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Preface

The purpose of the Quarterly Economic Summary
is to provide a quarterly description of macro economic
conditions and thereby to extend the availability of
information on the macro-economy provided by the
System of National Accounts.

I'he publication provides a more detailed analyvsis
than is available in the monthly Current Economic
Indicators. [n particular, the sectoral analysis of the
data provides relevant information on industrial and
regional developments. Tables of the source data, as
well as transformations useful for current economic
analysis are available in the Quarterly Economic
Summary: Statistical Supplement.

Technical terms and concepts used in this publication
that may be unfamiliar to some readers are briefly
explained in the glossary. More extensive feature
articles will appear in this publication from time to
time explaining these technical terms and concepts in
more detail.
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Note

CANSIM Note

CANSIMt (Canadian Socio-Economic Information
Management System) is Statistics Canada’s
computerized data bank and its supporting software.
Most of the data appearing in this publication, as well
as many other data series are available from CANSIM
via terminal, on computer printouts, or in machine
readable form. Historical and more timely data not
included in this publication are available from
CANSIM.

For further information write to CANSIM Division,
Statistics Canada, Ottawa, K1A 0T6 or call (613)990-
8203

+ Official Trade Mark of Statistics Canada.



Summary
(based on the data available as of June 18, 1985)

The Canadian economy continued to expand at a
moderate rate in the first quarter, led by increased
stock accumulation and household demand. Export
demand levelled-off, after nearly two years of rapid
growth, while business investment in plant and
equipment remained about 20 per cent below pre-
recession levels. The gain in output in the first
quarter was not sufficient to substantially alter the
unemployment rate, while continued moderate price
and wage increases accompanied a renewed decline in
interest rates early in the second quarter.

Household demand continued to lend support to the
growth of aggregate demand. Personal expenditure
slowed slightly from 1.5 per cent growth in the fourth
quarter to 1.1 per cent in the first quarter. Personal
disposable income rose steadily over the two quarters
and consumer confidence stabilized after declining in
1984. Spending on durable goods decelerated, as
higher car sales were partly offset by flat demand for
non-automotive durable goods at a time of rising
interest rates. Spending on semi-durable and non-
durable goods rose sharply in the quarter, particularly
in March. Much of this increase appears to reflect
unusually large income tax refunds late in the first
quarter, which accounted for almost all of the
quarterly gain in real disposable incomes. Labour
income rose in line with consumer prices in the first
quarter, as real wage gains remained limited by low
growth in employment and average weekly wages. In
particular, employment growth continued to lag in
relatively high-paying full-time jobs in goods-
producing industries, while negotiated wage
settlements subsided to an effective annual rate of 3.2
per cent in the first quarter. Housing demand rose in
the first quarter largely as a result of higher sales of
existing homes, while new home-building flattened
out during the quarter after a drop late in 1984
Recent declines in mortgage rates have been more
accentuated than for consumer loan rates.

Household demand remained most buoyant in
Ontario, which also has recorded the largest regional
gain in employment since the siowdown in aggregate
output began in August 1984. [ncreased employment
in trade and services in April and May indicates that
consumer demand continued to rise into the second
quarter. This was accompanied by price cuts for a
number of durable and semi-durable goods and by
reduced financing rates offered by some auto firms,
and follows a large build-up (over $1 billion) of retail
inventories in the first quarter.

Business investment in plant and equipment
remained flat in the first quarter, and is little changed
from a year-ago. With the growth in corporate profits
slowing to about 7 per cent in the past year, and with
most industries at low rates of capacity utilization,
non-financial corporations continued the restrue-
turing of balance sheets and increasing dividend
payments rather than raising fixed investment. In
particular, new issues of equity rose strongly in the
first quarter (up $2.2 billion) as stock market prices
increased to record high levels. Dividend payments
jumped sharply in the past four quarters (up about 50
per cent or $4 billion in value). The filtered versions of
non-residential building permits and of contract
awards decelerated early in 1985 from the growth
recorded late in 1984.

Export demand had led the recovery of final demand
through most of 1983 and 1984, reflecting the robust
expansion of American demand. The value of exports
in the first quarter was buoyed by higher prices (which
accounted for much of the upturn in the GNE implicit
price index in the first quarter). Export volume has
levelied-off in the past two quarters, however, as
growth in the United States slowed. Nevertheless,
export gains by commodity became more widespread
in the first quarter, and tentative evidence of a firming
in the United States economy emerged in the "flash"
estimate of 0.8 per cent growth in real GNP in the
second quarter.

