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ABOUT THIS DOCUMENT

international trade and investment have led to improved opportunities and
prosperity over time while simultaneously influencing and touching on day-by-
S day developments for each and every one of us, issues in the international
cconomic domain are becoming increasingly of interest to Canadians. This

important aspect of our economy has led to an increased demand from those in all walks of life for
continuing and comprehensive information and analysis on Canada’s international trade and
investment performance. This document, prepared and published annually, is intended to help fill this
demand. It reviews and analyzes key developments and outcomes with respect to Canada’s
international trade and investment in 2001 against the background of economic trends and

performance at home and abroad.

The Economic and Trade Analysis Division (EET) of the Department of Foreign Affairs and
International Trade prepared this third annual report under the direction of John M. Curtis, Senior
Economic Advisor and Coordinator. Hung-Hay Lau, Deputy Director and Senior Research
Coordinator, oversaw and wrote the report, with contributions from Shenjie Chen, Suzanne

Desjardins, Bjorn Johansson, Samad Uddin and Mira Patel.
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john.curtis@dfait-maeci.gc.ca.
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A MESSAGE FROM THE
HONOURABLE PIERRE S. PETTIGREW,
MINISTER FOR INTERNATIONAL TRADE

uffeted by dramatic downward evaluations in technology stocks and rocked by terror attacks, the
North American and global economy in 2001 seemed very vulnerable indeed. While Canada’s
prospects appeared equally uncertain, one word — resilience — best describes Canada’s economy
and its trade and investment performance last year. Far from succumbing to these and other negative forces,
Canada posted a surprisingly strong performance on the international trade and investment fronts. This year’s

Trade Update report highlights two impressive realities about Canada’s international performance in 2001.

First, Canada recorded strong trade and investment results last year despite the global economic slowdown.
Our exports and imports of goods and services with the world totalled $880.5 billion for the year, on average
$2.4 billion per day in 2001. About $43 billion in new direct investment flowed into Canada in 2001, bringing
the stock of foreign direct investment (FDI) in Canadian wealth-creating enterprises to $320.9 billion.
Canadians invested more abroad in the form of both direct and total investment flows in 2001 reflecting the

mature state of our economy.

Taking exports and imports separately, Canadians in 2001 exported nearly $468 billion in goods and services,
about 43.1 percent of Canada’s gross domestic product (GDP) and imported $413 billion in goods and services
or 38.1 percent of GDP. This impressive trade performance had immediate job-creating benefits for Canadians.
A total of 167,100 net new jobs were created in Canada last year, linked in part to trade and investment with the
world. In fact, an estimated one of every four jobs in Canada has been linked to our export success in global

markets.

Second, Canada’s ‘new economy’ played an increasingly important part in our overall trade success. New or
knowledge-based industries are now more prominent than ever in our exports. Moreover, the widespread

application of new technology has enhanced Canadian productivity, improving our capabilities even in many of
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our traditional export industries. Exports of machinery and equipment continued to be the most important
component of our merchandise exports. Exports of services have generated royalty and licence fees that grew
26.6 percent annually since 1993 to $2.04 billion last year. Imports in this and other sectors have increased as

well, reflecting strong investment in the future knowledge base of the Canadian economy.

With Canada as host of the G-8 Summit this summer, and given the Prime Minister’s agenda for this meeting
arising from Genoa last year, Canadians will be interested in facts about Canada-African trade. Since 1993,
Canadian merchandise imports from Africa have expanded by 63 percent to $2.3 billion in 2001, reflecting
greater Canadian purchases of goods produced in Africa. Canadian also sold more to Africa, some 48 percent
more over the period 1993-2001. Canadian investment in Africa has also increased rapidly over the years — by

more than 600 percent between 1993 and 2001 to $2.8 billion.

Coming off the enormously successful trade year in 2000, I cautioned when I reported last May on that year’s
performance that it was no time for complacency. As the year evolved, we saw clearly how important an open,
rules-based international trade and investment system underpinning the continued flow of goods and services
was to our economy and to the millions of Canadians whose livelihoods are linked directly or indirectly to our

trade success.

As Minister for International Trade, 1 invite you to help build on our successes with renewed determination to
harness as many benefits of globalization as we can through our international trade and related investment
activities. We want all Canadians to share in those benefits — better and higher-paying jobs, greater
competitiveness of our companies, more choices for consumers, and brighter futures for all Canadians in a

more stable and more peaceful world.

Qw O@Z Mo
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THE YEAR IN TRADE 2001

HIGHLIGHTS OF CANADA’S INTERNATIONAL TRADE AND ECONOMIC PERFORMANCE

For Canada, 2001 was a noticeably slower year of economic growth. Nevertheless, it marked the tenth consecutive year of
economic expansion, the longest and most stable economic expansion since the 1960s.

2001 Trade and Economic Highlights'

¢  Gross domestic product at curfent prices rose to $1.08 trillion in 2001, or $36,128 per capita for a population of
just over 30 million.

¢ Real GDP (adjusted for inflation) grew by 1.5 percent in 2001.

¢ Consumer price inflation on an annual basis edged down to 2.6 percent in 2001, from 2.7 percent in 2000. Core
inflation, which excludes food and energy, was 2 percent in 2001, up from 1.5 percent in 2000.

