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diversified and trade intensity—trade as a share of GDP—increased throughout this

period.

Fig.1 - Average Annual Real GDP Growth
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The prolonged recession of the early 1990s had a profound impact on Nova Scotia’s
economy and set in motion a process of industrial restructuring that is continuing to be
felt in the province. Increased competition from low-wage producers elsewhere in the
world began to undermine the competitiveness of Nova Scotia’s resource processing
industries. Resource endowments also changed: the most notable example was the
decline in cod stocks, which led to the cod moratorium in 1992, eliminating a product
source for one of Nova Scotia’s leading commodity exports. Older industrial regions
around the province were also on the wane. Between 1990 and 1993, employment in the
province fell by 7.2 per cent and did not regain its previous peak for more than seven

years, almost twice as long as the recovery process at national level.

Employment losses were greatest in communities beyond the reach of Halifax’s
urban core—those in which resource industries were the backbone of employment. This
contributed to a steady loss of population, from rural to urban areas and from Nova Scotia
to elsewhere in Canada. Nova Scotia’s experience in industry restructuring is certainly
not unique; a similar process has been underway in most advanced economies. However,
the concentration of economic activity in these industries ensured that restructuring had a
much greater impact in Nova Scotia (and the rest of Atlantic Canada), compared to

provinces where larger urban areas provided a stabilizing influence.

Restructuring also has a positive side. Reduced seasonality and industry consolidation
increased economies of scale. A number of Nova Scotian companies embraced new
technologies and advanced manufacturing processes, emerging from the recession in an
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altered, but much improved, competitive position. Investment in a new industry—
offshore gas—also helped to bring Nova Scotia back to growth in the mid-late 1990s.
However, changes to federal programs during this period were less accommodating.
Federal subsidies continued to flow to Cape Breton until the mid 2000s to help the island
adjust to the decline and eventual closure of its coal and steel industry in 2001. Elsewhere
in Atlantic Canada, the federal government had substantially reduced its commitment to
regional development programs by the early 1990s. Other actions by the federal
government as it sought to contain its own growing deficit in the late 1990s—such as
changes to EI program (which reduced access and benefits for seasonal workers) and cuts
in provincial transfers, direct federal employment, and defence spending—reinforced this
trend. With a high dependence on federal spending, Nova Scotia’s vulnerability to these

changes was underscored during this period.

In this decade, economic restructuring has intensified and spread to other industries.
The Maritime lumber industry, for example, had benefited in the 1990s from growing US
demand and exclusion from the Softwood Lumber Agreement. By 2004, output in the
wood-products sector had begun to decline, affected by factors such as a drop in US
housing starts, competition from lower-cost producers and new products (i.e. non-wood
building products), and an appreciating Canadian dollar. Non-energy exports to the US in
key sectors such as forestry are now at a decade low. Even with the expansion of natural
gas exports, now the province’s leading export, Nova Scotia’s trade intensity ratio has
fallen back to the same level as in 1981: 0.54. In comparison, Canada’s international

trade intensity, which was on a par with Nova Scotia’s in 1981, has risen to 0.67.

Fig. 2 - Nova Scotia Merchandise Exports by

Commodity
% of total
100% -

90% 1 m Other

80% -
O Plastics
70% 4

60% - B Machinery/Aerospace

9 4
50% O Fish/Process Food
40% -
O Rubber
30% -

20% - B Forest Products

% -
10% B Energy

0% +

1990 2000 2008
($2.4bn) ($5.2bn) ($5.8bn) Source: Strategis — Trade Data




84 EcoNnoMiCc ADVISORS’ REPORT—NOVEMBER 2009

Similar pressures have slowed the flow of foreign investment to the province. The
number of foreign firms establishing new (greenfield) operations in Atlantic Canada has
dropped since 2000, with the exception of several financial services firms that established
back-office operations in Halifax in late 2006 and 2007. There have also been a number
of disinvestments by foreign firms with manufacturers (e.g., Trentonworks) and several
call centres closing their operations. Call centres accounted for 30 per cent of Nova
Scotia’s net employment growth in services between 2000 and 2006, with many firms
attracted to the province by the availability of provincial labour subsidies. However, the
industry is now in decline across North America as lower-cost competitors have emerged
in other English-speaking countries and as on-line support has replaced telephone-based
services. With tight margins generally across this industry, and few stranded assets, firms
have been quick to shift their operations elsewhere: employment has fallen by at least 20

per cent since its peak in 2006.

