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HIGHLIGHTS

3-mth Corp. paper (%)*
Long bond yield (%)*
Canadian dollar (US¢)*
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  79.26

2.64
4.64

74.08
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October 20 *** 2004 2003

Real GDP growth moderated to 0.1% in July 
from 0.4% in June, largely reflecting a 
s l o w d o w n  i n  t h e  s er v i ce s  se c t o r .  
Nonetheless, this was the fifth consecutive 
monthly increase.

Employment growth resumed in September 
as 72,000 net full-time positions were 
created while 29,000 net part-time jobs were 
lost.  The unemployment rate fel l  by            
0.1 percentage point to 7.1%. 

Recent indicators, including hours worked 
and retail sales suggest the Canadian 
economy grew in the third quarter, albeit at 
a slower pace than in the second (4.3%). 

In the United States (U.S.), recent indicators 
point to continued growth in the third 
quarter,  stemming from a revival  of 
consumption growth. 

In light of strong economic conditions and 
prospects for continued growth, the Bank of 
Canada raised its overnight rate by a further      
25 basis points to 2.5% on October 19. 

The Canadian dollar has risen to levels not 
since the early 1990s, reflecting rising 
energy prices and Canada's good economic 
fundamentals. 

*Data in levels only – % change not reported
**Canada Mortgage and Housing Corporation
***Bank of Canada's Weekly Financial Statistics
All other data from Statistics Canada
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Business Sector

July marked the fifth consecutive increase in economic activity...
Real GDP at basic prices rose 0.1% in July, the fifth consecutive monthly increase, following a 0.4% 
increase in June.  July output was 1.9% (annual rate) above the second quarter level, pointing to a solid 
starting position for the third quarter.  Other indicators including retail sales, manufacturing shipments and 
hours worked also point to continued, albeit slower, growth in the third quarter.

...and the service sector edged up
Service output rose 0.1% in July compared to 0.5% in June.  Higher sales of grain and building materials 
spurred wholesale trade (0.6%) while spending on big ticket items (e.g. cars, furniture and electronics) 
contributed to a 0.5% increase in retail sales.  Losses were concentrated in education (1.1%) and 
transportation & warehousing (0.7%).
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...as output in the goods sector rose...
Goods production rose 0.2% in July after increasing 0.3% in June.  Manufacturing output rose 0.3%, 
following 1.6% growth in June, and was 5.9% higher than one year ago.  Growth in manufacturing was 
concentrated in motor vehicles (3.9%), information and communication technologies (ICT) products 
(2.6%), and wood products (2.8%).  Meanwhile, construction output declined 0.3% in July, the fourth 
consecutive monthly decline.  However, construction output in July was still 2.3% higher than a year earlier.  
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Consumption growth is poised to recover in 
the third quarter...

After slowing in the second quarter, consumption is on 
track for higher growth in the third quarter despite sluggish 
automobile sales.  New motor vehicle sales declined 1.2% 
in August, partly offsetting a 2.3% rise in July.  Assuming 
no growth in September, new motor vehicle sales would 
slip 0.8% in the third quarter, following a 4.6% increase in 
the second. 

Nevertheless, retail sales rose 0.8% in August to a record 
high of $29.1 billion, following 0.5% growth in July, and 
were 1.6% above the second quarter level.  Retail sales 
were strongest in Ontario, New Brunswick, and Prince 
Edward Island.  Ex-auto retail sales advanced 0.9% in 
August with growth across most sectors. 

...amid rising income and confidence
Real personal disposable income increased 5.0% in the 
second quarter, following a 3.9% increase in the first.       
In addition, employment growth resumed in September, 
boding well for improving confidence and income.   

The consumer confidence index climbed to 122.9 in 
September, up 1.6 points from August.  Canadians were 
more upbeat about their family budgets and job prospects 
six months from now.  Consumer confidence has trended 
up in recent months, rising 5.8 points since June.
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Indicators point to little growth in business 
investment in the third quarter...

