Nova Scotia Budget Watch 2015

Nova Scotia’s
Fiscal Choices

THE NOVA SCOTIA government is set to release the provincial budget. This year's CCPA-NS
budget watch primers are designed to provide Nova Scotians with teols for understanding
the government’s budgetary decisions. This is a critical time for Nova Scotians to ask ques-
tions about the impact of government budgets on individuals, families and communities.

Nova Scotians should ask serious questions about how the tax and spending changes
proposed in this budget could support or undermine social and economic justice in our
province. How will this budget influence income inequality in Nova Scotia? What about
gender equality? How will the revenue and spending strategies proposed contribute to the
protection of our environment, or the creation of good, green jobs? How will the budget-
ary priorities support the long-term sustainability of the Nova Scotian economy?

This budget season, Nova Scotians should be concerned that the government is fol-
lowing the fiscal advice laid out in the Nova Scotia Tax Review' authored by Laurel Broten.
Like the oft-cited “Ivany report”,? Broten's review adopts the notion that Nova Scotia is at
a fiscal crisis point. Furthermore, the recent auditor general’s report also had some flawed
fiscal analysis.?

Even though the Broten report was supposed to be about tax reform, it was really only
about tax reductions. As such, the Broten report’s starting point is “holding the line on
government spending.” However, the report provides no evidence to back up either these
assumptions or the proposed solutions. Indeed, evidence is piling up that points to the
opposite conclusion: austerity does more harm than good, and tax cuts do not deliver a
stronger economy. A reality check is needed.
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What evidence does our government have for its fiscal choices? Doesn’t good public policy
start from evidence about what does and what doesn’t work? How do we understand these
choices given our current social and economic context and needs of our shrinking population?

A doii:aliqt’hings you need to know about our fiscal health:

* Nova Scotia is not at risk of ba'hrkrupt'cy: the provfnceris
managing its debt responsibly.

Nova Scotia is not a business, nor is it a household: provinces can (and should) carry debt
differently. The province takes on debt in order to make public investments that pay divi-
dends for present and future generations. Dollar figures for the debt or interest payments
on the debt are only meaningful when put in the context of the revenue base which en-
ables us to manage the debt. The following fundamentals are crucial for those trying to
understand our fiscal health:

» Nova Scotia's ability to manage the debt, as measured by the debt-to-GDP ratio,
has improved significantly over the past decade. (See Figure 1) While there is no
consensus on the ideal debt to GDP ratio, economists agree that it is more import-
ant that the ratio be steady, or on a downward trend.

FIGURE 1 Nova Scotia’s Debt to Gpp Ratio, 2000-14
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FIGURE 2 NovaScotia Debt Charges as a Percentage of Total Expenditure,2000-14
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» Similarly, when debt charges are expressed as a percentage of public expenditures,
a dramatic decline is revealed. Nova Scotia's proportional spending on debt has
shrunk from a high of 19% in 2000 to just under 9% in 2014 (see Figure 2)

« If and when interest rates rise, debt-servicing costs will rise, but debt charges will
increase slowly, as we are now borrowing long-term at extremely low interest rates.

Arg'um-é'nts about the morality of burdeniiﬂg_ the
next generation with debt, while not addressing
their current needs, are misplaced.

A current debt can be thought of as deferred taxation. The debt charges will be paid by fu-
ture taxpayers who will benefit from the investments made in government programs to-
day — like public education or post-secondary education or health promation/illness pre-
vention programs. It is fair to pay the full costs of these investments over time. Failing to
address problems such as poverty or deteriorating infrastructure as they arise creates ser-
ious consequences down the line. In addition to monetary costs, the real price of lost hu-
man potential is enormous, in both economic and moral terms: the cyclical nature of pov-
erty, for example, stunts the well-being of entire segments of society. To prioritize paying
down the debt benefits primarily those to whom we owe the debt (those wealthy enough to
buy bonds). Given that these very investments save lives, improve health and education,
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and provide adequate housing for low-income Nova Scotians, one must ask, where is the
morality in reducing these investments in the name of not burdening the next generation?
Adhering to this logic means risking lives with unsafe bridges and scheols, decrepit hospi-
tals, and homes that are substandard and dangerous. If only we were as concerned about
the growing household debt to income ratio ($1.63 for every $1 of income) or student debt
loads: students in the Maritimes face on average $28,000 upon graduation.s

Nova Scotia’s annual deficit is small and cyclical and a rigid

schedule to balance the budget is not good economic policy.