Fig. 3 - Employment Growth in Goods and Services
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Certainly not all shifts in economic structure have been negative for Nova Scotia. The
service sector has grown steadily and now accounts for 76 per cent of GDP and over 80
per cent of employment. Government’s share of employment in the services is about 30
per cent, while the balance reflects a range of services to business and consumers.
Defence services are particularly important to the province, with 12 per cent of all
Canada’s military personnel—19,000 in total—employed in Nova Scotia. Defence
spending is also a catalyst for growth in other sectors such as advanced manufacturing

(aerospace and shipbuilding), as well as marine and transportation services.
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Fig. 4 - Employment Growth in Nova Scotia
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Nova Scotia also has a small but growing share of activity in some high-knowledge,
high-value-added goods and services, including plastics and electronic equipment,
biomedical equipment and services, and telecommunications and computer system
design. The common factor behind the success of individual firms in these diverse fields
is their capacity for innovation, both in their use and development of new technologies
and the ongoing investment in the skills of their workers. For the most part, however,
individual firm success has not triggered the development of broader industry clusters in
which the interconnectedness of firms might fuel further firm/product specialization and
growth. As a result, Nova Scotia’s share of activity in high-knowledge industries is well
below par, and most of the employment growth in this decade has taken place in lower-

value-added, and hence lower-wage, services.

What have been the implications of these trends for Nova Scotia’s economy? Two
decades of continuous restructuring in major industries compounded by recent losses in
other sectors have certainly taken a toll on the province’s economy. Over the last two
decades, labour productivity per worker has strengthened against the Canadian average,
in part due to reduced seasonality (i.e., an increase in hours worked). However, labour
productivity per hour worked has not appreciably improved. That ratio has remained well

below the Canadian average, currently at 0.84.
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Fig. 5 - Labour Productivity (Real GDP per Hour Work
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As the discussion has revealed, Nova Scotia’s productivity gap reflects a broad range
of factors, including lower levels of investment in structures, machinery and equipment,
and human capital, and an industry mix that includes a high proportion of small firms and
low-value-added products as well as limited capacity for innovation. The consequences
of this for the average Nova Scotian are evident: weekly earnings have remained well
below the national average, although this varies considerably across occupations and
industries. When such results are coupled with sluggish growth and limited employment
opportunities, it is hardly surprising that there has been a sustained outmigration over the

past two decades, particularly of young Nova Scotians.

In anticipating how Nova Scotia’s economy might continue to evolve over the next
few years, there are a number of considerations to which one might wish to pay particular
attention. The first of these is the growing importance of urbanization. Even though Nova
Scotia is still one of the most rural provinces in Canada, it is steadily urbanizing, with
population concentrating around metropolitan Halifax. The city currently encompasses 42
per cent of the province’s population and 46 per cent of its labour force, although its
reach extends well beyond this. Approximately 60 per cent of the province’s population

lives within a one-hour drive of the city boundaries.



SHAPING A PATH 87

Fig. 6 - Net Domestic Migration, Nova Scotia
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Halifax is drawing population not only from rural Nova Scotia but also from other
provinces, particularly the rest of Atlantic Canada. It has the largest immigrant
concentration in Atlantic Canada and a rapidly increasing 55+ age group attracted to
health, cultural, and recreational services. Even though employment growth has slowed
overall since 2004, professional and business services have continued to expand,
reflecting the leverage Halifax now exerts not only in Nova Scotia but also in Atlantic
Canada. Up until now, it has been Canada’s largest cities that have benefited most from
growth. But high costs and other constraints may now temper that trend and leave room

for second-tier cities to grow faster.

