
Governance and Economic 
Development in Cape Breton



The Relationship Between Economic Development, 
Governance and Equalization:

The Statutory Framework

Pursuant to Section 36 (2) of the Constitution, Parliament and the 
Government of Canada are committed to the principle of making 
equalization payments to ensure that provincial governments 
have sufficient revenues to provide reasonably comparable 
levels of public services at reasonably comparable levels of 
taxation.
Section 36(1) of the Constitution commits the Government of 
Canada and the provincial governments to promoting equal 
opportunities for the well-being of Canadians and to furthering 
economic development to reduce disparity in opportunity.



The Relationship Between Economic Development, 
Governance and Equalization:

The Statutory Framework

Equalization on its own is self-perpetuating.
The commitment of Section 36 (1) of the Constitution is to ensure 
that it does not happen (that equalization transfers are not 
necessary).
It makes a national commitment to build strong economies within 
the federation that will sustain the level and the quality of 
programs and services needed by all Canadians.
Until that economic strength is achieved, however, and our 
provincial economies become self-sustainable, the important role 
that equalization assumes within our federation cannot be 
overstated.

Source: Former N.S. Finance Minister, Neil LeBlanc in a presentation to the Standing
Senate Committee on National Finance, Ottawa, November 6, 2001.



Equalization



Equalization and the CBRM: 
The Statutory Framework

Section 36 (2) sets out the statutory framework for the 
equalization program.
Section 92 of the Constitution sets out the exclusive powers of 
provincial legislatures. Among these responsibilities are:
– municipal institutions in the province and 
– generally all matters of a merely local or private nature in the 

province.
Through the Municipal Government Act, the provincial 
legislature has determined the authority and functions of 
municipalities in Nova Scotia.



Equalization and the CBRM: 
The Role and Functions of Municipalities in Nova Scotia

One of the purposes of the Municipal Government Act as 
stated in 2(b) of the MGA was to “enhance the ability of 
councils to respond to present and future issues in their 
municipalities.”
Under the MGA, the functions of the municipality are to:

(i) provide good government,
(ii) provide services, facilities and other things that, in the 
opinion of the council, are necessary or desirable for all or 
part of the municipality, and
(iii) develop and maintain safe and viable communities.



Equalization and the CBRM: 
Do the residents of the CBRM have the    
right to expect equalization transfers?

Equalization transfers to the provinces are unconditional in 
nature; however, the federal and provincial governments are 
committed to the language in section 36 (2) of the Constitution.
As recently as October 7, 2003, N.S. Finance Minister, Peter 
Christie, met with federal officials in Ottawa “to impress on the 
federal government the need to adequately fund the equalization 
program, ensuring the same quality of services to all Canadians.” 
(Source: Government of Nova Scotia News Release, October 7, 
2003.)



Equalization and the CBRM: 
Does the province of Nova Scotia have sufficient 

resources to provide comparable public services?

Currently, receiving provinces are raised to 96.4% of the national 
average fiscal capacity, which is $5,809 per person in each 
province.
Despite being raised to 96.4% of the national average fiscal 
capacity, in a recent document entitled “Strengthening The 
Equalization Program,” the provinces and territories have agreed
that “the Equalization Program is becoming more and more 
inadequate in its ability to achieve this constitutional commitment 
[Section 36 (2)].” 



Federal Equalization Impact,    
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Equalization and the CBRM: 
Are municipalities in Nova Scotia able to offer  

comparable public services for a  
comparable tax burden?
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Equalization and the CBRM: 
What does the annual shortfall mean?

To bring the CBRM up to the standard for municipal regions and 
towns in Nova Scotia, would require an additional $20 million in
revenue annually.
This annual deficiency represents 21% of our annual operating 
budget or more than the annual budget of the police department 
and the recreation department combined.
In comparison to the standard level of municipal service in Nova
Scotia, therefore, the CBRM is simply unable to provide a 
comparable level of service for a comparable tax burden (residential 
tax rates are 11% higher than the provincial average and 
commercial rates are approximately 21% higher).



Equalization and the CBRM: 
The Case of NSPI

CBRM’s need for additional equalization revenue would be 
reduced if the region received all property tax revenue being 
generated in the region.
In one important example, if treated in a manner consistent with
all other commercial enterprises, Nova Scotia Power 
Incorporated would pay approximately $9 million in property 
taxes annually to the CBRM.
In the case of NSPI, however, the province collects in excess of
$31 million in property taxes from NSPI and provides $1.9 million 
of that revenue to the CBRM even though we have more than 28% 
of the total assessed value of the NSPI properties.



Equalization and the CBRM: 
Is the NSPI Situation Unique?

