SUNRISE ... OR SUNSET?

Genevieve Lecour, Turner Drake & Partners Ltd.

“Nova Scotia is today in the early stages of what may be a prolonged period of accelerating population loss and
economic decline. These negative prospects are not however, inevitable or irreversible”
- Now Or Never: An Urgent Call to Action for Nova Scotians

The Report of the Nova Scotia Commission on Building our New Economy, February 2014.
The Ivany Report

The conclusions in the Report on the demographic changes now occurring in Nova Scotia will come as no surprise to
Newsletter readers, our Economic Intelligence Unit graphically illustrated the problem in the Spring/Summer 2013
issue. Nor can you afford to feel smug if you reside elsewhere ... the grim reaper cometh, wherever you live. The
fertility rate in Atlantic Canada has now fallen to 1.50 children per female ... in the country as a whole it is 1.61 ...
the replacement rate necessary to maintain our present population is 2.1 (This assumes no net gain from immigration).
The problem is acute in Atlantic Canada because our population is aging so rapidly (Newsletter VVol.2 N0.96).

The Report also details the changes convulsing the Region’s economy. It would be difficult to overstate them: we
witness the changes first hand, the face of real estate wears the frown. Our Valuation and Property Tax Divisions
daily deal with industries in decline as patterns of commerce shift. Of course during the last four decades we have
seen similar sectorial decline but it has frequently been self inflicted, the result of rash government action seeking to
rectify a presumed deficiency, or seize an opportunity, not evident to the private sector. The market has thus been
flooded with buildings for which there was no demand: industrial buildings, industrial parks, retail parks, motels, golf
courses, marinas, call centres ... The usual impact has been to devalue competing properties developed without
government subsidy, bankrupt their owners, devastate the market sector and encumber existing and future taxpayers
with the cost. Then there is the next “big thing”, that eternal search for the holy grail which will, this time, finally
propel the Region into the future: hi fi manufacturing, heavy water plants, oil refineries, automobile manufacturing,
steel mills, hydroponic greenhouses ... However the current changes taking place in the Region are very different in
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terms of their scale, speed and source. The 1990 recession was the seminal event and the growth of the internet during
the intervening years has escalated the Region’s transformation into a knowledge based economy to the detriment of
industries such as pulp mills and forestry.

Now, we are willing to bet that few of you will actually have read the Commission’s Report: its 243 pages of well
written but mind numbing facts will probably consign it to the same fate as its 1991 predecessor. Which is a pity: its
call to arms deserves better, so at the risk of spoiling what remains of your summer, we are prepared to share it with
you. lIgnore this article at your peril! Although the Report explores the challenges facing Nova Scotia, and this
Region, it wisely avoids suggesting solutions, contenting itself with setting goals instead. Since we are not constrained
by similar sentiment we boldly go where fools fear to tread.

The Process

The Commission began its work in November 2012 at the behest of the then NDP Government ... since kicked out of
office after a single term by a fed up electorate. The project nevertheless had all party support. The Commission was
chaired by Ray lvany, President of Acadia University and included four other members the most prominent of whom
was John Bragg, Founder and CEO, Oxford Group of Companies. During 2013 the Commission used 35 public
meetings, a web site and the social media to gather opinions and gauge public and business angst across the province.
It is apparent from the Report that the Commission found some of those opinions, and the prejudices on which they
were based, disturbing and counter productive to future progress. The Commission also relied on assistance from
various government departments and private sector sources. It identified twin problems: (1) an aging and shrinking
population, (2) very low rates of economic growth. The Commission pointed out the “economy today is barely able
to support our current standards of living and public services, and will be much less so going forward unless we
reverse current trends.” The reality however is that the economy is no longer able to support the existing level of
public services. The province consistently runs a deficit, effectively borrowing from its future, shrinking, work force,
to pay for public services and to service its debt.