¢ Job growth in 2001 as a whole was 1.1 percent (167 thousand), with more than 80 percent of the increase
occurring in full-time employment.

¢ However, the unemployment rate rose to 7.2 percent for 2001 as a whole, after having fallen to 6.8 percent in
2000, the lowest since 1974. The rise in the unemployment rate in 2001 was due to increased participation in the
labour force

¢ Exports of goods and services decreased by 2.1 percent in 2001, following a dramatic increase of 14.6 percent in
2000. This decline was the first since 1991. By major groups, the decline in exports in 2001 was confined to
machinery and equipment, forestry and automotive products, as well as to freight and shipping services.

¢ Imports of goods and services declined by 2.9 percent in 2001, after rising by 10.5 percent in 2000. This was the
first such decline since 1982. The decline in imports was widespread among most major groups such as machinery
and equipment, industrial materials, automotive and forestry products. Services imports associated with foreign
travel and freight and shipping also fell.

¢ The current account balance established a new record surplus of $29.1 billion in 2001, up from $26.9 billion in

2000, because of the smaller decline in exports than in imports. This included a merchandise trade surplus of
$61.5 billion in 2001

¢ Canada’s net foreign liability fell to 18.8 percent of GDP, the lowest since mid-1940.

¢ The Canadian dollar closed the year 2001 at USS$0.634, down from US$0.667 at the close of 2000. For 2001 as a
whole, it averaged US$0.6458, down 4.1 percent from US$0.6733 in 2000. Against the euro, its average value was
down by 1.2 percent to 0.72 euro per dollar. Against the Japanese yen, however, the average value of the Canadian
dollar strengthened by 8.0 percent in 2001.

International trade affected by the substantial slowdown in global economic growth in 2001.

¢ In 2001, the economies of a number of Canada’s trading partners lapsed into recession. In this unfavourable
international environment, Canada’s exports of goods and services declined slightly by 2.1 percent to $467.6 billion
after increasing by 14.6 percent in 2000. Exports of goods and services represented 43.1 percent of Canada’s nominal
GDP in 2001, down somewhat from the peak level of 45.3 percent in 2000.

¢ Imports of goods and services declined by 2.9 percent in 2001 to $412.9 billion, after a 10.5 percent jump in 2000.

The ratio of imports of goods and services to GDP fell to 38.1 percent in 2001, after reaching a peak of 40.3 percent
in 2000.

1 ; ; g Sl s
All monetary amounts throughout this report are expressed in Canadian dollars, unless otherwise indicated.
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*

The current account surplus rose to a new record of $29.1 billion in 2001 or 2.7 percent of GDP, from $26.9 billion
or 2.5 percent of GDP in 2000. This improvement reflected the increase in Canada’s merchandise trade surplus to a
new record high of $61.5 billion in 2001 from $59.3 billion in 2000.

On a regional basis:

¢

Exports of goods and services to the United States were hurt by the decline in economic growth in that country
accentuated by trade interruptions associated with the September 11 terrorist attacks. Growth in real GDP in the
United States moderated sharply, from 4.1 percent in both 1999 and 2000 to 1.2 percent in 2001. Canada’s exports of
goods and services to the United States fell by 2.2 percent to $382.6 billion in 2001 from a record high of $391.2
billion in 2000.

Sales to the European Union declined by 2.4 percent in 2001, following a 13.2 percent jump in 2000, as growth in
several major Western European economies slowed, especially in the second half of the year.

Exports of goods and services to Japan fell sharply by 8.9 percent, a continuation of the steady declines observed
between 1994 and 1998. This occurred as Japan slid back into recession for the third time in a decade, with three
quarterly declines in GDP starting with the second quarter of 2001.

Exports of goods and services to countries other than the United States, the EU, and Japan rose by 0.4 percent to a
record high of $43.2 billion in 2001.

Trade with most East Asian economies outside of Japan was little changed. In the case of the People’s Republic of
China, however, Canada’s merchandise exports grew strongly, by 14.6 percent in 2001, reflecting continued robust
growth in the Chinese economy.

Merchandise exports to most major Latin American destinations grew further in 2001, with much of the increase
concentrated in shipments to Mexico and Venezuela.

Canada’s merchandise trade with most African economies rose in 2001. However, since exports to several of
Canada’s major African trading partners such as Algeria and South Africa fell sharply, exports to the African region
as a whole declined (see Box B on page 14).

The product mix of Canada’s merchandise exports experienced significant shifts in 2001.

¢

Exports of machinery and equipment, automotive, and forestry products dropped sharply in 2001. On the other hand,
a number of other major exports, such as agricultural products, consumer goods and energy products, increased
strongly. Energy trade played a particularly dominant role in Canada’s merchandise trade performance. In 2001, the
energy surplus reached a new record high of $37.6 billion, building on the strength of high energy prices, accounting
for 61.1 percent of Canada’s 2001 merchandise trade surplus of $61.5 billion. (Box C on page 19 reviews Canada’s
energy trade from a global perspective.)

While exports of machinery and equipment fell by 7.6 percent in 2001, more sharply than that of 5.3 percent for
exports of automotive products, this sector’s exports continued to be the most important among all major sectors in
Canada’s export sales at 24 percent of total Canadian goods exports. The decline in the value of machinery and
equipment exports was led by exports of high-tech products such as telecommunications equipment, which dropped
by more than 60 percent in the year.