In its Mid-Year Outlook, the OECD forecast a
slowdown in growth through 1986, largely as a result
of slowing demand in the United States, accompanied
by continued moderate inflation and high
unemployment. The OECD cited the main risks to
world growth as unsustainably large federal budget
and current account deficits in the United States,
possible large fluctuations in exchange rates, and
weak commodity prices received for exports by
developing nations. The OECD encouraged Japan to
continue its efforts to boost imports and reduce
protectionist pressures. It also called on nations where
inflation and budget deficits are low, such as
Germany, to consider tax cuts to at least partly offset a
possible tightening of fiscal policy in the United
States. The OECD expressed concern about the
continued high level of unemployment and a lack of
investment in new capacity and in new technologies in
Europe.



Output

Real GNP rose by 0.9 per cent in the first quarter of
1985, matching the gain in the fourth quarter of 1984.
These quarterly gains in output represent a slowdown,
both from the increase of 1.6 per cent posted in the third
quarter of 1984 and from the 1.5 per cent average
quarterly gain registered from the beginning of the
recovery in the first quarter of 1983 up to the third
quarter of 1984. Most of the slowdown over the past two
quarters originated in a levelling-off of merchandise
exports at a time of slowing American demand, with no
offset forthcoming from business investment in plant
and equipment. Consumer demand and an upturn in
residential construction helped to sustain growth in
real final domestic demand at 1.1 per cent in the past
two quarters. There was a large upward swing of $1.4
billion in non-farm business stock accumulation, to an
annual rate of $1.2 billion in the first quarter.

The large role played by inventories in contributing to
growth in the first quarter resulted largely from an
increase of about $1 billion in the volume of retail
auto inventories. In this sector, the stock-to-sales
ratio jumped sharply from 1.08 in the fourth quarter
(when strikes disrupted supplies) to 1.28 in the first
quarter, the highest level in over a year. Most of the
increase occurred in North American-built model
lines, as imports of Japanese passenger cars remained
under the effect of quotas until April 1, 1985, while
there was a substantial increase in imports from the
United States.

Total manufacturing inventories were virtually
unchanged in the first quarter, as reductions in raw
materials and goods-in-process offset an increase in
finished goods. The drop in raw materials and goods-

figure 1
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in-process inventories totalled $130 million (at annual
rates) in the fourth quarter and nearly $250 million in
the first quarter. These declines are consistent with
the slowdown of manufacturing output over this
period.

Within manufacturing inventories, there was a slight
pick-up in the rate of accumulation of finished
product inventories from about $100 million (at
annual rates) in the fourth quarter to $125 million in
the first quarter. The first quarter upturn of finished
goods stocks occurred despite a reversal of manu-
facturing output from a 0.3 per cent rise in the fourth
quarter to a 0.6 per cent drop in the first quarter.
Stock accumulation in the fourth quarter was res-
trained by liquidations in 10 of the 19 major industry
groups in manufacturing. In retrospect, these
reductions were followed by drops in output in 8 of the
10 major industry groups which reduced stocks in the
fourth quarter (see Table 1). Many of the same
industries registered a build-up of finished product
inventory in the first quarter as well as a drop in
output (notably industries oriented to export and
investment demand, such as transportation equip-
ment, wood, rubber and plastic, machinery, and
primary metals - all of which recorded lower stocks in
the fourth quarter).

The cautious stance of manufacturers towards stock
accumulation is evident in the recent results of the
business conditions survey. In.January 1985, the pro-
portion of manufacturing firms which judged finished
product stock levels as too high rose to 28 per cent from
22 per cent in October 1984. The April 1985 results of
this survey posted another small increase in the
proportion of firms which evaluated stocks as too high,
to 30 per cent, while the percentage of firms indicating
that their finished product inventory was too low
remained at 3 per cent.