Following a 4.0% rebound in July, imports of machinery & 
equipment (M&E) fell 4.8% in August.  Assuming no growth in 
September, M&E imports will decline 8.5% in the third quarter 
following a rise of 8.6% in the second.

Real business investment in non-residential structures was 
down 2.7% in the third quarter.  However, while business 
investment in commercial buildings was down 6.6%, 
investment in industrial buildings rose 10.6%.

...but rising business confidence and high 
profits bode well for investment prospects

The business confidence index rose to 151.4 in the third 
quarter, up from 145.6 in the second.  This mostly reflected an 
increase in the number of respondents who felt this was a 
good time to undertake expenditures.

Corporation profits before taxes rose 28.6% in the second 
quarter to a new record of $177 billion.  They now stand at 
13.8% of GDP, higher than the 10-year average of 10.9%.



Monthly Housing Indicators
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Housing activity is stabilizing...
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*Canada Mortgage and Housing Corporation

Residential construction fell again in July (0.2%), the 
fourth consecutive month of decline.

The value of residential building permits issued fell 1.2% 
in August, the third decline in the last four months.  
Contractors took out $2.15 billion in permits for 
single-family dwellings, up 0.6% from the previous record 
of $2.14 billion in July. However, the value for multi-family 
dwellings fell 5.2% in August.

Housing starts fell 4.2% in September, resulting in starts 
falling 1.2% in the third quarter from the second.          
The declines were concentrated in Ontario and Manitoba. 
In British Columbia, housing starts also fell (13.6%) from 
a recent high in August, but remained at high levels.

...and is expected to cool off

Decelerating house prices in recent months also point to 
a stabilizing housing market in which the average house 
price has risen a more than 40% over the past four years.

Low mortgage rates, strong employment growth, and 
pent-up demand led to double-digit growth in housing 
starts and record highs of new home sales. Most analysts  
now expect housing markets to move to a more balanced 
position from a seller's market, amid rising interest rates 
and saturated pent-up demand.
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37,847 37,708 269,291 287,427 -139 -0.4 6.7
31,057 30,692 223,449 234,850 -365 -1.2 5.1
31,694 30,286 230,559 238,130 -1,408 -4.4 3.3
22,019 20,581 161,729 164,769 -1,438 -6.5 1.9
6,153 7,422 38,732 49,297 1,269
9,038 10,111 61,720 70,081 1,073

2,763 2,800 19,299 21,268 37 1.3 10.2
6,486 6,318 42,389 45,407 -168 -2.6 7.1
3,477 3,469 22,593 26,557 -8 -0.2 17.5
6,589 6,649 43,765 51,139 60 0.9 16.8
8,107 7,947 60,231 61,995 -160 -2.0 2.9
7,599 7,715 58,336 60,714 116 1.5 4.1
1,467 1,439 11,491 11,704 -28 -1.9 1.9

1,801 1,677 14,519 14,088 -124 -6.9 -3.0
2,269 2,055 13,315 15,384 -214 -9.4 15.5

278 258 2,034 2,078 -20 -7.2 2.2
6,330 6,056 43,916 47,333 -274 -4.3 7.8
8,940 8,514 66,219 68,531 -426 -4.8 3.5
7,076 6,690 51,711 51,537 -386 -5.5 -0.3
4,030 3,857 31,010 31,178 -173 -4.3 0.5

Imports fell more than exports in August…
Merchandise exports fell 0.4% in August after declining 
0.9% the previous month.  Export volumes declined 
even more (0.5%) as export prices rose (0.1%).  
Exports to the U.S. and Japan posted a decline while 
exports to other major trading areas increased.  Losses 
were fairly widespread, led by energy products and 
machinery and equipment.  Average real exports in July 
and August were 0.8% higher than the second quarter 
when they rose 5.0%.  This suggests exports are likely 
to make less contribution to GDP growth in the third 
quarter than in the second quarter.

Imports decreased 4.4% in August after increasing 
4.7% in July.  Imports from almost all principal trading 
partners declined.  Moreover, imports of all major 
commodity groupings decreased led by energy 
products and forestry products.  Import prices 
decreased 0.4% and import volumes declined 4.0%. 