Ex.ports of agricultural and fishing products increased by 12.6 percent in 2001, reflecting widespread gains in
shipments of live animals, meat products, beverages, food, feed and tobacco products.

Expgrts .of services edged down by 0.4 percent in 2001, as exports of freight and shipping services fell along with the
decline in merchandise exports. Interestingly, tourism receipts rose by 2.8 percent in the fourth quarter, even though

tourism was hurt by the September 11 terrorist attacks. (See Box D on page 27 for a review of potential growth in
services trade.)
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Two-way direct investment flows with the world continued at historically high levels, though down from the 2000
peak. Canada’s net external indebtedness as a percent of GDP declined to its lowest point since the mid-1940s.

¢ As it did in the period from 1993-1998, Canadian direct investment abroad (CDIA) in 2001 exceeded the inflow of
foreign direct investment (FDI) in Canada. This trend reversed the situation that had occurred in 1999-2000, when
large mergers and acquisitions of several Canadian-based assets had taken place.

¢  The flow of CDIA remained at a very high level of $57.3 billion in 2001, though down from a record $65.4 billion in
2000, largely as a result of a sharp drop in investment in the EU.

¢ Meanwhile, FDI from the EU to Canada fell to $0.1 billion in 2001 after unusual merger activities had led to a
dramatic jump to $72.1 billion in 2000. As a result, FDI from the world as a whole fell to $42.8 billion in 2001, from
the record $94.1 billion in 2000. Nevertheless, inflows of FDI from the United States reached a record high of $40

billion in 2001 while FDI from Japan edged down from $0.9 billion in 2000 to $0.8 billion in 2001.
Canada's Trade and Investment, 1997-2001 ($ billions)
Exports of Goods and Services Imports of Goods and Services

1997 1998 1999 2000 2001 1997 1998 1999 2000 2001
World 347.1 7S5 417.0 477.9 467.6 330.3 359.3 385.0 425.3 412.9
United States 267.4 297.9 340.0 391.2 382.6 244.3 268.4 285.3 305.9 293.1
EU 25.0 274 28.0 31.7 30.9 32.8 34.8 38.0 43.7 45.4
Japan 13.5 11.0 11.0 11.9 10.8 9.9 11.0 12.4 13.6 12.5
ROW* 41.1 39.5 37.9 43.0 43.2 43.3 45.2 49.3 62.0 61.8

Exports of Goods Imports of Goods

1997 1998 1999 2000 2001 1997 1998 1999 2000 2001
World 303.4 326.2 365.2 422.6 412.5 2717 3034 326.8 363.3 351.0
United States 242.5 269.3 309.2 359.6 350.8 oA 233.8 249.3 267.7 255t5
EU 17.9 19.0 19.3 22.1 21.8 24.2 25.2 28.4 334 38
Japan 11.9 9.6 9.6 10.3 9.3 8.7 9.7 10.6 P17 10.6
ROW 31.0 28.2 27.2 30.6 30.6 33.3 34.7 38.5 50.5 49.9

Exports of Services Imports of Services

1997 1998 1999 2000 2001 1997 1998 1999 2000 2001
World 43.8 494 SHiT 55.3 5511 52.6 56.0 58.2 62.0 61.9
United States 24.9 28.5 30.8 31.7 31.8 32.9 34.6 36.0 38.3 3757
EU 7.1 8.1 8.7 9.6 9.2 8.6 9.6 9.6 10.3 10.3
Japan 1.6 1.4 1.5 1.6 J55 1.2 1.3 1.8 1.9 1.9
ROW 10.2 11:3 10.7 12.4 12.6 10.0 10.5 10.8 11.6 12.0

Canadian Direct Investment Abroad Foreign Direct Investment in Canada

1997 1998 1999 2000 2001 1997 1998 1999 2000 2001
Flows
World 31.9 513 27.4 65.4 573 16.0 33.5 37.4 94.1 42.8
United States 1255 26.7 18.5 40.5 38.9 PIET 24.6 37.5 177.3 40.0
EU 6.8 10.4 1.8 9.7 4.9 2.8 6.7 2.8 2.1 0.1
Japan 0.7 -0.2 0.9 3.5 1.3 0.6 0.5 -4.2 0.9 0.8
ROW 11.9 14.5 6.2 11.8 12,1 0.9 1 13 3.8 1.8
Stocks
World 218.6 262.9 283.2 340.4 389.4 194.3 219.4 248.6 302.3 320.9
United States 110.7 1333 143.6 164.5 198.4 129.0 146.9 172.8 191.0 21510
EU 45.1 54.1 53.4 122 76.5 41.3 48.2 50.8 82.8 76.3
Japan 3.0 303 3.9 5.6 6.4 8.0 8.4 8.2 7.9 8.3
ROW 59.8 2.3 82.3 98.0 108.1 16.1 15.9 16.8 20.6 21.4

Source: Statistics Canada, Canada's Balance of International Payments, Catalogue 67-001-XIB, 4™ Quarter
Statistics Canada, Canada's International Investment Position, Catalogue 67-202-XIB, 4" Quarter

* Rest of World
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e The cumulative stock of CDIA rose by 10.5 percent in 2001 to $389.4 billion. The U.S. accounted for 51 percent,
followed by the United Kingdom at 9.8 percent. The EU as a whole accounted for 19.6 percent in 2001, down from

21.2 percent in 2000.