Fig.7 - Population Shifts Within Province
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A second consideration is the rapidly aging population and its impact on the labour
force. The drop in the birth rate and steady outmigration of young people are already
having a big impact on the demographic profile of Nova Scotia. This year, the number of
young people coming into the labour force (the 15-24 age group) is projected to be just
slightly below the number of baby boomers moving to retirement (the 55-64 age group).
However, looking ahead, the gap widens quickly and will certainly exacerbate labour
shortages already in evidence in some occupations and industries. On the upside, the
retirement of a large cohort of baby boomers is leaving plenty of room for young people
to enter the workforce, even in a slow-growing economy. Employers are also much more
likely to accommodate older workers than in the past. The downside for employers is the
upward pressure on wages, and the increasing costs and inefficiencies associated with
lengthy recruitment processes and unfilled positions. APEC surveys, and indeed the
discussion that took place at the focus groups held in conjunction with this panel confirm
that labour scarcity and skills shortages are now a dominant concern of business and

indeed all employers.”’

Fig. 8 - Aging Population and Impact on
Labour Supply
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A final consideration is the growing importance of human capital to the evolution of
Nova Scotia’s economy. If innovation is the principal source of productivity growth,
either through the development of new products and services or through the use of new
technologies, then it is the skills and competencies of individual workers that will
enhance or hold back that process of innovation. Nova Scotia does reasonably well in

providing access to post-secondary education for young people, either through

29. See, for example, David Chaundy, “Corporate leaders are optimistic, despite increasing
competitive pressures,” Progress (September 2008).
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universities or through the expansion currently underway in its community college
system. Even with the outmigration of many university and college graduates to faster-
growing parts of Canada, the proportion of the labour force with advanced credentials is
steadily expanding. However, Nova Scotian firms rank low in their commitment to
training. In addition, many individuals lack the basic skills or credentials to undertake
further training. The consequence of this is significant for the province: an estimated 38
per cent of Nova Scotia’s population has prose literacy below level 3, the minimum level
deemed necessary to cope with the increasing demands of the knowledge and information
economy. ™

Fig. 9 - Labour Force Aged 25 -44 by Highest
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Meeting the Challenges

What steps can this government take to address the challenges that have been identified
in this narrative? The suggestions that follow take into account internal and external
constraints such as Nova Scotia’s fiscal position and the continued uncertainty in the US
and global economy as well as recognizing that Nova Scotia has limited policy autonomy
in many key areas central to its economic future. However, even within these limitations,
there is room for policy experimentation and novel approaches, either to improve
outcomes within an existing framework or to expand in some new areas.

30. International Adult Literacy and Skills Survey, 2003.
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1. Committing to growth

The overarching requirement is for government to embrace a strategic focus that
coalesces its policies and programs around the dual objectives of increasing growth and
productivity. The interpretation that has been offered in this paper points to the
consequences of two decades of slow growth and limited productivity improvements in
terms of low incomes, poor returns to capital, and weak employment growth. Unless this
situation can be arrested, Nova Scotia runs the risk of slipping further behind other
provinces, making it even more difficult for the province to recover from its current fiscal

challenges or provide an environment which might attract new investment and people.”'

There are many ways in which this commitment could be developed and
implemented across government departments and agencies. Selective program elements
could include initiatives such as easing the regulatory burden and improving regulatory
effectiveness for a priority industry; trade promotion to a new market; or the adoption of
a broader innovation strategy that focuses on science and technology enhancement across
the economy. The choice of programs should target the potential for the largest gains,
with an eye to both immediate and longer-term challenges. Whatever mix of initiatives is
chosen, this has to be led by the premier, with clear targets in terms of measurable goals

and objectives and a fully accountable reporting mechanism.

What are the advantages of placing this at the forefront of government’s agenda? It
clearly communicates to the public that the status quo is not sustainable and helps to
build support for program reform. Most importantly, it imposes a discipline on
government spending against the inevitable pressures that fall on cabinet to provide
compensation or short-term assistance, particularly if accompanied by a program review
exercise, as laid out by fellow panel member Donald Savoie in his paper “Reviewing the
Expenditure Budget: Lessons Learned.” The establishment of priorities also helps others
to understand the government’s agenda, notably the federal government, which can be
expected to be a strong supporter of efforts to improve productivity.

