N == Canada's Growing Economic
P Relations with the United States

Part 2 — Maximizing Our Opportunities




F oreword

This is the second part of a three-part illustrative overview of Canada's strong and increasing
economic relations with the U.S.

"Part 1 — What are the key dimensions?" was published in the Second Quarter 1999 issue of the
Micro-Economic Monitor, and provided a snapshot of Canada's economic relations with the U.S. —
highlighting their many dimensions and key trends. It examined their increasing strength, and paid
particular attention to the changing nature of our exports to the U.S.

In this issue, we present "Part 2 — Maximizing Our Opportunities", which explores how we might
better take advantage of economic opportunities in the U.S. It discusses many benefits of our
growing economic relations, and identifies current export opportunities.

In next issue's "Part 3: Turning Challenges into Strengths”, the key challenges in pursuit of these
opportunities will be identified, as well as possible ways these challenges might be turned into
advantages.

Especially at a time of rapid globalization, the information revolution and the transition by all countries
towards more knowledge-based activities, it is key that Canada seize opportunities associated with
our growing economic relations, especially in more value-added and knowledge-intensive activities
that will be critically-important to Canada's future prosperity and standard of living.

—
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& Challenges



O ur growing economic relations with the U.S. ...

As the 21st century dawns, our increasing economic relations with the U.S.
are pivotal!

This is not only to take better advantage of attractive cross-border
opportunities, but to be in an improved position to exploit new and
emerging opportunities of a global nature.

As aresult of globalization and the information revolution,
Canadian business must be continuously prepared to

undertake promising new areas of economic activity

that depend on large market access. And the U.S. 8
Is key — the U.S. is the largest, richest, most S
dynamic and technologically-advanced §
market, with an abundance of opportunities.

In this feature, we will identify the key benefits to our

close economic relations with the U.S. and pay particular
attention to those opportunities which we must take
advantage of, to better position ourselves for the future.




...provides us with many opportunities — if we are ready!

But we must be ready.

- Globalization, the information revolution
and the transition towards
knowledge-based activities make the
dynamic advantages of economies of scale
and specialization much more possible.

-They also create new "essentials" for
successful business — redefining old
notions of competitive advantage.

This does not negate the important
comparative advantages afforded by our
natural resources, but gives greater
prominence to inventiveness, productivity,
quickness and the general ability to take
advantage of opportunities, especially in
more value-added and knowledge-intensive
activities.
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What are the key benefits?

Opportunities
—

—
& Challenges




For the outward-oriented, the U.S. is an obvious first-stop

The U.S. market has always been
important to Canada, and will likely remain
So.

For firms interested in expanding beyond
the domestic border, success often comes
from focusing on one foreign market at a
time.

- The U.S. is close and while very
competitive, it offers a relatively easy
market to begin going global — a key
first-stop.

- This is especially true for Canadian
firms who are approaching exports as
"first-evers" and "new-to-market".

Up ahead@
M
The Globalization® _
i
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The U.S. offers arich market...

The U.S. is the world's richest market. Japan UEEE 570 o for =gz Lt
DP per capita: $29,56 Market: $12,297 billion

Market: $5,474 billion Rz
GDP per capita: $44,573 DP per capita: $33,263

- It has a marketplace of $13 trillion.

- Average per capitaincome is over , : s
$46,000 [ Other Asia Pacific* u.s. \

Market: $826 billion " Market: $13,013 billion
GDP per capita: $46,663

Affluent markets can be especially
important for many value-added
products and services, and provide
many opportunities to move up into o o ot 81 38
higher-knowledge activities.

* Indonesia, Malaysia, Philippines, Singapore, South Korea
** Includes Hong Kong (Market: $262 billion; and GDP per capita $37,982)

As the world's |arg est and richest Note: Market is defined as domestic output plus imports minus exports. All
values converted to Canadian dollars using 1998 market exchange rate.
consumer mar ket, the U.S. should be Source: International Monetary Fund

seen as a priority export target.




...that is fast-growing...

The U.S. economy has had the best
performance of all G-7 countries over
the past 10 years.

-Indeed, Canadian exports have
benefitted substantially from the
U.S.'s current economic expansion.*

* See "Canada's Growing Economic Relations with the United States:
Part 1 — What are the key dimensions? ", The Micro-Economic Monitor

(2nd Quarter 1999).

. Tl H ‘
Economic performa
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. Real GDP; 1989=100
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Source: Industry Canada computations based on data from
the U.S. International Trade Commission and DRI
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...and exceptionally diverse

The U.S. is alarg I arket, 1998

Plains New England
GSP - $798.9 GSP - $692.6
Avg. Income - $37,163 Avg. Income - $47,325

Rocky Mountain
GSP - $367.0
Avg. Income - $36,439

idwest

Great Lakes
GSP - $1,922.1

Th_e US ma_rl_<et is no_t only huge, but ’ o et Avg. Income - $38,845 ortheast
quite diversified — with many Avg. Income - $40,485

Mideast
GSP - $2,260.0
‘Avg. Income - $45,446

regional economies. West

- Over the past 20 years there has
been continual change in the list
of stronger and weaker geographic
performers. =

Southwest
GSP - $1,253.2
Avg. Income - $35,487

Southeast
GSP - $2,615.6
| Avg. Income - $35,196

g
& Note: In Canadian dollars converted using 1998 market exchange
rate. Gross State Product (GSP) in $ Billion

Regions [Rank] 77-79  80-84 85-89 90-94 95-97
®

New England 32 @ 40 @ 49 0.9 3.8
Northeast i \

Mideast “‘ 2.2 2.4 3.6 1.0 2.4
Canada can diversify within the U.S. — Midwest | Great Lakes 15 1.4 2.3 3.0 2.8
by expanding our trade relations and A £l L £ x.0 £
I South Southeast ALl 2.9 3.4 3.3 3.3
interests more thoroughly throughout Southwest 4.4 36 1.0 41 @ 49
the U.S. West | RockyMin @ 53 2.4 07 @» 50 4.9
Far West 4.6 3.0 4.8 0.5 4.0

Rank: @D L-4

Source: Statistics Canada and U.S. Dept. of Commerce



And while our U.S. economic relations benefit export specialization...

Canada's U.S. economic relations have
contributed to growing trade balances
in resource-based exports and in
transportation equipment (mainly
autos).

- These are sectors that have
traditionally produced surpluses but
are now running increasingly large
surpluses. This deepening of trade
balances is consistent with
increased specialization in areas
where Canada has a comparative
advantage.

Canada's net trade flows with the U.S.
are increasingly positive in

resource-based industries in which
Canadian exports have comparative
advantage and are already strong.

Trade balances WH th
i

Exports
e \ 1998
Transportation Equipment e 84.7
Oil & Gas — 17.6
Wood — 15.1
Paper & Allied e — 16.6
Primary Metals e 15.2
Furniture & Fixtures I 5.4
Petroleum Refining [ 4.1
Agriculture & Fishing - 5.3
Clothing i 2.4
Beverages B 0.9
Non-Metallic Minerals ) 2.7
Plastics " 3.8
Leather | 0.3
Rubber | 3.0
Mining | 2.3
Food ’ 6.2
Textiles = 2.6
Printing & Publishing o 15
Fabricated Metals = 6.9
Chemicals r—— 11.8
Electrical & Electronics e — 22.8
Machinery ps 11.9
10 0 10 20
$ Billion

Source: Industry Canada compilations based on data from Statistics Canada
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...they also permit our industries and firms to specialize in the
export of differentiated products...

Exports and impor

|
Canada-

oile Gas NN

As our economies become more . &XV”qLd I
: - . - - aper & Alied [ INEEEG—
linked, there is, within many industries, Furniture & Fixtures [
considerable and growing trade in both Beverages NN
directions.* Petroleum Refining [ NRN_RNEIEGEGEE
Clothing [INEG—— Il Export share
primary Metals [N I Import share
-Indeed, in many industries, there is Agriculture & Fishing |
; Transportation Equip. [ NRNRNRENIN
glmost a balance in exports and Leather | N
Imports. Non-Metallic Minerals | R NRERE N
Rubber [NNEGEGN
-This is suggestive of product v __=
differentiation and specialization, Plastics [N
and of highly integrated markets. e S
Electrical & Electronics [ NN
chemicals |GG
Texiiles |NNEGE
Machinery | NN

Misc. Manufacturing [ NN
Printing & Publishing [ NG

0 20 40 60 80 100 120

Balance in
* As shown in detail in "Canada's Growing Economic Relations exports and
with the United States: Part 1 — What are the key dimensions?", imports

The Micro-E ic Monitor (2nd ter 1999). _ -
e Micro-Economic Monitor (2nd Quarter ) Source: Industry Canada compilations based on data from Statistics Canada
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...sometimes involving more value-added activities

Many sectors are seeing an increase in
the export share of more processed
items. In sectors where such exports
are small, we see export diversification
occurring. Inindustries where such
exports are relatively large, we see an
increase in export concentration in
these activities.

- Within the Chemicals sector, exports
from the Pharmaceutical industry are
growing in importance.

- Within Textiles, the export share of
more complete clothing accessories
is rising.

Value-added activities include work involving
further and/or more advanced processing and
sometimes more knowledge-based endeavours.

Industry sub-components that are
expanding fastest are often those

requiring further processing or more
knowledge-based activity,
e.g. Pharmaceuticals.

\ L7 ])

T lhwmmHHHHHH
Change in concentratio H “‘”W‘
Change in share of exports to' U.S: bM top products, 1989 and 1998

Select Manufacturing
Chemicals [

Wood & Wood Products
Mineral Products
Prepared Foodstuffs
Plastics & Rubber

Hides, Skins & Leather
Live Animals
Transportation Equipment
Animal & Vegetable Fats & Oils
Machinery

Instruments

Clothing

Precious Metals

Within Chemicals Within Textiles

Down to 40.1% Knitted Clothing
Inorganic and TS\ Accessories and
Organic Chemicals Upto46.0% | Clothing Accessories
from 26.8%

Pharmaceuticals
\ Coated Fabrics

Up to 9.7% Down to 12.4%

from 2.0 % 1989-98 _) from 25.5%

Man-Made Staple Fibers




Access to a larger market helps us become more productive...

INg productivity growth

3.3%

% per Year

Recent research shows that industries
which experienced large tariff

reductions following the FTA, also 1.1%
showed the biggest productivity 0.6%
improvements. _
Total Medium High Tariff
Not onIy were many of these industries Manufacturing Tariff Industries Industries
able to withstand a drop in tariff
protection, they were also able to find Select list of formerly "high-tariff" industries
viable and valuable niches in the larger Brewery Products Paint & Varnish
R Clothing Industries Wooden Kitchen Cabinets
and now more accessible U.S. market. e B By Wines
Women's Household Textile Products
Children's Footwear
Upholstered Furniture Milk
Wooden Household Furniture Business Form Printing
Other Household Furniture Sugar & Chocolate

Metal & Other Office Furniture Asphalt Roofing
Soap & Cleaning Compounds Printing Ink

Coffins & Caskets Gloves
Wooden Doors & Windows Furs
The FTA and subsequently the NAFTA ﬁggﬁg'g’;’;i& Repair Carpets, Mats & Rugs
have had an important and positive
im pact on the level of Canada - U.S. Note: "Medium Tariff " refers to industries with net effective tariff cuts
. . between 4 and 8% and "High Tariff " refers to industries with net
trade, but as well on helping Canadian effective tariff cuts > 8%. "net effective tariff cut" refers the relative
industries become more prod uctive. change of the Canadian tariff against the U.S. to the rest of the world

between 1988 and 1996.
Source: Trefler, D. "The Long and Short of the Canada-U.S. Free Trade
Agreement", 1999
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...and faster growing

Canadian productivi:ﬁ\w\\ I

Growth in: Real u.s
1989-98 eal  Exports Orientation*
GDP to U.S. 1997

Rubber

Refined Petroleum
Primary Textiles
Electrical & Electronics

Primary Metals

Many of our industries that are ggg‘ei:“fe& Fixi
increasing fastest in productivity are Beverages |
among our most U S Transportation Equip.
market-oriented. CheniEeN
Food
q . Machinery

These industries have been Plastics

9 . . . Textile Products
contributing significantly to our Fabricated Metals

Clothing

Non-Metallic Minerals

Leather

Misc. Manufacturing
Printing & Publishing ‘HHHHHHHHHHHM
Wood

Growth in industries (1989-98) Orientation*

recent growth.