¢  With respect to FDI, the U.S. accounted for 67 percent of the $320.9 billion cumulative stock in 2001. The EU’s
share fell to 23.8 percent in 2001, from 27.4 percent in 2000.

¢ Canada’s net external indebtedness, which had been declining rapidly since 1976 as a share of GDP, was little
changed at $203 billion in 2001, after falling in absolute value in 1999 and 2000.

Trends

¢ Trade in 2001 sustained a mild decline following a decade of exceptional growth. Over the period 1990-2001, during
which real (inflation-adjusted) GDP grew by 2.5 percent at a compound annual rate, growth was 6.8 percent for real
exports of goods and services and 5.3 percent for imports of goods and services.

¢ The sustained high rate of expansion of trade relative to GDP is associated with the reorientation of Canada’s
industrial structure. This reorientation was encouraged by the new opportunities and competitive pressures created by
the Canada-U.S. Free Trade Agreement (FTA) and its successor, the North American Free Trade Agreement
(NAFTA), as well as by the multilateral reduction of trade barriers pursuant to the agreements reached in the
Uruguay Round of trade negotiations.

¢  The higher rate of growth of exports over imports over the last decade reflected principally the more robust rate of
economic growth in the United States than in Canada.

Table 1: Trade as a percent of GDP, 1989-2001
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Total exports 265 254 256 249 268 299 338 37.1 38.1 392 41.0 428 453 43.1
Goods 234 223 223 215 233 261 295 327 334 343 356 374 400 38.1
Services gl 3:2 3.3 3.4 305539 42 - 44 AT AP LSR5 52 5l

Total imports 258 255 255 255 273 30,0 3216 134.0 342 3735020505 N0 361
Goods 21.6  21.1" 207 205 220 243 <269 2837283 3RS e S
Services 4.2 4.4 4.8 3 S35 9 5.7 8T TS R L G T

Source: Staiist%es Canada, National Income and Expenditure Accounts, Catalogue no. 13-001-PPB, 4™ Quarter 2001.
Statistics Canada, Canada’s Balance of International Payments, Catalogue, no. 67-001-XPB, 4t Quarter 2001.

The dominant position of the United States in Canada’s trade remained in 2001

¢ In 2001, two-way trade in goods and services with the United States dropped by 3.1 percent, mainly as goods trade
was down by 3.3 percent while services trade fell by just 0.7 percent. The interruption of Canada-U.S. trade flows

associated with the terrorist attacks in September 2001 affected imports more substantially than exports, as Canadian
imports are more dependent on road and air transport than are exports.

¢ In Canadian dpllar terms, two-way trade in goods and services fell to $675.7 billion in 2001 from $697.2 billion in
2000. 0}1 a da}ly basis, two-way trade in goods and services with the U.S. edged down to $1.85 billion in 2001 from
$1.91 billion in 2000. In U.S. dollar terms, two-way trade in goods and services with the U.S. averaged US$1.20
billion per day in 2001, a decline from US$1.28 billion daily in 2000. The somewhat steeper decline in this U.S.

golslaf n;%%s]ure reflects a 4.1 percent drop in Canada’s exchange rate from 67.33 cents U.S. in 2000 to 64.58 cents
I.S. in 2001.

As’ exports declined less substantially than imports, Canada’s surplus in goods and services trade with the United
States rose to a new record of $89.5 billion in 2001, from $85.3 billion in 2000. This improvement reflected both an

expansion of the traditional bilateral surplus in merchandise trade, as well as a substantial reduction in the long-
standing deficit in services trade.

% A review of regional trade between Canada’s i i
) : provinces and U.S. states is shown on pp. 10-14 of the 4 f Trade, De-
partment of Foreign Affairs and International Trade, May 2001. - s Repd SRS
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¢ Canada’s current account surplus with the United States also increased to an all-time high of $66.8 billion in 2001,

from $63.3 billion in 2000.
Table 2: Two-way Trade, Canada and the United States, 1990-2001
Value (millions of current dollars) Annual growth ( percent)
Goods Services (;::glfcf; Goods Services (;z‘;giscf:
1990-2001 399,573 52,088 415,661 10.0 8.0 9.8
1997 453,993 57,798 511,791 12.8 7.8 122
1998 503,095 63,149 566,244 10.8 9.3 10.6
1999 558,525 66,812 625,337 11.0 5.8 10.4
2000 627,226 69,950 697,175 12.3 4.7 BILS
2001 606,282 69,461 675,744 -3.3 -0.7 -3.1

Source: Statistics Canada, Canada’s Balance of International Payments, Catalogue, no. 67-001-XPB, 4" Quarter 2001.

¢  The trading relationship with the United States dominates Canada’s statistics on foreign trade: the U.S. accounted for
81.8 percent of Canada’s exports of goods and services in 2001, a small decline from 81.9 percent in 2000. In 2001,
exports of goods and services to the United States represented 35.3 percent of Canada’s GDP. Imports of goods and
services from the United States represented 71 percent of total imports from the world in 2001, down from 71.9
percent in 2000. Thus, Canada’s imports are more diversified geographically than its exports.

