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E ffects on Canadian Economy

While the economic recoverytook a step backin the month of December as unemployment (slightly)
increased for the first time since the COVID crisis, manufacturing continued its strong recovery.

e The unemployment rate in December slightly increased to 8.6% from 8.5% in November. This
represented approximately a loss of 62 thousand jobs. This is a step back in the recovery, although

it appears to be largely reflective of the renewed shutdowns that were in effect in that month.

e The goods producing sector saw a gain of just 0.3%, roughly 11.3k jobs, with all new jobs in goods
producing coming from manufacturing. Service sector employment had a rough month, shedding
74k jobs, or 0.3%. The vast majority of those job losses came in Accommodation (-56k) and

Information, culture andrecreation (over -18k)

e Manufacturing gained 15.4k jobs in December, representing a 0.9% monthly gain. The
unemployment rate in the sector declined to 4.9%. Overall, it was a good month for the

manufacturing sector as the PMI increased to 57.9 from 55.8 in November

As we have reported in the last few updates the decline in manufacturing as a result of COVID-19 was
devastating. The Canadian PMI Index declined from 51.8 in February to 46.1 in March. In April, the sector
further contracted, the index dropping to 33 from 46.1. Both of these declines were unprecedented. In
May, however, Canadian manufacturing rebounded increasing to 40.6 and in June to 47.6. In July, the
Canadian PMI finally entered expansionary territory hitting 52.9, the first expansion in factory activityin 5
months and the sharpest increase since last January (2019). In August, for the second consecutive month,
the PMI Index increased to 55.1 and in September it increasedto 56. In October, the PMI declined slightly
to 55.5. In November, the PMl increased to 55.9 and in December the sector continued to expand with the
PMI rising to 57.9. The latest reading pointed t o the strongest overall improvement in business conditions
since the survey began in October 2010, as output, new orders and employment increased at sharp rates.

Below, we provide a chronology of the recoveryand its fits and starts:

e (Capacity Utilization fell to 72.8% in March 2020 from 77% in February 2020. In April it fell
to 55.9%, with massive declines in transportation manufacturing (just 17% from 60% in

March). In May, capacity utilization increased to 62.8%. In June, capacity utilization




increased to 73.3%. In July it increased to 74.9%. August also saw an improvement to
capacity utilization increasing to 75.8%. In September, it increased to 78.5% and in October
it declined to 77.8%.

e Weekly working hours continued to increase in October to 37.4 as they had in September
(37.1) In August weekly hours increased to 36.5 from 35.8. This was the first time since the

shutdown in March that weekly hours were over 36. In April they were at a low of 35.1

e Median wage growth for manufacturing workers and blue collar workers increased by
1.27% and 3.22% respectively in December signifying a return to more ‘normal’ (i.e
stagnant) wage rate growth inthe sector after the distortions caused by the Covid related

layoffs. (See graph below for more analysis)

In March, the sector lost nearly 40 thousand jobs, while the sector unemployment rate increased from
4.1% to 4.4%. In April, the unemployment rate jumped from 4.4% to 13.6%- representing a loss of 260,000
jobs in one month. In May manufacturing rebounded and employment in the sector increased by 78
thousand, helping lower the unemployment in the sector to 12.7% from 13.6%. In June the sector added
82,000 jobs and the unemployment rate declined further to 10.4% from 12.7% in May. In July,
manufacturing added 29,000 jobs, lowering the unemployment rate to 7.3%. In August, manufacturing
added another 29,000 jobs and the unemployment rate declined to 6.3%. Despite thisrelativelyimpressive
rebound in manufacturing, nearly 82,000 manufacturing workers still remained out of work since the COVID
shutdowns in March. In September the sector took a great leap forward—it added 68,000 jobs, pushing
the sector unemployment rate downto4.5%. In October, the sector took a small step backwards, shedding
4,300 jobs, and the unemployment rate increased to 5.4%. The decline appearsto be seasonal, as orders
tend to decrease aswe reach the winter months. In November, the sector gained 3,800 jobs. In December

the sector added over 15k jobs and the sector unemployment rate declined to 4.9% from 5.8% in November.