The Problem
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As the graph above shows, Nova Scotia trails the pack with the lowest economic growth of any province in Canada.
It now has the oldest age profile of any province except Newfoundland and Labrador, with more people retiring than
entering the work force. By 2036 there will be 100,000 fewer working ago population than in 2010, an almost 20%
decline in the available work pool. The province’s total population climbed rapidly from 1931 to 1991 then grew very
slowly until it peaked at 948,000 in 2011. It is now declining. The health care burden concomitant on servicing an
aging population will have to be funded by a rapidly declining work force. Health care costs now consume 47% of
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the provincial budget: servicing its growing debt a further 10% of total departmental spending. Nova Scotia’s
projected 2013-14 Projected Net Debt to GDP Ratio is now 36.7% (year ending March 31%t 2013) about the same as
New Brunswick and Prince Edward Island, and the fourth highest of all provinces. The province’s economy is
dominated by government: spending rose to 48% of GDP in 1981 before falling back gradually to about 35% today,
over twice that of the private sector! 92% of businesses have less than 50 employees (2009) and “only 3% were
defined as high growth and fewer than 5% generated meaningful revenue from export sales” according to BlueLight
Analytics (The Chronicle Herald 10" April 2013). This is a climate hostile to business: companies paying taxes for
the first time in the province fell by 24% from 3,028 (2002) to 2,309 (2011). The Report laments the lack of
entrepreneurs. In 2012 81.3% of employment was in the service sector: 30.3% of those employed were in the public

sector (both these figures exclude the military). Public sector employment rises to 38.2% of total employment in Cape
Breton.

The Conclusions

Structural Changes in Employment
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The graph above really says it all. The increase in Health Care and Social Assistance employment is mirrored by the
fall in manufacturing. Yet public health care for elective surgery such as hip and knee replacement already falls well
below acceptable standards: typical wait times for hip replacement are now 18 months to two years after the patient
has managed to secure an appointment with the surgeon. This despite the fact that these crippling, intensely painful,
disabilities remove the sufferer from the workforce. There is no shortage of surgeons but privately provided surgery
is anathema to the powerful public sector unions, even though it can be provided at substantially lower cost. They
view it as a threat to their power and fiercely resist any innovation and change that promises to adversely impact their
membership numbers.

Similar antipathy to the private sector in general was expressed to the Commission at the public hearings ... perhaps
not surprisingly since about one third of the provincial workforce are government employees. The Commission was
obviously taken aback by this refusal to recognise that the status quo was not an option, that reliance on government
spending had failed in the past and was in any event no longer affordable. They commented that “While governments
have created new agencies, initiated new programs and tried different approaches over the years, neither public
attitudes nor the wider economy have responded to these signals in ways that matched the nature and scale of the
challenge and energised the changes that are needed.” There is, in other words, no free lunch. Particularly telling is
the Total Government and Business Spending Graph as a Per Cent of GDP from 1961 to 2010 on Page 15 of the
Report. Despite the fact that Nova Scotia government spending was typically 60% higher than that for Canada as a
whole, it had no stimulative impact on private sector investment in the province (R=-0.19). It probably supplanted it
... taxpayers’ money being used to fund projects that the private sector would otherwise have paid for itself.

The Commission was struck too by “the division between rural and urban perspectives” which appears to have vented
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itself as antagonism towards Halifax, the major urban area, and the latter’s indifference to the dying rural communities.
The reality however is that wealth is generated by urban areas, this despite the original assumption that the internet
would render geographically restricted work locations obsolete. London, England for example now generates 22% of
the United Kingdom’s GDP (2012) but has only 13% of its population.

It is evident that the Commission was dismayed by public opposition to immigration given that this was the only
option, together with reversing “out migration”, available to combat population decline in the face of a 71% fertility:
replacement ratio. Survey research undertaken for the Commission found opposition to immigrants from abroad to
be largely rural based. In fact it has been our experience that opposition to Come From Aways (CFAS) is widespread
throughout Atlantic Canada, is not purely a rural phenomenon and is directed to other Canadians, not just foreign
immigrants, including those from neighbouring provinces.

In summary, the Commission concluded that “there is a crisis and it does threaten the economic and demographic
viability of our province dramatically in our rural regions.” However “we are not doomed to permanent have not
status” ... but “the single most significant impediment to change and renewal is the lack of a shared vision and
commitment to economic growth.” They have set out nineteen, ambitious, goals to be reached over the next ten years
for immigration, economic development, governance and fiscal health. All are predicated on strong, political
leadership, fully supported by the opposition parties, public and private sector leaders, and the electorate.

Will it Happen?

The Commission stakes the recovery on the private sector “the logic is inescapable, if the economy is to grow there
must be more enterprises and the rates of business success and expansion have to improve significantly” ... “the wider
public needs to understand and support this imperative (growing the economy) by openly addressing attitudinal
barriers to business development and entrepreneurship.” But how do you accomplish this in a province where almost
one third of the working population are government employees? They are better paid than the private sector (40%
higher in some cases), have pension plans that 99% of the remaining population cannot afford, and have entrenched
job security. The powerful civil service unions fiercely resist any attempt by the private sector to compete for “their”
work. Politicians quail before them, civil servants form a powerful voting block in a province with low voter turnout
(2013—59%). The mere whisper of a strike threat or “sick day walkout”, especially in critical areas such as health
care or education, quickly brings the political establishment to heel.

