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Executive Summary

Over the past decade the British Columbia economy has enjoyed a faster
rate of real (inflation-adjusted) economic growth than have Canada’s other
nine provinces, on average. Indeed, from 2010 to 2018, BC’s real gross
domestic product (GDP) grew at almost twice the average growth rate of
Canada’s other provinces. British Columbia’s population also grew at a
substantially faster rate than the average for other provinces, although the
difference was not as marked as in the case of real GDP. Hence, the BC
economy experienced an increase in real GDP per capita compared to the
rest of Canada.

Examination of capital expenditure patterns supports what media
reports and other commentaries have suggested. Namely, the province’s
economic growth over the past decade has been highly leveraged to resi-
dential housing construction and industries related to the housing sector
such as real estate brokerage and mortgage services, architectural services,
furniture and appliance producers, and the like.

Notwithstanding the province’s above-average rate of economic
growth, average hourly wages of full-time and part-time employees in Brit-
ish Columbia actually increased at a slower rate than in other provinces,
on average, from 2010 to 2019. The data therefore suggest that other fac-
tors of production besides labour benefitted disproportionately from the
province’s residential housing boom, primarily owners of land and share-
holders of companies that are linked to the residential housing industry.

The province’s heavy reliance on residential housing as its driver of
economic growth has made for an industrially unbalanced growth dynam-
ic. Hence, any future downturn in the residential housing sector would
have a particularly marked adverse effect on the BC economy. Further-
more, the fact that capital investment in productivity-enhancing assets
such as machinery and equipment and intellectual property in the prov-
ince lagged such investment in the rest of Canada, on average, suggests
that the competitiveness of non-real-estate-related industries in British
Columbia will be at a growing disadvantage compared to other parts of the
country in the years ahead.
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Introduction

Previous studies have documented a significant decline in capital invest-
ment in Canada in the post-2014 period, and this decline has not been
restricted to the oil and gas sector but characterizes investment behaviour
across a majority of Canadian industries.!

From 1990 to 2018, British Columbia enjoyed an above-average rate
of growth in net inflation-adjusted capital expenditures compared to other
Canadian provinces. Indeed, it enjoyed the second fastest average annual
growth rate in net investment in total fixed assets from 1990 to 2014—be-
hind only Alberta. While the average annual growth rate declined from
2014 to 2018 compared to the 1990 to 2014 period, the decline was quite
modest compared to most other provinces. Again, BC enjoyed the second
fastest average annual growth in net investment in total fixed assets, in this
case only trailing Newfoundland & Labrador.2 To the extent that chan-
ges in capital investment rates signal changes in the competitiveness of
individual provinces, these data suggest that British Columbia has been
a relatively attractive business location in Canada over the previous two
decades and particularly in the post-2014 period when there was a notable
deterioration in investment performance in most other regions of Canada,
especially in Alberta given the severe contraction of oil and gas explora-
tion activity in that province.

The purpose of this essay is to provide a broader and more in-depth
evaluation of British Columbia’s economic performance relative to the
economic performances of other Canadian provinces. In particular, it pre-
sents and assesses a range of macroeconomic performance measures that
both embellish upon and deconstruct the relatively favourable picture de-
scribed above, which is based on overall net investment. The main finding
is that the growth of residential construction associated with a relatively
rapid increase in the province’s population has been the major underlying
source of strength of British Columbia’s economy relative to the rest of
Canada, and this was particularly the case in the post-2014 period. While

1 For evidence on recent patterns of capital expenditures at the industry level in
Canada, see Globerman and Emes (2019a). Globerman and Emes (2020) presents and
analyzes data on changes in capital expenditures at the provincial level.

2 See Globerman and Emes (2020) for a full discussion.
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this finding is not especially surprising given the widespread reporting
about increasing housing prices in BC’s Lower Mainland, the extent to
which the province’s economic activity has been tied to housing is note-
worthy.? The finding highlights the province’s vulnerability to a slowing
residential housing market, as well as the relevance of policies that would
help make the province a more attractive location for technology-oriented
manufacturing and service sector companies.