Notes:

After declines last month, lumber prices rose once again in December as demand resurged. Strong U.S.
home sales and house prices led the way at the end of 2020, even at a time of year where there is usually

a lull in the market. Demand emanating from strong U.S. housing startsis expected to continue well into
2021.




Steel prices (HRB) soared to new three-year highs at the end of 2020. The rising prices are largely due to

demand ramping up at a faster pace than supply.

Capacity utilization in the U.S. ended at 67.7% for 2020, compared to 79.8% in 2019. The last two weeks
of December saw capacity utilization rise to 73.2% for the week of December 19t, followed by a slight
drop the week of December 26t. While still below last year’s levels, this is well above pandemic lows of
just about 50% in May 2020.

Global crude steel production grew by 6.6% in November 2020 compared to November 2019. China led
the increase with an 8% rise year-over-year. India’s steel production has also recovered significantly, rising
to a3.5% increase in November 2020 compared to November 2019. This represents a swift improvement
for India, whose steel production had been severely curtailed due to the Covid-19 pandemic. North
American countries did not fare as well in November, with Canada’s crude production down 7.2% in

November on a year-over-year basis, and down 13.7%in the United States.

Prices continue to soar, reaching new three-year highs. Increased steel demand, lowered Chinese
inventories and continuing issues with Brazilian supply also contributed to the sharp increase in prices in
December.

Low prices continued into December, as China’s import ban on Australian coal has led to a glut in world
markets. The ban on Australianimports did have a positive effect on Canadianimports into China, as those
have increased in volume by about 30% since September.

As with other steel products, scrap prices continued to rise at the end of 2020, reaching levels not seen

in at least three years. Prices for heavy melting, shredded and busheling scrap are all well above
December 2019 levels, rising between 50-60% year-over-year.

Both Nickel and Copper experienced strong price appreciation in December as strong demand in China,
and supply concerns, continue to influence the market. Resurgent demand for nickel from China’s steel
mills has fuelled a rush of speculative buying pushing nickel prices briefly above US$17,500/t in mid-

December




Potash prices remained steady at the end of 2020, staying low as a result of long-term contracts signed
by India and China earlier in the year. However, the major producers’ demand projections are positive
heading into 2021, as food production and prices soar. Nutrien has reported that higher-priced sales will

begin in April, after several years of downward price trends.

Softwood lumber and dairy: The United States is testing the provisions of the new CUSMA with expected
challenges to Canada’s dairy quota system. While the U.S. takes new action against Canada’s dairy
industry, the softwood dispute between the two countries remains in a stalemate. In the summer, the
WTO ruled in favour of Canada regarding the application of countervailing duties on Canadian softwood
products. However, the U.S.’s refusal to make appointments to the appellate body means that the case
remains unresolved.




COMMODITY PRICES

Previous % down
. 3 year Standard
Unit | Currency Latest Month . wxx | 3yearpeak | fromthe
average deviation
Average peak
Metric
Iron Ore ton usb $148.77 $120.99 $90.03 $20.37 Current -
Metric
Steel— HRB o usb $1048 $789 S743 $154.69 Current -

_ Metric $2299 (May .
Aluminum ton usD $2027.78 $1954.77 $1883.42 $205.65 2018) -11.7%
Copper Pound usb $3.51 $3.20 $2.83 S0.26 current -

