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Report A: BRITISH COLUMBIA ECONOMIC REVIEW AND OUTLOOK

Overview1

The economy
grew 3.4% in
2000

The British Columbia economy grew an estimated 3.4 per cent in 2000, up from
2.1 per cent in 1999. Exports and manufacturing shipments grew strongly early in the
year. During the second half, manufacturing shipments slowed due to weaker activity in
the U.S. while energy exports soared due to rising prices. 

Employment rose during the year and the unemployment rate fell from 8.3 per cent in
1999 to 7.2 per cent, its lowest level since 1981 (see Chart A1). Strong growth in the
number of full-time jobs boosted the total number of hours worked and labour income
in 2000. This contributed to the fastest growth in retail spending since 1995. Residential
construction remained weak, although housing starts picked up in the fourth quarter.

The
unemployment
rate was the
lowest since
1981

Chart A1
BC Unemployment Rate

Per cent

Source: Statistics Canada
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In 2001, the economy is expected to grow 2.4 per cent. In 2002, growth of 2.9 per cent
is forecast. Most forecast uncertainty this year and next relates to the length and depth
of the U.S. slowdown that is currently underway, and to the shape of the eventual
recovery. 

The British Columbia Economy: 2000 Performance

Last year, the economy strengthened and growth became more evenly balanced
between the external and domestic sectors. 

1 This report incorporates information available as of March 2, 2001. All annual and quarterly references are for the
calendar year.
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Growth is currently estimated at 3.4 per cent, up from 2.1 per cent in 1999. Growth in
consumption expenditures and exports led the way (see Chart A2).

Chart A2
BC Real GDP Growth, 2000 Estimate

Percentage change

Source: Ministry of Finance and Corporate Relations. Inventory change small, so not shown.
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Business Conditions

Overall business
conditions
improved . . .

● Non-energy export and manufacturing activity was strong during the first half of 2000,
but slowed during the second half as the U.S. economy cooled.

● Corporate profits before taxes are estimated to have risen slightly in 2000 after a large
rise in 1999. 

● Conditions were good in some sectors and poor in others. 

● In the resource sector:

— The forest industry recovery in 1999 was partly reversed in 2000 by a sharp
decline in lumber prices; however, pulp and newsprint prices increased during the
year and industry profits rose. 

— The volume of mining production increased.

— The energy sector benefited from a surge in prices. 

. . . and
corporate profits
rose

● In the high-technology industries, sales revenue continued to grow faster than in
other parts of the economy. However, with investors’ growth expectations far
exceeding reality in many cases, technology firms’ stock prices plunged in March and
again in the fourth quarter. Money for expansion became more difficult to obtain.
Some dot-com fledglings closed their doors, and others scaled back expansions. 

● In the non-residential construction industry, building permits showed little change.
Office and industrial vacancy rates fell and rents began rising. 

● Overall tourism activity increased slightly, but hotel occupancy rates dropped and
consolidation in the airline industry and fare increases reduced domestic travel.

● In agriculture and agri-food, employment rose slightly and farm cash receipts rose.
Food and beverage shipments changed little.
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By the numbers: key business indicators in 2000

Exports rose
strongly . . .

➤ The total value of foreign merchandise exports rose 13.2 per cent. Energy exports
surged during the second half of 2000 due to a sharp increase in natural gas and
electricity export prices. Excluding energy, exports rose 6.5 per cent. Exports of
machinery, equipment and industrial goods rose 15.6 per cent (see Chart A3).

Chart A3
Export Growth by Commodity, 2000

Percentage change

Source: Statistics Canada
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. . . boosted by
energy prices

➤ Exports to the United States rose 10.7 per cent; in 1999 they increased almost
20 per cent. Exports to Japan rose 7.8 per cent, and to Europe 35 per cent, despite
the depreciation of the Euro against the Canadian dollar (see Chart A4).

Chart A4
BC Export Growth by Major Market, 2000

Percentage change

Source: Statistics Canada
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➤ The value of manufacturing shipments rose 3.9 per cent for the year. However,
electrical/electronic shipments led the way with an increase of 14.4 per cent. 

➤ Most of the gain in the value of merchandise exports was due to higher volumes.

Mining and
forestry output
increased

➤ Lumber production rose about 2 per cent, pulp and paper 5.4 per cent.

➤ Natural gas production and electricity generation were up slightly. Coal production
rose nearly 4 per cent, despite the permanent closure of the Quintette mine in
August. 

➤ Copper output rebounded sharply in 2000 following the six-month shutdown of
Highland Valley copper in 1999. Production of lead, zinc, molybdenum, and silver
also rose significantly. Gold production was unchanged.

➤ Cargo tonnage handled by the Port of Vancouver rose 7 per cent. Container traffic
reached new highs with outbound traffic increasing 11 per cent and inbound traffic
up 6 per cent. 

➤ Air cargo traffic through the Vancouver International Airport declined 6.4 per cent.

High-tech
expansion
reduced office
and industrial
vacancy rates

➤ In greater Vancouver, the office vacancy rate fell to 2.3 per cent, the lowest level in
20 years. The high-tech sector accounted for over half of all office space absorption
in 2000. The industrial vacancy rate was the lowest in 10 years at 1.9 per cent in
2000. The downtown retail vacancy rate was also low and rents increased. 

➤ In the Victoria region, the overall office vacancy rate continued to fall in 2000, to
4.7 per cent, its lowest level since 1995. High-tech companies accounted for
28 per cent of office absorption in 2000, causing the vacancy rate to fall in the
downtown area. High-tech also accounted for more than half of the absorption of
new industrial space in the region. Retail construction slowed after three years in
which significant shopping centre and big-box space was added. The downtown
retail vacancy rate rose in 2000 following the closure of two department stores.

