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Introduction

Despite the joyous celebration, there is something disquieting about what is happening in
Nunavut today. Or rather, there is something disquieting about what is not happening. Much of
the celebration has resulted from justified pride in the establishment of a political infrastructure for
Nunavut. However, the establishment of a political infrastructure is only one of the necessary
components required to promote healthy economic growth; growth also 1_'equires a physical
infrastructure. For example, it is economically important to establish an independent judiciary—one
part of the political infrastructure—since otherwise investors would not haye the confidence
necessary to mvest. But investors aiso need access to transportation facilities—part of the physical
infrastructure. Without transportation facilities, investors cannot readily transport inputs to their
facilities, or sell their outputs on world markets. This report will analyze both the provision of
transportation facilities—in an area called the Slave Geologic Province—and some of the
concomitant economic development.

We will only study some of the concomitant economic development because, simply put,
no one can know how much development will occur since the mineral resources of the Slave
Geologic Province are only proximately known. Withopt transportation infrastructure, costs are
high so there is less motive for exploration. Consequently, there is a vicious circle where the

transportation infrastructure is not developed because not enough is known and not enough is
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Introduction page 2

known because the transportation infrastructure does not exist. However, in his pioneering
analysis of economic development, Myrdal (1968) pointed out that vicious circles can be reversed
to form béneﬁcial circles. In the case of Nunavut, the development of transportation infrastructure
will give investors the confidence they need that their products can be transported to market,
allowing for increased exploration and further development.

Although the economics of the projects outlined in the following pages will be notably
large and beneficial, there are important issues associated with the volatility of world resource
markets. Many of the mineral properties in the Slave Geologic Province will be, because of their
physical location, high-cost producers. A high-cost producer is usually the one that is most .
influenced by price fluctuations, so we should expect that intertemporal world resource price
fluctuations will cause some projects to become uneconomical and some to become economicai.
Pursuing specific projects becomes like pursuing the flavour of the day, as first diamonds, then
gold, then certain base metals have their days on world markets. Just as the United States did not
know what was in the Louisiana Purchase in 1803 or in the Alaska Purchase in 1867, we simple
do not know what is in the Slave Geologic Province. Only by providing transportation

infrastructure can we hope to find out.

Prepared for Kitikmeot Corporation, Birthright Development Corporation of the
Kitikmeot Inuit Association



Summary of the Economic Impact of the Bathurst Inlet Port, Road, and

Mining Development

The purpose of this analysis is to project the economic impact in Nunavut of the building a
port on Bathurst Inlet, constructing transportation facilities (both road and barge) to ten mining
properties in the Slave Geologic Province, and the impact of several of those mining projects.
Bathurst Inlet is located in the Coronation Gulf area of the Canadian Arctic coast. The period
covered by the analysis is from 2000, the start of notable expenditure, through 2020, by which
time most of the specific mining projects will be concluded.! The transportation infrastructure,
however, would continue to be available into the future.

The broad economic impacts will be the subject of this section, although they will be
presented in detail in the next section. These impacts were calculated with the Economic Model of
Nunavut and the NWT, described in Stabler and Howe (2000). That model is a causal
macroeconometric mode! of the entirety of both Nunavut and the Northwest Territories. Using

the model, it is possible to compute the economic impact of an investment project on Nunavut,

'This timing was specified in data provided to the authors in January of 2000. If, in the
meantime, there has been some delay in the start of the development, then the detailed annual
economic impacts, presented in the following sections, should be lagged accordingly. The
summed intertemporal impacts, discussed in this Summary, would be unaffected.
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Summary of the Economic Impact page 4

and on the three regions, Baffin, Keewatin, and Kitikmeot.?

The Bathurst Inlet Port, Road, and Mining Development is large. The development is
located in the Kitikmeot region. It involves building a deepwater port near the southern end of
Bathurst Inlet. That port will be connected via a transportation infrastructure of roads and lakes
to ten separate mining projects: Izok Lake, George and Goose Lakes, Jericho, Hackett River,
Hood River, Lupin, Ekati, Diavik, Ghacho Kue, and Camsell Lake. The first five prc‘>jects (Izok
Lake, George and Goose Lakes, Jericho, Hackett River, and Hood River) are included in their
entirety for the current study.® For the second five projects (Lupin, Ekati, Diavik, Ghacho Kue,

and Camsell Lake) only the transportation expenditure is included.*

*This refers to the portion of the Kitikmeot region that is contained in Nunavut. Some of
the western part of Victoria Island, together with the community of Holman, is excluded from
Nunavut, and hence are excluded from the Kitikmeot in this analysis.

*For each of these five projects, the costs of all investment and operation are included in
the computation of economic impacts. The value of mineral production is included as an export
from Nunavut. The demand for labour is included in labour demand. Of course, imports into
Nunavut are netted out.

‘For each of these five projects, the computation of economic impacts includes only the
value of the use of the transportation infrastructure (and corresponding transportation labour
demand) which is included as an export of a service from Nunavut. Diavik, for example, is not
located in Nunavut, so it would be inappropriate to include all facets of its operation in computing
Nunavut economic impacts. As another example, Lupin is an ongoing concern, so the incremental
impact of the transportation infrastructure on Nunavut would be the use of that infrastructure.
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Aggregate expenditure for
the development is shown in Figure
1.° Measured in 1992 dollars, the
Bathurst Inlet Port and Mining
Development will require $734.8
million of investment and $737.0
million in labour. Over its planned
lifetime, the development will
require $3,937.6 million of inputs
(including investment expenditures)
that are imported into Nunavut. It
will produce $5,097.4 million of

exports.®

Figure 1. The Bathurst Inlet Port, Road, and Mining
Development, millions of 1992 Dollars

500
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-= Exponts -~ Imports
-» Investment = Wages

*The reader will recall, as described in the write up of the economic model (Stabler and
Howe, 2000), that the impact is the increase in economic activity occasioned by the development
in question. That is, the impact is the difference between the economy with the project and

without the project.

