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Presenter
Presentation Notes
In past few months, the bargaining climate for the education sector in Ontario has become very closely connected to bargaining climate for all Ontario public sector workers.

Specific issues, such as how best to manage declining enrollment, will remain important, but since the provincial government announced a 2 year compensation freeze for all bargaining unit workers, the same cloud hangs over all Ontario public sector workers.

And, if we take the government at their word, that cloud will remain until all the way through until two years after the current agreements under the provincial discussion tables expire in two years time.  

It’s difficult to understand how a two year wage freeze will be accepted at that time when wages for other workers are rebounding and the labour market getting tighter.



Economy recovering, but growth to be slower 
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Presenter
Presentation Notes
In interest of fairness, since my friends and former colleagues from the Ministry of Finance are not here, I’m going to present some of the points that they would have made were they here:

Ontario is coming through a tough recession: not as bad as the 1990s, but the prospects for economic growth in the future also aren’t as strong.

With slower labour force growth, an aging population and limited expectations for productivity increases, Ontario’s GDP is expected to rise by 3% next year, but then slowly decline to a longer term average of about 2.5%, and about 4.5% in nominal or current dollar terms.

GDP is important because it is forms the base for revenue growth to pay for public services.



Record deficit, gradual return to balance. 
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Source: RBC Economics Provincial Fiscal Tables September 2010 (from budgets  and updates).

Ontario Budget Balance (billions)
1982/83 - 2017/18
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Presenter
Presentation Notes
The recession led to a steep decline in revenues which contributed to record deficits in Ontario.  An increase in recession-related and stimulus spending prevented a much steeper decline, but it also added to short-term deficits.

Ontario government planning to return to balanced budget in seven years: making it the same period of time it took to return to balance after the 1990 recession.

Note how rarely the Ontario government has run a surplus in the last 30 years?

The reality is that governments can operate fiscally sustainable deficits indefinitely as long as economic growth is strong enough and interest rates and the cost of public borrowing is low.

The real problem of more concern is the high level of household debts now at a record level of household income.  These have developed because of slow wage growth and high housing prices.



But deficit situation less severe than 1990s
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Presentation Notes
But instead of looking at it in current dollars, a better measure of deficits and debt is in relation to GDP, or the economic output of a jurisdiction.

This chart shows that despite having record deficits, Ontario’s fiscal situation is actually better than it was during the 1990s recession.



Growth of revenues and program spending to slow
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Presenter
Presentation Notes
Strong economic and revenue growth in recent years helped fund strong growth of program spending: a reinvestment of public services to make up for some of the cuts of the previous decade.

Education—that’s the red dashed line—also benefitted, though with growth in spending slightly below overall average in the previous five years.  

Ontario government is planning for overall program spending growth to slow dramatically: rising by only 1.9% a year after 2012/13: that’s for the period after planned compensation freezes.

Revenues—that’s the green columns—are expected to bounce back this year, flatten next year, then increase close to the increase in nominal GDP of about 5% a year through to 2017.  



Gains for public sector workers in recent years
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Presentation Notes
Strong revenue growth and a tight labour market helped deliver real wage gains for public sector workers during the past five years.

This exceeded both average public sector settlements and Ontario’s rate of inflation during this period.

The solid revenue growth also helped provide the basis for the four years of 3% wage increases in the education sector negotiated on the eve of the recession.

  



But only after a decade of losses..
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Presentation Notes
But these real wage gains for public sector workers only came after a decade of losses in real wages after the last recession.

Last chart is repeated in the 3rd set of columns here.

As you can see, average public sector wage settlements in Ontario lagged well below average private sector settlements and also behind inflation from 1991 to 2003.

By 2008, they rose slightly above inflation for the period from 1991, but that came after 16 years of real wage losses.



Public sector wages only recently recovered 
from cuts of 1990s
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Presenter
Presentation Notes
This chart shows the extent to which average public sector wage increases fell below inflation—the line represented by 100%--and below private sector settlements—the red dashed line—on a cumulative basis since the last recession.