➤ Business incorporations rose 2.4 per cent while bankruptcies fell 9.2 per cent.

The Labour Market 

● The unemployment rate fell from 8.3 per cent in 1999 to 7.2 per cent in 2000. 

The job market
strengthened . . .

● Employment, as measured by the number of jobs, rose 2.2 per cent. 

● Full-time paid employment accounted for all of the job gains; the number of part-time
jobs and self-employed people declined. As a result, total hours worked in the
economy rose 4.5 per cent (see Chart A5). 

● Employment rose 4.5 per cent in goods-producing industries, while it rose
1.6 per cent in the service sector.

. . . as full-time,
paid employment
rose

● The labour force grew 1.0 per cent, while the participation rate (the percentage of
people 15 years of age and over in the work force) fell from 65.1 per cent to
64.9 per cent, compared to the recent peak of 67.2 per cent in 1994.

● Net in-migration in 2000 is estimated at just over 20,000, down from 24,500 in 1999.
B.C.’s population grew 0.9 per cent, the third consecutive year it has been at or
below 1 per cent.
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Chart A5
2000 BC Employment Growth

Percentage change

Source: Statistics Canada
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● Labour income grew an estimated 6.4 per cent, boosted in part by a pay equity
settlement paid to some former federal employees. Wage settlements in collective
agreements involving 500 or more employees averaged 1.6 per cent, up from
0.8 per cent in 1999.

The Consumer Sector 

Retail sales posted
biggest gain since
1995

● Retail sales (in current dollar terms) rose 6.2 per cent, the strongest growth since
1995. 

● The British Columbia component of the Conference Board’s Index of Consumer
Attitudes was up for the year, rising early in 2000 and falling in the final quarter.

● The number of cars and light trucks sold rose 6.9 per cent. 

● Wholesale trade increased 2.1 per cent.

● Restaurant, caterer and tavern revenues for the year rose 7.9 per cent.

Tourism
increased

● The number of overnight visitors to B.C. increased 1.4 per cent. Vancouver
International Airport passenger volumes rose just 1.3 per cent while the number
handled in Victoria fell as extensive restructuring in the domestic airline industry
reduced capacity. The number of cruise ship passengers sailing through the Port of
Vancouver rose 11 per cent to exceed one million for the first time.

Housing
remained weak

● Housing starts fell 11.6 per cent and the value of residential building permits
declined. Repairs and renovations to condominiums built during the mid-1990s were
a major source of activity for many firms. The number of residential sales fell
6.7 per cent. New home prices were down about 5 per cent while existing home
prices rose 2.8 per cent. 

● Consumer bankruptcies rose by 1,000 or 12.3 per cent.

● The consumer price index rose 1.9 per cent in 2000. Energy accounted for about
1.4 percentage points of the increase in the CPI.
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British Columbia Economic Outlook2

Growth in the economy is expected to slow in 2001, reflecting the emerging slowdown
in the rest of North America. Declining interest rates, tax cuts and energy rebates should
help cushion the British Columbia consumer. 

● External Conditions and Influences

North America — The United States economy slowed sharply late in 2000, growing at
an annual rate of just 1.1 per cent in the fourth quarter, compared to 5.0 per cent for
the full year. The slowdown continued into 2001, resulting in two Federal Reserve
interest rate reductions totalling a full percentage point in January. Most forecasters
expect that the U.S. economy will be weakest during the first half of the year. The
current consensus forecast of 2.3 per cent suggests that growth will rebound to 3 or
3.5 per cent in the second half. The budget forecast assumes that the U.S. will grow
1.8 per cent for the full year with a slower pace of recovery, as shown in Chart A6. This
implies further interest rate reductions are likely in the second quarter.

U.S. economic
slowdown is
underway

Chart A6
U.S. Quarterly Real GDP Growth

Percentage change

Source: U.S. Department of Commerce & Ministry of Finance and Corporate Relations
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The chairman of the U.S. Federal Reserve has pointed out that consumer confidence is
the key to whether the U.S. downturn is brief — six months or so — or develops into a
lengthier and deeper contraction. The performance of the stock market now seems to
be a more important factor in the evolution of consumer expectations about the
economy than in the past (see Chart A7). Other important factors will be the extent of
the correction in business inventories and the pace of capital spending, particularly on
machinery and equipment.

2 A description of the Ministry of Finance’s economic forecasting process, methodology and econometric model can be
found in The British Columbia Macroeconomic Model. This 1999 working paper is available in the ‘‘Publications’’
section of the Ministry’s Web site: www.fin.gov.bc.ca or by writing to the Communications Branch, Ministry of Finance
and Corporate Relations, P.O. Box 9417, STN PROV GOVT, Victoria, British Columbia, V8W 9V1.

http://www.fin.gov.bc.ca/
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Chart A7
U.S. Consumer Confidence Index

U.S. Consumer Confidence
 1985 = 100

Source: Conference Board, Bank of Canada
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Canada’s
economic
performance tied
to U.S. outlook

The downturn in U.S. growth will reduce Canada’s growth prospects. The current
consensus outlook of 2.8 per cent Canadian growth is likely to decline further as
analysts incorporate new U.S. data and forecasts. The budget forecast assumes that
Canada will grow 2 per cent, slightly faster than the U.S., before recovering to around
2.5 per cent in both countries in 2002.

The impact of the U.S. slowdown will be felt unevenly across Canada. Trade with the
United States has become more important to every province over the last decade,

Chart A8
U.S. Share of Merchandise Exports
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British Columbia
less exposed to
U.S. slowdown

reflecting strong economic growth and liberalization of trade. However, most regions
are more dependent on the U.S. market than British Columbia. Ontario, in particular,
relies heavily on trade in autos and parts with the U.S. British Columbia’s trade is more
diversified (see Charts A8 and A9) and, therefore, the province is less exposed in the
near term to a U.S. slowdown.

