. Hospital Stabilization

Since 1995, the accumulated debt of On-
tario’s public hospitals has increased by
three-quarters of a billion dollars. The Harris
government has balanced its budgets and
paid for its tax cuts on the backs of our hos-
pitals, which are required to respond to all

the needs of their patients.

2. Long-Term Care
Since 1995. Ontario has adopted the
American model of privatized, low-wage

delivery of long-term care services to meet

Hospital Debt in Ontario, 1995 to 2000
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the needs of Ontario’s aging and special
needs population, both in terms of home
support programs and residential care.

Creating an unstable, insecure, and ba-
sically exploitative low-wage job ghetto in
this sector of the health care system is a
recipe for disaster for seniors and the disa-
bled. Long- term care programs must be seen
as a core Medicare service, governed by the
five Medicare principles, and offering sta-
ble, career-based employment.

3. Primary Care Reform

The completion of Canada’s medicare
project will not occur until the fee-for-serv-
ice model which supports solo practice
medicine is replaced by a network of com-
munity health centres, open 24 hours a day,
seven days a week. Primary care reform will
replace the fee-for-service single doctor of-
fice with salary-based teams of doctors,

nurses, nurse practitioners, therapists, and

other members of the health care team. It will
provide care on a 24/7 basis, and end once
and for all the near total dependence of On-
tario families on hospital emergency depart-
ments for after-hours care.

While primary care reform will reduce
costs in the long run by ending the fee-based
incentive for revolving door medicine, there

will be significant start-up costs.

Ontario's environmental deficit

Public health, an efficient economy, 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 the present Ontario
Government has been dismantling the en-
tire environmental protection regime in this
province. Its four-part strategy - dismantle

environmental laws, weaken the role of gov-

Health investment #1

The OAB proposes a $600 million hospital stabilization fund to bring stability and certainty to
hospital funding and begin the long process of repair. First steps must include rehiring nurses and
other health care workers on a permanent, full-time basis.

Health investment #2

The OAB proposes a major investment of $900 million on the base of Ontario's Long-Term
Care budget, to establish LTC programs as a core Medicare service, delivered under public admin-
istration, available when and where needed, with secure, stable, permanent employment opportu-

nities for health care providers.

Health Investment #3.

The OAB would establish a Primary Care Reform Capital Fund to support the costs of construc-
tion for the new physical infrastructure required - new clinics and equipment - to be funded at the

level of $250 million per year.
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ernment, shut out the public, and sell off our
natural heritage - has essentially crippled
this 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 five years
have left staff capacity down 40% and the
combined operating and capital budgets of
the Ministry of the Environment (MOE) and
the Ministry of Natural Resources (MNR) cut
by over $100 million. As our environmental
challenges escalate, Ontario no longer has
the capacity (let alone the political will) to
even monitor environmental performance,
much less to enforce existing environmen-
tal standards 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
reinstating the enforcement and planning
capacity 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 $155 million to develop the tools and poli-
cies needed to manage our province’s re-
sources well.

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
will need.

A start would be the development of
creative technology, forcing regulation
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which can make an important contribution
to bringing Ontario the clean air, clean wa-
ter and healthy food that we need. Making
a priority the development of a more energy
and materials efficient economy, less de-
pendent on fossil fuels and rooted in inno-
vation, would pay dividends to all of On-
tario residents, not just high-income earners.

Ontario pays a tremendous price every
day for the environmental recklessness of
this government. The Ontario College of
Family Physicians is concerned that in south-
ern Ontario Canada’s highest levels of smog
caused by urban sprawl, automobiles, indus-
try and coal-fired power plants, on both
sides of the Canada U.S. border, cause pre-
mature deaths for up to 6,000 Ontarians each
year. If the Harris government really was
concerned about “health issues,” as it claims,
it would get serious about Ontario air issues
immediately.

It would be providing funding for exten-
sive additions to public transport all over
Ontario, rather than new spending on high-
ways. It would be providing funds to pro-
mote more sustainable forms of energy and
energy conservation, not looking to priva-
tize Ontario’s “white elephant” nuclear
plants.

