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2006 another good year for BC economy

BC’s economy expands 3.6% in 2006

British Columbia’s economy grew at a
steady pace in 2006, as gross domestic
product (GDP) advanced 3.6%!, only mar-
ginally less than the 3.7% increase posted in
the previous year. This was the fifth straight
year in which the province’s economy has
grown faster than the national average.

British Columbia’s economy grows faster
than Canada’s for a fifth straight year

8.0 4 % change, GDP O Canada
($1997, chained) @ BC
7.0 4

2000 2001 2002 2003 2004 2005 2006

Data Source: Statistics Canada

Most key indicators point to strength in
the economy

The province’s solid economic growth re-
flected strength in many areas of the
economy. The number of people with jobs
expanded 3.1% during the year, more than
in any province except Alberta, where em-
ployment rose 4.8%. Job growth was well in
excess of the increase in the labour force,

T Unless otherwise indicated, all of the figures quoted in this
article are in chained (1997) dollars. The data comes from
Statistics Canada, primarily from Catalogue 13-213-PPB,
released April 25, 2007.

and British Columbia’s unemployment rate
fell to 4.8%. It is currently at a thirty-year
low, and at, or very close to, full employ-
ment.

Consumer spending was robust, with retail
sales up 6.4% and motor vehicle sales ad-
vancing 4.3%. The manufacturing sector
recovered from a downturn in 2005. The
value of mineral production increased, but
at a much slower pace than in the last few
years. Housing starts posted a solid 5.1%
gain. While this is well below the sky-high
increases seen earlier in the decade, it repre-
sents a more sustainable level of investment
in new housing.

Domestic demand continues to drive
growth

Domestic demand (consumer, business and
government spending on goods and ser-
vices, plus investment in fixed capital)
remained the main source of growth in
2006, expanding 5.6% during the year after
posting a more modest, but still healthy,
increase in 2005. Consumer spending on
goods and services rose 5.3%, driven by ro-
bust demand for durable (+8.8%) and semi-
durable (+7.8%) goods. Spending on ser-
vices was up 5.5%.

Government purchases of goods and ser-
vices picked up speed, while business
investment expanded nearly ten percent.
An additional $1.4 billion worth of goods
were added to business inventories during
the year.

In recent years, strong investment growth in
the province has been largely driven by a
booming market for new housing. Invest-

This and other releases are also available through the Internet at http://www.bcstats.gov.bc.ca Call (250) 387-0359 for details.
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ment in residential structures has been
climbing since the turn of the century, and
has nearly doubled since 2001. While last
year’s 6.6% increase was modest compared
to growth earlier in the decade, it was still a
significant factor in BC’s overall economic
performance during 2006.

Business and government investment key
sources of growth during 2006
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Despite a 9.2% increase in spending on non-
residential structures last year, BC lagged
behind most other provinces, ranking sixth
in terms of growth overall. In BC, invest-
ment by the paper, communication and
utilities, and service industries increased
significantly during 2006. The province saw
spending on machinery and equipment rise
at double-digit rates for the second year in a
row as industries that invested in new
structures also spent more money on ma-
chinery and equipment during the year.

However, government investment did not
expand as much as it had in the previous
three years, when double-digit growth rates
were recorded.

Trade deficit deepens

Although the value of exports increased
(+2.4%) during 2006, the trade deficit wors-
ened, as the demand for goods and services

produced in the province failed to keep
pace with an ever-increasing appetite for
imported products (+6.3%).

BC has always imported more from other
provinces than it exports to them, but this
has been partly offset by a healthy surplus
in international trade. In recent years, this
surplus has disappeared and last year, for
the second year in a row, BC purchased
more goods and services from other coun-
tries than it sold to them. However, there
was a modest decline in the interprovincial
trade deficit.

Internationally, the deficit is largely local-
ized in goods exports. The province
continues to export more services to other
countries than it imports from them.

External demand for BC products fails to
keep pace with import growth
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It appears likely that the international trade
deficit will persist. Although the province’s
manufacturing base has been diversifying
away from a focus on processing natural
resources, it is not able to supply British Co-
lumbians with the broad range of goods
they consume. Many of the goods used in
BC (and other provinces) can now be pro-
duced at lower cost in developing
economies which are becoming increasingly
important suppliers to consumers through-
out the world. At the same time, technology
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is making international trade in services
more feasible, since with the ease of infor-
mation transfer on the Internet, large
distances are no longer a barrier to trade in
many types of services.

Economic momentum shifting towards
the west

Growth patterns in 2006 reflect a continuing
shift of some of the country’s economic
momentum towards the west. For the sec-
ond year in a row, the three fastest-growing
provinces were all in western Canada.

Alberta, which outperformed every other
region by a wide margin, was the only
province to post faster growth than BC in
20062. This was the third year in a row in
which the red-hot Alberta economy has led
the country in terms of growth, and the
margin in 2006 was larger than it has been
in the past.