Most «— Productivity

Total
Economy

0 1 2 3 4 5 6 7
* Calculated as (total exportgwwuw 00. GDP replaces shipments for
total economy. U
** The export data for computers doe clude re-exports.
Source: Industry Canada compilati 2d on data from
Statistics Canada anl pt. of Commerce




Large markets help industries become more innovative...

I M .

% of GDP % of North American
GDP
g |
s M E 015
The costs of innovation are high. 4 4
3 3 0.10
Without a huge market to sell into, the

cost of conceiving, developing and

2 2
0.05
commercializing new products, 1 E ﬁ 1 l .
. _ _ i i |
Implementing new techniques, and 5 9 0.00 === o
W f
&

9 89 96
investing in human capital may be
i rp- . . O OO Computers ;
difficult to JUStIfy' O OO Pharmaceuticals .
OO0 Aerospace ‘
B OB Communication Equipment o
A 4

Many of Canada's most innovative industries —
e.g. Communication equipment, Aerospace,
Pharmaceuticals and Computers — comprise a

Itis no coincidence that many of Canada’s relatively smaller and less-fast growing share of

innovative industries are becoming

our market than their counterparts in the U.S.
These industries' prospects hinge on access to
foreign markets, and most especially to the
American market.

increasingly outward-oriented, e.g.
Communication Equipment, Aerospace,
Pharmaceuticals and Computers.

Source: Industry Canada compilations based on data from
Statistics Canada and the U.S. Dept. of Commerce
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...and to engage in more new or emerging industries / activities

Output growth in indu s, 1989-98

Access to the U.S.'s larger market makes Annual Export
it financially feasible for new firms to Growth to U.S.
participate in promising value-added and “

knowledge-intensive industries. Computer Services* 127
Electronic Parts

& Components Lo

Many of these industries are just
beginning to emerge.

Electronic Equip. 16.8

Telecom Equip. 23.1

- And insomuch as these activities are at R s 328

the cutting-edge and often provide Telecom Carriers n/a
productivity-enhancing goods and Architecture & Engineering* 164
services to other industries, they
provide the impetus for further
innovation and the improved
competitiveness of other sectors.

Management Services* 10.0

Total Economy 10.6

0 2 4 6 8 10 12 14 16

* Export data for services (Computer Services, Management Services and
Architecture & Engineering) come from Canada's International Transactions in
Services, Statistics Canada

ource: Industry Canada compilations based on Statistics Canada data /
Access to the U.S. market is extremely ) )

important for many firms in fast-growing In recent years, we have seen a proliferation of new
emerging industries — the promise of firms in emerging industries such as information and
these new areas of economic activity ~ communications hardware and software,

depend on firms' abilities to quickly take biopharmaceuticals as well as in a host of other areas

advantage of large markets and cover from bio-agriculture, bio-aquaculture, bioforestry to
start-up and innovation costs environmental technologies, telehealth and aerospace.
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Success in the U.S. can also be a springboard to other markets

The U.S. also serves as an ideal gateway
to global markets, especially in more
value-added and knowledge-intensive
areas.

Africa

- The U.S. market is the easiest for many
Canadian businesses to enter, and to
learn the process of exporting, before
going more global.

Australia

- Plus, since the U.S. is the world's
vanguard market for many new
products and services, success in the
U.S. will establish Canada's brand and
position Canadian business for
success elsewhere.

A successful foothold in U.S. Amarkets helps
establish a favourable reputation before
going further abroad. For instance, 65% of

Canadian exporters serving non-U.S.
markets in 1997 also exported to the U.S.

Source; Statistics Canada, Export Registry, 2000

L-12




In addition, economic integration is

Our relations benefit U.S. producers too!

Canadian imports from the U.S., in nominal
terms have doubled; and as a percent of
U.S. output, have risen from 1.8% in 1989 to
2.1% in 1998.

We are also the most important market for
U.S. exporters in a number of major
industries. E.g.:

Autos

Computers

Electrical & Electronics
Chemicals
Pharmaceuticals

a two-way street...

1989 1998

Canada is the top foreign market for many U.S. exports

Canadian Imports from the U.S.

Value, 1998 % of U.S. Share of
$ Billion GDP, 1997 U.S. Exports

U.S. Rank
as Exporter
to Canada

1st
1st
1st
1st
1st
1st

Autos 51.7
Computers* 6.7
Electrical & Electronics 28.8
Chemicals 177
Pharmaceuticals* 24
Total Economy 266.2

10.7
9.7
54
3.0
1.8
2.1**

56.1
16.5
18.6
19.8
13.8
26.3

* GDP data are from the 1996 Annual Manufacturing Survey of the
U.S. Census Bureau.
51098
Source: Industry Canada compilations based on data from Statistics Canada,
= U.S. Dept. of Commerce and U.S. Census Bureau
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...and be sure, the U.S. Is pursuing opportunities in Canada

U.S. firms are not waiting to take Canadian imports f ﬁfll
advantage of opportunities when they

. ; Percent
see them in Canada. Share of Canadian Market Change
1989 "/ 1997
1989-97
The U.S. share of imports in Canadian Resources % % %
markets is high and increasing in many Agriculture* 254 396 55.6
. . Logging & Forestry* 4.7 6.1 30.7
industries. Mining & Oil* 106 241 13.7
Manufacturing
i i . Food & Beverages 4.8 9.8 104.5
It becomes crucial that Canadian firms Rubber & Plastics 217 30.1 38.9
o . Textiles 14.4 34.4 138.6
strengthen their base by also seeking Clothing 0o oo 3446
iti i Wood 8.5 13.2 56.8
opportunities in U.S. markets. Furniture & Fixtures 13.1 29.9 127.8
Paper 11.6 25.2 118.4
Printing & Publishing 10.2 15.9 55.9
I . | ) Metals 28.7 67.5
U.S. export penetration is rising in many key Machinery 54.6 ;i.g
I 8 : T tation Equi t 50.8 .
Canadian markets — and especially in many Elootil & Elaci S _ i 4 a
high-tech, high-knowledge industries. Computers 62.7 6.9
Non-Metallic Minerals 22.4 73.2
Refined Petroleum ; 8.4 43.4
Chemicals 36.8 93.8
Pharmaceuticals 8.6 22.7 162.2
Professional Services
1997 :{ Computer Services* 9.7 10.9 12.0
. “;:'%‘ - Architecture & Engineering* 4.9 8.2 68.1
46.5%5;1&:1 .E.,:q Transportation* 9.9 15.1 52.8
. L 2
N Qe
: ) * GDP in place of shipments was used in market calculations. In addition, the
'y y e relevant time period is 1992-1996 for Architecture & Engineering.
N - L""“ Source: Industry Canada compilations based on data from Statistics Canada
”~

Source: Industry Canada compilations based on data from Statistics Canada
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Opportunities for the taking?

Opportunities
—

—
& Challenges




Still room to grow!

It is important to note that even though
Canadian exports to the U.S. have
grown significantly since 1989, there
are still considerable opportunities.

Canada's export share of the U.S. market

remains small — 2% in 1998.

This was also shown in "Canada's Growing Economic Relations

with the United States: Part 1 — What are the key dimensions? ",

The Micro-Economic Monitor (2nd Quarter 1999).

Canada's share of the

1989 1998 U.S. import market
i - 7.
1989 1998
I 2. 0% 18.2% 18.9%

N,

Canadian exports' | Annual growth 1989-98 in:
Select industries Share of U.S. market Exports U.S. market
1989 1998 4rFR Net Net
(0778 (0778

ncrease, % Increase,

Source: IMF and DRI

Electrical & $271.7
Plastics

Machinery
Transportation equip.

Note: Billions of U.S. dollars
Source: Industry Canada computations based on data from
the U.S. International Trade Commission and DRI
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What kind of opportunities?

Every kind! Encompassing all types of
products and services. There are still
abundant opportunities in:

-traditional export products and
services

-new value-added areas built on
traditional strengths

- product/service niches

-new and emerging areas.

Canada's export opportunities
include but are not limited to
resources and resource-based
products. Indeed, taking fuller
advantage of opportunities means
expanding Canada's exports to a

wider range of activities, including
products and services that could
be particularly important for our
future prosperity, as well as
broadening our export markets
throughout the whole of the U.S.

Opportunities...

Traditional
Industries

Higher
Value-added
Traditional

New Niches

&
Activities

Emerging
Industries
&
Activities

...throughout the whole of the U.S.




.from traditional exports to exports in new emerging areas

Traditional
Industries

Higher
Value-added
Traditional

New Niches
&
Activities

Emerging
Industries
&
Activities

argest exports have been in Resources and
flecting comparative advantage) and in Autos &

Within Canada’s traditional exports, there has been considerable growth in the
export of more value-added products and services*, i.e. involving further and/or
more advanced processing and sometimes more knowledge-based
endeavours. These exports depend on firm-level productivity or
competitiveness beyond any industry comparative advantage, since Canada
could otherwise ship these natural resources elsewhere for processing.

at are growing in
Canada is a net world

on firm-level competitive
ities, or special market

These activities often also involve new niches, but are frequently young
industries in which there are a high proportion of new firms and lots of
"churning” New or emerging markets can be very active and competitive and
the nature of competition can change as markets develop. Positioning, staying
on the leading-edge, and taking quick advantage of opportunities can all be
crucial to the growth and export success of firms in these industries.

* Some of Canada's natural resource exports are very high value-added. But often there can be further processing that uses
additional domestic inputs (sometimes requiring higher knowledge or skill activities) and adds further value.




There is still considerable room to grow in traditional export areas...

Even though Canadian traditional
exports are large relative to other
exports, and have generally grown
faster than the U.S. market, our market
share here, too, remains small.

As transportation links develop further,
and our knowledge of U.S. markets
grows, Canada's exports should
broaden more thoroughly throughout
the U.S.

Even in traditional exports, the U.S.
provides abundant opportunities and

remains a highly attractive target for
further exports .

Traditional Canadian”1 ts to the U.S.

Annual Growth§ Growth in Share of
in Exports U.S. Market§] U.S. Market

1989-98 1991-97 1997
% % %
Resources* 8.1 6.8

Resource-Based** . 8.1 4.6
Autos . . 8.8

Auto Parts . n/a

* Resources are defined as Oil & Gas, Mining, Agriculture, Fishing & Trapping,
and Logging.
** Resource-based is defined as Paper, Primary Metals, Wood, Food, Petroleum
& Coal Products, Non-Metallic Minerals, Beverages, Leather and Tobacco
Note: The U.S market for resources is calculated using GDP instead of shipments
Source: Industry Canada compilations based on data from Statistics Canada and
the U.S. Dept. of Commerce

Canada's traditionally large exports include Resources and
Resource-based Products (comparative advantage) and Autos
& Parts (integrated auto market).




...especially if we can add value to our traditional exports

Primary and select r%‘!“‘ww | nvolving further processing

i i Exports U.S. Market " /‘
The faSteSt grOWIng Segments In US$ Billion Annual USS$ Billion Annual Our Share of
Canada's resource-based exports are in 1008 Srowth | 1990 Growih % | US, Market

more processed endeavours.

