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THE SASKATCHEWAN ECONOMY OF 2008
The Resurgence of the Resourceful

Executive Summary

The shift in perception of Saskatchewan's economy
recently hasbeen dramatic. Traditionally, the economy has
been seen as being driven by “yesterday’s’ industries of
agriculture and mining, suffering from a net out-migra-
tion of itsyoung and educated and perpetually locked into
have-not status. Fast forward to today. Saskatchewanis
leading the provincesin terms of economic growth, inter-
provincial migration has turned around, and those old-
economy industries are now being considered tomorrow’s
source of wealth.

Thisrevival can be chalked up — at least in part —to a
series of policy moves over the past decade that has
strengthened the business climate, including an improved
fiscal position and amore attractive tax regime. However,
most of the resurgence can be simply tied to good fortune.
Supported by rising demand from China and other devel-
oping markets, prices for Saskatchewan’s commodity ex-
ports have been on fire in recent years. Still, it wasn't
until 2007 that Saskatchewan really began to make waves,
when prices for crops and potash joined the broad com-
modity rally.

A commodity diversity rivaled by few

While Saskatchewan conjures up images of vast fields
of grain, many Canadians have not fully grasped the size
and diversity of the province's resource sector until re-
cently. For one, no other jurisdiction canlay claimto one-
guarter of global uranium production and almost a third
of world potash output. But the story doesn’t stop there.
Saskatchewan is Canada's second largest producer of crude
oil, third largest producer of both natural gasand coal and
has significant deposits of diamonds, gold, copper, zinc
and platinum. All together, we calculate that about one-
third of Saskatchewan’s overall output is driven by com-
modity-related activities—the second highest relative share
in Canada after Newfoundland & Labrador. However,
the latter provinceis heavily geared towards one industry,
crudeoil.

Not much let up in growth through 2010

The Saskatchewan economy appears to have consid-
erablestaying power. Theforcesof high commodity prices,
rising profitsand booming investment will continueto drive
up household incomes and government revenues, whichin
turn will be recycled back into the economy and housing
markets. Therecent rapid uphill climbin crudeoil and other
commodity priceswill probably taper off later thisyear, as
recent specul ative activity smmersdown and the U.S. dollar
gains some traction. However, the diversity of the prov-
ince's commodity sector will pay itstrue dividend, asthe
expected declinein ail priceswill likely be offset by further
gains elsewhere — notably in potash.

Inthe 2008-10 period, we project that real GDP growth
in Saskatchewan will average 3.5% per year, improving
from last year’s turnout of just under 3% and about twice
the estimated national rate. The rate of unemployment is
expected to drift lower, to about 3.5% from itsrecent range
of 4-4.5%. Further net inflows of migrants from other
parts of Canada, which should experience only a moder-
ate easing from its recent robust trend, will cushion the
drop in the jobless rate.

GDP per capita to soar to 25% above Canada

Despite TD Economics’ glowing real GDP growth fore-
cast for Saskatchewan, the projected turnout may still seem
low in view of the recent signs of strength at the prov-
ince’'s shopping malls and auto dealerships. Keepin mind
that real GDP has its limitations as a medium-term per-
formance measure of acommodity-driven economy. This
isbecauseit isagauge of the volume of activity and hence
doesn’'t directly capture the income benefits of high com-
modity prices. A more representative indicator isnominal
GDP. And onthat count, Saskatchewan’s economy istruly
booming, with annual growth expected to hold up at ahigh
single-digit rate through 2010.

Based on our estimates, Saskatchewan is not likely to
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return to “have-not” status, at least over the foreseeable
future. The 10% advantage that the province enjoyed in
GDP per capitain 2007 relative to the national averageis
likely to balloon to about 25% by 2010. Only Albertawill
continue to boast a higher standard of living in terms of
GDP per capita. Indeed, if Saskatchewan wasacountry, it
would have ranked 5" highest in terms of per-capita GDP
among OECD countriesin 2007. By 2010, the province
could sit as high as third place, above the United States
and behind only Luxembourg and Norway.

No longer just a Saskatoon story

Perhaps the best newsis that the improved fortunes of
resource markets appear to be breathing new lifeinto many
communities acrossthe province. No other province west
of the Atlantic has faced the challenge of rural depopula-
tion to the same extent as Saskatchewan. Over the past
few decades, Saskatchewan’sgrowth hasbeenincreasingly
driven by one engine— Saskatoon. However, gainsrecorded
in population, employment, housing aswell asfarm prices
over the past few years give hope that the broad-based
regional strength has begun to take shape. It is our bet
that this trend continues.

Is this period of prosperity sustainable or an illusion?

The economic boom has been fuelling confidence that
the Saskatchewan economy may be set for aperiod of sus-
tained prosperity. Yet the province has been down this
path before. In the 1920s, 1950s and 1970s, sharp up-
swingsin agricultural and other commodity prices raised
expectations of long-lasting growth that would only be
dashed when the commodity boom subsequently faded.
Poor decisions were made based on the premise that rapid
growth would continue indefinitely. Ultimately, residents
were left paying the price when the boom fizzled.

This raises the question of whether Saskatchewan is
poised for asimilar fate. Certainly, history demonstrates
theimportance of maintaining realistic expectations. While
it is reasonable to expect commaodity prices to stay high
on average going forward, there is no assurance that this
will be the case. Nor has the law of the commodity price
cycle been repealed. Perhaps most importantly, even if
our medium-term forecasts of continued high prices hold
true, there remains much heavy lifting in Saskatchewan to
strengthen the long-term growth foundations. By build-
ing on recent progressin anumber of key policy areas, the
province will extend the peaks of commaodity price cycles
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and mitigate the valleys, hence yielding a considerably
stronger rate of growth over the long run.

The province can’t afford to lose momentum in terms
of raising its long-term capacity to grow. Notwithstand-
ing its strong showing in terms of GDP per capita, both
productivity and per-capita persona disposable income
(PDI) in Saskatchewan continue to sit below the national
average.

In terms of policy, there is no single magic bullet. It
boils down to effectively leveraging the province's
strengths to shore up areas of vulnerability. We cite the
list of strengths and challenges on page 20. On the side of
strengths, thelist includes adiverse commodity sector, low
overall business costs, animproving fiscal and tax regime,
an innovative and loyal population, a high overal rate of
labour market participation and a high trade orientation.
On pages 20-32, we discuss the province's challenges,
which in no particular order of importance are:

* Infrastructure Deficiencies — despite significant in-
vestment in public infrastructure over the past decade,
there remains agap between actual spending and needs.

e Cost competitiveness — Saskatchewan businesses con-
tinue to enjoy a cost advantage over competing juris-
dictions, but that edge could erode over the medium
term as growth-related cost pressures in the province
likely escalate. Despite the moves to lower personal
and businesstaxesin Saskatchewan and maintain afa-
vourable oil and gasroyalty regime, there remains un-
finished work on the tax side. Saskatchewan must also
be ready to respond to emerging trends outside its bor-
ders, including further cuts to corporate income tax
rates.

« Diversification—Theprovince' smajor goal onthisfront
should not be to move away from commaodities over
time, but to ensure that diversification occurs around
thriving commaodity industries.

¢ Climate change — Saskatchewan faces the significant
task of addressing climate change and growing envi-
ronmental sensibilities across North America and
around the world. At the same time, we see all the in-
gredientsin placeto transform the provinceinto aclean
energy powerhouse, which would accomplish the dou-
ble aim of lowering greenhouse gas emissions and di-
versification.

June 4, 2008



www.td.com/economics

e Education — Still, the key to long-term diversification
of the Saskatchewan economy lies with raising educa-
tion rates, and notably, those within the province'slarge
and increasingly important aboriginal population. Re-
cent data show that the province still 1ags behind other
Canadian jurisdictionsin terms of post-secondary edu-
cation attainment and has a higher-than-average high-
school drop out rate.

» Poverty —whilerisingincomesin the province haslifted
most boats, many residents are getting left behind due
in part to the soaring costs of housing. Even smaller
communities across the province are wrestling with a
shortage of affordable housing and other challengesre-
lated to low income.

Limited resources calls for tough choices

In the end, laying the foundation for long-term growth
will not come without a price tag. It will require public
investmentsin virtually al areas. Stakeholders across the
province — such as municipalities, public sector unions
and First Nations — will seek a share of the spoils as they
confront their own demands and challenges. Moreover,
consideration will also need to be given to future genera-
tions, inlight of the unsustainable nature of non-renewable
resource revenues. Yet public resources will aways be
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limited. According to TD Economics' 5-year fiscal fore-
cast, the province's fiscal position is considerably better
than at the time of the March 2008 budget, but aconstraint
will till bebinding.

Baancingall of theseprioritieswill require making tough
choices and thinking outsidethefiscal box. It meansman-
aging growth effectively, choosing taxation tools that are
efficient and adopting new ways of delivering services,
such aspublic-private-partnerships. Lastly, working to bring
unsustainable cost increasesin health care down over time
will be critical to ensuring that a broad-based strategy re-
mains on track.

Bottom Line

Saskatchewan is blessed with a mix of commodities
that is matched by few jurisdictions in the world. But
while the brightening prospects for commoditiesand other
notable strengths give Saskatchewan a considerable leg
up, the province's dream of lasting prosperity is unlikely
to becomereality without stepped-up effortsto addressits
remaining vulnerabilities. Despite the false hopes in the
past, we believe that the province has never been in abet-
ter position to achieve the goal of stronger expansion and
agrowing population over the long haul.

Derek Burleton
AVP & Director of Economic Studies
416-982-2514

Don Drummond
SVP & Chief Economist
416-982-2556
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THE SASKATCHEWAN ECONOMY OF 2008
The Resurgence of the Resourceful

The recent shift in perception of Saskatchewan's
economy has been dramatic. Traditionally, the economy
has been viewed as being driven by “yesterday’s’ indus-
tries of agriculture and mining, suffering from a net out-
migration of itsyoung and educated, and perpetually locked
into have-not status. Fast forward to today. Saskatch-
ewanisleading the provincesin termsof economic growth,
inter-provincial migration hasturned around, and those ol d-
economy industries are now being considered tomorrow’s
source of wealth. The new monikers of “Saska-Boom”
andthe*It” province have been popping up in media head-
lines across the country and in other parts of the world.
Others have aptly characterized Saskatchewan’'s recent
resurgence as “the world food basket” transformed into a
“commodity superstore.”

The economic boom has been fuelling confidence that
the Saskatchewan economy may be set for a period of
sustained prosperity. Yet the province has been down this
path before. Inthe 1920s, 1950s and 1970s, sharp upswings
in agriculture and other commodity prices raised expecta-
tionsof long-lasting growth that would only be dashed when
the commodity boom subsequently faded. These up and
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HIGHLIGHTS

e Canada’s “commodity superstore” has never
been better positoned for long-term prosperity

e Justover one-fifth of Saskatchewan’s economy
is directly tied to natural resources

e Agriculture, which had been viewed as “yes-
terday’s” industry now considered a source of
wealth for tomorrow

e Commodity prices will always be prone to
swings, but prices should oscillate around a
relatively high bar

e Theprovince can extend the peaks of commod-
ity price cycles and mitigate the valleys by ad-
dressing its challenges in areas such as
infrastucture, skills shortages, poverty and cli-
mate change

down swings have retarded the province'slong-term eco-
nomic devel opment.

Despite the false hopes of the past, we believe that
Saskatchewan has never been as well-positioned to enjoy
long-term expansion. Whilethelaw of thecommodity price
cycle has not been repealed, thereis a growing consensus
among forecasters that prices will oscillate around arela-
tively high bar. Never in its storied past has the province
enjoyed such adiverse mix of commodities— one that we
believeisunrivaled in Canada and matched by few juris-
dictions around the world. For example, there is no other
jurisdiction in the world that can lay claim to a quarter of
global uranium production and almost athird of world pot-
ash output. Add to thisan impressive array of other strengths
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FORECAST GROWTH FOR 2008 REAL GDP
Annual Average % change
Saskatchewan | 37
British Columbia 2.2
Alberta 21
Manitoba 2.0
Nova Scotia 1.5
P.E.L 1.3
Canada | 1.1
New Brunswick 1.1
Newfoundland & Labrador 1.0
Québec 1.0
Ontario 0.5
0 1 2 3 4 5
Source: Statistics Canada; Forecast by TD Economics

(i.e., aninnovative population, relatively strong productiv-
ity growth and high trade orientation chief among them)
and the dream of | asting prosperity isclearly within reach.
That being said, it iscritical that realistic expectations
be maintained. Although the province has made stridesin
improving its foundations for long-term growth in recent
years, thereismuch heavy lifting that remains. Aswedis-
cuss on pages 20-32, infrastructure, poverty, skills short-
ages, an aging population and retaining an advantage in
terms of cost competitiveness represent significant chal-
lenges. From a government perspective, effectively bal-
ancing off these priorities will be no easy feat, since eco-
nomic growth generates demandsfor new investment that
easily outstrip the growth in revenue coffers. Asaresult,
public funds will need to be alocated carefully and bold
new approaches adopted. The good news is that the new
provincial government appears prepared to blazenew trails
in order to raise the province's economy to the next level.
In the final sections of this report, we discuss two ar-
eas of particular opportunity. First, Saskatchewan has all
theright toolsto move from aprovince with acompetitive
advantage in energy production to an energy powerhouse.
Second, perhapsthe province' sgreatest challengeisamong
itsgreatest opportunity —namely, setting the stagefor fuller
participation by its youthful aboriginal community in the
market economy. Building on the recent progress in both
of these areas would provide a considerable payback to
Saskatchewan in the form of higher living standards.

