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BUDGET PAPER A:

BACKGROUND NOTESON THE ECONOMY

Provincial Highlights 2001

. Based on available statistics for Prince Edward Idand in 2001, the Provincia Treasury estimates
that the economy grew by 1.3 per cent, as measured by constant dollar Gross Domestic Product.
This compares with a naiond growth rate of 1.5 per cent. Economic growth in 2001 was
highlighted by increased employment, a buoyant congtruction sector and rising persona income.
Asseenin Figure A.1, thisis the fourthyear of continued economic expansion on Prince Edward

Idand, abeit at a dower rate than during the previous three years.

FigureA.l

Growth in Gross Domestic Product at 1997 Prices.
PEIl and Canada: 1997-2001.
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Source: Satistics Canada, Canadian Economic Observer.

* PEI 2001 Provincial Treasury forecast.

. Employment on Prince Edward Idand expanded by 2.2 per cent in2001 to average 65,900. This
follows exceptional employment growth in 2000, when Prince Edward Idand led the nation with

employment growth of 5.2 per cent.

. Total labour income grew by 4.5 per cent to vaue $1,809 millionin2001, compared withnationa

growth of 4.2 per cent.
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. The vadue of manufacturing shipments on Prince Edward Idand in 2001 showed amodest increase
of 1.6 per cent to vdue $1,202 million, after growing at anaverage annual rate of 15 per cent since
1996.

. The vdue of internationa exports of goods declined by 3.7 per cent to vaue $657.8 million. While
the vadue of internationd exports of frozenfood productsincreased by 15.2 per cent, the increase
was more than offset by declines in the value of processed fish products and raw potatoes.

. Tota farm cash receiptsimproved by 4.3 per cent in 2001, to value $335.6 million.
. Trade disputes with the United States over potatoes and mussels were resolved.

. Dry weather conditions during the summer of 2001 resulted in a 39 per cent decline in the
harvested potato volume estimated at 17,820,000 cwit.

. Prdiminary estimates indicate that the value of dl fish landings rose by 6 per cent to $145 million
in 2001. Higher lobster pricesincreased the vaue of the lobster catch to an dl-time high of $100
million.

. Tourism expenditures for 2001 were estimated a $310 million, anincrease of 10.7 per cent over
the previous year.

National and I nter national Review

The Canadian economy posted strong growth in 2000, though dowing in the find monthsin line with the
apparent dowdown inthe United States. Canada s economy weakened through thefirst haf of 2001 and
contracted during the third quarter, marking anend to 37 consecutive quarters of growth in the Canadian
economy. The worsening economic Stuations in Canada and the United States were further shakenby the
events that occurred on September 11.

The economic dowdown that began in the United States quickly spilled over into Canada and to other
countries, resulting in a globa downturn.  The main factors affecting the economic dowdown were the
correction in the high-technology sector and the lagged impact of high energy prices. Thesefactorswere
compounded by negative impacts of the September 11 terrorist attacks and associated disturbances. The
OECD edtimates that these combined factors caused totd output from OECD member countries to
contract during the second half of 2001 for the first time in 20 years.

GDP growthinthe European Unionaso weakened considerably during 2001, reflecting duggishtrade and
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business investment, reduced demand for capita goods and a decline in exports.

FigureA.2

Key Interest Rates of Canadian and United States Central Banks.
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In response to the worsening economic Stuation the monetary authorities in Canada and in the United
States began to take action early in 2001. Figure A.2 showsthe rapid reductions made by the Bank of
Canadaand the US Federd Resarve to ther key lending rates. Beginning in January of 2001 the Bank of
Canada began lowering the target for the overnight bank rate from 5.75 per cent on January 22, 2001 to
2.00 per cent on January 15, 2002. Thisisthe lowest rate since September of 1960.

The low Bank Rate has reduced mortgage rates and the cost of consumer credit, which has spurred new
home congtruction. New automobile sdleswere dso stimulated by attractive rebates and other incentives.

Motor vehicle sdlesin Canadaimproved by 11.9 per cent inthe fourthquarter to cap arecord year for car
sdesin Canada. Resdentia investment in Canada increased by 15.4 per cent in the fourth quarter and
11.2 per cent for the year. Additional government spending on national security to combat terrorism
provided ameasure of fiscal stimulus in the fourth quarter of 2001.