Europe — The forecast assumes that the European economies will grow 2.8 per cent in
2001 and 2.7 per cent next year. This is down slightly from 2000.

Asia — Japan’s economy grew an estimated 1.6 per cent in 2000, better than the
0.8 per cent in 1999. Industrial production and business investment picked up in 2000
but this failed to translate into stronger domestic spending, which was depressed due to
a weak job market and soft consumer sentiment. The Japanese economy is expected to
grow 1.5 per cent in 2001 and 2.0 per cent in 2002. 

Chart A9
Asian Share of Merchandise Exports
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Asian economy:
solid growth,
outside Japan

Elsewhere in Asia, growth of about 6 per cent is expected (see Chart A10). China’s
economy is expected to grow 8 per cent, similar to its 2000 performance. Other
economies in the region are expected to grow 4 to 5 per cent. Continued political and
financial difficulties could lead to under-performance in South Korea, the Philippines
and Thailand.

More interest rate
declines likely

Interest and Exchange Rates — Based on the global outlook discussed above, North
American short-term interest rates are forecast to decline through mid-year. The forecast
assumes that slower growth will cause energy prices to decline and inflation to level off,
moderating inflation fears and allowing longer-term interest rates to fall.

The Canadian dollar is expected to appreciate against its U.S. counterpart over the next
two years, averaging 66.4 U.S. cents in 2001 and 68.0 U.S. cents in 2002.
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Chart A10
2001 Asian Growth

Percentage change

Source: Nomura Research Institute, January 2001
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● British Columbia Real GDP Outlook

B.C. economy
expected to grow
2.4% in 2001

Real GDP is expected to increase 2.4 per cent in 2001 and 2.9 per cent in 2002
(Chart A11). This is the same as the average forecast of the Minister of Finance’s
Economic Forecast Council when it met in January 2001 (see topic box for details).

Chart A11
BC Real GDP Growth

Percentage change

Sources: Statistics Canada & Ministry of Finance and Corporate Relations
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● External Trade Outlook

Goods and service export volumes are expected to increase 3 per cent in 2001 and
2.8 per cent in 2002, less than in 1999 and 2000 due to the slowdown in North America.
Non-resource manufactured exports are expected to grow more rapidly than most other
categories, reflecting growth in demand for electronics and other British Columbia high-
technology products. 

Import volumes are expected to rise 2.4 per cent in 2001 and 2.9 per cent next year. 

U.S. slowdown
will reduce export
growth

In 2000, overall British Columbia export prices rose more than expected as the surge in
energy prices offset a decline in lumber prices. There is even more uncertainty about
the outlook for export prices than usual, principally relating to hard-to-predict external
events and decisions that will affect electricity, natural gas and lumber. As a result, there
is also considerable uncertainty about overall export earnings, corporate profits and
capital investment in the coming year.

This year, export prices are expected to be higher on average than in 2000 (mainly
reflecting the run up in energy prices late in 2000) but will fall in 2002 as energy prices
retreat from recent highs. Goods and service export prices are forecast to rise
3.0 per cent this year and decline slightly in 2002. Import prices are expected to
advance 2.3 per cent this year and 1.7 per cent in 2002.

● Consumer Expenditure Outlook 

Consumer spending grew more rapidly in 2000 as a recovery in consumer confidence
beginning late in 1999 paved the way for stronger spending. More recently, consumer
confidence has begun to show signs of softness, similar to the rest of North America. 

Policy actions will
buoy consumer
spending

The economic backdrop for retailers and consumers is less favourable than a year ago.
Stock market declines, a low personal saving rate and a soft housing market are other
negatives. However, federal tax cuts, the continued phase-in of previously-announced
provincial tax reductions, and lower interest rates will raise personal disposable income
and help to sustain growth in consumer spending. Population growth will also pick up
strength relative to 2000, and help to buoy consumer markets. In-migration is expected
to rise from an estimated 20,000 last year to 30,000 this year and 46,000 next year. 

Consumer spending is expected to grow 1.8 per cent in real terms in 2001 and
2.1 per cent in 2002 (Chart A12). Retail sales in current dollars (as defined by Statistics
Canada) are forecast to increase 3.5 per cent this year and 3.8 per cent in 2002. 

Moderate gains in
housing activity
expected

Housing starts are forecast at 15,300 units in 2001 and 17,200 units in 2002, up from
14,418 starts in 2000. This mainly reflects pent-up demand and higher in-migration. The
Canada Mortgage and Housing Corporation is projecting a 2.7 per cent rise in home
sales to 55,700 in 2001 and a further 4.1 per cent increase to 58,000 sales in 2002. The
agency expects the average B.C. home price to rise in line with inflation over the next
two years.

● Capital Investment Outlook

Capital spending
forecast to
increase . . .

Overall capital investment is expected to increase 2.6 per cent in real terms in 2001,
about the same pace as in 2000: 

● Machinery and equipment investment is expected to rise 6 per cent in real terms this
year. 

● Construction investment is expected to increase about 1 per cent. 
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Chart A12
BC Real GDP Growth, 2001 Forecast

Percentage change

Source: Ministry of Finance and Corporate Relations. Inventory change: 0.2% of 2000 real GDP
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The mix of investment will be considerably different across sectors and industries than
in 2000. A Statistics Canada survey suggests more investment will occur in the forest
sector. After nearly doubling last year, investment in oil and gas extraction is expected
to decline slightly. Capital expenditures in the information and cultural sector, where
many ‘‘new economy’’ firms are found, is expected to slow. Transportation and
warehousing expenditures are another area of weakness, likely reflecting the
completion of some large projects such as the Alliance pipeline. New pipeline projects
are in the proposal and planning stages.