A key element of the growth commitment should be the recognition that Halifax will
continue to strengthen its position within the provincial economy and that the prospects
for Nova Scotia are now inextricably linked to the success of its largest urban area. What
strategies could be adopted to ensure that Halifax maximizes its potential? Given the
ongoing trend toward urbanization, this could be more a matter of “do no harm.”

31. Stronger growth clearly confers fiscal benefits: a one- percentage-point increase in nominal GDP is
estimated to increase provincial own-source revenues in Nova Scotia by $53 million.
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However, the province could use its influence to encourage municipalities to adopt a

more efficient and less distortionary property-tax system.

In the adoption of this growth commitment, there are clearly implications for existing
government programs aimed at attracting or retaining industry. Productivity growth
should clearly take priority over job creation. It is increasingly evident that job creation
focusing on recruiting employers attracted to Nova Scotia’s low-cost advantage confers
limited long-term benefits either in terms of income growth or spin-off to other sectors.
Jobs all too frequently disappear as labour subsidies run out and cost-sensitive employers
move on to the next low-cost jurisdiction. Well-intentioned efforts to spread jobs around
the province can also limit the capacity to build synergies amongst firms. However,
redirecting incentives towards productivity enhancement, such as investment in new
technologies or skills development, can be a hard sell for government, as it may
consolidate support in successful firms (or regions) and offer limited benefits in terms of

new job growth.

Similar complications arise with respect to the sectors where productivity gains might
be greatest. Manufacturing and resource firms in Nova Scotia already benefit from a
federal (Atlantic) investment tax credit that places Nova Scotia’s marginal effective tax
rates on capital among the lowest among Canadian provinces. A new provincial
manufacturing and processing investment credit will confer additional benefits, effective
January 2010. Can the focus on the manufacturing sector be justified in terms of long-
term growth potential and productivity gains? The province could benefit more from
reaching a broader group of firms, either through raising the small-business threshold in

line with (most) other provinces or speeding up the commitment to reduce capital taxes.

In resolving these issues, it is essential to build partnerships within and outside
government. Provincial economic development agencies in particular have to be solidly
behind the growth commitment, and that might require new approaches to improve
coordination and reduce overlap. The need for an improved partnership also extends to
the federal government, as well as to business and labour. One mechanism worthy of
investigation is the Strategic Partnership Council in Newfoundland and Labrador, which
includes equal representation from the provincial government, labour, and business and
has been effective on building support for new initiatives that focus on the economic

development of that province.
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2. Building human capital

The generally high level of educational qualifications in Nova Scotia should not negate
the importance of continuing to develop the province’s human capital to strengthen

productivity performance, and there are two areas particularly deserving of attention:

Literacy

Better literacy skills confer benefits on individuals by enhancing employment and
earnings and thus helping to reduce inequality in the labour force. Improved literacy also
strengthens the ability of firms to adopt new technologies, contributing to enhanced
productivity. The province is well aware that the quality of Nova Scotia’s future labour
supply will depend in large part on the skills of its young people and has taken steps over
a number of years to improve educational outcomes across all school boards and to
reduce the number of high school drop-outs.

However, the province faces an unmet challenge on adult literacy. There are 27,000
Nova Scotians in the 25-44 age group who have not completed high school, and there are
many others who have crossed this threshold, yet nevertheless lack essential core
competencies. These are individuals who can face significant roadblocks to acquiring
new skills, particularly where they lose their jobs due to industrial restructuring. There is
no consistent approach to deliver programs to this group; school boards spend a tiny
fraction of their budgets—Iess than 1 per cent—on adult literacy, and although there are
many community-based literacy programs across the province, these cover only a fraction
of the needs within this group.

There is clear evidence to suggest that the net benefits to the economy from literacy
training are considerable. One Canadian study estimates that improving literacy results in
a significant improvement in GDP, with net benefits exceeding costs by a factor of six
over a ten-year period.”> Basic adult education should be a top priority for the province, a
way to improve equity as well as increasing labour force participation and the mobility of
workers within the labour force. Furthermore, there may be scope to direct resources to

new programs in this area under the transfer of federal training funds to the province.