Agriculture 3.1 119 156.2 2.0 2.0
- Our market share in these endeavours
Is much smaller, while these U.S.
markets tend to be large and growing ) P - . 3002 as -
quickly.
. Mining & Oil Well Industries 12.3 8.1 1125 0.9 10.1
In an era of global commodities, exports of
primary and basic products alone may no longer
provide sustainable prosperity. Technology allows ol & Gac s o1 o - -

new producers of basic goods to come forward

even from OYerseaS’ putting yet our tr§d|t|onal Traditional value-added include products and services that involve further and/or more
exports in @ more vulnerable pOSItIOI’]. advanced processing and sometimes more knowledge-based endeavours. These
exports reflect firm-level productivity or competitiveness beyond any industry
comparative advantage.

A Cha”enge faCing Canadais to * Please also see niches and emerging industries on next two slides.
devise new ways to draw upon the Source: Industry Canada compilations based on data from the
.. : U.S. International Trade Commission and DRI/
strengths of our existing industry, 4 Ae
and to enhance their strongest / y

elements, i.e. in value-added ways.

Canada must find ways to add value to M-5
traditional exports.




Nontraditional export niches hold considerable promise...

Canadian exportgf“:\w{\m
Select "niche" in(“i‘WWI\

Exports U.S. Market u /‘

US$ Billion Annual USS$ Billion Annual Our Share of
1998 Growth, % 1999 Growth, % U.S. Market, %
1989-1998 1989-1999 1998 *

We are witnessing a world of dynamic,
fast-paced change, where firm-level

T Clothing & Textiles 2.7 19.0 195.3 3.1 1.4
competitive advantages can translate
into niche market success. Furniture & Fixtures 37 138 715 50 53
Recent niches include: Chemicals 4.2 43 1445 18 16
- Clothing Rubber & Plastics 71 13.0 2252 3.9 3.2
- Furniture & fixtures
_ RUbber & PIaStiCS Commercial Services 9.4 10.8 5,686.2 6.7 0.2

- Commercial services

* |t must be noted that some industries, such as clothing and textiles, still face
to a degree certain quantitative restrictions and/or regulations which
may limit the potential market in the U.S. which is available.

Source: Industry Canada compilations based on data from DRI and
Statistics Canada (Transportation Services exports based on
international services transactions receipts)

Canada's market share remains small For further detail, please see Slide N-10.
even in our most successful niches, so

Nontraditional export areas or niches include industry exports from areas in which
Canada has been a net world importer. These exports' success relies frequently on
the future holds considerable promise. competitive advantage originating from productive and innovative activities, and
benefit from special market access to the U.S.
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...as do exports in new and emerging areas

Technological developments have resulted in
many new or evolving industries, whose
markets are growing fast. At present, the U.S.
market dominates world demand for many of
these leading-edge products and services.
Five key sectors include:

Select Can adié‘uwm‘%(

with leading-edge

U.S. associated
Ntz Ilﬁlllm

Exports U.S. Market w /‘

US$  Annual us$ Annual Our Share of
Billion Growth, % Billion Growth, % |U.S. Market, %

1998 1989-1998 1009 1989-1999 1998

- Biotech _

Biopharmaceuticals Pharmaceuticals 0.7 29.4 1336 10.4 0.5
f i ICTs
Bio-agriculture Telecom Equipment 3.1 19.8 91.4 9.2 38
B | O-aq uacu |tu re Electronic Parts & Components 3.2 93 171.8 11.2 21
i Computers & Peripherals 3.6 10.1 170.5 9.9 2.3
Bioforestr Scientific & Professional Equip 1.6 157 1336 38 13
y
. . . . Indicating & Recording | :

- Information Communication Technologies (ICTs) nicaing & Recording fnstrum. 1.6 150 244 51 71
Information appliances GEIRLERD a5 108 795 12 5.2
Intelligent systems and software Environmental Technologies* 04 190 nia n/a nia
E-commerce facilitators Business & Professional Services 9.4 110 1,497 77 0.7

i Management Consulting 0.7 11.8 1484 8.5 0.5

- Aerospace Technologies Computer Services 0.7 133 3016 12.9 0.3

Regional and business aircraft Architecture & Engineering 06 162 11638 46 05

Flight simulators and training

- Environmental Technologies
Energy (fuel cells, biomass, etc.)
Bioremediation

- Professional Services

Success of companies in these industries depends
often on their ability to keep up with rapid

innovations in products and/or processes.

* 1990-98 time period - export data come from Team Canada Inc.

Source: Industry Canada compilations based on data from U.S. International Trade
Commission, DRI and Statistics Canada (Business & Professional Services
exports are based on international services transactions receipts)

New or emerging activities frequently involve young industries in which there are a
high proportion of new firms. Markets can be very active and the nature of
competition can change as markets develop. Positioning, staying on the
leading-edge, and taking advantage of opportunities quickly can be crucial to the
growth and export success of firms in these industries.




Opportunities also include the export of many knowledge services

e |
Select Canadian kno

Annual U.S. Market ‘ /‘

Export | sgillions Growth, % | Our Share of

Knowledge services play a crucial part Growth, % D" To80.1998 | UG, Market 2%

in the efficient operation and growth of 199998

mOdern economies. Business & Professional Services 11.0 1,391 7.7 0.7
Management Consulting 11.8 135.5 8.4 0.5
Computer Services 13.3 274.0 13.2 0.3
Architecture & Engineering 16.2 110.7 4.

Consequently, business & professional : 5 05
- ) X dl Research & Development : 13.0 43.7 8.1 2.5
services are growing rapidly. ... as share of to‘%‘i‘”“”“ % professional service
exports, 1998

Architecture & $0.6 Billion

$O.;2:]I/I(|)on Engineering 6.3%

$0.7 Billion  WEUEELMELS
7.4% Consulting Total Business &
- Research & Professional
Business & Professional Services range from relatively low-tech $1illB7|I(I]|/(3n Development Service Exports

building services to cutting-edge knowledge services. These $9.4 Billion

include computer services, R&D, and Management Consulting.

Source: Industry Canada compilations based on data from U.S. International Trade Commission,
DRI and Statistics Canada (exports are based on international services transactions

global, knowledge economy. receipts)

Services are an integral part of the
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E-biz could provide exceptional opportunities...

. I
Canadian e-comrﬂ ket and forecast

80
EBusiness to Business

60 [CBusiness to Consumer

A significant feature of our new global
and information-driven environment is the
growth in e-commerce.

20
Canadian e-commerce is growing fast and l:I I:I
g g oo

IS projected to continue to do so. e . T

World e-commerc&“ and forecast
1\\

40

Canadian $ Billion

c)

o

Although e-commerce is still in its

infancy, we should see it accelerate E-biz will impact on a substantial part of everyday activity,
dramatically in importance. from retail to trading relationships.

M-9




...for Canadian business getting on the info-highway...

The borderless naturé‘

Canadians are spending a lot at American
sites. Excluding financial transactions Canadian spending on-line, 1999
and travel-related online purchases,
Canadian consumers spent 63% of their

online dollars at U.S. Websites in 1999. e

- And only 26% of Canada's 200 largest
retailers offered Web-based shopping
last year, compared with about 50% of
comparable retailers in the U.S.

Retailers conducting commerce online, 1999

26%

Canada U.S.

Getting on the Info-Highway — The

Internet is becoming a strategic priority
for a growing number of Canadian
businesses.

Source: International Data Corporation, 1999
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...and signs are Canadian business is beginning
to take advantage of e-commerce

Canadians are af;‘l‘Jm“m“““‘ ine and potential
. a g il
While Canadian companies may have il i

dragged their feet in e-commerce, partly

because they felt the domestic market was geeientlaior I« =
not large enough to justify the expense, 46 46
they are recognizing the U.S. market 40 »
beckons.
14
- Indeed, almost half of the online H%
shoppers who hit Canadian sites over
the holiday period originated from the omritor opormeniaton | heaaemamnY
U.S. and another 5% from other % of households at home

countries. —
anadian sites

Online shoppers w

over the holiday %m

To take advantage of opportunities in
e-commerce, Canada will need to accelerate i1+l

the transformation of existing businesses and
foster e-business creation and growth.

"In Canada a year ago, U.S. companies had 100% of the
online book business, but today we believe Chapters has
repatriated 40% of the money that has gone South."

Rick Segal, President of Chapters On-Line
Wall Street Journal, Jan. 31, 2000
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Opportunities can be found in all regions of the U.S.

Opportunities extend
throughout the U.S., reflecting
the growth and needs of
individual regional markets.

Please see: Annex: Opportunities and
U.S. Regions for a fuller discussion of
regional opportunities.

U.S. regional market

Midwest drtheast

o

Market size Market size
$,499.3 $3,245.0

Canadian exports
%
4.9

N

Market size
$2,813.8

Market size
$4,812.4

Annual growth in:
B U.S. regional market, 1989-99
[ U.S. regional market, forecast 2000-04

Note: Dollar figures in US$ Billion

Source: Industry Canada compilations based on data from

Statistics Canada and DRI
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Our exports are strongest to the Midwest...

14.0%14.2%

10.5% 9.9%

Market size: $3,325.7 Billion
Canadian exports: $76.3 Billion

Midwest South

Northeast West Average Annual

Growth, %
The Midwest is the largest U.S. *

o " 5 Exports *
destination of Canadian exports 1998, $ Billion  Exports
($76.3 billion in 1998) — and are 1989-98
mostly in traditional areas of strength: Top 5 exports
especially Autos, but also Oil & Gas Transportation Equipment 55.5 9.3

dP Oil & Gas 7.4 7.0
an aper. Paper 55 4.7
Primary Metals 5.0 9.2

However, the fast-growing markets in Machinery 4.8 12.9

Average Annual Growth

the Midwest are in "high-knowledge"
products and services.

. Demand, 1999 Forecast
Fastest—g rowing markets USS Billion 1989-99 2000-04
- This m_CI udes business servi c_es Pharmaceuticals, Cleansers, Toiletries 43.4 7.4 6.0
(especially computer processing Business & Prof. Services 347.1 7.6 5.9
. Electronic Components 34.9 95 5.9
and software), pha_rmaceutlcals Computer/Office Equipment 36.8 9.7 54
and computer equipment. Health Services 182.5 6 4.8
Largest "submarkets"
Insurance Carriers & Agents 88.8 6.1 4.3
Motor Vehicles 71.7 4.5 3.1
DRI provides market information on 54 Groups and 249 Computer Processing & Software 67.2 12.7 7.7
Sectors. The above market information comes from Trucking & Courier Services 61.4 6.6 2.3
Group data, and "submarket" information comes from Motor Vehicle Parts & Accessories 54.8 27 3.5
Sector data. We focus on non-banking Groups and '
Sectors in which there is trade. V-13

Source: Industry Canada compilations based on data from Statistics Canada and DRI



...and in the Northeast, high-tech exports have been
Increasing at a fast pace

Autos also comprise the main
share of Canada's exports to the
Northeast, but exports of
Electrical & Electronics is poised
to overtake the top position.

- In fact, the Northeast market for
Electrical & Electronics exports
is over twice as large as in any
other region.

The Northeast's markets for high-tech
products such as Electronic
Components, Pharmaceuticals,

Computers and Aerospace and
Business Services are forecast to
continue to grow fast.

DRI provides market information on 54 Groups and 249
Sectors. The above market information comes from
Group data, and "submarket" information comes from
Sector data. We focus on non-banking Groups and

Sectors in which there is trade.

Exports
14.0%14.2%

.

Midwest South
Northeast West

Top 5 exports

Transportation Equipment
Electrical & Electronics
Primary Metals

Paper

Food

Fastest-growing markets

Electronic Components

Business & Prof. Services
Pharmaceuticals, Cleansers, Toiletries
Computer & Office Equip.

