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Warnings of fiscal apocalypse have once again received a lot of attention in New 

Brunswick.    

 

Four years ago Don Drummond, former chief economist of the TD Bank, claimed that  

New Brunswick’s deficit would increase to $2 billion by 2015 unless drastic action was 

taken.  

 

This analysis severely exaggerated the province’s fiscal problems and proposed  

regressive ways – through deep spending cuts and sales tax increases – to reduce the 

deficit. Drummond’s diagnosis and prescription were thoroughly repudiated (see CUPE 

Better Alternatives: Why the fiscal sky isn’t falling over New Brunswick, 2011), but that didn’t 

stop the Alward government from using them to pave the way for their austerity budgets, 

which pushed the province back into recession again.  As the government recently 

acknowledged, this resulted in the province's longest slump in 30 years. 

 

Even though New Brunswick’s experiment with Austerity version 1.0 failed so miserably, 

the deficit alarmists are back at it again. 

 

We had Richard Saillant's sensationalist Over the Cliff? Acting Now to Avoid New 

Brunswick’s Bankruptcy that cranked up the hyperbole and alarmism even further last year.  

Since then we've had further alarmist reports from the Atlantic Institute for Market Studies 

and from the provincial auditor.  

 

Although the Gallant government was elected on a clear repudiation of the previous 

government's failed austerity policies, it unfortunately now appears to be following in its 

path.  

 

Given the attention they’ve received these claims of deficit doomsday-ism deserve a 

serious reality check. 

 

› Alarmist warnings of apocalypse and the orchestration of crises are often used to gain 

public support for otherwise unpalatable actions, as Naomi Klein documents in her 

book, The Shock Doctrine.  What credibility should we accord this one? 

› What is the fiscal situation in New Brunswick now? 

› What is the best way to address these current and future economic and fiscal 

challenges? 

 

Deficit Déjà Voodoo: Is New Brunswick really headed over a fiscal cliff? 

 

The deficit doomsday-ism we're hearing now sound very similar to the ones Don 

Drummond made for New Brunswick four years ago.  Its deficit déjà voodoo all over again. 

http://www.td.com/document/PDF/economics/special/td-economics-special-dd1110-nb.pdf
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Drummond warned New Brunswick’s deficit would rise to almost $2 billion by 2014/15 

and would continue to rise with status quo policies.  As was outlined at the time (CUPE 

2011, Better Alternatives), Drummond’s dire deficit projections significantly exaggerated 

the province’s problems and could have been dealt with in a much fairer manner, but that 

didn’t prevent them being used as justification for the Alward government’s subsequent 

steep spending cuts. 

 

Given the evidence we now have about the fiscal drag imposed by spending cuts, the 

province’s economy could have been even stronger and its revenues higher if it hadn’t  

cut spending so sharply after it first came into power.  When the Alward government  

cut program spending by 1.7% in its first budget, it led to a sharp slowdown of  

New Brunswick’s economy to just 0.3% growth in 2011 and then a decline of 1.1% in 2012 

and little, no or negative growth in 2013 as well (final figures for 2013 aren’t available yet). 

 

In fact, after the Alward government came to power in 2010, New Brunswick had the worst 

economic record of all the provinces, with the economy shrinking by 1% overall from 2010 

to 2013, while other provinces grew by an average of 6.5% during the same time period.  

New Brunswick is also the only province with its unemployment rate still significantly higher 

than it was in 2009 or 2010, during the recession.    

 

With a continued decline in business investment and little increase in wages, it  

should be little mystery why New Brunswick’s economy has performed so badly since 

then.  Provincial spending cuts have had a lot to do with New Brunswick’s bad economic 

performance: it’s the only province where the provincial government cut its spending  

on programs in 2011/12.  It’s not just provincial government cuts that have hurt  

New Brunswick: the province has also been hurt by a one-two punch of provincial and 

federal Conservative government austerity, spending cuts and wage squeezes.  