The outlook for machinery and equipment investment is particularly uncertain in the
current economic climate. 

. . . but outlook
for high-tech
investment
uncertain

The forces propelling rapid investment in machinery and equipment in North America
in recent years have weakened significantly over the last few months. Nationally, a
recent Statistics Canada survey shows a 2.5 per cent drop in planned machinery and
equipment investment in 2001. Investment in the automotive and telecommunications
sectors and other high-technology firms is slowing markedly from earlier projections,
due to declining sales and profit forecasts and the emergence of over-capacity for some
key products. As well, the technology-led decline in North American stock markets has
made it much more difficult for firms to finance investment. These trends affect
British Columbia firms as well. 

● Government Operating Expenditure Outlook

Spending by all levels of government in British Columbia is estimated to have increased
1.4 per cent in real terms in 2000. The forecast assumes a faster rate of growth in
inflation-adjusted expenditures over the next two years. 
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● Employment and Income Outlook

Employment and
income gains will
moderate in
2001

Employment, measured by the number of jobs, is expected to increase 2.2 per cent in
2001, the same pace as in 2000. However, the growth in total hours worked is likely to
moderate in both years, resulting in slower growth in total labour income than in 2000. 

After last year’s large decline to 7.2 per cent, the unemployment rate is forecast to
increase to slightly to 7.4 per cent in 2001.

The external slowdown is likely to cause corporate pre-tax profits to grow slowly over
the next two years. As noted earlier, the profit outlook is highly uncertain due to
potential developments affecting electricity, natural gas and lumber prices.

Nominal GDP is expected to increase 4.0 per cent in 2001 and 3.4 per cent in 2002.

● Inflation Outlook

B.C. inflation is
expected to
remain under
2%

As in the rest of Canada, rising prices for gasoline, natural gas and heating oil boosted
British Columbia’s inflation rate in 2000. Energy prices are expected to remain high by
recent standards, but their impact on the British Columbia inflation rate should fade
through the coming year. As a result, the consumer price inflation rate is forecast at
1.7 per cent in 2001 and 1.6 per cent in 2002. 

● Forecast Uncertainties

There are several areas of uncertainty in the forecast. Most of these involve factors
external to British Columbia.

● The extent of the U.S. downturn and its impact on British Columbia and other
provinces.

Key uncertainties
include degree of
U.S. slowdown
and energy price
outlook

● The policy response to the slowdown by the U.S. and Canadian governments, the
Federal Reserve and the Bank of Canada. Will governments cut taxes or increase
spending? Will central banks reduce interest rates further?

● The outlook for energy prices, which is not only tied to the U.S. outlook and to the
weather in the coming months, but also to policy decisions in California and other
states that will affect the electricity supply and demand.

● The impact of Canada-U.S. softwood lumber trade negotiations on prices and exports.

● Japan’s economic outlook.

● A medium term issue — could U.S.-type productivity gains spill over into Canada and
British Columbia to boost potential economic growth above forecast levels? 
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TABLE A1

BRITISH COLUMBIA ECONOMIC OUTLOOK

Budget Actual/
Forecast Estimate Forecast

2000 2001 2002

Gross Domestic Product (current dollars; percentage
change)............................................................................................................................. 3.8 5.31 4.0 3.4

Real Gross Domestic Product (1992 dollars;
percentage change) ......................................................................................... 2.2 3.41 2.4 2.9
Consumer Expenditure..................................................................................... 1.5 4.2 1.8 2.1
Capital Investment ................................................................................................ 3.8 2.7 2.6 5.7
Government Expenditure............................................................................... 1.4 1.4 1.8 1.6
Exports of Goods and Services.............................................................. 4.3 6.0 3.0 2.8
Imports of Goods and Services.............................................................. 2.6 5.3 2.4 2.9
Inventory Investment (change in billions of 1992

dollars)................................................................................................................... �0.3 �0.1 0.2 0.2

Minister’s Economic Forecast Council — Real GDP
growth .............................................................................................................................. 2.2 3.0 2.4 2.9

Population (percentage change) ........................................................................ 1.1 0.9 1.2 1.2

Net In-migration ................................................................................................................... 36,800 20,1001 29,600 45,600
Interprovincial............................................................................................................. 7,700 �11,800 — 13,500
International ................................................................................................................. 29,100 31,900 29,600 32,100

Labour Force (thousands) ........................................................................................ 2,123 2,100 2,151 2,213
(percentage change)........................................................................................... 2.1 1.0 2.4 2.9

Employment (thousands)........................................................................................... 1,949 1,949 1,992 2,054
(percentage change)........................................................................................... 2.3 2.2 2.2 3.1

Unemployment Rate (per cent) ........................................................................... 8.2 7.2 7.4 7.2

Retail Sales (millions of current dollars)..................................................... 34,600 35,755 37,010 38,420
(percentage change)........................................................................................... 2.8 6.2 3.5 3.8

Labour Income3 (millions of current dollars).......................................... 64,550 67,490 69,990 72,860
(percentage change)........................................................................................... 3.7 6.4 3.7 4.1

Corporate Pre-tax Profits (millions of current dollars).................. 8,225 9,1602 9,530 9,290
(percentage change)........................................................................................... 15.0 4.0 4.0 �2.5

Housing Starts (units).................................................................................................... 18,000 14,418 15,300 17,200
(percentage change)........................................................................................... 10.4 �11.6 6.1 12.4

Consumer Price Index (1992�100)................................................................ 112.6 113.3 115.2 117.0
(percentage change)........................................................................................... 1.3 1.9 1.7 1.6

1 Ministry of Finance and Corporate Relations estimates.
2 Levels are not comparable to 2000 budget document due to Statistics Canada data revisions.
3 Wages, salaries and supplementary labour income.

