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Recession — Confusing Messages

Canada is headed into a worse recession than anyone

expected, one that could last until almost 2010 bank econ.
Oct 6/08

| think there's probably some great buying
opportunities emerging in the stock market as a

consequence of all this panic PM Harper in response to fall in TSX for
5t day - National Post October 07/08

Canada...to skirt a recession in 2009 ...economy is
slowing...still growing. conference Board Nov 6/08

...in the last quarter of this year and the first quarter of
next year...It's quite possible that Canada will be below
the line slightly in both of those quarters, which

technically would be a recession. Flaherty to CTV Nov 24/08



Recession - Confusing Messages

this is @ mild economic recession Fianerty April 3/09

Seeing some small encouraging signs for the country's economy,
but that Canada remains in a "serious recession.” Fiaherty Aprit 20/09

The employment storm of ‘09 is on its way: Economists expect
251,000 jobs will be lost this year. Will yours be one of them?

(MacLean’s Jan 2009)

Bankruptcies across Canada swelled 22% in February (canadian press
April 16/09)

— Note: NL bankruptcies increased by 31 (16% increase) & Canada-wide increased by 721 (22%)

Canadian economy took a shocking fall during the first quarter,

dropping at the steepest pace in at least 50 years (canadian Press April
23/09)

positive economic signs starting to appear sank of canada governor Mark Carney
CBC TV May 1/09



What is an economic recession?

* The technical definition of a recession is a reduction in
real GDP for two consecutive quarters

* GDP is a measure of the value of final goods and
services produced within a geographical area (a
province, state or country) within a specified time
period (a month, quarter or year)

* GNP is similar to GDP except it relates to out produced
by domestic factors of production, independent of
where they are located



Robert Kennedy on GNP (March 18, 1968)

* GNP (GDP) “...does not allow for the health of our
children, the quality of their education, or the joy of
their play. It does not include the beauty of our
poetry or the strength of our marriages; the
intelligence of our public debate or the integrity of
our public officials. It measures neither our wit nor
our courage; neither our wisdom nor our learning;
neither our compassion nor our devotion to our
country; It measures everything, in short, except
that which makes life worthwhile..."

www.mccombs.utexas.edu/faculty/michael.brandl/main%20page%20items/Kennedy%200n%20GNP.htm



Percent of Survey Reporting Very Happy
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Recession and Stress

* 90% of Canadians worried about the financial situation
and almost 50% are losing sleep...22% were worried
about declining value of investment, 19% worried
about paying bills and 14% were worried about saving
for retirement (TD Waterhouse poll Feb 04.09)

* 21% of Canadians plan to delay retirement ...30% of

those aged 35 to 54 will delay retirement. (angus Reid poll Feb
09/09)

* 56% of respondent (3,000 from US, UK & Canada) lost
sleep over financial worries...26% were concerned with
losing their jobs and 300% increase in traffic to internet
depression forum and 400% increase to anxiety and
stress forums in late Dec & early Jan (eHealth Forum Feb 20/09)



Recession and Stress

92% of Americans losing sleep due to economic crisis)...1in 6
were worried about mortgage and 1 in 6 worried about
retirement account (ComPsych Corp Oct 27/08)

57% of US respondents indicate economy causing stress in

their lives and more than 25% indicated “serious” anxiety.
(Washington Post-ABC News Poll March 1/09)

33% of Americans are losing sleep over the state of the
€CoONOMY National Sleep Foundation’s 2009 Sleep in America™ poll (March 2/09)

The number of prescriptions filled for anti-anxiety and
antidepressant medication in Q3 2008 was 3.6 million higher
than Q4 2007 (Wolters Kluwer Health)

Almost 50% of respondent cite rising stress levels due to the
global financial crisis (Australian Workers’ Union survey Jan 2009)



Evidence of Recession - the Stock Market
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While the stock market has experienced ups and

downs, outside of the technology bubble in 2000,
the current donwturn is one of the more serious.
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Stock Market Implications