…pushing the trade surplus higher
As a result of imports declining more than exports, 
Canada's trade surplus rose $1.2 billion to $7.4 billion.  
The trade surplus with the U.S. rose to $10.1 billion and 
the trade deficit with other countries declined slightly.  
Over the January to August period, the trade surplus 
reached $49.3 billion compared to $38.7 billion the 
previous year.     

Unit Labour Cost Comparison ($US)

Source: Statistics Canada & U.S. Bureau of Labor Statistics
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Employment surged in September...
Employment surged by 43,000 in September, following 
a decline of 7,000 in August.  This reflects an increase 
of 72,000 in full-time employment and a decrease of 
29,000 part-time jobs.  Since the beginning of the year, 
full-time employment has risen 229,000 (1.8%), 
offsetting a decline of 74,000 (2.4%) in part-time. 

The number of hours worked edged down 0.4% in 
September, but rose 2.0% in the third quarter.

Youth employment rose 26,000, partially offsetting 
losses recorded in July and August, with gains all in 
full-time (40,000).  So far this year, youth employment 
has risen by only 16,000 (0.7%). 

Employees in the public sector accounted for the bulk 
of job creation (36,000) in September (mainly at the 
provincial levels in Ontario and Quebec).

The employment rate edged up 0.1 percentage point to 
62.6% and remained near its historical peak. 

...pushing down the unemployment rate to 
7.1%

The unemployment rate edged down 0.1 percentage 
point to 7.1% in September, its lowest level in more 
than three years. 

The unemployment rate decreased by 0.2 percentage 
point for adults and for youths.
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LABOUR MARKET TRENDS
Industry Overview

Industrial Employment Trends

Goods-producing

Construction
Manufacturing
Services-producing

Transportation*

Educational Services

Agriculture
Natural Resources*
Utilities

Trade

Business/Building

Health Care/Social Assistance

Accommodation & Food
Other Services

Change since
last 

month
last
year

3,978.1 4,060.4 4,039.2 -21.2 61.1 23.9 -0.5 1.5
334.4 325.0 325.7 0.7 -8.7 -20.8 0.2 -2.6
292.9 299.5 299.9 0.4 7.0 3.9 0.1 2.4
131.8 138.8 134.3 -4.5 2.5 3.6 -3.2 1.9
952.4 1,008.8 998.7 -10.1 46.3 41.6 -1.0 4.9

2,266.7 2,288.4 2,280.5 -7.9 13.8 -4.5 -0.3 0.6
11,782.5 11,972.8 12,037.2 64.4 254.7 131.8 0.5 2.2
2,465.1 2,485.8 2,499.9 14.1 34.8 22.5 0.6 1.4

766.1 806.2 798.0 -8.2 31.9 15.8 -1.0 4.2
942.1 999.2 1,007.2 8.0 65.1 50.5 0.8 6.9
995.6 1,034.9 1,021.2 -13.7 25.6 36.7 -1.3 2.6
604.5 637.3 644.5 7.2 40.0 6.9 1.1 6.6

1,041.5 1,012.2 1,046.3 34.1 4.8 -14.8 3.4 0.5
1,694.1 1,746.5 1,754.7 8.2 60.6 22.5 0.5 3.6

717.3 733.4 720.4 -13.0 3.1 3.4 -1.8 0.4
1,020.0 1,001.0 1,011.0 10.0 -9.0 -18.5 1.0 -0.9

702.3 701.5 703.0 1.5 0.7 3.4 0.2 0.1
834.0 815.0 831.1 16.1 -2.9 3.5 2.0 -0.3

FIRE*
Professional/Scientific 

Levels
2003

September
2004

September
2004

August

*Natural Resources: Forestry, Fishing, Mining, Oil & Gas; Transportation includes warehousing; FIRE: Finance, Insurance, Real Estate & Leasing. 

