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Ontario Economic Overview

HIGHLIGHTS ] ,
Ontario’s economic growth accelerated to 1.1% in 2940, pulling GDP

slightly higher than pre-recessionary levels inZDP8. S slins
Growth was uneven, with service industries incregsi.2%, while goods &7
output grew by a more modest 0.7%, held back byliieg auto L 2 r
production. A T
Ontario’s automotive output fell 7.6% in Q4 201Betfirst quarterly drop == wen
since Q1 2009. Analysts expect strong growth inicletshipments in Q1 : : e A el 4‘"""‘“’%
2011 to fall off in Q2, as parts shortages fromadapave an impact. Ei (e BNTA RIO 4 %
Recent earnings at the five largest Canadian barkseded expectations. ;j . .. e oo
Output in Ontario’s banking sector grew by 3.3%Q#d, while 1,800 jobs .
were added compared with a year ago.

Despite growth in both shipments and exports, QuitatlCT manufacturing
industry lost 2,400 jobs in Q4 compared with 208¢els.

High commodity prices have helped push output érttining sector up by
9.5% in Q4, the fourth consecutive gain; jobs gbswl2.6% over Q4 2009.
While hotel occupancy rates have mostly recoverenh fthe recession, the filhs
unremitting decline in U.S. visits continues tothOntario’s tourism sector. N — a;m;%n“m
U.S. GDP grew for the seventh consecutive quarieQi 2011. Most \ ‘ ‘gﬂp*‘“ = "
analysts expect strong GDP growth through 2012aticrg jobs and ) #ﬁ;ﬂ);c“//@”
supporting consumer demand. &4‘:“'/’
Ontario’s economy is forecast to grow by 2.6% irL2@nd 2012, SIOWET s e o 2o &
than national growth. Strong employment growth igeeted to bring o
unemployment down to 7.6% in 2012.
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IN THISREPORT

Sector overviews: | ssues facing the economy:
= Manufacturing (pg. 4) = Finance and Insurance = Primary Industries = U.S. Economy (pg. 14)
= Automotive (pg. 4) (pg. 9) (pg. 13) = Border
= Aerospace (pg. 6) = Construction (pg. 10) = Clean Energy (pg. 15)
= Biotechnology and = Tourism (pg. 11) (pg. 14)

Pharmaceutical (pg. 7) = Retail and Wholesale
= |CT (pg. 8) Trade (pg. 12)

KEY ECONOMIC INDICATORS

(% change unless Real GDP Employment Unemployment Rate
otherwise indicated) | 2010 | 2011f | 2012f | 2010 | 2011f | 2012f | 2010 | 2011f | 2012f
Ontario 3.2 2.6 2.6 1.7 1.9 1.8 8.7 8.0 7.6
Canada 3.1 2.9 2.7 1.4 1.9 1.7 8.0 7.6 7.2
United States 2.9 2.7 3.0 07 | 13 1.8 9.6 8.8 8.3

Source: Statistics Canada, U.S. Bureau of Econdmédysis; f indicates forecasted data, using metbeecasts released in December 2010 or
later, where available, from Conference Board afdfa, Scotiabank, RBC Financial, TD Economics, BM@ancial, CIBC World
Markets,IHS Global Insight and Desjardins. Forexastlected on May 27, 2011.

The Ontario Economic Overview is a quarterly regangpared by the Policy, Analysis & Intelligencedzitorate
of the Ontario Region of Industry Canada that camganalysis of the current economic and finanpidformance
of industries in Ontario. The analysis is of seleodbnomic/industrial issues, and does not contatiernal forecasts
or policy analysis, assessments, or conclusiongufhave any comments, please email Adam Hay&shior
Economist, Industry Canada, Ontario Region, at Addagashi@ic.gc.ca.



GDP and Employment Growth of Selected Ontario Industr

ies

GDP Growth (%)
2007 2008 2009 2010

Manufacturing -4.2
Automotive -4.0
Pharmaceutical and Medicine -11.4
Information and Communication Technology 3.0
Aerospace 3.7
Finance and Insurance 4.3
Construction 3.2
Accommodation and Food Services 0.6
Wholesale Trade 4.5
Retail Trade 2.0
Primary Industries* -3.4

-10.3
-24.5
0.4
-0.2
8.6
1.2
-0.6
2.0
-1.0
3.2
4.5

-15.0 8.0
-28.3 295
7.8 -0.5
-1.2 2.3
-1.9 -7.6
3.3 2.8
-6.7 8.8
-3.8 21
-5.5 5.6
0.1 4.3
-10.5 2.0

* Employment data from LFS and is not strictly comparable to SEPH data used elsewhere

Ontario GDP by Sector, 2010
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Ontario Employment by Sector, 2010
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EcoNOMIC FUNDAMENTALS

= Ontario’s real GDP increased 1.1% in Q4 2010, great

than the 0.4% gain posted in Q3 2010 and extentfiag
consecutive quarters of growth to Sfx.

Ontario’s nominal GDP was $578.2B in 2009, accawti
for 37.9% of Canadian output. Ontario’s share of th

national economy dropped steadily from 41.4% in2a9
36.5% in 2008, coinciding with a 32.1% increasetha
Canadian dollar (per USDBYJ.

Increases in the dollar often coincide with rising
commodity prices and economic output in Western
Canada, while simultaneously putting pressure quoex
prices for Ontario’s manufacturing sector. While tiollar
softened in 2009, and Ontario’s share of nationdapuat
grew, the currency has strengthened further in R6thO
and so far in 2011.

Almost a third of growth in Q4 2010 came from the
finance, insurance, and real estate and leasintprsec
which was up 1.4%. Strong contributions also carenf

other transportation equipment (not including thgoa
sector, +17.9%), and information and culture (+2.9%

These increases were partially offset by lossabenauto

industry (-7.6%); food, beverage, and tobacco petl(-
2.9%); and chemical and petroleum products (-1.8%).

The Ontario economy gained 116,700 jobs in Q4 2010
compared to the prior year and continued to graw ®1
2011 with a gain of 144,400 job5.

After falling almost a full percentage point betwe®4
2009 and Q4 2010, Ontario’s unemployment rate held
steady at 8.3% in Q1 2011 as national unemploynroes#
0.1% to 7.8%. While some of Canada’s highest

= Both the price and non-price aspects of businasdirg

= Consumer insolvencies declined 9.4% in Q1 20

® Ontario business insolvencies declined 17.9% year{o

unemployment rates in QL 20TT were in the Ontario
Census Metropolitan Areas (CMASs), of St. Catharnes
Niagara (8.8%) and Windsor (10.7%), unemploymermt ha
dropped slightly for both centres compared with| Q4
2010"°

eased in Q1 2011 according to the Bank of Canadifse
Loan Officer Survey. Results of the survey indicaasing
lending conditions for the seventh consecutive tgueo
corporate borrowers, the fourth consecutive quafb@r
commercial borrowers, and the second consecutiaeteju
for small businesses. Similarly to Q4 2010, easiregi
conditions were attributed to heightened competitio

among lenders, positive developments in specific
industries, and a better outlook for the economygas

whole?!®

11lugers
the year prior. The majority of Ontario CMAs po}ted
declines with the exceptions of Peterborough, il
and Brantford.

year in Q1 2011, ahead of the 12.4% decline naltiopa
There were 430 business insolvencies in Ontari@Qin
2011, with both bankruptcies and proposals dedinin
Nationally, insolvencies declined in most sectavih 3
notable exception of accommodation and food sesyice
which saw a 13.2% increa&e.

= Ontario’s index of consumer confidence increas 2.

points to 79.0 in May while national consumer cdefic
fell 2.0 points. However, Ontario continues to laghin
national consumer confidence of 85%6.

EcoNomMic OuTLOOK

The median private sector forecast for Ontariod @DP
growth in 2011 is 2.6%, below the forecast of 2.9%
growth for Canada. Ontario forecasts ranged frolowa

of 2.1% (Conference Board of Canada) to a high.o%3 *
(RBC)?!

