
Catalogue no. 11-010-X 
ISSN 1705-0189 

by Philip Cross

Canada’s international trade during 
the recession

Canadian Economic Observer

Statistics Canada, Catalogue no. 11-010-X 3



Standard table symbols
The following symbols are used in Statistics Canada  
publications:

.	 not available for any reference period 

..	 not available for a specific reference period 

...	 not applicable 
0	 true zero or a value rounded to zero 
0s	 value rounded to 0 (zero) where there is a meaningful 
	 distinction between true zero and the value that was rounded 
p	 preliminary 
r	 revised 
x	 suppressed to meet the confidentiality requirements  
	 of the Statistics Act 
E	 use with caution 
F	 too unreliable to be published 
*	 significantly different from reference category (p < 0.05)

How to obtain more information
For information about this product or the wide range of services and data available from Statistics Canada, visit our website, 
www.statcan.gc.ca. 
 
You can also contact us by 
 
email at STATCAN.infostats-infostats.STATCAN@canada.ca 
 
telephone, from Monday to Friday, 8:30 a.m. to 4:30 p.m., at the following numbers: 

•• Statistical Information Service	 1-800-263-1136
•• National telecommunications device for the hearing impaired	 1-800-363-7629
•• Fax line	 1-514-283-9350

 
Depository Services Program 

•• Inquiries line	 1-800-635-7943
•• Fax line	 1-800-565-7757

Note of appreciation
Canada owes the success of its statistical system to a 
long‑standing partnership between Statistics Canada, the  
citizens of Canada, its businesses, governments and other 
institutions. Accurate and timely statistical information could not 
be produced without their continued co‑operation and goodwill.

Standards of service to the public
Statistics Canada is committed to serving its clients in a prompt, 
reliable and courteous manner. To this end, Statistics Canada has 
developed standards of service that its employees observe. To 
obtain a copy of these service standards, please contact Statistics 
Canada toll-free at 1-800-263-1136. The service standards are 
also published on www.statcan.gc.ca under “Contact us” > 
“Standards of service to the public.”

Published by authority of the Minister responsible for Statistics Canada

© Minister of Industry, 2009

All rights reserved. Use of this publication is governed by the Statistics Canada Open Licence Agreement.

An HTML version is also available.

Cette publication est aussi disponible en français.

Statistics Canada, Catalogue no. 11-010-X 4

http://www.statcan.gc.ca
mailto:STATCAN.infostats-infostats.STATCAN%40canada.ca?subject=
http://www.statcan.gc.ca
http://www.statcan.gc.ca/eng/about/service/standards
http://www.statcan.gc.ca/eng/reference/licence-eng.htm
http://www.statcan.gc.ca/pub/11-010-x/2009010/part-partie3-eng.htm


Canada’s international trade during the recession

by Philip Cross 1 

The year-long slowdown in the global economy accelerated sharply after September 2008, when conditions
in financial markets deteriorated following the bankruptcy of the Lehman Brothers investment bank in the
US. While GDP in most countries contracted rapidly during the following three quarters, the largest declines
were in trade flows. In the four months after September 2008, the World Bank estimated that global
exports swung from year-over-year nominal growth of 19% to a drop of 31%. The peak rate of decline was
strikingly similar in North America, Europe and Japan. The much faster drop in trade than global GDP
reflects several factors. These include the reliance of trade flows on credit, a sharp drop in commodity prices
and larger declines in output of goods than services (services have a larger role in GDP than trade).

The drying-up of finance had a particularly severe impact on trade overseas for some countries. At the
height of the crisis, banks and other financial institutions were unwilling to extend credit to firms on the
other side of the globe, no surprise given that they were already unwilling to finance some of the largest
and best-known firms at home. 2  One estimate put the shortfall of trade finance world-wide, which is
needed for 90% of trade, at $100 billion. 3  Trade within multi-national corporations would not be affected
by the problems in trade finance, which may explain why the drop in trade was concentrated in a few
sectors.

It is unclear whether the integrated nature of trans-national supply chains, where a particular component or
part may cross the border more than once as a good is assembled, amplified the drop in trade relative to
production. For example, steel made in India could be stamped and pressed in Mexico, made into an auto
part in the US, put into a finished car in Canada and then shipped for sale in the US. In this hypothetical
example, the steel would cross five borders. The reversal of this process as production was cut helps explain
the remarkable synchronisation of the drop in trade around the world. 4  However, while global supply
chains raised the share of trade in GDP, their unwinding during the recession did not necessarily lead to a
faster drop in trade than output. 5 

Canada was no exception to the global slump in trade, as exports and imports shrank faster than any other
sector of demand. The relatively large share of trade in Canada’s GDP amplified the impact on our economy.
Most importantly for Canada, sharply lower commodity prices aggravated the underlying drop in the volume
of shipments.