This budget commits $330 million for
support to public transport and other en-
ergy-efficient transportation options. And
a significant amount of the community eco-
nomic development funds can be used for
energy-efficient renovations and water con-
servation initiatives, which deliver employ-
ment at the local level while accomplishing

larger environmental goals.



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 shortsighted devel-
opment proposals to pave over much of the
Oak Ridges moraine, the lack of effective
land use planning and this Government’s
abdication of responsibility is handcuffing
our ability to act in our own best interests.

One of the first acts of the Harris Gov-
ernment was to throw out key changes to
the Planning Act in Ontario which had been
developed over four years of consensus
building under the Sewell Commission. Ef-
fective land use planning must be at the heart
of Ontario policy development to provide
the vision and the ideas that we need to con-
front the mistakes of the past. Confronting
urban sprawl and reintroducing public con-
trol over the development industry would
be a key part of our agenda to reduce green-
house gases produced in Ontario and to pro-
mote the intensification of housing in urban
areas.

We need to extend the Countdown Acid
Rain Program. We need a Safe Drinking
Water Act and a comprehensive Water
Policy, a Pollution Prevention Planning Act,
and new Pesticide Standards. We need an
80% reduction 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 re-
spectful of: First Nation treaty rights and the
constitutional obligation to consult before
decisions are taken; the need to manage
Crown lands in the public trust; biodiversity

protection which assures long-term ecosys-
tem sustainability; and the need for “real”
protected areas safe from mining, hunting,
and forestry, rather than the Lands for Life
set of policies which promote the intensifi-
cation 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
reorient the Ontario tax system.

We should penalize excessive energy use
and material throughput in our economy
and use incentives to promote efficiency and
creative solutions to our pollution chal-
lenges. 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 be-
hind Europe and Japan in utilizing new en-
ergy-efficient technologies and techniques,
even though these new approaches could
reduce energy cost, improve air quality, im-
prove public health, stimulate new indus-
tries, and create new jobs. We must begin
the transition to a renewable energy
economy now and abandon the deadly coal-
fired energy stations Ontario Hydro is so de-
pendent upon.

Many of the ideas we can use have al-
ready 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 politi-
cal will to take on our environmental deficit
for the crucial challenge it really is. This
budget would be an important first step in
the right direction and provide a base for
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Environmental Investment

The OAB would restore the capacity of the Ministry of Natural Resources, with an investment
of $155 million, and restore the capacity of the Ministry of the Environment with an additional

$80 million.

The OAB would budget an additional $330 million to support environmentally friendly public

transportation and transit services.

The OAB would establish a $300 million per year clean water fund to assist municipalities to
upgrade their sewage and water treatment plants.

much more innovative and creative solu-
tions for the future.

The catastrophe at Walkerton has deliv-
ered 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. Anew Clean
Water Fund would devote $300 million per
year in new funding to sewage and water

treatment capital projects.

Ending the war against the poor

Social assistance was slashed by 21.6%
within two months of the 1995 election. Since
Mike Harris’s Tories were elected, families
on social assistance that haven’t been com-
pletely cut off have lost more than 30% of
their purchasing power.

A 30% reduction in living standard in
five years would be devastating for a mid-
dle-income family. For the most vulnerable
in our society, coping with the loss of rent
control and a critical shortage of affordable
housing, the impact is catastrophic. The year
2000 was supposed to have been the year
Canada eliminated child poverty. In Ontario,
child poverty is higher than it has ever been.

The present system of income support
in Ontario benefits few people, neither those
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who receive welfare nor most working peo-
ple. It is harder for people who need sup-
port to get it, so they turn to already
stretched family and friends or end up on
the streets. If they get support, it is so mea-
gre and complex that they use their energy
to manage their benefits rather than stabi-
lizing their lives or figuring out sustainable
ways of leaving social assistance. Many are
pressed to leave so quickly that they do so
without any secure grip on the future: this
increases the likelihood they will return to
welfare.