The Nova Scotia deficit would be a concern if rising GDP did not generate greater tax rev-
enues to reduce deficits. As our alternative fiscal framework shows (Table 1), the provin-
cial budget could be balanced hased on economic growth, and by making the tax system
more progressive. In addition, by reprioritizing some spending, it is possible to allow for
inflationary expansion of current spending, and invest an additional $500 million to up-
grade infrastructure, reduce poverty, lower tuitions, and invest in early learning and child-
care, all while creating good jobs.*

TABLE 1 Alternative Provincial Budget (000s)

2015-16 2016-17 2017-18
Ravenue 510,457,043 $10,897,306 $11,542,163
Expenditure $10,146,967 $10,725,861 $11,550,916
Budget Surplus (defcit) $310,676 «$171,445 $8,754
Debt to Gop Ratio 36.62% 35.62% 34.45%

The province of Nova Scotia is not agig spender by an;(
measure, especially when one considers the social and economic
need in the province.

From 1990 to 2013, we consistently invested less in our population than most other prov-
inces. Furthermore, we have always spent less on a per-capita basis than the Canadian
provincial or the Atlantic Canadian average,® despite the fact that 57% of the popula-
tion lives in rural Nova Scotia.’ Nova Scotia faces outmigration of its youth and an over-
all aging of the population. Demographics influence and are influenced by government
action and inaction.
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Public investment in an Early Learmng and Child Care system
in Nova Scotia provides more short-term economic stimulus than
other major sectors of the economy.

The 6P multiplier {the increase in GDP generated from a dollar increase in spending)
in the early learning and care sector is 2.23. This is larger than other sectors — 67% high-
er than construction and 112% higher than manufacturing. Furthermore, the employ-
ment multiplier (the number of jobs created per million dollars of initial increase in ex-
penditure), is 46.8 jobs per million dollars.”” In Manitoba, the economic returns were
even higher in rural communities, affirming the essential role that child care can play
in regional development.” In Quebec, for every $100 invested in the system, the provin-
cial government received $104 in return.” Our governments should make spending de-
cisions based on specific goals, e.g., to address social issues such as early learning, pov-
erty reduction, and end homelessness. Overall, an affordable, quality system of Early
Learning and Child Care advances multiple policy priorities and goals: “preparing our
future workforce, supporting parents to work or upgrade their skills and strengthening
democratic communities”.” In contrast, as a form of government expenditure, tax cuts
and tax credits offer the worst bang for the buck — maybe a 30 cent return on the dollar
for a corporate tax cut!

Austerity imposes a cost on the province’s economic

performance.

If the provincial government uses spending cuts to attack the deficit (freezes also mean
real cuts), it will create a fiscal drag. Real reductions in public sector wages and em-
ployment, for example, will force these employees to reduce their spending, further re-
ducing GDP and lowering incomes in their communities. Thus, the total impact of gov-
ernment expenditure cuts to GDP growth is greater than the direct effect of a reduction
in money spent. Budgetary changes should always be tied to specific policy goals: they
should not be driven by fiscal considerations used as blunt instruments with negative
consequences. Based on an increasing and significant body of evidence™ including re-
search from the IMF, any austerity program will result in a drag on fiscal performance
and thus even lower revenue down the line. Starving government of revenue will make
things worse for those Nova Scotians waiting for home care, long term care, affordable
housing and childcare. Public sector spending cuts are more likely to have a devastating
effect on rural communities, and will disproportionately affect women (see our budget
primer on Gender-Based Analysis).
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Government stimulus that also results in more purchasing
power in the economy can support job creation and expand the
revenue base.