% Change since
last 

month
last
year

(in thousands)
year-to-

date

Information/Culture/Recreation

Public Administration

43.2

11.3

-4.4

36.3

315.8

157.1

43.7

115.0

month-over-month
year-over-year

Employment Growth by Worker Category

Total

Private 
employees

Self-
employed

Public 
sector

September 2004 (thousands)

1998 1999 2000 2001 2002 2003 2004
98

100
102

104

106
108
110

112
114

116
118

January 1998 = 100

Total
Goods
Services

Employment by Major Sector
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Employment in the Goods sector decreased...
Employment in the Goods sector fell 21,000 in September, 
following a decline of 7,000 in August.  So far this year, the 
Goods sector has gained only 24,000 jobs (0.6%), mostly in 
the construction sector (42,000).

Manufacturing employment fell again in September and has 
decreased 28,000 in the last two months, wiping out job 
gains earlier in the year.  Employment in this sector has 
changed little since last fall. 

Construction employment, which has benefited from a 
red-hot housing market over the past two years, fell 10,000 
in September, the first monthly decline since February.

...while employment in the Services sector 
recorded strong growth

Employment in the Services sector surged (64,000), 
following little change in August.  The highest gain was 
recorded in educational services (34,000), offsetting 
declines recorded in July and August.  The largest losses 
were in professional, scientific and technical services        
(14,000), but employment in this sector has trended up since 
the start of the year (37,000 or 3.7%).  

Employment in the service sector is up 132,000 so far this 
year, with major gains in FIRE* (51,000) and professional, 
scientific and technical services (37,000), health care and 
social assistance (23,000) and trade (23,000). 
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16,076.4 43.2 0.3 315.8 2.0 7.1 -0.1 -0.8
219.5 -1.7 -0.8 -0.2 -0.1 15.9 -0.3 -0.7
69.3 -0.1 -0.1 0.3 0.4 11.3 0.0 0.9

446.9 0.2 0.0 10.8 2.5 8.8 0.0 -0.9
356.7 1.0 0.3 13.2 3.8 9.6 -0.9 -1.0

3,732.5 15.5 0.4 98.9 2.7 8.3 0.3 -1.2
6,341.1 4.7 0.1 89.3 1.4 6.5 -0.3 -0.7

577.8 3.5 0.6 14.1 2.5 5.6 -0.1 -0.2
488.3 0.7 0.1 5.5 1.1 5.8 0.4 0.1

1,764.4 6.5 0.4 29.2 1.7 4.8 0.1 -0.2
2,079.9 12.9 0.6 54.7 2.7 7.1 -0.6 -1.8

Provincial Employment and Unemployment Trends

Levels
2004 

September

Change since
last 

month
last
year

LevelsChange since
last month

%(000's)

Change since
last year

%(000's)

Canada

New Brunswick
Quebec
Ontario

Saskatchewan
Manitoba

Alberta
British Columbia

Newfoundland & Labrador
Prince Edward Island
Nova Scotia

Employment (thousands) Unemployment Rate (%)

15.9

11.3

8.8
9.6

8.3
6.5

5.6 5.8
4.8

7.1 7.1

N.&
L.

PEI
NS NB

Que
Ont

Man
Sas

k
Alta BC

Can
ad

a

%

Unemployment Rates --September 2004

1998 1999 2000 2001 2002 2003 2004
98

101

104

107

110

113

116
January 1998 = 100

British Columbia
Prairies
Atlantic

LABOUR MARKET TRENDS
Provincial Overview

Regional employment patterns

1998 1999 2000 2001 2002 2003 2004
98

101
104
107
110
113
116
119

January 1998 = 100

Ontario
Quebec

10

Among western provinces, British Columbia recorded the 
highest employment increase (13,000 or 0.6%) offsetting 
most of the losses in August, with employment up 55,000 
(2.7%) over the past year.  Alberta employment rose 7,000 
(0.4%) and Manitoba gained 4,000 jobs (0.6%), all part-time. 

Quebec posted the highest job gain (16,000 or 0.4%) in 
September, mostly in the manufacturing sector (22,000), 
following a similar increase in August. Ontario employment 
edged up 5,000 and so far this year has risen 55,000 (0.9%).

