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Recent Developments in the Canadian

Economy: Fall 2016

by Guy Gellatly and Elizabeth Richards, Analytical Studies Branch

This article in the Economic Insights series provides users with an integrated summary of recent changes in output, employment,
household demand, international trade and prices. Organized as a statistical summary of major indicators, the report is designed
to inform about recent developments in the Canadian economy, highlighting major changes in the economic data during the first
two quarters of 2016 and into the summer months.! Unless otherwise noted, the tabulations presented in this report are based on
seasonally adjusted data available in CANSIM on November 4, 2016.

Overview

After household spending and exports supported growth in the
first quarter, the economy contracted in the second on lower
exports of energy and non-energy commodities. Non-residential
business investment continued to weigh on growth in the
second quarter, while household spending increased on services
and non-durables. Non-conventional oil extraction fell sharply
in the spring as maintenance and wildfires in Northern Alberta
impacted production, but rebounded during late spring and into
the summer months. In August, non-conventional oil extraction
was 2.0% below levels at year-end 2015.

Lower energy and non-energy exports contributed to higher
trade deficits in the first half of 2016. Energy exports totalled
$30.9 billion from January to June, down 20.3% from the second
half of 2015. Total non-energy exports in the first half of 2016,
at $223.5 billion, were 1.9% lower than in the second half
of 2015.

For consumers, retail spending moderated towards mid-year on
slower sales at motor vehicle and parts dealers. As of August,
sales at auto and parts dealers had declined in five of the last
six months. Housing starts remained steady while investment in
new housing construction strengthened in the first half of 2016.

Headline consumer inflation slowed to 1.1% in August as
food prices moderated during the spring. Excluding food and
energy, consumer inflation averaged 1.9% from January through
September.

Employment rose by 44,000 in the first six months of the year on
gains in part-time work and in services. Employment increased
a further 62,000 in the third quarter, again on higher part-time
work. Despite lower output in the second quarter, employment
growth, measured year-over-over year, continued to lag output

growth during the first half of 2016 (Chart 1).
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1. Unless otherwise noted, growth rates are calculated as the percentage change from period to period.
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Output declined on lower exports in the second quarter

Real GDP declined 0.4% in the second quarter of 2016,
following a 0.6% gain in the first quarter. A broad-based decline
in export volumes was the major contributor to the contraction
in second quarter GDP (Chart 2). Goods exports fell 5.5%,
following a 2.0% gain in the first quarter, as exports of energy-
products, motor vehicles and parts, consumer goods, and metal
ores and non-metallic mineral products declined (Chart 3).

Exports of crude oil and crude bitumen were 9.6% lower in
the second quarter, while refined petroleum energy products
declined by 19.6%. Motor vehicle and parts exports declined
5.8% in the second quarter, following four consecutive quarterly
gains. Despite this recent decline, automotive exports in the
second quarter were 7.5% higher on a year-over-year basis, as
passenger cars and light trucks posted notable gains during the
second half of 2015 and the first quarter of 2016.

Non-residential business investment edged down 0.5% in
the second quarter of 2016, marking the sixth consecutive
quarterly decline. Lower outlays on non-residential structures
(-1.1%) weighed on business investment, as capital spending
on engineering structures contracted for the 11th consecutive
quarter. Outlays on engineering structures were 13% lower on a
year-over-year basis, and about 27% below levels in the second

quarter of 2014 (Chart 4).
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Chart3
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Business outlays on machinery and equipment edged up 0.5%
in the second quarter, after five consecutive quarterly declines.
Spending on computer equipment supported the gain, while
outlays on industrial equipment declined.

Business spending on intellectual property products was little
changed in the second quarter, as higher outlays on software
and mineral exploration and evaluation offset lower spending
on research and development. Outlays on mineral exploration
and evaluation edged up for the second consecutive quarter,
after notable declines during 2015. Outlays on exploration and
evaluation in the second quarter were about 10% lower on a
year-over-year basis, and down 48% from levels in the second
quarter of 2014.

