Private Sector Investment
in Atlantic Canada

David Murrell, PhD,

University of New Brunswick

Jackson Doughart, MA,

Atlantic Institute for Market Studies

Halifax, Nova Scotia,

November 2016



S

The Atlantic Institute for Market Studies (AIMS)

AIMS is a Canadian non-profit, non-partisan think tank that provides a distinctive Atlantic Canadian
perspective on economic, political, and social issues. The Institute sets the benchmark on public policy
by drawing together the most innovative thinking available from some of the world’s foremost experts
and applying that thinking to the challenges facing Canadians.

AIMS was incorporated as a non-profit corporation under Part II of the Canada Corporations Act and
was granted charitable registration by Revenue Canada as of 3 October 1994. It received US charitable
recognition under 501(c) (3), effective the same date.

287 Lacewood Drive, Suite 204,
Halifax, Nova Scotia, Canada B3M 3Y7

Telephone: (902) 429-1143
L aims@AIMS.ca B 1 facebook.com/AtlanticInstitute CA | ) @aims_ca

@ www.AIMS.ca Linked[[]] /company/atlantic-institute-for-market-studies

Board of Directors
Chairman: John Risley
Former Chairman: John E Irving
President and CEO: Marco Navarro-Génie
Vice-Chair: Laura Araneda (New Brunswick)
Vice-Chair: Leo Power (Newfoundland and Labrador)
Secretary: Fae Shaw
Treasurer: Doug Hall
Directors: Paul Antle, Lee Bragg, Robert Campbell, Stephen Emmerson, Richard Florizone,
Nelson Hagerman, Mary Keith, Dennice Leahey, Scott McCain, Todd McDonald,
Jonathan Meretsky, Don Mills, Andrew Oland, Bob Owens, Peter Woodward.

Advisory Council

George Bishop, Angus Bruneau, George Cooper, Ivan Duvar, Peter Godsoe, James Gogan,

Frederick Hyndman, Bernard Imbeault, Phillip Knoll, Colin Latham, Norman Miller, James Moir, Jr.,
Gerald L. Pond, Allan C. Shaw, Joseph Shannon.

Board of Research Advisors
Advisors: Tan R. Brodie, Charles Colgan, J. Colin Dodds, Morley Gunderson, Doug May,
Jim McNiven, Robert Mundell.

The author(s) of this document worked independently, and is solely responsible for the views presented here. The opinions
are not necessarily those of the Atlantic Institute for Market Studies, its directors or supporters or of other organizations with
which the author(s) may be affiliated. Any errors or omissions remain the responsibility of the author(s).


mailto:aims%40aims.ca?subject=
https://www.facebook.com/AtlanticInstituteforMarketStudies?ref=hl
https://twitter.com/search?q=aims.ca
http://www.aims.ca/
https://www.linkedin.com/company/atlantic-institute-for-market-studies

Private Sector Investment
in Atlantic Canada

By David Murrell, PhD,

University of New Brunswick

and Jackson Doughart, MA,

Atlantic Institute for Market Studies

Table of Contents

Executive Summary

Introduction

Section I: Investment Spending in Atlantic Canada Since 2006-2007

Section Il: Investment Expenditures in Atlantic Canada, 2006-2007 to 2015-2016
Section IlI: Provincial Government Statements Concerning Investment

Section IV: Conclusions and Recommendations

Appendix

Bibliography

Endnotes

Halifax, Nova Scotia,

November 2016

17

20

23

25

27



About the Authors

David Murrell, PhD, is an Honorary Research Professor at the
University of New Brunswick at Fredericton. He had taught public
finance and regional economic development and policy there. He has
published widely on the economy of Atlantic Canada, including articles
in Canadian Public Policy and the Canadian Journal of Regional Science.
In addition, he is a member of the advisory board of the Canadian
Journal of Regional Science and former editor of the Atlantic Canada
Association Papers and Proceedings.

Jackson Doughart, MA, is a policy analyst at the Atlantic Institute
for Market Studies.

Executive Summary

This study analyzes the change in per capita real investment, by province
and region in Canada, from two years before the Great Recession to
the present. When looking at Canada as a whole during the post-
recession recovery, we see that spending on real business investment
— particularly machinery, equipment and intellectual property products
— has been weak, despite strong spending on energy-related projects
over the 11-year period that we examined. Strong spending on housing
and government infrastructure has served to mask weak capital outlay
by businesses.

The paper makes five points regarding investment trends in Atlantic
Canada during this period:

1. The Maritimes have recorded the weakest performances in real per
capita business spending in Canada. Total per person real outlay fell
from $4,844 in 2006-2007 to only $3,377 in 2015-2016, a worrisome
30 per cent decline. The Maritimes’ public infrastructure spending
has remained roughly constant. Meanwhile, real business machinery
and equipment expenditures have fallen by 35 per cent, and real
business non-residential spending has fallen by 55 per cent.
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2. Investment in Newfoundland and Labrador has soared dramatically
since 2006-2007, tripling from $5,181 to $15,430 per capita. Much
of this strong increase comes from public sector capital outlay (an
increase of more than 400 per cent) and business non-residential
spending (an increase of more than 200 per cent). However, increased
public spending has now wrought negative consequences for the
province’s debt and deficit situation.