Newfoundland & Labrador lost 2,000 jobs (0.8%) in 
September while other Atlantic provinces posted small 
changes.  Employment has not changed much since last 
May in these provinces.  Over the past year, only New 
Brunswick (3.8%) and Nova Scotia (2.5%) have posted solid 
employment growth.

...while the unemployment rate decreased in 
most provinces

Job gains, combined with a decrease in the labour force, 
pushed down the unemployment rates to 6.5% in Ontario 
and 7.1% in British Columbia in September. 

The unemployment rates rose to 8.3% in Quebec and 5.8% 
in Saskatchewan, as the labour force rose at a faster pace 
than employment. 

The unemployment rate declined 0.3 percentage point to 
15.9% in Newfoundland & Labrador as less people sought 
jobs. The unemployment rates remained unchanged in other 
provinces.

2004
September

Job gains were concentrated in                   
British Columbia and Quebec...
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Consumer Prices
% Change since 

last
month

last
year

124.8 -0.2 1.9
125.3 -0.2 2.6
120.9 0.2 2.7
115.0 0.1 0.3
101.8 0.9 0.0
144.7 -1.0 1.6
118.8 -0.3 1.2
128.6 -0.2 0.5
144.7 0.3 5.5
124.3 -0.2 1.6

152.4 0.1 6.2

148.0 -1.9 25.0

127.2 -2.2 17.5

182.7 -1.5 35.3

Household operations
Clothing & Footwear

Transportation

Energy

All items CPI
Food
Shelter

Alcohol & Tobacco

Health & Personal Care
Recreation, Educ. & Reading

Index
(1992=100)

August 2004

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

0.0

1.0

2.0

3.0

4.0

5.0

-1.0

% change, year-over-year

Excluding 8 most volatile components and indirect taxes
All items

Consumer Price Index

PRICES and FINANCIAL MARKETS
Consumer and Commodity Prices

Commodity Prices ($US basis)

1996 1997 1998 1999 2000 2001 2002 2003 2004
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180.0

200.0
Index, 1982-90=100
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 Excluding Energy

Energy

Total

Excluding energy

Energy

2.4
2.6
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2.1 2.0 2.0 1.9
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%

Provincial CPI Inflation -- August 2004

Commodity Prices (September 2004) 

Official Target Range: 
1%-3%
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Inflation moderated to 1.9% in August...
On a year-over-year basis, the increase in the 
Consumer Price Index (CPI) moderated to 1.9% in 
August from 2.3% in July. Gasoline prices, which 
increased less in August (7.8%) than in July (17.9%), 
have been mostly responsible for changes in the 
inflation rate in recent months. Excluding energy, 
inflation in August (1.5%) was slightly lower compared 
to July (1.6%).

Inflation moderated in most provinces, led by Ontario 
(2.4% in July to 1.5% in August) and Saskatchewan 
(2.8% to 2.1%) where the increase in energy prices was 
less than in other provinces.  Inflation increased in 
Newfoundland & Labrador, Prince Edward Island and 
Alberta. 

On a month-to-month basis (seasonally adjusted), the 
CPI fell 0.2% after no change in July.

The year-over-year increase in commodity prices was 
25.0% in September, the same as in August.  Energy 
prices rose 35.3% year-over-year, the biggest rise in 16 
months.  On a monthly basis, commodity prices fell 
1.9% following a 1.0% increase in August.  Excluding 
energy prices, commodity prices fell 2.2% in September 
following a 0.5% increase in August.

...and the "core" rate fell to 1.5%
The "core" rate of inflation, which excludes the eight 
most volatile components and indirect taxes, fell to 
1.5% in August from 1.7% in July, below the midpoint of 
the 1%-3% official target range.
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PRICES and FINANCIAL MARKETS
Short-term and Long-term Interest Rates

Key Market Rates
(end of 
period)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
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United States
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Key Lending Rates
(end of 
period)

Prime 
Lending 

Rate 1 year 5 year
Overnight

Rate

spread
against

U.S.

spread
against

U.S.