It should be noted that the availability of data limits our analysis to
the pre-Covid-19 period. Specifically, 2019 is the latest available year for
most of the economic variables discussed. Clearly, much has changed in
2020 as a result of major public health and economic developments arising
from the pandemic. In particular, there has been a substantial contraction
in economic activity in Canada with varying magnitudes of declines across
the different provinces. It is arguably too soon to assess how individual
provinces, including British Columbia, will fare economically in 2020 and
in the future, as Canada (and the rest of the world) is still in the midst of
the Covid crisis. It is also a matter of speculation as to how economic ac-
tivity in Canada and its major trading partners will be affected longer term
by the Covid crisis, as well as the private and public sector responses to
the crisis. In short, it is certainly possible that British Columbia’s relative
economic performance post-crisis will differ, perhaps substantially, from
its relative performance over the 2010 to 2019 period.

A future essay will discuss the outlook for the British Columbia
economy post-Covid with a particular focus on whether the recent sources
of strength identified in this essay are likely to prevail over the next dec-
ade. It will also identify specific public policy initiatives that would help
improve the competitiveness of BC’s economy. At this point, we merely
note the observations made by some economists that the relatively low
incidence of Covid infections in British Columbia compared to other
provinces in Canada likely means that the British Columbia economy will
experience a below-average decline in economic activity in 2020 and an
above-average economic recovery in 2021. For example, Craig Alexan-
der, the chief economist for Deloitte Canada, calls for the BC economy to
contract by about 5 percent in 2020 before experiencing real economic
growth of just over 6 percent in 2021. He projects the Canadian economy
to contract by 5.9 percent in 2020 before growing by 5.6 percent in 2021
(Orton, 2020).4 In short, while far from certain, it can be argued that the

3 Fora study of changing shelter costs in different municipal areas in Canada, see
Filipowicz, Globerman, and Emes (2020).

4 Economists at the Business Council of British Columbia forecast that the BC
economy’s Gross Domestic Product (GDP) will shrink 7.8 percent in 2020, which is
a smaller decline than the 8 percent contraction projected for Canada as a whole.
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fundamental strengths and vulnerabilities of the BC economy relative to
the rest of Canada are unlikely to be substantially changed as a result of
the Covid crisis.

However, if a second wave of the virus occurs, the contraction of the Canadian
economy is likely to be closer to 9.5 percent. Furthermore, the projected recovery of
Canada’s GDP in 2021 (1.5 percent) is substantially below the forecasted recovery for
the BC economy (4.8 percent) (see Orton, 2020).
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The Growth of the BC Economy and
Its Population

The data reported in table summarize the growth in the size of the BC econ-
omy as measured by the province’s Gross Domestic Product (GDP) adjusted
for inflation, as well as the growth relative to other provinces over the period
from 2010 to 2018.° This period is also broken into two sub-periods—pre-
and post-2014—for the purposes of reporting this and other economic data.
Other studies have shown that the investment environment in Canada
deteriorated substantially after 2014, especially in the oil and gas sector.®
Given the concentration of oil and gas assets in the western provinces,
especially Alberta, as well as the fairly obvious change in the overall
Canadian business environment after 2014 as indicated by the substantial
slowdown in business investment, it seems useful to assess the BC econ-
omy’s performance in the two subperiods, as well as over the entire period.

The first row of table 1 reports the simple (unweighted by popula-
tion) average growth rate of GDP at market prices (chained 2012 dollars)
of the 10 Canadian provinces between 2010 and 2018, as well as between
2010 to 2014 and 2015 to 2018. The second row reports the average
growth rate of real GDP for the provinces excluding British Columbia over
the same periods. The third row reports the growth rate for the BC econ-
omy alone. Since we are interested in comparing the province’s economic
performance relative to other individual provinces, it seemed desirable to
use unweighted (by population) measures of the average performance of
the provinces to avoid implicitly comparing BC’s performance primarily to
that of Canada’s two largest provinces, Ontario and Quebec.

Table 1 shows that real economic growth in BC exceeded that of the
country as a whole over the entire period from 2010 to 2018, as well as for
each of the two sub-periods.” Over the full sample period, BC enjoyed the

5 The last available year for real GDP at the time of writing was 2018.

© For an overview of investment in the North American oil and gas industry pre- and
post-2014, see Globerman and Emes (2019b).

