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Thi s speci a report onthe Nova Scotiaeconony i s
presented at atine of econonc uncertai nty and
conpl exi ty. The economic | andscape has changed
dranatical ly over thelast several nonths. Viden
t he Budget was brought downinlate Mrch, the
economes of North Ameri ca were expected to cool
in200L, toexhibit recoverylater intheyear adto
achi eve robust growthin2002. But economc
condii tions continuedtoweakenintothethird
quarter of thisyear. Theattacks of Septener 11th
accel erat ed t he econonnc deteriorati on. By then,

t he econom ¢ sl owdown had becone gl obal i n
resech

Econonnc forecasters qui ckly reduced thel r short -
termout | ook for economic growt h i n Ganada and
the provinces. Rerfornancew! | be notabl y weaker
in2001, conparedtolast year. Economic condi -
tionswll renainletharg c through nost of 2002
bef or e robust recovery becones entrenched in
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Economic Growth Forecasts for Nova Scotia

and Canada (Percent Change)

2001 2002 2003
NOVA SCOTIA 1.5 0.9 3.5
CANADA 1.4 1.5 4.0

Source: Department of Finance for Nova Scotia (2001-2003);
Department of Finance survey of private sector forecasts for
Canada (averages for 2001-2003)

Econom ¢ Per f or nance 2001

The Budget fully anti ci pat ed a weakeni ng eco-
nomic perfornance in 2001, wth Nova Sotia s
@Pforecast togrow2. 3 per cent and enpl oy-
nent 0.8 per cent. This outl ook was based on
severa key assunpti ons:
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. Foductionof natural gasandgasliqu ds
fromt he Sabl e Gfshore Energy Project: (S0P
vas pro ectedtoincrease 50 per cent andto provi de
t he nai n source of the provinnce’ s @GP growt h, but
theincreasein of f shore energy producti onwoul d
havelittleinpact onjobcreation. S s out put
of natural gas woul d be readi |y absorbed by the
slowngUS econony, thedestinationfor 82 per
cent of theprovince sinternati ona nerchand se
exports. By conparison, the val ue of non-energy
expaortsvas expectedtodeclineasaresut of slug
gishUS economc perfornance.

. Denand f or goods and servi ces: wthin
Nova Sotia, total investnent spendingoveral | vas
forecast torena nweak, governnent expendi t ures
on goods and servi ces to be firm and consuner
spendi ng, though weakeni ng, to be sustai ned by
further gainsininconeand by federal i nconetax
ats

Per f or nance year -t o- dat e has been mxed. SO
productionisinlinewthexpectations, wthnaturd
gas drivingexport perfornance. DespitetheUS
econoni ¢ sl ondown, however, the val ue of non-
ener gy exports conti nues t o shownodest gai ns
throughthefirst e ght nonths of the year.

. Gowthinjobcreationisjust bel ow
farecast

. Retai | sal es growt h has been sonevhat | ess
robust t han expect ed

. Housi ng starts were expected t o be | over
thisyear, but arebe owf orecast

. @Pgronthin 2001wl be sonewhat

lover thanforecast at Budget tine

Twofactorsinparticu ar pronpt areductioninthe
province' s @Pgronth outl ook for this year:

1 arevisioninprovincid econonnc detaby Satis-
tics Gnadaand 2. are-assessnent of econonnc
condi tionsinthe afternath of Septenter 11'".
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Frst, thereis anecononnc account S revi Si on
gonhsnft effect. Saistics Gradd slae @taoer
rel ease of theprovincia econonc account s for
2000 cont ai ned a consi derabl e upward revi sionin
A@Pgronhfor 1999, to5. 7 per cent. This
contributed, inpart, toneasured GPgrowhfor
2000 of 2.3 per cent, sonewhat bel owH nance’ s
estinsteof 3.0per cent inthe Budget. Set agai nst
what vas al ready anticipatedtobeaslowngin
econom ¢ nonent umi n 2001, the new y publ i shed
datadictatethat GPgronhfor thisyear be
reduced, conparedtothe previous year.

Second, the economic shock triggered by the event s
of Septenber 11'" has forced are-assessnent of the
econonc out | ook. Inmedi ately fol | owngthe
event, theanecdotd evidencepointeddecided yto
an adverseinpact onthetravel /touri sm transpor-
tationadre aedindustries. Ar transportati onhes
experi enced consi derabledi sruption Arlines
have subsequert | y announced rout e cancel | at i ons,
arcraft fleat reductionandlaydffstobeinp e

nent ed over t he ensui ng nont hs; one nat i onal
carrier has decl ared bankruptcy. Hwever, the

i npact s of Septentoer 11'" have been nore i nferred
than denonst rat ed, gi venthat econonnc deci si o+
nakingisrespond ngnat onlytotheterrorist
attacks but al soto an al ready- weakeni ng econony
even beforethe at t acks occurred.