$8.23
Nickel Pound usb $7.63 $7.16 $6.14 $0.76 (September 7%
2019)
Uranium | Pound UsD $30.20 $29.68 $26.58 $3.57 $33§;(()';Aay -10%
$1,971.98
Gold Ounce usD $1,852.86 $1,868.37 $1,275 S493 (August -6%
2020)
Potash
(muriate of
potash port | Metric $272 (Jul
usD 202.5 230.35 24.80 -25.6%
of Ton $202.5 2 > > 2019) °
Vancouver
FOB spot)
Met Coal** | Metric
(HCC) Ton usD $101 $102 -- -- -- --
Metric $2608
Lead usD 1919.86 2005.39 225.90 -22.6%
e Ton 201733 | ° 2 > (Jan 2018) °
Zinc Metric | ysp | ss278151 | $267391 | $255204 | 39307 | 3% 21.1%
Ton (Jan 2018)

*Met Coaltracking started April 2019 [note that the average price since 2008 is USD $197/t]
***See notes for an explanation of the significance of the standard deviation.

STEEL PRICES* IN COMPARISON: November 2020

us China Western Europe World Export
Hot-rolled band $1048 $615 $807 $627
Cold-rolled coil S1101 S783 N/A N/A
Standard Plate $926 $608 N/A N/A
Rebar N/A S558 N/A N/A

*Prices in U.S. Dollars




SOFTWOQD LUMBER PRICES

Dollars per 18-Dec-20 | 11-Dec-20 % Change from
thousand board feet 4-week average | 52-weeks average | 52-week average
2x4 eastern spruce-
pine-fir (Canadian $1,100 $965 $984 $748 47.1%
dollars)
Composite (U.S.
dollars) 5753 $659 $643 $550 36.9%
2x4 western spruce-
pine-fir (kiln dried) o
#2 and better (U.S. S874 S744 $723 S560 56.1%
dollars
2x4 western spruce-
pine-fir (kiln dried)
738 608 608 439 68.1%
Utility #3 (U.S. > > > > °
dollars)
Source: Natural Resources Canada
PANEL PRICES
U.S. Dollars per 18-Dec-20 | 11-Dec-20 % Change from
thousand board feet 4-week average | 52-weeks average | 52-week average
C it 709 41.4%
DR $754 > $693 $533 °
15/32” 4-ply 29.8%
exterior (south) S675 $625 $608 $520
9.5mm4-ply o
exterior (west) $780 $753 $730 $539 Ll
7/16” oriented
0,
strand board (north 5880 $780 $799 $566 55.5%
central)

Source: Natural ResourcesCanada
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British Columbia

ADDITIONAL FORESTRY PRICE INFORMATION

SPF Prices — USS/1000 bd ft

11-Dec-20 Y-T-D Average 2019 Average
18-Dec-20
SPF2X4 874 744 597 S372
SPF Stud 666 576 498 S272
SPF2X10 762 612 459 S350
Cedar 2 X4 1650 1650 1497 $1396
Source: British Columbia Ministry of Forests Lands, Natural Resource Operations and Rural Development.

Y-T-D Average

2019 Average

November 2020

October 2020

Hemlock

$782

S775

$790

$891

squares

Price indices*: Canada

2010=100 September Previous Month Compared to
2020** Previous Year
210.1 1.3% 15.4%
Western Red
Cedar
Hemlock fir 472 26% 153%
Spruce, pine, fir 304.4 21.7% 111%
Douglas Fir and 298.2 14.5 107%
Western Larch

*See notes for explanation of price index

**September 2020 numbers are the most recent available.




EMPLOYMENT INDICATORS

Recent November | Change Change from | Change from | 3 Year Peak
Month (Percenta | one yearago May
December ge (percentage | (percentage
Change) point) point)
Unemployment 8.6% 8.5% 3.0 -5.1 13.7% (May
rate 0.1 2020)
Employment Rate 59.5 -0.2 -2.5 7.3 62.8 (June
59.3 2017)
Real 11.0 0.1 3.8 -7.1 18.2% (May
Unemployment 11.1 2020)
(see notes)
Participation Rate 65.1 -0.2 -0.6 35 65.9 (April
64.9 2019
FT/PT (as a 81.9/18.1 81.4/186 | 0.5/-0.5 0.7/-0.7 -2.81/2.81 84.3/15.7
percentage of (May 2020
employment)
National Unemployment Rate, 2019- Present
15
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The December unemployment rate increased to 8.6% from of 8.5% in November- making it the first month
since the Covid crisis began in which the labour market shed jobs. The economy lost approximately 62

thousand jobs. The goods producing sector saw a gainof 0.3% (11.3k). The service sector lost 74k jobs, a -
0.5% decline, compared to September.




