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International exports
rise again

International exports of B.C.-origin

goods rose for the fifth consecutive

month in May. After adjusting for
seasonal and irregular effects, exports
increased $63 million (2.6%) in May to
$2.49 billion. Exports are making a steady
recovery from last year’s recession and are
now only 5% below the value sold a year
earlier.

Half of B.C.’s international goods exports
are forest products, and these increased by
$35 million (2.9%) in May to $1.24 billion.
A temporary window on U.S. softwood lum-
ber duties, which ended in the fourth week
of May, allowed domestic producers to build
up U.S. inventories. It's widely believed
that June’s softwood lumber exports will
have dropped substantially under the
weight of the new U.S. duties, which add
an average of $27 to the cost of each $100
worth of softwood exports. Except for spe-
cialty value-added wood products, exports
of all types of solid wood products are up
so far this year. Pulp and paper exports are
down, however.

Energy products, which account for 12%
of B.C.'s international goods exports, rose
by $11 million (4%) in May to $294 million.
Energy prices are increasing, particularly
for oil, and the quantity of metallurgical coal exports is rising. Exports of industrial
goods and materials as well as machinery and equipment were also on an upward trend
in May.
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The continued rebound in export values is
critical for stronger economic growth in B.C.
This, in turn, depends on a continued recovery
from last year’s global economic slowdown and
weak commodity markets. The U.S. economy,

Energy and forest product exports
grew rapidly in May
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Source: Statistics Canada and CUCBC trend.

Lower mortgage rates
boosting U.S. and Canada

Mortgage rates are declining as bond yields come off, giving the housing market and consumer
spending a lift. The U.S. 30-year conventional mortgage rate is below 6.60% from over 7% a few
months ago and is approaching its post 9/11 low. Moderate inflation and economic growth, togeth-
er with money fleeing the equity markets for the safer haven bond market, are driving bond yields
downward. A similar, though less pronounced, mortgage rate trend prevails in Canada.

Lower mortgage rates are good for the housing market and the latest U.S. housing starts figures
reflect their impact. Housing starts remained at a high level in June, near 1.7 million units (sea-
sonally adjusted annual rate), although the pace of construction retreated slightly from the previ-
ous month. Housing starts are likely to increase as mortgage rates come down.

Further rate declines are probable since inflation is not a problem at this stage of the economic
recovery. The U.S. Consumer Price Index increased by a mere 0.1% in June, following no change
in May. Excluding food and energy prices, the core CPI also inched up 0.1% after a 0.2% rise in
May. Earlier, it was reported that the Producer Price Index for finished goods, excluding food and
energy, had risen at a moderate annual rate of 0.3% in the first half of the year. Prices of core
intermediate goods are often viewed as a leading indicator of consumer inflation.

Canadian bond yields are also down from earlier this year by 50 to 100 basis points, depending
on term. This sets the stage for lower mortgage rates and this month’s decline makes it a near
certainty that fixed rates will also decline. The five-year closed rate is currently posted at 7.25%
and is expected to fall to 7.00%, while the one-year closed rate of 5.55% is likely to edge down
by a lesser amount to 5.45%.
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will help to lift lumber prices, which are down

due to the supply surplus induced by the post-
May 22 duties. Prices for western spruce-pine-
fir 2x4 studs are currently about $250 US, but
B.C. producers need prices above $300 US to

have a reasonable chance of financial viability.
Once the supply surplus is worked off and U.S. T R ——
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