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THE BUDGET ADDRESS

A Balanced Responseto Difficult Times
Madam Spesker, Members of the Legidative Assembly.

A year ago | presented the 2001 Budget the theme of which was
Keeping the Balance in Uncertain Times. At that time therewere
troubling signs that the strong economic growth Canada had been
enjoying in previous years was coming to an end. | noted thet, “The
digtinct dowdown inthe US economy, coupled withsevere reductions
in world stock markets have caused a serious reassessment of the
economy.”

Madam Speaker, using the best information available at that imewe
developed our Budget, predicated on this uncertain economic
outlook. But no one could have foreseen the tragedy that overtook
the world on September 11, 2001. Thisheinousact of terrorism went
beyond dl known bounds of humanity.

Cadting our thoughts back to the events of that day and the months

following, let usnot forget the uncertainties and impactsresulting from:

C one, the immediate closure of airgpaceto the US and diverson
of traffic to Canadian terminds;

C two, the obstruction to trade across the US border;

C three, the demands for and response to the need for increased
security at airports and strengthened border controls;

C four, the decisions to target military forces on Afghanistan; and

C five, the uncertainty surrounding the success of these measures.

“...noonecould have
foreseen the tragedy that
overtook the world on
September 11, 2001.
This heinous act of
terrorism went beyond
all known bounds of
humanity.”




Prince Edward Idand

It now looks as though the direct threat that was posed to our society
has been successfully countered, dthough the effort continues. Also,
the latest news points to encouraging sSigns that the North American
economy is improving. However, the events of September 11
caused an immediate loss of air travel and a drop in business and
consumer confidence. In the months following, the globa economic
climate became very clouded.

Public Input

Madam Speaker, this has been a chdlenging Budget to prepare. |
have, however, been helped in this task firgt, by my colleagues and
second, by the advice of those who wrote and spoke to me during its
preparation. Asinprevious years| invited membersof the public and
interest groupsto advise me onther priorities, concerns and thoughts
on the Budget. | amdways encouraged by the interest demonstrated
by many in the finances of the Province and their concern for the
economic future of Prince Edward Idand.

We ligen and learnfromal the advice fromevery quarter concerning
the Budget.

Madam Speaker, budgets are inherently about the efficient and
effective use of the taxpayers hard-earned dollars and as such they
must reflect the needs of the people of the Province.

| mud point out, however, that there are large e ements of our fiscd
gtuation that are beyond our control. Approximately 40 per cent of
our revenues come from federal sources and hinge on the national
economy, coupled with decisons and actions of the Federal
Government. | will gpesk moreof thislater, but it will become evident
through this discourse that the uncertainties surrounding federa
transfers are the man reasons why this Budget has been so

chdlenging.

“In the months
following, the global
economic climate
became very clouded.”

“Madam Speaker, this
has been a challenging
Budget to prepare.”

“...the uncertainties
surrounding federal
transfersare themain
reasons why this Budget
has been so
challenging.”
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Economic and Fiscal Performance

Last year's Budget anticipated that the Canadian and Provincial
economies would grow more dowly in 2001 compared to previous
years. Infact, the GDP for Canada in 2001 expanded by only 1.5
per cent in constant dollars, compared to 4.4 per cent inthe previous
year. For Prince Edward Idand we estimated growthof 1.3 per cent
in 2001, which comparesto 3.0 per cent in the previous year. The
reduced pace of economic growth aso dowed employment gans
fromthe record 5.2 per cent increase we enjoyed in 2000, to 2.2 per
cent in 2001.

Madam Speaker, | amhappytobeable to report that notwithstanding
the dower pace of growth, there were approximately 66,000
Idandersemployedin2001, whichisan dl time high. The expanson
in employment meant that anadditiond 1,400 persons were working
last year. Unemployment fell to alow of 10.2 per cent in June 2001
resulting inan annua average of 11.9 per cent, the lowest Snce 1981.

Nationdly, the dowing economy prompted the Bank of Canada to
lower interest rates ten times from a high of 6 per cent to 2.25 per
cent. By years end interest rates were at their lowest in 40 years.
Thisaggressve reductionininterest ratesencouragedasharp increase
in consumer spending, with car sales being a mgor contributor.
Further, during 2001 energy costs fdl sharply, following ther
escaation last yesar.