Figure 2
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Table 1
Change in Manufacturing Output and
Finished Product Inventories,
Fourth Quarter 1984 and First Quarter 1985
(Seasonally Adjusted at Annual Rates,
Millions of 1971 Dollars)

Fourth Quarter

First Quarter

Output
Primary Metals - 46
Metal Fabricating + 37
Machinery - 78
Transportation Equipment - 24
Electrical Products + 54
Non Metallic Minerals - B
Wood - 19
Furniture e
Petroleum 2
Chemicals B 1
Paper and Allied - 54
Printing + 27
Rubber and Plastic + 46
Knitting and Clothing + 21
Food and Beverages + 87
Textiles + 24
Leather + 10
Miscellaneous 18
Tobacco B
Total + 84

In terms of output by industry (RDP), the economy
continued to be led by steady growth in services, which
outweighed declines in goods-producing industries.
The quarterly increase in output was about evenly-
distributed through the three months, as RDP rose 0.2
per cent in each of January and February and 0.3 per
cent in March. These increases match the 0.2 per cent
average monthly gain recorded since July 1984
Service producing industries posted the second
consecutive quarterly gain of 1.0 per cent, led by
increased activity in stock markets and real estate
agencies, as well as retail trade. Output in goods-

Stocks Output Stocks
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producing industries (excluding agriculture) edged
down 0.1 per cent in each of the last two quarters, as
industrial production has flattened-out over this
period and as construction activity has posted
consecutive declines. The sluggishness in industrial
production reflects the deceleration of manufacturing
output, coupled with marginal declines in mining
(totalling 0.4 per cent over the two quarters). The
easing in mining output was most evident in metal
mining, as prices for metal products on international
commodity markets remained weak.



Households

The household sector in the first quarter was hilited by
further growth in personal expenditures and by an
increase in disposable income. Some components of
household spending exhibited a sensitivity to interest
rate movements, as outlays on durable goods slowed
with a rise of consumer loan rates. Lower income taxes
were responsible for the increase in personal disposable
income, as real labour income was virtually unchanged
in the quarter. Qverall, there was no growth in
employment: a modest increase in the services sector,
led by sharp gains in the irade sector in Ontario, offset
a decline in the goods-producing industries.
Employment remained anemic in manufacturing,
especially in Ontario.

Total real personal expenditures on goods and
services posted two quarters of solid growth, 1.1 per
cent in the first quarter of 1985 and 1.5 per cent in the
final quarter of last year. A slowdown in personal
spending in the third quarter of 1984 (-0.1 per cent)
was partly attributable to outlays on durable goods,
particularly passenger cars, and some semi-durables.
The upturn in personal spending in the fourth quarter
of 1984 and the first quarter of this year coincided with
increases in personal disposable income of 2.9 and 3.2

per cent, after a lacklustre third quarter (+0.3 per
cent). A 1.5 per cent increase in labour income in the
first quarter of 1985 was modest given that the
personal expenditure price deflator posted a 1.3 per
cent advance. A decline in income taxes, however,
outweighed the weak increase in income before taxes.
Sustained employment growth in the trade sector, up
by 59,000 from December to May according to the
labour force survey (LFS), indicates a continuation of
the recovery of personal expenditure in the near term.

Constant dollar retail sales climbed 1.2 per cent in the
first quarter, following a 1.4 per cent increase in the
fourth quarter. Most of the first-quarter rise occurred
in March (+2.6 per cent), as sales in February were
only 0.2 per cent higher than the average for the
fourth quarter. Almost half of the March increase was
attributable to semi-durable goods, as the clothing
(+6.0 per cent), footwear (+5.9 per cent), home
furnishings (+ 4.8 per cent) and hardware (+5.2 per
cent) components combined for a 5.6 per cent gain. A
second source of growth in March was durable goods,
which accelerated after marginal increases in January
and February. Despite steady growth in auto sales in
the first quarter, outlays on durable goods slowed from
4.3 per cent in the fourth quarter to 2.1 per cent in the
first, as consumer loan rates rose. Sales of non-
durable goods were up only marginally in the first
quarter (0.3 per cent).

