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Overview




The economy remains hesitant...

The economy continued its slow pace of growth in the second quarter.

Real GDP increased only 1.3% (annual basis) -- which is well below the 2.0%
anticipated by most forecasters.

Highlights:

- merchandise exports rebounded from the first quarter -- which contributed to
Canada's first current account surplus in twelve years; and

- residential construction increased strongly for the second straight quarter.

However:

consumer demand was flat;

- investment in machinery and equipment (M&E) declined -- after three years of
strong growth;

- non-residential construction continued to be weak; and

- non-farm business inventories were reduced substantially.



...leaving prospects for the rest of the year mixed.

There are few strong indications that the economy is gathering steam.

- A revival in consumer demand is key to stronger growth, but this will not
occur without solid employment gains in the next few months.

- The reduction in inventories may provide a boost to future production, should
firms decide to rebuild their stocks -- although it may reflect that business has
given up waiting for consumer demand to pick-up.

- Trade is a bright spot -- although there is some concern that the U.S. economy
may be slowing down.

- Residential construction is another bright spot in the economy, as the effects
of lower mortgage rates takes hold -- high residential construction could spark
an upturn in consumer demand, by increasing household spending on durables
such as furniture and appliances.
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Real Economic Activity



Output increases modestly in the second quarter...

Growth in the first half of the year was quite
weak:

- The economy expanded by only 1.3%
(annual basis) in the second quarter,
showing no improvement over the first
quarter's slow rate of growth.

The second-quarter growth was less strong
than most private-sector forecasters had
anticipated.

Real GDP Growth

% SAAR

-1.8
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95 | 96 |

Source: Statistics Canada
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...held back by weak consumer demand...

Consumer spending was virtually flat in
the second quarter, following a strong first
quarter.

Despite lower interest rates, rising job
uncertainty has hindered a resurgence in
consumer demand.

Real Consumer Expenditure Growth

5.1
% Change, SAAR

-1.6

90 91 92 93 94 95

Source: Statistics Canada
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...an unanticipated decline in investment in M&E...

There was a substantial drop in investment in
M&E in the first quarter.

- M&E has been a major source of strength
over the past three years.

- The decline was most pronounced in
industrial machinery and office machines.

Real Machinery & Equipment Investment

% Change, SAAR
22.7

20.7
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Source: Statistics Canada
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...and continuing weakness in non-residential construction

Real Non-residential Construction Growth

% Change, SAAR
Non-residential construction has
been very weak since the beginning
of 1995.

6.1

There are few prospects for a
rebound in this sector in the near
term.

-21.6
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| 95 | 96 |

Source: Statistics Canada
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On a positive note, exports are up strongly...

The trade sector was the economy's main
source of strength in the second quarter.

- Exports increased 6.5% (annual basis),
more than offsetting a decline in the
first quarter.

- The real merchandise trade balance
reached $17.0 billion, the highest since
1985.

Exports of Goods and Services

$1986 billion, SAAR
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...and residential construction continues its rebound

Real Residential Construction Growth

Following three difficult years, the 27.4
housing sector is finally showing signs
of taking off in 1996. % Change, SAAR

. . . 7.9
- The recovery in residential

iInvestment that began in the first
guarter picked up further momentum
in the second quarter.

- The August reduction in mortgage
rates should provide a further boost
to this sector in the last half of 1996.

-24.0
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Source: Statistics Canada
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The inventory liquidation may bode well for future production

Businesses undertook a substantial
reduction in their inventories in the second
guarter.

- This inventory liquidation, the first in two
and a half years, subtracted 3.0% from
output growth in the second quarter.

- However, this may set the stage for
higher production in subsequent quarters
if stocks are rebuilt.

Investment in Business Inventories

: $1986 billion, SAAR
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Source: Statistics Canada
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Income Side



Labour income rises...

Labour income posted a modest
increase in the second quarter, but this
was not enough to boost consumer
spending.

- Much of the increase was due to
the settling of the public-sector
strike in Ontario and an auto strike
in the U.S. (which forced some
layoffs in GM's Canadian
operations.)

Disposable income rose only 0.4%
(annual rate) due to higher personal
income taxes.

Labour Income Growth

% Change SAAR

90 91 92 93 94 95 1 2 3 4 1 2

Source: Statistics Canada
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...while corporate profits continue to fall

Ratio of Corporate Profits* to GDP

%
16

- This was the fifth consecutive decline in 12

corporate profits. /,/VV\_/A\ Q2: 7.2%
: : : 8 /\\4~
- Falling profits may be one reason behind \/ N\
lower business investment in the second
quarter.

81 83 8 8 89 91 93 9596

Corporate profits declined further in the second
qguarter.

* Before taxes
Source: Statistics Canada
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Price Movements



Inflation remains very low...

The year-over-year rate of inflation fell
to 1.2% in July, down from 1.4% in
June. July's increase was:

-the lowest annual increase since
January 1995, and

- the eighth consecutive month that
inflation has been in the lower half
of the Bank of Canada's target

range.

Excluding the volatile food and energy
components, CPIl inflation was 1.4% in

July.

Canada's inflation rate remains one of
the lowest in the G-7.

Consumer Price Index

Year-Over-Year % Change

L1 Impact of cigarette tax reduction

9192939495 A S ONDJFMAMIJIJ
| 95 | 96

Source: Statistics Canada & Bank of Canada

Bank of
Canada
Target
Range:
'95-98
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...thanks in part to lower mortgage interest charges

On a year-over-year basis, the most
significant price increases in July
were for:

* new vehicles

* meat (other than beef)
e travel services

» telephone services

e rental accommodation

Major declines were registered for:
* mortgage interest charges

* new house prices
» fresh vegetables and beef

Components of CPI: July/96

Year-Over-Year Price Change

Rec/Read/Education
Transportation
Household/Furniture
Tobacco/Alcohol
CPI, All-ltems

Food
Health/Personal Care
Shelter
Clothing/Footwear -0.5

Source: Statistics Canada
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Producer price increases are moderating...

Growth in producer prices has been
trending down over the past 18 months.

Prices of intermediate goods actually
fell in the second quarter of 1996, while
price increases for finished goods
continued to be moderate.

Raw materials prices rose in the
second quarter of 1996, however.

The medium-term outlook is for
continuing softness in producer prices,
due to weak demand, both on the
domestic front and internationally.

Price Chain - 1995/96

Year-Over-Year % Change

14
|2.3

Intermediate Goods 1.5
-1.0

Raw Materials|-1.0

7.4

Finished Goods 2.2

5.9
Producer Prices 1.7

(mQ4/95 CIQL/96 EQ2/96 )

Source: Statistics Canada
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... as capacity utilization continues to decline

The capacity utilization rate declined
slightly in the first quarter to 82.8%.

Capacity utilization is now three
percentage points below its recent peak at
the beginning of 1995.

- Sluggish demand, plus heavy
investment in high-tech plant and
equipment has increased productive
capacity and created room for
non-inflationary growth.

Capacity Utilization Rate
Total Non-farm Goods

%
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Employment growth stalls...

After falling 56,000 in June, employment
rebounded somewhat in July (+19,000).

So far in 1996, employment has increased by
71,000.

Since March, total employment has fallen by
9,000:
- while full-time employment is up 25,000,
part-time employment has fallen 34,000.

