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The value of BC origin exports is up
9% in the first four months of 2003
compared to the same period last year.
Prices for energy commodities con-
tinue to fuel the export growth. The
value of natural gas exports has sky-
rocketed compared to the January to
April period of 2002, increasing 209%.
The value of electricity transmissions
has jumped 113% year-to-date.

The combined effects of the softwood
lumber dispute, low prices and a rising
Canadian dollar are seriously hurting
softwood lumber exports. Year-to-date
softwood lumber exports to the US are
36% lower compared to the first four
months of 2002. In April, the implicit
price of softwood lumber exported
from BC (i.e.,, value divided by quan-
tity) was at its lowest point since Octo-
ber 1992. Much of this is due to over-
supply, which is a result of Canadian
companies running near full capacity
in an effort to bring down costs to
mitigate against the duties payable to
the United States.

So far this year (to April), the value of
mineral product exports has risen al-
most 14% compared to 2002. Un-
wrought aluminum shipments are up
16%, exports of copper ores and con-
centrates have jumped 30% and inter-
national sales of molybdenum ores and
concentrates have increased 98%.

Exports to the Pacific Rim have risen
20% year-to-date. Increases in Japan

(+11%), Taiwan (+76%), South Korea
(+27%) and China (+50%) have led the
way. The value of exports to the Euro-
pean Union has fallen 3% year-to-date
as shipments to the United Kingdom
(-10%) and Germany (-18%) have
dropped off.

In May, the discovery of bovine
spongiform encephalopathy (more
commonly known as “mad cow dis-
ease”) in a cow in Alberta prompted
the United States to ban all imports of
Canadian bovine and ruminant animal
products. Total exports of live animals
and meat products from BC fitting this
description were approximately $122.4
million in 2002. This represents 0.5% of
the value of all BC exports for the year.

High prices for energy products continue to drive

growth in the value of BC origin exports
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Exports and the Rising Dollar

The rapid appreciation of the Canadian dollar against its
American counterpart has sparked concern for Canadian
exporters. The rising dollar is a worry for exporters because: (a)
where goods are priced in American dollars, it means the
Canadian producers are receiving less for their goods when the
revenue is converted to Canadian currency; and (b) where goods
and services are priced in Canadian dollars, Canadian goods and
services are more expensive to American buyers, so demand for
goods and services from BC and the rest of Canada may fall,
which could result in a significant decline in exports.
Approximately 68% of BC origin goods exports and 87% of all
Canadian commodity exports were shipped to the United States in
2002, which demonstrates the importance of that market.

The rapid appreciation of the Canadian dollar is
causing concern for exporters

Canadian $ valued in US $

0.75

While it is true that a higher-valued Canadian dollar will
negatively affect the revenue of Canadian exporters, this does not
necessarily mean that it will have a detrimental effect on their
bottom line. Whether or not an exporter’s net income is affected
by the rising dollar depends on more than just its revenue stream.
For example, it was recently reported that the sudden increase in
the Canadian dollar has been a windfall for some BC forest
companies.! The reason is that they have significant debt
denominated in US dollars. This means that in the same way that
American consumers have to pay more for Canadian products
because it takes more American currency to buy Canadian dollars,
these companies have to pay less in debt charges because it takes
fewer Canadian dollars to buy American currency.

! For example, see “Rising loonie helps debt but will hurt lumber,” Van-
couver Sun, May 8, 2003, p. F3.

In 2002, the US was the
destination for 68% of
BC’s commodity exports
and 87% of Canada’s

The rapid rise in the
Canadian dollar from
about 63 cents US in
January to over 73 cents
in just four months has
exporters worried

Those exporters with
US-denominated debt
may actually be benefit-
ing from a higher Cana-
dian dollar
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Another possible benefit of the appreciating dollar is in terms of
lowering the cost of production. In cases where manufacturing
firms import significant amounts of the material inputs to their
products, or machinery and equipment used in production, the
cost savings from these inputs could at least partially offset the
reduction in sales revenue.