Wealth lower, people feel poorer and reduce consumption which
reduces demand for goods and employment

Pensions become underfunded, increasing cash demands on firms
at a time when demand is low

People worry about whether they have enough money set aside
for retirement

Compared to a year ago Canada’s pension plans are down 16.2%
(RBC Dexia Investor Services April 22)

Canadian household net wealth fell by 4.4% in Q4 2008, the
biggest quarterly drop since 1990 (cBC News March 16/09)

In 2008, because of the fall in the stock market and housing prices

household net worth in the US fell by 5112 trillion (rederal Reserve March
12/09)



Evidence of Recession — Unemployment

Comparison of Unemployment - Canada and US:
January 1976 to March 2009
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Evidence of Recession — Housing Prices
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MonthlyBusiness Bankruptcies (All Industries)-
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Mortgage Arrears

Real Estate Loans in Delinguency for 30 Days or More -US

Charter Banks: 1991-2008
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Credit Card Delinquencies

Percent of Master Cards and Visa

Percentof Cards in Delinquency for
90 Days or More - Canada: 1977-2008
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Is this recession worse than others?

Comparison of Recessions: Evolution of Unemployment
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[t seems that the current recession appears to have acceleratea faster
than past recessions.
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Comparison of the Evolution of Unemployment in
Canada, NL and the United States: Current Recession
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Forecast GDP (US)

Forecast Date 2009 Q1 2009 Q2 2009 Q3 2009 Q4
TD Economics March 12/09 -5.7 2.7 -0.6 0.8
RBC Economics March 12/09 -4.8 -2.3 1.4 2.6
CIBC World Markets March 20/09 -6.2 -2.5 0.0 1.7
BMO Capital Markets March 20/09 -4.2 -3.0 -0.9 1.7
CIBC World Markets March 2/09 -4.2 -2.4 2.2
Scotiabank Group March 5/09 -7 -2.0 1.0 2.0
growth
Bank of Canada Jan 9/09 begins
growth
Federal Budget Jan 27/09 begins
National Assoc. of growth
Econ. Feb 23/09 begins
Council of Econ growth
Advisers Feb 19/09 begins

Fed Reserve
(Philadelphia) — Feb 13/09 -5.2 -1.8 1.0 1.8



Forecast for GDP (Canada)
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Positive Developments

S&P Composite Index (Daily): MSCIWorld Equity Index (23 Countries)
April 24, 2008 to April 30,2008 L September 01, 2008 to April 30, 2009
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Positive Developments

Spot Prices for WTI (US$/bbl) Reuters Jefferies CRB Index for 19 Commodities
January 1, 2008 to April 28,2009 September 02, 2008 to May 1, 2009
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Positive Developments?
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Positive Developments?
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Positive Developments

University of Michigan: Consumer Sentiment
January 2008 to April 2009
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Positive developments?

Oil Price Forecast

2009 2010 2011 Long-term

6-Feb CEO Eni SpA S 40

15-Feb Goldman Sachs S 30

15-Feb Morgan Stanley S 82

9-Jan Deutsche Bank S 45 S 55 S 80

15-Feb Moody's Investors Service S 50

2-Feb Scotia Bank Group S 50 S 65 S75-S95

23-Feb TD Economics S 36 S 66

19-Jan Goldman Sachs 80

Reuters Survey (32

22-Jan Analysts) S 55

10-Feb EIA S 43 S 55

10-Jan Oxford Economics S 50 75
22-Jan Bank of Canada S 52 S 63

27-Jan Federal Budget S 50 S 64 S 83 82.9
31-Jan Sproule S 50 S 60 S 64 85
1-Jan GLJ S 58 S 67 S 71 85
31-Dec AMIJ S 55 S 75 S 85 100

s s0 $ 63 $ 77 $ 85 O




Positive Developments?