Unfortunately, many people have swal-
lowed the stereotypes and scapegoating they
hear and have concluded from one or two
anecdotes that most welfare recipients are
defrauding the system, so they applaud pu-
nitively low benefits and a phoney workfare
system. Others know from personal experi-
ence how dreadful social assistance is, so
they support a system they were led to be-
lieve would get people back on their feet as
quickly as possible.

People on welfare are squeezed off ben-
efits or don’t qualify in the first place. One-
third fewer people are eligible for social as-
sistance now than five years ago, but the
Government'’s claim that most people have




left welfare for jobs has not been substanti-
ated. And Ontario’s workfare program,
which forces people to work for their wel-
fare cheque, not for a pay cheque, and de-
nies them the benefit of worker protection
laws and forbids the right to a union, is a
farcical fraud.

Few land on their feet when they leave
the welfare system. And the rest of the
workforce finds that their job security and
wages decrease when bad bosses have a
ready pool of workers with no alternatives.
The beneficiaries are those employers who
already exploit their employees, and the few
people who get huge tax cuts. The losers?
Everyone else.

Social assistance must be reformed.

We want to make it hard for people to
slip into welfare in the first place, because
they find available to them so many real and

supportive alternatives.

For those for whom the alternatives don't
work right now, we want to make it easy for
them to get the support they need. Children,
for instance, make up about half of the ben-
eficiaries of social assistance. Every single
one of these children is living in abject pov-
erty because of the welfare cuts of 1995. If
parents are unable to work, why should the
children suffer?

We want to make it simple for those re-
ceiving support to move out, off and up,
when they are ready to do so in a produc-
tive and sustainable way.

We want to make it comfortable for those
whose situations will not change, at least for
awhile - such as those who have disabilities

- to continue receiving support. Forty-three
percent of the social assistance caseload con-
sists of persons with disabilities and their
dependents.

And for those who are doing everything
they can to avoid slipping into welfare, we
want to provide more security.

This, rather than trickle-down beggar-
thy-neighbour policies, is the way to grow

an economy that will benefit everyone.

1. More good jobs, better wages and better
job protection are a good first step in
stopping the slide into social assistance
and in helping people out of it when they
are ready.

2. Fair work. People already on social as-
sistance say they don’t want ‘workfare,’
they want work. Workfare is an impedi-
ment to work. The Ontario Alternative
Budget proposes to replace workfare
with a Fair Work Program. $150 million
in existing Employment Support fund-
ing will also be reallocated, to ensure
people have access to real work with a
future.

3. Child care. High quality, affordable child
care is essential for people, and especially
sole-support moms, to get and keep jobs.
A recent report by KPMG indicated a
need for well over $100 million to meet
the child care needs of welfare recipients.
Our Early Years Reform proposal will
address this need.

4. Housing. Affordable housing is an abso-
lute necessity. The Ontario Alternative
Budget Working Group believes it is a
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priority, and we have addressed this ur-
gent need again in this budget.

5. Raise the rates. A more humane benefit
level, including for persons with disabili-
ties, must be established. We will allo-
cate $850 million to bring benefits to the
level paid five years ago. The Ontario
Alternative Budget Working Group
would also end the claw-back of benefits
offsetting the National Child Benefit
Supplement. To ensure that other low-
income families continue to receive the
Ontario Child Care Supplement for
Working Parents, an additional $140 mil-
lion would be allocated.

Making work pay

We all hear that unemployment is down,
and we have even heard the news that full-
time jobs are up. Yet several recent reports
describe how poverty is increasing and av-
erage incomes are dropping. This is the re-
sult of an increase in unstable jobs: contract,
temporary, self-employment and part-time
jobs are more and more the norm. We know
that those jobs pay less and are less reliable
as a source of income. Good jobs are giving
way to bad jobs.

It is hard for people to find high-quality
training, which will prepare them for better
jobs. Ontario government spending on train-
ing is down by 70% since 1995. Adult edu-
cation in the public school system has been
virtually eliminated.

