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Kenrick Jordan A number of factors have wreaked havoc with Canadian manufacturing, pushing output
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down a cumulative 18% over the past five years. These include a surging loonie, a run-
kenrick jordan@bmo.com up in commodity prices, increased foreign competition, and the recession and related
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financial turmoil. Against this dire backdrop, food products have been an impressive

standout. Output has continued to grow, sales have

Manufacturing GDP Trends been brisk, plant capacity utilization remains high,
160 - 1989=100 and there has been no undue build-up of
inventories. Accordingly, the industry’s finances

have held up well.
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00 L — \oAwd o o _____. products industry by. Indeed, the recession has
suppressed demand, the loonie’'s strength has

restrained exports and heightened competition at
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I However, the recession’s impact has been muted by

the limited income sensitivity of food demand and
relatively solid income growth in Canada, which
account for the bulk of the industry’'s sales.
Notwithstanding its current reliance on the domestic
market, a rising share of food exports is destined for
faster-growing developing countries, unlike the case
in other manufacturing industries (e.g., autos).

Manufacturing Food

The loonie’'s strength hurt the industry’s
competitiveness, making exports more expensive
and imports cheaper. This caused its share of U.S.
food imports to slip and its trade surplus to shrink.
6 However, despite the rising significance of emerging
5 | markets for exports, the strong currency has been
far less a millstone than in other parts of
manufacturing, given the industry’s limited
dependence on external markets. Moreover, food
processors’ dominant position in the domestic
market is unlikely to be assailed anytime soon given
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Canada’s natural advantages in agriculture and
the political sensitivity of food production.

The run-up in commodity prices, no doubt, posed a
major challenge for some segments. However, its
impact on the industry as a whole was not
especially great. Farm and energy prices are a
fairly small share of total expenses, so that the
effect of high commodity costs on product prices
was muted. In addition, given food’s basic nature
and its limited sensitivity to price changes,
producers have been able to pass on cost
increases to consumers.

Lastly, some positive longer-term trends are also
supporting product innovation and value added in
the industry, including growing demand for
convenience; greater ethnic diversity in advanced-
country markets; concerns about wellness, food
safety and sustainability; and brisk demand growth
in developing countries due to rising incomes and
expanding populations.

Although its recent performance has been quite
sanguine, the industry is lacking in some areas.
Productivity has been sub-par since the turn of this
decade, in terms of its level and growth, partially
reflecting weak investment and low capital
intensity. In addition, the industry remains
fragmented, which has inhibited improvements on
both counts. If the industry could right things in
these areas, it, along with its stakeholders, would
be assured of sustained solid performance.
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The information, opinions, estimates, projections and other materials contained herein are provided as of the date hereof and are subject to change without notice. Some of
the information, opinions, estimates, projections and other materials contained herein have been obtained from numerous sources and Bank of Montreal (“BMO”) and its
affiliates make every effort to ensure that the contents thereof have been compiled or derived from sources believed to be reliable and to contain information and opinions
which are accurate and complete. However, neither BMO nor its affiliates have independently verified or make any representation or warranty, express or implied, in respect
thereof, take no responsibility for any errors and omissions which may be contained herein or accept any liability whatsoever for any loss arising from any use of or reliance
on the information, opinions, estimates, projections and other materials contained herein whether relied upon by the recipient or user or any other third party (including,
without limitation, any customer of the recipient or user). Information may be available to BMO and/or its affiliates that is not reflected herein. The information, opinions,
estimates, projections and other materials contained herein are not to be construed as an offer to sell, a solicitation for or an offer to buy, any products or services referenced
herein (including, without limitation, any commodities, securities or other financial instruments), nor shall such information, opinions, estimates, projections and other
materials be considered as investment advice or as a recommendation to enter into any transaction. Additional information is available by contacting BMO orits relevant
affiliate directly. BMO and/or its affiliates may make a market or deal as principal in the products (including, without limitation, any commodities, securities or other
financial instruments) referenced herein. BMO, its affiliates, and/or their respective shareholders, directors, officers and/or employees may from time to time have long or
short positions in any such products (including, without limitation, commaodities, securities or other financial instruments). BMO Neshitt Burns Inc. and/or BMO Capital
Markets Corp., subsidiaries of BMO, may act as financial advisor and/or underwriter for certain of the corporations mentioned herein and may receive remuneration for
same. “BMO Capital Markets” s a trade name used by the Bank of Montreal Investment Banking Group, which includes the wholesale/institutional arms of Bank of
Montreal, BMO Nesbitt Burns Inc., BMO Nesbitt Burns Ltée/Ltd., BMO Capital Markets Corp. and Harris N.A., and BMO Capital Markets Limited.

TO U.S. RESIDENTS: BMO Capital Markets Corp. and/or BMO Nesbitt Bumns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. residents and accept responsibility
for the contents herein, except to the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein
should do so through BMO Capital Markets Corp. and/or BMO Neshitt Burns Securities Ltd.

TO U.K. RESIDENTS: The contents hereof are not directed at investors located in the UK., other than persons described in Part VI of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2001.

™-"BMO (M-bar roundel symbol) Capital Markets” is a trade-mark of Bank of Montreal, used under licence. © Copyright Bank of Montreal.
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