Employment in the goods-producing industries
is up 26,000 in the past four months.*

- Manufacturing is up (+54,000)

- Construction is down (-24,000)

Jobs in the service sector are down 49,000 over
the same period.*

- Trade is down (-31,000)

- Public Administration is down (-6,000)

* Note: Figures on job creation in Goods Production and in Services
do not sum to 9,000 since they are gathered on adifferent
basis.

Job Creation in 1996

- Month-to-Month Change (Thousand), SA

Jan Feb Mar Apr May June July

mFull-Time @Part-Time

Source: Statistics Canada
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...and the unemployment rate rises...

Substantial job losses in June led to a
sharply higher unemployment rate, from
which we have only partially recovered in
July.

- The national unemployment rate reached
10.0% in June, its highest level since
October 1994.

- It slightly improved to 9.8% in July.

The Quebec and New Brunswick economies
have been particularly hard-hit.

- Since March, Quebec's unemployment
rate has increased by 1.5 percentage
points, reflecting the loss of 71,000 jobs.

- Over the same period, New Brunswick's
unemployment rate increased by 1.4
percentage points.

Unemployment Rate: July/96

%, SA

18.6

Nfld PEI Que NS NB Cda Ont BC ManSask Alta

Source: Statistics Canada
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...despite the private sector creating many jobs

The private sector continues to create jobs.
However, government downsizing has resulted
in significant job losses in the public sector,
which has offset some of these gains.

- Since April, private-sector employment has
increased 56,000.

- Over this same period, employment in the
public sector has fallen 65,000.

Employment: Private vs. Public

Sl Thousands Private-sector S
employment
(left scale)
11500 - - 2250
11400 - - 2200
11300 - 2150
11200 - Public-sector _ 2100
e employment '
11100 - (r|ght Sca|e) - 2050
11000 2000
JFMAMJ JASONDIJIFMAMIJJ
95 | 96

Source: Statistics Canada
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The Canadian dollar remains firm...

The Canadian dollar has been very
stable since the beginning of the year,
trading within a narrow band around
73 U.S. cents.

The sharp improvement in Canada's
current account balance, and our low
inflation performance, bode well for
continued stability of the dollar in
coming months.

Exchange Rates

>

$C Appreciation

$US Per $C

110

QSM

G-10 Basket
(1981=100)

80

65
90 91 92

* Until the end of August
Source: Bank of Canada

93 94 9%5  96*
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..even as short-term interest rates drop well below U.S. rates

Short-term interest rates in Canada
continued to fall throughout the second
guarter and into July and August.

- The Bank of Canada has been lowering
short-term administered rates
aggressively in a bid to jump-start the
domestic economy.

The differential between Canada and U.S.
rates turned in Canada's favour late in the
first quarter, and has widened since.

By the end of August, the Canadian 90-day
corporate paper rate was 130 basis points
below the comparable U.S. rate -- the largest
gap in Canada's favour since 1980.

Short-Term Interest Rates

90 91 92 93 94 95 96+
==Canada ==U.S. [ Differential

* Until the end of August
Source: Bank of Canada, 90-day Commercial Paper,
last Wednesday in the month
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Long-term rates are also down

Long-term interest rates have been
more volatile than short-term rates,
largely reflecting the continuing
uncertainty over long-term growth
prospects in the U.S.

Canadian bond yields rose early in the
second quarter, but subsequently fell
back as indications of a slowdown in
the U.S economy emerged.

Canadian rates remain above
comparable U.S. rates, but the gap
has narrowed since the first quarter.

Long-Term Interest Rates

%

13

90 91 92 93 94 95 96*

== Canada == U.S. [l Differential
* Until the end of August

Source: Bank of Canada, Government long-term bond,

last Wednesday in the month
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Fiscal Track



Fiscal situation continues to improve

The deficit for the fiscal year 1995-96 was $24.4

Federal Deficit -- Fiscal Year

billion -- down $6.7 billion from the previous
year.

Following "end-of-year accounting”
adjustments, it is expected that the final deficit
will be just below $30 billion -- well under the
deficit target of $32.7 billion.

So far in the 1996-97 fiscal year, the deficit is
running below last year's level. This is due to
higher revenues, reduced program spending,
and lower debt-servicing charges.

Forecasters are optimistic that the 1996-97
target (of a deficit no greater than 3% of GDP)
will be easily reached.

0 $ Billion, Year-To-Date

20

Deficit Targets

O

'95-96 '96-97
Fiscal Year

EN1995-96 ER1996-97

Source: Finance Canada
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Competitiveness




Labour productivity rebounds...

Labour productivity rebounded in the
second quarter, recouping the losses
incurred in the first quarter.

- However, the first-quarter losses
arose mainly because of the strike in
the Ontario public service. Workers
on strike are still considered
employed and thus are factored into
labour productivity calculations even
though they produce no output.

Growth in Labour Productivity

% change, SAAR

1.9 20 20

93 94 95 1 2 3 4 1 2
| 95 | 96 |

Source: Statistics Canada
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...but labour costs increase

Growth in Unit Labour Cost Unit Labour Cost Comparison ($US)
Total Economy Manufacturing Sector
3.0 o Ratio: Canada/US; 1980=100 $US per $C 19
0,
0 CEZS, SAR 2.3 l Increase in Canadian Competitiveness
A 1.2
120
/ \ 1.1
100 J\\J ik
0.9
U ————
0.8
60 0.7
80 82 84 86 83 90 92 94 |1 2|
96
9 94 9% 1 2 3 4 1 2 == Manufacturing (L) EExchange Rate (R)
95 96
Source: Statistics Canada Source: DRI Canada, U.S. Dept. of Labor

On an economy-wide basis, Canada's unit labour costs increased 1.3% (annual basis) in the
second quarter, as labour income rose roughly twice as quickly as output.

Relative to the U.S., the competitive position of Canadian manufacturers improved by 0.3% in
the second quarter, despite a slight appreciation of the Canadian dollar.
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However, wage settlements remain low

Wage settlements rose 0.7% (annual
basis) in the second quarter of 1996.

- Public-sector settlements increased
0.6%, as governments continued to
hold the lid on wage increases.

- Private-sector settlements
increased 1.5%, roughly in line with
increases in the previous two
guarters.

- The highest wage settlements in the
first half of 1996 were in the
manufacturing (+2.6%) and primary
industries (+1.7%).

Wage Settlements*

Annual % change

15

05 [ |- B e i

93 94 95 3 4 1
| 95 |

(mAll mPublic DPrivate )

* By large unions (+500 membership)

Source: Human Resources Development Canada

96

2
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The current account records its first surplus since 1984...

Current Account

$ Billion, SAAR

The current account recorded a surplus
of $1.1 billion ($4.6 billion on an annual
basis) in the second quarter.

- This is the first surplus in almost 12
years.

- Rising exports have led to a steady
narrowing of the current account -40
surplus since the end of 1993. 83 8 87 8 91 93 95 123412

Source: Statistics Canada




... as the merchandise trade surplus soars

Current Account Balance Composition

$ Billion, SAAR
Q2/96

Q1/96

The merchandise trade surplus rose to an
all-time high of $40 billion (annual basis), up
almost 26% from the previous quarter.