7 The growth rate reported for 2010 to 2018 will not necessarily equal the sum of the
growth rates for the two sub-periods. For one thing, it implicitly excludes the growth
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Table 1: Percentage Change in Real GDP (Chained 2012
Dollars)

2010-2018 2010-2014 2015-2018

Simple average—all provinces 14.4 8.3 5.2
Simple average—all provinces 13.2 7.9 4.7
except BC

British Columbia 24.7 11.8 9.3

Source: Statistics Canada, Table 36-10-0222-01; and author's calculations.

fastest real GDP growth rate of all provinces.® The economic outperform-
ance of the BC economy as measured by real economic growth is especially
marked in the second sub-period during which real GDP in British Colum-
bia grew almost twice as fast as it did in the other 9 provinces, on average.

Whether the above-average increase in real GDP enjoyed by the
British Columbia economy translated into above-average growth in real
GDP per capita depends upon BC’s population growth relative to the
population growth of the other Canadian provinces. Table 2 reports
unweighted population growth rate estimates for all 10 provinces, for the
average of the 9 remaining provinces net of British Columbia, and for Brit-
ish Columbia alone. Since the population data are reported on a quarterly
basis, the growth rates reported are the simple percentage changes be-
tween the first quarter of the beginning year of each period and the fourth
quarter of the last year of each period. The periods covered in table 2
therefore correspond to those covered in table 1.”

The data reported in Table 2 identify a much faster population
growth rate for British Columbia compared to the average for the other

between 2014 and 2015. For another, it also implicitly ignores the compounding of
growth between the two sub-periods. Nevertheless, the period growth rates reported
clearly convey the outperformance of the BC economy.

8 BC enjoyed the third fastest growth from 2010 to 2014 and the second fastest
growth from 2015 to 2018.

9 Since within-year population changes are relatively small, estimating population
growth between the beginning and end period quarters of each period should be
quite similar to estimates based on averaging the quarterly estimates for each year and
then using the beginning and end year values for each period to calculate the relevant
percentage changes.
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Table 2: Percentage Change in Population

2010-2019 2010-2014 2015-2019

Simple average—all provinces 9.9 4.2 53
Simple average—all provinces 9.3 4.0 5.0
except BC

British Columbia 15.0 6.0 7.6

Source: Statistics Canada, Table 17-10-0009-01; and author's calculations.

9 provinces, particularly for the 2015 to 2019 period.!? However, real per
capita GDP in BC increased relative to other provinces since the differen-
tial in the growth of real GDP exceeded the differential in the growth rate
of total population. Specifically, over the 2010 to 2018 period, BC’s real
GDP growth was 11.52 percentage points higher than unweighted simple
average real GDP growth in the other 9 provinces. Over that same period,
BC'’s total population growth was 5.7 percentage points above the average
population growth rate for the other 9 provinces.

A faster growth of real GDP per person in British Columbia com-
pared to other provinces does not necessarily mean that the average
worker in British Columbia enjoyed a greater increase in real income than
the average worker elsewhere in Canada. GDP measures the value of out-
put produced in a domestic economy. While income accounting ensures
that the value of output will equal payments to factors of production,
including labour and capital (where the latter includes land), the share of
domestic income going to various factors of production can differ across
provinces. For example, the return to owners of land might be higher in
one province than in another due to differential scarcity of land available
for development. Also, some factors of production within a province may
legally reside outside the province, in which case reported domestic real
income will be less than real GDP. To illustrate, the profits (or compensa-
tion) earned by companies (or workers) doing business in a province but
headquartered (or legally residing) outside of that province will not be
captured in that province’s reported domestic income. Hence, it would be
informative to focus more narrowly on labour market conditions in British
Columbia compared to the other provinces to assess how the economic
welfare of workers in BC fared relative to other parts of Canada.

10 gince population data are available for 2019, the period for this variable was
extended to 2019.



Labour Market Performance

Arguably the most widely used reference to labour market conditions is
the unemployment rate. While there are various measures of unemploy-
ment, the “conventional” measure is the ratio of persons unemployed
relative to the total number of persons in the workforce, where the latter
encompasses individuals who are either currently employed or are looking
for employment. In this regard, table 3 reports the average annual un-
employment rate for all provinces, all provinces excluding British Col-
umbia, and for British Columbia exclusively for the periods 2010 to 2014,
2015 to 2019, and 2010 to 2019. Given BC’s faster-than-average growth in
real GDPD, it is not surprising that BC enjoyed a below-average unemploy-
ment rate over the full 2010 to 2019 period, as well as for the two sub-
periods.