3. The Maritimes’ poor business investment picture can be attributed in
part to bad public policies. Governments have raised taxes, registered
increasing provincial government debt and halted lucrative shale gas
development.

4. The sharp decline in business investment spending points to slower
economic growth, over the medium and long term, for the Maritimes.

TABLE A

Per Capita Investment Expenditures* by Province/Region,
2006-2007 to 2015-2016 (in 2007 $CAD)

Column 1 Column 2 Column 3
Province/Region 2006-2007 Average 2015-2016 Average Per cent Change
Newfoundland and Labrador 5,181 15,430 197.8
Prince Edward Island 4,150 3,252 -21.6
Nova Scotia 4,489 3,215 -28.4
New Brunswick 5,419 3,604 -33.5
The Maritimes 4,844 3,377 -30.3
Atlantic Canada 4,918 6,058 23.2
Quebec 4,248 3,511 -17.3
Ontario 4,839 4,310 -11.0
Western Canada 9,872 8,911 -9.7
Canada 6,282 5,696 -9.3

* Investment excludes (1) housing investment, (2) intellectual products investment, and (3) inventory investment.
Source: Data calculated by the authors.
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Introduction

Canadian provincial economies are largely driven by exports from natural resources,
secondary manufacturing and commercial services. Capital is a key factor in the
production of exports, making current business investment spending and intentions a
leading indicator of export demand.’ Greater capital investment increases the capacity
of an economy to produce goods and create employment opportunities for residents.
By increasing its capital per worker rate, a jurisdiction improves labour productivity,
and will consequently realize higher wages.? As such, trends in investment are a
strong signal of economic progress and health and, therefore, an important avenue
for academic investigation.

A province’s exports — whether to other provinces or to international destinations —
are the main driver of economic growth. However, as a province’s exports develop,
additional spin-off activity (e.g., indirect jobs) takes place in the form of expanded
retail trade, housing, other local commercial services and local government services.
In the jargon of regional economics, these latter sectors are residentiary industries.
It is important when measuring capital spending to include both export investment
and spin-off investment. Exports drive economic growth, but indirect spin-off activity
is included as part of real GDP growth. This point is particularly true for Canada’s
Atlantic region, where stagnant population growth over the past 10 years has limited
significant residentiary industry development.

In Atlantic Canada, provincial governments operate economic development programs
to attract investment. The federal government also dedicates various federal agencies
across Canada’s many regions, including the Atlantic Canada Opportunities Agency,
that are designed to facilitate business innovation and spur greater capital for the
economy. Unfortunately, the injection of government monies into regional projects
does not always have the intended stimulating effect. When subsidies for a given
program dry up, private actors will not necessarily offset the drop in public funds
with private dollars, and some projects that are supported by well-intentioned
government investments die once public funding ends. In addition, state subsidy
comes with various other costs, including political meddling, making it inferior
to private spending as a means of affecting economic growth. Taxpayers supply
government funds, which necessitates taking additional money out of the economy
to make subsidies possible. This diverts spending from other services or from repaying
public debt. It also distorts the market by supporting business that would not be
viable absent state intervention, contributing to unreliable forecasts for business
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opportunity. When one aims to research investment trends, it is therefore important
to sequester public from private spending and to stress the centrality of private
investment to robust economic development.

Despite the stress on investment as a major component for healthy economic growth,
there has been little commentary since the beginning of the 2008-2009 recession on
lagging business investment in Canada. Aside from the authors cited above, business
commentary may mention fledgling investment numbers, but mostly in passing. The
discussion of Canada’s economy lacks a vital grounding in these investment figures,
showing a beleaguered national recovery from the 2008-2009 economic crisis.

There are some exceptions in economic commentary, mostly concerning decreased
spending levels from energy producers.? The Conference Board of Canada, for
example, notes, “Business investment will see a third consecutive year of decline, led
by large cuts in the energy sector.”* The National Bank says that given the energy
price shock, “much of the initial drag on growth came via investment, which suffered
a precipitous drop last year.”®> Jean Boivin, former deputy governor of the Bank of
Canada, said in a 2016 speech,

[Tlhe slow recovery of investment in this cycle is particularly surprising in
light of relatively favourable financial conditions: interest rates remain low
and the exchange rate facilitates imports of machinery and equipment.®

Although there has been a smattering of commentary at the national level on the
sagging investment picture, the decline in business spending has not captured the
public’'s attention. Moreover, if the weakness of Canada’s capital spending has taken
place mostly unnoticed, the discussion of the investment situation in the Atlantic
region has been even scarcer.

This paper helps to offset this dearth in information by analyzing business investment
in Canada from 2006-2007 to 2015-2016, with a particular focus on private sector
investment and the Atlantic region.

From the paper’s accounting exercise, we reach three conclusions:

1.Since 2006-2007, the Maritime Provinces have recorded the weakest performance
in real per capita business spending in the country. The total per capita real
outlay (business and government) fell from $4,844 in 2006-2007 to only $3,377
in 2015-2016, a worrisome 30 per cent decline. Since 2006-2007, the Maritimes’
public infrastructure spending has remained roughly constant at a 1 per cent
annual increase. Meanwhile, real per person business machinery and equipment
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expenditures fell by 35 per cent and real per person business non-residential
spending fell by 55 per cent.

