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Retail sales growth in B.C. was flat
in February, as new motor vehicle
and non-metropolitan sales lev-

elled off.  Sales continued to grow in
metropolitan Vancouver, however. These
results are after adjustment for normal
seasonal fluctuations. 

Overall, retail sales generally remain on
an upward trend despite February’s stall.
Province-wide sales are up 6% over the
past year, while new vehicle sales are up
32% from one year ago. Retail sales in
metropolitan Vancouver are up 5% over
the past 12 months, while sales outside of
Vancouver are up 8%. 

It is normal to have one or several months of relatively flat sales as consumers take a
breather. After temporarily spending a little less in February, consumers are likely to
continue to drive retail sales higher. We
are forecasting a 4% to 5% increase in
retail sales in 2002.

Province-wide, seasonally adjusted retail
sales totalled $3.29 billion in February,
down $16 million from January. New motor
vehicle sales dropped by $30 million in
February to $513 million. Retail sales
excluding new vehicles fell by $10 million.

In metropolitan Vancouver, retail sales
totalled $1.62 billion, up $7 million from
January. Retail sales outside of metropoli-
tan Vancouver dropped $8 million to $1.68
billion.

Retail sales growth stalls
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Energy, transportation and food prices
drive up CPI

Consumer price inflation in B.C. rose by
0.6% in February and the province’s
Consumer Price Index (CPI) is up 2.9% from
March 2001. However, the trend rate of infla-
tion both now and over the near term is closer
to 1.5% to 2% per year. The apparent acceler-
ation in consumer price inflation over the past
few months is partly due to the unusually low
electricity and auto insurance costs that pre-
vailed one year ago and partly to last month’s
hikes in transit fares, gasoline taxes and
cigarette taxes.

Excluding the volatile food and energy components, consumer price inflation is up about
2.2% over the past year in B.C. and in Canada.  Nationally, this rate of “core” inflation is a
little above the Bank of Canada’s target rate of 2%. Hence, the bank views short-term inter-
est rates as too low to keep inflation down. It apparently plans to continue raising the
overnight bank rate by small increments over the next few quarters.

We are forecasting that consumer price inflation will remain moderate in B.C. in 2002, at
about 1.5%. Consumer price inflation is somewhat higher in Vancouver and Victoria than in
the province as a whole.

Provincial GDP growth below 1% in 2001

Statistics Canada recently released some timely preliminary estimates of the value of
provincial gross domestic product (GDP) in 2001, adjusted for general inflation. These esti-
mates indicate that the B.C. economy grew at an overall rate of just under one per cent
(0.9%) in real (that is, inflation-adjusted) terms.

The rather anaemic growth last year was expected, given the widely recognized setbacks
in manufacturing and exports. Employment in B.C. fell last year, the first time since 1983.
Meanwhile, a dramatic increase in the money supply kept spending, especially among con-
sumers, growing at a robust level. The provincial economy was thus spared from all but a
mild recession.

GDP in B.C. totalled $126 billion in 2001 (in 1997 dollars). Almost $81 billion of this rep-
resents personal expenditures on consumer goods and services, which grew at a healthy
real rate of 3% in 2001. Growth in consumer spending on durable goods was particularly
strong. Sales of housing and related furniture, appliances and electronics increased substan-
tially last year, as did sales of new and used motor vehicles.

Net spending by governments on goods and services accounted for almost $25 billion.
Government spending increased at a real growth rate of 2.6% last year. In spite of the cap
on growth in provincial government spending implicit in the 2002 budget, 2001 expenditures
reached an all-time high. 

Fixed capital formation by the business sector added over $22 billion to provincial GDP,
growing at a real rate of 4.2%. Growth in investment in residential structures rebounded
sharply from three previous annual declines, posting 8% real growth last year. Growth in
investment in non-residential structures cooled somewhat from 2000’s robust pace, but still
increased at 5% in real terms. Business investment in non-farm inventories, a very small
component of overall GDP, shrank in 2001 for the first time in 10 years. 



Housing construction increased substantially
in 2001 while growth in non-residential con-
struction remained positive but below the
robust levels seen in previous years. Recent
completions of industrial, commercial and
institutional buildings have met with dimin-
ished demand from the business sector. Small
and medium-sized businesses are generally
outperforming large businesses in profitability
and growth over the near term.

Exports of goods and services from B.C.
accounted for nearly $55 billion of last year’s
GDP, decreasing at a real rate of –6.3% in
2001. The decrease in exports was mainly in
international exports, especially international exports of goods. Imports of goods and ser-
vices to B.C. deducted almost $60 billion from GDP in 2001. Like exports, imports dropped
last year, although at a slightly slower real rate of –4.7%. Again, it was mainly international
imports of goods that decreased, although international service imports fell also. Trade flows
between B.C. and the rest of Canada remained fairly stable in 2001.