Alberta’s red-hot economy expands at

more than double the national rate
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At the same time, Ontario and Quebec both
lagged behind the national average for a
fourth straight year. These provinces con-
tinue to have a substantial influence on

2 Nunavut’'s economy expanded 5.8% but GDP growth in the
northern territories tends to be somewhat volatile. Economic
growth in both Yukon (+2.9%) and NWT (+2.0%) was slower
than in BC.

overall economic growth, but the experience
of the last few years suggests that the Ca-
nadian economy can no longer be viewed as
rising and falling completely in tandem
with the economies of central Canada.
Whether or not the growing economic in-
fluence of the west will be sustained is yet
to be seen, but for the present, it appears
that a sea change may be taking place
within the Canadian economy.

Alberta now the third-biggest economy
in the country; BC drops to fourth place

While BC’s strong growth during 2006 puts
it in a very advantageous position relative
to the rest of Canada, the province has been
overtaken by the economic juggernaut next
door. Alberta has moved up in the rankings,
surpassing BC to become the third-biggest
economy in the country.

Last year marked the first time that British
Columbia’s GDP at market prices® has been
lower than Alberta’s. Alberta’s GDP at basic
prices (a measure which excludes taxes on
products) exceeded British Columbia’s for
the first time in 1998, and since 2000, the
gap between the two economies has been
growing.

Alberta does not have a provincial sales tax,
so when a market price measure is used
(i.e., including sales taxes on products), ex-
penditures on goods or services in Alberta
tend to have a lower value than in British
Columbia. Last year, even when the sales
tax was included, total spending by con-
sumers, governments, businesses and non-
residents in BC added up to a lower figure
than in Alberta.

Alberta’s dominant oil industry is export-
oriented, and some of the difference be-
tween the two economies reflects the
importance of petroleum products* in Al-

3 Total economic growth is usually measured using GDP at
market prices, but GDP by industry is usually reported at
basic prices.

4 These figures are in chained 1997 dollars, so the effect of
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berta’s export mix. However, even when the
external sector is excluded from the calcula-
tion, it appears that a gap between the two
economies is beginning to open up.

Although BC’s population exceeds Alberta’s
by nearly a million people, total domestic
demand for goods and services in Alberta
inched ahead of BC in 2005 (the first time
this has occurred since the economic slow-
down of the early 1980s). The gap widened
last year.

Domestic demand for goods and services
in Alberta now exceeds that in BC
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Many factors have contributed to this
change, some of which have been at play for
many years, and others which are of a more
recent vintage.

Alberta businesses investing heavily in
new plant and equipment

Business investment in plant and equip-
ment explains much of the increase in final
domestic demand that has occurred in Al-
berta in recent years. Investment in BC has
been growing at a fast clip, but remains sig-
nificantly lower than in Alberta, where vast
amounts of money are being poured into
new structures and equipment. Businesses

inflationary price increases on the value of exports (and
other variables) have been factored out.

in Alberta continue to spend significantly
more in new structures than is the case in
BC, and last year, invested nearly four times
as much on new structures, and 65% more
on machinery and equipment.

Business investment in structures
has grown much more rapidly

in Alberta than in BC
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Spending on machinery and equipment
has also taken off
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In the housing sector, long dominant in BC,
the balance may also be shifting. During the
last two years, BC has ceded its place at the
front of the pack (in terms of growth) to Al-
berta, where a booming economy is fuelling
increased activity in the housing market
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and has driven the cost of housing up sig-
nificantly. However, British Columbia’s
larger population base continues to be re-
flected in higher total expenditures in this
province.

On a per capita basis, consumer spend-
ing is also higher in Alberta

With its larger population base, BC contin-
ues to record higher consumer and
government spending than Alberta. In fact,
these have been a major factor in the prov-
ince’s recent economic growth. On a per
capita basis, spending in Alberta has in-
creased significantly, and has exceeded that
in British Columbia since 1996.

Per capita consumer spending higher than
average in BC; Albertans spend even more

Per capita consumer spending
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BC’s international export growth has
been relatively weak

While final demand for goods and services
has played a key role in British Columbia’s
recent economic growth, the external sector
has tended to slow down the economy,
since comparatively weak export growth
has been accompanied by a rising demand
for imported goods and services.

BC’s international export performance has
been weak compared to other provinces,
with exports increasing only two-thirds as

much as for the country as a whole since
1981. Alberta and Ontario have seen exports
rise to nearly five times the 1981 level, and
Alberta’s international exports have ex-
ceeded BC’s since 1996.

