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International trade has played an integral role in Canada's economic history. Trade affects the economy in a myriad of ways
—as a source of industrial production and income growth, and as a means through which Canadians gain access to foreign
funds, investment goods, new technologies, and an ever-expanding array of products and services.

Exports in particular contribute substantially to economic growth in Canada. Canadian export flows have evolved over time
as trade-oriented sectors responded to shifts in the global demand for Canadian commodities. Both resources and
manufactured goods have been important to the development of Canadian export markets.

Exports in early Canada

For much of Canada's early history, merchandise exports served a growing international demand for resource-based staples,
from agricultural and forestry products in the late 1800s to metals and minerals and processed resource products during the
first half of the 20th century.

During the early part of Canada's history, exports reflected periods of resource-led growth. The growth was partly due to
changes in global demand as new technologies made it more commercially viable to extract different commodities.

Since the country's centennial anniversary in 1967, Canadian merchandise exports have continued to evolve in response to
notable changes in market conditions and regulatory regimes.

Growth of export-based manufacturing and resources since Canada's centennial

In the 30 years that followed the country's centennial, changes in the pace and composition of export growth largely reflected
the development of Canada's export-oriented manufacturing sector.

During those years, new legislation on cross-border trade with the United States supported the growth in manufacturing
exports. These included the introduction of the Canada—United States Automotive Products Agreement in 1965, the
implementation of the Canada—United States Free Trade Agreement in 1989 and the implementation of the North American
Free Trade Agreement in 1994,

In 2001, China joined the World Trade Organization. As manufacturing shifted to China and to other emerging economies, a
global commodities boom occurred, strengthening the demand for oil and other primary commodities produced in Canada.

In the early 2000s, global oil prices began to increase sharply, while new advancements in extraction technologies made it
more commercially viable to produce oil using non-conventional extraction methods, such as those used in western Canada's
oil sands.

As a result, Canadian energy exports to the United States expanded rapidly, and energy became an important source of
export growth. At the same time, exports of manufactured goods, particularly shipments of automotive products to the United
States, slowed, as exporters diversified into other markets.

Growth in overall merchandise trade

The importance of trade overall to Canada's economy has grown considerably over the last 50 years. At the time of Canada's
centennial anniversary, the combined value of Canadian merchandise exports and imports amounted to about one-third of
gross domestic product (GDP).
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During the late 1960s and early 1970s, the ratio of trade to GDP edged higher as both exports and imports rose on higher
shipments of manufactured and resource-based commodities. In particular, higher exports of industrial goods, machinery and
equipment, agricultural products, and forestry products contributed to double-digit increases in annual exports during the
early 1970s.

By the late 1970s, export growth was led by higher shipments of automotive products and industrial goods, as manufacturers
of these and other durable manufacturing products expanded production.
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During the 1980s, the ratio of merchandise trade to output averaged 44%, as exports of manufactured products continued to
expand. Large annual increases in automotive exports fuelled export growth as automotive production, supported by the
Canada-United States Automotive Products Agreement, rose significantly early in the decade. Higher shipments of forestry
products contributed to export growth late in the 1980s.

Acceleration of export growth under free trade agreements

The 1990s witnessed a sharp increase in the value of trade as firms in Canada adjusted to the implementation of the
Canada—-United States Free Trade Agreement in 1989 and the North American Free Trade Agreement in 1994. Following the
recession in the early 1990s, current-dollar exports rose, on average, by over 10% annually throughout the rest of the
decade, led in large part by higher shipments of motor vehicles and parts. Higher shipments of forestry products also
supported export growth early in the decade. Shipments of electronics and electrical equipment bolstered exports toward the
end of the 1990s, as manufacturers of information and communications technologies expanded output.

Much of the export growth during this period reflected a deepening of trade ties with the United States. Between the early
1990s and the early 2000s, the share of Canadian exports going to the United States rose by about 10 percentage points,
peaking at 84% in 2002. Shipments to the European Union in that year accounted for 5% of total exports, as did combined
shipments to China, Mexico and Japan.

By the end of the 1990s, the ratio of total trade to GDP had risen to about 70%. Throughout the 1990s, export flows,
measured in volume terms, made notable contributions to economic growth, often exceeding those from higher household
spending and business investment.
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Export growth since 2000: Energy offsets declines in autos

At the start of the 2000s, manufactured products accounted for almost three-quarters of total exports. At that time, shipments
of motor vehicles and auto parts represented nearly a quarter of export earnings. In contrast, shipments of energy products—
crude oil and crude bitumen, natural gas and refined petroleum products—accounted for 12% of total exports.

Since 2000, the composition of exports has shifted significantly, most notably as a result of changes in relative earnings from
automotive and energy products. These shifts were well underway prior to the 2008-2009 recession. Exports of motor
vehicles and parts declined markedly from 2005 to 2008, as the share of U.S. auto imports from Canadian producers fell.

Annual auto exports totalled about $60 billion in 2008, down 40% from levels in 2000, while the share of export receipts from
automotive products fell from 24% to 13%. Exports of forestry products and electronics and electrical equipment—strong
contributors to export growth during previous decades—also declined during this period.

Decreases in shipments of manufactured products to the United States contributed to overall reductions in the intensity of
trade. From 2000 to 2008, the ratio of merchandise trade to total output trended lower, falling to levels last observed in the
mid-1990s prior to the sharp acceleration in trade flows during that decade.

While manufacturing exports to the United States declined during the 2000s, the export of manufactured goods to non-US
markets rose, notably to the European Union and China. By 2008, exports to the European Union, led by shipments to the
United Kingdom, accounted for 8% of total exports, while exports to China represented just over 2% of total shipments.

While lower automotive shipments to the United States slowed export growth during the early 2000s, the value of energy
exports increased. Supported by higher prices and volumes, oil exports rose from $18.6 billion in 2002 to $61.0 billion in
2008. Total receipts from energy products in that year, which include earnings from crude oil, natural gas and refined
petroleum products, accounted for 24% of export earnings. Virtually all of these energy exports were to the United States.
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Economic developments since the 2008—2009 recession have moderated the shift from auto exports to energy. Automotive
shipments have risen substantially since the recession. In 2016, annual exports of motor vehicles and parts reached
$96 billion, the highest level since 2002, on higher shipments of passenger cars and light trucks.

While exports of crude oil also increased after the recession, the decline in oil prices that began in mid-2014 markedly
reduced export earnings from energy products. In 2015, annual receipts from automotive exports eclipsed those from energy
products for the first time since 2006.

Other non-energy exports have also recorded notable gains in recent years, as shipments of food products and
pharmaceuticals, building and packaging materials, and communications equipment all expanded.

Much of the overall growth in exports following the 2008—2009 recession has reflected higher shipments to the United States,
the United Kingdom and non-EU countries, most notably China. In 2016, exports to China totalled $22.4 billion, about one-
half of the value of Canada's exports to the European Union.
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