Unemployment insurance is harder to
getand pays less. By the late 1990s, only 30%
of Ontario’s unemployed were eligible for
benefits, compared with 60% 10 years ear-

lier.
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Job protections have been eroded by leg-
islative changes and through the elimination
of government staff who deal with law-
breaking employers.

The end result? More bad jobs.

There are several solutions. With On-
tario’s GDP up by 31% since 1995 and cor-
porate profits up by 63%, there is room for
strong action to improve the conditions of
existing jobs and to create good new ones.
* Publicly-funded services should be de-

livered by people who receive decent
wages. Mending/reforming our health
care and education systems will help
with the creation of thousands of good,
career-based jobs.

* People with bad jobs or without jobs
need access to good jobs and job train-
ing, and communities need funding to
hire people to retrofit or build new build-
ings as well as to meet other community
needs: a good job creation program will
help. In 2001-2, the Ontario Alternative
Budget proposes spending $200 million
for a Fair Work program, which will help
create meaningful jobs for 60,000 people.

* To help people keep jobs, the Ontario
Early Years Program will be an impor-
tant step in providing affordable child
care for the children of working people
in Ontario (see the Early Years section for
more details).

e Job protections must be enhanced, mini-
mum standards raised, more people
hired to monitor workplaces and enforce
employment laws, and community-

based legal and related services provided



to employed and unemployed people
experiencing workplace legal problems.
It is time for the minimum wage to be
increased: it has been frozen at $6.85 per
hour for five years.

The Ontario Alternative Budget will also
improve the Ministry of Labour’s abil-
ity to enforce employment laws by in-
creasing its budget by $30 million a year.
We propose an annual employment in-
spection blitz (like Toronto’s recent pub-
lic health restaurant blitz) to shift the
onus of compliance back to employers.
A sum of $25 million will go towards the
Wage Protection Fund, for people who
don’t get paid when their employer
closes down. Another $5 million will be
spent to provide community legal serv-
ices to help workers secure their rights.
Finally, Ontario must pressure the fed-
eral government to change Ul eligibility
criteria so people who have paid to in-
sure against being unemployed receive
that insurance. At the same time, social
assistance needs to be reformed so that

people are no longer forced off welfare

before they are ready, thus ratcheting

down everyone’s wages and job security.
Restoring basic public services

Worker protection

Huge cuts to the Ministry of Labour have
eliminated the Ministry’s capacity to protect
working people from exploitation and un-
fair treatment by bad bosses. The cuts have
destroyed the capacity of the Ministry to
enforce such vitally important worker pro-
tection laws as the Employment Standards
Act and the Occupational Health and Safety
Act.

Community Development

In its zeal to transfer billions of dollars
in tax cuts to Ontario’s upper middle class,
the Conservative Government has with-
drawn hundreds of millions of support
funds from essential social and economic in-
frastructure. Thousands of cultural, social,
recreational and community action organi-
zations across the province have been “de-
funded.’

Measures in this year's OAB to help the poor

$200 million Fair Work Program
$25 million Wage Protection Fund

$30 million restoration of funding for the Ministry of Labour
$5 million for Workers' Rights Legal Services
A $1.00 an hour increase in the minimum wage

An affordable housing program — again

Income support

$850 million increase in Social Assistance Benefits
$140 million to end the National Child Benefit Claw-back
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These groups organize and generate the
voluntary community-based activity which
forms an essential part of Ontario’s social
fabric. They are also an important source of
potential job growth, providing important
human and community services, which

would otherwise be neglected.

Program expenditure summary

The Table 2 summarizes our program ex-
penditure plan. In each case, the expendi-
tures reported are increases relative to final
expenditure levels for fiscal year 2000-1.
Additional program and capital expendi-
tures over base expenditures will be spread
out over a two-year period, with approxi-
mately $7.6 billion in 2001-2 and approxi-
mately $3.3 billion in 2002-3.

Rebuilding Ontario's
Fiscal Capacity

Personal Income Tax

Leaving the basic rate and surtax rate
structure in place, Ontario’s personal income
tax system could raise substantial additional
revenue by adding new tax rate brackets for

very high-income individuals.