Reflecting on the economic performance of the Provinceduring 2001,
it may berecalled that our main concern at the outset of the year was
the embargo on potato shipments to the United States. Working
closdly withthe potato industry, the Province showed itsdetermination
to prove that the potato wart problem was isolated and we pressed
the Federd Government to negotiate with the US Government to lift
the embargo on shipments. Thanksto these efforts, our farmerswere

“Madam Speaker, | am
happy to be able to
report that
notwithstanding the
slower pace of growth,
therewere
approximately 66,000

| landers employed in
2001, which isan all
time high.”

“... the Province showed
its determination to
prove that the potato
wart problem was
isolated... Thanksto
these efforts, our farmers
were freed from the
embargo in early 2001.”
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freed from the embargo in early 2001.

Idand farmersfaced another serious problem in the subsequent crop
year as hear-drought conditions in the growing season resulted in a
very smdl harvest, particularly the potato crop. The volume of
potatoes was 39 per cent below the 2000 crop. Thisin turn caused
potato processorsto reducethe leve of their production. Fortunately,
improved potato prices, combined with the support programs
provided by the federal and provincid governments to potato farmers
in early 2001, permitted farm cash receipts to expand to $335.6
million in 2001, up from 2000 by 4.3 per cent.

The trade embargo hurt our exports, which were down by 3.7 per
cent in 2001, following dramatic growth in previous years. Tourism
did rdatively well in2001 going against the regiona trend, with $310
million of expenditures, up by 10.7 per cent from last year.

Lobster landings reached $100 million in 2001, an al time high,
athough we did note that fish volumes were down somewnhét.

Retail sdesreached a record leve of $1.3 billion, expanding by 3.9
per cent fromthe previous year. Thiswasaded by theextremely low
interest rates.

Madam Speaker, insofar asthe provincia economy goes, our forecast
for 2001 at Budget time now appears to be reasonably on target.

A fuller explanation of the economy is contained in Budget Paper A.
| will now turn to the fiscal outcome for the year 2001-2002.

Madam Speaker, the budgeted revenues for 2001-2002 were
forecast to expand by only 1 per cent from ther forecast levels of
2000-01. | am happy to able to report that revenues in tota have
exceeded budget by $14.5 million.

“...insofar asthe
provincial economy goes,
our forecast for 2001 at
Budget time now
appears to be reasonably
on target.”

“I am happy to able to
report that revenuesin
total have exceeded
budget by $14.5
million.”

“...our Government
made it clear in late
2001 that efforts were
needed to reduce the
pace of spending,...”




Budget 2002

In the 2001 Budget we had estimated that our own source revenues
would be $545.8 million in2001-2002. These are revenuesthat are
derived from provincid taxes and other local sources. At $549.9
million, they are essentidly on target.

Madam Speaker, the Federal Government provides provinces with
revised estimates of their equdizationentitlementstwiceayear. These
federa estimates fluctuate widdy from estimate to estimate with the
result that we have learned to use our own information in an effort to
more reliably predict our revenues and plan for thefuture. Only as
recently as February 28, 2002 we were informed of Sgnificant
differencesinthe previous numbersthe Federal Government provided
which contrasted with our forecast revenues. Asit now stands, our
origina estimates are off by only 2.6 per cent.

Onthe expenditure s de of the account, our Government madeit clear
inlate 2001 that efforts were needed to reduce the pace of spending,
in light of the evident dow growth in revenues. Following the second
quarter review, line departmentsresponded by reducing spending by
$11 million. We aso put in place a policy to freeze hiring with
exceptions for hiring for essentid services only.

Expendituresarenow forecast to be $986.7 million, whichexceed the
origina Budget by 2.8 per cent. | might add thet this represents an
increase of only 2.4 per cent from the spending limits in the previous
year. Part of thisincreased spending is the result of the acceleration
of the Eagt Prince Hedth Facility congtruction.

In view of the additiond work onthe Hedth Facility, involving $19.4
million of expendituresin 2001-2002, the overdl forecast is a deficit
of $14.5 million. | am happy to report that, exclusive of the
Provinces investment inthe East Prince Hed th Fedility, the projected
surplus for 2001-2002 is $4.9 million. This comparesto a budgeted
surplus of $11.6 million for the year. The difference of $6.7 million
represents less than 1 per cent of our total budget.