Economy picking up steam since 2003
So far in 2008, the Saskatchewan economy has been

The Saskatchewan Economy of 2008

recording a number of milestones, including first-place
rankings among Canadian provinces in terms of gainsin
retail sales, international exports, total building permits,
housing starts and resale home prices. This recent mo-
mentum is even more impressive when placed in the con-
text of the province'slacklustre performance— both in ab-
solute terms and relative to other jurisdictions — over the
past quarter century. Moreover, onewould be hard-pressed
to find other provincial or state economies registering ac-
celerating expansion during atimewhen U.S. housing mar-
kets are slumping and the economy Stateside is probably
dipping into arecession.

Whileits success appeared to come out of the blue, the
Saskatchewan economy has actually been building up steam
since 2003, when global resource markets began to gain
considerable traction. Still, Saskatchewan's strength re-
mained largely unnoticed in the shadow of the sizzling per-
formanceracked up by its neighbour to thewest. By mid-
2007, however, the province began to steal the limelight,
when momentum in the Alberta economy started to taper
off and the pieces to the prosperity puzzle fell into place.
We now take a closer look at how the seeds for Saskatch-
ewan’s current boom were sown.

A commodity superstore

To a significant extent, Saskatchewan’s economic re-
vival can simply betied to good fortune. Inadditiontoits
fertile crop lands, the province is blessed with enormous
natural endowments. To many Canadians, Saskatchewan
conjures up images of vast fields of grain. And given that
the province is hometo almost half of Canada’s farmland

COMPARISON OF KEY INDICATORS

Y/Y % Change as at March 2008

International
Exports

Population

Building Permits

Average Home
Resale Price

m Canada
m Saskatchewan
Alberta

Retail Trade

-50 -40 -30 -20 -10 O 10 20 30 40 50

Source: Statistics Canada
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The tables provide a snapshot of how Saskatchewan
compares in a number of key economic and labour mar-
ket indicators. Two commonly used measures of stand-
ard of living are real gross domestic product (GDP) per
capita and real personal disposable income (PDI) per
capita. In 2007, the real GDP measure —which excludes
prices —was virtually bang on the national average. How-
ever, if producer prices are factored in, Saskatchewan’s
GDP per capita hovered a sizeable 10% above the na-
tional level in 2007. The large run-up in world commodity
prices in recent years explains Saskatchewan'’s favour-
able position in nominal terms. In terms of real PDI per
capita, the province is shown in a weaker light, at only
92% of the national average and 73% of Alberta’s level.

Most metrics of labour market activity provide a con-
sistent story of Saskatchewan enjoying better outcomes
than the national average but weaker when shown beside
Alberta. Interms of education outcomes, however, Sas-
katchewan lags behind. At 54%, the share of individuals
between 25 and 64 with a post-secondary degree or di-
ploma is the second lowest among the provinces, partly
reflecting a relatively small proportion with university de-
grees (17% versus 23% in Canada). Saskatchewan is
home to the second highest proportion of aboriginals, af-
ter Manitoba. Even though the province has the highest

COMPARATIVE INDICATORS
2007 Estimates (unless otherwise indicated)

Canada Saskatchewan Alberta
Standard of Living
Real GDP per Capita 39,914 39,624 54,540
Nominal GDP per Capita 46,441 51,327 74,825
Real PDI per Capita 24,965 22,876 31,244
Labour
Participation Rate 67.6 69.8 741
Employment Rate 63.5 66.8 71.5
Unemployment Rate 6.3 4.7 3.4
Demographics
Median Age 38.8 37.7 35.5
% Pop with PSE*» 60.6 53.9 60.5
% of Pop: Aboriginal® 3.8 14.9 5.8

*Includes university, certificate & diploma programs ages 25-64
ACalculated from 2006 Census
Source: Statistics Canada / Haver Analytics

How Does Saskatchewan’s Economy Stack Up?

COMPARISON OF INDUSTRIAL COMPOSITION
2007

% of Real GDP

Public Services
Private Services
Other**
Manufacturing

Construction

m Canada
W Saskatchewan
Alberta

Mining*

Agriculture

0 5 10 15 20 25 30 35 40 45 50 55
* Includes oil and gas

**Includes utilities and other primary
Source: Statistics Canada, Haver Analytics

percentage of non-aboriginal residents above 55 years,
the large share of aboriginal youths (those below 15 years
of age) leaves Saskatchewan with a relatively young popu-
lation on average.

Compared to other jurisdictions in Canada, Saskatch-
ewan'’s industrial mix is among the most geared towards
energy and non-energy mining, agriculture, and overall
goods production. On page 6, we calculate that the prov-
ince’s overall reliance on commaodity industries (i.e., those
sectors that are inextricably linked to resources and agri-
culture) is second highest among the provinces after New-
foundland & Labrador. Still, as we point out, no other prov-
inces enjoy such a diversity of commodity mix as Sas-
katchewan. Moreover, no other province records a larger
share of GDP tied to international exports than Saskatch-
ewan.

In contrast, the province’s reliance on manufacturing
is relatively low, largely due to its location away from popu-
lous markets in the U.S. and Canada. Within the service
sector, Saskatchewan has similar orientation as Canada
towards public services. It has a smaller bent towards
private services than most other Canadian provinces.

and wheat production and two-fifths of canolaproduction,
there remains some truth to this perception. What is less
recognized, however, isthat the province boasts asize and
diversity of resources that few jurisdictions can emulate.
What's more, these riches blanket the province — from
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uranium, gold and base metal sin the north, to oil and gas,
potash, coal and diamondsin the south. Morerecently, the
discovery of a potentially significant coal deposit in the
northeastern part of Saskatchewan has added awhole new
twist to conventional thinking on the geography of the prov-
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However, thereisagood argument that given their use

INTER-PROVINCIAL MIGRATION REBOUNDS as a feedstock for power generation, they could beiin-

cluded within the energy category. Under this broader

20,000 220 000% of pereen® 1,060 definition of energy, it has been estimated that

15,000 - bopuiation oo Saskatchewan accounts for one-third of Canada stotal
(right scale) ' energy output.

10,000 4
5,000 ¢ - 1,020 ¢ Rounding out the list, forestry and logging and wood
o\ 1 000 and paper product manufacturing generate just under

\Vd 1% of the province’s real GDP.

0001 - 980 Based on the evidence presented thus far, it is fair to
+10,0004 o0 say that Saskatchewan'’s economy isdriven by much more
-15,000 - Nt Inter-provincial migration [ than agriculture. And eventhen, output figuresalonedon’t
-20,000 940 do justice to the true footprint left by the resource indus-

77 79 81 83 85 87 89 91 93 95 97 99 01 03 05 07 tries in Saskatchewan. In 2007, the resource sector em-

Source: Statistics Canada

. . SASKATCHEWAN RESOURCES
ince's resources. What isn’t shown on the map on page 5 Composition by Sector 2007

is Saskatchewan'’s large timber supply, which extends

across half of the province, and its important network of

rivers, that supportsthe production of hydro-electric power.
In short, Saskatchewan’'s economic performanceis not

just tied to agriculture, but to abroad range of commodity-

based industries. Consider thefollowing:

» The resource sector is defined to include the direct as
well asthe manufacturing and serviceindustriestied to
energy, minerals and metals and forestry. J o

% of real GDP

Energy 16.0

Minerals 5.0

Forestry
e Based on TD Economics calculations, the resource

sector makes up a sizeable 21% of real GDP in
Saskatchewan, representing the largest single contri-
bution among the province's major economic engines.
By comparison, the agriculture and agri-food sector

0 2 4 6 8 10 12 14 16 18
Source: Statistics Canada

(whichincludesdirect and indirect food manufacturing INDUSTRIAL COMPOSITION OF SASKATCHEWAN
and services industries) comprises about 12% of real ECONOMY - 2007~
GDP Resources
« Within the resource sector, the energy sector carries Public Services
the most weight, at 16% of GDP, powered in large part Fin, Ins & Real Est. Services
by output of crude oil and natural gas. Other Private Services

« At 5% of GDP, the next largest resource sector is min- Aariculire & Agr-Foods

eralsand metals. Based on value of production, potash

Retail & Wholesale Trade

and uranium are the largest contributorsto overall out- Construction
put, making up about three-quarters of non-energy min- Transportation & Warehousing
erd OUtpUt. Other Manufacturing
» Uranium and coal are considered “minerals’ by most o 0 5 10 B 20 25
e . . *For industries other than resources and agriculture, output has been adjusted to exclude
definiti ons, includi ng that of Natural Resources Canada. resource- or ag.-related activities in order to avoid double-counting

Source: Statistics Canada
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Mineral resource map of Saskatchewan

KEY TO NUMBERED MINES AND DEPOSITS
@ URANIUM
Operating Mines

1.McClean Lake mine ( North and South deposits; Sue A, B, C, and
E deposits; AREVA Canada Resources Inc, 70%; Denison Mines
Ltd, 22.5%; OURD [Canada] Co Ltd, 7.5%)

2.Eagle Point Mine (Cameco Corp); ore processed at Rabbit Lake Mill
3.McArthur River Mine (P2N Zone deposit; Cameco Corp,

69.805%; AREVA Canada Resources Inc, 30.195%); ore
processed at Key Lake Mill
4.Shea Creek
5.Cigar Lake Mine
| 6.Midwest deposit

9. Black Lake
10.Millennium deposit
11.Dawn Lake deposit
7.Moore Lake showing 12.Horseshoe and Raven deposits
8.Centennial showing 13.West Bear deposit
Deposits and past-producing mines
GOLD
Operating Mine
1. Seabee Mine (Claude Resources Inc)
2.Goldfields
3.Bingo, Jasper
4.Santoy
5.West Porky
Deposits and past-producing mines
S @ COPPER-ZINC
i Operating Mine

1. Callinan Mine (Hudson Bay Mining and Smelting Co Ltd)
Deposits and Past-Producing ZMines

2.Brabant Lake
) 3.Mcllvenna Bay

o

oo X is NS @ COPPER-NICKEL-PGM-GOLD
O 3O | Rottenstone past-producing mine
@1 @ CopPeR
mbgrind , 1. Janice Lake

1% 1 2.Axis Lake and Currie Lake deposits
@ RARE EARTH OCCURRENCE

1. Hoidas Lake

# KIMBERLITE OCCURRENCES
| 1.Sturgeon Lake
[T | 2. Candle Lake

\»%”ﬂ:__;m\—q—o—-r“‘wﬂ‘. 3. Fort a la Corne kimberlite field

\ e 4. Star Kimberlite
m POTASHAND SALT
Operating Mines
Vanscoy potash mine (Agrium Inc)
Cory Division potash mine (Potash Corp of Sask Inc)
| 3. Patience Lake Division potash solution mine (Potash
i Corp of Sask Inc)
i 4. Allan Division potash mine (Potash Corp of Sask Inc)

. Colonsay potash mine (Mosaic Potash Colonsay)
. Lanigan Division potash mine (Potash Corp of Sask Inc)
.Esterhazy K-1 and K-2 potash mines (Mosaic Potash Esterhazy)

8.Rocanville Division potash mine (Potash Corp of Sask Inc)

'; 9. Belle Plaine potash solution mine and fine salt plant

oL | (processes waste salt from potash mine) (Mosaic Canada ULC)
: 10. Unity solution salt mine and plant (Sifto Canada Inc)

| 11. Saskatoon chloride based chemical plant (Sterling
i Pulp (Sask) Chemicals Ltd)

S - 1 CLAY RESOURCES
R ‘ 1 Operating Quarries

4 : 1. Gollier Creek kaolin deposit (Whitemud Res)
NN O : S | mCOAL
LEGEND

|
y

i
L
i

1.
12
3.

o Operating Mines
SYMBOLS 1.Poplar River Mine (Prairie Mines and Royalty Ltd)
Uranium potential M Coal fields -~ Edge of Precambrian Shield 2.Boundary Dam (Shand, Costello, and Utility)
Base metal potential Potash and salt ~© Roads sone Mine (Prairie Mines and Royalty Ltd)
N\ Gold potential resource areas - (ities %5 0 25 50 75 Kilometres 3. Bienfait Mine (Prairie Mines and Royalty Ltd)
Diamond potential - (C;?garlllgicuf‘?wns - Towns 25 0 % 50 Miles

Source: Saskatchewan: A Mining Journal Supplement (February 2007)
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COMMODITY COMPOSITION BY PROVINCE
2007

% of GDP

Nfld & Lab. 36
Saskatchewan
Alberta

New Brunswick
British Columbia
Quebec
Manitoba

PEI

m Natural Resources

Ontario
m Agriculture
Nova Scotia

0 5 10 15 20 25 30 35 40

Source: Statistics Canada/Haver Analytics

ployed 50,000 peopl e, contributed $4 billion to capital spend-
ing and accounted for 9 of thetop 25 spotson thelist of the
province’slargest companies by sales, with entitiesowned
by the Saskatchewan government making up about half of
therest. Earlier thisyear, Potash Corporation—theworld's
largest fertilizer company —vaulted into top spot on Toron-
to’'s S& P TSX in terms of market capitalization.? And the
benefitsto government coffersare significant. Non-renew-
ableresourceindustriesraised $2 billion in direct revenue
to Saskatchewan’sgovernment in fiscal 2007-08. That fig-
ure excludesthe substantial corporate and personal income
taxes paid by companies and their employees to govern-
ments, since those data are not made available.