The median forecast for the previous issue of téport
was for 2.5% GDP growth in Ontario in 2011. Four
forecasters upgraded their forecasts, two decrahesad, *
and two were unchanged.

An expected recovery in U.S. demand for Ontario-
manufactured products, including autos, should stpp
higher growth in Ontari®.New housing starts are also
expected to support growth in 2011.

The strength of the Canadian dollar may be a clueck
growth in Ontarid, and temporary supply chain
disruptions may restrain outputtie auto sectat.

Ontario’s unemployment rate is expected to dromfro
an average of 8.7% in 2010 to 8.0% in 2011. The
national rate is forecast to drop from 8.0% to 7.5%
U.S. unemployment is forecast to drop from 9.6% in
2010 to 9.3% in 2011 remaining well above the five-
year pre-recession average of 5.1% from 2004 to
2008°

The continuing Greek sovereign debt crisis remains
threat to economies in EuropeA debt restructuring or
default could exacerbate fiscal challenges in aoest
such as Portugal, Spain, Ireland, and Italy, amdter
uncertainty and instability in global financial
markets™°
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SECTORAL ANALYSISAND OUTLOOK

M ANUFACTURING

GDP (Billions $)

Note: GDP is adjusted at annual rates. Employment is unadjusted.

Manufacturing GDP and Employment, Quarterly
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Ontario’s manufacturing output posted a small 0.2%
decline in Q4 2010, ending a trend of five consgeut
quarters of growtR’ Excluding the automotive sector,
the picture is rosier with a 1.9% increase although
growth was not seen in all sub-sectdr&n an annual
basis, manufacturing output rebounded to an 8.0%
increase in 2010 following four consecutive yeafs o
decline, including a 15.0% drop in 2089.

Despite the overall drop in manufacturing, some-sub
sectors boosted output in Q4, led by the other
transportation equipment (not including automotive,
+17.9%), machinery (+5.6%), and electrical and
electronic products subsectors (4.6%Dver the year,
primary and fabricated metal products, machineng, a
plastic products posted significant gafisOn the
other hand, some subsectors have failed to achieve
traction in the manufacturing recovery. After four
quarters of stagnant production, Ontario’s food,
beverage, & tobacco products sub-sector receded by
2.9% in Q4 over the previous quarter as real output
fell to its lowest level in over thirteen yedps.

Manufacturing employment was 1.3% higher in Q4
2010 compared to the prior year, adding over 8,000
jobs. Gains were dominated by the durable goods
subsector while non-durable goods showed a slight
decline in employment. Outside of the auto sector,
primary and fabricated metals and machinery
production were responsible for the bulk of jobngai
The largest declines came from computers and
electronics, food manufacturing, and printing and
related activitie$®

Despite the uneven performance amongst the various
subsectors, the outlook for the manufacturing itrgus

is positive due to a strengthening U.S. economyclvhi
may lead to an increase in demand for Canadian
exports?’ The Conference Board of Canada forecasts
significant 2011 real output increases for the
machinery, electrical equipment, and fabricatedafet
subsectors that outperform the consensus GDP
forecast for the province as a whétdnvestment in

the province could be supported by the recent sgyni
of a Memorandum of Understanding between the
Ontario government and Siemens Canada, following
on a similar MOU the province signed with GE
Canada in 2008 %

Risks remain despite the positive outlook. Rising
commodity prices and an expensive Canadian dollar
continue to increase the business costs for Ontario
manufacturers. Manufacturers are being squeezed on
the supply side by higher commodity prices andhan t
demand side by consumers still wary of the statbef
economic recovery. Maple Leaf Foods warned that
prices will increase due to higher wheat and corn
costs®! Increasing prices for industrial metals such as
copper, steel, and aluminum are threatening profit
margins for electronic products, machinery, and
fabricated metal producté.Local manufacturers also
face increasing competition from lower-cost cowa#ri
For example, North America now imports three times
the amount of fabricated metal products from Clisa

it did a decade ago. While Chinese fabricated imeta
currently holds 7% of the Canadian markeit is
noteworthy that Ontario’s primary metal & fabricdte
metal products subsector output has plummeted by
35% since its peak in 2003.

AUTOMOTIVE

Automotive GDP and Employment, Quarterly
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Note: GDP is adjusted at annual rates. Employmentis unadjusted.

The recovery in the North American automotive
industry remains solid, as demand for vehicles

ONTARIO ECONOMIC OVERVIEW — JUNE 2011UPDATE



strengthens with improving conditions in the keysU.
market®®> TD Economics reports that the industry is
poised to make double-digit sales and productionsga

in 2011, which they forecast will boost Canadian an
U.S. GDP by one percentage point this year and an
additional half percentage point in 20F2.

Despite forecasts of continued recovery, Ontario’s
automotive output declined 7.6% in Q4 2010, thst fir
quarter-over-quarter drop since Q1 2009. However,
compared to a year ago, output was up slightly by
1.9%3%" Ontario’s automotive employment grew 2.1%
in Q4 compared to same quarter in 2609Much of

General Motor's performance in the U.S. market
continued to improve, as the company achieved
stronger Q1 growth in light vehicle sales thamiggor
competitors® GM recently reported a first-quarter net
profit of US$3.2B, it's largest in 15 yeats.GM’s
Canadian production rose significantly in Q1, with
continued strong demand for the Chevrolet Equinox,
GMC Terrain and Camaro models. Canadian output
was also boosted in February by the productiont efar
the new 2012 Camaro convertible and the Buick
Regal, both at GM’s Oshawa facilit§.

Ford Motor Co. reported a first-quarter profit of

the gain occurred in the assembly sub-sector, up by US$2.6B - its biggest quarterly profit in 13 years,

5.2%, while auto parts firms eked out a 0.4% dain.

Light vehicle sales in the U.S. were up 20.2% in Q1

reflecting strong sales of its fuel-efficient vebi and
improved pricing’® Ford’s annual U.S. light vehicle
sales also advanced in Q1, in part due to stroh§d--

2011, compared to same period a year ago, with mosttruck sales with fuel-efficient engin&s.Despite a

major auto makers posting strong gains in both
February and Marcff. Despite a spike in gasoline
prices and reduced vehicle incentives, retail sales
remained strong, as the U.S. job market gradually
improved? An expansion in credit for new vehicle
purchases has supported sales, allowing consuimers t
replace aging vehiclé.Rising business profits have
also led to increased fleet and commercial séles.
Total 2011 U.S. light vehicle sales are forecast at
about 13M units, compared to 11.6M units in 2¢(10.

North American production in Q1 2011 increased
11.9%, compared to same period last yeawith

Canadian production up 12.1% for the same péfiod.
As a result of the March flearthquake and tsunami

9.2% increase in its North American Q1 production,
Ford’'s Canadian output declined by 9.83%.
Production of the popular Edge, built in Oakviltese

by almost 2,500 units, but output for less popular
models like the Flex dropped by nearly H4lf.As a
result, Canada’s share of Ford production decrettsed
13% during Q1, down from 16% in Q1 20%0.Ford

is also winding down production at its St. Thomas
plant, which is up for sale ahead of its expected
closing later this yeaf

Chrysler Group LLC posted a sharp increase in U.S
sales in Q1 to reflect solid demand for its new and
refreshed modefS. While U.S. production jumped by

45%, fuelled by strong growth in trucks, Chrysler’s

in Japan, automakers have reduced Q2 production Canadian production declined in Q1 due in large par

plans by an estimated 12%, or 400,000 units, due to
global parts shortages that have restricted vehicle
assembly’” The impact is felt by both major Japanese
manufacturers and the Detroit 3, which have reduced
their Q2 N.A. output plans by 20% and 9%,
respectively’® Despite this, full year North American
production forecasts are estimated at about 13N& uni
as much of the lost output is expected to be made u
later this yeaf?