Household spending accounts for 54% of GpPp in Canada.” Providing additional income
support for those living on a low income is a sure-fire way to stimulate the economy be-
cause they don’t have the luxury of saving or investing it and they will spend it.

Public services and assets need to be strengthened, protectedﬂ
and made more accessible.

The people who stand to benefit the most from the privatization of public services and
assets are the lawyers and financiers who broker the deals. As Nova Scotians are re-
minded every time they get their electricity bills, the profits received by private owners
and shareholders will come out of the pockets of ordinary Nova Scotians. Privatization
is not cost-effective, and it affects accessibility and democratic control, thus undermin-
ing the public interest.'

When poverty is reduced, all Nova Scotians benefit.

The scars of poverty (such as higher crime rates and a heavier burden on the health care
system) have costs of their own: the estimated monetary cost of poverty in Nova Scotia
is approximately $600 million dollars per year (in 2010) representing almost 7% of the
provincial government budget. When the direct costs to government are added to indi-
vidual and societal costs, the total cost of poverty — $2.4 hillion—is equal to 7% of Nova
Scotia’s GDP." It costs more to help people manage to scrape by in poverty than it does
to lift people out of poverty and prevent it in the first place. Estimates suggest that imple-
menting a comprehensive poverty reduction strategy would cost half as much as continu-
ing with the status quo."

7ﬂ1e provihce’s budgetaﬂr thgces are restricted by the féderal
fiscal imbalance.

Without an increase in federal transfers and equalization, our province is unable to pro-
vide a reasonably comparable level of service at a reasonably comparable level of taxa-
tion. Total federal support to Nova Scotia is expected to rise by only $43 million in 2015~
16, a percentage increase of 1.43% (the smallest of any province).” Not only is the federal
government not providing enough equalization and transfer support, it has also shrunk
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spending on some federal programs that contribute to the social safety net; whereas in
1990, 91 per cent of the unemployed drew on unemployment insurance benefits in Nova
Scoltia, in 2014, only 65% of the unemployed drew on El for regular benefits. Moreover the
lowest income quintile only made up 16% of all El recipients in 2014.* The Alternative Fed-
eral Budgets demonstrate what a significant difference it would make if the federal govern-
ment were to restore fairness and progressivity to its tax base, and develop strategies to
tackle affordable housing, early learning and child care, poverty reduction, while provid-
ing the provinces and municipalities with the fiscal capacity they need to provide equit-
able services to meet the needs of their populations.

An appropriate level of taxation is one that contributes to
a sufficient revenue base needed to ensure the provision of
quality public services, not one that is simplistically judged to
be high or low.

The quality of public services in a community is a much more critical factor affecting the
attraction and retention of people and businesses than our taxation level. “Competitive-
ness” depends on a high quality public service environment — Switzerland, Finland and
Germany are at the top of the “Davos Index” of global competitiveness, and they are cer-
tainly not ‘low’ tax countries.*

.~ Thereisan altern;;tive approach. |

For fifteen years now, the Canadian Centre for Policy Alternatives in Nova Scotia pub-
lished an alternative budget. This year marks the 20" anniversary of the Alternative Fed-
eral Budget published by ccpa National. These budgets show that it is possible to make
strategic investments to advance social and economic justice, create jobs, reallocate re-
sources, expand the economy, and pay for this by raising revenue based on evidence of
ability to pay and return on investment. It is possible to help those in need now, and en-
sure a solid foundation for our future, our people, our communities, and our environ-
ment. In addition, the Alternative Federal Budget sets the bar on how government budgets
should be presented: “No government, federal or provincial, has applied such a thorough
assessment of the impact of their budgets on inequality, poverty and job creation, which
they claim to be priorities. This pioneering innovation should be adopted as a standard
feature of government budgets.”? Alternative Federal Budgets can be downloaded here:
https://www.policyalternatives.ca/projects/alternative-federal-budget. Nova Scotia Al-
ternative budgets can be downloaded here: https://www.policyalternatives.ca/projects/
nova-scotia-alternative-budget.
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