Unfortunately, in British Columbia, much of what is exported is
based on resource materials extracted within the province or is in
the form of services, such as tourism. For these exports there is
very little, if any, input material that is imported from elsewhere.
For these exporters, unless they hold US-denominated debt, the
rising dollar is problematic.

The service sector is possibly the most susceptible to severe fluc-
tuations in the dollar. One example of a service sector that has
benefited from a low Canadian dollar is the film industry. The
price advantage afforded American filmmakers due to the favour-
able exchange rate has resulted in Canadian locations, particularly
in BC and Ontario, attracting major film projects that may have
otherwise been filmed in the United States, or in the case of some
smaller budget projects, not been filmed at all. The strong growth
in these so-called “runaway” productions has raised the ire of
many of those working in the American film industry that believe
American jobs are being exported to Canada.2 The rising dollar
may threaten some of this production in Canada, although it will
likely have to appreciate considerably further to cause significant
harm to the Canadian industry, particularly since the currencies of

Other currencies are appreciating
against the US dollar as well

Currency Valued in US$

Australian Dollar

New Zealand Dollar

2 For some background on this issue, see the article ‘Is “Runaway” Film
Production in Canada Harming the U.S. Industry?’ in the February 2002 is-
sue of Exports.

Exporters with significant
material inputs imported
from the US may
achieve cost of produc-
tion savings that will at
least partially offset re-
duced sales revenues

The Canadian dollar is
not the only currency
appreciating against the
US dollar
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countries such as Australia and New Zealand, which are among
Canada’s main competitors in the film sector, are also appreciat-
ing against the US dollar. Other benefits of filming in Canada,
such as qualified film crews, tax incentives, unique locations,
common language and proximity to American post-production
facilities should maintain the Canadian film industry’s viability
regardless of fluctuations in the exchange rate.

Tourism is another service sector that could suffer poorer earn-
ings as a result of the rising dollar. After the terrorist attacks of
9/11 revenues from many tourism-related industries, particularly
air travel, took a significant hit. For Canadian tourist destinations,
the low Canadian dollar, combined with the relative proximity to
the United States, helped attract many of those US tourists that
had become reluctant to travel long distances. Perhaps even more
importantly, the exchange rate convinced many Canadians to stay
at home and travel within their own country. As the Canadian
dollar rises and the spectre of terrorism begins to fade in people’s
minds, Canada could lose some of its lustre as a tourist destina-
tion for both Americans and Canadians alike and this could hurt
tourism revenues.

There is some statistical evidence to support the idea that trade in
services is more closely tied to fluctuations in the exchange rate.
Based on a simple statistical regression of British Columbia service
exports in constant dollars (i.e., removing the effects of inflation
and exchange rates) against the exchange rate and a simple time
trend, the exchange rate was shown to be a significant determi-
nant of volume of service exports. On the other hand, for trade in
goods, for BC, the exchange rate was not a significant determinant
of export volumes.3

This does not necessarily imply that the exchange rate has no ef-
fect on BC commodity export volumes. It could mean that the
general growth trend in exports dwarfed any exchange rate ef-
fects, or that the significance for some goods is concealed in the
aggregate. For commodities like natural gas and electricity, for
example, the exchange rate is unlikely to effect demand. Sales of
these energy products are limited more by supply than demand.
On the other hand, sales of machinery and equipment, for which
there are more likely to be substitutes within the United States, are
much more susceptible to exchange rate effects.

3 The regression using annual exports of services from BC from 1961 to
2002 had an adjusted R-squared of 90% and t-values of -2.4 for the ex-
change rate variable (in $US) and 7.4 for the time trend variable. For
goods exports, the R-squared was 96%, with t-values of -0.4 for the ex-
change rate and 14.8 for the trend variable.

