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Overall performance

Prospering in a year when rude awakenings reverberated 
through the financial sector, Central’s net income and assets 
reached an all-time high, while its member credit unions 
built upon their healthy long-term record. The following 
summaries of the economic landscape, the state of financial 
markets and system performance in 2007 offer a context for 
interpreting Central’s year-over-year results and an insight 
into its future.

The Economic Environment
While the turmoil that rocked financial markets in 2007 
created negative impacts in specific sectors, BC’s economy, 
in general, continued to grow with only moderate constraints 
on overall performance. Strength in the domestic economy, 
sustained by construction, real estate and consumer activ-
ity, more than offset weakness in exports and tighter credit 
conditions.
	 Disruptions in the financial industry – and subsequent 
fallout across the economy – were direct results of the melt-
down of the abcp market that occurred in 2007. The crisis 
originated in the US, where lax underwriting practices led 
to poor-quality subprime mortgage loans to under-qualified 
borrowers, along with a related rise in defaults due to escalat-
ing interest and declining housing prices. To compound 
the problem, these loans were packaged as structured credit 
products and sold to investors at prices inappropriate to their 
risk. Huge write-offs by banks and investment houses around 
the world, including those in Canada, led to less available 
credit at higher cost, particularly in the US.
	 Nationally, it was a major event when the Canadian dollar 
hit a modern-day high against its US counterpart. BC exports 
struggled under the stronger dollar, but buyers of imported 
goods and services saw substantial benefits. Impacts were 
particularly severe in the lumber industry, which was simul-
taneously dealing with decade-low prices and an export tax. 
Mill shutdowns and layoffs increased as the year progressed.
	 BC’s economy still managed to create over 70,000 jobs, 
on net, for 3.2 percent employment growth during 2007. The 
unemployment rate fell to a record low of 4.2 percent from 
4.8 percent a year earlier. The construction, retail trade, and 
transportation industries were the strongest generators of 
job growth.
	M ost regions in the province reported lower unemploy-
ment rates and higher employment levels in 2007. The 
exceptions were found in forest-dependent economies, 
such as the North Coast and Nechako regions. Weak job 
growth in the Cariboo region reflected the impact of declin-
ing lumber exports.
	 Accelerated growth in incomes for British Columbians, 
stemming from upward pressure on wages and salaries, 
provided a solid underpinning to consumer spending. Personal 
income growth, estimated at more than 8 percent in 2007, 

fuelled an increase in retail sales spending of almost 7 percent 
and sustained housing market activity at a high level. 
	 Population rose at a modest 1.5 percent pace, with 
interprovincial movement accounting for more newcomers 
than international migration. Growth rates were highest in 
the Okanagan region, the east-central portion of Vancouver 
Island, as well as in the Fraser Valley. In contrast, the north-
western regions of the province reported losses. 
	 Business formations hit an all-time high and fewer bank-
ruptcies were recorded. BC’s new businesses typically avoid 
the challenges of export trade to concentrate on more profit-
able domestic markets. Corporate profits in non-forestry 
firms reflected double-digit advances. 
	 BC’s housing markets posted further gains, with average 
year-over-year prices rising about 12 percent and sales up 
by 6 percent across the province. With growth in housing 
supply outpacing sales, there was a slight easing in the sell-
ers’ market conditions. Speculative investor purchases ebbed 
in 2007, while long-term investor activity picked up with the 
tighter rental market and perceived long-term capital appre-
ciation prospects.
	 Some of the greatest gains occurred in the Kamloops, 
Kootenay, and Okanagan housing markets, where sales 
prices increased by 30 percent, 24 percent, and 19 percent, 
respectively. Unit sales rose 22 percent in the Kootenays and 
12 percent in the Okanagan. 
	 The economic outlook for 2008 is clouded by the pros-
pect of a US recession triggered in response to the expand-
ing credit squeeze and a continuing decline in housing 
prices. However, additional central bank rate cuts, new fiscal 
stimuli, and mitigating mortgage default proposals set the 
stage for stronger growth in the second half of the year.
	 BC’s economy will reap the benefits of lower interest rates 
and robust domestic spending in 2008, but further deterio- 
ration is forecast for the trade sector. Economic growth 
of around 3 percent is likely and the tight labour market 
will continue. Housing market activity will remain high 
throughout the year, but the gradual market adjustment 
process currently underway will slow the rate of increase in 
housing prices.

Financial Markets
Pundits accurately described 2007 as an annus horribilis for 
global financial markets – a year when defaults and other 
problems in the US sub-prime mortgage markets set off 
a colossal re-pricing of credit risk. As problems began to 
surface, financial industry participants initially focused on 
structured credit products, such as abcp and collateralized 
debt obligations (cdos); soon, however, they turned the 
spotlight on institutional lending practices. Their revela-
tions triggered a steep drop in confidence, as bank after bank 
announced massive write-downs in their lending books, 
resulting in serious impacts to their regulatory capital. This 
led to an extraordinary widening of credit spreads, regardless 
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