Change in Vehicle Production and Sales
Q1 2011 vs. Q1 2010 (% Change)
Canadian North US. I.'ight

Production Amerlcgn Vehicle
Production Sales
General Motors 28.2% 12.1% 24.5%
Ford -9.3% 9.2% 12.2%
Chrysler -3.1% 21.1% 22.5%
Honda 0.9% 2.1% 20.1%
Toyota 37.1% -9.1% 12.5%

Canada 12.1%
United States 11.6% 20.2%

Source: Automotive News Data Center

to a significant drop in production of the ChrysBfi0

as the new 2011 model gradually ramped up at the
Brampton facility’™® As a result, Canada’s share of
production fell from 31% in Q1 2010 to 25% in Q1
2011. Chrysler also recently announced that the new
Ram Truck Cargo Van will be built at the Windsor
Assembly plant. This commercial vehicle replades t
Dodge Grand Caravan Cargo Van and will go on sale
later this yeaf' The company recently reported a
quarterly net profit of US$116M, the first since
emerging from bankruptcy in 2009. After
successfully obtaining private financing, Chrysler
Group repaid US$7.6B in U.S. and Canadian
government loans ahead of scheddi&he repayment
permitted Fiat SpA to its increase its stake inyShar

to 46%%*

After dealing with the fallout of last year's massi
global recalls, Toyota has been working to recover
from the March earthquake and tsunami disaster in
Japan that disrupted vehicle production and cripple
suppliers. The automaker recently reported a 7736 dr
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in quarterly earnings despite an increase in Q1 U.S.
light vehicle sale§® While the effects of the disaster
are not reflected in the first quarter figuresesaare

Quebec (59.8%). Approximately 350 aerospace
companies are located in Ontario with annual sefes
almost $6.5B° Ontario companies produce about

projected to decline in Q2 due to lost production 60% of landing gear for new large aircraft glob&fy
caused by supplier shortages that could make someNotable firms with a presence in Ontario include
vehicle models scar®é. Toyota sources about 15% of Bombardier Aerospace, Pratt & Whitney Canada,
its parts from Japan for vehicles built in North Honeywell Canada, L-3 Electronic Systems, Magellan,
American factorie§® prompting the company to  and Northstar Aerospace.

reduce production at its U.S. and Canadian faesiifi

As supply conditions improve, Toyota plans to have

Aerospace Employment, Quarterl
assembly at 70% of normal capacity by J(that the P POy Q Y

11

Cambridge facility, the Corolla is expected to ratto
full production in June, while the Lexus RX 350 Iwil
increase to 60% capacity. Production of the RAN4 i
Woodstock will be at only 25% due to electronics
parts shortages.

=
o
L

©
L

Honda was also impacted significantly by the Japan
disaster, forcing its North American factories to
operate at reduced capacity, including its facility 8

Employment (Thousands)
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2008 2009
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Alliston that manufactures the top-selling Civic
model’? Honda has also stated that availability of
some of its most popular models will be limitedsthi
year’® The timing of the production cut-backs will
likely impact sales of Honda’'s new Civic models,

Note: Employmentis unadjusted.

recently launched in North Ameri¢dHonda has also
announced it will transfer production of the CR-V The sector continued to struggle in Ontario in 2010
from Japan next year to Canada (this model is also with GDP falling for a second consecutive year. The
assembled in the U.S.), while the production of the 7.6% drop was less severe than the 9.0% fall in

MDX will move from Alliston to a plant in Alabam3.

Honda’s net profit fell 38% in the fiscal fourth ayter

ending in March, attributed to the disaster andhilyé
76

yen.

As the auto industry recovers and vehicle sales
continue to strengthen, profitability has also read

to the parts industry. Canada’s two largest auttspa
companies, Magna International and Linamar Corp.
posted improved first quarter profits. However,

national aerospace output, as Quebec’'s aerospace
production fell by 11.798? However, there was some
evidence of a turnaround in Q4 2010, with Canadian
aerospace GDP growing by 1.3% over Q3 lef&ls.
Employment in Ontario also grew for the first tirime

nine quarters, with almost 200 jobs added, raising
employment 2.4% above the level of Q4 28b9.
Ontario’s aerospace shipments fell by one-quarter i
Q4, unable to maintain momentum after jumping by
nearly half in Q3. Shipments for 2010 were down

many auto parts companies have been struggling to 8.4% from 2009° Informetrica expects Ontario’s

ramp up their own production to meet rising demand.
The pace of North American production is expected t
spike as high as 15M units in the second half @ th
year to offset lost volumes related to the Japasiscr
Suppliers may face challenges in meeting customer
targets, and some Q2 production disruptions are
anticipated® Smaller suppliers face particular
challenges in securing sufficient financing to add
capacity. Cost pressures from rising commodity
prices and increasing pressure from OEMs for price
cuts are also growing concerfis.

AEROSPACE
Ontario’s aerospace industry, which produces dircra

aerospace output will grow by 2.3% in 2G%1.

Ontario’s aerospace sector is highly export depefyde
with close to 80% of sales coming from expdfts.
Ontario aerospace manufacturing exports continaed t
grow through the recession, and increased by 1r8% i
2010 based on strong sales in Q4, which were 16.0%
higher than one year prior. While sales to the U.S.
which buys roughly half of Ontario’s aerospace
exports, slipped by 5.8% last year, overall growts
driven by deliveries of Bombardier's Toronto-
assembled Q400 turboprop plane to Latvia, Angola,
Ethiopia and Portugdf. Sales to the UK, Ontario’s
second largest aerospace market accounting for just

parts and systems, accounted for 28.1% of Canadianover 10% of exports, grew by 6.1% in 2010, and have
aerospace GDP in 2010, second in Canada behind more than doubled since 2086.
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Ontario’s strong performance in aerospace exp@ss h
been driven in part by growing orders from
multinational firms such as Boeing and Airbus, whic
create positive spin-offs for Ontario firms in the
supply chain, including Honeywell, Messier-Dowty,
Magellan and GoodricH. Boeing’s Current Market
Outlook forecasts that annual growth in internaion
air travel will average six per cent between 2006 a
2014, supporting demand for more plaffesSome
firms that service multiple manufacturing sectors a
increasingly looking to their aerospace ordersrteed
profits based on current forecasted gro¥gth.

Government programs have also supported investment

2010. While the two previous quarterly drops were
still improvements from the previous year, outpat f
Q4 was 11.4% lower than the same quarter in 28709.
In Ontario, pharmaceutical shipments fell by $3@vl,
1.6%, in Q4 compared to a year earlier, interrugptin
nine consecutive quarters of growth while exports
fell more sharply by 21%* For 2010, Ontario’s
pharmaceutical and medicine output fell by 058.
However, the Conference Board of Canada’s Leading
Indicator of Industry Profitability for the natioha
pharmaceutical sector, which predicts short-term
movements in corporate profitability, was up foe th
second straight month in March after six conseeutiv
monthly declined® Ontario’s employment in this

in the aerospace sector. Over 65 Canadian companiessector dropped by 2.8% (just over 400 jobs) in Qi

have gained $350M worth of Joint Strike Fighter kvor
since 1997 when Canada first signed on to the JSF
program® In December, the federal government
announced a $300M loan to Pratt & Whitney to
support the company’s investment of $1B in R&D at
facilities in Quebec and Ontarid. In April, the
Ontario government announced $13.9M for the firm’s
product development work in Mississauiga.

Bombardier has made several positive announcements
recently, including a $446M deal with SpiceJet for
Toronto-assembled Q400 NextGen turboprop planes
and a firm $2.8B order from Warren Buffett's Neglet
for 50 jets with an option for 70 moteln its most
recent forecast, Bombardier stated that the mavkst
gaining momentum with business aircraft deliveries
expected to grow into 2012. Interest globally in
aircraft that are greener and more efficient igimg

to push demand in the commercial marKet;
Bombardier is well-positioned for this trend, witie
100-seat CRJ1000 NextGen offering 4% lower fuel
consumption than first anticipated and the Q400
turboprop offering another 1.5% improveméht.