- Exports rose 1.7%, with the largest gains in
automotive products, energy products and

machinery and equipment.
- Imports fell 1.6%, with imports of machinery 055 250
and equipment falling the most. ' '
-39 -2.9
a8 73

mm Current Account Balance mmMerchandise Trade Balance
INet Interest Payments 1 Travel Deficit I Other

Source: Statistics Canada
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Manufacturing continues to grow...

Real GDP Growth

Output in the Manufacturing sector posted a

. g % Change
small increase in the second quarter.

Natural Resources

- Production of Transportation Equipment
continued at a fast clip. Manufacturing

- Output of Electrical Products has been Transportation Equipment
falling. In recent months, there have been
cutbacks in the manufacture of office
machinery and communications
equipment.

Electrical Products

Construction

Construction registered a modest rise in the

second quarter. The increase reflects the

pick-up in residential construction. 150 100 50 00 50 100 150
E=Jun/95 - Jun/96 m@Mar/96 - Jun/96

Services

Source: Statistics Canada
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... and widespread and rapid export gains continue...

Exports remained strong across most
sectors.

- Exports of natural resource
commodities such as energy and
forestry products were up in the
second quarter.

- Manufacturing posted a modest
improvement. Automotive products
registered solid export growth while
electrical products such as office
equipment showed a decline.

Export Growth

% Change

Natural Resources
Manufacturing
Transportation Equipment 15.0

Electrical Products

Services Sector*

-10.0 -5.0 0.0 50 10.0 150 20.0
[EQ2/95-Q2/96 MQ1/96-Q2/96

*Includes Communication, Wholesale and Retail Trade.
Source: Statistics Canada
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...but jobs show a modest decline

Job Growth

Thousand (SA)

Jobs continue to increase in Manufacturing. Total (TS

But these gains were offset by falling
employment in other sectors, resulting in an  Natural Resources
overall decrease in jobs since March.

Manufacturing
Despite reporting a rise in output from one
year ago, Construction has seen its jobs Construction
declined over the same period.

1117

Services 35
Employment in Services has been relatively
robust over the last year, but retail and Government _6F35
wholesale trade took a hit in the second
quarter due in part to a sluggish domestic
economy.

-50 0 50 100 150 200
=Jul/95-Jul/96  mmMar/96-Jul/96

Source: Statistics Canada
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Manufacturing had widespread gains...

Top Five Performers in Manufacturing Bottom Five Performers in Manufacturing
Mar/96 - Jul/96 Mar/96 - Jul/96
Thousand Thousand
Food Mfg. 39.7 Beverage Mfg. -1.2H

Electrical Products Petroleum & Coal Products “0.5

Clothing Mfg. Rubber Products Ul.Z
Metal Fabricating Machinery Industries DZ.S
Transportation Equipment Pulp & Paper Mfg. D 33

40 50 -20 -10 0 10 20
Source: Statistics Canada Source: Statistics Canada

Job gains have been widespread in manufacturing since March. By and large, most
industry groupings reported increases.

Between March and July, Food Manufacturing showed strong growth (+39,700). Despite
falling output and exports, employment in Electrical Products continued to increase.

Beverage Manufacturing posted a slight decline, and some other manufacturers had
slow but still positive jobs growth.



..as did Accommodation and Commercial Services

Top Five Performers in Services Bottom Five Performers in Services
Mar/96 - Jul/96 Mar/96 - Jul/96
Thousand Thousand
q Offices of Doctors,
Accommodation 54.4 Dentists & Other

Amusement & Recreation Management Consultants

Computer Services Personal Services
Truck Transportation

Department and General Stores

Advertising Employment Agencies

0 100 20 30 40 50 60 70 30 -25 -20 -15 -10 -5 0

Source: Statistics Canada Source: Statistics Canada

Between March and July 1996, 54,400 jobs were created in Accommodation Services.
Truck transportation also showed a strong increase in hiring. All the other top
performers were in Commercial Services: Amusement & Recreational Services,
Computer Services and Advertising Services.

With the advance of summer, job losses have occurred in the offices of doctors and
dentists and by management consultants. The weak domestic economy in the first half
of the year has resulted in noticeable job loss in Personal Services and Department
Stores and General Stores.



Profits slips in most sectors...

After-Tax Profits

Total *
Profits for all major sectors were down in the
second quarter except in Construction. Hinig
. Manufacturing
Although growth and employment in the
Construction sector has been on the decline, Transportation Equipment
Construction posted a strong increase in profits

in the second quarter Electrical Products

] Construction
The same was true for Electrical Products.

Services

% Change

20.5

EQ2/95-Q2/96
24.3 mQ1/96-Q2/96

243.9

-100.0 0.0 100.0 200.0 300.0

* Non-financial sector
Source: Statistics Canada




...but investment to pick up

According to the most recent
Investment Intentions Survey, business
and government plan to invest close to
$100 billion in plant and equipment in
1996.

- Thisis a 2.2% increase from last year.

- Manufacturing and Communication
and Other Utilities are expected to
show stronger investment.

- It is noteworthy that manufacturers'
investment is expected to continue
to increase, which bodes well for the
future international competitiveness
of this sector.

Plant and Equipment
Real Investment Intentions*

% Change

Total

Natural Resources

Manufacturing 15.1

Construction

Communication
and Other Utilities

Services

Government |-

-10.0 -5.0 0.0 5.0 10.0 15.0 20.0

* 1995 preliminary actual to 1996 revised intentions
Source: Statistics Canada, July 1996
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A Regional Economic Update

This report was prepared in consultation with the
Trade and Operations Integration and Management Consulting Branch,
and the Industry Portfolio.



Introduction

The overall health of our economy is inextricably linked to the vitality of our regions. As
individual regions become more productive and more competitive, the Canadian economy as a
whole also becomes more prosperous.

In recent years, all regions have faced a wide variety of domestic and international pressures.
Increasingly intense international competition, new technologies, high youth unemployment and
continuing change has created an uncertain environment.

This feature outlines the recent pace of growth in Canada's regions. It chronicles current trends
with respect to trade and industrial structure and probes how well the regions are preparing for
future growth. Success in the future will depend on tapping more fully into the global economy,
and emerging industries. To some degree, this includes building on their traditional resource
strengths. However, it also includes embracing innovative activities associated with the new
economy.

An illustrative overview of recent, key, regional economic developments and near-term
provincial prospects is also presented.



Recent Pace of Growth
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Canada's regions are growing... Real GDP

BC 200

1985=100
180

Ontario

160

But not at similar rates. While the Prairies had,
by far, the lowest growth between 1985 and e

1990, they have enjoyed, along with B.C., Prairies .
stronger growth rates during the early 1990s. & 7777

140

............. 100

- Alberta contributed heavily to the

improvement in the Prairies' economy. e 6 o7 iR EE RN ¢

- Ontario and Quebec were struck hard by the

recession and their recoveries have been

Real GDP Growth, 1990-95
SIOW- % per year

- The Atlantic region has matched Ontario in

recent years. However, the Newfoundland
economy has actually lost ground (-2.0% on
average between 1990 and 1995). . .

Prairies Ontario Quebec Atlantic

Source: Statistics Canada



...businesses are increasing...

Business Starts/Expansion
1993-95

Economic growth has anchored an
increase in business starts.

- Business growth has been strongest
in B.C. (2.5%) and Alberta (2.8%), and

weak in Ontario. % per year
25

- Alberta's fast growth has pulled up
recent statistics for the Prairies.
There was a slight decline in
Saskatchewan.