¢ However, data on Canada’s exports to the United States, which are compiled from U.S. import data sources, are
overstated as they include some shipments to third countries via the United States. As a result, Canada’s exports to
the rest of the world are correspondingly understated. This is one major reason why our trading partners’ import data
reveal that Canada’s exports to these countries are invariably higher than are indicated by our own official export
statistics. Ongoing work on data reconciliation with Canada’s major trading partners such as Japan, the EU, Mexico,
China and Korea will improve our knowledge of the actual destination of Canadian exports.’

¢ From the U.S. perspective, Canada is its largest trading partner, in terms of both exports and imports. Canada carries
a trade weight in the U.S. market that is substantially greater than our economic weight in the global economy. In
2001, Canada accounted for 18.7 percent of U.S. exports of goods and services and 17.5 percent of its imports. In
terms of merchandise, Canada’s share of U.S. trade is even larger (Table 3). As a percent of U.S. merchandise
imports, Canada’s market presence in the United States increased from 18.8 percent in 2000 to 19 percent in 2001. In
2001, the value of U.S. merchandise imports from Canada was about two thirds higher than that of U.S. merchandise
imports from Mexico. (See Box A on page 10 for an analysis of the comparative position of Canada’s and Mexico’s
merchandise trade in the U.S. market.)

Table 3: Shares of U.S. Goods Imports From, and Exports To, Five Main Trading Partners, 1994-2001

As percent of total U.S. Imports As percent of total U.S Exports

1994-1997 1998 1999 2000 2001 1994-1997 1998 1999 2000 2001

Canada 194 . 119.0 19.4 18.8 19.0 21.8 23.0 23:7 . 22:6 224

EU s DR e 19:1 18.1 19.3 20.7 21.8 Sl L R A | 21.8

Mexico 88 104 10.7 1122 11.5 9.4 11.5 126 143 13.9

\ Japan 156 134 12.8 12.0 11.1 10.4 8.5 8.3 8.4 7.9

1 China 6.5 7.8 8.0 8.2 9.0 1.9 2] 19 241 2.6
! Source: U.S. Census Bureau, International Trade Statistics. Note: Data are on a Customs basis.

* For detail.s on the analysis, see CanadExport, Vol. 19, No. 1, January 15, 2001 Supplement: Canadian Trade Review, Third Quarter 2000, “The Impact
of Transhipments on Canada’s International Trade Statistics,” Department of Foreign Affairs and International Trade.
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Prospects for trade contingent on economic developments in the United States and abroad.

L4

Canada’s long-standing reliance on trade with the United States exposed Canada directly and quickly to the
slowdown in U.S. economic activity in 2001. By the same token, Canada stands to benefit from the current recovery
in economic growth in the United States. At present, the consensus forecast calls for an acceleration in U.S. economic
growth, particularly in the second half of this year.

Historically, any rebound in the U.S. economy is also likely to propagate quickly also through the economies of
Canada’s other major trading partners. Most forecasters are expecting a rebound in economic growth in the European
economy this year and next. In addition, economic prospects in most Asian economies other than that of Japan have
also improved. In effect, the current upswing in U.S. economic growth will, in turn, impact indirectly but favourably
on Canada’s exports of goods and services to the EU, Asia and the rest of the world.

The forceful actions taken by the U.S. monetary and fiscal authorities throughout 2001 to revitalize economic
expansion continue to bolster the housing sector and big-ticket consumer purchases via reduced mortgage payments,
lower financing costs, and higher after-tax income. These interest rate sensitive sectors figure prominently in
Canada’s exports of building materials and consumer products such as motor vehicles and parts. In addition, exports
of machinery and equipment, which were hard hit by the decline in high-tech spending in 2001, will most likely
rebound strongly in the cyclically strengthening international economy.

Canada’s energy trade will continue to contribute increasingly to Canada’s overall trade surplus with the United
States, given high demand for Canada’s energy exports and growing production from tar sand and offshore sources as
well as increased pipeline capacities in Canada. In 2001, fully 100 percent of Canada’s $45 billion worth of exports
of crude petroleum, natural gas and electricity was shipped to the United States, accounting for 13 percent of
Canada’s merchandise exports to the United States.
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I. MERCHANDISE TRADE

The high degree of economic uncertainty in the global economy in 2001 was generally unfavourable for Canada’s
exporters: economic growth eased steadily throughout the year, investment spending declined, and prices for key
commedity exports, such as metals and chemicals, fell markedly. In 2001, the value of Canada’s merchandise exports fell
by 2.4 percent to $412.5 billion, led by declines in exports to Japan, the United States and the EU. Meanwhile, Canada
imported goods worth $351 billion, down 3.4 percent from $363.3 billion in 2000, as a result of widespread declines in
imports from Canada’s major trading partners other than the EU. This resulted in a record merchandise trade surplus of
$61.5 billion, an increase from $59.3 billion in 2000.

The Direction of Trade in 2001

The share of Canada’s merchandise exports to the United States edged down to 85 percent in 2001, after rising steadily
over the last decade to a peak of 85.1 percent in 2000. As Japan again slid into recession in 2001, that country’s share in
Canada’s merchandise exports declined further, reaching 2.3 percent. In 2001, the declines in the share of the United
States and Japan were mirrored by an increase in the shares of the European Union and of the rest of the world.