BIOTECHNOLOGY AND PHARMACEUTICAL

As of March 2010, Ontario was the largest hub of
biomedical activity in Canada and the fourth latges
biomedical research centre in North Amefita.
Ontario also has the third largest regional
biotechnology cluster in North America with thetkix
largest revenue streal. The landscape for these
industries is changing, as the increased use ofener
and acquisitions (M&A) to drive innovation and
improve productivity is leading to a convergence of
biotechnology and pharmaceutical firms into a sngl
biopharmaceutical industfy*

The output for Canada’s pharmaceutical and medicine
manufacturing sector, of which Ontario accounts for
over 60%, dropped by 10.2% in Q4 2010 compared
with Q3, the third quarterly decrease after a gfr@i

was the seventh consecutive year-over-year quarterl
decline®®’

Pharmaceutical and Medicine Manufacturing

Employment, Quarterl
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Generic drug production plays a significant role in
Ontario’s life sciences sector. Ontario’s generic
pharmaceutical industry is led by Toronto-based
Apotex, Canada’s largest generic producer and the
largest R&D spender for the pharmaceutical industry
in 2009°® Competition from generic producers is one
of the biggest issues facing brand-name
pharmaceutical firms, many of which are facing
depleted pipelines as a significant number of highl
valued patented products are due to expire withén t
next six years® It is estimated that the largest brand-
name pharmaceutical firms will lose 2-40% of their
revenue to generic competition between 2008 and
2015M° According to a recent survey of
pharmaceutical and life sciences company CEOs,
companies are looking to improve productivity and
replenish pipelines by turning to emerging markets
and M&As!*! A recent MaRS white paper outlines the
need for the sector to embrace a more collaborative
‘open innovation’ model of R&D and drug discovery
in order to deal with the increased competitith.
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Venture capital (VC) funding for Ontario’s life
sciences sector has yet to completely recover ftem
63.3% decrease in funding in 2009 from 2008 levels.
Funding for 2010 totalled $85.2M, an 80.7% increase
from 2009. This increase was despite a weak end to
the year with Q4 investment totalling only $14.2M,
38.0% decrease from Q4 2009. Funding in the
biopharmaceuticals sub-sector saw a similar treitid w
Q4 2010 funding down by 31.1% despite overall 2010
funding up 72.0% from the previous yéat.While
overall funding for 2010 improved, it is still lefisan

half of the $189.0M invested in 2007. The stilldaty
levels of VC funding are reflected in a recent @iota
Bioscience Industry Organization survey of life
sciences sector CEOs. The survey saw 91% of
respondents rank “raising external financing” aairth
main challenge in 201* However, a February 2011
PwC report noted that venture capitalists were
optimistic about the investment possibilities ireth
sector, as e-health, mobile health and personalized
medicine could push investmetit.

INFORMATION AND COMMUNICATIONS
TECHNOLOGY
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The ICT sector is a significant component of Ortari
economy. In 2010, the ICT sector contributed $27.3B
to provincial GDP, up 2.3% from 2008 ICT is also

an enabling sector, supporting further technology
development and increasing productivity in other
industries. Ontario represents roughly 50% of
Canada’s total ICT industry, with over 16,600 ICT
firms concentrated mainly in three technology @ust

in Toronto, Ottawa and Kitchener-Waterfdd.
Ontario has the highest concentration of ICT indust
leaders in Canada, including RIM, IBM Canada,
Rogers, Celestica, and OpenText. In 2010, Ontario-

based ICT companies generated approximately $41.1B development across sub-sectors. Broadcasting and

in revenues, up by a modest 1.0% compared to 2009,

but continued to represent the lion’s share of gros
revenues of Canada’s Top 250 ICT firm&.

Top 10 Ontario ICT Companies by Gross Revenue, 2010

2010 Revenues
Company millions National
(% change from Rank
2009)

Research In Motion $14872 (+35%) 1
Rogers Communications (wireless and intemet) $7800 (+5%) 3
Celestica $6340 (+5%) 5
Softchoice $1154 (+16%) 9
Open Text $907 (+16%) 12
Telesat $820 (+4%) 13
Nortel Networks $765 (-79%) 14
Aastra Technologies $673 (-19%) 16
Mitel $644 (-12%) 19
Constellation Software $630 (+45%) 20

Source: Branham300, Canada’s ICT Industry: A Work in Progress, April 2011

Ontario accounts for about half of national ICT
revenues, employment and GDP. National ICT output
grew by 1.4% in Q4 2010 compared to the previous
quarter'® While both ICT manufacturing and services
contributed to the increase, manufacturing was the
main driver, posting growth of 4.7% compared to an
increase of 0.9% for ICT services. This pattern was
also seen in Ontario’s ICT output in 2010. The
manufacturing sector ended two years of losses to
grow by 10.3% but still remained slightly below Z00
output levels. Output from ICT services firms in
Ontario inched up 0.7% over the same time period.
Ongoing challenges facing the ICT industry are
reflected in the modest 3.7% growth in cumulative
revenues for Canada’'s Top 250 ICT firms in 2010,
which failed to recover from the 6.1% drop seen in
2009:%°

Approximately 226,000 people worked in Ontario’s
ICT sector in Q4 2010. Employment was flat
compared with the same period in 2009, following
seven consecutive quarters of contraction. Losses i
computer and electronic product manufacturing (-
2,000), computer systems design and related service
(-400), and computer and communications equipment
and supplies (-400) were off-set by gains in
telecommunications (+1,200), data processing and
hosting services (+1,000), and commercial and servi
industry machinery manufacturing (+806).

Ontario’s ICT manufacturing shipments improved in
Q4, up 12.6% over 2009, for the fourth consecutive
year-over-year quarterly increa$é Valued at $4.1B,

shipments reached their highest Q4 levels sinc®.200
This positive trend for the sector includes uneven
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wireless communications equipment was responsible in the banking sub-sector and was up 5.3% in the
for half of the growth in shipments in Q4, jumping securities sub-sectof
23.9% while commercial and service industry

machinery and semi-conductors and other electronic

components also contributed. Shipments of technical Finance & Insurance Employment, Quarterly
instruments was the only sector to drop, losing 310
$71M13
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Ontario’s ICT goods exports grew by 1.5% in Q4
2010 before retracting by 0.5% in Q1 2011. Rapid
growth occurred in Q4 in markets representing allsma
share of Ontario exports, such as Hong Kong,
Hungary and China, while exports to the U.S, which
purchased two-thirds of Ontario’s ICT exports in
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2010, grew by 2.1%. In Ql 2011, losses were Iargely Ql‘QZ‘Q3‘Q4 Ql‘QZ‘Q3‘Q4 Ql‘QZ‘QB‘Q4
driven by falling exports to Mexico, which dropped 2007 2008 2009
17.4%, while shipments to the UK dropped by 6.0%

and sales to the U.S. fell slightly by 0.48%.

Note: Employmentis unadjusted.