If Canada has been attracting attention asaglobal com-
modity powerhouse in recent years, then the chart above
should help to explain why the spotlight has recently been
turned up on Saskatchewan. Combining both resources as
well as agriculture & agri-food businesses, the province's
overall reliance on commaodity-based industries amounts
to asignificant 33% of GDP. Although Newfoundland &
Labrador (36%) still has alarger commodity orientation,
that jurisdictionis highly geared towards one sector — oil
and gas. The sameistrue for Alberta, which ranks third.

Lastly, in light of the fact that a hefty share of Sas-
katchewan's grains, oil seeds, crude ail, potash and ura-
nium are exported outside the country, the province makes
a disproportionate contribution to Canada's overall trade
surplus. Last year, Saskatchewan racked up a merchan-
disetrade surplus of $9 billion and made up about one-fifth
of Canada'soverall trade surplus. Inter-provincially, how-
ever, Saskatchewan records a trade deficit of about $3

The Saskatchewan Economy of 2008

Stylized Facts: Saskatchewan’s Resource Sector

Energy

e 33% of Canadian primary energy production, sec-
ond to only Alberta*

e Only province in Canada to generate all of crude
oil, natural gas, coal, uranium, hydro, wind, wood,
and bio-fuels

Second largest Canadian crude oil producer
e Third largest Canadian natural gas producer

e Third largest producer of coal

23% of Canada’s proven conventional oil reserves
and 6% of natural gas reserves

« Home to two large oil upgraders at Lloydminster
and Regina, as well as a large oil refinery in Regina
and a smaller asphalt refinery in Moose Jaw

Mining and Metals

e World's largest producer of potash, with 10 operat-
ing mines

e World’s largest producer of uranium (1/4 of global
output)

Sufficient potash reserves to supply world needs
for several hundred years

e Enough uranium in place to sustain production for
another 40 years

e World's largest kimberlite field, with potential for
diamond mine being assessed

e Two new gold mines currently under development

< Significant interest in province's endowments of
copper, zinc, sodium sulphate, platinum, tandalum,
leanardite and kaolin

Forestry

e 23% of land mass is covered by commercial forest

* Generates $750 million annually in revenue among
300 forestry industry firms and 9,000 workers

*Includes oil, gas, coal, hydro, wind, wood, uranium and
biofuels

Source: Saskatchewan government, Statistics Canada,
Canadian Association of Petroleum Producers
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SASKATCHEWAN RESOURCE EXPORTS
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INTERNATIONAL TRADE SURPLUS BY PROVINCE
2007
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billion with the rest of the country.

1990s a distant memory

Saskatchewan’s formidable commaodity position has
been evolving for decades. The first settlers from eastern
Canada and Europe migrated in droves to the provincein
the late 1800s and early 1900s, lured by the offer of free
land and the potentia of improving their quality of life. While
the province began producing natural gas and oil in the
1930s and 1940s, respectively, it wasn't until the 1950sto
1970s that new technologies helped uncover much of the
province's massive resource wealth.®

The development of Saskatchewan's resource sector
suffered amajor setback during the 1990s and early 2000s,
when real (inflation-adjusted) commodity prices tumbled

The Saskatchewan Economy of 2008

toall-timelows. At thetime, the benefits of past discover-
iescontinued to yield rising output in crude oil, natural gas
and potash. However, prospects for the future soured, as
resource capital investment struggled. Some forecasters
were even predicting the eventual demise of resource in-
dustries. Others warned that resource-based economies
would experience significantly lower growth than those that
devoted scarce capital to rapidly-expanding knowledge
based industries. Global agriculture pricesand demand were
also held back by atrend to rising government subsidies
and other trade barriers.

As we know from 20:20 hindsight, those predictions
proved to be way off the mark, as priceswould ultimately
begin to rise starting in 2002. The abrupt change in for-
tunes of world commodity markets reflected a confluence
of factorson both the supply and demand sides of the equa-
tion. On the demand front, the rapid industrialization of
China, Indiaand other devel oping economies hastriggered
amarked pickup in consumption for virtualy all commodi-
ties. China, in particular, has been accounting for a grow-
ing share of global production in virtually all major areas.
At the sametime, gains of supply of commodities such as
crude oil and metal s have been slow to adjust to increased
demand and high prices, constrained by worldwide pro-
duction cuts implemented to exploration budgets in the
1990s. Accordingly, supply-demand balances for many
commodities havetightened significantly in recent years.

Other global factorsal so swung in support of commod-
ity prices, including a structural declinein the U.S. dollar
and therekindling of global inflationary pressuresthat pro-
vided aboost to real asset prices. Growing investor enthu-
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WHEAT PRICES VS STOCK-TO-USE RATIO
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siasm has aso become amajor driver of commaodity prices.
Notably, the commodity market has become increasingly
attractive to large ingtitutional investors — such as hedge
funds and pension funds — in view of abundant liquidity,
declining relativereturnson fixed incomeinvestmentsand
the launch of exchange traded funds (ETFs). It has been
estimated by Barronsthat morethan $200 billionininvest-
ment funds have been directed into commadities world-
wide over the past few years.

Crop fever turns up the spotlight on Saskatchewan

It didn’t take long for rising commodity pricesto feed
through to Saskatchewan’seconomy, with real GDPgrowth
doubling from its longer-term average of about 2% to the
3-4% per year range in 2003-05. Yet Saskatchewan’s eco-
nomic revival wasstill largely unnoticed outside of the prov-
ince. One of the challenges facing Saskatchewan was that
despite the percolating activitiesin its resource sector, the
province's public personaas a“wheat economy” was still
entrenched. What's more, wheat and other agriculture
prices stood out as one of the few areas — along with for-
estry prices — that hadn’'t been participating in the global
commodity raly.

That began to change in 2006. It is not the case the
world was awash in wheat up until that point. In fact,
annual consumption had been steadily outpacing supplies
sincetheearly 2000s, partly driven by theincreasing appe-
tite of China and other Asian markets. However, achain
of events beginning in the latter part of 2006 have cata-
pulted grain and crop pricesinto the stratosphere and pulled
up longer-term price expectations:

The Saskatchewan Economy of 2008

Corn, and to alesser extent, soybean prices, were the
first to draw significant attention in 2006, when aggres-
sivemovesin the United Statesto spur ethanol and bio-
diesel production drove up demand for these commodi-
ties.

The high price of corn ultimately triggered a move to
increase U.S. acreage devoted to corn at the expense
of wheat and other crops.

Last year’'s poor growing conditions in the key wheat
growing regionsof Australia, the U.S., the Ukraine and
the Canadian prairiesfurther sideswiped yieldsand sup-
plies. By the end of 2007-08 growing season, world
wheat stocks asa per cent of anticipated use have sunk
totheir lowest level in modern history.

Investors and speculators have jumped on the agricul-
tural commoditiesbandwagon, supported by adeclining
U.S. dollar.

Accordingly, after remaining at depressed level sthrough-

SASKATCHEWAN EXPORTS TO CHINA
160 Millions of C$ 160
140 - Barley L 140
120 4 e Canola - 120
100 4 - 100
80 4 - 80
60 4 - 60
40 4 L 40
20 4 - 20
0 0
2002 2003 2004 2005 2006 2007
Source: Industry Canada

INTERNATIONAL TRADE PARTNERS
Total Exports as a Share of Destination

Canada Saskatchewan
As a % of Total 1997 2007 1997 2007
United States 81.8 79.0 51.0 60.8
European Union 5.4 7.7 20.6 17.0
Asia Excl. Middle East 8.0 7.0 6.5 10.1
Chinese Economic Area 1.9 2.7 5.2 4.5
Africa 0.6 0.6 5.9 2.6
Others 2.3 2.9 10.8 5.0
Source: Industry Canada
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out much of the 1990s, U.S.-dollar prices for Saskatch-
ewan’s major crop exports have soared since mid-2007.
Even though prices have fallen back from their highs ear-
lier thisyear, they remain about 50-100% abovetheir year-
earlier level. Even moreimportantly, theturnaroundin crop
prices has delivered a double-shot to the province's eco-
nomic prospects. Thisis because the market for potash —
whichisthekey ingredient used in potassium fertilizer and
considered a critical commodity in addressing the crop
shortages — has been pulled up in tandem. Over the past
year, potash prices have roughly tripled.

The extent to which Saskatchewan is benefitting from
recent commaodity price trendsis shown in the chart at the
top. We have constructed a commodity price index
weighted by Saskatchewan’soutput share of each key area.
Based on this calculation, prices have increased by 350%
since 2002 and 150% in the last year alone. For compara
tive purposes, we have included the Bank of Canada com-
modity index, whichisweighted by Canada’ s output share.
That index is up 250% since 2002.

Positive policy moves underpin confidence

Not all of Saskatchewan’s current period of revival has
been the result of good luck. Policymakers have taken
steps to improve the province's business climate over the
past 10-15 years, which appear to be bearing fruit. Al-
though we defer much of the discussion on Saskatchewan’s
progress and remaining challenges to the final section of
thisreport, afew key developmentsareworth highlighting
up front:

The Saskatchewan Economy of 2008

Improved government fiscal position — on the heels
of arun-up in deficits throughout the 1980s, the govern-
ment had faced a massive deficit-to-GDP ratio (4%), pro-
gram spending to GDP (19%) and debt burden (50%).
Consistent with thisdeteriorating picture, Saskatchewan’s
credit rating had been cut from AA+ in the early 1980sto
BBB+intheearly 1990s. With concerns growing that the
province might default on its debt, the Premier at thetime
—Roy Romanow — set out afour-year plan to eliminateits
deficitinthe 1993 budget. Thisinvolved sometough medi-
cine. Taxesand levieswere raised, while program spend-
ing was cut a cumulative 10% over three years. After
achieving its stated goals, successive governments have
since maintained abalanced budget. The net debt to GDP
ratio has been cut to a mere 14%. As well, the govern-
ment’s credit rating has since been restored to AA.

More favourable business climate — the improvement
in the government fiscal position was a key step forward
inimproving the overall climatefor business, sincethesig-
nificant savings in lower interest costs has been recycled
back to households and companies in the form of lower
taxes. Today, Saskatchewan has the third most favourable
business climate among the provinces (as measured by
the Fraser Ingtitute) and ishometo among thelowest overall
costsof living and doing businessin Canada. Residentsin
Alberta and other higher-cost jurisdictions have begun to
take note, asevidenced by an upswing in bothimmigration
and business investment. Indeed, Saskatchewan has re-
corded anet inflow of migrantsfrom Albertafor five con-
secutive quarters and has had the highest rate of net inter-
provincia in-migration in Canada for three consecutive

SASKATCHEWAN FISCAL BALANCE
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quarters.

Government commitment to improve the business
climate —while a more recent development, the new pro-
vincial government has been underpinning business and
consumer confidence by declaring that Saskatchewan is
now “ready for growth”. Its goals are clear: to build on
some of itsrecent progressin strengthening the province's
economic landscape. As a casein point, both the Premier
and Minister for Energy and Resources have said very
clearly therewill benoincreasein oil and gasroyalty rates.

Provincial economy accelerating in 2008

Putting it all together, the combination of arobust and
diverse resource base, high prices and an improving busi-
ness climate are expected to fuel economic growth of 3.7%
in 2008, improving from last year’s turnout of just under
3%. While undeniably solid, this back-to-back growth
performance is not earth-shattering and may lead someto
guestion what al the recent fuss has been about. Cer-
tainly, a 3-4% real growth rate seems at odds with the
visible strength observed in shopping malls and auto
deal erships across the province.

What explains this apparent mismatch? For one, Sas-
katchewan'simproved growth ratesare occurring at atime
when the bulk of the 60 provincial and state economiesare
recording weaker growth related to the bursting of the U.S.
housing bubble and global credit crunch. Infact, Saskatch-
ewan'sreal GDPgainin 2008 islikely to be at least three
times the national average rate in both Canada and the
United States. But more importantly, the real GDP is a
measure of production volume that does not fully capture
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TOTAL INCOME BY SECTOR
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the positive income effect from higher commaodity prices.
For example, even though resource companies are
benefitting from soaring profits and paying higher wages,
output isusually slow to respond in part due to the impact
of declining production from existing mines. Thelink iseven
weaker in the crop sector, where output is more tied to
weather conditions than prices.

Itisfor thisreason that nominal GDP —which directly
takes into account income benefits to corporations, farm-
ers, households and governments from the boom in com-
modity prices— provides amore accurate snapshot of cur-
rent economic developmentsin Saskatchewan. Last year,
nominal GDP growth tipped the scales at a massive 11%.
That increase brought the average gain since 2003 to 8%,
whichwasthird fastest among the provinces. And thisyear,
the province is on track to record another outsized gain of
11%.

Not all sectors recording strong growth

It isthe rapid growth in nominal GDP that leads us to
concludethat the province hasn't enjoyed such afull-fledged
economic boom since the 1970s. Theseforceshavesetin
motion avirtuous cycle of rising profits, government rev-
enues and wages, which have been returned back to the
economy through domestic spending and investment. Put
another way, the economy continuesto be underpinned by
resilient commodity markets and its economic structure —
which by virtue of itsdiverseregional trade orientation and
commodity mix —makesit less vulnerable to aslump in
U.S. demand.