Was 5% below 1992 real wages for considerable period during the 1990s
Only just recovered to 1992 level in 2008.

Already situation is reversing again: public sector wage settlements are starting to fall below the private sector and below rates of inflation.

Real concern is that continued austerity beyond two years will lead to another period of losses like the 1990s.

For many public sector workers, two years of wage freezes will put their real wages back down below 1992 levels again.   

Workers in the education sector are in better shape –for the next couple of years at least.



Public-private wage trends already reversing
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Presentation Notes
This chart shows average public and private wage settlements during the past two decades.

Since the spring, settlements in the private sector have exceeded those in the public sector—and that’s before the impact of the Ontario government’s proposed wage freeze was felt.




Wage bill declining share of public spending

20%

30%

40%

50%

60%

70%

19
81

19
83

19
85

19
87

19
89

19
91

19
93

19
95

19
97

19
99

20
01

20
03

20
05

20
07

Sources: Statistics Canada Survey of Employment, Earnings and Hours and Provincial Economic Accounts

Ontario Public Sector Wages and Salaries
share of provincial spending and revenues

Share of provincial current spending Share of provincial revenues"

Presenter
Presentation Notes
Despite wage increases and rising public sector employment, the overall wages and salaries of public sector workers in Ontario make up a declining share of provincial government spending.

Despite what many may believe, but public sector employment continues on a downward share of total employment.

Wages, salaries and compensation are a major share of overall public spending, but it’s a declining share. 



Wage freeze would make little difference to debt
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Presentation Notes
Our calculations show that a wage freeze would actually make very little difference to the Ontario government’s debt ratios – and wouldn’t lead to the province balancing its budget any earlier.

It’s really more of a political measure at this stage. 

Other provinces and jurisdictions have also announced wage freezes and constraints, including provinces with higher debt/GDP ratios than Ontario.

For example, New Brunswick announced a wage freeze last year, but we’ve been negotiating decent settlements there despite that.
Manitoba announced a 2 year wage freeze but there are discussions about longer term contracts with decent increases at each end.
Quebec’s Common Front agreement with public sector unions provides between 6.5% and 10.5% over five years, depending on inflation and GDP growth.

Zero plus zero hasn’t necessarily added up to zero in all cases.

There are more details and a summary of these in the Economic Climate for Bargaining publication I produce available at: 
www.cupe.ca/economics and www.cupe.ca/updir/ECB_Sept_2010.pdf 





Cost of corporate tax cuts exceeds savings from 
wage freeze
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Presenter
Presentation Notes
At the same that the provincial government is planning to freeze wages, it is proceeding with a corporate income tax cut that will cost considerably more than the wage freeze would save.

The top columns show how much a phased in wage freeze would save, while the bottom reddish column shows how much revenue the province is expected to lose from corporate tax cuts.

Net loss is shown in bright red.  Bigger loss in 2011 which helps explain why revenues almost flatline that year (slide 5)

Because of this, it is hard to be convinced that the wage freeze is being introduced for fiscal reasons to reduce the deficit.





Cuts to public spending to fund tax cuts will hurt 
the economy
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Presentation Notes
Especially at a time of still weak economic growth, these policy measures aren’t good for the economy.

Economic multipliers from independent economic firms and used by the federal government show that public sector spending provides a much stronger economic boost and creates far more jobs than tax cuts do.

Using these multipliers, we estimate that this policy choice of using public sector wage & spending cuts to finance corporate tax cuts will reduce provincial GDP by a net amount of $3.4 billion (after any stimulus from the corp tax cuts) and lead to a net loss of 20,000 jobs.

This isn’t a massive job loss, but it’s one that the people of the province can ill-afford at this time. 



Corporate tax cuts not boosting investment
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Presenter
Presentation Notes
Business groups and the government claim the corporate tax cuts will boost growth over the longer term by stimulating investment, leading to more jobs and rising productivity.