The tourism sector and
other services could be
hurt by a higher dollar

Regression equations:

SE =4904 — 5092 * ER+ 147 * T
GE=5990 - 1587 * ER + 593 * T

Where SE=Services Exports,
GE=Goods Exports, ER=Exchange
Rate, T=Time Trend

(See footnote for statistics)
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Exports of both goods and services have grown steadily over the
last few decades, but it is likely that only a portion
of that growth was due to the falling dollar
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In the case of most resource products, prices are in American dol-
lars, which means the changing exchange rate should not influ-
ence demand, but could have an effect on whether or not the
supplier can afford to sell at that price. For instance, if a Canadian
company has higher production costs than an American competi-
tor, a low-valued Canadian dollar could still allow it to sell at the
market rate (assuming most of its costs, such as labour and capital
inputs, are in Canadian dollars). However, if the dollar appreci-
ates enough, at some point the higher production costs will not be
cancelled out by the exchange rate difference and the Canadian
company will find itself in a situation where it can no longer af-
ford to compete with the more efficient competitor.

For most resource sectors, rising commodity prices will help offset
the higher Canadian dollar, at least to some extent, but for lumber
producers it is a different story. The rising dollar combined with
the ongoing dispute with the United States is creating a double
whammy for British Columbia’s lumber producers, or perhaps
even a triple whammy. The higher value for the Canadian dollar
means Canadian exporters are already taking a hit, because with
their goods priced in US dollars, they are getting less when it is
converted to Canadian currency. On top of that they have to pay a
27% duty on shipments to the US. To make matters even worse,
Canadian mills have been trying to operate at full capacity to re-
duce costs in order to continue running in the face of these sub-
stantial duties, but this has resulted in an oversupply of wood on
the market. Consequently, prices for lumber have fallen and are
not likely to rise unless the excess supply is used up.

There has been strong
growth in goods and
services exports over the
last 40 years, but the
value of the Canadian
dollar is likely responsi-
ble for only a small por-
tion of that growth

The rising dollar is exac-
erbating problems
caused by the softwood
lumber dispute
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While it is beyond the scope of this report to determine with any
precision the effect that the exchange rate has had on exports of
goods and services from BC, it is likely that the overall effect is
reasonably small and transitory, although for some industries, the
effect may be significant. Service-producing industries, like tour-
ism, may be more prone to suffering from a higher valued dollar
and some goods-producing industries may be more affected than
others. However, there are other factors, such as commodity
prices, tariffs, global economic conditions, and so on that are likely
far more important in terms of their effect on BC exports and BC
exporters.

In fact, there may be some disadvantages to exporters to having a
low Canadian dollar. For example, when the dollar is low it is
more expensive to import new cutting-edge technologies. This,
combined with an “exchange rate subsidy,” in effect, may cause
Canadian companies to become complacent, allowing productiv-
ity to decline and investment in new capital to lag. The higher Ca-
nadian dollar may push these companies to become more efficient
and accelerate investment in new technologies.

A higher value for the Canadian dollar may not in itself be a
threat to the viability of Canadian exporters, but rather, it is the
rate of appreciation that is causing problems. The rapid rise is not
giving Canadian companies the time to adjust. If the rise occurred
at a slower pace, Canadian exporters could make the necessary
capital improvements and still maintain profitability.

There are some disad-
vantages to a low Cana-
dian dollar for exporters
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Recent Feature Articles in British Columbia Origin Exports Release
Listed By Statistical Reference Date of Issue

Exports and the Rising Dollar
(released June 2003)

Canada Talks Trade With Turkey
(released May 2003)

Rising Log Exports Fuel Controversy
(released April 2003)

Review and Outlook for BC Exports
(released March 2003)

Team Canada Returns to Europe
(released February 2003)

Canada Courts the European Union for
Freer Trade
(released January 2003)

Lumber Battle Takes an Unexpected
Turn
(released December 2002)

Canada Looking to Shed Light on Trade
With the Dark Continent
(released November 2002)

Canada’s Share of US Softwood Lumber
Market Slipping
(released October 2002)

FTAA: Free Trade for the Western Hemi-
sphere?
(released September 2002)

The Changing Face of BC Exports
(released August 2002)

Japan’s Economic Woes Translate to
Reduced Trade for BC
(released July 2002)

Team Canada Promotes Trade With
Mexico
(released June 2002)

Chile Warms Up to Trade With Canada
(released May 2002)

The Threat of American Protectionism
(released April 2002)

