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GDP per Capita

A Comparison of GDP per capita: Newfoundland and Ratio of Nominal Newfoundland and Labrador GDP per
Labrador and Canada capita to GDP per capita Canada-wide
$70,000 130.0% 4613 0%
$60,000 /A\ /’9 120.0% 119.3% A\ /“\v-\ :
— $50,000 g 110.0% 05 0% 115.9% 135.3%
= /V . \
& $40,000 // 5 100.0% 98.4% 103.8% TO7O%
9-...'., 530[:{[} 5 90.0% 84.9%
@ $20,000 2 80.0% O
' _— 8 63.9% 64.1% 066-1% 67-6%4 495
$10,000 |- EI 70.0% 6100 : X
50 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1 m'o%
5 8 8 % 8 ¥ 8 ® % & 8 8 8 3 8 I 84
oy (31 [+ (4] [2}] (4] (2] (31 (2] (31 o [=) o [=) o [=) o 500% T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
— — - — - — — — — — o~ ™~ o~ ™~ o~ ™~ o~ ™~ oM S W WD P00 D o N SN WM DM Do NS W W MmO oMo N
Gh OO ananoaonnnnn MO no0 0000000000000 0
Data Source: Author's calculatuib based on Stats Can CANSIM Table 510001 and 3640038 Data Source: Author's calculation based on Stats Can CANSIM Data Tables 510001 and 3840038
NL Real GDP (Chained 2007 Dollars): Levels NL Real GDP (Chained 2007 Dollars): Rates of Change
$29.00 0.2
Real GDP in 2015 fell by 2% relative to 2014
$27.00 /f‘-—\ 0.15 A
o $25.00 /\/\ 0.1
s P AV Wl W A WA
E / § [} T T T T T T Ivl T T T T T T T I6 T T h , I‘ 1
5521.00 g \l V \ \_ -
= - -0.05
@ $19.00 V
/ -0.1
$17.00 |~
-0.15
$15.00 . . . . . . . . . . . . . . . . . . D 00 ) © o DS W WM 0@ O NS N0 M D o
. o h h D D D D2 D2 DD 2 2 2 2 oA o v o o o o e e o o
-~ 0 & 2 o ™ oM 5 W oW >0 @; 2 o~ M s N h ¢ ¢ © O O O O QO O O O 0O 0 0O 0 0 0 0 0 o0 0 0 o0 o0 0
S g QO DD D Q2 2 o 2 2 2 2 4 x4 o o e Lo I B B o I o N o T o Y N o D o D o N oo Y o Y o A o I o Y o N oo N o Y o I o Y o N o N N B S B
[+a] (] (] (] (] (=] (] (] (=] =] (] (=] =] =] (=]
o o N N N N N N N N N N N N N N NN Percent Change == == Budget2016
CANSIM Data Series V624519 Calculated from CANSIM Data Series V624519 and Budget 2016
NL6s absolute and relative position have i mproved over

We are starting to see the impacts of lower oil prices with two years of real decline in GDP
The budget is forecasting several years of negative growth
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Employment

NL Employment and Budget Forecast
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Annual Employment Peaked 242,700in 2013,
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NL Unemployment Rate and Budget Forecast
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The unemployment rate has been incressing since 2013 and by 2019, itis
expected to reach 19.8%, slightly below the record 20.2% in 1585.

i

NLUNEMP Rate = = = = Budget 2016
CANSIM Data Table 2820002 and Budget 2016

There is a noticeable decline in employment and a noticeable increase in the seasonally adjusted
unemployment rate in the last three years, which pwtates the fall in the price of oil.
Employment levels expected to be 42,350 lower than they were in 2013, when annual and monthly
employment peaked. This represents a 17.5% reduction in employment levels from 2013 to 2022

To put this in perspective, in the last three years, employment fell by 4.2% from peak or there are

10,100 fewer people working in 2016 than in2013
Unemployment rates have been increasing and by 2019, they are expected to increase to 19.8%, which

is just below the 20.2% record i1985

Hard to know how much of it is caused by oil price falls, but certainly some of the deterioration is due

to a slow down in the oieconomy.
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Since first oil (1997), employment rate in NL has increased (from 42.9% in 1997

the collapse of oil

Ince

03) but still lower than any other province. S

50.6% in 2017

in 2017:03

:01 to 50.6% i

in 2013

, the employment rate has fall from 55.4%

prices




Unemployment Rates
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The unemployment rate in NL has improved over time, but has been and remains the

highest in the country




Rates

Monthly Participation Rate - 15 Years of Age and Over, Seasonally
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Oil Production- NL

The Value of Output in NL's Offshore
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Oill and GDP

Oil and Extraction and Support Activities as a Share of NL GDP
(Chained 2007 dollars)
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Since 2003, oil as a share of the economy has fallen by approximately one half

There has been over $51 B invested in the offshore up to the end of 2015




Oil and Royalties

Provincial Government Royalties from the Offshore
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From its peak in 201312, oil royalties have fallen by 79%
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Oil and Royalties
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Employment- Oil and Gas Extraction and Support
Activities

Employment- Oil and Gas Extraction and Support
Activities
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Notes:

A Tablecells showing 0.0 refer to estimates that are suppressed (cannot be published) because they are
below the confidentiality threshold. The confidentiality threshold is less than 500 for Newfoundland and
Labrador

A Data includes support activities for the Mining industry. This is believed to be a small portion of support
activity employment. 16



Employment Share Oil and Gas Extraction and Support
Activities

Share of Oil and Gas Extraction and Support Activities
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Implications

r Economy of NL (and government of NL) is dependent to its young oll
iIndustry.

r Qil price (and in case of NL offshore oll, oil production) is volatile.
r What are the implications for the policy makers?

r What they have done in the past? How the income resulted from this
iIndustry has been managed?

r Are the lessons learned from other countries applied to avoid possible
drawbacks?
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Government Revenues and Expenditures

NL Government Expenditures and Revenues
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Data Source: Auditor general and various budgets

Between 2011/12 and 2015/16, royalties have fallen from 38.7% of provincial revenues to 10.5%
Between 200405 and 2014-15, revenues increased by 73% and expenditures increased by 59%.