While a relatively low unemployment rate is typically related to
relatively strong demand for workers on the part of employers, it can
also reflect a relatively slow growth of the labour force, either because
the working-age population is growing relatively slowly and/or because a
relatively large share of the working-age population is not participating in
the work force. From the data reported in table 2, one can infer that BC’s
relatively low unemployment rate is not due to below-average growth in
the province’s population. Nor is it due to fewer people working relative to
the size of the population as identified by the employment rate as shown

Table 3: Unemployment Rate (Percent)

2010-2019 2010-2014 2015-2019

Average—all provinces 7.78 7.96 7.60
Average—all provinces except BC 7.97 8.08 7.85
British Columbia 6.13 6.92 5.34

Source: Statistics Canada, Table 14-10-0090-01; and author's calculations.
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Table 4: Average Annual Employment Rate (Percent)

2010-2019 2010-2014 2015-2019

Simple average—all provinces 60.8 61.2 60.4
Simple average—all provinces 60.8 61.3 60.3
except BC

British Columbia 60.7 60.1 61.3

Source: Statistics Canada, Table 14-10-0090-01; and author's calculations.

by data reported in table 4. Specifically, the ratio of total employed per-
sons to total population for British Columbia on an average annual basis
is virtually identical to the simple unweighted average of that of the other
provinces over the full 2010 to 2019 period, though it is slightly below
average for 2010 to 2104 and slightly above average for 2015 to 2019. In
short, BC’s relatively low unemployment rate appears to reflect a relatively
strong demand for employment in the province.

Relatively strong growth in employment is not equivalent to rela-
tively strong growth in labour compensation. As noted above, the returns
to different factors of production can vary across locations. For example,
a scarcity of developable land in the Lower Mainland of British Columbia
relative to the availability of labour could mean that the growth in labour
compensation in British Columbia is suppressed relative to the growth of
labour compensation in other parts of Canada where labour is a relative
scarce factor of production, notwithstanding the faster growth of overall
employment in British Columbia. In addition, the average skill level of the
workforce can differ across locations, in part because of a different mix
of industries. Hence, to the extent that Ontario enjoys a disproportionate
share of employment in relatively high paying occupations in the finance,
technology, and public administration sectors, average compensation in
Ontario could remain higher than in British Columbia with a concentra-
tion of employment in construction and retail services.!!

In this regard, table 5 reports the average hourly wage rate for both
full time and part-time employees (15 years of age and older) in Canada
and in British Columbia for the same time periods as in earlier tables.!?

11 Changes in the mix of industries in British Columbia relative to the country as a
whole will be considered in the next section of the essay.

12 For convenience, the comparison reported in table 5 is simply that between British
Columbia and all of Canada including the territories. Given the virtually identical
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Table 5: Average Hourly Wage Rate for Full-Time and
Part-Time Employees (Current Dollars)

2010-2019 2010-2014 2015-2019

Canada 25.04 23.69 26.36
British Columbia 24.82 23.58 26.07

Source: Statistics Canada, Table 14-10-0064-01; and author's calculations.

The data show that the average hourly wage rate in British Columbia was
marginally lower than in all of Canada for all three time periods, although
the differences are likely not statistically significant. In short, BC’s stronger
labour market did not translate into higher wage rates compared to the
rest of the country.

It should be noted explicitly that average hourly wages do not reflect
full employee compensation, as fringe benefits such as employers’ con-
tributions to supplementary health care are not included. However, there
is no reason to believe that the mix of compensation, i.e., wages relative
to benefits, differs substantially across provinces. It is also possible that
differences in the mix of full time to total employment exist across the
provinces which contributes to the observed differences in average hourly
wage rates reported in table 5. In fact, full-time employment as a share of
total employment is lower in British Columbia than elsewhere in Canada.
Specifically, over the full period from 2010 to 2019, full-time employees
as a percentage of total employees averaged 80.0 in Canada, whereas it
averaged 78.4 in British Columbia. However, full-time employment in BC
still grew more than 3 percentage points faster than in the other 9 prov-
inces, on average (12.89 percent compared to 9.56 percent) over the 2010
to 2019 period. Moreover, the average hourly wage in BC grew by 21.6
percent from 2010 to 2019, whereas it grew by 24.02 percent in Canada
overall. The conclusion one might draw is that while the BC economy
grew total as well as full-time employment at a more robust rate than the
rest of Canada, the jobs created were less well-paying, on average, than
in the rest of Canada.!?

values of the BC estimate and that for the country as a whole, it can be taken that the
average for the 9 other provinces approximates the value for BC.