Ovedl government and businessinvesment growthdowed to 1.4 per cent in 2001 compared to 8.7 per
cent the previous year.
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The improvement in the Canadianeconomy during the find quarter of 2001, raised growth for the year to
1.5 per cent.  But overal economic growth for Canadain 2001 was the weakest since 1992.
The Canadian exchange rate with the US dollar hit arecord low of 62.02 cents on January 18, 2002.

Employment in Canada expanded by an average of 1.1 per cent during 2001.

The US economy rebounded by 1.4 per cent inthe fourthquarter to achieve annud growthin2001 of 1.2
per cent. This compares to growth of 4.1 per cent in 2000.

The Bank of Canada estimates that the Canadian economy will grow by 1.5 per cent in 2002. The Gross
Domestic Product for Canada is forecast to grow by between 1 to 2 per cent during thefirg haf of this
year and between 3 to 4 per cent during the second half, with further strengthening in 2003.

“ Recent economic indicators for Canada show that the worst of the downturn isover. A
recovery is underway.”

Governor of the Bank of Canada

David Dodge, March 12, 2002.

“ Therecent evidence increasi ngly suggeststhat an economic expansionisalready underway,

although an array of influences unique to this business cycle seems likely to moderate its
Speed.”

United Sates Federal Reserve Chairman

Allan Greenspan, March 7, 2002.

The Prince Edward Idand Economy

The vaue of Prince Edward Idand’ s Gross Domestic Product at market prices for 2001 is estimated to
be $3,479 million. This represents growth in constant dollar GDP of 1.3 per cent. Growth in the Prince
Edward Idand economy in 2001 was highlighted by continued expansion in employment, a buoyant
construction sector and arisein persond income.
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Employment FigureA.3

Employment Growth in 2001 By Province
The number of employed people on
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scientific, technical and education service sectorsregisteredthelargest gains. Employment inthe goods
producing sector increased by 300, of which the highlight was an increase of 800 in construction.
Employment in agriculture and manufacturing showed declinesin 2001.
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Per sonal Income

Increased employment on FigureA.5

Prince Edward Idand resulted
intotal labour income improving
by 4.5 per cent to value $1,809
millionin2001. As can beseen
in Fgure A.5. Prince Edward
Idand was a nationd leader in
total labour income growth in
2001. Thetotd vaue of wages
and sdaries in the congruction
sector expanded by 16.4 per
cent and the professona and
persona service industry grew
by 11.8 per cent. Large capita
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Technology Centre in Charlottetown, have bolstered employment and income in the congtruction sector.

In the fdl of 2000 the Federa Government announced improvements to the Employment Insurance
program, removing eements of the program that limited benefits to people working in seasond industries
and providing some expanded coverage for maternity leave from sx months to one year. The vaue of
Employment Insurance benefits on Prince Edward Idand in 2001 totalled $188.8 million, an increase of
14.1 per cent over 2000. Theincreasein El benefitsis mainly attributed to a36.1 per cent increaseinthe
vaue of fishing benefits with smaler increases in Sckness and maernity leave. The vaue of regular
Employment Insurance benefits show a modest increase of 1.2 per cent.

Population

Statigtics Canada estimates that the population on Prince Edward Idand was 138,514 on July 1, 2001.
This compares to 138,065 peoplein 2000, for growth of 0.3 per cent year over year.
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Thefirg release fromthe 2001 census was madeonMarch 12, 2002 . Resultsfrom the Census population
count are presentedinTable A.1. TheMay 15, 2001 population count for Prince Edward Idand indicates
that 135,294 people resided on Prince Edward Idand, an increase of 0.5 per cent Sncethe 1996 census.
This comparesto nationa populationgrowthof 4 per cent over the same period. The populationincrease
onPrinceEdward Idand contrastswiththe other three Atlantic provinceswhere popul ation declinesranged
from 0.1 per cent in Nova Scotiato 7.0 per cent in Newfoundland.

Table A. 1. Census Population Counts. 1996-2001.