Universities

Nova Scotia is in a unique position among Canadian provinces. For a province with a
population of under a million, it has a large number of universities—11 in total—and the

highest concentration of undergraduate enrolment in Canada. Nova Scotia has clearly

32. S. Murray et al., Addressing Canada’s Literacy Challenges: A Cost/Benefit Analysis (DataAngel
Policy Research, 2009).
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benefited from the presence of universities around the province, well beyond their
principal contribution of providing new graduates. Universities are centres for innovation,
bringing highly qualified staff and new ideas to the communities in which they are
placed. They also provide an important platform for industry, through research

partnerships, commercialization, and technology transfer.

Funding for Nova Scotia’s universities has increased rapidly in the last two years,
largely due to a three-year agreement established in 2008 that provides additional
resources in lieu of tuition increases to allow fees in Nova Scotia to converge to the
national average. Nova Scotia students also receive a tuition bursary. However, these
funding increases are occurring at a time when university enrolment is dropping due in
large part to the decline in the 15-19 age group. Enrolment peaked at just over 44,000 in
2004-05 and had fallen to 41,700 in 2008—09. Although the recession has temporarily
arrested the decline this year, enrolment could drop to 37,000 by 2014-15.%° To date,
there has not been any significant rationalization of university programs or facilities in
the province.

The rapid increase in funding at a time when enrolments have dropped and provincial
budgets are constrained points to the need to open up discussion on the relationship
between the province and the universities. This relationship is a complex one, and
certainly one does not want to undermine the capacity of the province’s universities to be
leaders in the economic transformation of the province. However, within the framework
of the current agreement, the province could take a more directional role in ensuring that
program planning meets provincial development goals, improving outcomes in terms of
number of graduates and qualifications, strengthening the links between university and
industry, coordinating program delivery with colleges and other PSE providers, and

containing costs.

3. Improving the business climate

It is often assumed that tax competitiveness is the dominant concern of business when it
comes to location decisions. In this regard, the tax review currently underway in the
province is a useful exercise if for no other reason than to ensure that Nova Scotia is not

an outlier, particularly with respect to taxes on investment.**

33. Preliminary data for 2009—10 indicate a 1.5 per cent increase in full-time undergraduate enrolment
at Nova Scotia universities. In Canada, full-time undergraduate enrolment is up by 4.1 per cent. Enrolment
projections are based on the trend for 2004—05 to 2008—09.

34. For discussion on the link between lower corporate income taxes and growth, see Gareth D. Myles,
Economic Growth and the Role of Taxation: Disaggregated Data. (OECD: Economics Department
Working Papers No. 715, June 2009).
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However, other factors that could have a greater influence on business investment
include the availability of infrastructure. Improving the regional transportation system is
particularly important, given the need to move goods (and people) considerable distances
between Nova Scotia and markets around the world. Although there are typically cost
advantages for marine shippers, thin transportation corridors in most other modes push up
costs. From this perspective, it is essential that the Gateway strategy move quickly on
priorities to reduce shipping costs and transit times, thus improving productivity across

the transportation system.

The regulatory environment also has a direct bearing on business costs. The cost of
compliance has been growing as governments seek to meet the needs for increased
regulatory protection in areas such as health and safety, environment, and labour
standards. This places a greater urgency on improving regulatory effectiveness.
Significant benefits on this front could come from greater harmonization of the regulatory
regime within Atlantic Canada (or between neighbouring provinces), allowing business
access to a larger market at a lower cost. Harmonization through initiatives such as single
business registry, common labour standards, full transferability and standardization of
apprenticeship programs, and common security regulations could also set the stage for a

more comprehensive approach to eliminate barriers to internal trade within the region.

It is appropriate to conclude this paper by returning to the central theme—the need to
build a stronger foundation for growth and prosperity in Nova Scotia. We have moved
well beyond the era when Canada’s poorer regions could expect preferential treatment
from the federal government as protection against the adverse effects of economic
change. A new era has emerged in which provinces are required to take greater control
over their own destiny. This means that Nova Scotia must adopt a much more disciplined
and strategic approach in order to take advantage of the opportunities now emerging in
the global economy. The success of this government will be determined by its willingness

to make the tough policy choices that can move us along this path.