13 The data on full-time employment are from the same source as the data in table 3,
whereas the data on average hourly wages are from the same source as table 5.
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Capital Investment

Labour productivity growth is the main determinant of wage growth over
time. The growth in capital investment, in turn, is a major determinant of
the growth of labour productivity. Hence, it is useful to consider how cap-
ital investment growth performed in British Columbia relative to the rest
of Canada to better understand the relative performances of provincial
labour markets and, particularly, the behaviour of wage rates.

It is also useful to consider the type of capital investment undertaken
in BC relative to other parts of Canada, since the productivity impacts
of specific types of capital assets are likely to differ. For example, while
residential housing serves an important function in facilitating access to
employment, as well as providing social and health-related benefits, that
asset category is unlikely to provide the same improvements to labour
productivity as investments in machinery and equipment or investments
in intellectual property products (IPP), since the latter asset categories are
the primary vehicles through which new technology is introduced into an
economy.

With this consideration in mind, tables 6 to 8 report investment
behaviour for three broad capital asset categories. Specifically, table 6
reports the average annual investment in residential building construction
(in billions of current dollars) for Canada and for British Columbia over
the full period (2010 to 2019), as well as for the two sub-periods (2010 to
2014 and 2015 to 2019).1% It also reports the percentage of all residential
building construction in Canada that took place in British Columbia. The
data show a sharp increase in BC’s total share of investment in residential
construction between the first and second sub-periods. It also highlights
the disproportionate share of total investment in residential construction
accounted for by British Columbia. Specifically, over the entire 2010 to
2018 period, BC’s GDP (in current dollars) accounted for approximately

1% For convenience, the data for Canada reported in tables 6 to 8 include territories,
although the latter are small contributors to the total values reported for Canada.

As well, the Canada total includes values for British Columbia. Hence, the ratio of
residential construction in BC relative to the other 9 provinces would obviously be
higher than that reported in table 6.
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Table 6: Average Annual Investment in Residential
Construction ($billions current)

2010-2019 2010-2014 2015-2019

Canada 95.3 92.7 97.9
British Columbia 16.5 12.9 20.1
British Columbia/Canada (%) 17.2 13.9 20.5

Source: Statistics Canada, Table 34-10-0175-01; and author's calculations.

Table 7: Average Annual Investment in Non-Residential
Building Construction ($billions current)

2010-2019 2010-2014 2015-2019

Canada 50.8 49.1 52.4
British Columbia 5.9 5.1 6.6
British Columbia/Canada (%) 11.6 10.4 12.6

Source: Statistics Canada, Table 34-10-0175-01; and author's calculations.

Table 8: Average Annual Investment in Machinery and
Equipment and IPP ($billions current)

2010-2019 2010-2014 2015-2019

Canada 133.1 138.5 126.1
British Columbia 13 12.4 13.8
British Columbia/Canada (%) 9.8 9 10.9

Source: Statistics Canada, Table 36-10-0096-01; and author's calculations.

fraserinstitute.org
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13.5 percent of Canada’s GDP, whereas residential construction in BC ac-
counted for over 17 percent of residential construction in all of Canada.l®
Furthermore, since BC’s share of Canada’s total GDP was only marginally
higher in the post-2014 period than prior to 2014, the disproportionate
amount of residential construction that took place in British Columbia
compared to other parts of Canada is particularly noteworthy for the 2015
to 2019 sub-period.

Table 7 reports average annual investment in non-residential build-
ing construction for Canada and British Columbia. In contrast to the case
for residential building construction, non-residential construction in BC
as a share of non-residential construction in the country as a whole is
consistently lower than that province’s share of national GDP over the full
sample period. Table 8 reports average annual investment in machinery
and equipment plus intellectual property products for all industries for
Canada as a whole and for British Columbia. The province’s share of total
national investment in this broad asset category is well less than its share
of overall GDP over the full sample period.