Business investment in residential structures increased 0.3% in
the second quarter, after a 2.7% increase in the first. Ownership
transfer costs, reflecting higher activity in resale markets,
supported gains during the first half of the year. Outlays on new
construction and renovations declined in the second quarter,
following gains in the first.

Consumer spending continued to support economic growth
during the first half of the year. Household expenditures rose
0.5% in the second quarter, after increasing 0.6% in the first.
Higher spending on services and non-durables supported the
gain, as spending on durables declined. Household expenditures
on water, electricity, insurance, and transport services
strengthened in the second quarter, while vehicle purchases fell
1.2% following four consecutive quarterly increases.

The wildfires in Northern Alberta, combined with uncertain
market conditions in the energy sector, had a major impact on
the pace of economic growth during the second quarter.
Excluding crude petroleum from exports, imports and
inventories, real output edged up 0.1%.?

'The wildfires also contributed to lower productivity in the second
quarter. Labour productivity in the business sector fell 0.3%,
following a 0.4% increase to the start the year. Productivity in
mining and oil and gas extraction edged down as the decline
in real output (-6.7%) outpaced the reduction in hours worked
(-6.2%). Productivity in manufacturing also declined in the
second quarter. Industrial capacity utilization declined to 80.0%,
the lowest level since late 2010. Capacity utilization in oil and
gas extraction declined to 73.9%, the lowest level since the third
quarter of 2012.

After weighing on national income growth in recent quarters,
improvements in the terms of trade supported an increase
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in real gross domestic income (+0.2%) in the second quarter.
Following a 0.3% increase to start the year, nominal GDP was
little changed in the second quarter.

In the United States, real GDP, measured on an annualized
basis, rose 1.4% in the second quarter of 2016, following a 0.8%
gain in the first.’ According to advance estimates, U.S. real GDP
strengthened to 2.9% in the third quarter. U.S. nominal GDP
increased 4.4% (annualized) and 3.7% in the second, following
a 1.3% gain in the first.

Output strengthened at mid-year on higher
goods production

After a 0.6% decline in May on lower oil production, real GDP
in Canada rebounded in June (+0.6%) and July (+0.4%) as oil
and gas extraction strengthened. Output rose 0.2% in August.

Following declines in February and March, goods production
rebounded into the summer months. By August, the output
of goods industries was similar (-0.1%) to levels at year end.
Utilities supported goods production during the first half of the
year, while construction output continued to trend lower on
declines in engineering and non-residential buildings (Chart 5).
Residential construction also declined from April to July.

Chart5
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2. For more information, refer to The Daily, Gross domestic product, income and expenditure for the second quarter of 2016 published on August 31, 2016.

3. Estimates released on October 28, 2016, U.S. Bureau of Economic Analysis.
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After strengthening into early 2016, manufacturing output
subsequently moderated, before falling 1.8% in May as supply
disruptions affected both petroleum refineries and auto
production. As of August, manufacturing output was down
slightly from year-end levels, as output rebounded in the
summer months. Gains in food, primary metals and chemicals
offset declines. Motor vehicle and parts production moderated
in the first half of 2016. Output in the auto sector in August was

0.4% above levels at year end.

The output of service industries advanced from January to
July, supported by gains in finance and insurance, real estate,
and information and cultural services. Wholesale trade posted
increases in May and June as building materials and machinery
and equipment supported gains. Professional, scientific and
technical services also increased during the spring as gains in
computer systems design offset lower output in architecture,
engineering and related services. The output of service industries
was unchanged in August as activity at real estate agents and
brokers declined.

Non-conventional oil extraction rebounded

from wildfires

Oil and gas extraction declined from February to May on lower
non-conventional oil production.* Non-conventional output
fell 5.7% in April as maintenance activities affected production,
and an additional 22.2% in May as many operations shut
down in response to the wildfires in Northern Alberta. Non-
conventional production ramped up in June (+14.5%) and July
(+17.3%) as affected production was brought back on line.