1.5
0.9
0.4
oL —

Prairies Ontario Quebec Atlantic

- In Atlantic Canada, Newfoundland BC
also showed a slight decline.

Source: Business Register, Statistics Canada
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...consumer confidence is slowly rising...

Retail Sales

1990-95
In keeping with its higher rate of economic and 1990=100 BC
business growth, B.C.'s retail sales have also

risen more rapidly than in the other regions.

126

Prairies
Ontario

g —
Atlantic

Quebec

- In Atlantic Canada and elsewhere, where
the business picture has been less 116
buoyant, consumers spending has not
icked-up as fast.
p p 106
- Quebec and Nova Scotia showed declines in
1995. o

90 91 92 93 94 95

Source: Statistics Canada



.. and jobs are being created...

Despite significant government cut-backs
and public sector lay-offs, almost 350,000
jobs were created between 1990 and 1995:

-the number of jobs in public
administration fell by 57,384,

- but the private sector created 406,042
jobs.

However, 85% of net jobs created during
the 1990-95 period were in B.C. and
Alberta, providing further evidence that
Canada's economic and employment
centre of gravity has shifted west in recent
years.

Job Creation

1990-95
Thousands
200
150
100
O J ————)
Prairies Ontario Quebec Atlantic
M Total [@Private Sector

Source: Statistics Canada



...but job creation is still slow, especially for youth

Youth face particularly high unemployment
rates across the country, reflecting a tough
job climate in which youth have borne the
heavy incidence of weak employment
opportunities.

- This is despite the fact that today's youth
are more highly educated than previous
generations.

Unemployment Rates

1995

29

20
18 18
17
15 15 - 15
13 13 12 ul | 120 | 2
9
8 7 8 9
NA

BC Alta Sask Man Ont  Que NB

W Total EYouth (age 15-24)
Source: Statistics Canada
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So far in 1996

Economic growth has continued to edge up,
but weakly.

Over the first seven months of the year, job
creation has picked up — resulting in over
71,000 new jobs (seasonally-adjusted).*

Job openings continue to occur in the two
western-most provinces and in Ontario.

* Figures in the graph do not sum to 71,000 due to
rounding and the unavailability of employment data
for the Territories.

Job Creation
Dec. 1995-July 1996

Thousands

% Change
Annualized

Prairies Ontario

.
-17
-58

Quebec

Atlantic

Y SRy,

+4.7% +3.2% +1.7%

Source: Statistics Canada

-3.1%

-3.0%
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Provinces are focusing more on exports...

Canada is a very open economy.

Understandably, trade — both among
provinces and with other countries — is
important for individual regional
economies as well.

Rapidly rising exports in the 1990s have
underpinned regional growth.

Ontario is the most dependent on exports.
But even in Atlantic Canada, which has the
lowest ratio of exports to GDP, exports are
crucially important.

Interprovincial and International Exports
as a % of GDP

64

60

56
53
51 51 52 51
il D |:| I I
85 8 8 83 89 90 91 92 93 94

Interprovincial and International Exports
as a % of GDP, 1995

95

73

64 64 66

59 56

45 44

International

~~

Interprovincial i

BC Alta Sask Man Ont Que NB NS PE Nfld

Source: Statistics Canada



...to international markets...

In the 1990s, exports to international
markets have shown remarkable
growth — which reflects a low
Canadian dollar and competitive
production costs.

- Ontario, Alberta and Quebec had
the highest growth rates.

- Atlantic Canada had the least
rapid growth, with Nova Scotia and
Newfoundland exhibiting the lowest
rates. All the other provinces had
average growth since 1990 of at
least 6%.

International Exports
1995

Prairies

Growth
% per year, 1990-95

10.5
8.3 9.0
6.3
. ]
BC

Prairies  Ontario  Quebec  Atlantic
Source: Statistics Canada




. and to other provinces

There has also been rapid growth in
interprovincial trade.

- Since 1990, B.C. and the Atlantic
provinces (except Newfoundland) have
recorded the largest increases.

Interprovincial trade is more prevalent
between neighbouring provinces.

- International exports have recently been
growing faster than inter-provincial
exports, since domestic demand has been
so weak.

- However, research shows that the typical
province trades 22 times more with other
provinces than with U.S. states of similar
size and at similar distance.

Interprovincial Exports

1995
$52.% $ Billions
$29.6
$18.8
$11.5
I 5.0 %61 $4/0$3.6
0.6$0.8
m N T
BC Alta Sask  Man Ont Que NB NS, PEI NfId

Growth
% per year, 1990-95

2.2 1.7 I
.-I-o1

27
BC Alta Sask Man Ont Que NB NS PE Nfld

Source: Statistics Canada
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Exports have been rising faster than imports

Between 1990-95, all but three provinces
showed faster growth in total exports
(international plus inter-provincial) than
imports. These were B.C., Manitoba and
Newfoundland.

Regardless, in 1995, only two provinces ran
international trade surpluses — Alberta and
Saskatchewan.

- Exports of energy and grain products
contributed heavily to the surplus.

While Quebec and Ontario had the largest
international trade deficits, they were the only
provinces to have inter-provincial trade
surpluses.

- Ontario and Quebec have the greatest
export links to both eastern and western
Canada.

- All provinces continue to rely heavily on
imports from Ontario.

1995

Trade Balance

International

$ Millions
10,436

2 880

BC Alta Sask Man Ont Que NB

Interprovincial
$ Millions, $1986

16,443

683 . 072
-3,539

-6,752
BC Alta Sask Man Ont

Real Growth in Exports and Imports
% per year, 1990-95

BC Alta Sask Man

2,244
-

-1,017 _1 368

Que NB

Ont Que

-402 -643 . 656
-1,986
-3,415

NS PHE

NB

NS PHE

-401

NS

240

Nfld

-2,837

Nfld

PEI

Nfld

International
Exports 6.3 9.4 6.1 63
Imports 91 6.1 6.1 81
Interprovincial
Exports 35 1.5 22 17
Imports 14 i 28 2

Source: Statistics Canada

10.5
8.5

0.1
1.0

9.0
54

-0.5

0.0

6.3
5.8

44
0.2

3.2
2.8

35

-2.0

6.2
8.0

5.0
0.5
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Exports reflect industrial structure...
Key International Exports of Regions

1994
\/
Q
To alarge extent, exports reflect the
regions' industrial make-up: ¢ o
- Forest products from B.C.
- Oil and petrochemicals from Alberta Forestry @ g
Industrial* Aaricuftare Q Fishing & Agriculture
. . gricultur
- Grain and other agricultural products Energy . industriatr FO"®S
from the Prairies Industrial* ity

- Fisheries and forest products from Key Exports as a Percentage of Total Exports, 1994

i BC Forestry 61.3% Que Industrial*  28.3%

Atlantic Canada. Industrial*  18.6% Automotive  19.0%

. Alta Energy 60.4% NB Forestry 56.0%

Ontario and Quebec have larger Agriculture  13.7% Energy 29.4%
manufacturing sectors, including the Agrcultre

automotive industry, and market these SREL RGBS Gk NS &Fishing oo

goo ds in the U.S. and abroad Industrial* 28.1% Forestry 18.6%
] Agriculture

Man Agriculture  38.3% PEI & Fishing 73.0%

Industrial* 32.4% Industrial*  12.9%

Ont Automotive  47.4% Nfld Industrial*  34.7%

Industrial* 39.4% Forestry 33.4

M-5

* Includes M&E and Industrial Goods
Source: Statistics Canada



...and natural resource strengths

Rising commodity prices have played a
key role in regional economic fortunes:

- Foreign demand for metals, grain
and pulp and paper was crucial for
sustaining economic growth.