2. Over the same period, real per capita investment in Newfoundland and
Labrador soared dramatically, tripling from $5,181 to $15,430. Much of this
strong increase came from public sector capital outlay (a more than 400 per
cent increase) and business non-residential spending (a more than 200 per
cent increase). These figures are significant because total business investment
spending decreased elsewhere in Canada. Compared with the Maritimes,
Newfoundland and Labrador’s binge of government spending deserves special
mention, since these huge increases bear implications for the province’s current
debt and deficit situation.

3. Finance ministers in the Maritimes have made no acknowledgment of weak
business investment. Meanwhile, their counterparts in Newfoundland and
Labrador have pointed to the dramatic surge in capital spending as a source
of provincial economic growth. As of the most recent budget speech, however,
the province had to acknowledge a public finance calamity in the wake of
collapsed oil prices. The province’s situation triggered numerous tax increases,
jeopardized the viability of social programs and the large civil service, and made
probable a return of Newfoundland and Labrador to have-not status within the
structure of fiscal federalism.

Section 1 describes investment spending at the national level since 2006-2007. Section
2 does the same for the four Atlantic Provinces against a backdrop of corresponding
outlay in other provinces. Section 3 surveys statements from finance ministries in
Atlantic Canada about business investment expenditures in their respective provinces.
Section 4 ties the conclusions of the paper to various policy trends in the four Atlantic
Provinces and recommends a change-of-course economic policy that would help to
reverse the worrisome tide of business withdrawal from the region.

We offer two comments as to the data used. First, unless noted as “current dollars,”
all numbers cited in this paper are described in constant dollars, i.e., adjusted for
inflation, for the purpose of comparison. Second, mention of two consecutive years
in the style of “2006-2007" refers to the average for the two years in question.
Throughout most of the paper, we report per cent changes from one two-year period
(2006-2007) to the most recent two-year period (2015-2016). We do this to minimize
volatile year-to-year jumps in the data.
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Section |

Investment Spending in Canada since 2006-2007

Investment Spending in Canada
2006-2007 to 2015-2016 (in 2007 $CAD billions)

Column 1 Column 2 Column 3 Column 4 Column 5 Column 6

Total Capital Residential Non-Residential Machinery/ Intellectual Property  Government

Year Spending Structures Structures Equipment Production Spending
2006 356,905 107,087 79,886 77,865 34,262 55,382
2007 368,210 110,676 81,727 80,209 34,860 59,078
2008 374,198 105,084 88,141 80,278 36,048 61,898
2009 331,663 98,234 71,067 63,263 29,671 67,808
2010 370,062 106,442 83,368 69,814 32,752 75,506
2011 387,224 108,182 96,639 75,721 34,632 69,753
2012 406,154 114,244 108,614 77,793 34,655 67,686
2013 404,308 113,829 117,051 72,613 32,851 63,439
2014 407,327 116,638 116,558 73,317 31,458 64,798
2015 389,508 121,085 99,374 71,572 27,683 66,296

Source: Statistics Canada, CANSIM Table #380-8064 Historical Releases of Gross Domestic Product,
Expenditure-based, Annual (millions of dollars).
Aggregate capital spending in Canada has increased more or less steadily from 2006
to 2015 (see Column 1). This steady, though slow, increase perhaps explains how
capital outlay, sluggish as it has been, receives so little public commentary.

The rise in total capital spending comes from two main sources. First, Canada’s
buoyant housing market has remained strong (see Column 2). New residential
spending rose from approximately $107-billion in 2006 to approximately $121-billion
in 2015. Second, government investment spending has also been strong — spurred
in part by the federal government’s deficit-financed stimulus program (Canada’s
Economic Action Plan). This component consists mostly of public spending on new
and renovated schools, hospitals, parks, roads and government buildings. As one can
see in Column 6, real government capital spending increased sharply between 2006
($55-billion) and 2010 ($75.5-billion). Since 2011, public investment expenditures
have hovered in the $63.5-billion to $67.5-billion range.

Whereas housing and government outlay has remained strong, the same cannot be
said about the three components of business capital spending (see Columns 3 to 5).
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It is true that the sharp drop in energy prices can explain much of the decline since
mid-2014, and yet much of the decline in spending started before 2014. Capital
outlay in machinery and equipment, for example, was slightly more than $80-billion
in 2007 and 2008, but it has since declined, averaging about $71.5-billion in 2015.
Spending on intellectual property products (e.g., software, research and development,
literary and artistic development) has declined from more than $34.5-billion (from
2006-2007 to 2011-2012) to only $27.5-billion in 2015. Real expenditures on non-
residential structures, such as buildings and mines, did increase steadily from 2006
to 2014 but then fell in 2015.