�
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TABLE A1

BRITISH COLUMBIA ECONOMIC OUTLOOK — Continued

Budget Actual/
Forecast Estimate Forecast

2000 2001 2002

Key Assumptions:
Economic Growth (percentage change in

real GDP)
Canada ......................................................................................................... 3.4 4.7 2.0 2.5
United States.......................................................................................... 3.5 5.0 1.8 2.5
Japan.............................................................................................................. 0.5 1.6 1.5 2.0
Europe........................................................................................................... 2.8 3.31 2.8 2.7

Housing Starts (percentage change)
Canada ......................................................................................................... 4.3 1.1 2.2 3.3
United States.......................................................................................... �8.3 �4.5 �7.1 1.4
Japan.............................................................................................................. 0.8 1.3 0.7 0.0

Industrial Production (percentage change)
United States.......................................................................................... 3.7 5.6 2.0 2.8
Japan.............................................................................................................. 3.0 5.3 3.5 2.6

Consumer Prices (percentage change)
Canada ......................................................................................................... 2.2 2.7 2.4 2.0
United States.......................................................................................... 2.6 3.4 2.7 2.5

Canadian Interest Rates (per cent;
annual average)
3-month Treasury Bills ............................................................... 5.4 5.5 4.8 5.0
10-year and over Government of Canada

bonds ...................................................................................................... 6.7 5.9 5.3 5.3
United States Interest Rates (per cent;

annual average)
3-month Treasury Bills ............................................................... 6.2 5.8 4.9 4.8
10-year and over U.S. Government bonds ........... 7.1 6.1 5.3 5.3

U.S. cents/Canadian dollar .................................................................. 69.4 67.3 66.4 68.0
Commodity Prices

BC Goods and Services Export Prices (Cdn $;
percentage change)................................................................... 2.5 2.8 3.0 �0.2

Spruce-Pine-Fir Lumber (U.S. $/1,000 board
feet) .......................................................................................................... 323 255 225 250

Pulp (U.S. $/tonne) ........................................................................ 650 681 650 650
Newsprint (U.S. $/tonne) ......................................................... 541 564 618 625
Copper (U.S. $/lb.) ......................................................................... 0.85 0.82 0.80 0.80
Lead (U.S. $/lb.) ............................................................................... 0.23 0.21 0.18 0.20
Zinc (U.S. $/lb.) ................................................................................. 0.57 0.51 0.51 0.55
Gold (U.S. $/oz.) .............................................................................. 285 279 280 300
Aluminum (U.S. $/lb.) .................................................................. 0.62 0.70 0.72 0.73
Natural Gas (U.S. $/gigajoule) ........................................... 1.99 2.94 4.25 3.05
Coal (U.S. $/tonne)2 ..................................................................... 40 40.5 37 37

1 Ministry of Finance and Corporate Relations estimates.
2 Weighted average of metallurgical and thermal coal prices.
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THE ECONOMIC FORECAST COUNCIL

Background
On January 11, the Honourable Paul Ramsey, Minister
of Finance and Corporate Relations, met with the
Economic Forecast Council (the Council). This was
the second year that the Council has gathered since its
establishment by legislation in 1999. The Budget
Transparency and Accountability Act requires the
Council to meet annually.

The 18-member Council is the successor to the
economic forecasting conferences held from 1997 to
1999. The Council members are appointed based on
their expert knowledge of the British Columbia,
Canadian and world economies, as well as their
economic forecasting experience.

Council members were asked to submit a forecast
survey prior to the meeting on January 11, 2001.
Sixteen members submitted forecasts. The results are
summarized at the end of this topic box.

As with previous Council meetings and economic
forecast conferences, Council members presented
their views on the province’s near-term economic
outlook, as well as factors affecting the province’s
medium-term outlook.

Report on Forecast Council Meeting

Overview

The general view of the Council was that the
British Columbia economy would continue to post
modest growth in 2000 and 2001, while the Canadian
economy would outpace the United States over the
next two years. 

An emerging U.S. economic slowdown was evident
in some participants’ forecasts and the discussion.
The Asian economies were expected to continue
growing although participants expressed concerns
about the slow pace of economic recovery in Japan, a
key market for British Columbia.

International Developments

Several participants said that downward forecast revi-
sions would continue, as the U.S. economic slow-
down would be felt most during the first half of 2001;
most felt that the U.S. economy would stabilise in
2002. There were two views about the extent of the
slowdown. 

● Most Council members expected the U.S. Federal
Reserve (‘‘the Fed’’) to cut interest rates in the next
three months to achieve a ‘‘soft landing’’. As a
result, the probability of a recession in the U.S. is
low. One participant pointed out that after a year of
5 per cent economic growth, 2 or 2.5 per cent
growth in the U.S. would feel like a recession.

● However, a few participants believed interest rate
cuts would prove to be too little and too late, and
that a U.S. recession is very likely.

Most agreed that the fast deteriorating stock market,
weakening manufacturing, and falling corporate
profits and consumer confidence may prompt the Fed
to cut interest rates aggressively. 

Council members generally agreed that economic
growth in Europe and Asia would not slow dramat-
ically, although the Japanese outlook remains highly
uncertain.

The Canadian Economy

The Council expected that the Canadian economy
would grow at a slower pace in the next two years,
but faster than the U.S. The consensus was that
economic growth would average 2.9 per cent in
2001, with forecasts ranging from 0.2 per cent to
3.5 per cent. The Canadian economy is expected
to pick up pace in 2002, with growth averaging
3.4 per cent. 