Census %
Province/ Territory 1996 2001  growth
Newfoundland 551,792 512,930 -7.0
Prince Edward Idand 134,557 135,294 0.5
Nova Scotia 909,282 908,007 -0.1
New Brunswick 738,133 729,498 -1.2
Quebec 7,138,795 7,237,479 14
Ontario 10,753,573 11,410,046 6.1
Manitoba 1,113,898 1,119,583 0.5
Saskatchewan 990,237 978,933 -1.1
Alberta 2,696,826 2,974,807 10.3
British Columbia 3,724,500 3,907,738 4.9
Y ukon 30,766 28,674 -6.8
Northwest Territories* 64,402 64,105 -0.5
Canada 28,846,761 30,007,094 4.0

* Northwest Territories including Nunavut
Source Satistics Canada.

The officd population, estimated by Statistics Canada, includes adjustments to the Census countsfor net
under-coverage errors. Revised annual population estimates for provinces and territories, incorporating
the 2001 counts, will be available in the fal of 2003.

Consumer Prices.

Declining prices for gasoline and home hegating oil during 2001 helped to dampen inflation on Prince
Edward Idand. Inflation on Prince Edward Idand, as measured by the change in the Consumer Price
Index for dl items, was 2.6 per cent in 2001 compared with 4.1 per cent in 2000 when prices for home
heating ol and gasoline wererapidly risng. Theunderlying rate of inflation, known asthe coreinflationrate,
excludes the more volatile items including food and energy products was 2.1 per cent in 2001.
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Detailed Industry Analysis
Agriculture

Inthe Spring of 2001, the outlook for the potato farming industry on Prince Edward Idand wasuncertain
due to trade restrictions on potatoes destined to the United States and to other Canadian markets. The
restrictions on potato exports were relaxed in April, prior to spring planting and were diminated in August
of 2001. Farmers planted 108,000 acres of potatoes on Prince Edward Idand in 2001, an estimated
1,000 acreslessthan in 2000. The lack of precipitation during the latter months of the growing season
contributed to a39 per cent reductioninthe volume of the potato harvest. Statistics Canada estimates that
17,820,000 cwit. of potatoeswere harvested in 2001. A shortage of processing potatoes hasreduced the
production schedules at 1dand processing plants.

Potato prices improved in light of the reduced supply. According to the Provincial Department of
Agriculture and Forestry’s Farm Market Report, 10 Ib bags of potatoes ddivered to Toronto are now
$1.80 compared to $0.68 one year ago.

Table A.2.
Annual Farm Cash Receipts, ($ Millions)
Total Potato Total Cattle Hog Dairy Direct Total

Y ear Crop L ivestock Payments Receipts
1997 155.7 128.8 116.9 29.8 29.2 47.1 8.0 280.6
1998 201.7 173.3 109.5 28.8 20.6 49.5 111 322.3
1999 222.2 192.2 106.1 24.8 21.9 49.0 18.7 347.0
2000 186.3 154.9 118.6 26.8 29.6 51.0 17.0 321.9
2001 154.5 126.0 122.6 25.0 33.5 52.5 58.5 335.6
Per Cent Change

2001/2000 -17.1%  -18.7% 33% -6.8% 132% 2.9% 245.3% 4.3%
Source: Statistics Canada, Farm Cash Receipts. Cat no. 21-603-XPB

Table A.2 shows the recent trends in farm cash receipts by mgjor commodity from 1997 to 2001.
Notwithstanding the difficultiesinthe farm sector in 2001, total farm cashrecel pts on Prince Edward Idand
rose by 4.3 per cent to vaue $335.6 million. The difficulties with marketing the potato crop caused by
trade redrictions early in the year, and the reduced yields this past fal, reduced potato receipts by 18.7
per cent in 2001 compared to the previous year. Totd livestock recel ptsimproved by 3.3 per cent mainly
on the strength of hog receipts. Compensation payments relaing to the potato diverson program and
increased crop insurance payouts due to the reduced yields in 2001 have resulted in direct payments
totalling $58.5 million in 2001.
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Fishing and Forestry

Prdiminary estimates show that the totd vaue of dl fish landings on Prince Edward Idand increased by 6
per cent to vaue $145 million in 2001. Buoyant lobster prices during the pring and fall seasons helped
the vaue of lobster landings on Prince Edward Idand to reach an dl-time high of $100 million as estimated
by the Provincid Department of Fisheries, Aquaculture and Environment. A decline of 40 per cent inthe
amount of herring quota alocated to Prince Edward Idand and atrade dispute withthe United States over
cultured mussdl's dampened the overdl increase in the fishing sector in 2001.