But all the corporate tax cuts have resulted in so far is rising profits and a race to the bottom.   Canadian tax rates are now well below all U.S. jurisdictions so we are mainly  just competing with ourselves on this.

Rates of investment have actually declined virtually in lock-step with falling corporate tax rates—and productivity has become stagnant.

Countries such as Ireland and Iceland that led the race to the bottom on corporate tax cuts are now economic basket cases – and in Canada, New Brunswick’s slashing of its tax rates contributed to rising deficits and electoral defeat for the Liberal government.  



Ontario program spending relatively low
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Presentation Notes
Ontario’s program spending increased in recent years, but it remains below that of most other provinces.

The province may have high deficits, but that’s not because of over-spending in any sense.



Government revenue share has plummeted
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Presentation Notes
The real problem in Canada is not on the spending side but on the revenue side.

Government revenue as a share of the economy plummeted by 4 percentage points from 44% to 40% (a decline of 10%) in the decade before the recession.

This was most pronounced at the federal level, but also happened at the provincial and local government level.

Most people don’t necessarily feel that they are taxed less because wages have been stagnant in real terms and a disproportionate share of the tax cuts have goen to upper incomes and to business.

If revenues returned to their 1997 share, they would be $70 billion higher—enough to eliminate all provincial and federal government deficits in a year.



Costs of aging are manageable
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Presentation Notes
The real underlying concern with deficits isn’t so much in the short term—its over the longer term as our population ages.

There’s been a lot of concern and even alarmism expressed about the impact of an aging population on government spending.   This was what was really behind the public debt “crisis” last spring that resulted in austerity programs, increases in the retirement age and cutbacks on pensions, centred in Europe.

But even according to the International Monetary Fund which is a major advocate of “fiscal consolidation” the impact of aging alone is expected to add 1% of GDP to public health care costs over the next 20 years.   Other factors, such as rising drug costs, are more important.   The impact of aging is also expected to add a little more than 1% to the costs of public pensions.

These aren’t trivial amounts, but they could be dealt with by restoring revenues to the share they were just ten years ago.  

CD Howe report released yesterday came to roughly similar results. 



School age population and enrolment declining
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Presentation Notes
The flip side of an aging population is a declining school age population and falling enrolment.   

Enrolment in Ontario public schools is already down by about 4% and is expected to fall by another 3% by 2012.   This means about 140,000 fewer students in 2012 than a decade earlier, with most of the decline at the elementary level.

Enrolment is expected to bottom out in the middle of this decade before recovering by 2020.

Declining enrolment is leading to major changes and disruptions in many regions.  It inevitably means slower growth in funding and of course fewer opportunities for workers in education.

Also providing potential opportunities for new uses of schools in communities.

Ideal time to introduce early learning program to make use of space, maintain and provide jobs for teachers, ECE workers and staff.   

It helps families with intense pressures of juggling work and young children and most importantly provides a high quality learning environment for young children and greater benefits in future years.




Thank you!

http://cupe.ca/economics

mf/cope491
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To sum up:

We are in a challenging economic and fiscal environment.  Governments can try to address these challenges with austerity by cutting spending, keeping wages low, cutting taxes and hoping the private sector will lead economic growth.

This approach hasn’t worked too well so far and I don’t see how it is going to work any better in the future.

Alternatively, it can invest more in public services and, in particular in improving education.  This not only delivers the services people need, but it also improves the productive capacity of the population.

We need an economic and fiscal environment that is sustainable not just for businesses, but for communities as well.   Corporate tax cuts and wage freezes won’t deliver this.

Instead we need more investments in education to increase the productive capacity of our population.  We also need to make schools into centres of learning for the whole community.   For this, we need a funding formula that recognizes a much broader definition of what education is.   That would provide a real lasting legacy for someone who could be remembered as the “Education Premier”.

http://cupe.ca/economics�
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