 

Federal government transfers to New Brunswick were cut from 2009/10 to 2011/12,  

both in absolute terms and more significantly as a share of the economy, particularly 

because of the federal Conservatives cap on the Equalization program.  Federal changes  

to the Employment Insurance program are also expected to have a larger impact on the 

Atlantic provinces.   

 

Instead of achieving a surplus this year, as the Alward government’s 2012 budget  

had previously projected, its austerity measures contributed to a worsening of  

New Brunswick’s fiscal situation.  As the economy has slowed in the past three years,  

the province’s deficit has averaged twice what it was in 2011/12.  

 

Austerity and spending cuts not only made New Brunswick’s economy and jobs situation 

much worse, but they also failed to improve the province’s fiscal situation because they 

made the economy worse and as a result weakened revenues.  

http://www.fin.gc.ca/frt-trf/2013/frt-trf-1304-eng.asp#tbl21
http://www2.gnb.ca/content/gnb/en/news/news_release.2012.03.0257.html
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If New Brunswick’s economy had grown at the rate Drummond had projected and 

revenues had been kept at a 26% share of the economy, the province’s revenues would 

have been more than $800 million higher.  This means the province could have achieved  

a stronger fiscal position without the need for deep spending cuts. 

 

While it could have been better, New Brunswick’s fiscal situation still isn’t that bad.  Its 

deficit, now forecast at $377 million for this year, down from $391 million in the budget is 

set to be eliminated by 2017/18.  As a share of the economy, the provincial deficit at 1.2% 

is far less than what it was during the 1980s (see RBC Canadian Federal and Provincial 

Fiscal Tables for these comparable statistics).  New Brunswick’s program spending per 

person is also in the mid-range of the provinces: higher than Ontario, Quebec, B.C. and 

PEI, but lower than the other provinces.  And contrary to other claims New Brunswick’s 

public service employment on a per capita basis is comparable to other provinces and just 

slightly above the national average (see Statistics Canada Cansim table 183-0002).   

 

New Brunswick’s net debt at 36.7% of its economy at is in the mid-range of the provinces, 

higher than resources-rich western provinces and Newfoundland and Labrador, but lower 

than Ontario and Quebec and comparable to other Maritime provinces.  

 

Just as households calculate the value of their houses and property when calculating their 

net wealth, governments should also calculate the value of their physical public assets, 

which is our common wealth.  But the above calculation of New Brunswick’s net debt 

doesn’t account for the value of the province’s non-financial assets, such as schools, 

hospitals, roads, bridges, buildings, equipment, utilities power and other public assets  

that the province has built and invested in for the good of all its residents.  The total 

historical cost of these assets that are operating in New Brunswick was over $13 billion – 

more than the province’s net debt (see Public Accounts 2014, p. 40).  When depreciated, 

the “book value” of these public assets of the province is calculated at $8 billion, but their 

real current market value – and their value to New Brunswickers as public assets – is no 

doubt considerably higher.1  The province’s debt less the value of these assets is just  

$3.27 billion: less than a third of the amount of its “net debt”.  This calculation of the value 

of province’s non-financial public assets also excludes the value of crown land, forests, 

mineral resources and many other types of assets.  If the province’s public assets were 

calculated at their true value, it is most likely that they would exceed the province’s net 

financial debt it would have an overall surplus rather than be in debt.  

                                                 
1
  At the same time, selling off the province’s public assets to reduce the province’s financial debt makes  

no sense because the province generally always receives less than they are worth, both in terms of their 

market value and their value as public assets.  Engaging in public-private partnerships (P3s) also makes no 

financial sense, as they commit government to expensive payments over decades for considerably more 

than it would cost if the government financed these projects directly.    

http://www.rbc.com/economics/economic-reports/pdf/provincial-forecasts/prov_fiscal.pdf
http://www.rbc.com/economics/economic-reports/pdf/provincial-forecasts/prov_fiscal.pdf
http://www5.statcan.gc.ca/cansim/a26?lang=eng&retrLang=eng&id=1830002&paSer=&pattern=&stByVal=1&p1=1&p2=50&tabMode=dataTable&csid=
http://www2.gnb.ca/content/gnb/en/departments/finance/comptroller/content/public_accounts.html
http://www2.gnb.ca/content/dam/gnb/Departments/fin/pdf/OC/PublicAccounts2014Volume1.pdf
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When the province’s fiscal situation is considered from this broader perspective, 

suggestions that it is headed off the cliff into bankruptcy can be seen as even more 

absurd.  