- But dependency on raw natural
resource activities will not sustain
prosperity.

Scotiabank Commodity Price Index

0Index:1984=100

130
120

110

100
91 92 93

Commodity Price Growth
% per year

1993

Crude Ol -5.9

Wheat 8.1

Pulpwood 3.1
Newsprint 6.2
Non-ferrous metals -3.0
Aluminum -0.2

95

1994

1.2
17.4
8.5
5.8
27.2
51.3

96

1995

9.4
17.5
22.8
40.8
19.6
13.2



But the regions are becoming more service-oriented...

GDP by Industry
1995

Industry activities are shifting to services
even in regions with strong
resource-footings.

- However, these services are
frequently important to the production,
distribution and marketing of goods.

While goods still dominate international
trade (70%), services play a stronger role
in interprovincial trade.

2%

Services Sector
1990-95
% Change

B services Sector
[ Natural Resources

Manufacturing
[ construction and Utilities

Source: Statistics Canada



...causing most new employment to be in services...

Employment in services has led job
creation in each province.

Since 1990, services employment has
accounted for all net job creation in
Ontario, Quebec and Atlantic Canada.
Employment in the goods sector in these
provinces has actually fallen.

- Goods employment has increased in
B.C. and the Prairies, but services has
accounted for a substantial majority of
their net new jobs.

Net Jobs Created
1990-95

Thousands
0

200

150

100
50

BC Prairies  Ontario  Quebec  Atlantic
Bl Total EServices *

* Trade; Finance, Insurance & Real Estate;
Community, Business & Personal Services.
Source: Statistics Canada



...more knowledge-based...

Industrial activities have been shifting
toward high-knowledge activities:

As aresult, skill levels in the regions have
been fast rising.

In all regions, high-knowledge industries in
goods and services areas comprise the
major source of new jobs.

- In Ontario, Quebec and the Atlantic region
there has been an actual reduction in jobs
in medium to low-knowledge activities.

Main Source of Employment Growth

1990-95
%-Change
2219
95 10.3
6.8 6.9
-5.3 ._ ._6.2 l-
17 -0.4
-3.2
BC Prairies Ontario Quebec Atlantic

mHigh-Knowledge EMedium to Low-Knowledge

Source: Statistics Canada



...and urban

The rise in services has been mirrored in
growing urbanization. As well, a high
proportion of knowledge-based jobs are
found in cities and larger centres.

Atlantic Canada lags behind the other
regions in terms of urbanization, but their
urban communities still comprise an
increasingly important component of
their economies.

Urban as Percent of Population

1991
80.4% 79.8% BB
|E F 72.1% m g
63.0%
| IO ’ F'.. -
== = II'_$|I | ] 47.7% 53.5% 53.6%
O D] 2000 el
[ ] E -
=

BC Alta Sask Man Ont Que NB NS PEI Nfld

Source: Statistics Canada
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Commercial head-offices are shifting west

Ontario is still the economic powerhouse
of Canada. There has been more rapid
business growth elsewhere, but Ontario
remains the home of just under half of all
major company headquarters in Canada
-- most of them are located in the Toronto
metropolitan area.

Vancouver and Montreal are also key
commercial centres, but Calgary
currently boasts more head offices than
anywhere else in Canada outside
Toronto.

Head Offices in 1994

o3

202

Vancuver Calgary
128 160
406
Toronto
250

* Montreal, Toronto and Vancouver areas

Source: Globe & Mail, Report on Business Top 1000, July 1996
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Pursuing larger and more global markets...

Since trade will continue to be a key driver for
future growth, businesses and provinces must
seek to further expand their markets.

- Niche product or niche-oriented companies
as well as those with alliances with foreign
companies with established links in the U.S.
and abroad hold the most long-term
potential to exploit larger markets.

- A more open North American market, and
growing opportunities in the Pacific Rim
should encourage international exports.

- A strengthening domestic market and the
continued dismantling of provincial barriers
will facilitate the expansion of interprovincial
exports.

Expanding Markets

Interprovincial and International Exports
as a % of GDP

85 86 87 88 89 90 91 92 93 94 95
Source: Statistics Canada
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..and increased investment activity...

The development and use of the best new
equipment and technologies by Canadian
firms is central to their success in
international markets.

There has been a general rise in all
provinces, and across all industries, in
M&E investment.

- PEI's sharp rise reflects construction on
the Fixed Link and Newfoundland's
increase includes Hibernia. Manitoba's
manufacturing re-tooled significantly in
the 1990s (into higher technology and to
meet ISO 9000). Business investment
has been lowest in Quebec.

Growth in M&E Investment

1990-95
% Change
AIta Sask Man Ont Que NB PEI  Nfld

Source: Statistics Canada



..Involving the use of emerging technologies...

Computer-based technologies have entered all
aspects of the manufacturing process, in all
regions — especially in larger operations.

- Ontario has the highest adoption rate.

- But the Atlantic region and the Prairies are
increasing their use at a fast rate.

In terms of technological competitiveness,
Canadian firms report themselves as faring well
against foreign competitors.

- In all categories, Ontario's use of technology
exceeds the national average.

- The Atlantic region leads in fabrication &

assembly and in inspection & communications.

- B.C. and the Prairies are very competitive in
design & engineering but lag substantially in
fabrication & assembly.

Technology Adoption
1993

Adoption Rate (shipment weighted)
3 % of Shipments

80

HeEEEE

Prairies Ontario Quebec Atlantic

No. of Technologies: m1-4 @5-9 310+

Source: J. Baldwin and D. Sabourin. Technology Adoption in Canadian
Manufacturing (1995)

Technological Competitiveness
% of establishments

o

6
4

i

2
Prairies Ontario Quebec Atlantic
EDesign & engineering
EFabrication & assembly
OInspection & communications

o

o

* Percent of establishments that rank themselves equal to or
above foreign competition.
Source: J. Baldwin and D. Sabourin. "Technology and N-3
Competitiveness in Canadian Manufacturing Establishments”
Canadian Economic Observer (May 1996)



'new wave" investments...

Competitiveness also requires innovation and
investment in high-value "soft" factors that
involve R&D and mechanisms to implement
and market new product lines.

The results to date are encouraging.

- R&D spending has been increasing in the
provinces -- although the bulk of these
expenditures continues to take place in the
central provinces of Ontario and Quebec.

R&D per Capita
1993

218
194

96 90

22

BC Prairies Ontario Quebec Atlantic

Source: Statistics Canada



...more advanced skills...

All regions have seen an acceleration in
the demand for workers with more
education and skills.

- Rising investment, in M&E and new
technologies, has put a premium on
workers' education and skills to take

adequate advantage of new technologies.

More people are pursuing studies beyond
high school. The science and engineering
field is attracting greater numbers.

- Only in Quebec does the growth in
science and engineering enrollment lag
behind that for general undergraduate
enrollment.