Chart 6
Real gross domestic product, selected industries
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As of August, non-conventional output was down 2.0% from
levels at year end. Conversely, conventional oil and gas extraction
strengthened from April to August. Conventional output in
August was 3.7% higher than levels in December 2015 (Chart 6).

Establishments that provide support activities for mining and
oil and gas extraction, including rigging and drilling services,
reduced output during the first half of 2016 on consecutive
declines from February to July. Output in this sector in August
was 15% lower than at year end, and 52% lower than peak levels
in April 2014. Crude oil and other pipeline transportation
services edged down in the first half of 2016.

After gains in three of the first four months of 2016, the output
of petroleum refineries fell 15.5% in May as the wildfires in
Northern Alberta combined with maintenance and turnaround
activities affected production. Refineries posted notable gains
in June (+7.4%) and July (+8.1%). Overall, refinery output in
August was 5.9% higher than at year end.

Part-time work led employment gains

Total employment increased by 44,000 (+0.2%) during the first
six months of 2016 on private sector gains. Higher employment
among core-age workers (those aged 25 to 54) and women
accounted for much of the increase during the first half of the
year (Chart 7). The employment rate (employed individuals
expressed as a percentage of the working-age population) edged
down during the first half of the year, averaging 61.1% from
January to June. The unemployment rate was 6.8% in June,
down from 7.2% at the start of the year.

Chart 7
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4. Non-conventional oil extraction involves the extraction of crude oil from tar sands or surface shales. Conventional oil and gas extraction involves production from wells via

standard pumping techniques.



Economic Insights, no. 061, November 2016 « Statistics Canada, Catalogue no. 11-626-X
Recent Developments in the Canadian Economy: Fall 2016

Part-time employment increased 37,000 in the first half of 2016
while full-time work was little changed (+7,000) (Chart 8).
Employment in services rose by 125,000, led by gains in
accommodation and food services and in information, cultural
and recreation services. Employment in goods industries fell by
82,000 during the first six months of the year on declines in
manufacturing (-52,000) and natural resources (-35,000).
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Gains from December to June were concentrated in British
Columbia (+45,000) and Ontario (+37,000), while employment
in Alberta fell by 37,000 (Chart 9). The unemployment rate
in British Columbia declined during the first half of the year,
reaching 5.9% in June. The unemployment rate in Quebec and
Ontario also decreased, to 7.0% and 6.4% in June.

More recently, employment rose 62,000 in the third quarter,
bringing the net increase during the first nine months of 2016 to
106,000. Gains in part-time work, among older workers, and in
Quebec led the third-quarter increase. The unemployment rate
for Canada as a whole stood at 7.0% in August and September,
after edging below 7% from May to July. Employment rose
44,000 in October on gains in part-time work.

Labour market conditions in Alberta

Labour market conditions in Alberta deteriorated markedly
since oil prices began to decline in mid-2014. Total employment
in Alberta declined by 33,000 since the end of 2014 when
unemployment in the province was below 5 percent. Losses
in full-time work over this 21-month period totalled 91,000.
Overall employment in goods industries in Alberta was down
84,000 during this period on losses in natural resources and
manufacturing. Since the end of 2014, losses in both of these
sectors were about 30,000 each.’

'The province’s unemployment rate rose above the 8% mark during
the summer of 2016, averaging 8.5% from July to September
(Chart 10). This marks the first time that the unemployment rate
in the province has risen above 8% since mid-1995. In October
2016, the unemployment rate among core-aged individuals was

7.4%, up from 3.9% at the start of 2015.