From January to February 2009, the value of building permits fell by 15.9%
throughout Canada, but increased by 27.7% in NL (23.4% residential &
68.4% non-residential)

First quarter and for centres with 10,000+ population, NL had 27% increase
year over year in housing starts (only province with increase) and Canada-
wide starts fell by 48

Statoil & Husky find oil = Mizzen may be significant discovery

In first quarter 2008, Royal LePage indicated that housing prices (detach
bungalow) fell 6.1% in Canada, but increased by 17.7% in St. John’s

CFIB Business Barometer was 87.3 in March up from 86.1 in December for
Canada. NL led country with 99.2 value in March

Problems in auto sector appears to becoming resolved (US & Canada taking
10% share of Chrysler after bankruptcy for $10.5 B)

Manufacturing output in Canada rose 2.2% in February, first time since July



Positive Developments?

Canadian Chamber of Commerce poll found that 16% of members expected
business conditions to improve in the coming year, 40% felt this would stay
the same and 44% expected things to get worse.

US wholesales sales increase (0.6%) in February and inventories are falling

Conference Board of Canada’s consumer confidence index increased to 39.2
in April, up from 26.9 in March

China showing some positive signs
— InJan & Feb, retail sales increase 15.2% annually
— 9.3% increase auto sales, 22.4% in building material & furnishings
— Investment in fixed asset increased by 30% in March
— Vehicle sales increase 25% in February

— China’s Purchasing Managers’ index increased again in April (53.5), highest in
year (indicates expanding manufacturing activity)



Positive Developments

Industrial production in Japan rose in March, first increase in 6 months

Consumer spending (which accounts for 70% of GDP) increased 2.2% in Q1
2009, the biggest increase in 2 years

Positive growth in US by Q4 (Mortgage Bankers Association April 10/09)

“the pace of decline has slowed, and some signs of stabilization are
emerging”...”Economic activity should begin to recover later this year...” G7
Finance Ministers (April 25)

The data points to an end to the recession in late 2009 (Moody’s economy.com
April 29/09)

Chair of Council of Economic Advisors “We expect the economy to level out
in the second half of the year and then begin to recover” (April 30/09)

“We are looking for the recession to end around midyear” chief economist
JPMorgan (May1/09)

“We are probably hitting bottom around now” Barclays (May 1/09)



Positive Developments

 Credit markets loosing up - London interbank offered rate
(rate at which banks borrow from each other) for three-
month dollar loans fell to its lowest since June 2003 and
the TED spread (indicator of perceived credit risk in the
general economy) narrowed to 0.85 percentage points from

a high as 4.64 percentage points on Oct. 10 (Bloomberg.com May
4/09)

* Silver lining - While people are anxious about spending

money, physical intimacy appears to be up in the recession.
(Forbes.com April 22/09)

* An economics paper shows that sexual activity is
statistically significant and strong, positive impact on

ha ppi NESS. Money, Sex and Happiness: An Empirical Study (Blanchflower and
Oswald 2003)
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Millions of Dollars

llustrative Medium Term Oil Revenue Forecasts for
the NL Treasury Under Various Price Assumptions
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What else do we have?

Hebron

White Rose Extension

Hibernia South

Mizzen discovery by Statsoil/Husky
Lower Churchill

HMP plant — Long Harbour

|OC expansion (ne

Other iron ore mines in Labrador
Other mines

Natural Gas

Significant increase in R&D activities from offshore oil and gas
(50% per annum over current business R&D)

A resolve to do well after years of disappointments. Itis our
time!



Conclusion

There are positive signs and GDP should start to turn around in the
3" or 4th quarter. However, higher unemployment will stick with
us well into 2010

While 2009 will be a difficult year for NL, all the indications are
that we will weather it fine and have a brighter future both in the
medium term and the longer term

The provincial stimulus announced in the budget should help in
the short term

Commodity market improvement should help in the medium term

It will take some time before Newfoundlanders and Labradorians
regain both the wealth lost in this recent recession and their
confidence

We can focus on the negatives and get depressed or focus on our
potential and get ready! This includes a prosperity plan!



Thank you for letting me share my thoughts.

| am happy to answer any of your questions.