While it has struggled to extend revenue growth in canada’s five largest banks, all headquartered in

2011, RIM was the top industry performer and larges Toronto, announced total quarterly profit of $6.8
ICT hardware manufacturer for the second conseeutiv. Q1 2011. Each exceeded analyst expectations for

year in 2010, with a 35.1% increase in revenues to earnings with CIBG* RBC® and TD®® posting
$14.98B, up from $11.0B in 2009. OpenText was the particularly strong results compared to expectation
leading software player in 2010, generating $90WM i  C|BC's results were driven by strength in retail
2010, up 16.1% from $781M in 2008. Key firms banking and capital market¥. Capital markets also
that struggled with declining sales in 2010 include drove RBC's performance, as did all divisions of

Aastra Technologies, COM DEV International and canadian banking during a quarter in which RBC was
March ~ Networks. Former telecommunications reportedly looking to sell its U.S. retail banking

manufacturing giant Nortel Networks continued th se  gperationd®®**° With record profits in its retail
off its remaining business units to foreign playsush businesses in Canada and the U.S., TD raised its

as Genband and Ericsson, and eventually sold its gividend by $0.05 to $0.66 per shaf®Scotia also
flagship Ottawa Campus to the Canadian government raised its dividend following record quarterly cags

for $208M in late 20167° 12712 that were buoyed by Canadian retail and commercial
banking'** BMO’s improved earnings were driven
FINANCE AND I NSURANCE mainly by personal and commercial banking and by

In 2010, the finance and insurance sector accounted capital market$?*?

for 6.6% of Ontario’s GDP. Output in the sector in Canada's Top Five Banks: Q1 2011 Earnings

Ontario was up for the eighth consecutive year to Change n

$31.9B, a 2.8% increase over 2009. Banking output 2011 Q1 Eamnings Tier 1
grew by 3.3%, the strongest growth seen since the . .
recession, while the insurance industry managed a earn'lngs from Q1 20102011 Q1 CaP'ta'
1.3% increasé®® In the most recent Global Financial (millions) (*0) ROE (%) |ratio (%)
Centres Index, Toronto moved up to a tie fof"10 |BMO 776 18% 15.7%|] 13.0%
position among global financial centres and was |CIBC 799 23% 23.3% 14.3%
categorized as one of nine “Global Leaders” |RBC 1839 2304 20.3% 13.2%
combining strong connections to other financial [Tp 1541 19% 15.5% 12.7%
centres with depth and breadth in financial sesit® Scota 74 oL 570 11890

Employment in the sector averaged over 300,000 jobs
in Ontario in 2010, up 0.896 Most of these jobs are

in Toronto, home to the headquarters of many of the
larger financial services firmé? For Q4 2010,
employment growth was roughly flat compared to Q4
2009 in the sector as a whole. While jobs were down
in the insurance sub-sector, employment grew glight

Toronto-based insurers Manulife Financial and Sun

Life Financial both exceeded earnings expectations
Q1 2011, which ended on March 31. While Sun Life's
profits increased, the company's revenue declined

from $6.2B in Q1 2010 to $4.2B in Q1 2011 as a

result of lower net investment income and lower net
revenues from premiunt&® Sun Life continued its
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expansion in Asia by acquiring 49% and management sub-sectors, most notably specialty trade contracto

control of Filipino company Grepalife Financtaf.
Manulife’s profit actually declined to $985M in Q1
2011 from $1.2B in the same quarter of 2010. Income
was still seen by analysts as strong given Marislife
ongoing hedging efforts to reduce stock market
exposure®

In February, the TMX Group, owners of the Toronto
Stock Exchange, and the London Stock Exchange
(LSE) announced plans to merdé. The

The sector has recovered nearly all of the jobsitha
lost in 2009 and is only 1.3% below the record
employment levels set in 2006%.

Although housing starts were off slightly in Q4,
Ontario’'s  residential ~ construction  sub-sector
performed well in 2010. The number of housing start
was up 18.3% in 2010 over 2009, reaching nearly
61,000 units (SAARJ>* This positive trend continued
into Q1 2011, where starts increased by a moda$ 0.

announcement divided stakeholders; some observersgyer Q1 2010 to reach the highest level of firsarter

raised fears that regulatory control would move
outside Canada and that Toronto would lose
importance as a global financial centte, while

activity in three years® The total value of residential
building permits, an indicator of future constrocti
intentions, inched upwards by 1.4% in Q4 and by

proponents suggested that the combined entity would 1.0% in Q1 2011 compared to previous quarters;

benefit from being the world’s largest exchange for
energy, commodities, and natural resources lisfitfgs
An all-party committee of the Ontario legislature
addressed some of these concerns with its
recommendations for a strong regulatory role fa th
Ontario Securities Commission, equal numbers of
board members from Toronto and London, and
maintenance of jobs in Toront& Approval on the
deal still awaits decisions by regulatory bodies,
provinces, and the Government of Can&da.

CONSTRUCTION
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GDP (Billions $)
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Note: GDP is adjusted at annual rates. Employmentis unadjusted.
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After a significant contraction in 2009, Ontario’s
annual construction sector GDP recorded its highest
year-over-year increase since 1999. Real output
climbed to $25.5B in 2010, 7.3% ahead of the awerag
annual output over the past ten yedts.Indeed, Q4
output reached its highest level ever due to a 2.1%
increase over Q3, the sixth consecutive quarterly
increase??

This positive trend was matched on the labour side.
Annual employment levels increased by more than
11,600 jobs in 2010 and employment increased in all

December 2010 and March 2011 represented the two
highest values for any month since December 2805.
Despite higher construction intentions, some amalys
expect a softening in both Canadian housing ssatis

the resale market in the second half of the yeartdu
anticipated higher interest rat&s.

Summary of Construction Sector Economic I ndicators
Change
Q42010 | from Q4
Value 2009
GDP $26.0B 6.9%
Residential $10.4B 7.2%
Non-residential $15.6B 7.0%
Employment 283,849 4.9%
Residential Building 40,387 2.1%
Non-residential Building 24,098 3.2%
Heavy and Civil Engineering 39,234 7.5%
Specialty Trade/Contractor 180,138 5.29
Building Permits $6.7B 0.0%
Residential $3.9B -9.7%
Non-residential $2.8B 17.3%
Housing Starts (SAAR) 58,600 -1.5%
(units)
Output in the non-residential buildings and

engineering sub-sector increased for the seventh
consecutive quarter in Q4 2010. Quarter-over-quarte
growth of 3.0% was the strongest seen since Q3 2003
and GDP reached its highest level on recdtdlhe
value of non-residential building permits also
climbed**®

Forecasts for the medium term show steady growth fo
the construction sector, with GDP forecast to adean
by an average of 1.8% annually between 2011 and
2015 Non-residential construction is also expected
to continue to grow, in part due to a rise in conuia

and industrial permit values even as institutional
spending winds down with the end of the stimulus
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program*®* And while input costs such as labour and
materials are rising along with demaliti,a recent
national report states that non-residential coostn
projects will double in the next four years andttha
Canada will rise from the seventh to the fifth sy
construction market by 2026° Growth will be
spurred by high profile energy projects, transpmta
infrastructure in southern Ontario and $2.4B in
expected building costs associated with hosting the
2015 Pan/Parapan American Garttés.

TOURISM

Following global growth of 7% in 2010, internatidna
tourist arrivals were up 4.7% for the first two ntios

of 2011. Global tourism receipts also increased in
2010, up 5% over 2004 Members of the UN World
Tourism Organization Panel of Experts expect angtro
year for tourism in 2011, assigning an averagengati
of 139 for the year, compared to a neutral score06f
and a 2009 rating of 79°

1

GDP (Billions $)

Note: GDP is adjusted atannual rates. Employmentis unadjusted.

Accommodation and Food Services GDP and
Employment, Quarterly
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In 2010, visitors from the U.S. accounted for 86.G26
international travel to Ontario. As with the redt o
Canada, U.S. travel to Ontario has been in longter
decline, and in 2010 the province received a litiere
than a third of the U.S. visits seen in 2000. The
number of U.S. visitors dropped by 2.7% in Q4 2010,
overwhelming an increase of 4.3% in visitors from
other countries, and fell by an additional 6.9%Qh
20117

While travel from non-U.S. destinations was flat in
Q1, visits from the UK, Ontario’s largest overseas
market, were up 9.6% in January, while 15.2% more
visitors came to Ontario from Japan. At the same i

there were drops in visitors from Germany (-15.2%)

and France (-10.2%). Visits from most non-tradiion
markets were up, including China (+66.7%), India
(+4.8%), Brazil (+5.7%), Australia (+23.1%), and
Hong Kong (+79.1%J°® This trend was mirrored in
the City of Toronto where overseas visitors were th
most rapidly expanding market segment. The number
of overseas visitors to Toronto climbed by 11% in
2010, with Brazil (59%), India (28%), South Korea
(26%) and China (26%) leading all markets.
Conversely, the number of U.S. visitors to Toronto
dipped by 3.0% in 201%?°

Ontario is hosting a number of events that willvdra
visitors to the province, including: the Indian
International Film Festival in Toronto (June 201the
World Figure Skating Championship in London
(March 2013); World Pride 2014 in Toronto
(June/July 2014); and the 2015 Pan/Parapan American
Games across the Golden Horseshoe region
(July/August 2015).