Aircraft & Parts

Largest "submarkets"

Insurance Carriers & Agents
Computer Processing & Software
Motor Vehicles

Advertising

Trucking & Courier Services

Market size: $3,058.6 Billion
Canadian exports: $47.5 Billion

Annual growth, 1989-98

11.9
10.5
7.3
5.9
3.7

32.6
347.2
47.6
35.0
13.7

92.8
73.4
69.9
47.9
44.2

5.3
16.9

5.7
10.4

8.3
6.5
7.0
7.4
0.1

5.2
12.1
3.3
4.3
4.8

7.0
6.1
6.0
5.5
5.1

4.1
8.0
3.0
4.4
2.2

M-14
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Canada's exports have risen quickly to the fast-growing South

Market size: $4,502.9 Billion
Canadian exports: $29.6 Billion

The South led all U.S. regions in
recent market growth. And while the

N

South comprises the smallest share o 14.0% 14.2%
Canada's exports to the U.S., our Nkl Average Annual
.. . G h, %
exports are rising rapidly (14.0% S
' Midwest South Exports
annually, second only to the West's . 1998, 8 Billion  Exports
142%) Top 5 exports 1989-98
Autos & Other Transportation Equip 15.1
Autos and Aerospace are among our el 2 Eesile 11.0
key exports, but the greatest 15.1
opportunities are once again in ; ﬁg
business services, electronic Average Annual Growth
components and computers. [ % 4 (4
Fastest-growing markets Demand, 1999
US$ Billion 1989-99
Electronic Components
Pharmaceuticals, Cleansers, Toiletries 57.2 8.4 6.8
Wil " Business & Prof. Services 506.3 8.5 6.7
Rising demand for semiconductors, Computer & Office Equip. 57.9 11.6 6.5
Computer processing and aerospace Aircraft & Parts 25.4 2.9 6.4

top the South's market forecast.

Largest "submarkets"

Insurance Carriers & Agents 116.6 6.9 52
DRI provides market information on 54 Groups and 249 Motor Vehicles 100.6 5.4 4.0
Sectors. The above market information comes from Computer Processing & Software 100.1 13.8 8.6
Group data, and "submarket" information comes from Trucking & Courier Services 77.6 7'3 3.0 /
Sector data. We focus on non-banking Groups and S 5 = :
Sectors in which there is trade. Advertising 71.1 5.9 4.9
M-15

Source: Industry Canada compilations based on data from Statistics Canada and DRI



Export opportunities will be particularly strong in the West

10.5% 9.9%

The West is forecast to overtake the
South and lead the U.S. in market

14.0%14.2%

Midwest
Northeast West

growth.

To some degree, exports to the West
reflect the structure of the Western
Canadian economy, with Oil & Gas
exports occupying a relatively important
share.

- But Computers are among our top 5
exports, as are Aerospace exports.

The West's future is being built on a modern

infrastructure that in addition to the type of

exports we presently deliver, requires even
greater amounts of higher knowledge

goods and services. The West's market

forecast highlights growing demand for
Electronic Components, Computers,

Business Services and Pharmaceuticals.

DRI provides market information on 54 Groups and 249 Sectors.
The above market information comes from Group data, and
"submarket" information comes from Sector data. We focus on
non-banking Groups and Sectors in which there is trade.

South

Top 5 exports

Autos & Other Transportation Equip
Oil & Gas

Electrical & Electronics

Wood

Paper

Fastest-growing markets

Electronic Components

Computer & Office Equip.

Business & Prof. Services
Pharmaceuticals, Cleansers, Toiletries
Primary Nonferrous Metals

Largest "submarkets"

Insurance Carriers & Agents
Motor Vehicles

Computer Processing & Software
Advertising

Trucking & Courier Services

Market size: $2,629.7 Billion
Canadian exports: $25.6 Billion

Average Annual

* Growth, %

Exports *
1998, $ Billion  Exports
1989-98

Average Annual Growth

Demand, 1999

US$ Billion Tleteielele)

Forecast

2000-04
8.8
7.1
6.9
6.8
5.7

5.1
4.0
8.8
5.3
3.0

M-16
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Canadian export of services...

The U.S. markets for services are large and
growing. International travel and a variety
of other services exports have grown
greatly.

- The value of Canadian service exports
to the U.S. are highest in travel services
and in land transportation (which
includes trucking). *

- But Insurance and R&D exports are also
significant.

The fastest growing areas of Canada's
exports of services to the U.S. include
several knowledge services — including
Architecture & Engineering, R&D, and
Computer & Information.

* |t must be noted that many service industries face rules and
regulations which may limit the potential market in the U.S.
which is available.

The fastest growing U.S. service markets
are in knowledge areas — Computer &

Information, Management and R&D.

U.S. service markets

Average Annual Growth

US Market w

1998 Exports 1999 Market Forecast
US$ Billion 1989-98 US$ Billion 1989-98 2000-04

Exports

sportation
» Water . J 16.8
» Air . . 133.4
» Land & Other 258.8

Travel

Commercial
Communication

Insurance
Other Financial

Computer & Information

Equipment Rentals
Management

Advertising

R&D

Architecture & Engineering
Miscellaneous Business

Personal, Cultural & Recreation

Source: Industry Canada compilations based on data from DRI and
Statistics Canada (international services transactions receipts)

Trade information is generally available for merchandise
trade. However, service industries are growing
tremendously in importance. For information on services
exports we rely on data on Canada's international services
transactions receipts to the U.S. (U.S. regional break-outs
are not available)
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...show great potential in all regions of the U.S. market

Growth of U.S. regional s markets
Northeast South Midwest West
) Forecast Forecast Forecast Forecast

The forecast is for continued strong Merkel 200004 Market 000,04 Market z000.04 MATkEL 500,04
growth in knowledge services like "
R&D, Management and Computer _ i =
Services across all regions of the U.S. Land & Other 15.9

Travel 14.3
Canada must capitalize on the growth Commercial
potential of services exports. e =

Insurance 92.8
Other Financial 182.7

Computer & Information 734

Equipment Rentals 10.2
Management 334
Advertising 54.7
R&D 114
Architecture & Engineering 23.6
Miscellaneous Business 147.2

The forecast areas of high growth in the
U.S. service markets are in knowledge

Personal, Cultural & Recreation 191.3

areas — and growth potential, while high
in the South and West regions of the U.S.
is also significant in other regions.

Source: Industry Canada compilations based on data from DRI and
Statistics Canada (international service transactions receipts)
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The West and South are forecast to have the quickest-growing
Import markets for Canadian products and services!

U.S. regional impo”%‘”\‘\

arket growth

As Canada's economic relations with

the U.S. grows, and industry exports

expand beyond principal or traditional Principal markets: €&

§] S regional markets we ShOU'd see Which markets are forecast to grow more quickly?

" T B ! . . @ fastest Ofast O slow @ slowest
secondary" markets continuing to

grow quickly. -

Oil & Gas
Paper

Q@000
(X JOJ@)

And while the largest markets of most
industry exports are in the Midwest S Mernls
and Northeast, markets in the South Food & Beverages

Rubber & Plasti
and West are forecast to have faster M‘gchﬁ{ery -
growth.

@000
66 0

Small Appliances
Communication & Electronics
Office/Business Machines
Electrical Industrial Equip

000

B850
000
o000
00O

Many of industries' biggest
opportunities, in terms of growth and
value, are in geographic markets that

®

Scientific Instruments
Pharmaceuticals
Computer Services
Management Consulting

1)

are nearby — in the Northeast or
Midwest. But much promise lies in
the West and South.

0000
0000
0O O
ocCcee

Source: Industry Canada compilations based on data from DRI
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How can we take better advantage
of our opportunities in the U.S.?

Opportunities
—

)
& Challenges




Taking full advantage of opportunities...

Opportunities for the taking?

Opportunities are there: ...we cannot take our
present success for

ted
- But how to take advantage? Jrante

- And which ones will be most \ .and the status quo
important to our future? is not an option

..more outward-looking
— with more firms and
industries looking beyond
our borders

It is necessary to realize, firstly, that

we need to take advantage of ...more forward-looking
engaging in high-productivity
activities including new &

emerging goods/services

opportunities, and to do so requires
some readiness on the part of
business




...begins by recognizing Canadian business cannot stand pat...

For many firms who are first-evers and
new-to-market when it comes to exporting:

- They will find they cannot afford to be just
"almost as good" as their competitors in
U.S. markets — for sustainable success
they must continuously find ways to be
better.

For firms linked to MNCs:

- They will need to make corporate
decision-makers notice the abilities and
merits of Canadian operations versus
competing operations

The world is changing, requiring a
forward-looking and global outlook on
the part of business, and new ways of

doing business. Without these, Canada's
existing in-roads may erode over time.

Keys to taking advantage?

...pursue new / protect
existing in-roads
in traditional exports

...become better in
more value-added
pursuits

...pursue firm-level
advantages that may

B involve developing new

export niches

...participate more fully in
new and emerging
activities




...and by realizing there is no "status quo" option...

Canada's export expansion into U.S.
markets in recent years has benefitted
tremendously from a buoyant U.S.
marketplace.

But the U.S. economy is forecast to
slow slightly, which will lead to
stronger competition in U.S. markets.

This will especially be true in
non-resource areas, where Canada
does not have industry-level
comparative advantages.

- In these areas, Canada will need to
rely on firm-level advantages —
based on innovative practices and
highly productive and unique
processes and products/services
for success.

U.S. market growth

U.S. economy
5.5%

4.5%

1989-99  2000-2004
markets

Agriculture, Forestry & Fishing =

Mining & Oil

~ Food & Beverages
[1 1989-99 .
Rubber & Plastics
[C1 2000-4 forecast
Chemicals

Clothing & Textiles

[
“« &%

Wood & Paper

Furniture & Fixtures

e

Metals (Primary & Fab.)

Machinery

|
-

Aerospace

Autos & Parts

pn

Electrical & Electronics

|
P

Small Household Appliances

P

Scientific & Controlling Instruments —

Business & Professional Services

Source: Industry Canada compilations based on data from
Statistics Canada and DRI




...rather, competition will be intensifying...

Growth rates of select exports to the U.S.

Other countries' businesses are
making rapid in-roads, especially in
more value-added portions, including
in Canada's traditional export markets.

For instance, even though Canada's : 11.9%
exports to the US are increasing, -15'1%
exports from Mexico and China are Annual growth

generally growing much more quickly, ' 1989-98 e
and particularly fast in segments M Canada
requiring greater processing.

I China
& Hardware

13.8%

24.7% 23.4%

There are rumblings on the horizon Other Electrical Apparatus
that attest to the emerging export
strength of competitors which 11.7% 12.5%

could threaten our current position -15.4% -19.1%
in U.S. markets.

26.3%
|
Source: U.S. International Trade Commission




.threatening our current "edges"

What we might also consider as current

factors behind Canada's recent success Commodity prices and Canadian dollar
in U.S. markets, such as having the U.S. :
as a next-door neighbour and having a
o Long Term Link B
lower dollar, are losing impact. ong Term Link Between
rices

- Globalization and the information
revolution result in Canada losing
some relative advantages from
proximity. It is easier for other
countries to learn about and access
the U.S. marketplace.

80 82 84 86

- As well, our dollar is strengthening. Short Term Link
The Canadian dollar is Forecast N

strongly tied to commodity

prices, which have been
recently rising

76 C$/US$

Commodity
Prices
The stronger dollar is

also areflection of
improved unit labour

95 96 97
Source: Statistics Canada

costs and continuing low
inflation. The forecast is
for further'strengthening.

66
99 01 03 05 07 09
Source: DRI




...even in Canada's traditionally-strong export pursuits

Resources remain a strong export
sector. But they comprise a declining
share of the total U.S. market.

This means Canadian industry must
move into more value-added, and
knowledge-intensive segments.

However, foreign exporters are also
moving up the value-added ladder.

The future lies in moving up the

value-added ladder.

Resources*

Our share of U.S.
imports

Agriculture
Oil & Gas
Mining

More value-added resource-based activities

% of U.S. Imports % of U.S. Imports
14.6 Food & Beverage 23.3
66.0 Wood 70.9
75.5 Paper 68.5
14.1 Refined Petroleum 19.4
31.0 Primary Metals 26.1
13.8 Non-Metallic Minerals 141
: : . _ N-6
* Also includes Logging and Fishing & Trapping

Source: U.S. International Trade Commission



Indeed, the world is changing,
requiring the pursuit of new "essentials" for business success...