This is not to say that that the sky has been free of
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clouds. Intheagricultural sector, realized net farm income
(i.e, total farm income after deducting the change in the
value of inventory) has been improving since reaching a
low of -$81 million (loss) in 2003. In 2007, net realized
farmincomereached $700 million, representing agood year
but still below thelevel recorded in 2002. While crop rev-
enues rose sharply, many farmers continued to strugglein
the face of soaring costs for fertilizer, transportation and
energy and ahigh Canadian dollar. Indeed, in thelivestock
industry, where prices have not participated in the crop
rally, the squeeze has been particularly noticeable. Fur-
thermore, the extent to which growers can benefit from
these high priceswill boil downinlarge part to thisyear’s
weather conditions. Early in the season, there were con-
cerns about dryness, notably in the southwestern part of

The Saskatchewan Economy of 2008

the province.

Another area of relative weakness has been manufac-
turing, which in addition to the high Canadian dollar, has
recently dealt with the negative impacts of slowing U.S.
demand. Real output in the wood products industry has
declined by about 50% over the past two years, while the
food products industry has recorded marginal advances.
Despitethe challenging environment, Saskatchewan’sover-
al manufacturing performance has been holding up better
than those in most other Canadian jurisdictions, reflecting

Macroeconomic Outlook

e The U.S. economy is expected to slip into a mild
recession in 2008 and see a very pale recovery in
2009. By 2010, growth is expected to return closer
to a trend rate of 3%.

* A combination of weak demand from the U.S. con-
sumer, the impacts of weak global credit markets and
high currencies in relation to the U.S. dollar is ex-
pected to lead to anemic expansions in Japan, the
UK and the E.U. (15).

* Eventhough China, India and other developing world
markets will not be immune to the impact of weaker
export demand from the U.S. and other major indus-
trialized economies, the expansion will cool off only
moderately from their recent frenetic pace. Contin-
ued high commaodity prices will underpin growth in
commodity-oriented developing markets.

e Overall world real GDP growth is projected to slacken
from the robust rate of 5% per year in 2006-07 to
about 3.5% per year in 2008-09. In 2010, we expect
to see a rebound back to about 4%.

¢ Intandem with the U.S., Canadian economic growth
is expected to strengthen modestly in 2009, but re-
main at a sub-par 1.8%. In 2010, growth is expected
to accelerate to 3%.

e The Canadian dollar is expected to drift back down
closer to its estimated long-term equilibrium value of
about 92-95 US cents over the next 2 years.

e Canadian short-term interest rates are expected to
be cut by a further 75 basis points over the remainder
of 2008, as the Bank of Canada takes action to miti-
gate the downside risks to growth. Once the economy
begins to recover in the second half of next year, the
Bank will take its foot off the monetary accelerator,
pushing up short-term rates to 3.25% by the end of
2009 and 4% by the end of 2010.
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thriving order books in many areas oriented towards the
local economy. Suppliers of machinery and equipment to
the booming resource sector, for one, have turned in brisk
expansions.

In sum, notwithstanding the fact that some industries
are facing amore difficult ride, pockets of softnessin the
Saskatchewan economy remain the exception rather than
therule. Moreover, aswe discussin the next section, de-
spite the increasing risks to the global economics expan-
sion, we seelittle stopping the Saskatchewan economy from
keeping itssolid growth streak aivein the 2009-10 period.

Commodity prices to hold firm through 2010

One of the big storiesin 2008 has been the remarkable
resilience of commodity markets in the face of mounting
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global economic risks. While agriculture price cycleshave
traditionally been less sensitive to economic cycles, en-
ergy and metal prices have tended to ebb and flow to-
gether with global growth patterns. And even though fore-
casters such as the IMF have been aggressively scaling
back their outlook for global GDP growthin 2008 and 2009,
the TD Saskatchewan commaodity price index (SCI) has
risen by about 50% compared to its year-earlier level.

We remain upbeat about the outlook for commaodity
markets over the medium term. At the same time, how-
ever, some of the recent strength in commodity marketsis
probably temporary in nature for two reasons:

* Prices have been driven higher in part by speculators
who are seeking refuge in commodities as a hedge
against afalling U.S. dollar and, to alesser extent, ris-
ing global inflation. Webelievethat someof these highly-
cyclical speculativeflowswill reverselater thisyear as
the U.S. dollar gains some traction and inflation fears
begin to ease in tandem with the economy.

e Commodity markets tend to be a coincident or lagging
indicator of an economic slowdown rather than aleader.
Aswe highlight in the text box, economic growthisin
the process of slowing down markedly fromits5% rate
recorded in 2006-07. While the developing Asian mar-
ketswill continueto grow at arobust clip inthe coming
guarters, the weakening prospects for the U.S. con-
sumer are likely to put somewhat of a damper on ex-
ports from these markets, hence leading to a modera-
tioningrowth.

All told, we expect ralliesin some of the markets, nota-
bly crude oil and metals, to encounter increased headwinds
later thisyear. Nonetheless, the diversity of Saskatchewan's
resource mix will continue to exude its benefits, asapull-
back in those areas will be counterbalanced by ongoing
strength elsewhere, notably potash. Furthermore, wheat
and uranium prices have already fallen from the strato-
sphere. Barring a global recession — which we would at-
tach arelatively small 15-20% probability to —the SCI is
expected to fall only modestly in the second half of 2008
and to remain relatively stable on average in the 2009-10
period.

Medium-term outlook by major commodity

Despite declining crude oil consumption within the
OECD countriesso far thisyear, overall demand for crude
has continued to rise on the back of a continued healthy
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appetite within devel oping countries. But whileoverall de-
mand has been holding up, the more important driver of
thisyear’s near-50% hike in WTI prices has been supply-
related factors. In addition to ongoing geopoalitical concerns
in countries such as Nigeria, Iran, Iraq and Venezuel a, the
oil market has becomeincreasingly jittery about the long-
termoutlook for oil supply, with non-OPEC output growth
continuing to weaken in 2008 despite high prices. Aswell,
OPEC has appeared satisfied with global market condi-
tions, implying that no changein the cartel’s productionis
forthcoming. Regardless, we believe as much as US$20-
$30 of the US$45 per barrel jJump in prices over the past
three months to be the result of factors that are likely to
provetemporary. Look for the global slowdown to become
increasingly visible on the demand side, thus alleviating
some of the longer-term concerns about inadequate sup-
plies. By early next year, we expect WTI prices to have
reached atrough of around US$95 per barrel, before prices
strengthen back above US$100 per barrel later next year
and into 2010.

In the natur al gas market, supply-demand fundamen-
tals have tightened significantly thisyear in responseto a
return to more seasonal cool weather in the U.S., which
has pushed gas in storage to below its 5-year average.
Moreover, liquefied natural gas (LNG) shipments to the
United States have slowed in 2008, asmore attractive pric-
ing in Asia-Pacific and Europe have attracted deliveries.
Going forward, we expect Henry Hub prices to ease over
the next few years, albeit only dightly. Although thisyear’'s
weather-related jump in demand isunlikely to be repeated
again in 2009 and 2010, declining trends in North Ameri-

can conventional production point to little upside on the
supply side. New LNG capacity is targeted to come on
stream in the United States next year. But there again,
likely project delays and difficulty securing suppliesamid
global shortagesindicate that additionsto overall U.S. sup-
ply will be limited. Our forecast isfor pricesto average
US$10 per MMBtu in 2009 and US$9.50 per MMBtu in
2010.

Wheat prices have already pulled back sharply in re-
cent monthsin response to expectations of an easing inthe
tight global market situation, as high prices have encour-
aged increased acreage devoted to the commodity. Still,
evenif growth estimatesfor thisyear’s crop of 7-8% range
ultimately pan out, world wheat year-ending stockswould
remain below their 5-year average. Using a trend rate of
consumption growth, it would require at least 1 or 2 more
yearsof moderate productionincreasesjust to restore wheat
stocks closer to norms. Even then, the high cost of ferti-
lizer and increasing instances of droughts remain signifi-
cant downside risks to this output scenario. Furthermore,
wheat — and oil seeds — will continue to battle with corn
for U.S. acreage in light of increasing ethanol output. In
this environment, projections are for wheat prices to hold
inarelatively high range of US$400-500 over the next 24
months, and for canola prices to average US$550. In the
livestock market, hog prices are unsustainably low and
should beginto improvelater thisyear ashigh U.S. inven-
tories start to reverse course. In the cattle market, where
inventories on farms are more in line with their longer-
term averages, prices are expected to hold reasonably
steady over the next few years.

GLOBAL WHEAT ENDING STOCKS
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The recent agreement reached between China and
Saskatchewan's potash producers, which secured awhop-
ping US$400 per tonne increase in prices, indicated how
quickly market conditions aretightening. Production oper-
ating rates have risen steadily since the mid-1990s from
bel ow 65% to more than 90% thisyear, as producers have
worked to keep up with surging demand from countries
such asBrazil, Indiaand China. And with devel oping mar-
kets expected to further ramp up efforts to meet the food
requirements of their growing populations and with rela-
tively high crop pricesgiving farmersaround theworld an
incentiveto apply fertilizer to raise output, potash demand
growth isnot expected to slow meaningfully over the next
few years. A number of capacity expansions on tap will
help to cushion the impact of the rising demand, but not
enough to prevent prices from rising further from current
levels. We expect potash prices to reach US$850 in 2009
andto hold relatively steady in 2010.

In the global uranium market, fears about a lack of
supply in 2007 have been replaced by concerns about sur-
plusproduction capacity in 2008, thusdriving the price down
to about half of last year’s peak level of US$140. Although
many countries around the world, including China, India,
South Africa, the U.S., Japan and Russia, remain commit-
ted to their nuclear power programs and there are a host
of plans on the table to develop new plants, few new
projects have actually been started. Meanwhile, all eyes
have been on new supplies coming on linein Kazakhstan
over the next few years, while output at Saskatchewan’s
Cigar Lake, after being delayed dueto flooding, isexpected
toflow by 2011. Whilepricesareunlikely to returntotheir
2007 highs, we see scope for a modest recovery, as nu-
clear power plants — which had accumulated significant
uranium inventoriesduring last year’s price spike—return
to the market to restore depleted stocks. Our forecasted
range of US$70-80 would be more in line with the mar-
ket's longer-term price expectations of US$90 (as meas-
ured by the contract price for deliveries in 24 months or
more).

Resource sector to power ahead in 2008-10

The continued high level of commodity prices in the
near termwill continueto underpin Saskatchewan’sgrowth
performance. Under thisprice profile, corporate profitsand
exploration and development spending will continue to
power ahead. Inadditionto the Cigar Lake uranium mine,
other longer-term capital projects of note include $8-$10
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billion in multi-year expansionsin the potash industry, and
a$4 billion proposed plan to build apoly-generation facility
at Belle Plaine. Aswell, ongoing interest and exploration
of potentia oil sands, il shale, shalegasand natural gasin
coa (NGC) deposits indicate that new projects may be
added tothelist inthe medium term. Initialy, thefocusin
these unconventional areas will be on assessing the re-
source and, in the case of oil sands, determining commer-
cial viability of production. The viability of oil shale and
NGC, in particular, remain to be demonstrated.

With resource activity expected to remain brisk, most
areas of the economy will continue to be pulled along for
the ride over the next few years. As we reved in the ex-
hibit on page 15, the retail and wholesale trade, business
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ECONOMIC PROJECTIONS OF KEY INDICATORS
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SASKATCHEWAN REAL GDP BY INDUSTRY

2008-10
Annual Average. % change
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services and construction industries will continue to top
the leader-board in the 2008-10 period. Intheagriculture
sector, higher prices and increased area devoted to crops
should spur a moderate bounce back in crop production
following its setback over the past few years. On theflip
side, despite some likely relief from a moderately lower
Canadian dollar over the next few years, a recovery in
overall manufacturing activity appearsunlikely beforethe
U.S. economy startsto turn around at the tail end of 20009.

Overal, ook for total real output growth to ease from
thisyear’s rate of about 4% to around 3% in 2009, before
re-accelerating back up to 3.5-4% in 2010. As a result,
growth in Saskatchewan is projected to further outstrip
expansions in the rest of Canada (2% per year) and Al-
berta (3% per year) during the 2008-10 period. Even with

The Saskatchewan Economy of 2008

high oil and gas prices, ongoing capacity constraints and
rising costs will continue to take a bite out of growth in
Alberta. Therecent pace of net inter-provincial migration
may be adifficult act to follow going forward, but job op-
portunitiesin Saskatchewan will continueto fuel anet in-
flow of residentsfrom Albertaand other provincesin 2009-
10 and help to prevent asharp drop in the jobless rate.

Home pricegrowthisoneareathat islikely to taper off
following the massive run-up in prices during the second
half of 2007 and early 2008. Recently, the sales-to-listings
ratio in Saskatchewan has trended downward, pointing to
a market in a dightly lower position of excess demand.
We expect the market to remain relatively tight going for-
ward, and take comfort from the fact that average
affordability levelsin the province —while having eroded
significantly over the past year —remain considerably more
favourable than in British Columbiaand Alberta. Assuch,
average resale price growth in the province is forecast to
moderate from its average annual clip of 30% in 2007-08
to astill-solid 10% per year in 2009-10.