“I am happy to report
that, exclusive of the
Province' sinvestment in
the East Prince Health
Facility, the projected
surplusfor 2001-2002 is
$4.9 million.”

“Madam Speaker, | can
assure you that this
Government has been
vigilant in its effortsto
keep thelid on
spending...”
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Madam Speaker, | can assure you that this Government has been
vigilant initsefforts to keep the lid on spending and in any other year
the limited expenditure expanson that was alowed would have
resultedin large surpluses. Additiond investmentswere provided for
priority reasons only.

What are these priority areas? Government's priorities are the
priorities of Idanders. Hedthcogts are higher than Budget by $13.8
million, largdly in view of the work on the East Prince Hedlth Facility
which, as| noted, ismoving ahead faster than had beenanticipated.

The Province acted on an opportunity to assst in a substantia
expansonof the aerospace sector in SemonPark, increased funding
of $500,000 for Tourism Marketing and completed additiona
highway maintenance. Further, we also had to deal with the
unanticipated School Boards deficits of $1,080,000.

Madam Spesaker, this was the nature of our additional spending in
2001-2002. | would like to emphasize that when we complete our
budget, we make our best edtimates based on al available
information. Actud resultswill vary from these estimates depending
on events and circumgtances that occur throughout the year.
Variances from budget are not unusual and in fact can be expected.

Economic Outlook
| should now like to turn our attention to the future.

Fortunatdly, there are some preliminary indications that the economic
dump may have bottomed out. The latest economic Satigtics on the
Americanand Canadian GDP indicate that the fourthquarter was not
as weak as had been initidly anticipated. More recently, the
Governor of the Bank of Canada declared that the recovery is
underway.

“..thereare some
preliminary indications
that the economic slump
may have bottomed out.”

“...growth ratesin 2001
and 2002 are very modest
by comparison to the
pace of growth that we
had been experiencing
from 1996 to 2000.”
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Madam Speaker, it would be imprudent to budget in anticipation of
a maor economic improvement in view of the present uncertainties.
We hope that there will be progressively better news onthe economy
asthe year unfolds, but the strength of the recovery is till the subject
of speculation a the moment.

The December 2001 Federa Budget forecast that the nationd
economy would expand by 1.1 per cent in 2002 and 3.9 per cent in
2003, following growth of only 1.5 per cent last year. For Prince
Edward Idand our forecast is for the economy to grow by about 1.2
per cent thisyear.

The important point to bear in mind is that growth ratesin 2001 and
2002 are very modest by comparison to the pace of growth that we
had been experiencing from 1996 to 2000. | might note that as
recently as October 2000 the Federd Government was anticipating
sustained economic expansion of 3 to 3.5 per cent per year in 2001
and 2002. Thefisca consequence of the reduced rate of economic
expangon means that our flexibility in 2002 is somewhat
compromised.

Fiscal Outlook

Madam Speaker, we now believe that the dow levd of revenue
growth that occurred in 2001-2002 will turn into a decline in 2002-
2003, with resulting difficult fiscal consequences.  The Budget for
2003 showsthat revenues will be less than the previous year by $3.8
million.

The main reason for this Stuation is a dedline of federa revenues by
$34 million in 2003, from our forecast revenuesin 2002.

By contrast, our own-sourced revenues, generated fromthe taxes we
receive onsales, persond income and property are expected to grow

“Thefiscal consequence
of the reduced rate of
€conomic expansion
means that our
flexibility in 2002 is
somewhat
compromised.”

“The Budget for 2003
shows that revenues will
be less than the previous
year by $3.8 million.”

“Federal revenue
performance is weak for
avariety of reasons...”
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with the economy.

Federal revenue performance is weak for a variety of reasons, and
thereisadded uncertainty inthe coming year over exactly what canbe

expected.

Madam Speaker, Members may recal that in January of this year
provinceswere unexpectedly informed of the misdlocation of federa
income tax to some provincesthat resulted from afedera accounting
error in the adminigtration of capital gains tax from Mutual Fund
Trusts. We were informed that this resulted in an estimated
overpayment of Equadization to us of some $6 million. Madam
Speaker, we gill have received no indication of how thiswill impact
on our Equdization in the coming year. In the 2001 Federa Budget
the Government of Canada committed $2 hillion to an infrastructure
program. Madam Speaker, we gill have no information on how this
is to be digtributed dthough we are committed to working with our
federa counterparts. Most of our regiond economic development
agreements have now expired, but Madam Speaker, we still do not
know when and by how much they will be renewed.