The future will be with countries with - . i
businesses that attest to speed, quality, | g and productivity
better product features and better
processes — the new "essentials" for
business success.

Bl Average R&D Intensity (1989-98*)
1 Average Productivity (1989-97)

u.s.
SETED
Germany
France
UK.
Canada
Italy

Productivity (U.S. = 1)

* 1997 is most recent year available for Japan and the U.K.
Source: Industry Canada compilations based on data from the OECD

These new "essentials" transcend resource
endowments and the benefits of proximity.
Rather they place a premium on ideas and

innovation, and their beneficial impact on
productivity to sustain business success.
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...by forward-looking and outward-looking firms and industries
that focus on being more innovative

Firms in forward-looking industries are
always looking for new ways to make,

customize and add more value to their
products and services.

And it is vitally important to be
outward-looking, because
forward-looking firms need large markets
to undercut the high costs associated
with R&D and other expenses linked to
knowledge activities, and to better reap
the benefits of specialization and
economies of scale.

In many countries, the leading R&D

industries tend to show above
average outward orientation.

Leading industries in R&L

Canada Radio, TV & Communications

Office & Computer Machines
Aircraft

Aircraft
Office & Computer Machines
Professional Goods

Office & Computer Machines
n Drugs & Medicine
Professional Goods
France
Aircraft

I Radio, TV & Comm.
Drugs & Medicine

* Industries with the highest R&D intensity

ding*, 1995

elative
Outward
Orientation**
(Total Manuf. = 100)

Ratio of R&D
spending to
value-added

** Qutward orientation is calculated as Exports/Value Added.

_Source: OECD
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Some of our exports reflect higher-than-U.S. productivity...

Relative Productiv |II HH

jan Industries, 1996

In many of our traditional export
areas, Canada is more productive

Relative
Labour
Productivity

U.S. =100

Trade

Balance

1998

(Billions)

A

Share of
Market

than the U.S. Primary Metals 85 5.4
Paper 12 6.6
- Plus, Canada is as productive as Lumber & Wood 13.0 13-2 Correlation
. . Transportation Equipment 24.3 . between
the U.S. in the |mpo_rtant S G Elee m 17 TR
Transportation Equipment sector. Rubber & Plastics 0.6 3.2 ElL
Furniture & Fixtures 3.9 5 3]
But in most industries, and across FORE & LEGIER e 01 12 % |[ 3
Chemicals 5.8 2.9 Trade Share of
all aggregate sectors, Canada lags Textile Mill Products 14 14 | BEECR Tvarer
badly behind the U.S. _ Tobacco na 01 | 2910d| 60.3%
Misc. Manufacturing 5.4 1.2
Leather 01 06 ey
. - uctvity I
Fabricated Metals -1.8 1.8 associated with positive
Apparel & Other Textile 1.5 1.3 trziigg‘g:?ﬁ enquarSket
Printing & Publishing -1.6 0.5 (100% is perfect
Petroleum Refining 26 1.5 correlation).
Machinery (excl. Electrical) -10.9 2.8
Electrical & Electronics -6.0 2.4
Total Manufacturing | 325 35

Canada's share of the U.S. market is
relatively high in many areas in which

Canada is relatively more productive.

* GDP per worker

0 20 40 60 80 100120140

Source: Industry Canada compilations based on Centre for the Study of

Living Standards database and DRI




...and Canada's growing success in niche markets...

| | | |
Select industry niche export and special segments

Exports U.S. Market w /‘
US$  Annual us$ Annual Our Share of
Million Growth Billion Growth U.S. Market *
1998 1989-1998 1999 1989-1999 1998
% %
Clothing . 1125 4.4 1.3
Broad Knitted Fabric ; n/a
Men's & Boy's : n/a
Success in many niche markets reflects (NGIERS ' e
. L. . Women's g n/a
the efforts of individual firms and Textiles . 828 18 14
q 0 . Furni & Fi 715 5.0 53
particular sub-industries. e enold 26 43 0s
Office @» 21 60 5.4
) Chemicals 3 144.5 ] 29
These efforts must be sustained for Paint & Allied 178 32 14
A A HH Plastic & Synthetic Resin 2,148 38.5 2.1 5.4
firms to remain competitive and to Soap & Cleaning 298 24.8 2.2 1.2
successfully evolve with markets. Agricultural Chemicals 1,221 . 11.9 2.9 10.2
. . Industrial Chemicals 2,627 . 108.7 14 2.4
Otherwise, firms have a natural tendency RO AE 7.088 2252 3.9 217
el i in" Foamed & Expanded Plastics 178 ‘ﬁ" n/a n/a n/a
to S“p dOWﬂ the bUSIneSS fOOd Chaln ’ Plastic Bags & Other Plastics 2,667 17.6 n/a n/a n/a

Plastic Pipe & Pipe Fittings 187 16.8 n/a n/a n/a
Commercial Services 9,433 10.8 7,105.4 6.6 0.1

Advertising 117 10.0 445.4 7.5 0.1
Transportation Services 3,241 8.1 804.4 5.2 0.4

Land Transportation 2,012 10.1 277.5 6.3 0.8
Other

Small Electrical Appliances 339 7.8 11.1 2.8 3.2

Electric Lighting 549 5.9 27.8 25 2.0

* |t must be noted that many exports face rules and regulations which may limit
the potential market in the U.S. which is available.

Source: Industry Canada compilations based on data from DRI,
U.S International Trade Commission and Statistics Canada
(merchandise exports for office furniture and international services
transactions receipts)




...but we are not successful in leveraging some key industries...

The U.S. economy's enviable productivity
performance has been driven by two
computer-related sectors — Electronics &
Electric Equipment, and advanced
Industrial Machinery.

- These two sectors outpaced their
Canadian counterparts by more than
three times.

- During the last decade, the share of
these two manufacturing sectors in the
U.S. doubled — while Canada's share
increased only marginally.

The U.S. is better at riding the technological
wave to growth — its industrial structure

shifting much more quickly than Canada's
towards dynamic, high growth, high
productivity industries.

U.S., 1989 S

Electronics & Other
Electric Equipment

Industrial Machinery
& Equipment
Productivity

U.S. =100
|
« 'S

Electronics & Other
Electric Equipment

Industrial Machinery 16
& Equipment i

% per year

ource: Centre for the Study of Living Standards 4

Faster labour productivity growth in the U.S. has been the subject of
much current attention. A recent study shows that (total factor)
productivity in these two industries has been growing much more

quickly in the U.S. Between 1979 and 1995, they contributed to only
17% of Canada's manufacturing productivity growth, while in the U.S.
they contributed 57%. Indeed, the performance of these two
“industries of the future" explains over 90% of the productivity growth
gap between Canada and the U.S. (Wulong Gu and Mun S. Ho, A
Comparison of Productivity Growth in Manufacturing Between Canada
and the U.S,, 1961-95," January 2000).
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...that may be vital to our future

Annual growth (%) in:

Market Size ' (E§

$US Billion Market Exports Exports

Many of the high-tech or
high-knowledge markets in the U.S. 13.2 19.0
and U.S. imports from the world — AL
have grown faster than Canadian '
exports.

a g€ oY, O U O

Scientific & Controlling Instrum. 126.6 3.6 15.7
Audio, Video & Comm. Equip. 114.4 7.2 16.0
Pharmaceuticals 126.1 10.9 29.4
Architecture & Engineering 110.7 4.5 135
Aircraft & Parts 85.7 2.2 10.8
Testing & Research Labs 43.7 8.1 10.2

Electrical Industrial Equip 42.5 4.5 12.0

Source: Industry Canada compilations based on data from Statistics
Canada and the Centre for the Study of Living Standards

In areas of Computer processing,
and electronic equipment , Canadian
exports are not keeping up with

U.S. market growth nor with A basic challenge for Canadian businesses in
foreign competitors. high-tech and high-knowledge areas is to be more
competitive than their U.S. counterparts and
foreign competitors.
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Indeed, the future bodes well for these industries

U.S. market grthh forﬁ ‘

:
7T

Forecasts indicate that the most
dynamic U.S. markets will include
many of the same sectors which
experienced strong growth over the
last decade — and which reflect many
high value-added and
knowledge-intensive activities.

Our future will increasingly depend on
taking advantage of opportunities in

faster-growing high-knowledge markets.

N-13




Still, even our present exports have intricately-important links
that stimulate knowledge-use in other domestic sectors...

| Knowledge jobs/investment per $1 Billion increase in export sales to the U.S. ]

Our exporting industries' R&D and
innovation benefit other sectors by
generating new products and processes
that can be used to enhance productivity

elsewhere. 3205 2,938
2,163 $34.3

6,188 in $ Millions

$21.1

Knowledge Total Knowledge Inputs
Workers Workers (Machinery & Equipment)

Many industries that export to the U.S.

have stronger than average links to
Canada's knowledge-based economy.
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...especially our higher-knowledge exports...

Average hourly pay associated with
exports is relatively high.

Export growth also creates a derived
demand for domestic inputs, many of
which are knowledge-based.
Consequently, Canada's export growth
IS not only helping to generate many
good jobs in exports, but is playing a
major role in promoting the expansion
of other industries that raise the
knowledge-intensity of the economy.

Canada's exports contribute to the growth of many knowledge
industries which are critical to the rate of knowledge adoption
and technological progress in the economy as a whole — and
assist Canada in our transition to a more knowledge-based
and forward-looking economy.

Exports
links to knc

| Per $1 Billion increase in export sales to the U.S. |

i

Hourly Wage*

19 Average hourly

17 compensation directly
and indirectly related

15

to exports

Average hourly

11 -
compensation in
9 Business Sector
7
1980 1985 1990 1995

* Nominal dollars

Knowledge Jobs Created

Indirect Direct

271
220
214
168
119
118
116
106

65

50

N-15




...which add to our present well-being...

Growth in select ma U.S. vs. world
While the U.S. is a |eading market for High-tech, high-knowledge product markets
. Office and Computing Machinery, Radio, TV
many new pI’OdUCtS and SGfVlceS, and Communications EqL_Jipment, Aircraft,
world markets for high-tech and Drugs & Medicine
high-knowledge products and services
are also growing quickly — and are sop "Ndex, 1989=100

potentially much larger markets.

If Canada does well in U.S. markets and
earns recognition, our firms will be

well-placed to take advantage of

| b | t iti * USS$ Billion, World Demand excludes U.S. and Canada
global opportunities.

Source: DRI and WEFA

...and help position us for future prosperity [n-s




Some key messages




Opportunities are there! ...

W ith globalization, the information revolution and the rising importance of
knowledge-based activities, business must, more than ever, pounce on opportunities.
And as the world's largest, richest, most dynamic and technologically-advanced
market, the U.S. provides an abundance.

This raises two questions:

How well are we doing?

Canada has had recent success in expanding exports to the U.S. — but: Canada's
recent successes are still small relative to the size of the market, and times may
become increasingly competitive. The world that Canada confronts in this new
millennium will be the most economically competitive in history, and Canada
will have to energetically pursue U.S. markets to both maintain present
in-roads, and to take full advantage of new opportunities.

And can we do better — can we better maximize our opportunities? |

Yes — but: taking better advantage of opportunities means expanding
Canada's exports to a wider range of activities, including products and
services that could be particularly important for our future prosperity. It
also means recognizing the importance of regional markets, and the need
to broaden individual industry exports to markets throughout the whole of the U.S.

O-1




...but how can Canada take better advantage of opportunities?