Full-Time Undergraduate Enrollment

Annual Growth
7.0
“

1989/90 - 1993/94
Atlantic

%

7.6
45
3.7 .
BC Ont Que

Prairies

ETotal Enrollment  ESciences and Engineering Enrollment

Note: Sciences and Engineering is composed of Agriculture and Biological
Sciences, Engineering and Applied Sciences, and Mathematics and Physical
Sciences.

Source: Statistics Canada
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...and attracting technologically-rich international investment

An important source of investment is from
foreign firms. Foreign investment is also
often a source of advanced technologies,
helping the regions to become more
innovative.

The competition for international
investment is keen.

- The U.S. is Canada's major source of
foreign investment, with most targetted
to Ontario.

Revenues of Foreign-Controlled

Businesses In Canada
1992

$ Billion

148.2

Other Countries*

United States

- ﬁ
BC

Prairies

49.0
Ont Que
* Other Countries are Germany, U.K., Japan and France.
Source: Statistics Canada and Industry Canada

8.0
(—— |
Atlantic



Embracing new economy sectors...

It's a maxim that dynamic economies must
now constantly reinvent themselves and
grow through innovation.

There has been arapid rise in new economy
sectors throughout the country:

- Electronic products — computers and
related equipment and communications
equipment — have been climbing
substantially.

- As have business services (computer and
management consultants, advertising
agencies, personal suppliers and
business professionals).

Employment Growth in New
Economy Sectors
10.2 9.4

1990-95
13.1 120
105
h . “ I
NA

Prairies Ontario Quebec Atlantic

% Change

18.8
J
BC

B Computer Services EManagement Consultants

Source: Statistics Canada



. and emerging sectors like tourism...

Tourism is becoming a significant growth sector,
that is pivotal to the well-being of many service
industries such as Accommodation & Food and
Recreation.

Tourism-related sectors have an exceptionally
young work force.

B.C. is a popular destination for tourists especially
from abroad. However, both the Atlantic region
and the Prairies have also seen a fast rise in
visitors from overseas.

Tourist Spending

1990-94
% growth per year
14.9
Prairies Atlantic

EAUS visitors
[EOverseas visitors

As a % of Regional GDP, 1994

Prairies Atlantic

Note: Based on visitors staying one or more nights. N-8

Source: Statistics Canada



...while encouraging sectors that build on current resource strengths...

Regions are also increasingly realizing they
can influence their economic destiny by

targeting and diversifying into strategic sectors
that combine new and emerging activities with lumber fo overseas

their current resource strengths:

- B.C.: value-added mining and forest
products, tourism

- Prairies: energy, agriculture, agri-food

- Atlantic: fisheries, forest products, base
metal mining

Ontario and Quebec can build on resources
and their established manufacturing base:

- Ontario: automobiles, financial

New or Emerging Activities *

forest producis-machinery,

autornated ‘manufacturing-and roboiics
paper products

panel andfibre board

geomatics
geophysical services

?etal processing
L2
oil sands /
polyethylene / wood products
specialized energy-equipment / paper converters
1 /
5 5./
3 ; /
s/ / /
4 1 3
alacie food processing /
. embryo transplants agtacdlture
subsea technologies i agficides 6 5 marine products

biofermentation 7 fish processing
seed and soil innoculants
neutraceuticals communications technology
intelligent manufacturing systems navigational equipment

systems integration

. - lectroni mmer
technology-intensive auto parts G EI DO e

and information services, forest products, base pharmaceuticals new financial|products .
personal communication services
metals imaging
: Resources Established Manufacturing
- Quebec: aerospace, agrl-food, forest pI‘OdUCtS 1[] Forestry Products 6 [] Advanced Technology and Automobiles
(newsprint and pulp & paper) 2 [ Energy 7 [ Financial and Information Services
S[J Fisheries 8 [] Aerospace

40 Prairie Agriculture
5[] Base Metals
N-9
* These activities happen actively elsewhere in Canada as well, but are examples of
endeavours that are adding value-added to resource production and traditional manufacturers.



..and creating an environment for small business to flourish

Business creation has slowed considerably
from the 1980s. Over the last few years, B.C.
has had the fastest growth in business
formation.

Small firms (employing less than 50 workers)
are particularly important employers in B.C.,
along with some of the smaller provinces,
such as Newfoundland, New Brunswick and
Manitoba.

Growth in Business Formation

% per year

iim Hnllll

BC Alta Sask Man Ont Que NB NS PElI Nfld
E83-93 [@90-93

Distribution of Employment*

by Size of Business, 1993
60%

50%

40%

30%

20%

10%

0% L
BC Alta Sask Man Ont Que NB NS PEI Nfld

m%>500 E%50-499 [1%<50
* Average Labour units.

Source: Statistics Canada and Entrepreneurship Small Business Office, Industry Canada
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Income disparities are diminishing slowly...

Over the last couple of decades, the Atlantic
region has closed some of the differences in
per capitaincome.

But differences remain.

Redistribution through federal transfers to
persons have helped.

Personal Disposable Income Per Capita
1995

$ Thousands

Portion of PDI attributable to Transfer Payments

186 /18.0 183
145 149 154 144

i“i . iiiiii“‘i .

BC Alta Sask Man Ont Que NB NS PEI Nfld

Personal Disposable Income Per Capita, 1971-95

Index relative to Canada

120

110 Ontario

100

90

80

70

71 73 75 77 79 81 83 8 87 89 91 93 95



The percentage of the population employed
in Atlantic Canada is also discernibly below
that elsewhere, as is the participation rate
(especially in Newfoundland).

- The employment rate for PEI has recently
risen as a result of work on the Fixed Link
(from 52.9% in 1993 to 56.2% in 1995).

The lack of employment opportunities is
particularly serious for young people — itis
destructive of their skills and deprives them
of productive careers.

...and differences persist in employment opportunities...

Employment Conditions
1995

Total
%
2L — Participation Rate

Employment Rate

60 %_9_@_

4

o

2

o

BC Alta Sask Man Ont Que

Participation Rate: Percentage of population (age 15+) working
or looking for work.

Employment Rate: Percentage of population (age 15+) actually
working.

Source: Statistics Canada



... Sparking inter-regional migration...

Inter-regional Migration
1990-95

Unequal employment opportunities are a
major factor in migration.

Inter-regional migration has run heavily in
favour of B.C. and Alberta.

Almost all of the people recently leaving b
Atlantic Canada have been youth.
- The particularly tough job market has
caused youth to take their skills and
energy elsewhere.
Total
BC Prairies Ontario Quebec Atlantic
223,000 -80,200 -49,900 -65,100 -26,400
Youth (Alberta: +11,700)
(% of total migrants)
18-24 19.2 12.6 3.4 17.8 77.3
18-29 35.7 29.2 26.5 30.6 93.2

Source: Statistics Canada



. and uneven population growth

Since 1990, population growth has been
fastest in B.C. and Alberta (the Prairies
excluding Alberta show a slight decline).

The migration of better-educated youth to
these growing regions has increased the
overall average level of education in these
regions.

- A smaller proportion of the population in
B.C. and Alberta have "less" than
some post-secondary education.

A problem of shrinking and slow growing
populations (e.g., Newfoundland and
Saskatchewan) is that they limit the upside
potential in consumer-sensitive industries
like residential construction, and
non-durable goods and services.