TABLE 2

Per Capita Investment in Canada

2006-2007 to 2015-2016 (in 2007 $CAD)

Row Variable Name 2006-2007 2015-2016 Per cent

Average Average Change

Row 1 Business non-residential structures* 2,150.97 2,087.59 -2.95

Row 2 Business machinery equipment** 2,561.51 1,748.67 -31.73
Sub-total (Rows 1-2) 4,712.48 3,836.26 - 18.59

Row 3 Government investment* 1,569.24 1,859.52 + 18.50
Sub-total (Rows 1-3) 6,281.72 5,695.78 -9.33

Row 4 Housing (national accounts)** 3,322.73 3,423.87 + 3.04

Row 5 Intellectual Property (national accounts)** 1,051.47 751.31 - 28.55
Total (Rows 1-5) 10,655.92 9,870.96 -7.37

* The authors calculated the data. Spending estimates are from Capital and Repair Expenditures
(CANSIM Table #029-0005). Data are in per capita constant dollars.
** The authors calculated the data. Spending estimates are from the National Accounts (CANSIM Table
# 380-0084). Data are in per capita dollars, deflated.
Table 1 shows that household and government investment has remained strong.
However, business investment has been weak, and much of this weakness took
place before the sharp fall in energy prices. Table 1 uses National Accounts statistics,
with data available up to 2015. Table 2 shows investment intentions data for three
available components, which includes 2016. The data are in per capita terms. In Table
2, we average the 2015 and 2016 years and compare these averages with 2006 and
2007, the years before the Great Recession. Table 2 tells a story similar to that of
Table 1. Per capita real business investment has fallen since the pre-recession years,
and the decline has been particularly acute in machinery and equipment, as well as in
intellectual property products (Rows 2 and 5 in Table 2). Business spending on non-
residential structures has fallen slightly, and government and residential investments,
in contrast, have risen since 2006-2007.
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Section Il

Investment Expenditures in Atlantic Canada,
2006-2007 to 2015-2016

The change in per capita investment spending in Atlantic Canada is best illustrated
in contrast with the same trends throughout the rest of the country. This section
takes current dollar data from Statistics Canada’s public and private investment
survey’ and deflates them for expression in per person terms, akin to those of Table
2 above. We are essentially extrapolating, by province and/or region as relevant to
the paper, the data presented in Rows 1 to 3 of Table 2. We use the term “total
real investment” to mean the sum of government, business non-resident, business
machinery and equipment outlay. We omit residential housing data and intellectual
property spending because these sectors are not included in the Statistics Canada
survey.

TABLE 3

Per Capita Investment Expenditures* by Province/Region
2006-2007 to 2015-2016 (in 2007 $CAD)

Column 1 Column 2 Column 3
Province/Region 2006-2007 Average 2015-2016 Average Per cent Change
Newfoundland and Labrador 5,181 15,430 197.8
Prince Edward Island 4,150 3,252 -21.6
Nova Scotia 4,489 3,215 -28.4
New Brunswick 5,419 3,604 -33.5
The Maritimes 4,844 3,377 -30.3
Atlantic Canada 4,918 6,058 23.2
Quebec 4,248 3,511 -17.3
Ontario 4,839 4,310 -11.0
Western Canada 9,872 8,911 -9.7
Canada 6,282 5,696 -9.3

* Investment excludes (1) housing investment, (2) intellectual products investment, and (3) inventory
investment. Source: Data calculated by the authors.

Table 3 shows the provincial breakdown for total per capita investment since
2006-2007. Total real per capita national investment in Canada (i.e., business non-
residential, machinery and equipment plus government investment) declined by 9.3
per cent from immediately before the Great Recession to 2015-2016. The decline for
Western Canada, 9.7 per cent, roughly equals the decline for the country.

AEMS



The corresponding per cent decrease for Ontario was slightly worse, at 11 per cent,
and Quebec’s worse still, at slightly over 17 per cent. However, the drop for the three
Maritime Provinces is precipitous, at over 30 per cent — 21.5 in Prince Edward Island,
28.5 in Nova Scotia and 33.5 in New Brunswick.

Media commentary on business investment has focused on the investment cutbacks
by large energy-producing firms in Alberta, Saskatchewan and Newfoundland and
Labrador. Yet, we find that the most severe investment cuts have taken place in the
Maritimes. Meanwhile, note from Table 3 that total per capita real investment in
Newfoundland and Labrador shot up by an astonishing 198 per cent since 2006-
2007.

From Section 1, we saw that government investment for Canada increased from
2006-2007 to 2015-2016. Most of this increase can be explained by the federal
government’s infrastructure investment spending, with much of the cost shared with
provincial and municipal governments.

TABLE 4

Per Capita Government Institutional Investment by Province/Region,
2006-2007 to 2015-2016 (in 2007 $CAD)

Column 1 Column 2 Column 3
Province/Region 2006-2007 Average 2015-2016 Average Per cent Change
Newfoundland and Labrador 1,113 5,999 438.9
Prince Edward Island 1,215 1,349 11.0
Nova Scotia 1,232 1,250 1.5
New Brunswick 1,518 1,505 -0.9
The Maritimes 1,347 1,362 1.1
Atlantic Canada 1,296 2,393 84.6
Quebec 1,543 1,633 5.8
Ontario 1,422 1,782 25.3
Western Canada 1,811 1,978 9.2
Canada 1,569 1,860 18.5

Source: The authors calculated the data.