Touri smrevenues once agai n sur passed t he $1. 2
billionnark for 2001, wthaprg ected decline of
about threeper cent thisyear. Qilypart of this
dropishengattributedtothe events of Septenter
11" Inaddition, anunber of know edge- based
busi nesses have el ther ¢l osed or restructured
Mreover, thereisevidenceinother sectors that
econom ¢ deci si ons ar e bei ng post poned or can-
celled Geral, honever, enpl oynent has hel d
steady throughthefirst tennonths of thi s year,
support ed by posi ti ve devel opnent s i n pre-devel op-
nent engi neering, fabricationwork and expl oration
i nthe of f shore energy sector, estad i shnent of new
cal centres, and capaci ty expansi ons i h nanuf act ur -
inginostri es.

Asaresult, NovaSotia s @Pgrowthis now
expectedtoaverage L. 5per cent in200L Net jaob
creationwl| increase 0.8 per cent. The unenpl oy-

nent ratewl! | average 9.8 per cent for the year.
For conpari son, Ganada’s @Pgrow his now
forecast at 1.4 per cent and enpl oynent growi h at
11 per cat.

Outlook

Thi s cal endar year i s nearly conpl ete, andthe

i npect of recent eventswll not heavily af fect
overal |l perfornancefor thisyear. Theinpact of
t he shock waves of Sept enfoer 11'" on t he econo-
mes of North Avericaw!| befelt predomnant!y
in2002. Gnsuner and busi ness conf i dence has
been shaken. R sks anduncertainty attachedto
econom ¢ deci si on-naki ng have i ncreased. Thi s
adds an unusual and si gni fi cant conpli cationto
econonnc f orecast s.

A thebegnning of thisyear, centra nonetary
authoritiesinthe Uhited S at es and Ginada began
toreduceinterest ratesto conoat energi ng weak-
ness i n econonic condi tions. Inthe Septener 11
afternath, interest rates have beenfurther and
sharpyreducedtotheir lonest leve sinfour
decades, inanattenpt to bd ster consuner and
busi ness confidence. Inaddition, theUS federd
gover nnent i s nounti ng an expansi onary fi scal
programt o i nprove and expand i nternal security,
toincreasennlitary spend ng, toprovi definanci d
assi stance to suppart and rebui | d econonic i nfra
structure, andtosti nul at e consungr and busi ness
i nvest nent expendi ture. Thefiscal response of the
Ganadi an governnent w il bediscl osedinthe

f ort hcom ng Decenfer Budget. S rong nonetary
andfiscal stinuusishbuldnginNorthAmerica,
but the ti mmng and convi cti on of consuner and
busi ness responserenai nsacritica questi onnark.

Econoni ¢ f or ecast er s have chopped @GP grow h
for the Ganadi an and provi nci a economes si nce

Septener 11'". Thisisespecia lytruefor the 2002
outl ook, wheregronthrates have beencut inhaf,
andnore. Asotherangeinforecasts has w dened,
reflectingd fferi ng expectati ons on when econonc
recovery gets undervay i n 2002, whether early or

later intheyear. Thereis, honever, near-unanim
ityintheforecasts that econonnc perfornance wl |
be strongin 2003
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Economic Growth Forecasts for Canada
(Percent Change)

2001 2002 2003
HIGH 1.6 2.0 4.3
AVERAGE 1.4 1.5 4.0
LOW 1.3 0.6 34

Source: Department of Finance survey of forecasters
Note: Private sector forecasts in the survey were released after
September 11, 2001

Economic Growth Forecasts for Nova Scotia
(Percent Change)

2001 2002 2003
HIGH 2.5 2.5 3.8
AVERAGE 1.7 1.7 34
LOW 1.0 0.6 2.6

Source: Department of Finance survey of forecasters
Note: Private sector forecasts in the survey were released after
September 11, 2001