Population Growth
1990-95

Thousands

Prairies Ontario  Quebec

% Change
1990-95

+14.1% +4.8% +7.3% +4.5%

Education, 1995
100%

80%
60%
40%
20%

0%

BC Alta SaskMan Ont Que NB NS PEl Nfld
OUniversity Degree

CISome Post-Secondary (including certificate or diploma)
B Some Secondary Education (including graduation)
O - 8 Years

Source: Statistics Canada

Atlantic

O

+1.9%



Key disparities are sub-regional

Regional comparisons hide important distinctions
within regions.

- The Newfoundland economy is not as strong as
those of Nova Scotia and New Brunswick.

- In the west, Manitoba and Saskatchewan
are not as prosperous as Alberta.

All provinces have distinctly poorer areas
(e.g., Cape Breton Island, the Gaspé peninsula, and
isolated communities in the West).

- The Atlantic provinces have a higher incidence of
moderate to deep disparity.

- Quebec has the highest incidence of low income
among families -- 16.4% in 1994.

Incidence of Low Income
in the Regions

Population by Level of Disparity, * 1992

100%
80%
60%
40%
20%
0%

BC Alta Sask Man Ont Que NB NS PE Nfld

* Peméreepf Pispaliyion 104 gfinatienslaveivigions whose
AVEIRRI GBI SPEANEPBBY of national average
[CINo Disparity : >90% of national average

Incidence of Low Income Families ,* 1994
%

Prairies Ontario Quebec Atlantic

*Incidence of low income among families and unattached
individuals. Families with incomes below these limits usually
spend 54.7% or more of their income on food, shelter, and clothing.

Source: Statistics Canada
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Provinces are getting their fiscal houses in order...

Provinces have been strengthening their fiscal
capabilities.

- Ontario and Quebec are the latest to tackle
austerity measures to combat their budget
situations.

Controlling spending and maintaining
revenues have been keys to their success.

Budgetary Balance

'
N

,
N

'
(0]

1994/95
$ Billions %
o ©O
0 [ [ —
©-
© o
Budgetary o O -
Balance (L)
As a % of
GDP (R)

-10
=il

BC Alta Sask Man Ont Que NB NS PE Nifld

Net Provincial Debt Per Capita 1995
$ Thousands

BC Alta Sask Man Ont Que NB PEI  Nfld

Credit Rating Profiles: AA+ AA A- A+ AA- A+ AA- A NA BBB+

Source: Statistics Canada, Financial Management System
Basis, March 31, 1996, and Standard & Poor's, June 1996
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..and their spending under control

Provinces have had to make sacrifices —
down-sizing their public services, priorizing
health and education expenses and keeping a
lid on program expenditures.

Interest expenses remain a continuing concern.

Provincial Expenditures
1994/95

Total Expenditure
as a % of Provincial GDP

43.7 431

I IIIII

BC Alta Sask Man Ont Que PEI  Nfld

Interest Expense
as a % of Expenditures

17.3
139 13.
10.5 111
- I I

BC Alta Sask Man Ont Que NS PEI Nfld

142 141

P-2



Federal transfers contribute to reducing regional disparities

Although provinces are becoming increasingly
more self-sufficient and self-reliant, they
continue to depend on federal transfers and
equalization payments.

- The Atlantic provinces are relatively
more dependent on equalization and other
federal transfers.

- However, other provinces receive
equalization monies (e.g., Manitoba,
Saskatchewan and Quebec).

Federal Transfers

1994/95
$ Billions %
0 50
Fed
ederal Transfers (L) © 40
6.0
o
4.0 = Federal Transfer
Payments as a % of 20
<& Provincial Revenue (R)
©
2.0
<[ © 10
0.0 0

BC Alta Sask Man Ont Que NB NS PEl Nfld

Average Federal Net Spending Per Capita, 1990-94

$3,93

$3,013 $3,118

$5,995 $5,925
> $4,201
$1,419
—_— E—

-$202 -$307

BC Alta Sask Man Ont Que NB NS PEI  Nfld

* Federal Government net spending is equal to total current

expenditures minus direct taxes (plus investment in fixed capital P-3
and inventories minus capital consumption allowances.)

Source: Statistics Canada



But responding to the challenges of the day
and the future requires new initiatives...

Governments are realizing that financial grants
and assistance are not a solution to regional
development or economic growth.

Growth is a result of a healthy economic climate
and dynamic, competitive marketplaces.

- Getting control of deficits and reducing debt are
part of gaining a healthy economic climate.

-So too, are modernizing rules and regulations
that govern the operation of the market place to
ensure they promote healthy competition and
innovation.

The federal government has new, special
initiatives in four key areas...

Four key areas:

Promoting trade...

innovation...

and helping SMEs...

and youth.



...to promote trade...

Team Canada Trade missions have helped open
markets and assist Canadian business to take
advantage of opportunities abroad.

On the home front, an International Business
Strategy aims to double the number of successful
Canadian exporters by the year 2000.

Ten Regional Trade Networks have been
set up, to better provide trade services to
especially SMEs, in concert with:

- National Sector Teams that include provincial
government and private sector representatives.

- International Business Opportunities Centres Team Canada trade missions have visited
(which provide trade leads). China, India, Pakistan, Malaysia and Latin
America, and more Team Canada
- Improved market information and intelligence missions are planned for the future.

(e.g., STRATEGIS, International Business
Information Network, WINexports)




... the further opening of domestic markets...

The Agreement on Internal Trade and federal
and provincial commitment to further
liberalize domestic trade will help expand
domestic opportunities for firms and will:

- allow more specialization and efficient
production

- permit more efficient use of resources

-result in a more dynamic and
entrepreneurial climate.

This has positive effects for innovation and

competitiveness, and allows firms to grow to

a size where they might better compete in
foreign markets.

The federal government and the
provinces are working to further
open domestic markets by
eliminating many trade barriers.




...and innovation...

New federal programs to promote the use
and development of technology include:

echnoloay Partnershi anada; ) ity Access: de onnection:
a fund that annually provides to provide access to the to employ 2,000
$250 million to lever additional Information Highway to rural students to connect
investment from the and remote communities. 50,000 businesses to the
private sector in strategic Information Highway.

technology sectors



...with a focus on SMEs and youth...

Canada Business Service Centres provide quick
and accurate information on government
programs, services and selected regulations of
interest to SMEs. The 11 Centres, one in each
province and the NWT, are the result of
cooperative arrangements between federal and
provincial governments and the private sector.

The Business Development Bank of Canada
leverages bank loans to growing
knowledge-based, export oriented SMEs.

Regional Agencies (Atlantic Canada
Opportunities Agency, Federal Office of Regional
Development (Quebec), and Western Economic
Diversification) and Industry Canada's regional
offices help SMEs by providing information,
mentoring services and assistance in securing
financing.

All regions will benefit from an up-coming Youth
Employment Strategy, and programs such as
SchoolNet, Student Connection, Technology
Partnerships Canada, Student Employment
Programs, Youth Internship Canada and

Youth Service Canada.

Business Development Bank Activities

$ Millions

158 152

Prairies Ontario Quebec Atlantic
95 @96

* Loans and guarantees authorized.

365
311
231
145 159
IIIIIII IiiIIIII
BC

The Business Development Bank of Canada

is increasing its financing of SMEs ope

rating

in knowledge-based, growth-oriented

industries and export markets.