MANUFACTURING WAGE GROWTH*

Median Manufacturing Wage Growth 2016-2020

15.00%
13.84%
10.00%
5.00% 61%
0, -
0.00% e Nominal
Wage
-5.00% Growth
mmm Real Wage
-10.00% Growth
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We have moved from tracking average wagegrowthtomedianwage growth asthis is a better
representative of the typical wage rate and growth for manufacturing workers. The medianwage rate
capturesthe wage rate at the midpoint of the wage distribution.

As the graphabove shows, while the 2020 median real wage growth hasimproved, this is partly a
statisticalanomaly due to lower wage rate workers exiting the labour market asa result of Covid
layoffs/unemployment thereby driving the median wage upward, as well as low, and even deflationary
moments in mid- 2020 which also had the upward effect on real wages. The real story, however, is the

trend growth in real wages since 2016 which have largely remained stagnant and negative. Inthe January
update we will also provide an analysis of Median Blue Collar Wage growth.
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OTHER ECONOMIC INDICATORS*

Recent
Month Previous Month Year Ago 3 Year Peak
MACROECONOMIC
GDP (All industries, billions
! ! 1.92%* 191 -3.5% -
chained 2012) > »1915 0
Retail Sales (billion) $53.8* $53.26 - -
CPI 0.1%*** 0.4% - -
BoC Policy Interest Rate 0.25% 0.25% 1.75% 1.75%
Median Hourly Wage Growth
1_ 0, -
(Non-Management) $26.96 $26.97 5.81%
MANUFACTURING
GDP Goods Producing (billion, N .
chained 2012) $0.549 $0.548 -5.3% -
. —TBUiId -
Residential Building Permits 27 391% %+ 36,702 22,860 ]
(thousand)
Home Price Index (2016=100) 107.9%** 107.9 103.2 current
U.S. Housing Starts (million) 1.547 1.53 1.587
Capacity Utilization 77.8%* 78.5% 80.6% 84.2%
Ma nufacturmg. employment 173961 17242 22%
(million)
Ma nufacturlrl;gaE[Jgemponment 4.9%+ 5 8% 4.0% 13%
Weekly Hours of Work
37.4* 37 38.2 384
(including OT)(manfct)
Median Manufacturing Tt
1_ [0) -
Occupations Hourly Wage 520.26 520.68 1.27%
Median Blue Collart
1_ 0, -
Occupations Hourly Wage 225.57 »25.20 3.22%
Ratio of inventory to sales 1.60* 161 1.53 2.45
Ma nufacturing Orders (billions) S52* S54 $56.5 -
Ma nufacturing Sales (billion) S54.1* S53 S57. -
Cars and Trucks Sales (billion) S4.6* $4.6 $5.5 -
Wood Products Sales (billion) $3.4% $3.3 $23 -
Petroleum.ar'md Coal sales $3.8% $3.7 $6.3 3
(billion)
Canadian PMI 57.9t 55.8 514 57.1
B usiness Investment (non- S49.4%* S43.2 - =

residential) (billion)

* QOctober 2020; ** Q3 2020 ***November 2020; tDecember 2020

*The categories under Economic Indicators are mostly based from StatsCan data. Unfortunately, the data
indicators are generally 1-2 months behind the current date of the Update. Note also that Statistics
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Canada continually updates its data. As a result, there is often some discrepancy in monthly numbers and
in the data provided in each subsequent monthly update.

