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Canadian Trade: Energy Surplus Hits Record

07:Q4* 08:Q1* Mar Apr May
SMillion
Trade Balance—Annual Rate 36,621 52,857 70,984 57,104 66,434
—Monthly Rate 5,915 4,759 5,536
Per/Per % chg
Exports -11.2 22.7 1.0 0.3 54
Imports -11.3 7.2 -2.4 3.7 4.0
* annualized

Canada’s energy trade surplus hit a record in May taking the merchandise trade surplus higher and
above consensus at $5.5 bn, up from a downwardly revised $4.8 bn.

Nominal exports posted an impressive gain of 5.4% while nominal imports rose 4%. Imports were driven
by higher demand for industrial goods & equipment and machinery, which bodes well for productivity
enhancements and Canada’s future growth prospects. After dipping in April, Canada’s energy trade
surplus moved higher in May with the help of falling energy imports and rising energy exports which
crossed $11 bn for the first time. Excluding electricity, the energy trade surplus rose by a full $1 bn from
the prior month to a staggering $6.8 bn.

As in prior months, the non-energy goods trade balance was in the red, in large part because of the
autos trade deficit which worsened to almost $1 bn on a 3.5% drop in exports. Canada’s auto
producers are feeling the brunt of high gasoline prices and a weak US economy as Americans are staying
away from the dealer lots, particularly for those gas-guzzling trucks supplied by Canada. The autos trade
deficit over the first five months of the year now amounts to over $4 bn compared to a deficit of only
$0.1 bn for the same period last year.

The nominal trade balance with the US fell for the second consecutive month amidst the recession
stateside. Canadian export growth to the US at 2.4% was swamped by the 3.3% rise in imports of
American goods in May. The goods trade surplus with the US now adds up to $39.6 bn for the first five
months of the year, down roughly $650 mn from the same period last year.

More relevant for Q2 GDP growth is the real trade balance, which continued to worsen. That does not
necessarily imply a negative for Q2 GDP if the imports are for inventory restocking. After a large build-up



in inventories in Q4 resulted in a steep drop in Q1 imports, we saw imports picking up in April and May,
with the latter seeing a sizable 3.8% increase in volumes. Real exports bounced back from April’s
disappointment, gaining 3.1% in May which is a positive for Q2 GDP growth.

Implications & Actions

Re: Economic Forecast — Commodities have so far allowed Canada to weather a weak US economy and
have pushed the nominal merchandise trade surplus to a very healthy $23.5 bn for the first five months of
2008. Overall this report is strong but not surprising given the strength in global commodity prices. But
challenges remain for the non-resource export sectors which will feed the East-West growth divide further.
The weakness in autos will continue to weigh on Ontario in particular.

Re: Markets — The Canadian dollar, which sank after the jobs report was released, recovered some ground
on the better-than-expected trade numbers, while bonds discarded the trade numbers and continued their
rally, focusing instead on the bearish jobs report.
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