Table 4 details the provincial breakdown of the rise in public investment. As one can
see in Column 3, the three Maritime Provinces posted only a 1 per cent increase in
after-inflation per capita public investment — substantially lower than the increase
at the national level (at 18.5 per cent). This difference is in part logical, since the
Maritimes’ zero-population growth since 2006-2007 implies less need for new

provincial and local government outlay.



On the other hand, we are startled to see that Newfoundland and Labrador’s public
investment expenditures in real per capita terms grew by a whopping 440 per cent,
an extraordinary quintupling of public investment. For context, note that Quebec’s
per person public investment grew by nearly 6 per cent, and Western Canada’s grew
by more than 9 per cent during the same period. Per person government investment
in Ontario expanded by more than 25 per cent because of the federal Economic
Action Plan and initiatives by the Ontario government.®

TABLE 5

Per Capita Machinery and Equipment Investment by Province/Region,
2006-2007 to 2015-2016 (in 2007 $CAD)

Column 1 Column 2 Column 3
Province/Region 2006-2007 Average 2015-2016 Average Per cent Change
Newfoundland and Labrador 1,911 2,657 39.0
Prince Edward Island 1,724 1,268 - 26.5
Nova Scotia 2,190 1,390 -36.5
New Brunswick 2,155 1,433 -33.5
The Maritimes 2,141 1,398 -34.7
Atlantic Canada 2,090 1,678 -19.6
Quebec 1,985 1,045 -47.3
Ontario 2,391 1,476 -38.3
Western Canada 3,293 2,649 -19.6
Canada 2,562 1,749 -31.7

Source: The authors calculated the data.

Between 2006-2007 and 2015-2016, Canada’s per capita business investment fell
by 31.7 per cent. Table 5 details the provincial breakdown for the national decline
in business spending on machinery and equipment. From Column 3, the Maritime
Provinces saw their real per person machinery and equipment outlay decline by a
worrisome 35 per cent. Prince Edward Island’s dropped 26.5 per cent; Nova Scotia’s,
36.5 per cent; and New Brunswick’s, 33.5 per cent. The corresponding declines for
Ontario (at more than 38 per cent) and Quebec (at more than 47 per cent) were
even worse. The sharp drop in real per capita spending in Quebec is perplexing —
particularly in light of the rise in per capita spending in business non-residential
spending in that province. For Ontario, the economist Philip Cross attributes the drop
in private sector expenditure to poor public policy: high taxes and increased electric
power rates.’
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One might therefore suppose that the national decline could be attributed to cutbacks
in capital spending by energy corporations. However, the corresponding decline
in Western Canada, the heartland of the energy industry, is estimated at 19.5 per
cent. This is a somewhat better performance than those of Central Canada and the
Maritimes. Finally, we see that Newfoundland and Labrador is anticipating a strong
39 per cent gain in real per person machinery and equipment spending.

TABLE 6

Per Capita Spending on Business Non-residential Structures,
2006-2007 to 2015-2016 (in 2007 $CAD)

Column 1 Column 2 Column 3
Province/Region 2006-2007 Average 2015-2016 Average Per cent Change
Newfoundland and Labrador 2,157 6,774 214.0
Prince Edward Island 1,210 635 -47.6
Nova Scotia 1,067 575 -46.1
New Brunswick 1,746 666 -61.9
The Maritimes 1,356 617 -54.5
Atlantic Canada 1,531 1,986 29.7
Quebec 721 834 15.7
Ontario 1,142 1,052 -7.9
Western Canada 4,768 4,283 -10.2
Canada 2,151 2,088 -3.0

Source: The authors calculated the data.

Table 6 shows the provincial breakdown of per capita business spending on non-
residential structures. From Column 3, Canada’s national per cent change from 2006-
2007 to 2015-2016 comes in at negative 3 per cent. However, the Maritimes saw a
very steep decline of 54.5 per cent. Prince Edward Island dropped 47.5 per cent; Nova
Scotia, 46 per cent; and New Brunswick, 62 per cent. In contrast, Newfoundland and
Labrador is expected to show a sharp increase in real per capita business structures
spending of 214 per cent. Western Canada’s corresponding figure shows a 10 per
cent decline over the same period. Whereas modest per capita decline in real business
structures across Canada can be attributed to cutbacks in outlay from the energy
sector, we note that in the Maritimes — where the three provinces have little energy
sector production activity — per person spending in this sector was profoundly
weaker than the corresponding per cent change for the country as a whole.
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We briefly mention one more set of statistics to illustrate the distinction of the Maritime
Province’s circumstances. If we look at absolute levels of real capital spending across
provinces, we see the noticeable disparity in a different way. Looking at per capita
business spending on machinery and equipment (Table 5) for the 2015-2016 period,
we see that real expenditures for Newfoundland and Labrador and Western Canada
are roughly equal at approximately $2,650 per person, but corresponding machinery
and equipment spending in the three Maritime Provinces is only $1,400 per resident,
with the Canada average at $1,750 per individual.

Looking at per capita differences in business real investment spending on structures
(i.e., non-residential buildings), the disparity in 2015-2016 averages is even more
startling. Business spending in Newfoundland and Labrador, at $6,774 per resident,
dwarfs the corresponding amount for the Maritimes, which is only $617 per individual.
Western Canada’s corresponding figure is $4,283, and the total for Canada is $2,088
per person.