Table 4: Shares of Canada’s Merchandise Exports (percent) 1971-2001

e 1971-1980 1981-1990 1991-2001 1998 1999 2000 2001
U.S. 61.7 74.1 81.2 82.6 84.7 85.1 85.0
EU 115 78 6.0 58 53 52 53
Japan 58 55 36 30 26 24 23
ROW 149 12.6 9.2 8.6 74 72 74

Source: Statistics Canada, CANSIM. Table 228-0001: “Merchandise Exports on a Balance of Payments Basis by 64 Major Groups and by 6 Principal
Trading Areas based on the Standard Commeodity Classification.™

Review of export performance by major partner economies and regions in 2001
The United States

As set out in detail above, market conditions in the United States worsened in 2001, after the longest peacetime economic
expansion dating from early 1991. According to the U.S. National Bureau of Economic Research, the authority in dating
recessions and expansions, the U.S. economy lapsed into recession in March 2001. For 2001 as a whole, growth in the
U.S. economy moderated to 1.2 percent, from 4.1 percent in both 1999 and 2000. Business investment in plants and
equipment fell sharply in 2001, reducing U.S. demand for imports of machinery and equipment from Canada.

¢ The value of business investment in equipment and software in the United States fell by 6.5 percent in 2001,
reflecting declines in both price and volume.

¢ Two-way cross border shipments were interrupted by intensified security measures implemented in the aftermath of
the September 2001 terrorist attacks.

In this environment, Canada’s exports of goods to the United States declined by 2.4 percent in 2001 after a robust gain of

16.3 percent in 2000. Exports to the United States represented 85 percent of the goods total in 2001, down marginally
from 85.1 percent in 2000.
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Box A: Canada’s and Mexico’s merchandise trade with the United States

Both Canada and Mexico rely on U.S. import demand to fuel much of their respective economic activity. In 2001,
shipments to the United States accounted for 88.5 percent of Mexican and 87.3 percent of Canadian merchandise exports.”
In the last decade, both Canadian and Mexican exports to the United States have risen sharply. Canada has been the
premier source of imports into the United States since 1992, when it surpassed Japan.’

Chart A.1: U.S. Merchandise Imports, 1989-2001
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Chart A.1 (based on data presented in
Table A.1) depicts the respective shares of
U.S. merchandise imports occupied by
Canada, Mexico, Japan and China. In the
period from 1988 to 2001, Canada has
maintained a fairly stable share of
between 18.4 percent and 19 percent. On
the other hand, Mexico’s share of U.S.
imports has grown from 6.9 percent in
1993 to 11.5 percent in 2001.

The rise in Mexico’s share of the U.S.
import market has largely been at the
expense of a falling market share for
Japan, combined with a rapidly
developing China, which is also emerging
to occupy an increasingly large share of
U.S. imports. As of 2001, Canada’s share
of the U.S. market was 65 percent larger
than that of Mexico. Based on current
trends, Canada will continue to occupy a
predominant position of trade on a
bilateral basis with the United States in the

Source: U.S. Census Bureau, U.S. Department of Commerce (data on U.S. Census basis)

foreseeable future.

Table A.1: U.S. Merchandise Imports and Percentage Distribution by Country, 1988-2001

U.S. Merchandise Imports (US$ billions)

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
World 441 473 495 487 533 580 663 744 795 870 912 1,025 1,218 1,142
Canada 81 88 O 91 99 111 128 144 156 167 173 198 231 217
Mexico 23 2 30 31 35 40 49 62 74 86 95 110 136 131
Japan 90 94 90 92 97 107 119 §23 115 122 122 131 146 127
China 9 12 15 19 26 32 39 46 52 63 71 82 100 102
Percentaﬁe Distribution of U.S. Merchandise Imports

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
World 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Canada 18.5 18.6 18.4 18.7 18.5 19.1 194 19.4 19.6 19.2 19.0 194 19.0 19.0
Mexico 5.3 S 6.1 6.4 6.6 6.9 7.5 8.4 9.3 9.9 10.4 10.7 11.2 11.5
Japan 20.3 19.8 18.1 18.8 18.3 18.5 18.0 16.6 14.5 14.0 13.4 12.8 12.0 F1d
China 1.9 2.5 3.1 3.9 4.8 54 5.8 6.1 6.5 72 7.8 8.0 8.2 9.0

Source: U.S. Census Bureau, U.S. Department of Commerce (data on U.S. Census basis)

4 ~
These figures are based on customs data, which are somewhat different from balance of payments information that is available for Canada and used as

the primary basis for this Report overall.

For details on the analysis, see CanadExport, Vol. 20, No. 1, January 15, 2002 Supplement: Canadian Trade Review, Third Quarter 2001, Canada and

Mexico Trade with the United States, pp. 4-8.
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The European Union

Economic growth in the European Union moderated to 1.6 percent in 2001, from more than 3 percent in 2000. In the
fourth quarter of 2001, real GDP declined by 0.2 percent, the first decline in almost nine years. Reflecting this moderation
in foreign income growth, Canada’s exports of goods to the EU fell by 1.5 percent in 2001. The average value of the euro
rose by 1.2 percent in 2001 relative to the Canadian dollar, to $1.39 per euro, after falling by 13.5 percent in 2000 to
$1.37 per euro from the 1999 rate of $1.58 per euro.