In the current system, the top marginal
tax rate is 11.16%, beginning at an income of
approximately $62,000. A package of
changes that would see a new tax rate of 12%
on income above $75,000; 13% on income
above $125,000, and 14% on income above
$250,000 would generate approximately $1.2
billion in additional revenue.

A taxpayer with a taxable income of
$100,000 would pay an additional $210 in
tax.

A taxpayer with a taxable income of
$200,000 would pay an additional $1,800.

There would be no personal income tax
increase for any taxpayer with an income be-
low $75,000. In addition, all taxpayers will
benefit from the continuation of indexing of

tax brackets and amounts.

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.

Worker protection investment

We would re-establish a $25 million wage protection fund to make sure that workers are paid
the wages they are owed. The OAB would invest $30 million to rebuild the capacity of the Ministry
of Labour to enforce Ontario's worker protection laws.

Community Development Investment

The OAB would restore $200 million in funding support for community-based social, cultural

and economic development.
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Table 2

Program Summary

Rebuilding Social Programs $ million
Health Care

Hospital Stabilization 600
Home Care Reform 600
Primary Care Reform 500
Social Assistance

Increase social assistance rates 850
End the National Child Benefit Clawback 140
Fair Work Program 200
Housing

New housing supply (15,000 units) 600
Province re-assume responsibility for housing -partially offset by property tax

reduction 900
Rental supplement for the new housing supply program 75
Increase shelter allowance to 85% market rent 210
Education

The Early Years Program and $5 a day child care 1,076
Restore real per student funding - elementary and secondary 2,400
Restore post-secondary funding 1,600
Restoring Regulatory Capacity

Environmental Protection

Restore the capacity of the Ministry of Environment 80
Restore capacity of Ministry of Natural Resources 155
Clean Water Fund 300
Protecting Working People

Restore Ministry of Labour 30
Wage Protection Fund 25
Supporting Communities

Community Economic Development 200
Transportation and Transit 330
Native Affairs 8
TOTAL 10,879

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 appro-
priate. Although it was presumably de-
signed to provide 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.

In its first budget, the Harris Govern-
ment compounded the unfairness. It re-

placed the graduated structure with a blan-

ket exemption for the first $400,000 of an-
nual payroll.

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 Canadian individuals and families, it is
also a significant competitive advantage for
Canadian business. The EHT is the only tax
levy that reflects in any way that competi-
tive advantage, and in fact covers only a frac-
tion of the cost of OHIP.

Eliminating the Harris Government’s

EHT exemption give-away and moving to a
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single rate of EHT would raise an additional
$950 million.

Tobacco taxation

In the early 1990s, the tobacco industry
persuaded the Government of Canada that
high taxes on tobacco products in Canada
were giving rise to a massive increase in to-
bacco product smuggling. According to to-
bacco industry reports, a substantial propor-
tion of the market for Canadian cigarettes
was being taken up by Canadian-manufac-
tured cigarettes exported to the United States
and smuggled back into Canada.

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

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

Itis now evident that this policy shift was
a significant mistake. Evidence is mounting
that tobacco use by young first-time smok-
ers is on the increase. The promised dramatic
reductions in smuggling activity did not ma-
terialize, and to the extent that smuggling
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has declined, the change has been attributed
to other factors.

In April 2001, acting in concert with the
Federal Government, Ontario increased its
tobacco taxes by $2.00 per carton of ciga-
rettes.

We estimate that change will increase
revenue to this province by approximately
$200 million.

Full restoration of tobacco taxation to its
pre-cut level would raise a further $760 mil-

lion.

Corporate income taxation

In each budget, the Harris Government
has created new opportunities for tax avoid-
ance by corporations. It has also reduced tax
rates for both small and large businesses, at
substantial cost to this province’s revenue
base.

The key changes are summarized in Ap-
pendix A.