The population numbers from the 2001 Census have just been
released, and Madam Speaker, they aso have potentidly large
impacts on mgor federd tranders.

On top of these chdlenges, al provinces continue to have serious
dissgreementswithour federal friendsover the celling on Equaization
and the inadequacy of the CHST trandfer. | should notethat in 2001
| appeared before both the House of Commons Finance Committee
and the Senate Finance Committee to explain why the Equaization
programisdeficient. All Provincid Premiersand Ministersof Finance
have cdled on the Federd Government to remove the ceiling on
Equdizationand to strengthenthe program, and to raisether transfers
in support of Hedth, Education and Socia Services, through the
CHST transfer.

“All Provincial Premiers
and Ministers of
Finance have called on
the Federal Government
to remove the ceiling on
Equalization and to
strengthen the
program...”

“CHST fundingisstill
below the level of
support we received some
eight years ago in 1994-
95.”
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More details on these concerns can be found in Budget Paper B.

Madam Speaker, our CHST cash in 2002-2003 will be about $89
million which is an increase of gpproximately 2.8 per cent over last
year, however, our expenditures onhedthare growinginexcess of 7
per cent per year. CHST funding is ill below the leve of support we
received some eight years ago in 1994-95. We estimate that our
Equdization payments will be consderably below ther 2001-2002
level and that caculation is highly uncertain. Stll, the Federd
Government ingsts on gpplying a caling to payments.  In addition,
other federd transfers are clouded in uncertainty.

Madam Spesker, | trust that Members of this House and the public
will understand the issues that confront the Government in the
preparation of this most chalenging Budget.

TheYear Ahead

In view of the weak revenue picture for 2002-2003 we must budget
prudently while maintaining our commitments.  Although we will
depart from our god of abalanced budget for 2003, we have every
expectation to return to a balanced situation in 2004.

As we announced earlier this year, when we began the Budget
exercise we redized that the shortfdl in revenues and the underlying
growthinexpenditures created a projected deficit of anunacceptable
level. Thiswas our garting postion.

Through the course of developing this Budget we have acted to pare
down spending dragtically. Inthe course of the Budget exercise we
adhered to the principle that ddivery of essentid services will
continue, and that we recognize our respongbility to our employees
and will honour the salary settlements established through contract
negotiations recently concluded.

“In view of the weak
revenue picture for 2002-
2003 we must budget
prudently while
maintaining our
commitments.”

“ Although we will
depart from our goal of a
balanced budget for
2003, we have every
expectation to return to
a balanced situation in
2004.”
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I nresponding to the challenge of the difficult times, we have set overal
spending in 2002-2003 at a leve only 1.4 per cent higher then the
forecasted expenditures of the previous year.

The overall excess of revenues and expendituresin the coming fiscal
year will produce a deficit of $11.6 million before the Province's
investment in the East Prince Hedlth Fecility and a deficit of $28.8
millionsubsequent to the investment. Madam Speaker and Members
of this House, this represents a  dgnificant improvement from the
defiat that we faced at the start of the Budget exercise.  Generdly,
governments will run deficits during economic slowdowns because
revenues are lower than norma.  When this occurs, it is referred to
as a cyclicd defict which governments bdieve will be diminated as
economic conditions improve.

Tax Measures

Madam Speaker, we have ressted generd tax increases with the
exception of two tax measures which | will announce in this Budget.

As of midnight tonight, the Health Tax will be raised by $5 per carton
of 200 cigarettesand proportionate increaseswill be raised onrelated
tobacco products.

Thismeasurefollowssmilar steps in other provinces, the primary am
of whichisto act asafurther digncentive to smoking. Prince Edward
Idand will be among the forefront of provinces aggressively acting on
cigarette smoking as we previoudy raised the tax in April and
December of last yesr.

The tax on gasoline will increase by 1 cent per litre as of midnight

tonight. An anaysis of the most recent prices across Canada shows
Prince Edward Idand pricesto be among the lowest in Canada, lower

10

“...will produce a deficit
of $11.6 million before
the Province' s
investment in the East
Prince Health Facility
and a deficit of $28.8
million subsequent to
the investment.”