In the case of merchandise, for which comprehensive country information is available, Canada’s exports to the key
countries in the EU increased over the last decade in all categories (Table 5A). However, these increases over the last
decade were smaller than the growth in Canada’s overall exports. As a result, the EU’s share of Canada’s merchandise
exports fell from 8.3 percent between 1989 and 1992 to 4.5 percent in 2001. This decline in export share was widespread
among all of the principal EU members.

Table 5A: Canada’s Merchandise Exports to the EU Economies, 1989-2001

. Average Average
Economies 1989-1992 1993-1996 1997 1998 1999 2000 2001

Level in $ billions
Germany 2.2 2.9 2.7 2.7 2.4 3.1 2.9
France 1.4 1.6 1.7 1.7 1.9 1.9 2.2
United Kingdom 33 3.6 3.9 44 4.8 5.7 5.0
Italy 1.1 1.4 1.5 1.5 1.4 1.7 1.6
Other EU 44 4.7 5.6 5.9 6.0 6.6 6.5
EU-15 124 14.1 154 16.2 16.5 19.1 18.2

As percent of total exports
Germany kS 1.2 0.9 0.9 0.7 0.8 0.7
France 0.9 0.7 0.6 0.5 0.5 0.5 0.5
United Kingdom 22 i1y 1.3 1.4 14 1.4 1.2
Italy 0.8 0.6 0.5 0.5 0.4 04 04
Other EU 2.9 2.0 1.9 1.8 1.7 1.6 1.6
EU-15 83 59 N2 5.1 4.7 4.6 4.5

Source: Statistics Canada, Canadian International Merchandise Trade 2001 . Catalogue no. 65-001-XPB, December 2001.

Regional integration in both Europe and North America in the past decade or so has tended to favour intensified intra-
regional trade at the expense of trade with the rest of the world. However, it is surprising to note that intra-EU trade as a
percent of total EU trade declined substantially from 62.9 percent in 1989-1990 to 57.9 percent in 2000 (Table 5B).
Canada’s share of imports of the European Union (from outside of the EU) edged up to 1.9 percent in 2000, from 1.8
percent in 1999. This occurred even though the Canadian dollar appreciated sharply against the euro from 0.63 euro per
Canadian dollar in 1999 to 0.73 euro per dollar in 2000. Meanwhile, there were notable declines in the share of the EU
market accounted for by the United States, Japan and Switzerland in 2000.

Table 5B: Intra-EU Merchandise Trade and Imports from Selected Trading Partners, 1989-2000

1989-1990 1993-1994 1998-1999 2000

Share of EU-15 Imports from major trading partners (percent)

Intra-EU 62.9 59.8 60.2 57.9

EU - ROW 37.1 40.2 39.8 42.1

Percentage breakdown of EU-15 imports from ROW

Total 100 100 100 100
Canada 24 1.8 1.8 1.9
U.S. 20.2 19.4 20.3 19.6
Japan 12.1 11.3 9.2 8.5
China 22 43 54 6.2
Switzerland 8.1 1.7 6.6 5.8
Other countries 55.0 a5 56.7 58.0

Source: International Monetary Fund, Direction of Trade Statistics, various issues.
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However, the recovery in Canada’s share in total EU imports (from non-member countries) in 2000 followed a period of
declining market shares to 1.8 percent in 1998-1999 from 2.4 percent in 1989-1990. The market share of the United
States, the EU’s largest supplier, recovered during 1998-1999 but fell back to below 20 percent in 2000. China’s market
presence continued to expand rapidly. By contrast, the market shares of Japan and Switzerland dropped steadily through

the 1990s.

East Asian Economies

Exports to most of Canada’s major markets in East Asia fell in 2001 after having staged a marked rebound in 2000 from
the financial and economic crisis of 1997-1998. Table 6 summarizes developments in Canada’s merchandise exports to

these East Asian markets.

Table 6: Canada’s Merchandise Exports to East Asian Economies ($ billions), 1989-2001

Economies 1989-1992  1993-1996 1997 1998 1999 2000 2001
Japan 7.93 10.38 11.17 8.64 8.5 9.2 8.1
South Korea 1.63 2.38 3.03 1.82 2.0 2.3 20
People’s Republic of China 1.78 2.62 2.41 2.50 2.7 347 4.2
Hong Kong 0.85 1.25 1:75 1.43 1.1 1.5 12
Taiwan 0.95 1.35 1.62 1.18 1.1 1.2 1.0
Indonesia 0.35 0.64 0.80 0:55 0.5 0.7 0.5
Malaysia 0.25 0.41 0.70 0.48 0.4 0.4 0.3
Philippines 0.21 0.25 0.43 0.26 0.3 0.4 0.3
Singapore 0.35 0.45 0.55 0.42 0.38 0.37 0.37
Thailand 0.39 0.48 0.47 0.30 0.3 0.4 0.4

Nine Major East Asian economies 6.76 9.83 11.76 8.95 8.9 10.9 10.3

Total East Asia 14.70 20.21 22.92 17.58 17.3 20.0 18.4

Source: Statistics Canada, Canadian International Merchandise Trade 2001. Catalogue no. 65-001-XPB, December 2001. Customs basis.

The decline in Canada’s exports to East Asia in 2001 was sharper than that of Canada’s overall merchandise exports. As a
result, the share of these nine East Asian economies in Canada's exports fell to 4.6 percent in 2001 (Table 7), despite
notable gains in Canadian exports to China and Singapore.