A significant share of Ontario’s tourism output is
measured by the province’s accommodation and food
services sector. After four consecutive quarters of
decline ending in Q2 2009, the sector has grown
consistently, including a 1.1% increase in Q4 d@8&r
2010, and is approaching output levels seen pdor t
the recessioh’® Compared to Q4 2009, employment
was roughly flat in the food services sub-sectoQih
2010, while a 10.2% increase in employment in the
much smaller accommodation services sub-sector
supported employment growth in the overall secfor o
1.2%. For the year 2010, employment in the sector
was close to flat (-0.2%) based on lower employment
in the food services sub-sector (-1.4%) and higher
employment in the accommodations sub-sector
(+6.9%)"* After declining from a five-year average
of 62.2% to 57.2% in 2009, hotel occupancy
rebounded to 60.5% in 2010, with increases in all
regions apart from North Eastern and North Central
Ontario!"®

Greater credit availability and stronger
macroeconomic conditions led to more activity in
hotel real estate across Canada. While the number o
transactions in Ontario declined from 48 in 20088

in 2010, the value of those transactions rose from
$212.9M to $318.9M, equivalent to a rise in theceri
paid per room from $54,600 to $80,000. This inceeas
brought the price-per-room back in line with thepr
recession level of $79,500 in 2088.
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RETAIL AND WHOLESALE TRADE using acquisitions as a way to enter the Canadian

market quickly and establish their brand namessacro
Retail Trade GDP and Employment, Quarterly the Country1.84
30 750 Retail Trade Employment and Sales by Subsector
a Employmen Sales
t 710 &
R = Share of | % change % changel
p L 670 3 Total | (Q4YM) | 2070
S £ (2010) 2010
& 630 E [Retail trade 100% ~0.4% 5 4%
o £ Food and beverage stc 25.0% -5.4% 2.0%
o | 590 B General merchandise sto 15.6% 1.9% 6.4%
S
u Clothing and clothing accessories store 12.4% 26p6  8%7.
24 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 550 Motor vehicle and parts deale 8.9% 2.1% 5.5%
Q1]Q2]|Q3]Q41Q1]Q2]|Q3]Q4)|Q1|Q2]|Q3]Q4|Q1 |Q2|Q3|Q4 Health and personal care stc 8.9% -0.3% -2.4%
2007 2008 2009 2010 Building material and garden equipment 71% 220 5.0%
GoP Emol : land supplies deal¢ ) ) )
“:' ¢—Employmen ‘ Miscellaneous store retail¢ 5.4% 0.2% -3.5%
Note: GDP is adjusted at annual rates. Employment is unadjusted. Stpc))?ging gOOdS, hobby, book and music]| 4.6% 25% 1.7%
. Furniture and home fumishings sto 4.0% -2.5% 4.5%
In 2010, the reta|! and wholesale trade Sectors [Ejectronics and appliance stores 38% 621 64
represented a combined 12.4% of Ontario’s GDP and [Gasoline stations 3.0% ~0.19%9 13.99

employed nearly 974,400 peoplé. Source: Statistics Canada. Data is not seasortilisd.

Ontario retail trade GDP increased 1.4% in Q4 2010, Domestic retailers are also set to increase adiuisi
reversing the 0.9% decline in &%. Over the same as they adapt to an increasingly competitive
period, retail sales increased 2.4%, the greatest environment where scale is used as a defence &gains
quarter-over-quarter increase since Q3 200%ains takeovers by U.S. retailers. In May, Canadian Tire
were led by general merchandise, clothing and announced the acquisition of Forzani Group Ltd.,
clothing accessories, and electronics and appliance which owns the Sport Chek and Sports Experts
stores:’” The steepest declines were witnessed in chains'®® This will allow Canadian Tire to access a
motor vehicle and parts dealers and building malteri  larger customer demographic and shore up market
garden equipment and supplies dealers, which share with the entrance of retailers such as Target
declined by 8.9% and 14.7%, respectivEfy. Corp. and Dick’s Sporting Goods IR,

Strong growth in Q4 2010 did not extend to thet firs
two months of 2011, with sales remaining .
Weakness persists in retail trade employment as the

Wholesale Trade GDP and Employment, Quarterly

350

sector shed 2,500 jobs, posting a 0.4% drop for the r 330 g
second period in a row in Q4 2010 compared to the |& g
previous yeat® Food and beverage stores led |§ Rt
declines while electronics and appliance storeeddd |& p
jobs!® Overall, the sector extended its disappointing |4 20 £
employment trend with six out of the last seven |© | 570 B
quarters posting decliné® g
s BB SR SRS EEERER x
The Canadian retail space is undergoing a Ql‘QZ‘Q3 ‘Q4 QI‘QZ‘QS ‘04 QI‘QZ‘Q3 ‘Q4 Ql‘QZ‘Q3 ‘04

transformation. An increasing number of U.S. retail

are looking to Canada, attracted by the high Camadi
dollar and relative strength of the Canadian ecognom
while domestic retailers are looking towards
consolidation and acquisitions. From the U.S.
retailer's perspective, the Canadian market reptese  Retailers will be challenged in the near future by
opportunities for sales growth, as retail spendieg increasing costs for food and energy. Food prices a
capita in Canada and the U.S. is now equal and expected to rise between 5% and 7% this year,
Canada offers higher sales per square foot, at $580 partially caused by high oil and gasoline prités.

compared to $309 in the U'& Foreign retailers are ~ Grocery retailers have been increasing prices and
shrinking packages but increased competition means

2007 2008 2009 2010

‘I:I GDP —e— Employment ‘

Note: GDP is adjusted at annual rates. Employment is unadjusted.
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that grocers cannot pass on the full cost incraass,
eroding marging®®

Ontario wholesale GDP increased 1.5% in Q4 2010,
reversing the downward trend of the previous two
quarters® January and February sales increased 1.7%
and 0.1% respectively® Employment grew 1.5%
over the previous year in Q4 2010, adding 4,508 job
and marking three consecutive quarters of grdwth.
The strongest sectors were motor vehicles and,parts
building materials and supplies, and food, beverage
and tobacco, which were collectively responsible fo
over 80% of employment gain®

PRIMARY INDUSTRIES

Primary Industries GDP and Employment*,
10 Quarterly 160
+ 150 &
©
140 §
@ | 130 3
c =
S F120 £
a 110 ©
a 1S
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i
5 | | | | | | | | | | | | | | | 80
Ql‘QZ‘Q3 ‘Q4 Ql‘QZ‘Q3 ‘Q4 Ql‘QZ‘Q3 ‘Q4 Ql‘QZ‘Q3 ‘04
2007 2008 2009 2010
‘I:I GDP —e— Employment ‘
Note: GDP is adjusted at annual rates. Employment is unadjusted.
*Employment data is from the Labour Force Survey
In 2010, Ontario’s primary sector, including

agriculture, mining, and forestry, employed 125,300
people and contributed $7.4B to GBR™

Employment in Q4 jumped by 7.2% over 2009
levels:®® while GDP increased by almost 20% year
over year, or 5.1% higher than Q3, with the mining
sector making the strongest contribution to the

increase®®

Agriculture

Ontario’s agricultural sector employed an averafe o
87,000 people in Q4 2010, representing 28.8% of
Canada’s total agriculture employment and a 7.0%
increase over Q4 2009. Employment continued to
grow by 5.7% in Q1 201%’ Total farm cash receipts
rose 8.7% compared to Q4 2009, with crops and
livestock posting gains of 15.4% and 3.4%
respectively while receipts from direct payments
declined 29.3%% Wet weather has slowed progress