 

Despite the province’s level of financial debt, the cost of paying for that debt remains at 

record lows, at just slightly over 2% of the province’s economy is half what it was twenty 

years ago.  As many prominent economists have argued, with interest rates for 

governments this low and not expected to rise, it makes more economic and fiscal sense 

for governments to borrow now to stimulate the economy than to reduce their deficits.     

 

In fact, New Brunswick’s debt situation is no doubt better than many of its households – 

who along with other Canadians who have suffered from low wage increases, are still 

under record debt ratios – though certainly not as good as the corporate sector with their 

record surpluses.   

 

But for the deficit doomsayers, no matter how often their previous prognostications or 

blood-letting prescriptions fail, another day of reckoning is always around the bend,  

even if that time is ten or twenty years away. 

 

Remember that less than four years ago Don Drummond projected that New Brunswick’s 

deficit would hit $2 billion by 2014/15.  That clearly didn’t happen, nor would it have 

happened.  Still, the Alward government used these projections to justify austerity  

policies that put New Brunswick’s economy in last place among all provinces: deeper in 

the ditch and with unemployment higher than during the Great Recession.  By slowing 

New Brunswick’s economy, these cuts also reduced the province’s revenues and arguably 

made its fiscal situation worse rather than better.   It’s a case of a supposed cure being 

worse than an imaginary disease – and it would be folly to fall for it once again. 

 

The most critical task facing any New Brunswick government should be to strengthen the 

economy, provide quality public services and raise adequate revenues through fair taxes 

to pay for them.  The Alward government relied almost entirely on spending cuts to 

reduce New Brunswick’s deficit.  As is stands, New Brunswick’s revenues as a share of the 

economy – including its own-source revenues – are still well below their long-term 

average.  Even with the 2013 Budget’s partial reversal of income corporate tax increases, 

New Brunswick’s own-source revenues this year are only projected to amount to 15.2% of 

the province’s economy, below the 16% average for the period from 1990 to 2012.    

 

Total revenues, including transfers from the federal government, are projected to decline 

to just a 25% share of the economy, below their long-term average of 26%.  Meanwhile, 

spending by the New Brunswick government is slated to drop to a 24.7% share of the 

economy, well below its long-term average of 26.5%.  

http://www.brookings.edu/~/media/Projects/BPEA/Spring%25202012/2012a_DeLong.pdf


 5 

Instead of forcing New Brunswickers to not only bear the cost of deficit reduction but also 

pay for the costs of corporate and high income tax cuts through cuts to public services, 

the provincial government should instead increase its revenues to at least their long-term 

average.  An increase in New Brunswick’s revenues by just one percentage point to 26%  

of the province’s GDP would bring in an additional $330 million this coming year.   

 

This would be more than enough to eliminate the deficit, but more importantly, it would 

provide additional revenue to restore public programs, which would provide a stronger 

boost to the economy, which would subsequent increase revenues.  An objective could be 

to also restore New Brunswick’s public spending to at least a 26% share of the economy, 

and more if needs arise, in line with higher revenues. 

 

For additional revenues, the province should go to where the money is and where it’s not 

being productively used: e.g. corporations and those with high incomes.    

 

› Raising the corporate tax to the same 16% rate it is in Nova Scotia and PEI  

would generate at least $60 million annually for the New Brunswick government.   

The New Brunswick Business Council correctly said the corporate tax cuts hadn’t 

improved the economy and so urged the province to raise these rates higher than  

the Alward government ultimately did in their 2013 budget. 