International exports of BC goods and
services have increased, but not
as much as in Alberta

560 1 International export index

1981=1 Al
510 4 (1981=100) berta

460 - .-
410 -
360 -
310 |
260 -
210 1
160 |

110 -

60

1981 1984 1987 1990 1993 1996 1999 2002 2005

Data Source: Statistics Canada

Other Canadians are buying more BC
products

There are some encouraging developments
in the area of interprovincial trade. While
British Columbia continues to import more
goods and services from other provinces
than it exports to them, the deficit with re-
spect to goods is shrinking, as Canadian
demand for BC products is growing faster
than the demand in BC for goods produced
in the rest of Canada. In fact, BC's inter-
provincial ~ exports  have  increased
significantly more than in other provinces.
Newfoundland is the only region that has
seen stronger interprovincial export growth
during the period since 1981.
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Interprovincial exports taking off
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BC lags behind the national average in
some key measures

British Columbia’s economy has seen robust
growth in recent years, and last year’s 3.6%
increase was substantial. GDP growth has
outpaced the increase in the population in
every year since 2002. Despite five years of
above-average economic growth, British
Columbia continues to lag behind the na-
tional average in some key measures,
including per capita GDP.

Per capita GDP still below
the national average...
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Last year, with the economy at near-full
employment, and economic growth that
was three times the increase in the popula-
tion, per capita GDP in the province ex-
panded 2.3%, to $34,971. GDP per capita for
the country as a whole was significantly
higher, at $36,463 (+1.7%).

BC fell behind the national average in 1997,
and while the gap has been shrinking dur-
ing the last five years, it remains substantial.
Among the provinces, Alberta and Ontario
have the highest per capita GDP3, with Al-
berta’s figure exceeding that in BC by more
than $10,000 per person last year.

...but the province is closing the gap with
respect to after-tax personal income
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On a per capita basis, after tax personal in-
come in the province increased 4.8% in
2006. At $21,984, it was just under the na-
tional average ($22,070), but remained
lower than in both Ontario and Alberta. Af-
ter-tax income includes pensions and other
transfers such as employment insurance or
social assistance, as well as earned income
and income from investments.

5 All three territories have an even higher GDP per capita,
which reflects their small population base and higher-than-
average remuneration for workers in the north.
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The province’s saving rate (which measures
the ratio of saving to after tax disposable
income) improved slightly (to -5.1%) in
2006, but remains among the lowest in the
country. PEI was the only province with a
lower saving rate in 2006, and Nova Scotia
and Saskatchewan were the only other
provinces with negative saving rates.

Saving rate improves slightly in 2006, but
still among the lowest in the country
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This means that personal expenditures on
goods, services and transfers to corpora-
tions and non-residents exceeded total after-
tax income in these provinces. While spend-
ing in excess of income can be financed by
drawing on savings, home equity, or liqui-
dating assets such as real estate, stocks or
bonds, in the long run a negative savings
rate is not a healthy situation, so the modest
improvement in BC's rate is a positive sign.

The Canadian rate inched up to 1.8%. With
savings, as with most other economic indi-
cators, Alberta led the pack, with a saving
rate of 10%.6

¢ Newfoundland’s rate was actually higher in 2006, but re-
flects the effect of a large one-time payment related to a
pension fund, so it is not a good measure for comparison in
2006.

What's the outlook for BC?

British Columbia’s economy has made big
gains in recent years, and chalked up an-
other strong performance in 2006. However,
the recent growth has not been strong
enough to allow the province to maintain its
position as the third-largest economy in
Canada as rapid investment and export
growth, together with rising consumer de-
mand for goods and services have
catapulted Alberta’s economy past BC’s. As
Alberta businesses continue to invest in
new plant and equipment, they are laying
the foundation for future growth in that
province at a much more rapid pace than is
the case in BC, where investment in non-
residential structures has risen only mod-
estly (and significantly less than in the
country as a whole) during the last quarter
century. Similarly, investment in machinery
and equipment is increasing at a much
slower rate than in Alberta, or other parts of
the country, including Ontario and Quebec.

The province continues to fall short of the
national average in terms of per capita GDP
and after-tax income. The saving rate,
which could potentially be used to finance
increased investment in productivity-
boosting plant and equipment, remains
among the lowest in the country.

The extent to which British Columbia relies
on spending by consumers, rather than
businesses, as a source of economic growth
may put it at a disadvantage compared to
other regions which are more dependent on
business spending and productivity im-
provements to stimulate the economy.
These regions may be more vulnerable to
the ups and downs of the business cycle,
but are likely to see stronger long-term
growth than in BC.

Page 7



	Business Indicators   April 2007
	2006 another good year for BC economy
	BC’s economy expands 3.6% in 2006
	Most key indicators point to strength in economy
	Domestic demand continues to drive growth
	Trade deficit deepens
	Economic momentum shifting west
	Alberta 3rd-biggest economy; BC drops to 4th place
	Alberta businesses investing heavily in plant/equipment
	Per capita consumer spending higher in Alberta
	BC’s international export growth relatively weak
	Other Canadians are buying more BC products
	BC lags behind some key national measures
	What’s the outlook for BC?