! Employment data is from Statistics Canada’s Labour
Force Survey and is not strictly comparable to SEPH
data used elsewhere.

in the 2011 growing season as farmers were deliayed
planting their crops and some had to replant areas
covered with water. Corn was especially hard hthwi
some areas reporting as little as 10% of the coop ¢
planted by the end of Mdy’® A positive development
for beef farmers was an agreement with Loblaws
Companies Ltd. to increase cattle purchases frobn 45
to 3,000 per week as the company moves to offer
Ontario beef in 150 Zehrs and Valu-Mart stores s&ro
the provinceé®

Forestry

Ontario’s forestry and logging employment extended
gains for a third consecutive quarter with a 4.5%
increase over Q4 2008 However, gains in the past
three quarters follow 19 consecutive quarters séés,
and employment in the sector remains 41.0% below
Q4 2007 leveld® The shift was also seen in output, as
GDP only dropped by 1.2% in 2010 following four
consecutive years of double-digit declif&Wood-
processing industries also showed a turn for thtebe
after years of declining activity. Paper manufacigir
posted its first employment gain since Q1 2004 \gith
1.7% increase while employment in wood product
manufacturing increased for the third straight tgrar
up 0.9%°%* Wood product manufacturing shipments
increased 3.8% in Q4 2010 but paper manufacturing
shipments declined 1.18%

After emerging from bankruptcy, which cost 6,000
jobs, AbitibiBowater returned to profitability witla
$30M profit in Q1 2011. The company has benefitted
from a 10% reduction in labour costs and contiroes
look for cost savings through staff reductions essl
profitable Canadian mill&® In April 2011,
AbitibiBowater began an $8M expansion of its
Thunder Bay sawmill to increase capacity. The
expansion will create 150 jobs at the company dt we
as an additional 150 indirect jobs in the commuffity
Sustained struggles in the U.S. housing marketlaad
high loonie suggest that Ontario’s forestry seetdl
continue to face challenges. IHS forecasts that
Ontario’s forestry sector will not return to pre-
recession levels in the near term and that by 2015
output will reach only 75% of the average GDP for t
past decad&®

Mining

In Q4 2010, Ontario’s mining GDP increased 9.5%,
the fourth consecutive quarterly gain for the settb
Employment also increased for the second quartar in
row, up by 12.6% in Q4 over the same period in
2009%*° Mining exports in Q4 2010 were valued at
$5.6B, more than doubling sales in Q4 26B9.
Growth was driven by gold and silver ore exports,
which increased 122.3%, most of which were destined
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for the UK?* Rising gold prices are spurring more
gold mining in Ontario. The rebound in jobs and
output is encouraging as both fell sharply durihg t

recession.

Future investment is expected as large chromite
deposits are mined in the Ring of Fire area located
the James Bay Lowlands. The Ring of Fire is the onl
chromite deposit in North America and could be the
largest in the world. Cliffs Natural Resources is
currently in the planning process of a projectitrasct

the resource. Capreol, Timmins, Thunder Bay, and
Greenstone are potential sites for a smelter bltte
the chromite project, which would create 500 jobs
during construction and 500 jobs during operatidn.
The end of the year-long strike at Vale Inco’s Surgth
operation, which was resolved in July 2010, has als
contributed to recent growth in minidy. The
resumption of operations comes at an opportune, time
as commodity prices remain high and nickel priges a
forecast to remain at profitable levels through the
medium ternf!® The Conference Board of Canada is
forecasting Ontario mining GDP to grow 13.4% in
2011, supported by strong commodity prices and
discoveries of mineral deposits in Northern Ontaffo

CLEAN ENERGY

Global investment in clean energy reached an rak-ti
high of $243B in 2010, a 30% increase from 26/39.
However, future growth is uncertain as governments
around the world look to reduce the premium rates
paid to renewable energy producgfs.Ontario’s
premium feed-in tariff (FIT) rates are also expddie

be reduced given fiscal restraint and a mid-yedr FI
program review?*® While Ontario’s current FIT rates
continue to attract investment to the province, the
program may be eliminated following the October
provincial electiorf®®

Despite criticism of its domestic content regulatio
from local producers and some in the international
community??* Ontario’s FIT program has attracted a
range of clean energy technology manufacturerkeo t
province. Solar panel manufacturers Canadian Solar
Inc. and Silfab have both stated that the domestic
content rules led them to build plants in the pnoe;
Italian-based Silfab plans to make Ontario its Nort
American basé?? Also, U.S.-based solar energy
company SunEdison recently became the first
company to receive confirmation of meeting the
domestic content requirements therefore allowirsg it
solar panels to be used in FIT projects as local
content®®

While Ontario’s solar energy sector continues twagr
a new report from ClearSky Advisors states thatethe

will be a 30% decrease in project implementation in
2011 due to a short building season and delayed
processing of applicatiod? Recent industry
announcements include a $4M investment by
Michigan-based United Solar in a solar manufacgurin
plant in LaSalle, near Windsor, that will create 80
jobs. The company chose the location because of its
proximity to its Michigan headquarters, the FITesat
and the domestic content requireméhtsGerman-
based solar module manufacturer Algatec Solar
Ontario will also open a Windsor plant that wilkate
200 jobs??®

The global wind energy sector continues to grow
significantly with capacity increasing by 24% in
2010%*" Wind energy production is also growing in
Ontario with $16.4B in private sector investment
expected between 2011 and 2018; $8.5B in contracts
will go to local firms®?® Nevertheless, larger wind
turbine manufacturers have voiced their concerm tha
the current approach to awarding FIT contracts is
making investment decisions difficdft The sector is
also worried that provincial political uncertainand
municipal opposition to wind farms could hinder
development plans?

Global venture capital (VC) investment for wind and
solar increased by 18% in 2010. Canada rankedhourt
in the amount invested ($26M) and in the number of
solar energy deals (2). California-based solar cell
manufacturer, Calisolar led the way with $22.5M in
VC funding raised for its manufacturing facility in
Vaughan, Ontarié®® Toronto-based solar energy
technology producer Morgan Solar recently
announced it had obtained US$16.5M in financing for
its low-cost solar module technology. The company
plans to augment its manufacturing and R&D capacity
in Ontario®? Also, Toronto-based Eclipsall Energy
Corp. announced in May that the company, in
partnership with Canada Green ESCO, would now
offer equity and debt financing for Ontario solanpl
projects?*

| SSUESFACING THE PROVINCIAL ECONOMY

U.S. Economy

The U.S. is Ontario’s largest trading partner hyide
margin and, as such, has highly integrated supply
chains with Ontario and is an important consumer of
Ontario goods and services. Ontario’s exports ® th
U.S. were up 11.1% in Q1 2011 from Q1 2010 to
reach almost $35B, accounting for 79.1% of exports
from the province. At the same time, Ontario impdrt
just over $34B from the U.S., a 6.5% increase, with
the U.S. accounting for 56.9% of Ontario’s imports.
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For the full year of 2010, Ontario’s exports to thes.
represented over one-third of Canada’s total esport
all countries’®

Following real GDP growth of 3.1% in Q4 2010, U.S.
GDP grew at an annualized quarterly rate of 1.8% in
Q1 2011, according to the initial estimate, markimeg
seventh consecutive quarter of real groffthThe
main contributors to growth were goods and motor
vehicle output. Motor vehicle production alone was
responsible for 1.4 percentage points of GDP growth
suggesting that slowing production due to supply
chain disruption from the disasters in Japan could
significantly restrain GDP growth in the near terth.

According the U.S. Bureau of Labor Statistics’
establishment data, U.S. nonfarm payroll employment
grew by 244,000 in April 2011 on the basis of styten

in some service industries, mining, and manufacguri

2010. Growth was particularly strong in motor
vehicles and parts (14.6%), gas stations (16.9%g, a
non-store retailers such as online stores (13%%).
Manufacturer and trade inventories rose 1.0% in
March 2011 from February, corresponding to a 9.7%
increase over March 207 The adjusted business
inventories/sales ratio dropped to a record low.a88

at the end of March, continuing its decline frone th
recent peak of 1.48 in January 2G69This low ratio
suggests that businesses may still lack confidence
about sales prospects but could also portend iowent
restocking as a source of output growth.