The rapid decline in trade led Canada into recession, through both its direct impact on incomes and output
of goods (notably manufacturing and mining) and the indirect impact on related services industries. While
most services in Canada escaped relatively unscathed from the recession that ravaged goods industries,

Statistics Canada, Catalogue no. 11-010-X 5



goods-handling services did not. Transportation and wholesale trade saw output fall by 5% and 10%
respectively, due mostly to the slump in cross-border trade.

Since international trade was at the epi-centre of the ensuing recession, this paper provides a simple
exposition of how Canada’s exports and imports were affected.

From its peak in the third quarter of 2008 to its recent low in the second quarter of 2009, Canada’s export
earnings fell by 32% while nominal imports dropped 22%, according to data on merchandise trade from the
National Accounts. (By comparison, nominal GDP fell 7.4% and real GDP by 3.3%.) The larger drop for
exports than imports entirely reflects lower prices, as the volume of both fell by about 20%. Export prices
fell 12%, reflecting the greater role commodities play in our exports than in imports. Import prices were
unchanged over the last three quarters, as the upward pressure from the record drop of the exchange rate
in the fourth quarter of 2008 on manufactured goods prices offset lower prices on world markets for
commodity imports.

Imports

Imports fell by $25.1 billion, or 22%, between the third quarter of 2008 and the second quarter of 2009.
The largest declines, in terms of both the first difference and the percentage drop, were posted by energy
products, autos and industrial goods, in that order: together they fell by nearly $20 billion,
contributing 80% of the overall drop in merchandise imports.

Energy imports fell nearly in half, shrinking by $7.0 billion (or 48%) in the last three quarters. Most of this
retreat reflected lower prices and volumes for imported petroleum products. While oil imports began to
recover in the second quarter as prices firmed, overall energy imports continued to retreat due to a sharp
drop for coal, especially after extensive shutdowns in the iron and steel industry in the spring.

Auto imports fell by $6.8 billion (or 37%) after the third quarter of 2008. The largest drop ($3.0 billion) was
for passenger cars, as sales dried-up in the fourth quarter when consumer confidence hit bottom. Imports of
auto parts also dropped by $2.4 billion, reflecting the tumble in assemblies in Canada.

Imports of industrial goods decreased by $6.1 billion, or 26%, from their peak in the third quarter of 2008.
Almost half of this decline originated in a $3.0 billion drop for metals. This reflected both sharply lower
industrial demand by Canadian producers and falling imports of metal ores for refining in Canada (before
their re-export to world markets). Demand for other industrial products was particularly weak for iron and
steel, which fell by a half in just the past two quarters. Plastics and chemicals also posted a large drop.

The slump in energy and industrial goods reflected the sharp drop in commodity prices. Following a 7-year
boom that tripled natural resource prices, commodity prices fell by half between their peak early in the third
quarter of 2008 and early in 2009. While commodity prices have always been cyclical, the latest swing was
the largest on record. The largest declines were for energy products and metals. Metals prices fell by 53%,
aggravated by the global retreat from industrial demand. 6 

Machinery and equipment imports were the only other sector to record a notable decline, falling $4.2 billion
or 14% between the third quarter of 2008 and the second quarter of 2009. This decrease was almost
exactly in line with the 13% drop in nominal business investment, notably in mining and manufacturing over
this period as the recession deepened. The reduction in imports was most pronounced for industrial
machinery and office equipment (such as computers). These declines were mitigated by stable demand for
agricultural machinery and aircraft.

Nominal imports of consumer goods and agricultural products were little affected by the recession. However,
the volume of consumer goods initially fell 15% between the third quarter of 2008 and the first quarter
of 2009, as retail sales slumped and the lower Canadian dollar raised the cost of imports by about 10% (the
same as the increase for imported autos and machinery and equipment). Consumer goods imports began to
recover in the second quarter, however, as retail sales firmed in Canada. Imports of agricultural products
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were steady, not too surprising given that staples such as coffee, fruits and vegetables dominate this
category.

Exports

Merchandise exports fell by $41.1 billion (32%) over the last three quarters. As with imports, over 80% of
the decrease was concentrated in energy, autos and industrial products, which fell by 49%, 40% and 39%
respectively. However, because of the larger share of exports accounted for by energy and industrial goods
after the surge in commodity prices over the previous five years (and the slump in autos), they contributed
much more to the drop in overall exports than autos.

Exports of energy products contracted by $17.0 billion between the third quarter of 2008 and the second
quarter of 2009. Nearly all of the drop was due to a 46% slump in energy prices. The largest retreat
occurred for petroleum products, reflecting the rapid drop in oil prices as well as lower volumes. While oil
prices rebounded in the second quarter of 2009, energy exports continued to slide because of the deepening
slump in natural gas exports, where prices have tumbled since last summer by nearly two-thirds.