Chart 10
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5. All the data reported in this section are from the Labour Force Survey. Long-run changes in employment are calculated as the total change from December 2014 to

October 2016.
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The employment rate in Alberta has trended lower since
early 2015, edging below 67% in recent months. This overall
decline reflects lower age-specific rates within the province’s
working-age population.® From January 2015 to October 2016,
the employment rate among people aged 25 to 54 fell
3.1 percentage points, from 84.4% to 81.3%. It fell 2.6
percentage points among youth aged 15 to 24, to 60.0%. Among
individuals aged 55 and over, the employment rate declined 1.5
percentage points to 42.6%. Despite these recent declines, the
overall employment rate in Alberta remains about 5 percentage
points higher than in Ontario, Quebec and British Columbia.’

Average weekly earnings in Alberta, measured year-over-
year, continued to trend downward in early 2016, largely
reflecting lower earnings and employment in resource
extraction and in professional, scientific and technical services.
The change in average weekly earnings in Alberta, measured
year-over-year, has been negative since mid-2015, and has
contributed to slower wage growth for Canada as a whole.
Despite these declines, average payroll earnings in Alberta,
in level terms, remained 17% higher in August 2016 than the
national average, albeit down from 23% at the start of 2015.8

Chart 11
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Widening trade deficits as exports trended lower in

the first half of 2016

Canada’s merchandise trade deficit widened in the first half of
2016, reaching $3.9 billion in June (Chart 11). Lower exports to
Asia contributed to trade deficits early in the year, while declines
to the United States and the United Kingdom bolstered deficits
during the spring.

Smaller surpluses for energy were primarily responsible for larger
trade deficits in the first half of the year. Energy exports, on
lower prices and volumes, were 20.3% lower in first half of 2016
than in the second half of 2015. The volume of energy exports,
measured in chained 2007 dollars, declined from February
to June.

Non-energy exports also slowed during the first half of 2016,
declining from February to June (Chart 12). Total non-energy
exports were 1.9% lower in the first half of 2016 than in the
last half of 2015. Exports of metal ores and non-metallic
mineral products fell 16.6%, on declines in potash. Exports of
aircraft and other transportation equipment and parts fell 9.2%.
Lower exports of metal and non-metallic mineral products
(-2.6%), industrial machinery, equipment and parts (-3.6%) and
consumer goods (-1.4%) also contributed to the decline. Lower
non-energy exports during the first half of the year coincided
with declines in private fixed investment spending in the United
States.’

Chart 12
Merchandise exports by commodity group
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6. For contrast, the gradual decline in the employment rate for Canada as a whole in recent years is primarily due to population aging, as age-specific employment rates within

the Canadian population have been stable.
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. See estimates released on October 28, 2016 , U.S. Bureau of Economic Analysis.

. The employment rate among people aged 25 to 54 is similar in Alberta, Ontario and British Columbia, and higher in Quebec.
. All the data reported in this section are from the Survey of Employment, Payrolls and Hours.
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Declines in non-energy exports followed notable gains in late
2015, supported by motor vehicles. Despite declines from
February to June, total automotive exports were 3.3% higher in

the first half of 2016 than in the second half of 2015.

Canada’s trade balance improved in July, as non-energy
exports strengthened. Energy exports increased in both July
and August, supported by higher volumes. The trade deficit
narrowed to $2.0 billion in August, as exports to the United
Kingdom and China increased. In September, the trade deficit
widened to a record $4.1 billion, reflecting a high-value import
of industrial machinery, equipment and parts from South Korea
for the Hebron offshore oil project. Exports of energy products
increased in September, while non-energy exports edged down.

Lower petroleum sales in the first half partly offset by
auto shipments

Total manufacturing sales were 1.2% lower in the second
half of 2016 than in the last half of 2015. Sales of petroleum
and coal products continued to decline, falling to about half
of early 2014 levels in the first quarter. Declines in aerospace
products and machinery also contributed to lower sales. These
declines coincided with lower exports and weaker private fixed
investment in the United States.