*PMI - Anindicator of economic health in the manufacturing sector. The PMI index is based on five major
indicators: new orders, inventory levels, production, supplier deliveries and the employment
environment. A PMI of more than 50 represents expansion of the manufacturing sector, comparedto the
previous month. A reading under 50 representsa contraction, while a reading of 50indicates no change.
*The Inventory to Sales Ratio metric measuresthe amount of inventory you are carrying comparedto the
number of sales orders being fulfilled. Calculate inventorytosales using the following formula:

(Inventory value S) + (Sales value S); an increasing ratioindicates anincreasing level of inventory

*GDP measurement referstoreal GDP growth, chained (2012) dollars

*Real unemployment raterefersto StatCan’s R8 supplementary unemployment rate, which includes
discouraged searchers, waiting group, portion of involuntary part-time

tBlue Collar Workers category is composed of non-management/supervisory occupationsin
Manufacturing, Natural Resources, Trades, Transport & Equipment Operators. It covers approximately 2.9
million workers. Beginning December 2020, this measure is longer the average wage, but the median.

t+ Manufacturing Workers category iscomposed of non-management/supervisory occupationsin
Manufacturing, such as processing, machine operators, production workers, assemblers and labourers. It
covers approximately 615,000 workers. Beginning December 2020, this measure is no longer the average
wage, but the median.

12




TRADE INDICATORS

November 2020 Previous Month Previous Year
Trade Balance (Billion) -53.3 -$3.73 -0.129
Trade Balance with U.S. (Billion) $2.33 $3.14 S4.71
November 2020 Change from Change from
previous month previous year
Total Exports (Billion) 546.8 0.5% -4.7%
U.S. Exports (Billion) $33.1 -2.2% -8.9%
Total Imports (Billion) $50.1 -0.3% 1.8%
U.S. Imports (Billion) 30.7 0.3% -2.7%
Exportsby type:
Metal ores and non-metallic $1.99 26% 40.3%
minerals (Billion)
Metal and non-metallic mineral $6.24 11.6% 1.5%
products (Billion)
Motor Vehicles and parts (Billion) $6.93 -4.1% -6.7%
Energy Products (Billion) $6.86 2.0% -27.9%
Forestry products (Billion) $3.79 -6.2% 15.4%
Industrial machinery, equipment S3.0 -0.7% -6.7%
and parts (Billion)
NQTES:

Standard deviation: The standard deviation providesan indication of the variability of the commodity price
over a given period of time (in this case, based on three years of prices). The closer the standard deviation
is to 0, the less variability in price over the past threeyears. For example, if over the past three years, the
standard deviation for gold is S50, then 68% of gold prices would have fallen within 1 standard deviation
(S50 plus or minus) of the average gold price and 95% would have fallen within two standard deviations
($100 plus or minus) of the average gold price.

Forestry index: we have included information from Statistics Canada on the wood product price index. For
the products covered in the Industrial Product Price Index, prices are for goods sold at the factory gate and
do not include the full price including taxes, transportation costs, or any distribution costs. Statistics Canada
provides a price index to track price movement for manufactured goods in Canada and broadly tracks the
economic performance of given sectors. For certain lumber products, the specific weekly or monthly prices
are not publicly available, however the index provides information on the general state of prices compared
to past prices. The index demonstratesthat lumber product prices continue todecline in 2019.

Monthly data: Statistics Canada revises its data on a monthly basis. As a result, there are almost always
some changes to the published data from the previous month. This will likely explain the discrepancies
betweenthe statscan data from the previous report and what is available in their tables [for example, we
use the most recent monthly data available, which is the preliminary data; when we prepare the next
month'’s report, the source data used in the previous report may have changed slightly, which will not be
reflectedin these updates.
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Sources: Statistics Canada, SteelBenchmarker, Trading Economics, Global Steel Trade Monitor, Natural
Resources Canada, Government of British Columbia, World Steel Association, Financial Post, BNN
Bloomberg, Market Insider, Inside U.S. Trade
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