A positive spread indicates that Canadian rates are above their 
U.S. counterparts. * Bank of Canada's Weekly Financial Statistics 

Mortgage Rate

Short-term Interest Rates

2002 2.75 4.50 4.90 6.70
2003 2.75 4.50 4.75 6.45

April 2.00 3.75 4.45 6.15
May 2.00 3.75 4.55 6.50
June 2.00 3.75 4.70 6.70
July 2.00 3.75 4.60 6.55
August 2.00 3.75 4.40 6.30
September 2.25 4.00 4.80 6.30

Oct. 20* 2.50 4.25 4.90 6.40

2002 2.83 1.50 4.88 0.93

2003 2.66 1.62 4.66 0.39

April 2.05 0.96 4.71 0.21
May 2.07 N/A 4.77 0.10
June 2.10 0.70 4.83 0.21
July 2.12 0.55 4.82 0.21
August 2.22 0.55 4.68 0.42
September 2.50 0.65 4.58 0.48

Oct. 20* 2.60 0.64 4.46 0.45
Ju
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Canada (daily)
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North American central banks continue raising interest rates...

...but long-term yields remain low
Modest, lower-than-expected employment growth in the U.S. in the third quarter and moderate inflation 
despite rising oil prices have kept long-term bond yields on a downward trend since June.  U.S. 10-year yields 
fell to 4.05% on October 18, down from 4.80% in early June, but up 5 bps since the end of September.   
Yields in Canada have also edged down, but less than in the U.S., reflecting good economic news.              
On October 18, Canadian yields were 4.53% and the spread with U.S. yields widened to about 50 bps.

One-year mortgage rates were 4.90% on October 13, up from 4.60% one month ago.  Five-year mortgage 
rates were 6.50% on October 13, up from 6.30% at the end of September.

The Bank of Canada raised its target for the overnight rate by 25 basis points (bps) to 2.50% on            
October 19, following a 25 bps increase in September.  The Bank stated that upward pressure on total 
inflation, due to higher oil prices and continued economic expansion, will likely require additonal rate 
increases to keep inflation on target.  In the United States, the Federal Reserve has raised its fed funds rate 
75 bps to 1.75% since July.  The next rate announcement date is on November 10.

The rate on three-month corporate paper in Canada was 2.58% on October 18, up from 2.10% in mid-August 
while its U.S. counterpart was 1.91% on October 15.  With short-term rates rising in both Canada and the 
U.S., the rate differential remained about 65 bps since September.  At the beginning of the year, the spread 
against U.S. rates was higher (160 bps), reflecting a larger rise in U.S. short-term rates.

* Bank of Canada's Weekly Financial Statistics 
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PRICES and FINANCIAL MARKETS
Exchange Rates and Stock Prices

The Canadian Dollar
(close)
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Canadian Dollar
$US
vs.
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$CAN
vs.

EURO

Key Stock Market Indexes

September 
Close

last
month

last
year

index
vs. C-6

(92=100)

yen
vs.

$CAN

8,668 3.5 16.8
187 8.6 38.5
247 10.9 53.8
145 0.3 2.9
162 7.0 25.5
69 -0.4 -2.4

144 1.5 19.8
215 6.0 11.2
61 -0.6 5.2
30 0.9 21.5
86 1.3 7.8

177 3.6 9.5

1,114.6 0.9 10.7
10,080 -0.9 8.7

S&P/TSX

S&P 500

% change from

Dow Jones

Financial 
Gold

Utilities
Materials
Industrial

Energy
Metals & Mining

2002 0.6339 78.80 n/a n/a
2003 0.7713 91.65 1.628 82.86

April 0.7288 89.74 1.644 80.54
May 0.7335 87.57 1.662 80.23
June 0.7497 88.68 1.627 81.59
July 0.7522 91.00 1.599 83.64
August 0.7616 91.80 1.599 83.19
September 0.7926 93.52 1.569 87.21

Oct. 20 0.8029 96.54* 1.567 86.88
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Canadian stocks have strengthened since mid-August

Solid economic fundamentals underpin strength in the Canadian dollar

The S&P/TSX closed at 8,788 on October 20, up 7.6% since mid-August.  The steady rise in August and 
September was mostly in metals and mining stocks, which rose 10.9% in the month, as well as energy 
and gold stocks.  Overall, all major sub-indices rose except for industrial and telecommunications.