The Commission confessed itself mystified as to why the province is lacking in entrepreneurs. Whilst acknowledging
that the province has produced some exceptional business leaders it enquired why “if the right foundations are in
place in Nova Scotia, hasn’t the private sector “taken off”? Why hasn’t this province seen comparable levels of
business growth and diversification over the period as Ontario, Manitoba or British Columbia, to say nothing of less
advantaged regions such as South Korea, Singapore and Brazil? Why haven’t we had the positive population trends
of similar sized provinces like Manitoba and Saskatchewan?” Well it could be the water ... or perhaps it is something
to do with the fact that, in an economy stifled by government, there is restricted opportunity for the private sector to
compete, innovate and grow. That’s certainly been our experience operating in Atlantic Canada for the past thirty
eight years. It is frequently necessary to purchase services from government agencies, municipal and provincial,
because they have a monopoly. Invariably the services are over priced, delivered reluctantly and are of poor quality.
Complaints are treated with distain or completely ignored. There is a comfortable contempt for the general public;
indifference is the governing principle. In most cases these same services could be provided much more efficiently
by the private sector ... but they are not allowed to compete. A “circle the wagons” philosophy prevails. The impact
is to truncate the growth of the private sector whilst impairing its effectiveness. To rub salt in the wound the public
sector then uses taxpayer funds to compete for labour, offering compensation and pension benefits that the latter has
to fund, but cannot afford. In those cases where the public sector outsources work it does so by tender ... using a
process which is often opaque ... or by “selective” sourcing (perhaps to blunt or eliminate criticism?).

The problems facing the Nova Scotia economy are neither unique nor insoluble. They are in fact, very similar to the
conditions that propelled Margaret Thatcher to power in the United Kingdom in 1979. A sclerotic economy held to
ransom by powerful public sector unions, a large portion of the workforce in government employ, and a weak private
sector beholden to the public process. Mrs. Thatcher’s opponents have characterised her tactics as divisive but this
denies their worth and ignores the reality that her policies were continued, extended, and expanded by successive
governments of sometimes different political stripe. During three successive terms under Tony Blair, the Labour
(NDP) party continued to build on and expand polices to open up the economy. Mrs. Thatcher put in train a process
which resurrected the British economy and was emulated worldwide most notably by countries facing financial ruin
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such as New Zealand and Ireland. (Greece was a little late to the party: Nova Scotia has yet to join it). Even the
United States, which largely avoids such pitfalls because it practices an open economy, took note. The principles of
prosperity then are well known, proven in practice, and are available to Nova Scotia too. There is even a local
connection. Sir Graham Day of Hantsport, Nova Scotia was instrumental in the privatisation of British Shipbuilders
and the Rover (automobile) Group under Mrs. Thatcher. The change however is contingent upon, and can only be
driven by, determined political leadership which must include that of Halifax Regional Municipality given its share
of the province’s population (41%) and GDP (55%). The latter has been shielded from the demographic changes
occurring region wide because it is a beneficiary of rural to urban migration. That will shortly change; the countryside
cannot be denuded of population indefinitely so HRM has the most to lose. HRM and the Province need to move in
lockstep. So what policies are practiced elsewhere to create an open economy, ensure a vibrant private sector and
promote prosperity? It really comes down to competition, choice, and transferring decision making power from the
politicians and civil service to informed consumers:

Education - Charter Schools give children and their parents the opportunity to select primary and secondary education
based on excellence, innovation and specialist learning instead of political dictat. Requiring every school, public and
Charter, to publish their curriculum and subject test scores online, allows consumers to make an informed educational
choice. By eliminating the unionized “closed shop” and letting every school choose how to allocate their budgets,
great educators can be rewarded, and lousy teachers deployed to occupations that better suit their skill set.

Competition - monopoly rarely if ever, produces excellence. In a competitive environment the private sector is forced
to innovate and improve to survive. When the private sector has limited opportunity to “expand the pie” because its
growth is blocked by private or public sector monopolies it redirects its efforts to creating other monopolistic or
oligarchic structures through licencing ... almost always under the pretext that this is required to “protect the public”.
Nova Scotia has a well educated population with hitherto unprecedented access to communication via social media
and the internet. The case for licencing most industries is weak today and was probably unjustified in the past too.
This is not to deny the importance of work undertaken by organisations to promote ethics, education and operating
standards. But these should stand on their own ... if they add value, consumers will gravitate to them. Provincial or
municipal mandated licencing should not be required for real estate appraisers and sales agents, hairdressers,
mechanics, nursery plants ... or any of the myriad of other occupations now so protected. In many cases licencing
actually drives down standards to the lowest common denominator ... in virtually every case it is a thinly veiled barrier
to trade, erected to enrich the special interest group concerned.