Sales of motor vehicle manufacturers during the first half of
the year continued to offset price-related declines in petroleum
manufacturing (Chart 13). Motor vehicle sales were 7.8% higher
in the first half of the year, following a 16.4% increase in the last

Chart13
Manufacturing sales, selected industries

billions of dollars

Motor vehicles

|

Aerospace

Petroleum and
coal products

fr—
Machinery —
—_‘

I
0 5 10 15 20 25 30 35 40

M January to June 2016 @ July to December 2015

Source: Statistics Canada, CANSIM table 304-0014.

kg ECONOMIC NSIGHTS

half of 2015. While auto shipments remained high compared
to 2015, sales trended downward following the recent peak in
January. Sales fell markedly in May due to supply disruptions

related to an earthquake in Japan.

On a provincial basis, lower sales in Alberta and Quebec during
the first half of 2016 were offset by higher manufacturing sales
in Ontario and British Columbia (Chart 14). Manufacturing
shipments in Alberta were 8.2% lower in the first half than
in the second half of 2015, reflecting declines in petroleum
and coal products. While sales in the province have trended
downward since late 2014, they edged up during the winter
months as petroleum and chemicals posted gains. In Ontario,
manufacturing sales trended lower in the first half after auto
shipments supported the peak in sales at the start of the year.
Manufacturing sales in Quebec have declined from late 2015
levels, reflecting lower production of aerospace products
and parts.

More recently, manufacturing sales edged up 0.9% in August,
tollowing little change in July. Sales of food products, primary
metals, and petroleum and coal products increased during the
summer months.

Chart 14
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Retail spending moderated into mid-year

Total retail sales were 1.7% higher in the first half of 2016,
reflecting broad-based gains across store types. Higher sales
among motor vehicle and parts dealers, general merchandise
stores and health and personal care stores contributed to the
increase. Lower sales at gasoline stations in the first half, down
7.3% on lower gas prices in the first quarter, weighed on retail
spending. Excluding gasoline stations, retail sales in the first
half were 2.7% higher than total spending in the last half of
2015. Ontario, Quebec and British Columbia posted the largest
gains, while sales in Alberta declined.

After notable gains to start the year, retail sales moderated
during the winter and spring. Lower sales of autos and gasoline
contributed to slower retail spending in recent months. Retail
sales edged lower in July and August as sales at gasoline stations
and motor vehicle and parts dealers declined.

Chart 15
Multiple listing service home price index, selected cities
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Home prices accelerated in Toronto and Vancouver

Home prices rose markedly during the first half of 2016
(Chart 15). According to estimates from the Aggregate
Composite MLS Home Price Index, home prices were up 13.6%
year-over-year in June, led by gains in Vancouver and Toronto.!
In Greater Vancouver, prices were 32.1% higher in June 2016
than in June 2015. In the Greater Toronto area, home prices
were up 16.0% year-over-year in June and continued to increase
through the summer months, reaching 18.0% in September.
By contrast, home prices in Calgary declined year-over-year in
the first half of 2016, down 4.1% in June and remained stable in
more recent months.

Monthly housing starts averaged 198,100 units (seasonally
adjusted at annual rates) in the first half of 2016, down from
203,400 in the second half of 2015. Lower multi-family starts
were responsible for the slower pace in the first half of 2016, as
declines in Alberta and in Toronto were partly offset by gains
in Vancouver. Total starts edged lower in July and August, as
multi-family starts slowed further.

Investment in new housing construction, measured year-over-
year, strengthened during the first half of 2016. Capital spending
on single units rose from February to June 2016, following
eight consecutive declines. Spending on double units has
declined year-over-year since May 2015. Outlays on apartments
moderated to 16.7% year-over-year in June. Monthly residential
building permits averaged $4.2 billion in the first half of 2016,
down from $4.5 billion in the second half of 2015.

Headline inflation slowed as food prices moderated

Consumer price inflation, measured year-over-year, averaged
1.5% during the first half of 2016 and 1.2% from July to
September. Excluding food and energy, consumer inflation
averaged 1.9% during this 9 month period.