Saskatchewan to remain a have province

One dramatic turn of events in recent years has been
Saskatchewan's transformation from a “have-not” prov-
ince (i.e., onerelatively less prosperousthan average) to a
“have’ province. Under the federal equalization formula,
provinces with below-average income and revenue-gen-
erating capacity receive paymentsannually. Inthisyear’'s
budget, the Saskatchewan government announced that it
would not be receiving payments in the upcoming year.
And, based on TD Economics medium-termforecast, itis

SASKATCHEWAN HOME PRICES & SUPPLY-
DEMAND CONDITIONS (1988 - 2010F)
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SASKATCHEWAN GDP PER CAPITA VERSUS
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likely that the provincewill remainin“have’ statusfor the
first timeon asustained basis sincethe 1980s. Theimpact
of high commodity prices and solid economic growth on
Saskatchewan'’s relative income per capita performance
is shown in the accompanying chart. In 1987, GDP per
capita in Saskatchewan stood at $18,300 or 80% of the
national-average level. In view of the brisk GDP gains
over the past few years, per-capitaincome reached $51,300
in 2007 or 10% above the national average. Applying our
GDPprojections, thisadvantageisontrack to riseto roughly
25% by 2010.

Saskatchewan also stacks up well on the international
landscape in terms of relative prosperity. Indeed, if it was
acountry, the province's ranking among OECD countries
interms of GDP per capitain 2007 would be 5th—trailing
only Luxembourg, Norway, the U.S. and Ireland. Similarly,
based on our forecast, the province is well-positioned to
vault ahead of the U.S. and Ireland over the next few years
into third spot.

Regional growth gap narrowing ... at last!

Perhaps the best news of al is that there have been
some early signs that the improved fortunes of resource
markets appear to be breathing new life into many com-
munities right across the province. We identify Saskatch-
ewan’'s 5 magjor regional markets in the box on page 17.
Since 2002, employment and popul ation growth inthe cen-
tral-west region (whichincludesthe hub city of Saskatoon)
and in the south-east (with itshub city of Regina) haveled
the way. However, the surrounding regions of the south-
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west, central-east and north have also taken part in the job
expansion.

This relatively broad based regional growth marks a
departure from the trends of recent decades. No other
jurisdiction west of the Atlantic has faced the challenge of
rural depopulation and decline to the same extent as Sas-
katchewan. As recently as 1970, more than half of Sas-
katchewan’s residents resided in communities with
populationslessthan 1,000. By the early 2000s, this share
had shrunk to one-third, as individuals left farms and re-

NOMINAL GDP PER CAPITA - OECD COUNTRIES 2007
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The province of Saskatchewan comprises 5 regions:
(1) the South-east, which encompasses the communi-
ties of Regina, Weyburn and Estevan; (2) the South-west,
which includes Moose Jaw and Swift Current; (3) Cen-
tral-east, which is home to Yorkton and Melville; (4) Cen-
tral west, which includes Saskatoon and Battleford and
(5) the North, where Prince Albert and Melfort are located.

As shown in the table below, the relative size of the
populations and job markets ranges widely, from 30-32%
of the total in the Central-west region to 8-9% in the Cen-
tral-east. No other province has such a narrow dispersion
of jobless rates across the regions perhaps with the sole
exception of Alberta.

The industrial structures of the regional markets share
some features in common. All regions have at least a 5%
employment share in agriculture, which is relatively high,
and a low manufacturing presence when stacked up
against the Canadian average. The South-westand Cen-
tral-east record the highest shares of their job markets in
goods-producing industries, at 35-40%, with about half
attributable to agriculture in both cases. At the other end
of the spectrum, goods-sector employment makes up
only one in five jobs in the Central-east region, while pub-
lic services (including health and education) and whole-
sale and retail trade account for about 43%.

Over the past few decades, growth in the Saskatch-
ewan economy has been disproportionately enjoyed by
the Central-west region, led by its hub city of Saskatoon.
Between 1990 and 2002, this region recorded a cumula-
tive employment gain of about 11%, which was almost
five times the 2.6% gain posted in the province as a whole.
Saskatoon — the hub of Central-west Saskatchewan —
steadily emerged throughout the 1990s as a leading city

A Regional Snapshot

EMPLOYMENT BY SECTOR AS A SHARE OF TOTAL

2007 Average
Sask SE SW CE CwW N
Agriculture 8.8 4.8 19.0 49 17.0 12.6
Other Primary* 5.2 4.9 6.5 3.9 7.0 6.6
Construction 6.4 6.6 6.4 6.1 6.8 6.2
Manufacturing 6.1 5.4 6.0 71 4.7 6.0

Private Services| 25.8 26.6 19.7 26.6 24.4 27.2
Public Services | 47.7 51.7 42.7 51.4 40.3 41.3

*Includes Utilities and Forestry
Source: Statistics Canada, Author's Calculations

COMPARING REGIONS IN SASKATCHEWAN

CW CE SW SE N
Population
Level - 2007 (thous.) 299 85 101 278 235
Share of Total 30.0 8.5 10.1 27.9 23.5

% Change 1990 - 2002 4.6 -13.0 -10.5 -1.2 2.1
% Change 2003 - 2007 2.4 -4.3 -3.3 0.8 0.1
Employment
Level - 2007 (000's) 164 41 54 149 93

Share of Total 32.7 8.2 10.9 29.7 18.5
% Change 1990 - 2002 10.8 -10.6 -9.1 5.1 0.0

% Change 2003 - 2007 9.0 10.1 3.6 3.1 1.6
Housing Prices
Avg. Ann. Growth 03-07 | 10.6 9.9 15.1 4.4 9.8

2008 YTD 58.6 32.3 41.6 -2.0 60.9

Source: Statistics Canada, Canadian Real Estate Association

Author's Calculations

for mining and fabrication. The University of Saskatchewan
became successful in spawning world-class research and
spin-off companies in areas such as agriculture bio-tech-
nology, nutraceuticals and food processing. The develop-
ment of the Canada Light Source Synchrotron in the 1990s
was a major step forward for the research community in
the city. According to the Conference Board, Saskatoon
has among the most diverse economies in Canada, trail-
ing behind only London, Ontario.*

Over the 1990-2002 period, the only other region to
register employment growth was the South-east, at 5%.
While some areas of the regional economy continued to
grow over the period —including private services —the overall
pace of expansion during the 1990s was hurt by govern-
ment spending cuts in the first half of the decade, which
dealt a blow to Regina, and weakness in the agriculture
and resource sectors. Still, with declines of 9-11%, it was
the Central-east and South-west regions that encountered
the greatest difficulties over the period, as declining em-
ployment on farms and depopulation wreaked havoc on
industries across the board. Although the North also ex-
perienced the same issues, the growing population of abo-
riginal peoples helped to cushion the blow, leaving em-
ployment flat over the 1990-2002 period.

The job figures since 2003 indicate that the resource
boom has started to spread economic benefits across the
province. All regions have recorded gains in employment
since 2003, led by Central-east (+10%) and Central-west
(+9%). The revival of uranium exploration in the North along
with ramped up diamond exploration and oil and gas in-
vestment is helping to repopulate communities that had
virtually shut their doors. In the South, potash as well as
exploration and development activities tied to the massive
Bakken Formation have been a catalyst for reversing some
of the recent trends in that region. In terms of population,
there are also some early signals that the rate of depopu-
lation in the Central-east and South-west has slowed and
has actually reversed in the North and South-east.

The Saskatchewan Economy of 2008
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servesfor the job opportunities arising in Saskatchewan's
urban areas as well as Alberta and B.C.

While urban areas across the province have benefitted
from this shift, increasingly Saskatchewan's growth had
been driven by one engine— Saskatoon. The city overtook
Reginaintermsof population inthe mid-1980sand contin-
ued to widen the gap in thefirst half of thisdecade. Inthe
2006 Census, Saskatoon was only one of two of the larg-
est 10 centresin the province to record population growth
of 3% or more. (The other market was Corman Park, which
is located nearby Saskatoon). Since 1987, the city’s job
market has risen by more than one-third while the prov-
ince as a while recorded a relatively flat showing. We
discuss some of the secrets behind Saskatoon’s long-term
success in the box below.

The 2006 Census datafail to capture the current turna-
round being enjoyed by Saskatchewan's smaller commu-
nities. Rather, gainsin population and employment since
2003 are those that give hope that broad-based regional
strength has begun to take shape. There are others. For
the first time in a generation, average farm pricesin Sas-
katchewan arerising at adouble-digit clip, which atteststo
thefirming economic conditionsin and around the smaller
communities. Furthermore, housing markets have picked
up sharply invirtually al regions. In smaller centres, the
increased housing activity has been driven to some degree
by expatriate Albertan and B.C. residents lured by attrac-
tiveaffordability. Indeed, somesmaller communitieslocated
close to major cities, are running out of serviced lots be-
cause they can’t keep up with demand. It is our bet that
while the larger markets of the central-west and south-

RELATIVE IMPORTANCE OF MAJOR URBAN
MARKETS
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east will continueto drive overall growth in Saskatchewan,
significant benefits of resource investment and buoyant
commoditieswill raisethetide of all regions.

Is this period of prosperity sustainable or an illusion?

The economy appears headed in theright direction over
the next few years. Still, the most pressing question of all
is whether the current boom in Saskatchewan will repre-
sent a4-5 year spurt or will the prosperity take on alonger
life. This question is certainly justifiable. Over the past
century, Saskatchewan has recorded three commodity-
driven booms — in the 1920s, 1950s and 1970s — all of
which proved to be temporary in nature. Each resulting
bust would trigger an extended reversal in population flows,
leaving the overall count today at the same level that was
recorded in the 1930s.

In his book False Expectations, author Dale Eisler
wrote that the propensity of Saskatchewan to follow an
economic rollercoaster goes well beyond the commaodity-
based nature of the economy and into the psychology of
theresidents.® According to Eider, peoplein Saskatchewan
have alwaysthought that they wereinthe*Promised Land”
—abelief tied to the early settlers who were lured there in
hopes of finding a better life. Accordingly, each time the
economy enjoyed a cyclical boom, poor decisions were
made based on the premise that the rapid growth would
continueindefinitely. Ultimately, individualswereleft pay-
ing the pricefor their earlier decisions when the economy
later fizzled.

This raises the question of whether Saskatchewan is
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poised to suffer asimilar fate. Indeed, recent prognostica-
tionshave been striking afamiliar chord. During the econo-
my'’s take-off in the early 1950s, a number of forecasters
—including then Premier Douglas— predicted that the popu-
lation could doublefrom 800,000 to 1.5 million by the early
1980s (ultimately, the popul ation edged up to 930,000).6 In
2008, a similar optimism that the province may be poised
for along-term popul ation boom has re-emerged.

Although it isalwaysimportant to set ambitious objec-
tives, history has clearly demonstrated the need to main-
tain realistic expectations. It may be reasonabl e to expect
commodity priceswill remain relatively high going forward,
but thereisno assurance that thiswill be the case. Nor has
the law of the commaodity price cycle been repealed. Sas-
katchewan’s economy, similar to others that are heavily
oriented towards commodities, will always be prone to
swingsin economic conditions. Aswe discuss on page 25,
despite some progress in diversifying its economy in re-
cent years, it is undeniable that Saskatchewan remains
heavily tied to commodities and the vagaries of resource
markets.

TAKING THE ECONOMY TO THE NEXT LEVEL

Even though economic cycleswill remain anatural part
of the Saskatchewan economy’s evolution, the province
has a huge opportunity to both extend the peaks and miti-
gate the valleys, hence yielding a considerably stronger
rate of growth over the long run. With respect to pulling
off thisfeat, thereisno single magic bullet. 1t boils down
to effectively leveraging the province's strengths and ad-

dressingitskey vulnerabilities, which have been highlighted
inthe box on page 20 in no particular order of importance.

Put simply, the strengthslisted below will givethe prov-
ince a considerable leg up. One in particular is the
innovativenessthat has been demonstrated within the prov-
ince. Saskatchewan has been home to many firsts in
Canada. Important pioneering featsinclude universal hedth
care, the opening up of the first cancer agency, the first
province to complete construction on its segment of the
Trans-Canada Highway, and development of the first
heavy-oil upgrader.” In some cases, innovation wasdriven
by sheer necessity. The farm sector, for example, has
experienced many setbacks, which have included low
prices, the closure of cattle exports to the U.S. following
the BSE outbreak in 2003, drought, and rising costs. In
response, farmers have increased farm sizes, adopted new
technologies and techniques, in some cases turned to off-
farmincomeand significantly diversified their product mix
in order to remain viable. The province pridesitself on be-
ing innovative by nature, and thiswill continueto beacriti-
cal element in meeting thetall challenges beforeit.

Related to innovation, gainsin labour productivity have
been the key contributor to arising standard of living in
Saskatchewan over the past quarter century. In the chart
on the next page, we show a decomposition of real GDP
per capitagrowthin 1981-2006 into itsfour main elements
—work intensity, demographic factor, employment rate and
l[abour productivity. In Saskatchewan, productivity growth
(i.e., real GDP per hour worked) accounted for two-thirds
of the total over the period, whereas in Canada it was
closer to one-half.

LONG TERM POPULATION TRENDS
persons 000's Population (LHS) Period % chg.
1,200 Growth Rate (RHS) 20
1,000 4 - 15
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Source: Statistics Canada, Census data
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Strengths and Challenges

Strengths:

» Diverse resource sector

* Innovative/loyal population

» Large share of aboriginal youth in population
e Low cost of doing business

¢ Low unemployment

« High labour-market participation
* Proximity to Alberta

* High trade orientation

* Improved fiscal position

» Strengthened tax regime

Challenges

 Diversification

* Proximity to Alberta/Cost competitiveness
 Infrastructure Deficiencies

e Poverty

e Labour shortages/Education

e Aging population/health costs

¢ Climate Change

» Allocating scarce public resources

Yet, the province can't afford to lose momentum on
thisfront. Notwithstanding respectable productivity gains
onatrend basi s, Saskatchewan’s productivity level remains
below the national average. And since productivity is a
key driver of household income gains, personal disposable
income (PDI) per capita—whichisameasure of the house-
hold sector that includestheincome of farmsand unincor-
porated business — also sits below the Canadian bench-
mark. In terms of median household income, Saskatch-
ewan currently ranks fourth among the provinces with an
8% disadvantage relative to Canada.

