


Exports of B.C. industrial goods and materials are lower by 2.2% year-to-date. These
products include mostly mineral ores, concentrates and metals, such as aluminum, copper,
zinc, molybdenum, silver and gold. Industrial goods and materials exports are rapidly recov-
ering from last year’s recession and are forecast at $3.8 billion for 2002, up 12%. 

Year-to-date exports of B.C. energy products are down 53% in value. The decline reflects
the price bubble for electricity and natural gas that prevailed in the first half of 2001.
Energy exports hit bottom late in the year and have since been on an upward trend. The
annual total is forecast at $4 billion, down 29%.  

Exports of machinery and equipment are on par with 2001, year-to-date, and are forecast
to total $3.6 billion in 2002, up only 1%.

Year-to-date exports of B.C. agricultural and fish products are down 1.5%. These exports
peaked in the third quarter last year and have been trending slightly downward since then.
The forecast for the whole year is $2.3 billion, down 2%. 

Exports of B.C. goods to the United States are down 16%, year-to-date, while exports to
Japan are off by 21%. Similarly, exports to most minor trading destinations have fallen. The
exceptions are China, Hong Kong and India, with year-to-date export volumes up from
2001.

B.C. price inflation moderate

As of August, B.C.’s year-to-date
Consumer Price Index (CPI) is up 2.1% from
the same period in 2001. Excluding food and
energy items does not change this estimate
of consumer price inflation. Inflation remains
in check, but is up from an annual rate of
about 1.9% for the past several years.
Consumer price inflation is forecast at 2.4%
for all of 2002.

Prices of tobacco products are up 30%-
plus, year-to-date, due to higher taxation.
Higher sales have led to above-average
inflation this year on household furnishings
(+5%) and restaurant purchases (+3%).
Conventional supply restrictions and the growth of organic egg supplies have led to above-
average inflation on dairy products and eggs (+4%).

Energy prices are down so far this year. Piped gas has dropped 13%, fuel oil is 11%
lower, and gasoline is down 5%. Electricity prices appear to be up 30% year-to-date, even
though they have been constant over the past 12 months. That’s because BC Hydro’s signifi-
cant customer refunds in early 2001 create the mistaken impression that electricity prices
are rising sharply. Gasoline prices have risen sharply over the past few months and will like-
ly average higher in 2002 than last year.

U.S. housing starts slow; lumber prices fall

For the third month in a row, U.S. housing starts slowed in August, possibly indicating
that the long-running housing boom may be winding down. Housing has been a key growth
driver for the U.S. economy, helping to make the past recession the mildest on record. A
substantial slowdown in the housing market would weaken the recovery.  



Despite these declines, construction activi-
ty continues at a high level and is unlikely to
relapse. With interest rates so low and new
mortgage applications still running strong,
housing construction should remain healthy
for the foreseeable future. Mortgage rates
are likely to remain low in the expected cli-
mate of moderate growth and low inflation.
Thus, despite the recent slower pace, the
housing market and housing starts will
remain a key support for the economy. 

Lumber prices continue to decline, mainly
due to the slowing in U.S. housing construc-
tion and to increased supply by Canadian
companies prior to the imposition of the
final lumber duties. Prices for 2x4 kiln-dried
Western spruce-pine-fir of standard and better grade are down to about $200 US per thou-
sand board feet from $225 in July and $290 a year ago. At this low price, high-cost B.C.
lumber companies, typically in the coast region, are not financially viable. Cutting production
to push up prices is a natural reaction to this financial crunch, which is exacerbated by the
U.S. lumber duties. 

Canada’s inflation rate temporarily
higher

Inflation took an unexpected jump in
August, hitting a seven-year high. The core
Consumer Price Index (CPI) used by the
Bank of Canada, which excludes the eight
most volatile items and indirect taxes, rose
by 0.5% in the month, lifting the year-over-
year rate to 2.5% from 2.1%. This is the
highest core rate since September 1995.
The overall CPI index jumped to 2.6% from
2.1% in July. These sharp monthly spikes
are largely the result of steep electricity
price hikes of 18.3% in Ontario, where hot
weather in August and a deregulated elec-
tricity market drove up prices. Another factor was a 2.6% rise in auto insurance premiums.
These two items accounted for more than half of the monthly increase in the core and over-
all measures. 

Looking ahead, the core CPI will probably inch up in the final months of 2002, but then
slide back toward the 2% range next year. While Ontario’s electricity costs are likely to
decline with a return to more normal temperatures, the depressing effect of 9/11 pushed
down the CPI in October to December last year, and this lower baseline will result in a high-
er year-over-year percentage figure, even if there is no further rise in the CPI. The Bank of
Canada is well aware of this arithmetic and will not react by raising rates, even though there
might be some pressure to do so. The Bank is expected to hold rates steady at its October
16 meeting, since economic growth is slower, excess capacity remains, the external outlook
is uncertain, and there is no pending threat of a cost-push or wage-price inflation spiral.
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