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Down but up.
Canadian trade deficit (dec) persists. -CAD246mn
Canada international trade profile remains in a deficit. The trade balance at -CAD246mn for the month of December

is slightly worse than the -CAD201mn (revised) recorded in November. The is roughly in line with the market median

at -CAD100mn, but well back of our own forecast looking for a re-emergence of a trade surplus with our forecast for

+CAD400mn.

And while deficit is a dirty word these days, the deficit is a function of a growing trade profile, which is to say that both

imports and exports grew in December. Exports rose by 1.7% (volumes were up 2.1%m/m) while at the same time imports

rose by 1.8% (volumes up by 1.2%m/m). An infinitely preferable outcome to an alternative that saw Canada pushing out a

trade surplus on the back of declining trade volumes for both imports and exports.

Rising cross border trade volumes speak to rising levels of economic activity in both the US and Canada.

Driving exports were gains in the energy products category (+1.5%m/m), forestry (+1.0%), machinery and equipment (+3.4%)

and a remarkable 8.1% jump in automotive exports. Sometimes is comes down to pure luck of the draw. Canadian made line

up of vehicle models have proved to be top sellers in North America. On the down side, weakness was seen in agricultural

exports (-1.9%) as rapseed exports which rose 76% in the past two months dropped by 27%m/m. Industrial goods and

materials (-1.1%) and consumer goods exports declined by -4.6%m/m.

For energy, exports followed the thermometer. As temperatures dropped energy prices rose and natural gas exports followed

(+5.8) as the US northeast chilled, while crude petroleum was flat. Coal exports also surged, rising 9.2%. A mixed bag for

metals exports with a near 17% rise in iron ore exports offsett declines in copper (-13%) and nickel (-37.5%) - both metals that

are deemed sensitive to the economic cycle.

Not to worry, the export declines seem in line with some moderation of rather significant surges in previous months.

Aerospace figures prominently in the export rise with a 10% rise in aircraft, engines and parts exports.

Import strength came out of the energy (+5.4%, crude imports were up 17% - filling pipelines?), industrial goods and materials

(+2.9%), machinery and equipment +(6.0%) and automotive (+3.4%) categories. Automotive imports saw parts increase

by 11% suggesting domestic plant activity was on the rise in December ahead of seasonal shutdowns (today's parts become

tomorrow's cars). Agricultural imports (-1.1%) and consumer goods (-8.7%) softened.

Net, net, there is a need to look behind the headline trade deficit number. At this juncture it is immaterial as to whether or not

Canada is running a slight surplus or a slight deficit. What is central to the Canadian economic recovery is the trend towards

consistently higher export volumes (volumes have been up in three of the past four reports, averaging an increase of 2.1%m/

m). Imports have risen steadily save for one month in the last eight. Increased cross border activity speaks to overall increases

in economic activity and economic recovery in North America. It is particularly important for a small open economy like

Canada.
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For Canada, which managed to smooth some of the harder edges of the economic downturn by offsetting a cratering in external

demand from domestic demand sources, now needs to transition away from a reliance upon consumer and public demand on

over to business and external demand if the economic recovery is going to be sustainable. Today's trade data is consistent with

that transition.
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