The tax treatment of NSPI is unique.
Three years ago, when there was debate regarding the property 
tax treatment of natural gas production and distribution facilities, 
it was decided that host municipalities would receive property 
taxes owed based upon the assessed value of the assets as is 
done in the case of all commercial enterprises except NSPI.
This decision resulted in windfall property tax revenue for a 
relatively small number of municipal units.
Why, then, is NSPI tax revenue distributed across all units?
The likelihood that the NSPI issue, which has been ongoing for 
approximately 10 years, will not be resolved places more 
importance on achieving a resolution of the equalization issue.



Equalization and the CBRM: 
Position of the Province

The province of Nova Scotia has not contradicted the figures 
put forward by the CBRM in various presentations and issue 
papers on this matter.
In a letter dated October 8, 2003, Premier Hamm responded to 
CBRM’s most recent request to reconsider the issue by 
stating: “The Province is not in the financial position to be 
able to provide additional funding for the equalization grant. 
Therefore, any changes to NSPI/equalization program must 
come from current funding levels.”



Equalization and the CBRM: 
Are the required financial resources  

necessary to enhance the equalization  
program for the CBRM available?

Governance study estimates that the province receives $315 
million annually in equalization payments from the federal 
government based upon economy of Cape Breton.
Municipal expenditures in Cape Breton account for approximately 
12% of total provincial/municipal expenditures in Cape Breton 
annually.
A reasonable share of the annual federal transfer, based upon this 
share of service provision responsibility is $38 million annually.
Current equalization transfers by the province allocate less than 
$17 million to municipalities in Cape Breton. The balance 
outstanding is $21 million every year.



Equalization and the CBRM:
Summary

The province of Nova Scotia is receiving sufficient transfer 
revenue from the federal government annually to be able to 
provide a comparable level of public services to all citizens of
Nova Scotia.
For whatever reason, in the case of municipal services in the 
CBRM, sufficient revenue is not being provided by the 
province of Nova Scotia to satisfy this very clear 
constitutional commitment.
If this issue is not addressed, the options for the CBRM in 
this and future years are reduction of services (already 
considerably below a reasonable standard) or tax increases 
(tax rates already above a reasonable standard).



Governance and Economic Development:
Constitutional Principles

Section 36 (1) provides that the Government of Canada and the 
Provincial Governments agree on the importance of:

promoting equal opportunities for the well-being of Canadians;
furthering economic development to reduce disparity in 
opportunity;
providing essential public services of reasonable quality to all
Canadians.



Why was governance study undertaken?

The governance study was commissioned to review the 
relationship between governance options (resources, structures 
and policies) and economic development in Cape Breton.
A key feature of the analysis was the preparation of a budget for 
Cape Breton Island. Estimated total revenue generated in Cape 
Breton annually is approximately $929 million.
This review considered only provincial, not federal, expenditures 
in Cape Breton.



Who prepared the study?

The governance study was prepared by Dr. Wade Locke and Dr. 
Stephen Tomblin, both of whom are professors at Memorial 
University in Newfoundland.
Dr. Locke and Dr. Tomblin are recognized experts in the fields of 
economic analysis and public policy in Canada.
The authors have no vested interest in Cape Breton. As a result,
they were able to provide an objective analysis of what is 
occurring in the region.



What were the main findings?

The main findings of the analysis are as follows:
– Cape Breton is not sustainable under current governance 

arrangement.
– Based upon a financial analysis, Cape Breton can be self-

sustaining and the Island is not being subsidized by the 
rest of Nova Scotia.

– The economic and population health indicators for Cape 
Breton indicate there is an economic and societal crisis 
being experienced across Cape Breton Island.

– Cape Breton does not have control of the resources, fiscal 
instruments (taxing power), structures, or decision-
making autonomy (policy) necessary to deal effectively 
with the economic crisis being experienced on the island.



What were the main findings?
(continued)

– There is a very close link between economic and 
environmental factors and individual and community 
health.

– Good governance is a prerequisite for economic 
development.

– Good governance requires vision, capacity, and 
autonomy.

– Renewing Cape Breton will require contesting old mind 
sets, developing learning-based systems of governance 
that are more interactive, open, transparent, and evidence-
based.

– A reformed governance structure is the start of a long 
journey to economic sustainability for Cape Breton.



Does the situation in Cape Breton 
really constitute a crisis?

The use of the term “crisis” by the authors of the study to 
describe the situation in Cape Breton is both deliberate and 
appropriate.
A crisis is a serious or decisive state of things; a crucial time. 
“Crisis” implies two elements: a need to act to avoid a significant 
negative event or outcome, and an ability to act.
The experts that have been consulted believe that Cape Breton’s 
decline is very serious and, if unchecked, will result in a greatly 
diminished entity (society and economy); however, this decline is 
not inevitable and there are things to be done to improve the 
situation significantly (governance options).



What does a crisis in a regional economy look like?
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Does this decline apply to all areas of Cape Breton?