To take better advantage of opportunities in the U.S., Canada must build on traditional
comparative advantages. Nowadays, there is increased importance on inventiveness,
productivity, quickness and the general ability to take advantage of opportunities, especially in
more value-added and knowledge-intensive activities. Indeed, these are now crucial to
sustainable competitive success in all industries — and especially in those which will be most
important to Canada's future.

Which opportunities will be most important to Canada's future?

While Canada must continue to pursue opportunities in traditional areas such as resources, it is
also crucial that Canada also seek opportunities in new niche and emerging areas that involve
greater or higher value-added activities. Opportunities exist across all industries, but high-tech
industrial equipment and high-knowledge services are especially associated with future prosperity.

However, success in niche and emerging areas entails developing firm-level competitive
advantages that can complement traditional industry comparative advantages. It also requires
some readiness on the part of Canadian business, to be outward and forward-looking, and to take
steps to be more innovative and productive.

These do not come without the need to address some serious challenges.

In the next issue of the Micro-Economic Monitor, we will feature Canada's Growing Economic
Relations with the United States: Part 3 — "Turning Challenges into Strengths".

It will look at special challenges in pursuit of these opportunities, that include breaking into the U.S.

market, and maximizing opportunities from knowledge flows — in capital, people and ideas.
Also, it will examine some special considerations, such as Canadian regional concerns — for
instance, where in the US do our regions export; what are their key exports;
and how these exports are changing.
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Annex

— Opportunities and U.S. Regions —

Opportunities
—
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& Challenges




Opportunities can be found throughout the U.S. ...

U.S. market oppor{m |

Opportunities exist throughout the U.S.*

- To take better advantage of these, we
must recognize the unique potential
that each U.S. region holds.

Midwest B Northeast South West

_ [ I
Our links are 5‘%‘%\% St with the northern

states, but the U.S est and South are
WHH d our exports are

growing faster
responding.

This annex focuses on merchandise exports. For B Canadian exports to U.S. region, 1989-98

. . . " B U.S. regional market, 1989-99
additional mforma.tlon on service exports, please see I U.S. regional market. forecast 2000-04
slides M-17 to M-19.

Source: Industry Canada compilations based on data from
Statistics Canada and DRI

P-1




...beginning with our key markets in the U.S. Midwest...

14.2%14_0 .
10.5% 9.9%

Midwest West
. . Northeast Soutl Average Annual Growth, %
Canada's largest exports are still to é;k L 2\ -
the U.S. Midwest. Our exports in ‘ : Exports Exports  U.S. Output
recent years have been growing in 1998, $ Billion § 198998 1989-97
excess of 10% per year.
Transportation Equipment 55.5 9.3 3.7
. c Oil & Gas z
- Canada’s exports to the Midwest Paper i 0 3
fall mostly under traditional areas Primary Metals 5.0 9.2 2.1
of strength, such as Transportation Machinery 4.8 12.9 3.9
Equipment, Oil & Gas and Paper.
Chemicals 4.5 11.6 6.7
Wood 4.4 17.8 4.8
However growing export areas Electrical & Electronics 3.4 13.0 3.0
) ’ i . Fabricated Metals 2.8 145 5.1
include Electrical & Electronics and Plastics & Rubber 2.2 16.7 6.5
8 R Food 2.1 19.6 4.0
resource-based IndUStrleS S_UCh as Agriculture & Fishing & Logging 2.1 14.4 2.3
food and wood, as well as higher Furniture & Fixtures 2.0 139 6.2
0. . angd Non-Metallic Minerals 1.2 12.7 5.7
value-added activities such as Sitalan & EE] Freslisis 12 78 01

chemicals, fabricated metals, plastics
and furniture.

Source: Industry Canada compilations based on data from Statistics Canada and the U.S.
Dept. of Commerce

P-2




...where auto exports dominate...

Our exports to the Mid

led sub-activity

The integrated North American auto
industry has been an important impetus
to Canada's large auto exports to the
U.S. auto hotbed of Michigan.

Average Annual
Top 5 export Exports, Growth, %

sub-activities  [FEeEEERII Exports
1989-98

Motor Vehicles 39.6 10.5

Motor Vehicle Parts 12.6 55

As the U.S. industrial heartland, the Crude Petroleum o 790
- ) ulp & Paper 4.1 2.1
Midwest Imports energy, paper Misc. Machinery & Equipment 4.0 15.2

products, and miscellaneous machinery
and equipment, as well as primary

metals and wood.
Fastest growing export sub-activities

. Value

But other exports are making a mark, 1998, $ Million

including consumer items such as
cIothing SOft drinks and Boatbuilding & Repair -54.8% 176.6
pharmaceuticals. . 50.2% 85.1
W Children's Clothing 50.0% 35.1
Canadian aq““t‘w““w S to the Midwest eET Tfanéportatimt 48.6% 279.5
uipmen
out-number &3 5 of parts by a auip

Pharmaceuticals 43.3% 347.3

75.8%

Autos
Source: Industry Canada compilations based on data from Statistics Canada

24.2%
/ Auto Parts P-3




...but high-knowledge markets are growing quickly...

The Midwest's market is expected to
show continuing strength.

However, the biggest and fastest
growing areas will be in
"higher-knowledge" areas.

That is, there will be particularly
strong demand for such advanced
and "new economy" products and
services as pharmaceuticals,
business services and computer
equipment.

T
Ourcutln

well-matc ”%‘

)rts are not

il e new market

growth ar

e Midwest.

DRI provides market information on 55 Groups and 246 Sectors.
The above market information comes from Group data. We focus
on non-banking Groups in which there is likely considerable trade.

_ M |
The Midwest's mal |I|ﬁ‘h

Annual growth,

2000-04
TOp 5* Average Annual Growth
markets - -
Demand, 1999 Forecast
(by growth) US$ Billion 1989-99 2000-04

/ Pharmaceutical, Cleansers & Toiletries 43.4 7.4 6.0

Electronic Components 34.9 95 5.9
Business & Prof. Services 347.1 7.6 5.9
Computer/Office Equipment 36.8 9.7 5.4
Health Services 182.5 6.7 4.8
Next 5
Audio, Video & Commun. Equip. 28.1 6.5 4.8
Primary Nonferrous Metals 32.2 0.9 4.7
Aircraft & Parts 16.0 2.2 4.7
Furniture & Fixtures 18.2 45 4.4
Plastic & Synthetic Materials 16.4 2.3 3.8
Primary Ferrous Metals 48.0 1.8 3.7

Regional markets and forecast growth

USS$ Billion, 1999 and Annual Growth 2000-04 Markets associated with

key Canadian exports:

Select high-knowledge $644 Uos & Part
5 utos & Parts
markets. $354 Oil & Gas
Pharmaceutical, Cleansers Paper
~ &Toiletries Primary Metals
Business & Prof. Services $2.501 Machines
Electronic Components ' . 290
Computer/Office Expected Growth: 3.2%
Equipment Other

Health Services
Expected Growth: 5.6%
* Ranked by forecast growth rate from 2000-04.
Source: Industry Canada compilations based on data from DRI

Expected Growth: 3.4% P-4




...as the region’'s forecast includes the "new economy"...

The largest increases are expected
In computer processing & software,
management consulting and
pharmaceuticals.

Imports are expected to play a big
role in helping to fulfil U.S. demand
in its key market growth areas. It
would be to Canada's advantage to
position itself to provide many of
these imports.

)it fast-growing
.S. economy that

market segmen

will open the

) rising imports.

DRI provides market information on 55 Groups and 246 Sectors. The
above "submarket" information comes from Sector data. We focus on
non-banking Sectors in which there is likely considerable trade.

|

Average Annual Growth

Demand Demand Imports

Wl o« @
1989-99 Forecast S
US$ Billion 2000-04 2000-04

"submarkets"

Motor Vehicles $71.7 4.5 gLl 4.5
Computer Process./Software $67.2 12.7 7.7 10.7
Trucking/Courier Svc's $61.4 6.6 2.3 3.0
Motor Vehicle Parts $54.8 2.7 3.5 2.8
Misc. Plastics $36.3 5.0 3.4 2.9
Growth
. " . in Imports
Fastest growing "submarkets (pr;
2000-2004 *

2000-04

Computer Processing

0
& Software 7.7% 67.2 10.7

Pharmaceuticals 7.0% 31.6 10.3

Management & Consulting 6.8% 34.3 6.9
Radio & TV Br_oad_casting_& 6.7% 10.2 121

Communication Equip
Aircraft 6.4% 8.2 5.7

Note: Submarkets of at least US$ 5 Billion
Source: Industry Canada compilations based on data from DRI




...and many additional promising areas for exports

Traditional

Average Annual Growth

Demand Demand Imports

L

1999
Us$B

Our

(s Presence

2000-04

1989.99 Forecast
2000-04

Value-added Traditional

11.4
10.3
6.0

5.3
5.0
2.0

3.1
2.4
2.6

Plastic Materials & Resins
Toys & Sporting Goods
Office Furniture

Toilet Preparations

Paints & Allied

Petro Refining & Related Prods
Crude Petroleum & Natural Gas
Aluminum

Concrete & Gypsum

Non-Alcoholic Beverages
Agri/Forestry/Fish. Services
Soap & Cleaning Preparations

Printing & Publishing **

Engineering & Architecture
Communication Equipment
Meas./Control Instruments

Apparel from Purch. Material

DRI provides market information on 55 Groups and 246 Sectors. The
above "submarket" information comes from Sector data. We focus on
non-banking Sectors in which there is likely considerable trade.

Please see Slide M-3 for descriptions of
Traditional, Value-added Traditional, Niche
and New & Emerging

Our Presence*
e High ® Above Avg © Average O Low
Only national info available, see slide M-17

Average Annual Growth

R Demand T our
v ‘ ® Presence
1998 oo Forecast  °
usse  “9%%%° 000004 2000-04
24.7 4.3 3.1 5.0
14.1 2.5 4.1 59 °
7.5 6.6 4.8 55
6.5 4.8 5.3 9.3 °
5.7 34 3.6 59
5.7 3.1 2.4 10.7 °

New & Emerging
54.7 3.6 2.5 5.7 ]
26.1 49 3.8 4.1 ]
21.1 9.5 5.7 9.1 °
6.4 5.0 1.1 5.4 °
P-6

* The benchmark value is the share of total Canadian exports in total U.S. market demand (1.5%).

** Reflect new developments in financial and media industries
Source: Industry Canada compilations based on data from DRI




In the Northeast...

Exports

Annual growth, 1989-98
14.2%14.0% Average Annual Growth, %
' D Exports Exports U_Sgutput
Autos & Other Transportation - 1998, $ Billion | 1989-98 1989-97
Equipment account for the largest Northeast  South

Northeast.
Transportation Equipment 11.9

. . Electrical & Electronics 10.5
However, a burgeoning Electrical & Primary Metals 7.3

Electronics sector is poised to Egggr g?
overtake that position. In fact, the

. Next 10

Northeast market for Electrical &
. . . Wood 3.7 10.8 1.7
Electronics exports is over twice as 0il & Gas 3.1 15.0 -11.2
R g Chemicals 2.9 13.8 5.6
large as in any other region. Machinery P o8 o1
Fabricated Metals 1.7 10.8 3.3
Petroleum & Coal Products 1.6 2.6 6.7
Furniture & Fixtures 15 18.8 14
Plastics & Rubber 1.4 14.9 49
Clothing 1.3 23.6 -0.1
Non-Metallic Minerals 0.8 8.3 5.0

Source: Industry Canada compilations based on data from Statistics Canada
T and the U.S. Dept. of Commerce

Canada's Electrical & Electronics

exports to thwdm““‘“ gast are growing

about 5 times more quickly than

regional industrial output.
L P-7




...our high-tech exports are growing fast...

While resource-based industries such
as primary metals, paper & food
products continue to be an important
anchor of our export base, new
strengths are emerging in areas of high
value-added content, such as
pharmaceuticals & clothing.

Within key contributing segments of
the Electrical & Electronics sector,
Communication & Electronics comprise
approximately 50% of exports.