In comparison, the Dow Jones fell slightly in September (reflecting in part rising oil prices) after gaining 
some strength in August.  The index closed at 9,887 on October 20, 4.2% below its level on September 
14 and 2.2% below its three-month average (10,107).

Robust growth, high commodity prices, and rising interest rates supported the Canadian dollar which 
closed at US¢80.3 on October 20.  The loonie rose US¢3.1 (4.1%) against the U.S. dollar in September 
and 12.0% since its recent low in May (US¢71.7).  Rising energy prices and positive developments in 
Canada, including a large upward revision to the federal fiscal surplus for 2003-04 ($9.1 billion versus 
$1.9 billion), were mostly responsible for the loonie's rise.  The U.S. dollar also weakened during this time 
amid mixed economic data and renewed concerns about its current account and fiscal deficits.

The Canadian dollar continued to perform well against the euro and Japanese yen.  From recent lows in 
June to October 20, the dollar appreciated about 6.1% against the euro and 8.7% against the yen.

* Bank of Canada's Weekly Financial Statistics
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THE UNITED STATES ECONOMY

U.S. Consumer Price Inflation
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U.S. Economic Trends
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Real GDP growth slowed from 4.5% (annual rate) in the first quarter to an upwardly revised 3.3% in the 
second.  The revision primarily reflected a downward revision to imports and upward revisions to exports and 
inventory investment.  Still, lower consumer spending growth (1.6%) was mostly responsible for the slowdown.  
However, equipment and software investment and residential investment continued to grow at a good pace. 

Crude oil prices have increased substantially over the past year reaching US$54.76 on October 14.    
Forecasters estimate that it might have already reduced economic growth by 0.6% to 0.8%.  Rising oil price 
normally lead to higher inflation, lower profit by oil-using sectors and have a dampening effect on real 
disposable income and consumption.  The manufacturing sector has been slowing and it is unlikely that the 
household sector will continue to sustain such high expenditures on houses and cars.  An economic slowdown 
does not bode well for the large U.S. deficit and the possibility of using fiscal policy to stimulate the economy.  
Moreover, the U.S. current account deficit has been widening and this could result in greater volatility in 
currency markets.  So far, oil price inflation has not resulted in significantly higher core inflation and inflationary 
expectations, which could explain why long-term rates have not gone up recently.  While prospects remain for 
continued growth, there are clearly downside risks to the outlook.    

Second quarter real GDP growth was revised upward 

There are risks to the economic outlook

MEI October 2004
Source: U.S. Bureau of Economic Analysis & U.S. Bureau of Labor Statistics

Household spending growth should provide more support in the third quarter
Consumer spending figures for July and August suggest a rebound in consumer spending growth to 4.0% in 
the third quarter.  Moreover, helped by surging auto sales (4.6%), retail sales increased by 1.5% in September 
as consumers benefited from retailer discounting.  Meanwhile, the housing market remained buoyant in the 
third quarter and the disappointing industrial production numbers in August and September likely reflected the 
negative impact of hurricanes.  These indicators suggest healthy growth for the third quarter. 



GDP - 3rd Quarter 2004 (advance) October 29
The Employment Situation - October November 5
International Trade in Goods and Services - September November 10
Federal Open Market Committee Meeting November 10
Consumer Price Index - October November 17

COMING UP
Key Future Data Releases and Planned Events

CANADA  

UNITED STATES 

Consumer Price Index - September October 26
Real GDP by Industry - August October 29
Labour Force Survey - October November 5
Canadian International Merchandise Trade - September November 10
Monthly Survey of Manufacturing - September November 15
Financial Statistics for Enterprises - 3rd Quarter 2004 November 24
Balance of International Payments - 3rd Quarter 2004 November 29
National Economic and Financial Accounts - 3rd Quarter 2004 November 30
Key Policy Interest Rate Announcement December 7

Note: The October 2004 MEI uses data available as of October 22, 2004
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