The most significant barrier to the growth of the private sector in Nova Scotia is the insistence that many activities
can only be performed by the public sector. The civil service faces no competitive pressure and consequently has
little or no incentive to operate efficiently. It is decision and risk averse, conditioned to view opportunities as threats.
HRM, the Atlantic Region’s largest municipality is frequently cited to us as a prime exponent of this mindset. If
practice elsewhere was followed and every provincial and municipal department, crown corporation, and “not for
profit” entity was required to privatise every function they undertake and put them out to tender, there would be
substantial improvement in efficiency. Experience elsewhere has proved that few procedures need to be retained in
the public sector beyond policing and fire protection ... and even then many functions such as administrative support
can be effectively outsourced. The Globe and Mail recently reported that the Toronto Police Services Board intends
to follow United Kingdom practice on outsourcing since it has resulted in a 20% reduction in police budgets.

There is a significant opportunity for the Provincial government to signal its interest in change by privatising bodies
such as the Nova Scotia Liquor Commission. This would be a strong statement of provincial intent to energise the
private sector. It would also have the happy result of reducing prices and distribution costs particularly if supermarkets
were allowed to sell wine and liquor as they do in many countries.

Quality - the internet and social media is now being used in other jurisdictions to promote excellence by instigating
and publishing, mandatory quality metrics for public institutions such as government departments, schools and
hospitals (delivery time, cost, approval ratings, success and failure rates by types of service/operation, infection rates)
together with national “benchmark” standards. The United Kingdom publishes these metrics for its National Health
Service hospitals so that patients there can make an informed choice. Charter schools in the United States publish
similar statistics. The same use of information technology to inform and empower the consumer can be deployed to
measure the delivery of provincial and municipal services such as building permit processing time.

Transparency - the deployment of “call centres”, particularly when they are operated by the government, such as
HRM, are a major impediment to transparency and accountability. They block and filter calls instead of facilitating
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communication; and allow civil servants to “hide” from public view. Properly deployed, technology promises to be
an important tool to promote transparency, accountability and communication if the name, title, job description and
contact co-ordinates (physical address, office and cell number, email address) of every government employee is
published on the relevant municipal or provincial web site ... and it further empowers consumers if there is a
“feedback” feature to each department head to facilitate complaints. A City of Moncton employee recently
volunteered to us that they were initiating a survey to determine consumer satisfaction with some of their services and
glumly speculated on the response. However we survey our clients every six months www.turnerdrake.com — Quality
Ratings. It has been our experience that complaints are valuable because they provide an opportunity to address the
problem, improve execution, and turn a negative situation into something positive. It is also significant that Moncton
has implemented tools to measure service quality. It is the one municipality cited by real estate developers as the
benchmark against which less competent administrations are measured.

Conclusion - economic decline is rarely reversible unless there is a significant emotional event such as the type of
financial collapse faced in the past by New Zealand, Ireland, the United Kingdom, and more recently by Greece,
Portugal, Italy and Spain. Decline can be seductively gradual, as in the case of Argentina, which has regressed over
the past 100 years from one of the world’s richest countries to its present dismal fiscal state. Occasionally an event
close to home can trigger action. Central Falls, a city of 19,000 located in Rhode Island, filed for bankruptcy in 2011
cutting employee pensions from $27,000 to $12,000 per year. The event sent a shiver through the State and spurred
it to resolve its own pension problem ... or attempt to do so. The Province of New Brunswick has recently moved in
a similar direction to a shared risk pension plan, including rolling back MLA’s pension benefits. It is a start. However
as the lvany Report demonstrated, the problems in Nova Scotia, and the remainder of the Maritimes, are more
fundamental than unaffordable civil service pensions; they cut to the core of the economy. Unless there is radical ...
bold ... reform the private sector will continue to splutter and the province will persist in its inexorable slide to
financial collapse. On June 9" 2014 the Province of Nova Scotia appointed a panel to study the Ivany Report and
make recommendations on ways of turning the economy around. It is tempting to confuse process with progress:
only bold political action, or the lack of it, will determine whether the Ivany Report heralds Nova Scotia’s sunrise ...
or sunset.
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