Some participants said that Canada is about to experi-
ence a period of accelerating productivity growth as a
result of high levels of investment in new technology
in recent years. In addition, tax cuts will cushion
Canada from a spill-over of the U.S. economic
slowdown.

Financial Markets

Volatility in financial markets is a major concern for
the U.S. economy, according to some Council mem-
bers. One participant predicted that the double-digit
profit growth in the past year would turn into a
few quarters of losses, keeping downward pressure
on stock prices. The decline in high-tech stock
prices would contribute to a decline in consumer
confidence.

Most participants expected the Fed to continue cut-
ting interest rates. The Bank of Canada would not
necessarily follow every Fed move as economic con-
ditions are expected to remain fairly healthy in Can-
ada. Canadian short-term interest rates will be higher,
on average, than those in the U.S. in 2001. As a result,
most participants felt the under-valued Canadian dol-
lar would rise as the U.S. dollar weakens due to the
abrupt economic slowdown. A dissenting view was
that the Canadian dollar would be weak in 2001 due
to soft commodity prices and possible net outflows of
capital (perhaps caused by higher foreign content
limits for pension plans).

British Columbia Outlook

On average, participants expected British Columbia’s
economy to grow 2.4 per cent in 2001 (see chart) after
an estimated 3.0 per cent growth in real GDP in 2000.
Opinions for 2001 real GDP growth ranged from
minus 0.5 to plus 3.1 per cent. One participant
believed that provincial growth would be less than
zero in 2001, due to a U.S. recession, a broad-based
fall in commodity prices and reduced U.S. demand for
lumber resulting from plunging housing starts.

External Outlook

Opinions differed among the Council members
as to how the U.S. slowdown would affect
British Columbia.

A number of participants forecast a broad-based com-
modity price drop in 2001, leading to declining
revenues and profits for resource companies in B.C.
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Participants noted that resource industries remain an
important contributor to British Columbia’s economy
and a significant driver of provincial revenue. 

Some believed the slowing economy in the U.S.
would have more of an impact on Ontario than on
B.C. In this view, Ontario’s auto sector is particularly
vulnerable to a U.S. downturn. Some participants
thought that B.C. could be hurt by a drop in U.S.
housing activity, since B.C. lumber producers are the
swing suppliers in the U.S. market. However, the
opposing view was that the housing market in the
U.S. is still strong, and would remain healthy as
interest rates fall.

ECONOMIC GROWTH FORECASTS, 2001
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Domestic Outlook

Most participants believed that provincial employ-
ment would continue to grow, and that the unem-
ployment rate would remain relatively low in 2001.
Personal disposable income is expected to rise faster
than labour income thanks to tax cuts, leading to
higher consumer spending. The pace of population
growth was expected to pick up. As a result, the
housing sector in the province should improve signifi-
cantly in 2001. Some thought the information technol-
ogy sector would be a source of strength for the
provincial economy.

However, forecasts for corporate profit growth
ranged widely from minus 15 per cent to plus
8 per cent for 2001.

A few participants were skeptical that faster growth in
population and housing starts would occur. They also
felt that debt levels would constrain growth in con-
sumer spending. 

Outlook for 2002

Most participants were more positive about the
province’s economic outlook in 2002 with average
real GDP growth forecast at 2.9 per cent (see chart).

The range of opinions regarding next year’s growth
was also narrower, from a low of 1.5 per cent to a
high of 3.6 per cent growth. 

Risks to the Outlook

The Council generally believed that although con-
tinued Canadian economic growth, recent increases
in high-tech investment and tax cuts will contribute to
B.C. economic growth in the next two years, risks to
the outlook remain. British Columbia’s economy is
more linked to the U.S. economy than a decade ago,
so a slowdown there is more likely to affect B.C. now.
In addition, slowing growth in the U.S. may lead to
greater protectionism. On the upside, energy prices
could remain high resulting in significant export
earnings.

Policy and Longer-term Outlook Issues

During the meeting, Council members raised other
policy and long-term issues with the Minister of
Finance. 

In the near term:

● Several participants pointed out that the recent
surge in natural gas revenues could be a one-time
windfall. As a result, caution should be taken in
planning the budget and expenditures in the com-
ing fiscal year. 

● Several members said tax competitiveness was the
most important fiscal policy action to boost the
economy, particularly with lower-tax Alberta and
Washington state next door. 

● Other members argued that while tax competitive-
ness is important, competing with Alberta on taxes
is impossible for any Canadian province (due to its
massive energy revenue). Some also felt that there
was limited fiscal room for tax cuts in B.C.

● Among those members favouring tax cuts, there
was a range of opinions about the size and direc-
tion of tax cuts. Some emphasized the importance
of cuts to personal income and business capital
taxes, while others thought small business taxes
should be reduced further. 

ECONOMIC GROWTH FORECASTS, 2002
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● British Columbia is becoming an attractive place
for the high-tech industry. However, a few mem-
bers were concerned that the shortage of skilled
labour is becoming a major short- and long-term
problem for the high-tech industry in the province. 

In the long term: 

● Participants believed that British Columbia needs
to cultivate a culture of learning and wealth crea-
tion, rather than ‘‘rent seeking’’. 

● Concerned about lack of managerial skill
development/improvement in the provincial
labour force, one participant said that a work force
with both high-tech and managerial skills will be
essential for the province to remain competitive in
the global economy.

