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Economic Spotlight

Global Economic Developments

Summary

Recent financial turbulence linked to the U.S. housing correction has introduced a somewhat
weaker outlook for the U.S. and world economies. The weaker U.S. economic outlook,
combined with a wide current account deficit and recent U.S. interest-rate cuts, have sent the
U.S. dollar to record lows against major world currencies.

Major emerging countries, such as China, India and Russia, have taken over as leading
contributors to global growth. Strong demand in these countries is likely to continue to
support high world commodity prices and solid global economic growth. Rising exports to
China and other non-U.S. countries could partially offset the negative impact of the U.S.
slowdown on Canadian and Alberta economies.
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growth registered in 2006. Growth in the United States, Japan and Europe is expected to slow
to around 2%, due to tight financial conditions stemming from a crisis in the US housing
sector, while major emerging countries, such as China, India and Russia, have taken over as
leading contributors to global growth.
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Inflationary concerns have taken a backseat in most advanced economies because of financial
market turbulence. A slowdown in the U.S. economy has prompted interest rate cuts by the
U.S. Federal Reserve, whereas expectations of policy tightening by the Bank of England,



Bank of Japan, and European Central Bank have been rolled back. In contrast, emerging
countries, such as China and India, face more immediate inflation risks from rising food and
energy prices; and further monetary tightening may be required. This divergence in monetary
policy has further weakened the US dollar.

2. Weakening U.S. Economy
U.S. Housing Slump
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Ongoing difficulties in the housing market are expected to extend the decline in residential
investment, while higher energy prices, sluggish job growth, and weaker house prices are
likely to dampen consumer spending.

The U.S. Federal Reserve cut the federal funds rate by one quarter of percentage point (to
4.5%) on October 31, amid concerns of slowing growth, after cutting the rate by half a
percentage point in September in an attempt to stabilize financial markets. Federal Reserve
Chairman Ben Bernanke said that the housing correction is “likely to be a significant drag on
growth in the current quarter and through early next year”.
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The Canadian dollar has gained more than any other major currency against the U.S dollar, on
the strength of commaodity prices and a strong domestic economy. The U.S. interest rate cuts
have eliminated the interest-rate gap between Canada and the United States, which has further
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2. Robust Growth in Emerging Asia

Vigorous Economic Growth in China

Emerging Asia maintained exceptionally strong economic growth. China led the regional
expansion, with real GDP growing 11.5% (annualized rate) in the first half of 2007. For the
first time, China is making the largest contribution to global growth, evaluated at both market
and purchasing-power-parity exchange rates.

Inflation surged to a 10-year high of 6.5% in October and was at 6.2% in September, mainly
driven by soaring domestic food prices. Against this background, China’s central bank is
expected to increase its key interest rates for the sixth time this year in the coming months.
However, it remains unclear to what extent this policy tightening will prove effective in
cooling China’s rapid growth.

Accelerating Oil Demand in Emerging Asia
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3. Challenges and Opportunities for Canada and Alberta
Weaker US Economy



The Canadian economic outlook is clouded by the weaker U.S. economy and the financial
market turmoil. Canada is expected to grow by 2.5% in 2007 and 2.3% in 2008, down from
2.8% in 2006. Alberta is also affected by the health of the U.S. economy, with around 90% of
total energy shipments and 36% of non-energy sales going to the U.S. markets.

A Strong Canadian Dollar

The stronger Canadian dollar is likely to narrow Canada’s trade surplus, negatively impacting
exports while positively supporting imports. In particular, the manufacturing sector is under
pressure, as factory shipments slid 0.9% in September, the fifth drop in six months. The auto
sector in central Canada is weak as declines in sales of cars in the U.S. are affecting auto
exports.
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Opportunities from China’s Robust Growth

The strong growth in China has led to accelerating demand for Canadian natural resources.
Between January and July 2007, Canada's exports to China surged 43%, compared to the
same period in 2006. This was more than double the pace of Canada’s imports from China
(+17%). Also, robust demand from China has helped to propel world commodity prices to
record highs. China became Canada's second largest export market for crude oil in the first
seven months of 2007.

With the sharp gain in exports to China and other non-U.S. countries, the share of Canada's
exports to these countries rose sharply between 2002 and 2007, from 16% to 24% of total
exports. This development was well-timed, given the onset of the housing-induced slowdown
in the United States.