Some of these changes are attached to ac-
tivities that have a positive impact on the
economy and, in some cases, on the commu-
nity at large. The issue is not “is research and
development a good thing?” Rather, the is-
sue is whether the tax system should be used
in this way to promote these activities. On
that question, the evidence is clear. The ma-
jor impact of targeted tax concessions pro-
vided by sub-national governments is to re-
duce government revenue overall. They do
not have a significant impact on real eco-
nomic activity.

We believe that Ontario’s corporate in-
come tax system should be harmonized with
the federal corporate income tax.



This would involve the elimination of all
tax-delivered concessions introduced by the
Harris Government and rolling back other
concessions that were already in the system
when the government was elected.

Not all of this tax-delivered assistance
would be completely eliminated. Certain
measures aimed at promoting the develop-
ment of Ontario-based cultural industries
would be continued as grant programs.

These changes would raise an additional
$910 million in 2001-2.

In the 1998-9, 1999-2000, and 2000-1
budgets, the Harris Government began its
shift from personal income tax reductions to
corporate tax rate cuts.

We believe that these changes moved in
exactly the wrong direction. In the recovery
from recession in Ontario and in Canada,
corporate income has fared much better than
the incomes of average families. Corporate
profits have soared to record heights, while
real median family incomes are stuck at their
late 1980s levels. We believe that it is impor-
tant for corporations to make an additional,
visible, contribution to addressing the prob-
lems in public finance in Ontario created by
the recession.

Rolling back rate cuts would generate an
additional $1 billion.

We will, of course, implement none of

the Harris budget’s new tax cuts.

Retail sales tax

In the 2000-1 budget, the Government
announced the elimination of the Retail Sales
Tax on vehicle insurance premiums and war-

ranty repairs. These changes will cost On-

tario over $400 million in lost revenue, per
year.

The revenue potential from these
changes is summarized in the following
chart.

The fiscal plan

Our fiscal plan covers a two-year period to
the end of fiscal year 2002-3. It is summa-
rized in the table below.

Our plan calls for a massive re-invest-
ment in public services — an increase of $10.9
billion in program and capital spending over
the two-year planning horizon.

The spending program is spread over
two fiscal years, with the funding for low-
income families and individuals,
homelesness, education and environmental
quality fully allocated in the first year.

Even with this increas, however, pro-
gram and capital spending will reach only
13.38% of Gross Domestic Product —substan-
tially less than the long-run trend.

The plan is financed in part through a
program of targeted tax increases, detailed
above, and in part through economic
growth. Approximately 60% of the required
revenue growth comes from tax increases;
40% from economic growth.

The critical variable in our plan is the
forecast for real economic growth.

In formulating our plan, we have used
forecasts for growth which are substantially
more conservative than those used by the
Government in the official budget presented
on May 9, 2001. Whereas the Government is

assuming a rate of growth for 2001 of 2.2%
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and for 2002 of 3.1%, our plan is based on an
assumed rate of growth of 1.6% in 2001 and
2.5% in 2002.

Based on these forecasts, we project that
our plan will result in surpluses in both 2001-
2 and 2002-3, even after allocating reserves
of $1 billion in each year.

The plan is resilient to down-side fore-
cast errors. If economic growth is at the low

end of private sector forecasts, the allocated
reserves are sufficient to avoid a deficit. If
the Government’s forecasts are correct, and
the economy does not fall into recession in
2001, the plan will generate a larger surplus.

Because our plan is based on more con-
servative economic assumptions, our plan
is more likely to meet its targets than the

Government’s.

Summary of Revenue Options for OAB 2001-2

6,000

412

5,000

Cancel RST base changes
2000-1

4,000 ~

3,000 +

$ million

2,000
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OAB Fiscal Plan Summary, 2001-2 and 2002-3

Harris 2000-
1 OAB 2001-2

Revenue 64,927 70,849
Expense
Program + capital 52,534 60,215
Public Debt Interest 8,883 8,955
Ontario Hydro 318 380
Total Expense 61,735 69,550
Reserve - 1,000
Surplus / (deficit) 3,192 299
New Spending 7,681
Revenue from new taxes
Revenue from growth
Underlying economic assumptions