Conference Participants:

      Rod Dobell (Conference Moderator) .......................................................... University of Victoria
Paul Bowles ..................................................................................................................... University of Northern British Columbia
Don Drummond .......................................................................................................... Toronto Dominion Bank
Michael Goldberg ....................................................................................................... University of British Columbia
Peter Hall ........................................................................................................................... Conference Board of Canada
Warren Jestin .................................................................................................................. Bank of Nova Scotia
Dale Orr .............................................................................................................................. WEFA Canada
Tim O’Neill ....................................................................................................................... Bank of Montreal
David Park ........................................................................................................................ Vancouver Board of Trade
Helmut Pastrick ............................................................................................................ Credit Union Central of British Columbia
George Pedersson ...................................................................................................... G.A. Pedersson & Associates
Alister Smith ..................................................................................................................... Canadian Imperial Bank of Commerce
Carl Sonnen ..................................................................................................................... Informetrica Ltd.
Ernie Stokes ..................................................................................................................... Stokes Economic Consulting
William Tharp ................................................................................................................ M. Murenbeeld & Associates
Craig Wright .................................................................................................................... Royal Bank

Council members absent:

      Jock Finlayson ............................................................................................................... (Business Council of British Columbia)
John DeWolf ................................................................................................................... (CCG Consulting)
John Helliwell ................................................................................................................ (University of British Columbia)
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Forecast Survey

2001 2001 2002 2002
All figures are based on Range of Average of Range of Average

annual averages Participants’ Participants’ Participants’ Participants’
Opinions Opinion1 Opinions Opinion1

Canada

— Real GDP (% change) .... 0.2-3.5 2.9 (16) 2.5-3.9 3.4 (16)

— 3-month interest
rates (%) ................................. 4.5-6.0 5.3 (14) 4.0-5.8 5.2 (14)

— 10-year (� over) interest
rates (%) ................................. 5.0-6.1 5.7 (14) 5.0-6.2 5.7 (14)

— Exchange rate (US cent/
Can. $) .................................... 64.0-70.0 67.5 (14) 62.8-72.5 69.4 (14)

British Columbia

— Real GDP (% change) .... �0.5-3.1 2.4 (16) 1.5-3.6 2.9 (16)

— Employment (% change) �0.7-2.7 1.6 (15) 0.9-3.0 2.0 (15)

— Unemployment rate (%) 6.4-7.9 7.2 (15) 6.0-8.6 7.0 (15)

— Total wage and salary
income (% change) .......... 3.5-7.0 4.7 (10) 4.4-8.0 5.7 (10)

— Corporate pre-tax profits
(% change) ............................ �15-8.0 0.7 (10) 0.6-12.0 7.6 (10)

— Real business non-
residential Investment
(% change) ............................ �1.5-5.9 3.0 (11) 4.0-15.0 6.3 (11)

— Goods and services
export price deflator
(% change) ............................ 0 -2.0 1.3 (5) 1.6-5.0 3.1 (5)

— Housing starts
(% change) ............................ �2.0-18.0 6.7 (15) 2.8-20.0 10.1 (15)

— Retail sales (% change) �3.0-5.9 4.0 (15) 1.5-8.0 4.9 (15)

1 Based on responses from participants providing forecasts. Number of respondents is shown in parentheses.
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REGIONAL ECONOMIC DEVELOPMENTS

Stronger economic conditions in the province were
evident in regional economic performance in 2000,
although the degree of improvement varied from
region to region. In the resource sector, strong U.S.
demand and rising pulp and paper prices improved
forest companies’ financial situation, offsetting the
effect of low lumber prices. Surging oil and gas prices
boosted the economy in the Northeast region. Mining
and agricultural production rose. Non-resource based
industries continued to gain a foothold in the regional
economies.

In most regions, employment grew and unemploy-
ment rates fell. Consumer spending increased. The
housing sector continued to show weakness.

Population

British Columbia’s population grew an estimated
0.9 per cent in 2000, slightly up from 0.8 per cent in
1999. The net outflow of inter-provincial migrants to
Alberta and Ontario continued into 2000. With the
exception of the Northeast, all regions recorded some
population growth. The Thompson-Okanagan was
the fastest-growing region, followed by the Mainland/
Southwest.

Employment and Labour Markets

In 2000, employment growth picked up in most
regions. This was an improvement from 1999, when
only two regions recorded any employment growth.

REGIONAL LABOUR MARKETS IN 2000

Source: Statistics Canada
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The Northeast had the highest job growth rate due to
a booming oil and gas industry. Sheer size meant that
the Mainland/Southwest region accounted for
85 per cent of the provincial employment gain in
2000.

All regions, with the exception of the Kootenay and
North Coast/Nechako, recorded declines in unem-
ployment rates, despite decent increases in employ-
ment in these two regions.

REGIONAL UNEMPLOYMENT RATES IN 2000

Source: Statistics Canada
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Housing Markets and Construction

Low levels of population growth and concerns about
the quality of condominium construction contributed
to generally weak housing markets across the
province, despite an overall improvement in con-
sumer spending in 2000.

Housing starts declined in the majority of provincial
urban centres. In Vancouver and Victoria, starts were
down 5 and 35 per cent in 2000, respectively. Starts
dropped more than 20 per cent in Nanaimo, Abbots-
ford and Kamloops. Kelowna was the only city that
recorded a rise in housing starts. This was due to a
59 per cent rise in multiple housing starts reflecting
demand for retirement homes.

The weakness in housing demand was also reflected
in fewer existing homes sold across the province.
Existing home sales fell 6.7 per cent in 2000, com-
pared to a 10 per cent rise in 1999. Sales volumes
were down in every region. However, existing home
prices rose 2.8 per cent on average across the
province, up from 1.5 per cent in 1999, with seven of
twelve regional real estate boards reporting increases.

TOTAL BUILDING PERMITS IN BC, 2000

Source: Statistics Canada
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Six of seven regions recorded declines in the value of
residential building permits. However, three regions
recorded growth in non-residential construction per-
mits. 