Table 7: East Asian Economies’ Share of Canada’s Merchandise Exports (percent) 1989-2001 R

Econoniles l‘;;;_rl“gg;z 13;;;“556 1997 1998 1999 2000 2001 :
Japan 5.32 4.36 3.75 2.71 2.39 2.23 2.02 |
South Korea 1.10 1.00 1.02 0.57 0.56 0.55 0.49
People’s Republic of China 1.19 1.10 0.81 0.78 0.75 0.89 1.04
Hong Kong 0.57 0.52 0.59 0.45 0.31 0.36 0.29
Taiwan 0.64 0.57 0.54 0.37 0.32 0.28 0.25
Indonesia 0.24 0.26 0.27 0.17 0.15 0.17 0.17
Malaysia 0.17 0.17 0.23 0.15 0.12 0.10 0.08
Philippines 0.14 0.11 0.14 0.08 0.08 0.09 0.09
Singapore 0.23 0.19 0.18 0.13 0.11 0.09 0.09
Thailand 0.26 0.20 0.16 0.10 0.08 0.09 0.11

Nine East Asian economies 4.54 4.09 3.94 2.81 2.49 2.63 2.56

Total East Asia 9.89 8.46 7.69 5.52 4.88 4.85 4.58

Source: Statistics Canada, Canadian International Merchandise Trade 2001. Catalogue no. 65-001-XPB, December 2001

e i
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Table 8: Intra-Asia Trade and Imports from Selected Trading Partners, 1989-2000

1989 2000

Share of Asia’s imports from major trading partners (percent)

Intra-Asia 28.7 40.8

ROW 71.3 , 59.2

Percentage breakdown of Asia’s imports from ROW

Total 100.0 100.0
Canada 2.0 1.6
United States 222 20.9
Australia 3.9 3.9
France 2.7 25
Germany 6.1 SIS
United Kingdom 3T 323

Source: International Monetary Fund, Direction of Trade Statistics.

Canada’s market penetration measured in terms of Canada’s share in total Asian countries’ data on merchandise imports,
excluding intra-Asian imports, was 1.6 percent in 2000, down from 2 percent in 1989 (Table 8). Similarly, market shares
fell in the case of the United States, France, Germany and the United Kingdom over the same period. At the same time,
intra-Asian trade expanded rapidly over the last decade.

Latin America

Notwithstanding the economic performance of Mexico and Argentina, Canadian exports to the major Latin American
economies rose by 6 percent in 2001. These economies absorbed 1.25 percent of Canada’s merchandise exports in 2001,
an improvement from 1.15 percent in 2000. Double-digit rates of growth were recorded in exports to Mexico, Colombia

and Venezuela.

Table 9: Canada’s Merchandise Exports to Key Latin American Economies, 1989-2001

1989-1992 1993-1996 1997 1998 1999 2000 2001
Exports ($ millions)
Mexico 673 1,082 15277 1,467 1,612 2,044 2,461
Argentina 67 198 409 343 211 244 132
Brazil 575 1id 90) 1,693 1,382 1,043 1,052 914
Chile 155 333 392 340 360 A 359
Colombia 204 401 473 471 255 309 357
Venezuela 356 656 954 705 524 636 792
Total 2,029 3792 5,198 4,708 4,006 4,730 5,014
Share in Canada's total exports to the world (percent)

Mexico 0.45 0.46 0.43 0.46 0.45 0.49 0.61
Argentina 0.04 0.08 0.14 0.11 0.06 0.06 0.03
Brazil 0.39 0.47 0.57 0.43 0.29 0.25 0.23
Chile 0.10 0.14 0.13 0.11 0.10 0.11 0.09
Colombia 0.14 0.17 0.16 0.15 0.07 0.07 0.09
Venezuela 0.24 0.28 0.32 0.22 0.15 0.15 0.20
Total 1.36 ]88 1.74 1.48 1213 115 1.25

Source: Statistics Canada, Exports by Country, Catalogue no. 65-003-XPB.




TRADE UPDATE 2002

Box B: Trade and Investment with Africa

Building a new and strengthened partnership with Africa is a key priority for the Kananaskis G-8 Summit to be hosted by
Canada in June this year. In the interest of providing background information from a Canadian perspective, this section
analyzes Canada’s trade and investment relationship with Africa in the context of global developments.

L4

In 2001, Canada’s trade with Africa represented less than 1 percent of Canada’s global merchandise exports and
imports. From the perspective of Africa’s global trade, however, the African-Canadian bilateral relationship is much
more important.

Over the last two decades, the pattern of Canada’s trade with Africa has undergone substantial changes. A distinct
feature is that Canada’s merchandise imports from Africa (based on the latest IMF customs data measured in U.S.
dollars) have grown substantially, while exports were essentially unchanged over the last 20 years—in contrast to
developments in Canada’s trade with the rest of the world. Over much of the 1980s, Canada recorded a merchandise
trade surplus in transactions with Africa. With imports increasing more than 300 percent over the last two decades,
Canada’s balance turned into growing deficits to the tune of US$1.1 billion by 2000.

With little growth in exports to Africa, in combination with rapid expansion in Canada’s exports to the rest of the
world, the share of Canada’s exports to Africa has declined steadily from 1.4 percent in the early 1980s to only 0.3
percent in 2000. On the ot