These exports are outpacing the growth
in demand for Oil & Gas, and are twice
as large in value.

A
Motor vehu‘l‘u% \H

resources rems:

new cOrOn%‘\i\‘\‘\ |

e still king, and

)h the horizon —
Other Electronics
ing rapidly.

Communication

mHHHHHHmm ) N .
Our exports to the Northeast! ailed sub-activity
AR

Average Annual
Exports, Growth, %

1998 $ Billion Exports
1989-98

Top 5 export
sub-activities

Motor Vehicles 8.7 45
Communication & Electronics 6.2 18.6
Non-Ferrous Smelting & Refining 5.2 6.1
Pulp & Paper 4.6 3.7
Crude Oil & Natural Gas 3.1 15.0
Office/Store/Business Machines 2.8 14.8

Fastest growing export sub-activities
Value
1998, $ Million

Men's and Boys' Clothing 33.1%

Jewellery & Precious Metal 28.1%

Pharmaceutical & Medicine 28.1%

Soap & Cleaning Compounds 26.1%

25.1%

Paper Box & Bag

Source: Industry Canada compilations based on data from Statistics Canada

P-8




...reflecting brisk demand for knowledge activities...

Demand for Electronic Components
and other knowledge goods and
services is growing faster than for any
other sector — and considerably faster
than the regional average.

While our exports still largely reflect
the strength of our auto sector and
many resource-based activities, their
markets and market growth will be
smaller than for high-knowledge
products and services.

The future ism m

est growth are
high-knowledge

still export in

DRI provides market information on 55 Groups and 246 Sectors.
The above market information comes from Group data. We focus
on non-banking Groups in which there is likely considerable trade.

il

:
@
[l

Annual growth,
2000-04

3.8% 4.0%

Midwest :
Northeast

Average Annual Growth

markets 5 - ol -
emand, 1999 Forecast
(by growth) Us$ Billion 1989-99 2000-04

Electronic Components 32.6 8.3 7.0
Business & Prof. Services 347.2 6.6 6.2
Pharmaceutical, Cleansers & Toiletries 47.6 7.0 6.1
Computer & Office Equip. 35.0 7.4 5.5
Aircraft & Parts 13.7 0.1 5.1
Next 5
Audio, Video & Commun. Equip. 26.4 5.9 4.8
Primary Nonferrous Metals 16.3 -1.6 4.4
Furniture & Fixtures 15.8 3.8 4.4
Lumber & Wood 21.5 3.0 3.7
Fabricated Metals 39.2 1.7 3.5

Regional markets and forecast growth

USS$ Billion, 1999 and Annual Growth 2000-04 Markets associated with

key Canadian exports:

Select mg?klg?so.wledge $476 06 & Parte
- : $266 Primary Metals

Electronic Components Paper
Business & Prof. Services Food & Kindred
Pharmaceutical, Cleansers $2,502

& Toiletries \ / Expected Growth: 2.7%
Computer & Office Equip.
Aircraft & Parts

Other
Expected Growth: 3.7% P-9

Expected Growth: 6.1%

* Ranked by forecast growth rate from 2000-04.
Source: Industry Canada compilations based on data from DRI




..particularly in knowledge services...

I

W

Average Annual Growth
Demand Demand Imports

1999 Forecast
1989-99
US$ Billion 2000-04 2000-04

Demand
| Key
§'submarkets”

Computer Process./Software 73.4 12.1 8.0 11.0
Motor Vehicles 69.9 3.3 3.0 4.4

i Trucking/Courier Svc's 44.2 4.8 2.2 2.9
KnOWIe_dge Serv_lces have made Pharmaceuticals 31.9 9.6 7.0 10.3
strong in-roads in the Northeast. Management/Consulting 30.2 7.0 6.9 7.0

Computer processing and software _ mﬁ[ﬁ;{ft‘ts
is both the largest and the Fastest growing "submarkets" Demand (%

: R : 2000-2004 1999,
fastest-growing submarket in the Us$ Billion | 2000-04
region.

Semiconductors -8.1% 17.8 11.3

Computer Processing
I JGILL] Pharmaceuticals -7.0% 35.3 10.3

Special challenge
up on traditional Management & Consulting -6.9% 33.4 7.0
export stren M\x ust also consider

ways of explqm )id rise in high-tech Radio&TCV Bfoadqalsténg & 6.7% 4 199

and knowwlmmu 5 and services. ormmereiat =P

Note: Submarkets of at least US$ 5 Billion

. ) ) Source: Industry Canada compilations based on data from DRI
DRI provides market information on 55 Groups and 246 Sectors. The

above "submarket" information comes from Sector data. We focus on P-10
non-banking Sectors in which there is likely considerable trade.




...but other market opportunities are also available

Traditional

Average Annual Growth

Demand Demand Imports our

Average Annual Growth
Demand Demand Imports [T

' w (? Presence

1999 _og Forecast g
usse 1989 o004 2000-04

‘ w (’ Presence

1999 _og Forecast ©
usse  1989%9 00004 2000-04

325 -0.9 3.2 6.2 Petro Refining & Related Prods )
76 09 3.9 7.6 Crude Petroleum & Natural Gas Apparel from Pur. Material ~ 28.0 3.6 2.9 4.8 ®
6.0 -1.1 55 6.8 Aluminum Toys/Sporting Goods 8.1 6.0 4.7 5.4 ®
71 23 4.3 71 Concrete & Gypsum Household Furniture 8.0 3.4 3.6 7.9 [
Plastic Materials/Resins 7.9 0.5 3.6 5.4 °
Toilet Preparations 6.3 2.8 3.4 5.8 °
Value-added Traditional
115 5.0 3.0 6.2 Non-Alcoholic Beverages New & Emerging
9.8 3.8 2.4 5.2 Agri/Forestry/Fish. Services
6.0 1.2 2.4 8.0 Soap/Cleaning Preparations
Printing & Publishing ** 57.4 1.7 28 5.6 o
Communication Equipment 19.5 8.1 5.7 9.1 °
DRI provides market information on 55 Groups and 246 Sectors. The Please see Slide M-3 for descriptions of
above "submarket" information comes from Sector data. We focus on  Traditional, Value-added Traditional, Niche
non-banking Sectors in which there is likely considerable trade. and New & Emerging
Our Presence*
® High ® Above Avg © Average OLow
Only national info available, see slide M-17
* The benchmark value is the share of total Canadian exports in total U.S. market demand (1.5%). P-11

** Reflect new developments in financial and media industries
Source: Industry Canada compilations based on data from DRI




In the South, strong growth has created export opportunities...

. k \ e 1. 0% Average Annual Growth, %
= .£7/0 .U%
P \ 105% 9.9% D L 4

Exports Exports U.S. Output
1998, $ Billion 1989-98 1989-97
The South is expected to A .
experience strong market growth. _
. 7.9 15.1 5.8
Our major exports to the South 4.8 11.0 7.6
include Autos & Other = == =
_ _ 3.3 13.6 5.6
Transportation Equipment, 2.9 13.2 4.1
Electrical & Electronics, and Wood. Next 10
Paper 2.9 6.3 2.3
Primary Metals 2.4 5.6 4.0
Plastics & Rubber 2.3 13.9 5.4
Oil & Gas 1.8 22.0 4.4
Fabricated Metals 1.6 16.2 6.0
Furniture & Fixtures 1.2 25.7 4.1
Food 1.1 23.0 5.4
Petroleum & Coal 0.9 23.9 1.6
TR e e o9 . -
OpportuHmHi\mm abundant in Non-Metallic Minerals 0.4 18.2 3.3

the South booming

demand for Source: Industry Canada compilations based on data from Statistics Canada and the

U.S. Dept. of Commerce

P-12




...In areas such as in aerospace...

111

Average Annual

Top 5 export Exports, Growth, %
o A 1998 $ Billi Exports
sub-activities $Billion | ExporS

Among high-volume exports, notable
sectors include Aircraft & Aircraft
Parts, Miscellaneous Machinery &

Motor Vehicle Parts 4.0 12.7
Aircraft & Aircraft Parts 3.0 20.7

. . . Misc. Machinery & Equip. 2.9 154
Equipment, Communication & Other Sawmill, Planing & Shingle Mill 27 133
E|eCtr0niCS, and bUIldIng prOdUCtS Communication & Other Electronics 2.4 13.1
exports involving wood.

A booming economy has also Fastest growing export sub-activities
supported consumer demand for 1998V6§slun7u-

. , illion
emerging export sectors such as

Soft Drink 63.1% 78.2

clothing, fabric, and soft drinks.
Boatbuilding & Repair 60.8% 122.3)

Soap & Cleaning Compounds 51.1% 61.7

Iarge importer Broad Knitted Fabric 51.0% 28.1

of Ca igh-technology

LR Men's & Boys' Clothing 50.6% 73.0

exports.
m lso‘wlu‘
Tl

Electric Lighting 41.5% 120.4

Source: Industry Canada compilations based on data from Statistics Canada

P-13




...and in electronic and computer equipment...

High-technology equipment growth
has been strongest here. This
includes the growth in demand for
Electronic Components and
Computers, and for Business
Services.

Growth in these markets is expected
to remain among the fastest in the
country.

ledge-based
markets wil ntinue to be

drivers of 2 years ahead.

DRI provides market information on 55 Groups and 246 Sectors.
The above market information comes from Group data. We focus
on non-banking Groups in which there is likely considerable trade.

Annual growth, 3.8% 4.0%
2000-04

4.7%

Midwe
Nortiast

South

Average Annual Growth

b h Demand, 1998 Forecast
(by growth) US$ Billion 1989-99  2000-04
Electronic Components 52.8 13.2 8.5
Pharmaceutical, Cleansers & Toiletries 57.2 8.4 6.8
Business & Prof. Services 506.3 8.5 6.7
Computer & Office Equip. 57.9 11.6 6.5
Aircraft & Parts 25.4 2.9 6.4
Next 5
Primary Nonferrous Metals 28.4 1.8 5.9
Audio, Video & Commun. Equip. 40.5 8.2 5.7
Furniture & Fixtures 23.8 59 54
Motor Vehicles & Equip. 140.4 5.8 4.4
Transportation & Warehousing 172.3 5.8 4.3

Regional markets and forecast growth
USS$ Billion, 1999 and Annual Growth 2000-04

Markets associated with
key Canadian exports:

Select high-knowledge
mgrketS' ’ $699 Autos & Other
i : $397 \ [Transportation Equip
Electronic Components i

Pharmaceutical, Cleansers Machinery
& Toiletries $3,715 Chemicals
Business & Prof. Services Expected Growth: 3.9%

Computer & Office Equip.
Aircraft & Parts Other

Expected Growth: 4.4%

Expected Growth: 6.8%

P-14

* Ranked by forecast growth rate from 2000-04.
Source: Industry Canada compilations based on data from DRI



...as the Southern economy reflects the rising importance of

high-tech activities... The South's detailSAONE

Average Annual Growth

Demand

Key Demand Demand Imports
a¥ /' submarkets" - - L (@
1999 Forecast =

1989-99

USS$ Billion 2000-04 2000-04

Motor Vehicles 100.6 5.4 4.0 5.3

. . . Computer Process./Software 100.0 13.8 8.6 11.6

Rapid rises in the demand for Management/Consulting 51.7 9.6 7.7 7.7

semiconductors, aerospace and Industrial Inorganic 462 22 27 41
] ! & Organic Chemicals

pharmaceutlcals are among the Engineering & Architecture  43.6 5.4 45 4.8

interesting developments forecast

Growth
for the South. _ in ||rw(1);votrts
Fastest growing "submarkets" Demand (@
. . 2000-2004 1999, L
But with strong local suppliers, uss$ Billion | 2000-04

iImports will meet strong
competition. Semiconductors 9.6% 28.7 12.9

Computer Processing

0,
& Software 8.6% 100.0 11.6

Aircraft 8.2% 14.1 7.5

T
Qur alreadM\\\w\\\M\\ ‘ H

markets may be:

Pharmaceuticals 7.8% 41.0 11.2

2 in key growing
ed further in the

Management & Consulting 7.7% 51.7 7.7

days ahead. O
competi

Note: Submarkets of at least US$ 5 Billion

Source: Industry Canada compilations based on data from DRI

DRI provides market information on 55 Groups and 246 Sectors. The

above "submarket" information comes from Sector data. We focus on P-15
non-banking Sectors in which there is likely considerable trade.