The ongoing dispute between Canada and the United States over softwood lumber has resulted in mill
closures across Canada. Low lumber prices and uncertainty over the softwood lumber dispute caused
Prince Edward Idand’s largest lumber mill to temporarily close in 2001. The total volume of wood
harvested on Prince Edward I1dand was 703.6 cubic metresin 2001, down 11.5 per cent from 2000.

Manufacturing

The vdue of manufacturing
shipments on Prince Edward
Igmd poged grOVVth Of 16 pe— Annual Value of Manufacturing Shipments

PEI: 1996-2001

Figure A.6
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per cent to vaue $320 million.
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I nternational Export Performance

FigureA.7

A dowing North American economy
and trade restrictions had an impact on
Prince Edward Island’'s export
performance of goods in 2001, which
declined by 3.7 per cent and valued
$657.8 million. While the vaue of
internationdly exported frozen food
products expanded by 15.2 per cent,
this gan was more than offset by
declines in the vdue of fish and raw
potato exports. Fresh and processed
food products represent gpproximately
three quarters of Prince Edward
Idand’ s vaue of internationd exportsin

2001, asillustrated in Figure A. 7.

Dispostion of International Exports of Goods
PEI: 2001
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Source: Statistics Canada, International Exports.

internationd exports was alimiting factor for growthinthe manufacturing sector for Prince Edward 1dand

in 2001.
Construction and | nvestment

The condruction sector on Prince
Edward Idand grew vigoroudy in2001.
The tota vaue of building permits,
bolstered by a rapid increase in non-
residential construction, saw an increase
of increase of 112 per cent over the
previous year totaling $209.2 millionin
2001. While the vaue of resdentia
congtruction permitsroseby 9.9 per cent
in 2001, the number of housing starts
totaled 675in2001 comparedto 710 in
2000.

The congtruction sector is expected to
reman buoyant in 2002. Figure A.8
shows the rising trend in congtruction
gnce 1998. Statistics Canada's survey

FigureA.8
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of the value of investment intentions for Prince Edward Idand in 2002 is$571.1 million, anincrease of 0.9
per cent compared to 2001. The value of congtructionis expected to riseby 1.8 per cent, while the vdue

of invesment in mechinery ad
equipment is expected to dedine by

FigureA.9

0.5 per cent.
Retail Trade

After surpassing the national growth
rate for retail salesfor the previous Six
years, the pace of retall expansion on
Prince Edward Idand slowed to 3.9
per cent in 2001, as shown in Fgure
A.9. This compares to the nationd
growth rate for retal salesof 4.6 per
centin 2001. The totd vaue of retall
sdesonPrince Edward Idand in2001
was vaued at $1,278 million.
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The vaue of new motor vehide sales on Prince Edward Idand during 2001 totalled $120.6 million, a
decline of 5.1 per cent compared to the figure for 2000. This contrasts with the record performance for

car sdesnationdly.
Tourism Services

The extraordinary hot and dry summer
adong with severd mgor events that
were hosted on Prince Edward Idand
supported growth in the tourism sector
in 2001. Figure A.10 shows the trend
in the number of vistorsand the amount
of total spending by pleasure vistors.
The Provincid Department of Tourism
edimates that 1.104 million pleasure
vigtorscame to Prince Edward Idand in
2001. Tourismspending isestimated to
have increased by 10.7 per cent in2001
to vdue $310 million. Mgor events
hosted on PrinceEdwardIdand in2001
included the East Coast Musc Awards
and the Internationd Boy Scout

Source: Satistics Canada, Retail Sales.

Figure A.10
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Jamboree.
Government

INn2001-02 there were mgor wage settlements for provincial government workers. Thelargest unionized
group, the Prince Edward Idand Union of Public Service Employees, signed a three-year |abour contract
with acumulative pay increase of 10.1 per cent over the three-year period. Doctors, teachers, and other
groups, covered by collective agreements, sSgned contracts for varying amounts. The negotiated
settlements in the 2001-02 fiscd year contributed to sdary increases of $3.7 million in the genera
government sector, $1.8 million inthe education sector and $8.6 million in the health sector compared to
the 2000-01 fiscal year.