“ As of midnight tonight,
the Health Tax will be
raised by $5 per carton
of 200 cigarettes and
proportionate increases
will be raised on related
tobacco products.”

“Thetax on gasoline
will increase by 1 cent
per litre as of midnight
tonight.”
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than the Canadian average and the lowest in Atlantic Canada.
Prioritiesfor 2002-2003

Madam Speaker, few could disagree that the development of this
Budget was undertaken in an extraordinary period of global
uncertainty.

Notwithstanding the problems that beset the economy, the most
difficult aspect of this has been the volatile nature of the revenues
delivered through the federal sysem. This not only includes
Equdization and CHST but aso the federal share of development
funds, infrastructure monies and the Persond and Corporate Income
Tax , dl of which are administered federally. The ability of the
federa system to provide relidble and accurate forecasts of our
recaiptsis sadly lacking.

Bearing in mind the overdl revenue decline within which we are
working in 2002-2003, some reductions in spending have been

necessary.

Overdl, expenditures have been reduced by $39.5 millionin 2002-
2003 from the Status Quo Budget. This represents a reduction of 4
per cent in overdl spending.  The reductions come from a wide
variety of programs and services across al departments.

The largest reduction is in our Highways Budget from which $12.5
million in planned capital spending has been delayed.

The second mogt ggnificant reduction is in the Education Capital
Budget, which is reduced by $5.2 million. The congtruction of the
Summerdsde Intermediate and Bluefield Phase 11 schools will be
delayed, however, our Government is committed to the completionof
these projects as soon as revenues permit. | must emphasize,
however, that other school construction programs will proceed as

“The ability of the
federal system to provide
reliable and accurate
forecasts of our receipts
issadly lacking.”

“Overall, expenditures
have been reduced by
$39.5 million in 2002-
2003 from the Status
Quo Budget.”

11
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planned. The Kinkora School is proceeding as scheduled. | should
note that we have aready completed the Parkdale School addition,
the Summerside/Miscouche French School and the West Prince
FrenchSchool. TheMiscouche Consolidated School addition project
isaso well underway.

We are halding fast to our commitment to bring MRI and Linear
Accederator services to the Province. Our Government will make
invesments of $9.6 million in the fiscal year to support ther capital
costs as wdl as $1.6 million to fund the start up costs of these
important services. We have already recruited a highly respected
radiation oncologist to develop this much needed service.

We will also begin the planned expansionof the O’ Leary Community
Hospita, budgeted at $1.1 million this year.

We have introduced avoluntary workforce adjusment programinan
effort to reduce codts and streamline the delivery of services. The
projected savings of $3.75 million will assg in the renewad of the
Provincid Government workforce.

Madam Speaker, | could go on and provide more details of the
reductions to our spending plans that were necessary this year but
would prefer to leave this to the respective departmental Ministers
who are more knowledgeable than | am on their programs.

Improved Services

Madam Speaker, | would like to discuss the large improvementsin
our public service that our Government continues to achieve.

Last year more than 45 new registered nurses began work here.

Overdl we now have 1,411 nurses, compared to 1,364 a year ago.
Wewere able to recruit 8 family physcians and 12 specidists. During
2001, each of our Hedth Regions were awarded maximum

12

“We are holding fast to
our commitment to bring
MRI and Linear
Accelerator servicesto
the Province.”

“We have introduced a
voluntary workforce
adjustment programin
an effort to reduce costs
and streamline the
delivery of services.”

“Madam Speaker, the
Government isresolute
initsdesireto carry
forward its commitments
despite the difficult
financial pressuresthat
exist.”
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accreditation gtatus by the Canadian Council on Hedlth Services
Accreditation.  We have provided an additiond $2 million to
provincid drug programs, largely the Seniorsand Financid Assistance
Program. We have increased funding to private nursng homes over
the past four years and will increase funding by a further $480,000in
2002-2003.

Anadditiona $1.5 millionisprovided to home and pdliative care, and
afurther $1.5 million for the Disability Supports Program.

Madam Spesker, the Government is resolute in its desire to carry
forward its commitments despite the difficult financia pressures that
exig. Thelargest investment in2002-2003 is the East Prince Hedth
Facility whose pace of congtruction is ahead of schedule. We have
budgeted $21 millionfor this project, whichwe now expect to be near
completion by April 2003.