2000 2001
Real Growth 5.10% 1.60%
Inflation 2.90% 2.00%

Based on average of current private sector forecasts

Ontario Alternative Budget 2001

2-year
OAB 2002-3 change
74,377 9,450
63,474
8,758
380
72,612
1,000
766
3,259 10,940
5,589
3,861
2002 2003
2.50% 3.00%
2.00% 2.00%
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Appendix A - Ontario Budget
2001-2 Commentary

The wrong priorities at the wrong time

The tax cut fixation continues — at great
cost to Ontarians

e Tax cuts are yet again the priority for the
Government in 2001-2.

* By far the largest budget change item is
$4.23 billion for tax cuts to be phased in
over the next three years. More than half
of the new tax cuts go for Corporate In-
come Tax and Capital Tax cuts

e By the time the cuts in this budget are
phased in, the revenue loss, in 2001 dol-
lars, will be nearly $16 billion annually.

e The Personal Income Tax cuts are trivial.
As aresult of the changes announced in
this budget, most taxpayers will realize
savings of less than the $200 they got in
Ernie Eves” Budget 2000 one-time tax

give-away

A risky fiscal plan

e The Government’s fiscal plan is razor
thin. It projects a $100 million surplus —
essentially zero. Although it has reduced
its forecast for growth for 2001 from 2.8%
to 2.2%, itis forecasting a major rebound
for 2002 to 3.5%. The forecasts used by
the Government continue to be relatively
optimistic. If there were a great deal of
flexibility in this budget, that would be
less of a concern. But there is very little
flexibility.

e A furtherindication of the Government’s

budget high-wire act is that on a cash
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basis, the government ran a deficit of $4.6
billion in 2000-1 and will run a further
deficit of $2.3 billion in 2001-2.

Ignoring the real issues

* The real story of this budget is the Gov-
ernment’s absolute failure to address any
of the pressing issues facing this prov-

ince.

Public infrastructure continues to deteriorate

e With Ontario’s physical infrastructure
deteriorating rapidly, the Government is
allocating less than $2 billion for capital
spending in this budget. That’s 0.4% of
Ontario’s GDP. Compare that with the
1.4% of GDP level at the beginning of the
1990s. This is the lowest capital budget
in the last 15 years.

The attack on the poor continues

* The poorest citizens of this province have
already had a cut in their purchasing
power of more than 30% since Mike
Harris was elected. Yet again, social as-
sistance rates are unchanged in this

budget.

Education system chaos will deepen

e The chaos in the school system will con-
tinue. The $13.85 billion in elementary
and secondary education funding an-
nounced over the past few weeks repre-
sents a cut, in real per student terms, of
$325 million this school year, compared
with last year. In total, since Mike Harris
was elected, total education funding has
dropped by $2.4 billion on a real per stu-



dent basis. That’s a cut of more than
$1,000 per student in “student focused
funding”.

In the only real surprise in the Budget,
the Government introduced the first
phase of an all-out atttack on public edu-
cation with a tax credit for private school
tuition. This voucher system by stealth
will be phased in over a fvie-year period,
and will reach 50% of tuition (a maxi-
mum credit of $3,500). The estimated
budgetary cost is $300 million. By com-
parison, total funding for elementary
and secondary education increased in
2001-2 from $13.59 billion to $13.85 bil-
lion — a $260 million increase. Even the
$300 million is likely an underestimate,
because the program is completely open-
ended.

The increase in funding for colleges and
universities for 2001-2 is only $130 mil-
lion, projected to grow to $293 million in
2003-4. This is less than half the $600
million that the university sector alone
set out as a minimal requirement to deal

with enrolment growth.

The needs of cities are ignored

With homelessness at unacceptably high
levels and growing, and with affordable
housing on the decline, there isn’t once
cent for housing in this budget. In fact,
the budget for the Ministry of Munici-
pal Affairs and Housing will be cut by
more than $600 million.

Ontario’s major urban areas get the back
of the Government’s hand. The total

amount in this year’s budget for public

transit is $30 million. Housing is being
ignored. Further cuts in capital funding
mean that local infrastructure will con-

tinue to crumble.