02-01

01-12

01-11

01-10

01-09

01-08

01-07

01-06

01-05

01-04

01-03

01-02

01-01

00-12

00-11

00-10

Canada Seeks to Increase Trade With
India
(released March 2002)

Is “Runaway” Film Production in Canada
Harming the U.S. Industry?
(released February 2002)

Team Canada Scouts Russia and
Germany for New Trade Ties
(released January 2002)

Exploring China as a Market for BC’s
Wood Products
(released December 2001)

Is Trade Threatened by Security?
(released November 2001)

Thirst for Energy Powers British Colum-
bia’s Exports
(released October 2001)

International Trade in High Technology
Goods and Services
(released September 2001)

Interprovincial and International Trade in
Goods and Services
(released August 2001)

Buy Low, Sell High: Trade in Electricity
(released July 2001)

Attack of the Canadian Tomatoes
(released June 2001)

The Softwood Lumber Dispute
(released May 2001)

(no article)
(no article)
(no article)

After Much Economic Diversification,
B.C. Exports Are Still Mainly Resource
Based (released January 2000)

Ambitious Western Hemisphere Trade
Agreement Could Help Shape Canadian
Trade In New Decade (released Dec. 2000)
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NOTES

Countries Included Within World
Regions:

(1) Western Europe: United Kingdom,
Ireland, Austria, Belgium, Denmark,
Finland, France, Germany, Greece,
Iceland, Italy, Luxembourg,
Netherlands, Norway, Portugal, Spain,
Sweden, Switzerland.

(2) Eastern Europe: other Europe,
including all of Russia, Georgia,
Kazakhstan, Kyrgyzstan, Moldova, etc.
(3) South East Asia: Malaysia, Brunei
Darussalam, Singapore, Myanmar,
Kampuchea, Laos, Indonesia,
Philippines, Thailand, Vietnam.

(4) Africa: continental Africa, excluding
Ethiopia, Libya, Somalia, Sudan, Egypt.
(5) South America: continental South
America from Colombia and Venezuela
south to Chile and Argentina, including
offshore islands, but not Caribbean.

(6) Central America and Caribbean:
from Guatemala and Belize to Panama,
plus Caribbean Islands.

(7) Pacific Rim (including Japan):
Japan, Hong Kong, Malaysia, Brunei
Darussalam, Singapore, Laos, Mongolia,
China, Indonesia, North Korea, South
Korea, Philippines, Macau, Taiwan,
Thailand, Vietnam, Australia, Fiji, New
Zealand.

(8) Pacific Rim: as above, but excluding
Japan.

(9) Middle East: from Turkey and Iran
south through the Arabian Peninsula.
Excluding Afghanistan and Pakistan,
but including Cyprus, Ethiopia, Egypt,
Somalia, Sudan and Libya.

‘Selected Value-added Wood Products’
category includes prefabricated houses,
doors, windows, furniture, moulding,
siding, etc. It does not include panel

products, shakes, shingles or any pulp
and paper products.

Revisions

Statistics Canada revises trade data for
the previous three data years with re-
lease of the December data. The revision
number is indicated in the footer of the
tables (e.g., Rev 1 is the first annual revi-
sion, etc., and Prelim indicates it is the
first release of data to December for that
year). In addition to annual revisions,
Statistics Canada revises the data for the
previous data year every quarter (indi-
cated in the footer by Rev Q1, etc).

Service Offered for Detailed Trade Sta-
tistics

For B.C. government statistics users re-
quiring more detailed information on
exports or imports, a special report ser-
vice is offered through the address be-
low:

Dan Schrier - Trade Statistics
BC STATS

P.O. Box 9410 Stn Prov Govt
Victoria, B.C.

V8W 9V1

(250) 387-0376

This service is provided through the
Trade Research and Inquiry Package
(TRIP) computer reporting system. TRIP
offers user-defined tabulations of export
or import statistics for British Columbia,
Canada, the United States and other
countries. Tabulations can include in-
formation on commodities, countries,
U.S. states, years, months, mode of
transport, etc.
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