Tables 6 to 8 therefore underscore the point that investment in
residential housing was disproportionately large in British Columbia com-
pared to the rest of Canada, whereas it was relatively weak for other asset
categories, especially those that are most closely linked to productivity
growth. In particular, the relative growth of investment in machinery and
equipment and IPP in BC has not matched the growth of the province’s
GDP relative to GDP growth of the country as a whole. Taken together,
tables 6 to 8 document how disproportionately important residential
housing construction has been to the growth of GDP and employment in
British Columbia, particularly after 2014.1° Indeed, the investment data
reported understate the importance of residential housing’s contribution
to overall economic activity in the province as it excludes investment in
businesses linked to the housing sector including brokerage, mortgage,
and architectural services, producers of furniture and household appli-
ances, and so forth. Finlayson and Peacock (2016) attempt to account for
all housing-related expenditures in British Columbia in 2016, which leads
them to conclude that around 40 percent of BC’s economic growth in that
year was directly or indirectly derived from the residential housing sector.

15 Again, Canada’s GDP in this case includes all provinces plus territories. The
estimate is from data reported in Statistics Canada, Table 36-10-0222-01, Gross
Domestic Product, Expenditure-Based, Provincial and Territorial, Annual. The latest
year for which the data are reported is 2018.

16 1¢ might be argued that residential construction would have grown even faster
along with population had shelter costs not increased so dramatically in British
Columbia’s municipalities, especially in the Lower Mainland.



Government Spending and the
Fiscal Burden

Another relevant factor to consider in an evaluation of British Columbia’s
economy is the size of government. While governments provide services
that clearly have value to their citizens, the opportunity cost of providing
those services is foregone output produced by the private sector, as capital,
labour, and other productive inputs are bid away from the private sector
by government. Put simply, government must ultimately fund its expendi-
tures through taxes imposed on the private sector in order to buy the
inputs it needs to provide services. Furthermore, to the extent that gov-
ernment borrows money to fund its expenditures, the interest obligation
associated with government debt is an additional future cost imposed on
the private sector as the interest must ultimately be paid for through taxes
on private sector income.

Since higher tax rates reduce incentives to invest and innovate,
government spending can impose a fiscal burden on the private sector.
The use of the conditional tense is deliberate. Government spending on
activities such as education, health care, basic research and development,
and the provision of tangible and intangible infrastructure such as roads,
bridges, and public safety contribute to improved economic efficiency,
thereby economizing on the private sector’s need for productive inputs.

It is beyond the scope of this essay to review the fairly extensive literature
on the relationship between the size of government and real economic
growth.1” Briefly, while there is no consensus on the precise “optimal”
size of government, the evidence suggests that beyond some relevant size,
increased government spending as a share of GDP results in reduced real
economic growth. Furthermore, there are grounds to argue that the fed-
eral and provincial governments in Canada might already exceed existing
estimates of optimal size (Whalen and Globerman, forthcoming).

17" Reviews of the literature can be found in Di Matteo (2013) and Whalen and
Globerman (forthcoming). It might also be noted that the impact of government on
private sector activity extends beyond spending and taxes. In particular, government
regulation can affect the efficiency of the private sector and can be seen as an
extension of the size of government. For a discussion of this point, see Cross (2014).

fraserinstitute.org / 13
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Table 9: Total Consolidated Government Spending as a
Percentage of GDP (Average for Period)

2010-2018 2010-2014 2015-2018

Canada 45.3 45.2 45.4
Canada except British Columbia 46.2 46.2 46.6
British Columbia 36.8 359 35.8

Source: Whalen and Globerman (forthcoming).

Table 10: Fiscal Burden (Percent)

2010-2018 2010-2014 2015-2018

All provinces 16.1 15.6 16.7
All provinces except 16.2 15.7 16.8
British Columbia

British Columbia 15.0 14.6 15.6

Source: Statistics Canada, Tables 10-10-0147-01, 10-10-0016-01, 36-10-0222-01;
and author's calculations.