Lastly, akey incentive to move forward with the to-do
list is to narrow the competitive gap with Alberta. Sas-
katchewan's proximity to Albertahas usually been regarded
asone of its greatest challenges given the large net |osses
of investment and people over the years that have only
started to turn around recently in the wake of the current
economic boom. A frustration for Saskatchewan residents
isthat despiteitstradition of placing relatively high against
other Canadian provinces in many economic measures, it
has usually been compared only to its high-flying neigh-
bour to the west. At the same time, however, we have al'so

The Saskatchewan Economy of 2008

included “location” on thelist of strengths, sincethe com-
petitive pressure from Alberta has forced Saskatchewan
to begin cleaning up itsbackyard over the past decade, not
to mention providing considerable opportunities for en-
hanced cooperation and trade.

Work to close the infrastructure gap

Thefirst areaof vulnerability isinfrastructure. Under-
investment in the province's system of roads, highways,
water & waste-water facilities and sewers during the
1970s, 1980s and early 1990s has generated significant
deficiencies. According to Statistics Canada, the province's
$9 billion system of public infrastructure averages about
17 yearsof age, which—aong with Nova Scotiaand Mani-
toba — is the oldest among the provinces.® In Saskatch-

SOURCES OF REAL GDP PER CAPITA GROWTH
(1997 - 2007)
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Calculations by TD Economics
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ewan, asignificant part of the challenge faced isits size-
able road system, which on a per-capitabasisis the long-
est in Canada. Whilethe province' sroadsand bridgesare
older than the national average, its overpasses and
wastewater plants were somewhat younger.

That being said, governmentsin the province have been
making up somelost ground in recent years, with help from
new grantsfrom the federal government, including ashare
of the federal gas excise tax. The turning point wasin the
mid-1990s, when government capital spending started to
get ratcheted up following thelong period of retrenchment.
Infact, thelevel of total government fixed capital spending
has doubled since 1995, thus reducing the average age of
infrastructure modestly fromitspeak of 19.4 yearsin 2000.°
But even with thisdramatic increasein funding, estimates
in the province continue to peg the gap between actual
spending and needs at a sizeable $500 million per year.

Citing infrastructure as among the greatest roadblocks
to longer-term economic sustai nability, the provincial gov-
ernment stepped up in its 2008 budget with a $1 billion
investment for fiscal 2008-09, which will earmark capital
outlays across an array of areas, including roads, health
carefacilitiesand educational institutions. Developingin-
frastructure strategies during a period of economic boom
isnot easy. Callsfor new outlays are being heard around
the province. Yet efforts to accommodate these needs
during a period of significant private-sector demand for
construction workers can result in cost over-runs, further
exacerbating the challenge of narrowing theinfrastructure

gap.
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One of the most daunting challenges facing Saskatch-
ewan is ensuring that municipalities have adequate tools
and flexibility to address the surging growth challenges
before them, since they are directly responsible for more
than half the region’s public infrastructure. On the posi-
tive side, a breakdown of capital funding by government
shows that municipal investment has risen briskly in line
with that of the province since the mid-1990s. But there
remain risks to the sustainability of these recent trends.
Similar tothe story in other provinces, municipal infrastruc-
turefunding isheavily reliant on property taxesand grants
from the provincial and federal governments. The chal-
lenge of funding alarge share of infrastructure on the prop-
erty tax base is that — unlike sales and income taxes that
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grow in line with the economy — those revenues don't in-
crease automatically with risng home prices. Rather, prop-
erty tax increases are set each year by the local govern-
ment and are, hence, atarget of public resistance. Grants
place municipalities at the whim of changing priorities at
thefederal and provincial levels.

Recently, local governmentsreceived some good news
when the Province provided them with a 15% increase
under its revenue-sharing program, about twice the 7%
rate committed to in the 2008 budget. Still, municipal grants
in Saskatchewan continue to be provided on an ad-hoc
basi s, which hasmade long-term capital planning difficult.

Currently, the Saskatchewan Urban MunicipalitiesAs-
sociation (SUMA) isworking with the provincia govern-
ment to come up with a new formulafor revenue sharing.
In addition to providing citieswith alonger-term arrange-
ment, we would urge the Province to consider passing on
additional powerstotax. Suchamovewould helptoraise
accountability of the system and providelocal governments
with additional revenue toolswith which to meet the soar-
ing demands. If this courseis pursued, tax tools must be
chosen on the grounds of efficiency and their potential to
achieve other goals simultaneously. For example, alocal
gasoline tax could be a useful instrument to help pay for
road maintenance and construction and to address pollu-
tion. In general, municipalitiesin Canada do not make ad-
equate use of user fees in funding services, although we
do notethat Saskatchewan local governmentsraise asome-
what larger share of their revenues from user fees than
their Canadian counterparts.
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In Ontario, Quebec, B.C. and Alberta, governments
have increasingly been using public-private-partnerships
(P3s) in their arsena for procuring and financing infra-
structure. This is one area that we've also supported.
Critics of P3s point to the fact that since the government
can borrow at a cheaper rate and that the private sector
needs to make a return on investment, the regular public
model ischeaper. But whiletrue, thisobjectionignoresthe
fact that P3s have the potential to generate overall net
benefitsthrough limiting cost over-runsand improvements
inservice. Inany event, it appearslikely that P3swill get a
closer look in Saskatchewan over the next few years. Not
only isthe new government showing someinterest in this
approach, but thefederal government islikely to establish
private-sector involvement asacondition for federal grants
in certain cases. We have argued that the B.C. model for
P3sisone worth taking a close look at.

Continue to build on cost competitiveness edge

Saskatchewan markets havetraditional ly enjoyed acost
advantage over competing jurisdictions. However, this
advantage has been under pressure, at least in the North
American context. According to the annual KPM G busi-
ness cost survey, Saskatoon and Regina enjoyed only a
dlight 2-percentage-point cost edge compared to the U.S.
benchmark in 2008 — well below its advantage of some
20% about a half decade ago.’® This deterioration can be
chalked up largely on the run-up in the Canadian dollar.
And while business costs in Saskatchewan have remained
competitive with those in Alberta and Canada asawhole,
this advantage could erode over the next few years given

BUSINESS COSTS
Overall Operating Cost Index - 2008
After-tax cost index (U.S. = 100)
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2008 TAX RATE COMPARISON #
Canada Saskatchewan Alberta

Personal Income Tax

Lowest 9.7 11.0 10.0

Highest 16.1 15.0 10.0

Personal Amount 9,263 8,945 16,161
Corporate Income Tax

General 13.0 12 10.0

M&P * 11.8 10.0/12.0 10.0
Small Business

Rate 4.5 4.5 3.0

Threshold 426 500 460
Capital Tax

General 0.1 --

Financial Institutions 2.7 3.3
Retail Sales 6.9 5.0
A Simple average calculation
* Saskatchewan's CIT rate is reduced by 2 ppts based on the share
of national income allocated to the province
Source: 2008 Alberta Budget

thelikelihood of above-averageincreasesin housing prices
and rents. Indeed, growth can be a double-edged sword.

On the tax side, Saskatchewan has done an admirable
job in keeping up with low-tax Alberta on a number of
fronts, and hence, has managed to increaseits edge against
therest of the country (seetable). A number of important
achievements made by Saskatchewan on the tax front in-
clude:

» The third lowest top personal income tax rate among
the provinces;

o At 5%, Saskatchewan’'sretail salestax isthelowest of
the 9 provinces that have one;

» Full dimination of thegeneral capital tax onJuly 1, 2008;

e Significant cuts to the general corporate income tax
(CIT) rate, with afurther reduction to 12% on tap for
July 1, 2008;

» Payroll taxeswhich are used in anumber of other juris-
dictionsare not applied in Saskatchewan;

There have also been some positive developments re-
cently in the resource sector. The new provincial govern-
ment has consistently said that it will not beraising royalty
rates on oil and gas. This approach followed Alberta's
decision in 2007 to hike its royalties effective January 1,
2009, and only increases the appeal of investing in Sas-
katchewan's oil patch. Comparing royalty regimes is not
easy, sinceit is dependent on many factors (i.e., grade of
oil, volume of production, market price, whenthewell was
drilled, etc.). However, itisfair to say that Saskatchewan’s
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overal royalty regime—whichwas considered to bedightly
higher than that of Alberta’s before the changes — will be
competitive after January 1, 2009.

These moves have helped to bolster Saskatchewan's
position as a favourable place to do business. Still, there
remains unfinished work. While Saskatchewan’stax rates
are low from a Canadian perspective, sizeable tax differ-
entials remain with Alberta. The province will eliminate
the genera corporate capital tax, but continue to levy a
hefty tax on financial institutions. Relativeto larger Cana-
dianjurisdictions, the provinceremainscompetitiveinterms
of tax burden on overal business investment. However,
on an international basis, Saskatchewan’s marginal effec-
tive tax rate (METR) on capital investment — along with
provinces west of Quebec —is at the high end of alist of
37industrialized countries. Ontheplusside, Canadian pro-
vincial METRs will benefit from cuts to the federal CIT
rate over the next few years.

Since tax competiveness is a moving target, Saskatch-
ewan must also be prepared to respond to changes that
are occurring elsewhere. Recently, the federal govern-
ment has been urging provinces to cut their general CIT
ratesto 10%. Alberta and Quebec have arrived there al-
ready, B.C. will move there over the next few years and
some other provinces (i.e., New Brunswick and Manitoba)
could follow suit. It isimportant that Saskatchewan not fall
behind in the race.

There is a big opportunity for Saskatchewan to vault
ahead of many of its major competitors in terms of busi-
ness taxation. A major reason for the relatively high taxa-
tion on business investment in provinces west of Quebec

METR* ON NEW BUSINESS INVESTMENT BY
COMPONENT, PER CENT IN 2012

35 Prov. Sales Tax H

M Fed. Corporate Income Tax

M Prov. Corporate income Tax

25 4

ON PE BC MB CAN SK QC AB NS NL NB
* Excludes resource and financial sectors and tax provisions related to R&D. Includes
measures as of Feb. 2008 - May not add up due to rounding
Source: Department of Finance Canada, Budget 2008
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is the fact that the retail sales tax is applied to business
inputs. Aswe noted, Saskatchewan leviesthe lowest sales
tax rate among the 9 provinces that have one. However,
thefederal government has estimated that if Saskatchewan
transformed its retail sales tax into a value-added tax
(through such means as tax harmoni zation or ahybrid ap-
proach such as in Quebec), the province's METR would
be shaved by a sizeable 7 percentage points, providing a
major boost to the economy’slong-term potential to grow.
The concern of such areformisthat it would broaden the
base of taxation to many services, hence shifting some
$400 millionin burden to households. However, this shift
isonly superficial since businesses would ultimately pass
through their tax savings.

Measures to improve tax competitiveness need to be
complemented by actions to spur trade opportunities and
reduce regulation. In 2006, Alberta and B.C. entered into
a framework deal to knock down inter-provincial trade
barriers. The Saskatchewan government hasindicated that
it has some concerns about participating in the agreement,
notably its impact on the government’s ability to provide
tax incentives or on the activities of the province'simpor-
tant Crown Corporations. One possible solution would be
to proceed by taking smaller steps rather than a quantum
leap. There may be other opportunities for cooperative
arrangements with both Alberta and other Canadian prov-
inces.

While Saskatchewan is among the least reliant on the
U.S. market for trade, exports to the south are nonethe-
lessan important lifeline. Saskatchewan's exportershave
enjoyed increasing accessto the U.S. market since NAFTA
was put in place. But recently there have been some set-
backs. On June 1, 2007, the U.S. government not only
implemented a charge on cross-border traffic entering the
country, but there aretwo bills before Congressthat would
impose new inspection fees on imported food. Further-
more, mandatory Country of Origin Labeling (COOL) leg-
islation on beef, lamb and pork among other food products
is poised to become law on September 30, 2008, whichis
tantamount to anon-tariff trade barrier and will raise costs
for Canadian farmers. The federal government also needs
tolobby for areduction ininternational trade subsidies on
agriculture and increase its focus on developing interna-
tional trade agreements. Lastly, the cloudy future of the
Canadian Wheat Board (CWB) —which holdsamonopoly
on western exports of wheat and barley — is another area

of uncertainty in the agriculture sector. Earlier this year,
the federal government pressed ahead with efforts to end
the CWB monopoly on barley sales, and thus, give farm-
ersthe option of selling the commodity independently. The
government had passed a simple cabinet order to achieve
this goal, but the courts struck down the move. In Febru-
ary, the government lost the appeal . Thus, in order to move
forward, the government will need to receive Parliamen-
tary approval. Opposition partiesdo not support the move,
raising questions about whether the law will pass and on
itstiming.

According to the Fraser Institute, Saskatchewan is con-
sidered to have the third most favourabl e business climate
among Canadian jurisdictions.'* One areathat wasflagged
as a concern was the cost of regulation. According to the
CFIB, Saskatchewan businesses pay almost $900 million
per year in order to comply with government regul ations.*?
Regul ationswith respect to the provincial salestax, Work-
ers Compensation Board and Occupational Health and
Safety Act have been identified as the three most burden-
some areas. |n an attempt to improve the competitive cli-
mate, the provincial government recently overhauled the
province's labour laws, which included essential services
legislation and reforms of the Saskatchewan Labour Rela-
tions Board.