Look now at the levels of real per person spending for government-based investment
(Table 4). We set aside for the moment the unusually high per capita figure for
Newfoundland and Labrador, an astounding $6,000 per resident. Public real capital
spending in the Maritimes is approximately $1,360, somewhat less than the $1,860
Canada-wide average and only slightly less than the corresponding figures for Quebec
($1,633) and Ontario ($1,782). Unlike per capita business investment, where the
disparity in levels between the Maritimes vis-a-vis Canada is clearly substantial, the
gap in public investment between the Maritimes and Canada is relatively small.

Why the difference between the Maritimes and Canada in public and private
investment? The three Maritime Provinces depend heavily on federal transfers, where
some of the money can be allocated to public infrastructure projects such as road
building and refurbishing schools and hospitals. And through special agreements,
provinces can cost-share spending on public infrastructure with the federal
government. Despite federal and provincial policies to attract business investment to
the Maritimes, the weakness in private sector investment spending is alarming and
helps to explain the region’s poor economy.

Our data findings lead to the obvious question: Why have the Maritimes performed
so poorly in real per capita business investment, while Newfoundland and Labrador
has done so well? We separate our thinking into two parts: public policy forces and
non-policy, circumstantial forces.
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Newfoundland and Labrador has fostered development of the offshore oil sector
since the 1980s. In contrast, Nova Scotia and New Brunswick have closed the door
on shale gas development. We also stress, however, that non-policy factors might
have played a role. New Brunswick and Nova Scotia, for example, have relatively large
forestry sectors. After the severe 2007-2009 U.S. housing depression, many lumber
mills in the two provinces shut down. In the post-recession recovery, many mills were
brought back on line with minimal capital outlay. Newfoundland and Labrador, in
contrast, enjoyed buoyant oil prices up to mid-2014, and this good fortune assisted
in the increase of capital spending in the energy sector. Therefore, while it is true that
public policy explains much of the investment disparity between the two regions in
Atlantic Canada, it does not explain it all.

In sum, our data from 2006-2007 to 2015-2016 show the following:

1. The three Maritime Provinces have experienced a sharp decline in business
investment, including structures, machinery and equipment.

2. Newfoundland and Labrador has experienced a sharp rise in business capital
spending.

3. The Maritime Provinces have seen a levelling off in real government investment
outlay, whereas Newfoundland and Labrador has witnessed a huge upsurge — a
quintupling — of government sector capital outlay.



Section Il

Provincial Government Statements
Concerning Investment

Business and government investment in Newfoundland and Labrador has skyrocketed
since 2006-2007, while business capital spending in the three Maritime Provinces
has fallen sharply. However, are Maritime governments aware of the sharp drop? In
this section, we summarize the public discussion on business investment in Atlantic
Canada. We scrutinize statements by the respective ministers of finance for the last
three provincial government budgets, which should be sufficient to determine if
provincial governments demonstrate awareness of the situation.

A. New Brunswick

In the government of New Brunswick’s most recent budget speech by Finance Minister
Roger Melanson, there was no mention of the province’s economic performance,
including that of business investment.’? In the 2015 budget, he talked about
“improved levels of investment” in 2014, and in the 2015 statement, he promised a
“stronger domestic economy ... supported by an improvement in investment activity,
led by government and private sector investment.”'" In the 2014 budget, Finance
Minister Blaine Higgs spoke optimistically of investment projects yet to be approved
by governments:

The development of the Sisson Brook mine will contribute to improved
growth prospects in the mining sector over the next three to five years.
Longer term, the Energy East Pipeline and the development of a natural gas
industry have the potential to significantly boost investment, job creation,
and government revenues for years to come.'?

B. Prince Edward Island

The government of Prince Edward Island, in its last two budget speeches by Finance
Minister Allen Roach, makes no mention of capital spending in the economic
conditions sections.’ In its 2014 budget, the provincial government stressed that
capital spending was a positive indicator in 2013 (a recovery year), when it said
that capital spending grew by 7.1 per cent in 2013. This statistic is true, but the
government failed to mention that total investment in 2013, excluding housing, was

down by approximately 20 per cent in current dollar terms from 2011."



C. Nova Scotia

The last three budgets tabled by the government of Nova Scotia contain no mention
of capital spending in the province.’”” The 2014 and 2015 budgets, by Finance Minister
Diana Whalen, contain sections reviewing the Nova Scotia economy.’® The 2016
budget speech by Minister Randy Delorey made no mention of private investment
levels in the province.