Nova Scotia' s economc perfornance w || be weak
in2002. Ay recovery next year wll depend
criticallyoninprovenent inUS econonc
codtios. Intheprovince, thereis!|innted scope
for i ncreased out put fromthe SO and for
stepped-upexpl oration. Rublic sectar spend ngwl |
berestrained. Businessinvestnent expenditurewl |
continue t o be weak. The annual t hr ee- per - cent -
plus growthin@Pinthe second hal f of the 1990s
was acconpani ed by doubl e-digit rea gronhrates
inbusinessinvestnent. Aresurgenceininvest-
nent, enpl oynent and economc growthw | not
occur until spendi ng onthe next of f shore energy
devel opnent prgj ect accdl erates, aticipetedin
200
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Real GDP Growth, Nova Scotia and Canada,
1992-2003 (Percent Change, 1997 §)
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Source: Statistics Canada, Provincial Economic Accounts, cat.
no. 13-213 (1992-2000); Department of Finance forecast for
Nova Scotia (2001-2003); Department of Finance survey of
private sector forecasts for Canada (2001-2003)
Therisks appear a thistine onbal ance, topoint
toalater rather thananearly recovery i n 2002
Li ngering apprehensi onof further internati onal
econon ¢ uncertai nty coul d wei gh on busi ness and
consuner confi dence, but positive news on geopo-
litical devel opnents woul d hel p strengt hen
confidence. The actual shape, nagni t ude and
inplenentationtinnglags of fiscad stimlusis
not yet clear, but thisstin usisexpectedto
oignateprinarilyinthelntedSates. US
i nposi tionof duties onsoftwood | unber i s of
particul ar concernto Nova Soti a producer s.
Further depreciationintheGradiandd lar is
positivefor export revenues, but it dsoraisesthe
cost of inportedbusinessinputs. Inaslugg sh
gl obal econonc envi ronnent, oil prices nay
rensindepressed Thiswll benefit usersof al
products: for consuners, thisisana ogoustoan
increaseind sposadl eincone. InNvaSati g,
deci si ons on of f shor e ener gy proj ect devel opnent
arepending, andanearly start woul d provi de
upsi de patentia for the province' s econonc
per f or nance.

Gventhe hei ght ened degree of uncertaintyinthe
econom ¢ envi ronnent, a nore prudent viewis
that economc recoveryisayear anay. Qhthe
expectationof alater rather thananearly econonc
recovery in North Aweri ca next year, Nova
Sotia sd@Pisforecast togrow0. 9 per cent in



2002. Enpl oynent growthw || al so bel ower, at
0.2 per cent, andthe unenpl oynent ratewl | rise
above 10 per cent. Next year wll experi ence a pace
of econonnc perfornance characteristic of theearly
1990s. | nanenvironnent of weak econom c

cond tions, consungr spend ngandretall sa es
gonhwll berestra ned. Through nuch of the
year ahead, uncertai njoband i ncone praspect s can
be expect ed t o count erbal ance the sti nol ati ve
potentia of lowinterest rates andfedera incone
taxats.

Retail Sales, Nova Scotia and Canada
1992-2001 (Percent Change)
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Source: Statistics Canada, Provincial Economic Accounts, cat.
no. 13-213 (1992-2000); Department of Finance forecast for
Nova Scotia (2001)

Meani ngf ul recovery i nthe provi nce’ s econony
depends onreneved strengthintheUS and
Ganadi an economes, and shoul d exhi bi t benefi ci al
i npact on Nova Scotiaby early 2003.  Mr eover,
addi tional growthinpetusw | be provi ded by
Deep Panuke devel opnent const ructi on activity.

I nthese circunstances, indicated GPgrowhfor
2003is3.5per cent and2 Oper cat increasein
enpl oynent. Further strengthto perfornance
woul d be provi ded by posi ti ve deci si ons t o proceed
wthSEPTier Il andtransmssi on pi peline
expansi on.

Employment Growth, Nova Scotia and Canada,
1992-2003 (Percent Change)
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Source: Statistics Canada, Provincial Economic Accounts, cat.
no. 13-213 (1992-2000); Department of Finance forecast for
Nova Scotia (2001-2003); Department of Finance survey of
forecasters for Canada (2001-2003)
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The changed economi ¢ ci r cunst ances ar e expect ed
toadversdy affect anticipated groshinprovinc a
revenues, especid lyinthenext fiscd year. Inthis
year, Equal i zationi s expectedtobe | oner than
prgectedinthe Bidget. 1n2002, forecastsfor
economc gronth have beencut inha f across a |
provi nces, and even nore for son@ pr ovi nces.
Qnsequert |y, it is nowexpectedthat Equal i zati on
trasferswil showlittle if ay, gothnext year
over Wit i snowforecast for fiscal 2001-02 In
addi tion, ana or i npact on corporate i ncone t ax
revenueis expectedas aresut of weakened eco-
nonnc condi ti ons and prospectsinthe short term
Basedupondatacurrently availadl e, theprovincei s
nowanti cipatingthat total revenues for upconnng
2002-03fisca year wll be approxi nat el y $40
mllionlessthanprgectedfor theyear inour

ned umtermfiscal plantald edinApril 2001

Nova Soti @ s economic forecast wll change as
nare conpr ehensi ve dataarerel eased by stati sti cal
agenci es i nt he connng nont hs.

This document and other financial information is available on the Department of Finance website:

http://www.gov.ns.ca/finance
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