Table 11: Total Government Expenditures on Debt
Interest as a Percent of Total Government Spending

2010-2018 2010-2014 2015-2018

All provinces 8.01 8.52 7.35

All provinces except 8.12 8.62 7.47
British Columbia

British Columbia 7.02 7.6 6.28

Source: Whalen and Globerman (forthcoming).
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Tables 9 to 11 provide an overall picture of the relative size of gov-
ernment in British Columbia and the fiscal performance of the province
relative to other provinces as identified by the fiscal burden and the share
of government spending going to interest payments. Specifically, table 9
reports total consolidated government spending as a percentage of GDP
for Canada as a whole and for British Columbia specifically. Table 10 com-
pares BC's fiscal burden to that of other provinces, where fiscal burden
measures taxes and compulsory transfers paid to government by indi-
viduals, businesses and non-residents expressed as a percentage of GDP.
Finally, Table 11 reports total government expenditures on debt interest as
a percentage of total government spending.

The main inference to be drawn from the data on government fiscal
performance is that the BC government has managed its finances relatively
well compared to other provinces. Specifically, provincial government
spending as a percentage of provincial GDP was lower than for the coun-
try as a whole, as well as for the other provinces, on average, over each of
the two sub-periods, although it was still higher than some estimates of
the percentage beyond which an incremental share of GDP going to gov-
ernment spending reduces real economic growth. Moreover, and notwith-
standing the above-average economic growth that the BC economy has
enjoyed since 2014, government spending relative to GDP has remained
essentially constant in BC, whereas it has increased in the rest of Canada
between the two sub-periods, on average. British Columbia’s interest pay-
ments on government debt as a percentage of total government spending
is also below that of other provinces, which implies a lower relative future
tax burden, other things constant. Finally, the fiscal burden imposed by
the BC government is lower than it is elsewhere in Canada, on average,
although it increased after 2014.

fraserinstitute.org
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Concluding Comments

From 2010 to 2019, British Columbia’s economy performed relatively well
compared to other provinces. In particular, it enjoyed substantially above-
average real economic growth, particularly from 2015 to 2018. However,
with an accompanying increase in population, the average wage rate of
workers in BC did not increase relative to the average wage rate of work-
ers elsewhere, even though real economic growth outpaced the growth
of population in British Columbia over the period studied. This outcome
presumably reflects a greater share of income going to non-labour factors
of production in British Columbia compared to other parts of Canada. In
particular, the return to real property in British Columbia arguably ac-
counts for a larger share of provincial income than is the case for other
provinces.

The fact that residential construction was the major driving force of
the province’s growth rate, particularly from 2015 to 2019, is consistent
with an argument that increased demand for housing drove up returns to
land as a relatively scarce factor of production. As well, the fact that shelter
costs in cities in British Columbia, especially Vancouver and in other
Lower Mainland locations, rose at an above-average rate compared to the
rest of Canada, combined with the fact that the nominal average wage in
British Columbia did not increase relative to the average wage elsewhere,
implies that the real incomes of workers in British Columbia decreased
relative to the real incomes of workers in many other parts of the country.
In short, for many workers, BC'’s relatively fast overall economic growth
rate did not translate into increased real economic prosperity.

The reliance on residential construction as a driver of economic
growth in the province also raises substantive concerns about the sustaina-
bility of that growth in the future. Legitimate concerns can be raised about
whether housing affordability issues, especially in the Lower Mainland,
will limit population growth at the same time as it makes starting new
businesses uneconomical. The below-average growth rate in productive
assets such as machinery and equipment and in new technology suggest
that the future rate of growth of labour productivity of BC workers might
lag behind that of workers in other parts of Canada, which might further
discourage investment outside of the residential construction sector.
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In sum, the future of BC’s economy might well depart from recent
experience absent policies that encourage improved economic competi-
tiveness across a broader range of industries, as well as more affordable
housing. While the full consequences of the Covid crisis are extremely
difficult to predict, one possible outcome might be increased flexibility
of skilled employees to work outside the office. This development would
increase the geographical mobility of skilled workers. The relatively high
cost of living in BC municipalities, which is apparently not being com-
pensated in higher monetary wages would, in such circumstances, further
undermine the competitiveness of the provincial economy and threaten its
future economic growth.
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