D. Newfoundland and Labrador

In contrast with the three Maritime Provinces, Newfoundland and Labrador has
enjoyed strong investment spending driven by the growth in demand for oil and
other export resources. The government of Newfoundland and Labrador has stressed
the rise in business capital spending in recent budgets.” In the 2014 budget speech,
for example, then-minister of finance Charlene Johnson mentioned that total “capital
investment increased by over 31 per cent last year to a record high of $12.3-billion”
and that “strength in commercial and residential spending also contributed to
record high levels of investment.”’® In the 2015 budget, then-minister of finance
Ross Wiseman again stressed that investment spending was “at very high levels in
2014,” totalling “$12.2 billion a year”'® and “are expected to remain high through
2015.”%° The 2015 budget document included a bar chart showing the sharp rise in
total current dollar investment spending from 1993 to 2015.%

With its 2016 budget speech, the tenor of the provincial government has changed
regarding the strong public investment outlay. Minister of Finance Cathy Bennett's
speech mentioned that several large investment projects were still going strong (e.qg.,
Muskrat Falls) but that other projects (e.g., Hebron and Vale) were winding down.??
The most recent budget also focused on the provincial government’s ballooning
deficits and debt, detailing provincial government steps to reduce recent deficits.
The speech stressed that the province’s net debt in 2014, including that of provincial
Crown corporations, was $15-billion and is projected to reach $16.5-billion.?* The
budget document suggests that part, though not all, of the rise in net debt comes
from high investment spending by Nalcor Energy, the provincial government-owned
electric power company.?



To summarize, the three Maritime provincial governments, with low per capita capital
spending, have tended in recent speeches to underemphasize or omit investment
spending as a driver of provincial economic growth. In contrast, recent budgets
from Newfoundland and Labrador have highlighted the government’s strong capital
spending. One contribution of this paper is to raise a warning flag about the dearth
of private sector capital spending in Nova Scotia, New Brunswick and Prince Edward
Island. On a per cent change basis, the three Maritime Provinces have registered, since
2006-2007, comparatively large decreases in real per capita investment spending.

We have emphasized the strong rise in investment spending in Newfoundland and
Labrador, but much of the rise can be accounted for by Nalcor’s Muskrat Falls hydro
project. The spending for this project has been financed by borrowed money flowing
to Nalcor, driving up the province’s net debt. The strong government investment
spending in this province has come at a high cost, which local taxpayers are now
paying.



Section IV

Conclusions and Recommendations

This paper used the most recent Statistics Canada public and private investment data
set related to business investment, converted the data into per capita constant dollar
numbers and calculated per cent changes from 2006-2007 to 2015-2016. We have
argued that business investment plays a crucial role in the short run (i.e., recovery
after the Great Recession) and in the medium and long run (i.e., expanding productive
capacity for a province’s economy).

Our paper reaches three conclusions:

1. Maritime Provinces: Per capita business investment in non-residential construction
and machinery and equipment has fallen dramatically in the three Maritime
Provinces since 2006-2007. The decline is steeper than the decline in Western
Canada and in Canada as a whole. Furthermore, the economic malaise in the three
Maritime Provinces contradicts the false impression that Canada’s countrywide
investment decline fully centres on energy-producing jurisdictions. These results
are striking because they highlight the overall stagnation of the Maritime economy.

2. Newfoundland and Labrador: Real business capital expenditures in Newfoundland
and Labrador have risen dramatically since 2006-2007. Meanwhile, public
investment in the province has skyrocketed, which is accounted for by spending
on the large Muskrat Falls hydro dam project.

3. Statements by Ministers of Finance: During budget speeches, Maritime ministries
of finance have made little to no mention of the serious decline in investment
spending. Over the past three years, growth in investment preceding the collapse
in oil prices figured prominently in the same speeches from Newfoundland and
Labrador’s finance ministers, who had highlighted resource-based capital spending
as a major source of provincial growth. The most recent budget marries a discussion
of investment with warnings of serious budget deficits and debt, stressing the
need for Nalcor to start cutting waste and bureaucracy.?®

4. The poor economic prospects for the Maritimes: Given the absolute decline in
constant dollar business spending in the Maritimes, long-term prospects for strong
economic growth in the region remain poor. The history of economic development
in Canada’s peripheral provinces (e.g., Alberta, Saskatchewan, Newfoundland and
Labrador) has been defined by strong private sector investment spending.
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The poor economic health of the Maritime Provinces is exacerbated by the maintenance
of poor policies in the region. Proper action by provincial governments to reverse these
policies could help to bridge the economic stagnation gap between the Maritimes
and the rest of the country. The policies include:

1. Growth-inhibiting tax regimes: High taxes are a deterrent to investment. Tax
regimes in the Maritime Provinces are steep, particularly in comparison with
regionally competing jurisdictions. By some measures, Nova Scotia and New
Brunswick are the highest-taxed jurisdictions in North America. See AIMS’ study
I’ll Take New England Any Day! (2016).

2. Refusal to develop natural resources: Nova Scotia and New Brunswick possess
substantial gas reserves, the harnessing of which could bring considerable
employment, revenue and investment to these provinces. Unfortunately, provincial
legal and regulatory moratoria on hydraulic fracturing have stymied the possibility
of taking advantage of these resources for economic benefit. See AIMS’ study Gas
Opportunities for Atlantic Canada (2016).

Meanwhile, Newfoundland and Labrador’s fall from economic grace in the wake of
oil-price collapse has produced a series of significant policy challenges including

1. Punitive tax increases: In response to the present budget crisis, the Newfoundland
government has hiked taxes and fees to help recover. With the province’s spending
problem, further burdening residents with taxes will not offset unsustainable
spending levels, and it risks provoking a flight of capital from the province.