Some significant regional construction projects under-
way or on the drawing board in 2000 included:

● the $1-billion Vancouver International Airport
expansion

● the $200-million Kicking Horse ski area in Golden

● the $200-million Creekside residential develop-
ment in Whistler

● a $125-million Crystal Mountain ski resort in
Kelowna

● a $70-million film studio expansion in Burnaby

● the $110-million Harbourside business park in
North Vancouver

● the $25-million Broadway Tech Centre and the pro-
posed Tech Park in Vancouver

● a $25-million fuel cell manufacturing facility by
Ballard Power in Vancouver

● ongoing sky train construction in Greater
Vancouver

Resource Sector Developments

The provincial resource sector experienced a turn-
around in 2000, due to stronger external demand. The
restructuring of earlier years helped many forest com-
panies cope better with volatile markets. Mining pro-
duction and agri-food exports rose.

During 2000, a decline in lumber prices was offset by
a rise in pulp and newsprint prices. However, the
sharp fall in lumber prices in the fourth quarter,
resulting from a slowing U.S. economy, led to shut-
downs and layoffs around the province. For 2000, ten
BC-based public forest product companies reported a
35 per cent rise in net earnings, even though the net
sales only rose 9.4 per cent, evidence of cost control
and restructuring. Most metals and mineral prices
were up and so was production. A large increase in
oil and gas prices beginning in the second half of the
year benefited the Northeast. The Quintette coal mine
near Tumbler Ridge closed in August 2000; even so,
provincial coal production rose nearly 4 per cent.

The fisheries sector continues to face many chal-
lenges and competition from overseas, but economic
conditions have improved since 1998. In 2000, the
value of fish product exports rose 5.9 per cent, while
fishing employment rose 20 per cent.

Although agriculture is one of British Columbia’s
oldest industries, it has been taking a new direction
by venturing into new products including organic
foods and new production methods such as large
greenhouse operations. B.C. agriculture is located
mainly in the Okanagan, Fraser Valley, Peace River
area and Vancouver Island.

B.C. FARM CASH RECEIPTS, 2000

Source: Statistics Canada
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Cash receipts of B.C. farmers were up 7.0 per cent to
$2.1 billion, following a 5.8 per cent increase in 1999.
Vegetable production, located mainly in the Fraser
Valley, showed the largest growth to a total annual
value of $306 million, thanks to a boom in hothouse
production. After a slow year in 1999, floriculture
located in the Lower Mainland and on southern Van-
couver Island expanded to $310 million in 2000.
Livestock and dairy production rose 6.1 per cent to
$1.1 billion. B.C.’s ginseng sales rose 27 per cent in
2000, as a result of reduced output by other producers
and increased demand from Asia.

High-tech

High - t e ch g rowth ha s exceeded ove r a l l
British Columbia economic growth in recent years,
with employment doubling in the past ten years. In
1999, more than 50,000 workers were employed in
the high-tech sector.

HIGH-TECH EMPLOYMENT IN BC

Source: BC Stats
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The pace of high-tech development in the regions has
been faster than in the two major metropolitan areas
(Greater Vancouver and the Capital region). Accord-
ing to BC Stats, the number of high tech industry
establishments in the province grew an average of
9.2 per cent annually between 1995 and 1999. In
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contrast, the number of high tech establishments out-
side the Greater Vancouver and Capital regions
advanced 11 per cent annually.

In addition to Vancouver and Victoria, areas that
attracted most high-tech establishments included
Nanaimo, Kelowna, Prince George, and small centres
such as Nelson, where land and housing are more
affordable.

Transportation, Tourism and Film

Tourism continued to be a major contributor to the
province’s economy, although the number of over-
night visitors rose just 1.3 per cent last year. It is
estimated by Tourism B.C. that tourism revenue
reached $9.5 billion in 2000, a new high, and up from
1999’s $9.2 billion. Activities such as wine-tourism in
the Okanagan, whale-watching and fishing on the

HOTEL ROOM REVENUE BY REGION

Source: BC Stats

0 5 10 15 20 25

Northeast

Kootenay

North Coast

Thompson/Okanagan

Mainland/Southwest

Cariboo

Nechako

Vancouver Island/Coast

BC

Jan – Aug 1999 to Jan – Aug 2000

Percentage change

coast, cruises on the Inside Passage, skiing and new
attractions such as adventures in B.C.’s wilderness
and eco-tourism are gaining popularity in the world
market.

Winery-tourism has been a key driver of tourism
activity in the Okanagan, generating an estimated
$72 million in accommodation revenues. The cruise
ship industry has become an integral part of the
province’s tourism industry, contributing $500 million
annually to the B.C. economy, according to the Van-
couver Port Authority. While Vancouver and Victoria
are traditionally the docking sites, both Campbell
River and Prince Rupert successfully negotiated
development plans for cruise ship facilities. Construc-
tion is starting in 2001.

During 2000, some regional airports saw increases in
passenger volumes, including Kamloops, Kelowna,
Cranbrook and Prince George. Passenger traffic
through Vancouver Airport grew modestly while
declining in Victoria. Airlines such as Canada 3000,
WestJet and Horizon Air took advantage of regional
service gaps left after the Air Canada — Canadian
Airlines merger. Kelowna now has direct flights to
Seattle and Toronto. WestJet recently began non-stop
flights between Abbotsford and Toronto and Comox
now has daily service to Calgary.

The value of film and television production in
British Columbia was $1.2 billion in 2000, up from
$1.1 billion in 1999. Production activity outside the
Greater Vancouver area has been limited by higher
costs and lack of supporting infrastructure. The pro-
vincial government provides a regional tax credit as
part of its Film and Television Incentive Program to
promote film production outside of the Vancouver
area.
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