Food prices contributed to lower inflation during the first half
of the year and into the summer. The increase in the food index,
measured year-over-year, slowed from 4.0% in January to 3.2%
in April, before decelerating further to less than 2% from May
to August. Price increases for fresh fruit and vegetables, up
15.7% year-over-year in January 2016, slowed to 4.8% in June,

10.The Multiple Listing Service Home Price Index (MLS HPI) is published by the Canadian Real Estate Association. The index controls for differences in mix of sales activity over
time. The aggregate composite MLS HPI aggregates transactional data across 11 major markets, and includes data on one and two-storey homes, row and townhouse units,
and apartments. For background, see MLS, Home Price Index Methodology, version 2.1, July 6. The Canadian Release Estate Association.
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and continued to moderate in July and August. In September,
food prices posted their smallest year-over-year increase (+0.1%)

since February 2000.

During the first half of 2016, consumers continued to pay less
for energy products, including gasoline, on a year-over-year
basis. On average, energy prices declined 4.4% year-over-year
during the first half of 2016, compared to an average decline of
7.6% in the second half of 2015. More recently, energy prices
were down 7.4% in the twelve months to July.

Prices for durable goods increased year-over-year during the first
half of 2016 and into the third quarter, up 3.6% in the twelve
months to August. Prices for passenger vehicles accelerated
during this period, and were up 5.2% year-over-year in August.

Equities rose toward mid-year on broad-based gains
After losses in early 2016, Toronto stock prices (S&P/T'SX

composite index) rose into mid-year. Equities at June month

end close were down 10% from their all-time high in August
2014 (Chart 16). Gains during the first half were broad-based,

Chart 16
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with energy, diversified metals and mining, gold, and materials
posting notable gains. Financials edged up 2% during the first
half of the year. As of June close, the Canadian energy index was
down 42% from its level in August 2014.

After advancing 3.7% in July, the S&P/TSX composite index
was little changed in August and September. The consumer
discretionary and financial indexes posted gains during the third
quarter, while the energy index rose in August and September as
crude prices strengthened.

'The Canadian dollar strengthened against the U.S. dollar during
the spring. The dollar rebounded to 78.0 cents U.S. in April
from 70.3 cents in January (Chart 17). The exchange rate was
less volatile during late spring and summer. The dollar edged
down to 76.3 cents U.S. in September and then to 75.5 cents
in October. Overall, the Canadian dollar has depreciated 19%
relative to the U.S. dollar since July 2014. On a trade-weighted
basis, the Canadian dollar was down 3% relative to other major
currencies over this period.

Chart 17
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Commodity prices advanced into mid year

After declines early in the year, commodity prices advanced
from March to June on higher energy prices (Chart 18).
In September, the commodity price index was up 13% from
its level at year end. Excluding energy, the index was up 1.6%
over this period as higher prices for metals and minerals, fish
and forestry were offset by lower agricultural prices. Overall, the
commodity price index as of September 2016 was down 46%
from the recent peak in June 2014.

Chart 18
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Household leverage increased in the second quarter

Household credit market debt rose 2.0% in the second quarter
to $1.97 trillion," the largest quarterly increase, in percentage
terms, since the second quarter of 2011. Household credit market
debt to disposable income increased to a record 167.63% in the
quarter, while the debt service ratio, which includes household
payments on both interest and principal owing, edged up to
14.15% from 14.06% in the first quarter.

Household assets rose to $11.84 trillion in the second quarter,
up from $11.61 trillion in the first. Household net worth —
assets minus liabilities — rose 1.9% to $9.84 trillion in the
second quarter supported by higher prices for real estate. B

11.Reported data on household assets and liabilities and estimates of credit market debt to disposable income are not seasonally adjusted. Estimates of the debt service ratio

are seasonally adjusted at annual rates.