...but in the South, too, opportunities are widespread

Traditional

Average Annual Growth
Demand Imports e

L % & Presence

Forecast
1989-99 2000.04 200004

Demand

L4

1999
Us$B

100.6
39.5
53.4
15.3
12.2

5.3

5.4
2.0
1.1
6.1
1.7
3.3

4.0
4.7
4.1
4.2
6.7
3.8

5.3
8.0
7.1
7.0
8.0
6.1

Value-added Traditional

16.3
171
13.4
8.2
6.2
5.3

6.3
5.5
4.4
2.8
4.7
28

4.0
2.9
3.5
3.4
28
3.6

7.3
5.7
53
9.1
4.9
10.6

\___________________J

DRI provides market information on 55 Groups and 246 Sectors.
The above market information comes from Sector data. We focus
on non-banking Sectors in which there is likely considerable trade.

Motor Vehicles
Crude Petroleum & Natural Gas
Petro Refining & Related Prods
Concrete & Gypsum
Aluminum

Tires & Inner Tubes

Apparel from Purch. Material
Plastic Materials & Resins
Household Furniture

Toys & Sporting Goods
Toilet Preparations
Structural Metal/Plate Work
Office Furniture

Non-Alcoholic Beverages

Agri/Forest/Fish. Svc's

Paperboard Containers/Boxes
Soap & Cleaning Preparations
Glass & Products

Sanitary Paper Products

Printing & Publishing **
Communication Equipment
Measuring/Control Instruments

Please see Slide M-3 for descriptions of
Traditional, Value-added Traditional, Niche
and New & Emerging

Our Presence*

® High ® Above Avg © Average OLow
Only national info available, see slide M-17

36.6
11.7
10.6
10.5
7.9
8.9
7.1

60.7
31.2
8.3

Average Annual Growth

Demand
1989-99 Forecast
2000-04
4.7 3.8
2.7 4.9
5.0 4.6
7.6 5.8
4.4 4.5
4.6 4.4
7.5 6.7
4.3 3.3
10.4 6.4
6.1 1.9

* The benchmark value is the share of total Canadian exports in total U.S. market demand (1.5%).

** Reflect new developments in financial and media industries
Source: Industry Canada compilations based on data from DRI

Imports eI
(% Presence
2000-04
5.8 o
6.7 L]
8.9 ®
7.0
6.9 O
5.7
10.8 °
6.7 ©O
99 e
6.2 e
P-16




In the West...

Exports
Annual” growth, 1989-98

14.2%14.0%

10.5% 9.99%

Average Annual Growth, %

L _¢

Exports Exports U.S. Output
1998, $ Billion 1989-98 1989-97

Midwest West
Northeast South

The fast-growing Electrical &
Electronic sector has emerged as
a major source of Canadian
exports to the West,
supplementing traditional exports,
such as Autos, Oil & Gas, and

Wood & Paper Products. Next 10
Agriculture & Fishing & Logging 1.7 15.2 5.7
Machinery 1.6 12.1 8.2
Food 1.6 15.2 3.3
Chemicals 1.5 16.9 6.2
Fabricated Metals 0.8 16.0 3.9
”HHHHHHHH Furniture & Fixtures 0.7 25.4 3.8
l Plastics & Rubber 0.6 16.6 4.9
The Westu‘wm\mmu sed the fastest Primary Metals 0.6 7.6 1.4
explosion in Ce export growth in “eirEleum & Coel 0.4 5.0 88
Iy ] Clothing 0.4 29.7 5.2
recent hif ars g received a
traditional |y sma re of our exports. Source: Industry Canada compilations based on data from Statistics Canada

I and the U.S. Dept. of Commerce

P-17




...0OIl and Autos remain among our top exports...

Exports to the West reflect the
structure of the Western Canadian
economy, with oil & gas exports
occupying arelatively important share.

But computers are among our top 5
exports, as are aerospace exports.

Canada is showing strong and
noticeable growth in many niche areas
— clothing, electric lighting etc. — with
exporters benefitting from improved
U.S. access since 1989, and strong
consumer demand in recent years.

‘wu\HHHHHHHHHH
Oil and motc cles are big

exp )

Our exports to the West by e

Average Annual
Top 5 export Exports, Growth, %

sub-activity 1998 $ Billion Ii;(gg;tg

Crude Oil & Natural Gas

Motor Vehicles

Office, Store & Business Machines
Aircraft & Aircraft Parts

Pulp & Paper

Fastest growing export sub-activities

Value
1998, $ Million

Broad Knitted Fabrics

Boatbuilding & Repair 39.6%

Electric Lighting 36.3%

Concrete Products 36.2%

Wooden Box & Pallet 34.6%

Source: Industry Canada compilations based on data from Statistics Canada

P-18




..but the West's bright future centers on high-tech markets...

Annual growth,
2000-04

3.8% 4.0%

Mldwesl’m West \*
Northdast South

Average Annual Growth

markets - - -

bv growth Demand, 1999 Forecast
(by g ) US$ Billion 1989-99 2000-04

The West's strong market forecast
reflects growing demand for
Electronic Components, Computers,
Business Services and

Pharmaceuticals. Electronic Components 8.8
Computer & Office Equipment 7.1
Business & Prof. Services 6.9
Our current exports are concentrated Pharmaceutical, Cleansers & Toiletries 6.8
Primary Nonferrous Metals 57

in the low-knowledge sectors which
comprise only a small share of the Next 5

. ' a Audio, Video & Commun. Equip. 5.6
region's burgeoning market. Furniture & Fixtures s
Aircraft & Parts 4.8

Electrical Industrial Equip. 45

Fabricated Metal Products 45

Regional markets and forecast growth

T USS$ Billion, 1999 and Annual Growth 2000-04 Markets associated with
The West awm i peing built on a Select high-knowledge key Canadian exports:
hat, in addition to markets: 437 A”é?ls&&ggts
\ ; Electronic Components 137
the type of e H‘?W\w presently de_llver, Computer & Offioe Equi. \F/‘vaop?j‘
requires even gr mounts of higher Business & Prof. Services | | $2,239
kn owled‘#w\\\ and services. PharmacguTt(ljcifelt.riCeI:ansers Expected Growth: 3.8%
- . Primary Nonferrous Metals Other
DRI provides mark_et information on 55 Groups and 246 Sectors. Expected Growth: 7.1% Expected Growth: 45% [ p_1g
The above market information comes from Group data. We focus
on non-banking Groups in which there is likely considerable trade. * Ranked by forecast growth rate from 2000-04.

Source: Industry Canada compilations based on data from DRI



...and leading-edge equipment for a modern supereconomy...

Il

Average Annual Growth

! Demand Demand Imports
Key ol - & »
"submarkets" 1999 1989.99  Forecast
US$ Billion ) 2000-04  2000-04
Computer Proc. & Software 61.0 12.8 8.8 11.7
Markets for computer software, otor Vehicles oo 1 e 40 3
semi-conductors and management Trucking & Courier Services 39.5 6.6 3.0 37
. . . Management & Consulting  28.9 8.6 7.8 7.8
services are expected to increase in Semiconductors 26.8 175 10.4 13.8
importance.
Growth
As demand for these goods and Fastest growing "submarkets” pemand | ga
. . . . - 1999,
services increases, firms will have to LSRN, uss Billion | 200004

look beyond the U.S. suppliers,
creating opportunities for Canadian

. . . 10.4%
and foreign industries.

Semiconductors

Computer Processing

0,
& Software e

Pharmaceuticals -7.8%
I | Management & Consulting -7.8%
Computer SW‘WW emiconductor
iyl !
I an qumm Ml Electronic Computers - 7.8%
considerably i

Note: Submarkets of at least US$ 5 Billion

Source: Industry Canada compilations based on data from DRI

DRI provides market information on 55 Groups and 246 Sectors. The

above "submarket" information comes from Sector data. We focus on P-20
non-banking Sectors in which there is likely considerable trade.




...that will lead to interesting opportunities throughout the West

Traditional

b d Average Annual Growth
Sman Demand Imports [EGHTS

‘ w (‘ Presence

1999  1gg9.99 FoOrecast

Average Annual Growth
Demand Imports oIS
( Presence

Demand

.‘ ﬁrecast (‘

00- 1999 " =
us$e 2000-04 2000-04 Usse 198990 oi00s  2000-04

59.1 4.7 4.0 5.3 Motor Vehicles :
8.8 0.7 5.3 8.1 Crude Petroleum & Natural Gas Apparel from Purch. Material 23.2 5.0 3.8 5.8
292 06 4.2 7.2 Petro Refining & Related Prods Toys & Sporting Goods 6.7 73 57 64
8.0 6.3 48 76 Concrete & Gypsum Ho_usehold Fur_nlture 6.7 4.6 4.6 8.9 °
57 03 6.3 76 AR Toilet Preparations 5.0 3.9 4.4 6.8 O
Value-added Traditional New & Emerging
Non-Alcoholic Beverages o o
Agri/Forest/Fish. Services Printing & Publishing ** 40.8 4.6 3.3 6.7 ©
Paperboard Containers/Boxes Compute!'s & Periph_eral Equip 40.8 10.6 7.1 7.7 e
Communication Equipment 18.6 8.4 6.3 98 e
4
DRI provides market information on 55 Groups and 246 Sectors. The Please see Slide M-3 for descriptions of
above "submarket" information comes from Sector data. We focus on  Traditional, Value-added Traditional, Niche
non-banking Sectors in which there is likely considerable trade. and New & Emerging
Our Presence*
® High ® Above Avg © Average OLow
Only national info available, see slides M-17
* The benchmark value is the share of total Canadian exports in total U.S. market demand (1.5%). P-21

** Reflect new developments in financial and media industries
Source: Industry Canada compilations based on data from DRI




For Further Information

We welcome your questions, comments and suggestions? You can reach us by ...

sending us a letter: Serge Nadeau
Director General
Micro-Economic Policy Analysis
Industry Canada
235 Queen Street
Ottawa, Ontario K1A OH5

e-mailing: nadeau.serge@ic.gc.ca
phoning: (613) 954-3487
or faxing us at: (613) 941-3859

The Micro-Economic Monitor is prepared on a quarterly basis by the Micro-Economic Analysis Directorate
of Industry Canada. The Monitor provides a quick and easy-to-read update on Canada's economic
performance. It also provides topical in-depth reports on current economic issues from a micro-economic
perspective.

The current analysis update was prepared by Marianne Blais, Julie Dubois, Joseph Macaluso,
Alison McDermott, and Karen Smith, under the direction of Shane Williamson.

This quarter's feature was prepared by Gary Sawchuk from Strategic Initiatives with Nigel Marshman and

Cemile Sancak from the Strategic Investment Analysis Directorate — with a lot of help from a lot of friends.

Special thanks to Aaron Sydor and Ash Ahmad from Strategic Investment; Alison McDermott, Wulong Gu
and Lori Whewell from the Micro-Economic Analysis Directorate; Dave Dupuis, now at Consumer Affairs
and André Patry, now at International Cooperation; and Ram Acharya. Al Streuber from the Prairies and
NWT Office and Mostafa Askari from the Department of Finance provided helpful comments.

ISSN 1206-260X

Presentation / data assistance was provided by Caroline Farmer and Karen Smith.
Translation by Lucie Larocque. Gary Sawchuk is the General Editor
of Special Features in the Micro-Economic Monitor. @7

pP-22