› New Brunswick’s large corporations capital tax generated close to $50 million annually 

at a rate of 0.3% before it was phased out and then eliminated after 2005.  If it was 

restored, it could be expected to generate at least $60 million as well. 

› We previously urged the government to restore business property taxes to where  

they were before the Alward government reduced them.  The New Brunswick Business 

Council also even opposed these property tax cuts.  This change, which the government 

recently adopted, will increase in revenues by at least $30 million annually.  

› The tax rate on higher incomes could and should be increased further. At 17.84%,  

New Brunswick’s rate is still lower than the top rates in Nova Scotia, Quebec, Ontario 

and PEI (the latter two have surtaxes for top incomes).  Increasing this rate to 21% –  

the same as in Nova Scotia – would generate an additional $50 million annually from 

the $1.6 billion in taxable income declared by those with incomes over $150,000 in the 

province.  

› Tax loopholes should also be closed.  If the province closed the loophole that allows  

the highest incomes to pay tax at half the rate on their income from stock options and 

capital gains, it could generate another $20 million.   

› The provincial government should also consider a wealth tax, as was proposed by 

Thomas Piketty in his best-selling book Capital in the 21st Century and by the IMF as a 

way to reduce inequality and improve the economy, and was also recently proposed in 

McKinsey Consulting report.  

http://www2.gnb.ca/content/dam/gnb/Departments/fin/pdf/Budget/2004-2005/budget2004-e.pdf
http://www.cbc.ca/news/canada/new-brunswick/corporate-tax-hikes-backed-by-business-council-1.1204444
http://www.cbc.ca/news/canada/new-brunswick/corporate-tax-hikes-backed-by-business-council-1.1204444
http://www.cra-arc.gc.ca/tx/ndvdls/fq/txrts-eng.html
http://www.cra-arc.gc.ca/gncy/stts/gb11/pst/fnl/pdf/nb/tbl2-eng.pdf
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Ordinary New Brunswickers already pay a form of gross wealth tax on their homes 

through property taxes at a rate of 1.4% of their assessed value, but the value of 

financial wealth outside of property isn’t taxed.  The two wealthiest families in  

New Brunswick have over $11 billion in net assets.  A tax at a similar rate of 1.4%  

on their wealth would generate over $150 million annually.  

 

Add all these up and the provincial government could generate an additional  

$360 million annually, which would be more than enough to eliminate the deficit  

expected to be $260 million in 2015/16, with an additional $100 surplus this coming year 

and much larger surpluses in following years.  And that’s without even getting introducing 

a progressive carbon tax, which should also be considered. 

 

But instead of running a surplus to reduce a debt that doesn’t really exist when the real 

value of the province’s public assets are considered, it makes much more sense for the 

province to use these revenues to improve the lives of New Brunswickers, create jobs and 

boost the economy.  

 

As UNB economics professor Tony Myatt has suggested, a priority should be for the 

province to introduce a universal child care program along the lines of Quebec.  While  

this might cost $140 million to get started, it would create more jobs and very likely pay 

for itself, as Quebec’s program has.  A catastrophic drug program could be introduced for 

$40 million.     

 

Funding should also be increased to improve literacy and to diversify the economy, 

especially through community economic development and increasing value-added to  

the province’s resources.  The province can play a key role in stimulating these activities, 

by expanding the infrastructure needed, through direct public enterprises and ensuring 

good jobs and social services throughout its communities.    

 

These are just a few examples.  What’s most important is that the people and new 

government of New Brunswick close the chapter on its sorry history with austerity.  Instead 

it needs to focus on building up and improving the quality of life in the province because 

history has demonstrated that you can't cut your way to prosperity. 

 
 

*sb-mf/cope491 

 

http://www.canadianbusiness.com/lifestyle/map-where-canadas-richest-people-live/
http://wp.stu.ca/occupypapers/wp-content/uploads/2012/07/myatt_tony.pdf