In the Government's own priority areas — less
than meets the eye.

In health, the $1.2 billion by which the
Government claims to be increasing
health spending is almost entirely due
to $1.05 billion in increased Federal Gov-
ernment funding. The Government’s
only response to Ontario’s hospital fund-
ing crisis is to make deficits illegal,
thereby guaranteeing service cuts.

Its increase in funding for the environ-
ment is a drop in the bucket compared
with what is needed to restore safety and
credibility to our sewage and water treat-
ment systems. Funding increased by
only $22 million. Capital spending actu-
ally went down by $3 million.

From voodoo economics to doofus economics

The continuing sway of tax cut religion
over the Ontario Government is the un-
derlying story of this budget.
Ontario is heading towards corporate tax
rates at half the rates in neighbouring
states and top personal tax rates lower
than comparable rates, despite the lack
of any evidence that these cuts have any
effect other than to reduce our ability to
pay for public services.

The Government continues to claim,
against the plain economic facts, that On-
tario’s economic performance is driven

by Ontario’s tax cuts, and not by the per-
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formance of the US economy. So strong
is the religion that the Minister does not
even try to explain the current economic
downturn.

In sticking to its line on tax cuts, the Gov-
ernment is holding to a view of how
Ontario’s economy develops that is
shared by no-one else.

Ontario Alternative Budget 2001

Even on its own terms, the policy
makes no sense. By starving public serv-
ices like education, health and publicin-
frastructure into a crumbling chaos, the
Government is undermining Ontario’s
key competitive assets in the new knowl-
edge-based economy.



Appendix B - Summary of Harris Business Tax Cuts Since 1995

Year and item
1996
EHT exemptions

Race Tracks Tax
Comporate Tax

1997

RST

Land Transfer Tax
Comporate Tax

1998
Comporate Tax

1999
Cormporate Tax

Gross Receipts Tax
2000
Corporate Tax

Mining Tax
Gross Receipts Tax

Description of cut

General
Small business

Filmincentive
Co-op education tax credit
Misc reductions

R & D equipment for manufacturers

Non-resident rate

Ontario Business Research Institute Tax Credit
Eliminate 5% tax on technology transfers

Ontario New Technology Tax Incentive

Ontario Computer Animation and Special Effects Tax Credit
Film incentive enrichment

Co-op education tax credit improvements

Ontario Graduate Transitions Tax Credit

Ontario Book Publishing Tax Credit

Capital Tax Deduction for R & D Expenditures
Improvements to Small Business Investment Tax Credit

Income Tax Cut for Small Business

Workplace Child Care Tax Incentive

Workplace Accessbility Tax Incentive

Interactive Digital Media Credit

Computer Animation and Special Effects Tax Credit
Sound Recording Tax Credit

Film Production Tax Incentives

Film and Televison Tax Credit Enhancement
Community Small Business Investment Fund
Commerdal & Industrial Education Property Tax Cut

Capital Tax Exemption for Small Business

Credit Union Capital Tax Exemption

Ontario Film and Television Tax Credit Enhancement
Ontario Interactive Digital Media Tax Credit Enhancement
Computer Animation and Special Effects Tax Credit Enhancer
Technology Transfer Enhancement

Innovation Tax Credit Enhancement

Coop tax credit enhancement

Ontario School Bus Safety Incentive

M & P Tax Credit for Energy Generation

Y2K Small Business Incentive

Reduction

Capital Gains Cut to 62%

Small business rate extension

Educational Technology Tax Incentive
Enhanced Film Tax Incentives

Expanded Sound Recording Tax Credit
Enhanced Book Publishing Tax Credit
Expanded Interactive Digital Media Tax Credit
R & D Super Allowance

Reduction

Phase Out

TOTAL HARRS CORPORATE ANDBUSINESS TAX CUTS

2001-2 cost

349
40
93

38
38
13
13

13

51

76

337

402
20

AN WNO

21
166

2,588
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