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B.C. payroll flat in June

ontrary to the Labour Force
C Survey’s (LFS) result, B.C.’s

payroll employment did not
jump by 26,000 persons in June.
Rather, the Survey of Employment,
Payrolls, and Hours (SEPH) shows no
change from May, with 1,605,400
persons employed in June, seasonally
adjusted.

Sample variability in the LFS is
much higher than in the SEPH, which
likely accounts for the difference.
SEPH is a survey of employers’ pay-
rolls, unlike the much smaller LFS,
which surveys households. Over
time, these two surveys closely track
employment changes but notable divergences do occur, as in the past 12 months.

Much attention was given to the June LFS result when it was released and it continues
to be cited, along with the almost equally strong July LFS figure, as evidence that B.C.'s
economy is strong. After all, it shows job growth during those two months at 43,000 -
all payroll jobs since self-employment declined — and from the end of 2001, jobs are up
by 73,000, with all but 12,000 being payroll jobs. These are heady job gains, if they can
be believed.

What does SEPH show for the first half? Payroll employment is up 12,000, or less
than 1%, while LFS shows a gain of over 42,000 payroll jobs, a 2.7% increase.

Which survey to believe? We put more stock in the SEPH survey since it has a smaller
sample error and its results are more consistent with other economic indicators showing
spotty industry sector growth.
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The SEPH July result will be awaited with equal interest to see whether the large gain in
July LFS payroll employment — about 18,000 - will be confirmed. Instinct tells us that it
won't. Before then, though, the August LFS results will be available and at some point these
two surveys will coincide more closely, with August possibly marking the beginning of that
convergence. We expect to see a decline in August LFS employment.

A similar comparison between LFS and SEPH was done at the national level and the two
surveys showed virtually identical results. This is reassuring but illustrates a weakness in
this country’s national economic statistical system, namely that provincial economic statis-
tics are poorer in quality and reliability.

Forestry jobs falling

Jobs in B.C.’s forest industry are falling Forestry jobs falling
at a 20% annual pace so far this year,
with total jobs down by 8,000 to date,
and almost 30,000 jobs lost since the i
end of 2000. From the June SEPH, total TOuEAmds
forestry employment - from logging to
manufacturing - is estimated at 67,700
persons, seasonally adjusted. U.S. import
lumber duties, the brief U.S. recession,
and weak overseas demand are the main
reasons behind this performance, com-
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Job losses since the start of the year
are widespread, cutting across most forestry sectors. Employment is down in logging and
forestry support activities, sawmilling, and pulp and paper manufacturing. Plywood and fin-
ished veneer, along with the ‘other’ wood manufacturing sectors, are holding their own,
though. Similar trends have existed from the end of 2000.

Future job prospects remain bleak, though there is a ray of hope now that Canada-U.S.
lumber talks have resumed, at least on an informal basis. The lumber duties will probably
remain in place for several more months and it is anybody’s guess what might replace
them, if anything, or whether they will indeed go. Economic fundamentals such as U.S.
housing starts, advertising demand, and the future strength of U.S. consumer spending
point to modest growth in the near term and reasonable prospects of an up-shift to moder-
ate growth in 2003. With the price of lumber below $300 US per thousand board feet and
reports of some Canadian/B.C. mills running ‘flat-out’, lumber company profits will be slim in
the near term.

Canada’s second-quarter growth
driven mainly by April results

The above-average 4.3% real Gross Domestic Product (GDP) growth estimated by
Statistics Canada for the second quarter was mostly achieved in April, which was followed
by a significant slowdown in May and June. The monthly GDP figures portray a quite differ-
ent view of Canada’s growth than the quarterly number. April’s strong performance was led




Monthly gross domestic product by industry at
basic prices, 1997 constant dollars

Jan. 2002 | Feb. 2002 March 2002| April 2002 | May 2002 | June 2002

Seasonally adjusted

Month-to-month % change

All industries 0.7 0.5 0.1 0.8 0.1 0.1

Source: Statistics Canada

by higher sales of cars and trucks and the temporary elimination of softwood lumber duties,
along with housing and related spending. This loss in growth momentum has more impor-
tance than the headline GDP figure for the second quarter.

The second-quarter GDP report highlighted a fairly strong consumer sector, signs of rising
business investment, and slowing export growth. Looking ahead, third-quarter real GDP is
expected to slow to the 2.5% to 3% range, owing to a still feebly growing U.S. economy,
further damage from the softwood lumber duties, and weakness in air travel and related
sectors. For the year, Canada’s real GDP growth will likely hit 4%, with the main contribution
coming from the January to April period.

Bank of Canada will stand pat

For the first time since the economy began its resurgence following 9/11, the Bank of
Canada (BoC) is expected not to raise its key lending rate at its regular rate-setting meet-
ing, on Sept. 4. The BoC needs to look forward and assess the inflation outlook nine to 18
months ahead, and not dwell too much on past strong reports. Economic reports, such as
June retail sales, second quarter GDP, and employment, point to a rate hike, but when those
figures are dissected, the policy decision is not clear-cut.

Another consideration for the BoC is the U.S. Fed’s most recent views on the future of the
U.S. economy. Its last statement cautioned that there is a greater risk of economic weak-
ness rather than inflation. With the strong export linkages between the two economies, a
slowly growing U.S. economy will also restrain growth in Canada.

Inflation in Canada is not in any danger zone according to July’s reading, so the BoC's
decision will be close. Financial markets have priced in a quarter-point rate hike, but we
think they will be disappointed. If the BoC does the unexpected and raises rates, it is even
more probable that it would be the last hike this year.
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