In April, the U.S. narrowly avoided a government
shutdown by finally agreeing to a budget including
cuts of $38.5B from the prior ye&t. With the U.S.
national debt approaching 100% of annual GDP,
however, pressure has mounted to address the
country’s fiscal challenge8® The U.S Department of

For the same period, the broader household surveythe Treasury forecast that the country would raeh

showed a drop of 190,000 jobs and an increaseein th
unemployment rate to 9.0% from 8.8% in March
following four consecutive monthly declineespite

the slight increase in unemployment over the Q11201

debt limit of $14.3 trillion on August®?® but the two
major parties disagree on the conditions of aneiase

to the limit. Democrats have favoured health and ta
reforms while Republicans have proposed reduced

average of 8.9%, the rate remained below the recent spending on health, labour, and social prografiis*

peak of 10.1% in October 2009 and the Q4 2010
average of 9.6%. At the same time, unemployment
remains well above the 2007 average rate of 46%.
Part-time employment was up due to growth in the
number of those employed part-time for economic
reasons, namely poor business conditions or an
inability to find full-time work?%®

Though the number of new houses sold and for gale i
April 2011 grew 7.3% over the prior month, the
increase was not statistically significant. The%2.8
decline in houses for sale at the end of the pesiasl
significant, however. The supply of new houses for
sale also continued its general decline from a pe#ak
12.2 months in January 2009 to 6.5 in April 26%1.
While the number of houses sold was higher than

BORDER

While overall cross border traffic is improving,
volumes remain far below pre-2000 lev&fs.Total
traffic volume for Ontario’s border crossings with
Michigan and New York rose 4.7% in Q1 2011
compared with same time last year, with total
commercial truck traffic up 1.3% and passenger car
volume up by 5.696°% While cross-border travel by
Americans fell to record low levels in March,
Canadians have been taking more trips to the thS.,
part because of the strong Canadian currétcyAt

the Ambassador Bridge, which carries the highest
commercial traffic volume, truck volumes were up
1.9% for the first three months of 2011 while
passenger cars increased by 5%8%. Despite the

many analysts had expected, the housing market wasincrease, bridge officials claim that March monthly

still widely seen as weaK® The homeownership rate
declined to 66.4% in Q1 2011, its lowest level sinc
1998%*' While the number of vacant units on the
market was down slightly from Q1 2010, the number
of those units held off the market increased tecord
high of 7.4M%*?

For the first four months of 2011, retail and food
services sales were up 8.15% over the same period i

" Due to different sample sizes in each approach, the
rise in nonfarm payroll employment is considered
significant while the decline under the household
survey is not.

totals were the second lowest in the past eleven
years>®

Progress on a new international bridge at Windsor-
Detroit remains stalled, with approval from the
Michigan legislature still needed in order to adv&an
the Detroit River International Crossing (DRIC)
project. Michigan Governor Snyder’s office recgntl
drafted legislation in support of the project, thére is
still considerable opposition to the DRIC amongesta
legislator’®” Owners of the Ambassador Bridge,
aiming to twin the existing span, continue to oiadje
the need for a publicly-funded second crossing,
claiming that projected toll revenues would be
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insufficient to cover costs given current traffic
volumes®*® Despite the ongoing uncertainty regarding
the DRIC project, the Ontario government confirmed
that construction of the $1.4B Windsor-Essex
Parkway, which will link Hwy 401 to the new

crossing, is set to begin this sumrfier.

Infrastructure improvements are also underway at
other Ontario crossings. The second phase of
construction at the Queenston-Lewiston Bridge Plaza
was officially completed earlier this ye®&f. At the
Seaway International Bridge in Cornwall, constroicti
began to replace the North Channel Bridge, with th
project expected to be completed by 26%6.

As the economy recovers and trade-intensive sectors
like the automotive industry gain strength, industr
stakeholders are pointing to border costs as key
obstacles to competitiveness. A recent study esgéis
that a spike in border delays could cost the Camadi
economy $15-30B, or 1 to 2 percent of GDP; in
Ontario, trade could drop by 5-10% and GDP could
fall by 1.3% - 2.49%%? Due to the integrated nature of
supply chains in the auto sector, border delaysaciah
$800 to the cost of a vehicle, since componentsnoft
cross the border several times during production.

The U.S. congress continues to raise concerns about
security along the Canada-U.S. border. At recently
held hearings of the Senate Subcommittee on
Immigration, Refugees and Border Security, members
called for improved security measures, including th
use of military-grade radar technology to detegt-lo
flying aircraft often used for drug smuggliftj. The
U.S. government has also committed to create a
Border Enforcement Security Task (BEST) Force at
Massena, New York, in addition to those already
established at Detroit, Buffalo and Blaine,
Washingtorf®® However, the Subcommittee also
recognized the importance of expediting commercial
traffic. As such, U.S. Customs and Border Protectio
(CBP) plans to introduce a pilot project later thésar

to pre-clear limited numbers of trucks and routine
cargo in Canada with the aim of expediting
commercial traffic across the bordét.

In February, Prime Minister Harper and President
Barack Obama launched the Shared Vision for
Perimeter and Economic Competitiveness aimed at
streamlining border security. As part of thisiative,

a Regulatory Cooperation Council was formed to
coordinate and harmonize regulations in both
countries?®’

ONTARIO ECONOMIC OVERVIEW — JUNE 2011UPDATE

16



Annex: Selected Indicators for Ontario Census Metro

politan Areas (CMAs): Q4 2010

Population® Employment? Housing Starts (units)® GDP* Consumer Insolvencies®
: Job growth Unemployment Rate Housing )
HEPIIE el Percentage per 1,000 Percentage Starts per Percentage | % Change [EOIEEES % Change
2010 > > > per 1,000
(000s) of Ontario people” of Ontario 10,000 of Ontario (Q4 yly) coplen (Q4 yly)
(Q4 yty) % Change people RESE
(Q4 yly)
Ottawa® 933.0 7.1% 12.2% 20.2
EASTERN  |Kingston 162.5 1.2% 1.4% 13.0
Peterborough 121.1 0.9% -12.7%
Oshawa 364.2 2.8% 45.2 3.2% 13.8 2.8% 2.5%
Barrie 190.9 1.4% 36.9 1.7% 13.8 X X
Toronto 5,741.4 43.5% 49.8% 134 45.7% 2.5%
Guelph 138.2 1.0% 1.6% X X
CENTRAL
Hamilton 740.2 5.6% 4.4% 5.6% 2.7%
Kitchener 492.4 3.7% 4.0% 4.0% 4.3%
Brantford 139.1 1.1% X X
St. Catharines - Niagara 404.4 3.1% 2.6% 2.3%
London 492.2 3.7%
WESTERN
Windsor 330.9 2.5% 1.2%
Greater Sudbury 164.7 1.2% -1.9 0.8% -19.1%
NORTHERN
Thunder Bay 126.7 1.0% -1.3 0.3%
ONTARIO (total) * 13,210.7 100.0% 10.7 8.3 -0.8 100.0% 11.7 100.0% 2.3%
Canada (total) * 34,108.8 X X 13.8 X 2.8%
Sources Notes

! Statistics Canada, Population Estimates

? Statistics Canada, Labour Force Survey (LFS)
S Canada Housing and Mortgage Corporation, Total Housing Starts by CMA

* Conference Board of Canada, Metro | and Metro Il Economic Indicators

> Office of the Superintendent of Bankruptcy Canada, Insolvency Statistics in Canada

~ Calculated by using the working age population

+ Forecasted GDP at Basic Prices ($2002) - figures not comparable to GDP data used in other sections
* Ottawa-Gatineau CMA used in GDP and Insolvencies calculations; Ottawa only for rest

Red box denotes CMA is performing below the provincial average
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