Sagging economic growth in of most B.C.’s large export customers, combined with the
softwood lumber and other trade disputes affecting exports to the U.S., weakened economic
growth in 2001. Forestry, logging, wood products, pulp, paper, paperboard, computers, elec-
tronics, metal and machinery manufacturing all contributed to a steep drop in manufacturing
output. The energy sector had mixed fortunes, with natural gas investment and production
growing robustly, and electric power generation, distribution and exports to the U.S. plum-
meting.

Despite increased consumer spending and debt, the household sector’s balance sheet is
improving, owing to rising real estate prices. Debt servicing costs also remain low, because
of low interest rates. Residential, auto and other retail sales are forecast to remain growing
sectors this year and next. 

The cap on growth in government spending implicit in the 2002 provincial budget will lead
this sector to contract slightly in 2002 and 2003. Housing construction is forecast to contin-
ue growing strongly in both those years, while growth in non-residential construction is like-
ly to contract somewhat over the next 24 months. Export growth is expected to resume
during the next two years as the U.S. economy recovers from weak growth in 2001.

We are forecasting a modest recovery this year from the slow GDP growth rate seen last
year, followed by somewhat stronger economic growth in 2003. Real GDP is forecast to grow
by about 1.5% in 2002 and 3% in 2003.

Strong recovery bounce in U.S. economy

The first comprehensive measure of the U.S. economy since the end of its mild and brief
recession shows a strong rebound during the first quarter of 2002. Gross domestic product
— the broadest measure of an economy’s performance — grew at an annual rate of 5.8% in
the first quarter compared to 1.7% in the fourth quarter of 2001. This is the strongest
showing since the fourth quarter of 1999 and reaffirms the view that the recession is over.

The single-biggest factor boosting GDP in the first quarter was a sharp slowdown in the
pace at which firms pared back inventories of unsold goods. Companies have cut inventories
for five quarters in a row, but the first quarter saw a much slower rate than before. First-
quarter inventory liquidation was at a $36.2 billion annual pace compared to the record
$120 billion in the fourth quarter. Inventories contributed just over half, or 3.1%, to the first



quarter’s GDP growth. One implication of the
large swing is that inventories will make less
of a contribution to GDP growth in later quar-
ters. 

Consumer spending grew a healthy 3.5%.
An 8% drop in spending on durable goods
such as cars was offset by an 8.4% surge in
purchases of non-durable items like clothes.
The gain in non-durable goods was the biggest
since an 8.9 jump in the second quarter of
1975. In effect, auto sales incentives put in
place after 9/11 “borrowed” demand from the
future.

Business investment spending on new struc-
tures, equipment and software fell 5.7% in the first quarter after plunging 13.8% in the
fourth quarter. The smaller decline was a positive sign given the longer than normal invest-
ment drop-off. With growing evidence that the worst is over for manufacturing, improved
investment spending will occur in the not-too-distant future. 

The last main contributor to the recovery was government spending, which posted its sec-
ond strong quarter in a row, rising 7.9%. The strength was concentrated in a 19.6%
increase in defence expenditures.

The more telling economic number to come out of the latest national accounts release is
domestic final sales growth, which gauges GDP less inventory and trade. This measure gives
a better sense of the underlying state of the U.S. economy, because inventory is ultimately
driven by final demand and is not a sustainable growth source. Removing the influence of
trade, which was negative for the fourth straight quarter, also clarifies the picture.

Domestic final sales grew at a 3.7% rate, quite close to the 3.9% in the previous quarter.
This was the best back-to-back performance since early 2000, but its sustainability is open
to debate. Auto sales incentives, a post-9/11 rebound, and a milder than usual winter
weather are transitory influences. Mortgage rates have been rising since September and
that is taking some growth out of the housing market. Since the consumer sector is the
largest part of the domestic economy, April’s fallback in consumer sentiment is not encour-
aging.

Interest rates will rise during the year. The Federal Reserve Board, which aggressively cut
rates to a 40-year low last year in order to lift the economy out of recession and to reduce
uncertainty associated with the 9/11 shock, is going to take back some of those cuts.  This
will temper consumer demand growth in the second half of the year and in 2003. The Fed’s
first rate increase will probably come in late June, followed by another in September.

Second-quarter GDP growth is predicted to fall back to below 4%. The unfolding recovery
still appears to be of moderate proportions, notwithstanding its strong start.

B.C.’s economy always benefits when its largest export market is growing. Tourism traffic
and goods exports are expected to rise this year, with firmer commodity prices. Softwood
lumber duties will restrain the rebound in lumber exports to the U.S., as will the relatively
‘tapped out’ U.S. housing market. That will limit export- driven growth.
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