Most of the heavy lifting in Budget 2016 was donéhrough revenue increasesrather than expenditure cuts. However, if revenue is
not sustained in the future, then we will be in the same spot as we are currently.




Ownership- NL Offshore
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Precursor to explorationr Offshore
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Offshore Expenditure

Exploration Investment Activity in NL Offshore Development & Pre-Development Investment in NL Offshore
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Background

r Mobil OIl carried out the first seismic surveys on the Grand Banks in th@60s (first
permits wereissued in1963, first well was drilled in1966), and exploratory drilling
continued during the 1970s.

r Throughoutthe world there was an abundance of oil fields that were cheaper and
easier to develop thus oil companies had little incentive to explore off Newfoundland

and Labradords coast.

r When oll prices increased dramatically in 1973, interest in Newfoundland and
Labrador rose and exploratory drilling increased.
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r

Chevron Standard Limited discovered the first commercial oilfield,
Hibernia, in 1979, but development could not proceed.

Initially there were parallel Federal and Provincial Regulation
governing the offshore as the ownership was being challenged.

Developmentdelayed until the provincial and federal
governments resolved the ownership and management
disputes, which continued from 1967 until 1985.

25



The Atlantic Accord

" The CanadaNewfoundlandAtlantic Accordvas signed onll Februaryl1985.

0 TheAccord granted the province significant decisiemaking powers and financial
benefits.

0 The CanadaNewfoundland Offshore Petroleum Board (CNLOPB) was given the job of
managing offshore resources on behalf of both levels of government.

d Gave the province the right to tax the offshore resources if they were on provincial
land (as if it owned then).

d A $300-million offshore development fund was established to help prepare the
province for industrial growth, to which Ottawa contributed225 million.

0 Developershad to hire qualified local workers before considering outside applicants
and help pay for local research and education programs. They also had to give first
priority to local businesses able to provide the goods and services needed for
offshore projects

Source:
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http://www.heritage.nf.ca/articles/politics/atlantic-accord.php

Background, <cont od

rInitially, there was limited local involvement because of limited capacity to do so

0 Atthe time, NL had low industrialization and incomes and was experiencing high poverty
and unemployment

rIn 1997, the Government of Newfoundland introduced New Provincial Regulations Under
Act Respecting Petroleum and Natural Gas

These were based on the O6North Sea Model & (
Attractive rate of return
Newfoundland and Labrador Petroleum Corporation was meant to be an active partner

Local business and employment preference in development and operations

Q. ox ox Oox O

Controlled rate and manner of development
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Hibernia

Oil workersdiscoveredNewfoundlandand Labrador'sfirst commercialoilfield in 1979 after
about 13 years of exploratorydrilling in offshore waters. Known as Hibernia, the ollfield is
located on the GrandBanksin the Jeanned'ArcBasin, about 315 km east of St. John's

In 1985 the Atlantic Accordwas signed
But by 1985 oil prices had declined significantly,

The Hiberniafield is located in an inhospitable environmentconsisting of rogue waves, fog,
iIcebergs and sea ice, hurricanes, and northeaster winter storms, engineering analyses
determined that the most appropriate drilling platform would be in the form of a gravity
base structure (GBS)

The governmentagreed to give the developers$1 billion in grants and approximately$2
billion in loan guarantees in order to make the $5.2 billion dollar proposed project go
forward.

Constructionof the Hiberniaplatform and other oil-extraction structures beganin 1990 and
the developmentproducedits first barrel of oil in 1997.
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Hibernia Oil Platformn.d.

r Agravity based system (GBS) -
which, while significantly more 4
expensive than other modes o I &
development, would lead to "
more jobs in the province.

rIndustry and government
officials estimate the ollfield
holds about1645 million
barrels of retrievable oll, o
making it the province's e : o e
largest producing field to date |[= =& =8 : o et
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Terra Nova

r Terra Nova was discovered in 1984 and started of production 2002.

r TheTerra Nova project did not receive the same kind of assistance from government to
cover the GBS cost.

r Therefore, developers chose to use an Floating Production Storage and Offloading
(FPSO) because it would be significantly cheaper than a GBS and take less time to
build. $200 million contract to design an
Korean company.

r It was the first of its kind off the coast of NL. Learning and => unexpected delays and
higher than estimated costs and loss in royaltié€s

d Several instances, resulted in production stopping, e.g. between 2004 and 2006,
production was stopped five times.
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Terra Nova

Terra Nova is the first
harsh environment
development in North
America to use a Floating
Production Storage and
Offloading (FPSOJessel.

Thereservoir has an
expected life of 1517
years

It is estimated to contain
over one hillion barrels of
oil in place, of which about
500Mbbl of oil are
recoverable.
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