2. An unsustainable public sector: The major cause of Newfoundland and Labrador’s
money shortfall is its bureaucratic wage bill. The province has the largest public
sector by share of total jobs (25 per cent of employment in Newfoundland is
provincial government employment) in Canada. Its rate is also high in terms of
employees relative to the size of the population. On average, Canadian provinces
employ 83 public servants per 1,000 residents; Newfoundland and Labrador employ
109 public servants per 1,000 residents, or 24 per cent more. See AIMS’ study The
Size and Cost of the Public Sector in Atlantic Canada (2014).%¢

3. Poor management of resource revenue: During the oil boom, the province ought
to have followed the lead of Alberta and Scandinavian countries in setting aside
oil revenue. This policy would have allowed the province to remain disciplined in
its entitlement spending, while still making necessary infrastructure investments
and saving for non-boom times. See AIMS’ study A Good Problem to Have (2015).
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Finally, we note some shortcomings with the analysis in this paper. We use Statistics
Canada’s survey of publicand private investment, since the survey includes a projection
of survey intentions for 2016. This survey is useful to us, since using 2015-2016 data
(as an average over two years) gives us relevant, updated data with which to describe
the present situation. However, these statistics exclude intellectual property products
(e.g., computer software spending, patent rights, etc.), a key component of business
investment. Statistics Canada does keep data on intellectual property intentions, but
the current available numbers go back to only 2013 and could therefore not be
used for this study. Meanwhile, national and provincial accounts data do include
intellectual property investment, but the provincial accounts have these data to
2014 only. For this reason, we decided to base the study on the public and private
investment survey.

Note further that investment in intellectual property products at the Canada-wide
level has declined from $34.7-billion in 2012 to $27.7-billion in 2015. From 2006 to
2012, thisimportant investment component moved range-bound between $30-billion
and $36-billion. The national pattern in intellectual property products closely follows
Canada’s lagging investment in machinery and equipment. The provincial economic
accounts do publish provincial data in intellectual property investment,?” which is
available from 1981 to 2014. A worthwhile future project would be to establish
credible updating techniques for the 2014 provincial data and to study investment in
intellectual property in Atlantic Canada.



Appendix

This appendix outlines the method of calculation for the data and lists the sources of
data for the tables shown in this paper. We do this for each table, in order.

Table 1: The Canada constant dollar investment spending (in 2007 prices) comes
from StatCan’s income and expenditure accounts, CANSIM Table #380-8964. These
data are quarterly, so we convert them into annual averages.

Table 2: The current dollar business non-residential and business machinery and
equipment investment — and the current dollar public investment data — at the
Canada level (Rows 1-3) come from CANSIM Table #029-0005. The data are available
up to 2016 inclusive, where the 2016 data are stated intentions data. These data are
then deflated by implicit expenditure price indexes, calculated by the authors in the
following manner:

1. We obtain current and constant dollar spending available from CANSIM Table
#380-0064.

2. We then divide current dollar investment spending (for the appropriate component)
by constant dollar spending to obtain the relevant implicit price deflator. For 2006
to 2015, we compute annual averages — then deflate the investment data from
Table #029-0005.

3. We then forecast a figure for 2016 by computing per cent changes, first quarter
2016 over first quarter 2015, then apply the per cent changes to 2015 to get a
forecasted deflator for 2016.

4. \We then use these 2016 deflator numbers to deflate the current dollar investment
data.

5. We then take all the data and compute per capita for 2006 to 2015 using the
Canadian population data from Statistics Canada Table #051-0001.

6. We forecast a total population number for 2016 (for Canada) by computing a year-
over-year per cent change number (first quarter 2016 over first quarter 2015) and
apply the per cent change to the 2015 Canadian population estimate.

For Rows 4 and 5 in Table 2, we take the published 2006 to 2015 data (from Table #1)
and divide by the total Canadian population to obtain per capita population data.
The 2016 figures were calculated as follows:
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1. We calculate constant dollar numbers, in 2016, by using per cent change data
(first quarter 2016 over first quarter 2015) to the 2015 numbers.

2. We then calculate per capita numbers using the population estimates obtained as
per the paragraph above.

Tables 3-6: Essentially, the calculation procedure for the provincial estimates follows
the same methodology as was used in Rows 1-3 of Table 2; therefore, we only discuss
specific data sources and changes to updating procedures needed to project 2015
and 2016 data.

The current dollar estimates of investment, by province and by component for 2006
to 2016 come from CANSIM Table #029-0045. We converted the data into constant
dollar numbers by using the appropriate price deflator, by province and by investment
component, available from Table #384-0039. This procedure was done for 2006 to
2014, since the provincial deflator data, like all income and expenditure accounts
statistics, are only available to 2014 inclusive. Therefore, we updated the provincial
implicit price deflator data for each component for the 2015 and 2016 years as
follows: We use the national price deflators computed in Table 2 above and apply them
to the provincial deflators for the following components: machinery, equipment and
government capital expenditures. For business non-residential investment deflators,
we forecast the 2014 data forward using urban, non-residential prices available from
Table #327-0043. The data has all the 2015 data points, but to forecast 2016, we
used the first quarter of 2016 over the first quarter of 2015.
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