...at the regional and community levels

A number of initiatives are promoted or
administered by Agencies and partners, with
community or local areas in mind, including:

The National Research Council with its
Industrial Research Assistance Program that
provides assistance to regional endeavours
supporting innovation, with a focus on
regional and community-based innovation.

A Federal Provincial Task Force on Science &
Technology that includes Industry Canada,
the National Research Council and Western
Economic Diversification has undertaken to
strengthen enabling technology cluster
groupings in Western Canada.

The Atlantic Canada Opportunities Agency
works with private and public sector partners
to provides a Team Atlantic approach to
strengthening the Atlantic region.

FedNor's 52 Community Futures Development
Corporations plan and coordinate community
economic development and diversification
initiatives and provide counselling services,
technical advice and high risk capital to local
SMEs.

Pulling together...

...at the community and
regional levels.
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Regional prospects...

The next two years should see improving consumer and business confidence. Regional
prospects will depend in part on the underlying buoyancy of the U.S. economy, and
whether exchange rates remain favourable and commodity prices remain high.

B.C.'s growth should remain strong and the Prairies near-term outlook stay up-beat, based
on continuing solid performances in their resource sectors.

Ontario's economy is poised to pick-up, but unless Quebec's level of business investment
improves, growth could remain weak.

Atlantic Canada's economy will likely display some short-term weakness associated with
the decline in construction related to the Fixed Link and Hibernia, but the completion of
these projects plus up-coming construction related to the up-coming Voisey's Bay and
Terra Nova projects provide the promise of improved growth for the future.

A summary of some major recent developments is provided in Annex 1.



What forecasters say...

Major private-sector forecasters see
improving economic fundamentals, but
growth of less than 2.0% for Canada in
1996.

-The four western provinces are
expected to post above-average
growth in 1996. Alberta and B.C. are
anticipated to continue out-performing
the national average in 1997.

-Forecasters also agree that Ontario's
growth will rise in 1997, and that
Quebec will show below-average
growth.

-While Atlantic Canada's economy is
expected to grow, PEI and
Newfoundland could drop from
above-average to below-average as
construction ends on Hibernia and the
Fixed Link.

Private Sector Forecasts of Real GDP Growth

Conference Board

Summer 96

96 97
BC 2.6 35
Alta 3.1 3.3
Sask 25 21
Man 2.0 25
Oont 1.6 3.0
Que 1.2 1.9
Atlantic
NB 1.8 2.6
NS 0.9 1.9
PEI 3.4 (-0.7)
Nfld (-2.4) 0.8
Canada 1.8 2.7
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In conclusion...

Although the national economy has struggled in the past year and a half, its growth projections
appear to be turning around. But focusing solely on the national scene gives an incomplete
picture.

How have individual regions fared?

Regionally, the economy performance is stronger in the West. Atlantic Canada and Quebec have
fared less well.

How are they changing to become more competitive?

All regions have come to recognize the importance of trade and investment to future growth.
Businesses across Canada have been pursuing new and broader export markets, and investing in
technology. The need for skilled workers puts an onus on investing in people, and youth in
particular.

And what are their near-term prospects?

The West should continue to put in a strong showing, and the Ontario and Atlantic region
economies should show some improvement. However, PEl and Newfoundland could see some
decline as Hibernia and Fixed Link construction ends. These overall gains should be sufficient to
push Canadian growth upward.

Federal initiatives will help firms become more competitive by promoting a pro-entrepreneurial
environment , and by providing services needed by business to undertake trade to new markets
and commit to further innovation. Creating more employment opportunities for youth —
tomorrow's workforce — is also a targetted concern.



Near-Term Prospects and Recent Developments

Annex 1

General trends: Continuation of government austerity initiatives...Improving consumer and business confidence.
Wild-cards: Underlying buoyance of the U.S. economy...Continuation of favourable exchange rates...Commodity prices remaining high.

Prospects Key Developments Recent Industrial Developments Comments
Moderation in net in-migration has reduced
US softwood lumber deal; Upgrading of forestry and pulp operations; population growth and demand for housing and
BC Stron Salmon cutbacks and cyclical mining investments, and pipeline expansion. A consumer goods.
9 downturn in stocks; new Vancouver airport terminal will aid business Export restrictions on lumber to U.S. softwood
Fishing fleet reductions. travel and tourism. market results in need to cultivate exports to other
countries.
An inventory overhang in pulp and paper has caused
reduced production in early 1996.
e ) . . . Crow's Nest elimination and Western Grain
Eg?'hat'on @ Cays e lV:aj_or Sexglop?enr:s r:zlic:lulci ii\jhetg]evrv\toﬂ(sanlc:]s Transition Payments gives incentive for more
o <, . - projéct and petrochemical INVestments (€g. . value-added food processing and production.
Prairies  Up-beat Western Grain Transition ethylene and polyethylene), pulp mill upgrades: Resource-based activities will benefit from stron
Payments; value-added agricultural activities (fertilizer plant international demand. low inventory levels and h? h
Favourable grain prices. expansions, anola crushing, meat processing). prices ’ ry 9
. The Automotive industry is undergoing plant Shift to export-driven growth most pronounced
Recovery from devastating : d d dth iallv d
_ _ manufacturing losses that expansions and upgrades and the aerospace especially for computers and autos.
Ontario  Improving " and transportation equipment industry are seeing Ontario auto assemblers continue to be
occurred in early part of the . ) ? - )
major new projects (eg. new locomotives for North American industry leaders.
1990s. e . . ;
Britain). Partial rebound in aerospace industry.
The Resource sector (mining) has been
Weak_ business investment; performing stegdlly. Key man_ufacturlng Weak business investment. Housing starts likely to
Quebec Challenged  Housing starts at 44-year developments include production of the e e N Tt
low. Washington-Boston high-speed train and P P i
Bombardier's Global Express.
gﬂﬁﬁi&?;ﬁiﬁgﬂﬁons- ;;T:cfrglr?l:r(m:i?:g?ig?]eirs]\fgsirtrt\r:r?tt (including call Limited growth is soon expected in fishing resource,
. Hibernia construction winding centres). Agri-food has seen major investment in but V0|_s,e_ys 50 Hlbern_la e_md_ _Terra Nova_prOJects
Atlantic  Vulnerable are anticipated to result in significant benefits.

down;
Fixed link construction
peaked in August;

Voisey's Bay;

Terra Nova mining;
exploration and oil field
development.

potato processing. Other important projects
include the Sable Island natural gas project, pulp
and paper mill upgrades, tourism.

Fisheries starting to recover (shellfish (snow crab)).
Continuing problems at Devco.

Fixed link could encourage tourism sector in PEI.
Dramatic increase in exploration activity (oil and gas,

east and west shores; metal mining, Voisey|sBay
Blending of provincial sales tax with federal ﬁl
1997 (NS, NB, Nfid).




Any guestions or comments?

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

(613) 992-3826
e-mailing:

nadeau.serge@ic.gc.ca

or

williamson.shane@ic.gc.ca
sending us a letter :

Director

Micro-Economic Policy Analysis
Industry Canada

235 Queen Street

Ottawa. Ontario

K1A OH5

The Micro-Economic Monitor is a quarterly report on the current state of the Canadian economy,
emphasizing areas of direct importance to Industry Canada. Each issue also provides an
in-depth feature report on atopical issue of micro-economic or sectoral importance