Educationand training are the cornerstones of the future devel opment
of the Province. Our Government has maintained 33 teaching
positionsdespitedediningenrollments. During 2001-2002, initiatives
were taken to improve literacy inboth Frenchand English. Last year
was the second year of the publicly-funded community based
kindergarten program. Significant investments were made by the
Province to support facilities and sudentsat Holland College, UPEI,
the Atlantic Veterinary College, and the UPEI School of Nursaing.
This Budget dlows for those continued investments.

Madam Speaker, the agriculture and food industry of the 213 century
will be trandformed significantly by ongoing developments in science
and technology, the adoption of new economic opportunities from
innovaive agriculturaly-based products, and growing consumer
demand for safe, highqudity products produced inan environmentaly
responsible manner. Helping new and existing producers acquirethe
skills, knowledge and tools they need isa priority of this Government.

“The largest investment
in 2002-2003 isthe East
Prince Health Facility
whose pace of
construction is ahead of
schedule.”

“Education and training
are the cornerstones of
the future development
of the Province.”

“Madam Speaker, the
agriculture and food
industry of the 21
century will be
transformed
significantly by ongoing
developmentsin science
and technology...”

13



Prince Edward Idand

FarmNet, a new web-based service, is being developed with the
involvement of dl sectors of the industry asalong-term, broad-based
and multi-faceted approachto connectivity, skillsdevelopment and for
integrating information and communication technology into new and
exigting farm business practices.

Over the past three years under the Agriculture and Environmenta
Resources Conservationprogram, atota of upwards of $6.5 million
was provided for on-farm conservation projects. Given the success
of this three-year initiative, a new program will be developed to
improve the sugtainability and productivity of agricultural operations.

The Department of Agriculture and Forestry is aso working with
severa interested organizationsto examine options for aModel Forest
program for Prince Edward which would bring people together to
create a shared vison for Idand forests and develop strategies to
enhance the many timber and non-timber benefits they provide. To
this end, the Department isal so working closely withthe Public Forest
Council toincresse awareness of the Idand’ s public forest lands and
the non-timber potentia of these lands.

Madam Speaker, our drinking water is one of our most precious
assets. Last year we committed $270,000 to a long-term Drinking
Water Strategy.  This year we are committing $382,000 to protect
our water for present and future generations.

The Province will sugtainitscommitment of $250,000 per year to the
Lobster Science Centre at the Atlantic Veterinary College and
provide additional resources for further research into this, one of our
most important primary resources.

During 2002 the provincia Department of Fisheries, Aquacultureand
Environment in partnership with the PEI Aquaculture Allianceand the
Aquaculture Association of Canada, will host Aquaculture 2002, the
largest annud event of its kind in Canada.

14

“Madam Speaker, our
drinking water is one of
our most precious
assets.”

“Notre gouvernement
continue a supporter et
investir dans des
initiatives économiques
pour soutenir le

dével oppement de nos
communautés.”
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Communities

Strong and vibrant communities contribute to the overal success of
our Idand economy. Our Government continues to promote and
invest in economic initiatives to build and sustain our communities.
Notre gouvernement continue a supporter et investir dans des
initistives économiques pour soutenir le développement de nos
communautés. The Community Development Bureau will partner
with Idand communities to develop local projects.

Conclusion “This Budget keeps the
Province on its course

ith ) h
Madam Speaker, the theme of this budget is“ A Balanced Response 3%\:\23 | ﬁ?r?]glsrl% ;t \(,eve

to Difficult Times'. It isan honest assessment of the impact on the are passing through.”

Province' seconomy and fisca position of the economic downturnthat
overtook the nation in 2001. It is a temporary but responsible
departure from our long-standing god of baancing our accounts,
reducing taxes and lowering the debt.

The legacy we leave our childrencannot be debt covered by deficits.
We know we mug invest in the future and not adlow short-term
chalenges to take us from our long-term goals.

The future of Prince Edward Idand is dependent on the dedicated
people who share our commitment to make this province a better
placeto live.

This Budget keeps the Province on its course notwithstanding the
difficult times that we are passng through.

Madam Speaker, we will continue to take a balanced approach and
focus on clear public priorities which will lead to balanced results. |
believe this budget clearly articulates that approach and focus.
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