Summary and Outlook for 2002

The Department of Provincia Treasury estimates that the value of Gross Domestic Product on Prince
Edward Idand was $3,479 millionin2001. In congtant dollarsit isestimated to have increased by 1.3 per
cent. The pace of economic expanson dowed in 2001 compared to average annua growth of 4.1 per cent
since 1997. Economic growthin2001 was led by rising employment, a buoyant construction sector and
arisein persond income.

Based on the current trends in the North Americanand loca economy, the Provincid Treasury estimeates
that the Prince Edward Idand economy will expand inthe order of 1.2 per cent in 2002. Thisforecast is
based onthe expectationthat the agricultural sector will improve due to more normal conditions for potato
production. The goods producing sector is expected to expand by 3.2 per cent. The service producing
sector isforecast to increase by amodest 0.7 per cent. Employment on Prince Edward Idand isexpected
to grow by amore moderate pace of 0.7 per cent.

The Bank of Canada estimates that the Canadian economy will improve in 2002, that the worst of the
economic downturn is behind us and that an economic recovery is currently underway. A moderate rate
of growth is expected in the firat haf of the year thenaccd erating to something like 3 to 4 per cent during
the lagt hdf of 2002. Provided that energy prices remain near their current levels, inflation in Canadais
expected to be below 2 per cent for the next two years.

Budget Paper A: Background Notes on the Economy Page 13



SUMMARY STATISTICS
PRINCE EDWARD ISLAND ECONOMY

1995 1996 1997 1998 1999 2000 2001

Population on 1 July (in ‘000s) * ...... 134.8 136.2 136.9 136.9 137.6 138.1 138.5

Personal Income per capita ($) * ..... 18,822 18,926 19,197 19,861 20,688 21,746 22,388!

As % of Canadian Personal Income . 82.2 81.7 80.4 80.4 80.5 80.5 80.7*
Employment (in ‘000S) .............. 57.3 58.9 59.2 60.4 61.3 64.5 65.9
Unemployment Rate (%) ............ 15.0 14.7 154 13.8 14.4 12.0 11.9

Unemployment Rate - Canada . . . .. 9.4 9.6 9.1 8.3 7.6 6.8 7.2
CPI - Annual Change P.E.Il. (%) ....... 1.6 1.8 1.2 -0.5 1.2 41 2.6

CPI - annual change (%) Canada .. 2.2 1.6 1.6 0.9 17 2.7 2.6
Retail Trade ($ millions) * ............ 894.0 931.7 11,0079 1,053.7 1,156.6 1,230.1 1,278.1
New Motor Vehicle Sales (units) * ..... 4,223 4,120 4,717 4,556 4,802 4,902 4,635

Farm Cash Receipts ($ millions) * ....311.6 291.3 280.6 322.3 347.0 321.9 335.6

Potato Receipts ($millions) * ......... 149.7 137.5 128.8 173.3 192.2 154.9 126.0
Lobster Landings ($ millions) * ....... 79.2 61.7 73.4 82.6 88.9 85.8 100.0

Lobster Landings ( Ibs - millions) .. 18.9 18.0 17.9* 19.2 18.5 19.0 18.9
Housing Starts (units) ............... 422 554 470 524 616 710 675
Investment ($ millions) * ............. 574.9 482.0 467.8 481.3 547.5 549.3 566.0

Manufact. Shipments ($ millions) * ....686.9 678.8 788.8 937.6 1,109.0 1,183.1 1,202.1
Tourist Expenditures ($ millions) *2 ...146.6 160.1 245.9 274.4 283.4 280.0 310.0
International Exports ($ millions) * ....340.0 353.7 435.2 466.0 566.5 682.9 657.8
GDP at Market Prices ($ millions) * ....2,676 2,829 2,808 2,979 3,115 3,344 3,479
* revised data

Note 1: Provincial Treasury estimate
Note 2: Expenditures do not include business travel

Sources: Statistics Canada; CMHC; Provincial Department of Fisheries, Aquaculture and Environment;
Tourism P.E.I.
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