Useresource strength to build amore diverse economy

Sincethe mid-1990s, Saskatchewan has achieved some
diversification away from agriculture and resource-based
industries. Since 1997, the economy’s GDP share attribut-
able to commaodities, both direct and indirect, has fallen

COMMODITY ORIENTATION OF SASKATCHEWAN
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5 % of Total Real GDP

Agriculture

e

?

Forestrv

97 98 99 00 01 02 03 04 05 06 07

Source: Statistics Canada

June 4, 2008

The Saskatchewan Economy of 2008



www.td.com/economics

from 39% to 33%. Thisdrop has been broad based across
the resource sector (down 4 percentage points) and agri-
culture (down 2 percentage points). A closer look shows,
however, that the diversification took placein thelate 1990s.
Over the past five years, the overall share of commodity-
based industries has remained relatively stable, reflecting
animprovement in commodity market conditions. And over
the next three years, we wouldn’t be surprised to see a
risein the overall commodity importancein the province.

The province’'smajor goal in this area should not beto
move away from commodities, but to ensurethat diversifi-
cation occurs around thriving commodity industries over
the long haul. Alberta is a good case of an economy that
has created the winning conditions for growth by laying
down ahealthy business climate and witnessing high-tech
and advanced manufacturing industries pop up around its
flourishing oil and gas sector. And, asalready noted, Sas-
katchewan already boasts diversity within its commodity
sector.

In the case of Saskatchewan, we see particular oppor-
tunity for the province's energy sector to form the corner-
stone of not only diversification, but asameans of achiev-
ing longer-term prosperity. Moreover, Saskatchewan faces
thesignificant task of addressing climate change and grow-
ing environmental sensibilitiesinthe U.S. and abroad (see
text box on page 27). We believe that al the ingredients
are in place to transform the province into a clean energy
powerhouse, and in turn provide the province with long-
term benefits from the export of energy and knowledge
accumulation. What it will require is connecting the re-
source potential (i.e., conventional crude oil, oil sands, oil
shale, natural gas, natural gasin coal or coal bed methane,
coal, feedstock for bio-fuels and uranium) with the prov-
ince's solid foundations in research, including the Petro-
leum Technology Research Centre, the International Test
Centre for Carbon Dioxide Capture, the Saskatchewan
Research Council (including the new Biofuels Test Cen-
tre), and the collective expertise at the provinces universi-
ties. Strong partnerships between the public and private
sectorswill also becritical.

Happily, the province has started to move down this
path. One area offering potential isin carbon capture and
storage (CCS), which is the process that captures carbon
dioxide beforeit can be released into the atmosphere from
apoint source such as acoal-fired power plant and inject-
ing it in deep geologic formations. The captured carbon
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dioxide can then betransported by pipelineto varioussites,
including producing oil fields where it can be used to im-
prove recovery rates. Indeed, Saskatchewan is already a
leader inthisarea, hometo thelargest carbon dioxideflood
project in the Weyburn oil pool, a project that is operated
by EnCana Oil and Gas Partnership. EnCana has seques-
tered 10 milliontonnes of carbon dioxide sincethe project’s
inceptionin 2000 and hasraised monthly oil projection rates
from the Weyburn Unit by more than 60% as a result of
theinjection of CO,. Over the 30-year project lifeline, some
200 million barrels of ail is projected to be recovered.
(Weyburn is also the site of the world's largest interna-
tional field research project to study the geological storage
of carbon dioxide.) In 2005, a second such project began
in the Midale qil pool, operated by Apache Canada. Over
the 25-year lifeline of the project, it's expected that 8.75
million tones of CO, will be sequestered and an additional
45-60 million barrels of oil recovered.

The cost of these new approachesisunquestionably an
impediment, as highlighted by the fact that at carbon cap-
ture costs of $60-$80 per tonne, the cost of CCS is not
presently economical. Thefederal government hasjumped
on board asa potential partner, asserting that sequestering
carbon could address some 40% of Canada’'s emissions
reduction goalsby 2050. Inthe 2008 federal budget, $240
million wasannounced for aclean-coal/CCS combined with
enhanced oil recovery project in Saskatchewan. Still, with
an estimated price tag of $1.4 billion, the project’s fate
remainsuncertain. Theprovincial governmentiscurrently
mulling over theinvestment.

Another potential large-scale energy projectisa$4 bil-

ANNUAL GREENHOUSE GAS EMISSIONS
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lion poly-generation facility at Belle Plaine, which would
use petroleum coke feedstock to produce hydrogen, nitro-
gen, steam and carbon dioxidefor fertilizer production and
enhanced oil recovery, along with about 300 MW of elec-
tricity. The government of Saskatchewan has agreed to
provide $6 million for continued engineering design,
matched with a contribution of the same magnitude from
partner TransCanada.

Other actions could help to diversify the province'sen-
ergy base and achieve emissionsreduction goals. The prov-
inceisalready aleader in bio-fuels, with three grain-based
ethanol production and two biodiesel facilitiesin operation.
A fourth is expected to come on stream later thisyear. In
theshort term, ethanol production from grainsisunder threat
fromthe so-called “food versusfuel” debate, high costs of
production, reliance on government subsidies and some
guestion about itsoverall benefit to lowering GGEs. Still,
in light of the ratcheting up of long-term expectations on
crude oil prices and adesire to diversify away from fossil
fuels, renewable energy sources — particularly those de-
rived from cellulosic ethanol, bio-diesel and solid waste —
will remain at the forefront. A Saskatchewan community
is also under consideration by IOGEN Corp. for a large
scaecellulosic ethanol plant.

The potential for uranium may be the greatest of all.
Saskatchewan is hometo roughly one-tenth of world'sre-
coverable uranium reserves. Thus, in the event that there
isasubstantial expansion in nuclear power globaly inre-
sponse to the need to lower greenhouse gases, Saskatch-
ewan’'s economy would receive a long-term boost that
would probably be unmatched initshistory. The opportu-
nities for benefits do not stop there. There has been con-
sideration given to moving further along the nuclear
fuel chain, beyond the mining stageto refining and enrich-
ment. Recently, there has been talk about a proposal to
supply nuclear power to Saskatchewan and Alberta cus-
tomers, although there remains much number crunching to
do beforeadecisionismade. Whilenuclear power hasits
disadvantages—notably itshigh capita cost, long lead times
and waste disposal challenges — aforay in that direction
would reduce greenhouse gas emissions and help to diver-
sify the province' s power suppliesaway fromcoal. That's
not even to mention Saskatchewan’s access to |ow-cost
uranium supplies.

Education, education, education

Saskatchewan’s chances of achieving meaningful di-
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versification and long-lasting economic growth depend to
alarge extent on its ability to address skills shortages. In
recent years the problem of an inadequate labour supply
has been steadily growing, reflecting the demands of an
expanding economy. Had it not been for a burst of new
migrantsinto Saskatchewan in recent quarters, even more
businesses would have struggled with staffing. A report
released in 2008 by the Canadian Federation of Independ-
ent Business estimated that 18,000 jobs were vacant as a
result of inadequate skills.*®

While some of the shortagesare cyclical, the pressures
on the province's overall talent pool could only intensify
further over the long haul. In the chart below, we show a
long-term “baseling” or “ status-quo” scenario for the prov-
ince’slabour force which buildsin Stati stics Canada smost
recent long-term population projections and participation
rates that don’t vary much from their recent trends. Keep
in mind that in this forecast, the province is assumed to
suffer net inter-provincial migration outflowsin line with
thosetrendswitnessed in 2000-2003 (i.e., prior to the most
recent spurt).

Certainly, there are opportunities to circumvent this
worrisome trend before it occurs. For one, efforts must
be made to create a world-class education system. And,
on this count, there are reasons for optimism. Saskatch-
ewanisaready blessed with many top-notch higher-learning
institutionsincluding the University of Saskatchewan and
University of Regina, the Saskatchewan Institute for Ap-
plied Science and Technology, the Saskatchewan Indian
Institute of Technologies and a number of regional col-
leges. And post-secondary education (PSE) has received
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While the government’s decision on royalties has
injected some certainty into the oil and gas sector, con-
cerns about climate change persist. This concern is
certainly not unique to Saskatchewan. In other parts of
Canada, provincial and federal governments are forging
ahead with a patchwork of plans to reduce greenhouse
gas emissions, which is creating confusion. However,
Saskatchewan faces a particular challenge. Since 1990,
it has had the second largest growth in absolute levels
of greenhouse gas emissions after Alberta, and is the
largest per capita emitter among Canadian provinces.
Moreover, its rate of growth in emissions was the fast-
est among Canadian provinces over the 1990-2005 pe-
riod. The province’s significant coal-fired power genera-
tion facilities, its large agricultural sector, and the oil
and gas sector are largely responsible for the high lev-
els of emission.

The Saskatchewan government has emission reduc-
tion targets in place for 2020 that appear more ambi-
tious than either the federal plan or that of Alberta.

e The federal plan sets out to achieve an 18% reduc-
tion in GGE intensity by large emitters from 2006
levels by 2010 — a target that will rise by 2% per year
thereafter. For the aggregate economy, the federal
government is striving for an absolute cut of 20%
below 2006 levels by 2020 and a 45-65% drop by
2050.

* InAlberta, the government has committed to cutting
GGE intensity to 50% below 2005 levels by 2020.
The Alberta plan proposes to stabilize and start re-
ducing emissions growth by 2020, and by 2050 to
cut emissions by 50% below “business as usual’
levels and achieve a 14% reduction below 2005 emis-
sion levels.

e The Saskatchewan government has committed to a
target of stopping emissions growth by 2010 and to
reduce emissions by 32% below current levels by
2020, and by 80% below current levels by 2050.

Regardless of how these emerging plans unfold, it
appears that at some point there will be efforts to delib-

Province Faces Significant Challenge of Climate Change

Newfoundland and Labrador
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erately raise the price of carbon. Aprice of $30 per tonne is
widely considered to be a minimum price that will achieve
meaningful reductions in emissions. However, modeling by
the National Roundtable on the Economy and Environment
(NRTEE) shows that in order to achieve a 45% reduction in
emissions by 2050, the carbon price would need to be at
least $200 in 2003 dollars. The carbon price will reflect the
cost of the last incremental emission reduction action un-
dertaken, and the average cost of emission reduction ac-
tions would be lower than this price. In order to put these
figures in perspective, Saskatchewan’s electrical genera-
tion sector with emissions of roughly 16 Mt of CO, equiva-
lent (assuming no growth in emissions from current levels)
would need to reduce its emissions by 7.2 Mt of CO, equiva-
lent by 2050 to achieve a 45% reduction. If emission reduc-
tions cost $30 per ton of CO, equivalent this would translate
into an additional cost of $220 million per year. It would
mean an extra 1.1 cents per kilowatt-hour of generation, a
15% increase over 2007’s 7.5 cents per kilowatt-hour. At
$200 per tonne, the comparable figure would be $1.4 billion
annually, doubling current electricity prices. Costs would
also be driven up significantly in the oil and gas industry,
and all other industries.

significant new funding since the mid-1990s. Over the past
fiveyears, both combined grantsto colleges and universi-
tiesand overall funding rose by about one-third. In the 2008
budget, the government provided additional funding for
PSE, although the benefits of the new funding were par-
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tially offset by a decision to freeze tuition fees for the
upcoming year. Provincial spending on the public school
system has also risen substantially in recent years.

So far, these investments over the past decade have
produced mixed results.
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Over the past half decade, Saskatchewan has recorded
asignificant increasein its population 25-64 yearswith
a post-secondary degree or diploma. Still, with other
jurisdictions enjoying even more significant gains, the
province continues to record among the lowest shares
of PSE attainment (54%) among the provinces and 7
percentage pointslower than the national average. The
source of the gap continues to be a smaller share with
university degrees, as Saskatchewan actually ranked
above the national average in the diploma category.

High school drop out rates arefourth highest in Canada
after Manitoba, Alberta and Quebec.

EMPLOYMENT IN NATURAL AND APPLIED SCIENCES
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EDUCATIONAL ATTAINMENT BY PROVINCE » Natural and applied science jobs account for less than
5% of the province's labour force compared to about

7% in Canada as a whole.
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On the flip side, apprenticeship programs have been
expanded significantly in recent years.

The solution to the skillschallengewill need toinvolve
amulti-faceted approach. First, thereisagolden oppor-
tunity to throw down the gauntlet for residents of other
provinces to re-locate to Saskatchewan. Many of these
potential migrants—who are often born and raised in Sas-
katchewan and venture back with skills—will only return
if jobs are available, so ongoing effortsto continually im-
prove the business climate are critical. 1nthe second sce-
nario of the labour force profile in the chart on page 26,
we show the substantial impact of maintaining positive
inter-provincial migration of about 5,000 per year. Second,
stepped up efforts need to be made to boost the share of
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SASKATCHEWAN FIRST NATION'S ON AND OFF RESERVE
CHARACTERISTICS
(2006 unless otherwise indicated)
On-Reserve Off-Reserve
Population 47,765 43,635
% Change 01-06 9.3 9.0
% of Total Saskatchewan 5.0 4.6
Age Distribution of Group (%):
0-14 yrs 37.8 40.6
15-64 yrs 58.1 56.9
65+ yrs 4.1 2.5
Median Age 20.0 19.0
Labour Force*
% Change in Emp Levels 01-06 16.3 27.9
Participation Rate 60.0 67.0
Employment Rate 441 54.0
Unemployment Rate 26.3 19.6
Median Income” 26,310 33,880
Includes only ages 25 to 54
"Median Income data for 2005, full-time full-year earners
Source: Statistics Canada, 2006 Census

retirement in Saskatchewan in 2007 was a move in the
right direction. And, fifth, the same can be said for women
in Saskatchewan’s labour force. While the female partici-
pation rate in Saskatchewan isin line with the Canadian
average, itissome 11 percentage points bel ow that of males.