SThus, aggregate profit is $5,097.4 million (revenue, FOB Bathurst Inlet) less $737.0
million (labour) less $3,937.6 million (other inputs) equals $422.8 million. Note that aggregate
investment is not subtracted since that would amount to double counting since the labour and
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Figure 1 also shows the intertemporal distribution of exports, investment, imports, and
wages. Investment is high at the beginning of the project, corresponding to the cost of the
transportation infrastructure and the investment in Izok, George and Goose Lakes, and Jericho.
Investment is high again in 2011 when Hackett River and Hood River are begun. Exports are
higher once the mineral properties are operating. Imports of fuel and other inpﬁts required for
ongoing operation along with wage payments follow the fluctuations in both investment and
operations.

The expenditure shown in Figure 1 cause a multiple expansion in the economy of
Nunavut.” For example, the wage income from the development that is received by residents of
Nunavut causes consumption to increase which results in a further expansion of the Nunavut
economy. Services supplied to the development by Nunavut contractors causes an increase in the
income of the contractors, which produces a further expansion in the economy of Nunavut, The
increase in Territorial tax receipts from the development increases the revenue and thus the

expenditures of the government of Nunavut, causing the economy to further expand. And so

import aggregates include that for investment. All non-labour inputs are assumed to be imported
into Nunavut.

"There is also a multiple expansion of the economy of Canada, which is the source of
many of the inputs. It would be useful to compute the economic impact of the Bathurst
Development on Canada as a whole, though that analysis is beyond the scope of this report.
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forth. The economic impact of the  Figure 2, The Economic Impact on Nunavut of the
Bathurst Inlet Port, Road, and Mining Development,
Bathurst Development is shownin  millions of 1992 Dollars

Figure 2. Notice that the major 500
difference between Figure 2 and 400 _ ?
. i St ;;'n. 53
Figure 1 is the induced increase in 300 1.3 b
}
) \?&— e e ety "\—-—j :
wages and imports. 200 : ]
] e |
The income variables in this 100 }i J‘i %Nw '.
oA W S e
impact analysis are computed on a 0 ﬁ ‘ :1

Territorial (as opposed to Domestic) 2000 2005 2010 2M5 2020

accounting basis. Consequently, the

income variables include only = Exports -~ Imports

i ——
payments received by Nunavut Investment - Wa ges

residents. (Gross Domestic Product, on the other hand, includes payments to businesses and
residents elsewhere.)* Personal disposable income is the after-tax income of Nunavut residents.
The economic impact on Personal Disposable Income is, as would be expected, smaller than the

impact on GDP. Measured in 1992 Dollars, the impact of the development is to increase Personal

*More on the difference between these two accounting bases can be found in any of a
variety of sources. A good summary is in Chapter 2 of Mankiw and Scarth (1995)

Prepared for Kitikmeot Corporation, Birthright Development Corporation of the
Kitikmeot Inuit Association



Summary of the Economic Impact page 8

Disposable Income by $701.4 million over the period 2000 to 2020.

The division of employment Figure 3. The Impact on Employment in Nunavut of the
Bathurst Inlet Port, Road, and Mining Development,
into Aboriginal and Nonaboriginal ~Person Years of Employment

is shown on a year by year basis in 1000
Figure 3. The development includes 1 1 !ﬁ’;
800 ;,‘
an accumulated direct employment 1 '1 \3,- [f ,
BUD I U .-.m.’..q.m :;':é.' i
total of 11,277.9 person years of R f ‘}1
iox § iR
B VI PSS, SO H
employment. The total economic 400 =T N E_&\
. 3‘3-” M““’ Y edFnndy
impact of the development, 200 B
however, increases employment by ; ; ;
a multiple of this, so employment 2000 2005 2010 2018 2020»

attributed to the direct and indirect
- Aboriginal -~ Nonaboriginal

impact of the project between 2000

and 2020 sums to a total of 17,560.2 person years. Aboriginal employment grows by about two
fifths of the total increase over the lifetime of the development, for an increase of 7,081.7 person
years. Nonaboriginal employment increases 10,478.5 person years.

The division of employment by region is shown in Figure 4. The largest increase in person
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years of employment occurs in the  Figure 4. The Impact on Regional Employment in
Nunavut of the Bathurst Inlet Port, Road, and Mining

Kitikmeot region, because that is Development, Person Years of Employment

where the development is physically 16000

located. Employment in the 14000 “

Kitikmeot increases by 15,266.8 12000 ‘

person years over the life of the 10000 -

project. In the Baffin region, the 8000 ]

increase is a substantial 1,949.9 6000 ”

person years due-largely—to the 4000 I

governmental linkage between the 2000 -

econormics of the Kitkmeot and ’ T Bafin ' Keewatin Kitikmeot
Baffin. The impact on the Keewatin '

is 343.5 person years of employment due to the small linkages connecting the Keewatin to the

Kitikmeot.
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Tables Showing the Economic Impactof the

Bathurst Inlet Pdrt, Road, and Mining Development

The detailed economic impact in Nunavut (and disaggregated into the Baffin, Keewatin,
and Kitikmeot regions) on GDP, investment, employment, income, and population of the Bathurst
Inlet Port, Road, and Mining Development is shown in Tables 1 through 11. The summary impact
on the most important variables have been shown in Figures 1 through 4. Tables 1 through 11

provide item by item and year by years details.
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