Export earnings from industrial goods fell by $11.7 billion over the last three quarters. Over half
($6.7 billion) of this loss originated in metal ores and alloys. Most of the drop in metal exports reflected
lower volume, as prices fell about 20%. The fastest decline was for nickel ore, which fell nearly 75% (or
nearly $1 billion) in just two quarters. Other large drops of 50% or more occurred for copper and
aluminium. Precious metals like gold were a notable exception, posting only a small loss as prices rallied in
the spring.

Auto exports fell by 40%, but after steady declines since 2004 this represented a drop of $6.1 billion in
export earnings, much less than the losses for energy and indusial goods. The decrease in the volume of
auto exports surpassed 50%, by far the most of any major export sector, as prices rose 10% in response to
the lower exchange rate. Passenger cars led the decline, as they have come to dominate vehicle production
in Canada (trucks accounted for only 15% of vehicles assembled in the first half of 2009).

The nearly 40% decline for both exports and imports in auto trade was mutually reinforcing. Since roughly
half of vehicle assembly in Canada comprise imported parts, the sharp drop in vehicle exports inevitably
lowered auto imports, with the large decline in auto output in the US also reducing demand for parts made
in Canada.

As with imports, exports of machinery and equipment fell by 15% (or $3.4 billion) during the last three
quarters, less than half the rate of decline for the three worst-hit sectors of exports. As a result, by
early 2009 machinery and equipment had reclaimed the mantle as Canada’s leading export, a title it last
held in 2005 (when it was surpassed first by industrial goods and then by energy products). While industrial
machinery and office equipment suffered from cutbacks in business spending abroad, aerospace and
telecommunications equipment (such as mobile phones) were relatively unscathed.

The smaller drop in machinery and equipment trade than in some other sectors is notable for at least two
reasons. First, business investment in machinery and equipment posted the largest drop of any sector of
GDP outside of exports. Second, while machinery and equipment is the second-largest user of imported
parts (after autos), this did not reinforce the drop in direct demand for machinery and equipment (since the
simultaneous drying up of the export market for machinery and equipment lowered demand for imported
parts by the same proportion). The same result was found for autos. There was little evidence for Canada
that vertical disintegration of global supply chains heightened the drop in trade flows, contrary to what
many analysts expected.

Forestry products saw exports fall by 27%, but following years of steady losses (notably as the US housing
sector turned down in 2006) this translated into a loss of $1.8 billion in exports, less than 5% of the drop in
total exports in the last three quarters. The slump in exports earnings was evenly-spread among lumber,
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pulp and newsprint. The drop in forestry and auto exports in 2008 came after a slump of nearly 40% over
the previous four years (both forestry and auto exports reached a high in the second quarter of 2004).

Like imports, exports of consumer goods and agricultural products were little affected by the recession, with
each posting declines of just 1% between the third quarter of 2008 and the second quarter of 2009.
Agriculture was buoyed by higher wheat exports, reflecting a good crop which offset a retreat in grain prices
from their record highs earlier in 2008.

Regionally, the largest drop in exports in the last three quarters was a 35% decline in shipments to the US.
This reflects the severe drop in US demand for exports such as natural gas and autos. Exports to Europe
and Japan fell nearly 30%, due to large declines in demand for industrial goods (notably metals).

Exports to non-OECD nations have declined by only 13% since the third quarter of 2008. There are several
reasons for this relatively good result. A large portion of exports to emerging nations is agricultural products
(notably grains), where demand has remained firm and finance is often facilitated by governments. As well,
the economies of emerging nations were less-affected by the global recession (for a variety of reasons
beyond the scope of this paper). The best example is China, where real GDP growth remained near 8% in
the second quarter. As a result, Canada’s exports to China have risen 11% so far in 2009, following a 10%
gain in 2008.

Conclusion

Three sectors accounted for over three-quarters of the record drop in both exports and imports between the
third quarter of 2008 and the second quarter of 2009: energy, autos and industrial goods. This was due to
falling prices for energy and metals, as well as the severe drop in auto sales in North America. Conversely,
trade in consumer goods and agricultural products was little changed during the recession.

Exports and imports contracted faster than any other sector of the Canadian economy. This partly reflected
sharply lower prices for commodities which are an important part of cross-border trade. Unlike other
countries, the faster drop of trade than output or demand in Canada appears to be driven more by lower
demand than problems in trade finance or a response to global or cross-border production chains.
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Notes
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Chart 3.1 
Merchandise export value, June 2009

Source(s):  World Bank
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Chart 3.2 
Canada's merchandise trade
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Chart 3.3 
Imports
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Chart 3.4 
Imports
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Chart 3.5 
Exports
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Chart 3.6 
Exports

Statistics Canada, Catalogue no. 11-010-X 15