Growing aboriginal population is an opportunity

Saskatchewan'’slarge aboriginal population represents
animportant pool of labour for the province down the road.
This fact was further corroborated by the results of the
2006 Census. The aboriginal share of the total population
was 15%, which represents the second highest provincial
share after Manitoba. Particularly striking, due to higher
aboriginal fertility ratesand outmigration of young non-abo-
riginals, the proportion of children under 15 of aboriginal
origin rose to more than 25%. As such, the proportion of
aboriginals in Saskatchewan'’s young adult population —
those between 20 and 29 years — is on track to roughly
doublefrom 17%in 2001 to 30% in 2017.%

Thisinevitability has placed increased focuson the his-
torically sizeable gap between aboriginalsand non-aborigi-
nalsin termsof employment and skill level. Onthisfront,
there has been some encouraging news, especialy with
respect to the job market. The employment-to-popul ation
ratio, labour force participation rate and jobless rate have
fallen, while the gaps in levels with non-aboriginals have
narrowed. Still, asreveaded in the table, the differentials
remain lofty. The extent of the challenge is more notable
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when the aboriginal job-market outcomes are compared to
thosein other Canadian jurisdictions, including Manitoba.
For example, the difference in employment rates between
aboriginalsand non-aboriginalsin Saskatchewan’stwo larg-
est urban markets of Saskatoon and Reginawas 14 and 19
percentage points, respectively.’ In other key marketsin
the west, the gap was less than 10 percentage points.

In order to estimate theimpact on the province’slabour
force of further improvementsin aboriginal participation,
we have generated the third scenario on page 26. This
profile assumesthat the province continuesto record posi-
tive net inter-provincia migration over thelong run aswell
asafurther gradual elimination of the gap in participation
rates between aboriginalsand non-aboriginal s. A report by
the CD Howe Institute has estimated that long-term real
GDP growth rate for Saskatchewan under this scenario of
convergence would rise by 0.3 percentage points per
year.’6 Stronger real GDP growth would drive up the ca-
pacity for the province to afford public services down the
road, including health care.

At the same time, however, other statistics raise doubt
on the likelihood that the recent convergence in job-mar-
ket outcomes will be sustained. Undeniably, the secret to

SASKATCHEWAN ABORIGINAL AND NON-ABORIGINAL
CHARACTERISTICS
(2006 unless otherwise indicated)
Non-Aboriginal Aboriginal
Population 811,960 141,890
% Change 01-06 -2.6 9.0
% of Total Saskatchewan 82.5 17.5
Age Distribution of Group (%):
0-14 yrs 16.6 35.7
15-64 yrs 66.0 60.7
65+ yrs 17.4 3.7
Median Age 41.4 21.7
Labour Force*
% Change in Emp Levels 01-06 0.0 -0.1
Participation Rate 90.0 70.0
Employment Rate 86.8 58.2
Unemployment Rate 3.2 16.7
Median Income” 39,662 33,500
Education**
% Less than High School 16.8 38.4
% High School 27.3 22.0
% Post Secondary 55.9 39.6
Includes only ages 25 to 54
“Includes only ages 25 to 64
"Median Income data for 2005, full-time, full-year earners
Source: Statistics Canada, 2006 Census
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fuller participation in the work force— not to mention con-
fronting issues of poverty, which we discuss next — rests
with improved education attainment. Yet there was scant
evidence of convergence in the 2006 Census data. Al-
though younger aboriginals are faring somewhat better in
achieving higher school or some form of PSE relative to
the all-aboriginal profile, there has been virtually no con-
vergence in education rates between aboriginals and non-
aboriginals among younger age cohorts (i.e., 20-34 yrs).%
e In 2006, about two in five of aboriginals in the 20-24
age range had not received a high school degree or
diploma.

* Inthecaseof on-reserve aboriginals, the share of those
not compl eting high school isan astonishing 62%. Keep
inmind that about three-quarters of the aboriginal popu-
lation in Saskatchewan live off-reserve.

e Interms of trade certification rates, the gap between
Saskatchewan’saboriginal population and the province's
non-aboriginals was about 13 percentage points. This
gap rises to more than 20 percentage points when a
comparison is made to non-aboriginals for the country
as awhole.

Given therising aboriginal share of the population un-
der 15 years, the education gap will only become more of
athreat to the province's prosperity in the future. At the
same time, the factors behind this all-important issue are
complex. According to Battiste (2005), “First Nations In-
dianshavefew incentivesto remainin school, receivelittle
career related skillstraining, have high drop out ratesfrom
high school and have weak English skills.”*® Thereport of
the Learning Partnership points to acomplicated network
of factors that lead to the weaker education outcomes,
such aseroded families, bonds and skills, poverty and geo-
graphical isolation.’® Nevertheless, studies have shown that
when aboriginal studentsliving off reserve compl ete post-
secondary education, they are able to compete with non-
aboriginalsinthelabour market. A report by University of
Saskatchewan Professor Eric Howe found that aboriginal
maleswho drop out of high school forgo life-time earnings
of more than $500,000 compared with high school comple-
tion and $1 million compared with university completion.?

More on-reserve peoples turning to wage economy

A historical barrier to fuller participation of the aborigi-
nal peoplesin the labour market has been their resistance
tomove away from their traditional way of life. However,

in recent years, a greater number of communities have
been seeking participation in the wage economy through
establishing corporations and/or partnerships with indus-
try. The First Nations' involvement in the province' s gam-
ing industry isonly one of a number of success stories on
thisfront.

This heightened interest is creating other challenges,
however. There have been growing callsby First Nations
communities for a share of provincial resource revenues.
Eventhoughit isthe position of the government and Crown
that ownership and control over resource royalties was
ceded by First Nations under the Tredties, this is not the
opinion of all aboriginal groupsin the province. Still, the
provincial government is both supportive of the desire of
First Nations to benefit from resource development and
has recognized itslegal duty to consult with First Nations
communities prior to embarking on resource projects. To-
wards this end, the province held a first-ever roundtable
conference on May 12-13, 2008 involving First Nations,
Metis, and industry representativeswith discussion focused
on working towards common ground in development of a
duty to consult and accommodate policy.

The question of how the benefits from resource devel-
opment will be provided will bekey asthe province devel -
opsanew policy inthisarea. Itislikely that the province
will opt to provide benefitsmoreindirectly through the pro-
vision of various programs rather than a direct cut of the
royalties. In addition to government funding of programs,
First Nationscommunitieswill continueto benefit from the
establishment of Industry BenefitsAgreements, which usu-
aly involveincreased employment and training.

SASKATCHEWAN ABORIGINAL AND NON-
ABORIGINAL EDUCATION PROFILES, AGES 20-24
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Alleviate the problem of poverty

Itisfair to say that Saskatchewan's strong growth has
been filtering down to households in the form of higher
incomes. Over the 2001-06 Census period, median total
incomefor economic familiesgrew by 7%, second to only
Alberta’'s 10% growth. And the momentum has since picked
up. Over the past year, full-time employment and wage
growth in Saskatchewan are up by ahealthy 2% and 5.5%,
respectively. The recent strength partly reflects the fact
that higher paying construction and resource jobs have been
accounting for adisproportionate share of thetotd job crea-
tion.

Still, these headline statisticsfail to capturethetrue story
under the surface. Most of the income gains have been
enjoyed by thoseindividualsin the upper quintilesin recent
years, whileincomesin the bottom quintiles have stagnated.
What the headline statistics also fail to account for is the
sharp increase in costs of housing, gasoline and other es-
sentials. Rental vacancy rates in Saskatoon and Regina
have plunged to 0.6% and 1.6%, respectively. Sll, thisis
not just a big-city issue. Smaller communities not accus-
tomed to dealing with issues such as housing affordability
and homel essness are now quickly becoming familiar with
them. What's more, with the economy expected to con-
tinueto firealong on all cylindersover the next few years,
it isunlikely that these cost-related pressures will recede
much over the next few years. Part of the challenge on
the housing front is that builders have been turning their
attention to satisfying strong demand for owner-occupied
housing, thusforgoing new rental projects.

Poverty is arguably the most complex issue facing
policymakers dueto its self-perpetuating nature. Commu-
nitiesthat wrestle the most with poverty tend to post among
the highest drop out rates and weak academic perform-
ances. Asaresult, thereis ahigher propensity to turn to
violent crime. Saskatoon and Reginaare communitiesthat
confront relatively lofty high-school drop out rates and
ranked first and second among Canada’'s major cities, re-
spectively, interms of overal crimeratesin 2006.

Recently, there have been efforts to chip away at the
problem of poverty. The provincial government recently
rai sed the minimum wage to $8.60 per hour and will follow
that up with a hike to $9.20 on May 1, 2009. The 2008
budget included measures for homelessness, money for
the Neighbourhood Revitalization Housing Initiativeand a
further $50 millionin funding as part of thefederal-provin-
cial affordable housing and aboriginal housing agreement.
On March 18, 2008, the provincial government announced
atask force on housing affordability that will focus on strat-
egiesto assist thoseleast ableto afford rising housing costs
and to encourage the supply of affordable housing. The
task force will report its recommendations to the Minister
of Social Servicesby May 30, 2008.

Over the next several years, leaders in the Province
will need to continue to set their sights on knocking down
many of the roadblocks to higher education and earnings,
including lowering the extremely high tax rates at the low
ends and supporting education. We discussthisnext. The
CD Howe Insgtitute has estimated that the marginal tax
rate on incomes of $25,000-$40,000 rises to as high as
60%.2 We have argued in the past that the problem of
affordable housing can only be tackled with holistic ap-
proaches that lower demand (i.e., raises income for low
incomeindividuals) and boost supply. Rent regul ations, while
providing some short-termrelief, inflamethe problem over
thelonger run by lowering the supply of housing. Happily,
the new government hasindicated that it would steer clear
of rent controls.

Fine fiscal balancing act

In the end, laying the foundation for long-term growth
will not come without a price tag. It will require public
investments in education, infrastructure, a more competi-
tivetax environment and poverty reduction. Stakeholders
across the province, such as municipalities, public sector
unions and First Nations, will seek a share of the spoilsas
they confront their own demands and challenges. In addi-
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tion, the government will need to do more than balance
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be added to the tool-kit in circumstances where it
makes sense. The government’s extensive inventory
of assets, including some 40 different crown busi-
nesses under the purview of Investment
Saskatchewan, should be reviewed with the aim of
disposing of those that do not pass the litmus test of
providing value for taxpayer money. Continuous re-
views should reallocate spending from low priority to
high priority areas.

* Restrain health-cost increases — while there is broad
support for health investment, working to bring annual
spending increases down over time from the current
unsustainable trend rate of 7-8% per year would go a
long way in freeing up resources.

Aboveall, greater consideration will need to givento
saving for the future. The declining nature of non-re-
newable resources, the long-term uncertainties with re-
spect to resource demand and development and the ris-
ing coststo thetreasury of an aging population all provide
support to the goal of paying down the province's $7 bil-
lionin debt ($11 billionif the debt of Crown Corporations
isincluded) asquickly aspossible. Thenthefocusneeds
to shift to accumulating net assets for the future. In the
2008 budget, the government established the Growth and
Financial Security Fund (GFSF), which is designed to
provide financia security from year-to-year and to pro-
mote economic development. The province has also set
up adebt retirement fund (DRF). Half of any pre-trans-
fer budget surplusis allocated to the DRF. Balancesin
the GFSF and DRF funds at the time of the 2008 budget
were $1.35 hillion and $250 million, respectively.

Thisisagood start, but depositsto the funds are made

on an “ad-hoc” basis. In the future, consideration should
begivento devising along-term plan for resourcerevenue
savings. Inthe CD Howe Institute Commentary, Greater
Savings Required: How Alberta Can Achieve Fiscal
Sustainability from its Resource Revenues, Shell and
Bushy argue that fiscal sustainability of resource-rich na-
tionsisachieved by identifying the highest level of annual
government spending that can befinanced indefinitely from
resource wealth given what is known and expected about
the resource endowment.?? The authors conclude that un-
der the Permanent Resource Income Model, Alberta has,
infact, saved more than enough to date, but must begin an
aggressive savings policy if it wishesto sustain a constant
level of per capitaexpenditureinthefuture. Moreover, in
addition to saving out of current revenues, effective in-
vestment strategieswould be critical to boosting long-term
savings. Certainly, models for setting aside money for the
future — such as that used in Norway for its petroleum
assets and the one that isbeing developed in Alberta—are
worth taking a close [ook at.

Bottom Line

Saskatchewan is blessed with a mix of commodities
that ismatched by few jurisdictionsintheworld. But while
the brightening prospectsfor commodities and other nota-
ble strengths give Saskatchewan a considerable leg up,
the province'sdream of lasting prosperity isunlikely to be-
come reality without stepped-up efforts to address its re-
maining vulnerabilities. Despite the fal se hopesin the past,
we believe that the province has never been in a better
position to achieve the goal of stronger expansion and a
growing population over thelong haul.

Derek Burleton
AVP & Director of Economic Studies
416-982-2514

Don Drummond
SVP & Chief Economist
416-982-2556
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