Between 1976 and 2001, the population of Cape Breton 
County declined by 14.7%, the population of Inverness 
County declined by 8.4%, the population of Richmond County 
declined by 17.9%, and the population of Victoria County 
declined by 5.4%.
During this period, as a share of Nova Scotia’s population, 
Cape Breton fell from 20.6% to 16.2%.
Based upon Statistics Canada’s population forecast, this 
decline will continue, presumably unless significant changes 
are made.



What does a crisis in the Cape Breton  
economy look like?

Losses occur as individual events over time.
There is no time limit on a crisis (may take many years), except
that by definition a crisis ends when there is no longer an ability 
to act.
The determination that a situation constitutes a crisis is 
subjective based upon an evaluation of available information. In
this case, experts have gathered evidence, evaluated the 
evidence, and provided an opinion that there is a crisis in Cape
Breton.
Some people can prosper/do well during a crisis; therefore, there 
will never be unanimous agreement with this evaluation. 



Need to act

In terms of the need to act, therefore, all available information 
suggests a very serious decline.
Expert opinion has been presented that there is a need to act.
Available population forecast shows what is likely to happen 
if we don’t act.

Can there be agreement that there is a need to act? 



An ability to act: 
What is the provincial position    

with respect to Cape Breton?

As stated in the provincial economic development strategy, 
“Opportunities for Prosperity,” the province believes that 
“the situation in the Cape Breton Regional Municipality is 
fundamentally different in size and scope from the challenges 
that other regions and communities have faced…”
The report continues, “The growth fund must evolve , with 
Cape Breton’s input, as a development model in which 
governments take on a new role of facilitating and supporting 
communities to solve their own challenges.”



Does Cape Breton have the ability  
to act to solve our own challenges?

The governance study estimates total annual provincial revenues 
in Cape Breton (including federal transfers) of approximately $929 
million.
In the course of conducting the study, the CBRM requested 
detailed information regarding program expenditures in Cape 
Breton from the province; however, this information was not 
provided by the provincial government.
The authors of the study conclude: “Cape Breton does not have 
the kind of resources or fiscal instruments available to it to deal 
with its economic problems as would a separate provincial entity.”
An ability to act therefore requires a change in governance so that 
Cape Breton has the resources, the structures and the policies 
necessary to address its own serious economic and social 
challenges.



Is a comparison to another jurisdiction appropriate?

A comparison between Cape Breton and Prince Edward Island is 
useful.
Prince Edward Island, although a smaller jurisdiction than Cape 
Breton, has a growing population, significantly higher levels of
employment and a higher average income.
The estimates provided in the study also suggest that under the 
best circumstances, annual program expenditures in Prince 
Edward Island are more than $80 million greater than in Cape 
Breton.
Prince Edward Island appears to spend more than $62 million 
annually on economic and community development and tourism 
promotion. What is the comparable figure for Cape Breton?



An employment comparison:
Cape Breton and PEI
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An ability to act?

The current situation is not a crisis if there is no ability to act.
There is no ability to act if the decline is inevitable.
– Evidence from PEI suggests very strongly that small regions can do 

very well.
There is no ability to act if everything that could  reasonably be 
done is being done.
– We know that in the case of equalization funding for municipal 

units, this is not true. 
– We don’t know the actual level of program expenditures in Cape 

Breton because provincial data has not been provided.
– We know that important policies, like a decentralization program, 

have been strongly resisted.
– We know the region is falling behind other regions in terms of key 

infrastructure components.



Governance Options

If economic decline in Cape Breton is very serious and there 
is agreement that it is not necessary or inevitable, and if there 
is agreement that there is no evidence that all that could be 
done to improve the situation is being done, then by 
definition there is agreement that the situation is a crisis.
If there is a consensus that there is a crisis in Cape Breton, it 
is possible to begin the process of exploring governance 
options presented in the report.



Governance Recommendations

The Governance Steering Committee of the CBRM 
recommends to Council the following actions in support of 
the findings of the governance study:
– Vote on the main finding of the study – Is Cape Breton 

Island experiencing a crisis?
– If the vote affirms that Council believes the finding that 

there is a crisis, the next step is to engage all of the 
municipal leaders of Cape Breton in a forum to discuss 
these issues with the assistance and advice of leading 
independent experts in the field.



Governance Recommendation 
(continued)

– It is also extremely important that at the same time there be an
organized and independent community engagement and 
consultation exercise so that the people of Cape Breton have an 
opportunity to understand the information that is available and 
an opportunity to discuss the relevant issues. 

– Based upon the views of the municipal leadership in Cape 
Breton and the people of Cape Breton, the next step is to define
the level of resources and the type of structures required to 
define and implement an alternative vision for the Island.

– We must seek opportunities to engage our provincial leaders, 
as well as Cape Breton’s MLAs and MPs in this process.



Governance
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