Table 2

Real Personal Expenditures
Percentage Change from the Preceding Quarter

1984 1985
Third Fourth First
quarter quarter quarter

Total, goods and services -0.1 1.5 1.1
Total, services 0.7 1.6 0.3
Total, goods -0.6 14 Inid}
Durable goods (Retail Sales) 0.2 4.3 )
Motor vehicles -1.6 S 6.1
Other durables 0.3 2.8 1.6
Semi-durable goods -0.7 1.4 0.7
Clothing 0.8 1.6 1.5
Footwear -27 1.3 1.3
Non-durable goods 1.9 - 1.7 0.3
Food 2.0 -3.1 0.4
Gasoline 118 11453 2.1



The coincident indicators of the housing market
in the first quarter of 1985 were mixed. There was a
sharp increase in residential investment, up 5.1 per
cent after a sluggish fourth quarter (-0.7 per cent). At
the same time, the residential index of RDP was weak
through the first quarter of 1985 (January, -0.2 per
cent; February, +1.5 per cent; March, -4.3 per cent).
Weak starts tn late 1984 (101,000 units at annual
rates in urban areas in December) and a lacklustre
first quarter were responsible for the decline in new
housing activity. Although housing starts remained
at low levels, they posted advances throughout the
quarter (January: +10.8 per cent: February: +2.0 per
cent; March: + 3.5 per cent). The quarterly growth in
residential investment was attributable to increases
in only two components: renovations expenditures
(+8.5 per cent), which benefitted from the stimulative
effect of applications just before the expiry of the
Canada Oil Substitution Program (terminated on
March 31, 1985), and real estate commissions (+32.6
per cent). The latter increase reflects an upward trend
in housing sales that began in September 1984. Sales
through the Multiple Listing Service (MLS) continued
to rise in the first quarter of 1985, posting a 19.3 per
cent gain for Canada as a whole. This upturn occurred
in all regions: the Atlantic provinces (+7.6 per cent),
Quebec (+35 per cent), Ontario (+23 per cent), the
Prairies (+ 13.6 per cent) and British Columbia ( + 8.2
per cent).

Figure 3
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The leading indicators of investment pointed to a
halt in the deterioration of the new housing sector.
The leading indicator of residential construction
intentions (as measured by building permits) levelled-
off in January (+0.1 per cent) and February (+ 0.5 per
cent), after four successive months of decline. The
consumer confidence index produced by the Con-
ference Board indicated a similar trend, remaining at
103.4 in the first quarter after falling since the third
quarter of 1983. The composite leading indicator
(mortgage loan approvals, housing starts and building
permits) of residential construction was up for the
third straight month, with gains of 1.2 per cent in
January, 1.7 per cent in February and 1.7 per cent in
March.

The single-family housing market as a whole
weakened in the first quarter of 1985. Housing starts,
which stood at only 65.000 units at annual rates in
urban areas in January, fell to 62,000 units in
February and to 61,000 in March. After declining
between August 1984 and January 1985, mortgage
rates rebounded in February (one year: 11.25 per cent)
and March (one year: 11.75 per cent). A further
restraint on single-family construction intentions in
Quebec was the termination of the "Corvée-Habi-
tation" program on December 31, 1984 Intentions in
urban areas in Quebec declined 30.0 per cent in
January and a further 10 per cent in March.

Figure 4
Sales of Existing Houses
Filtered
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The downturn in the multiple housing market,
which began in 1984, persisted into the first quarter of
1985. Investment in this sector decreased from $196.0
million in the fourth quarter to $189.2 million in the
first quarter. There were sharp regional disparities in
multiple housing starts. Ontario contributed little to
activity, with 9,400 units in January, 3,600 in
February and 19,500 in March. Quebec, on the other
hand, maintained its upward trend despite the
termination of the "Corvée-Habitation" program in
December 1984. The high levels of starts in this
province in the first quarter may be due to delayed
reporting of joint ownership housing units on which
work began in December of last vear The outlook for
the multiple unit sector improved considerably in
April, as starts jumped 30 per cent from March to
73,000 units, a level not recorded since 1983. The
Ontario market, with 28,500 starts in April, seems to
be responding to the low vacancy rates in apartment
buildings with six or more units.

Figure 5
Res. Const. Leading Indicator
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Effective base rates in major wage settlements fell
back to 3.2 per cent in the first quarter of 1985 from a
fourth quarter upswing to 4.4 per cent. This signals
little change from the modest wage increases recorded
in 1984. The fourth quarter upturn was partly due to a
shift in the composition of industries reaching settle-
ments, from the commercial to the non-commercial
sector where wage increases are generally higher. The
increase recorded in the first quarter about the same
size as in the third quarter, and was similarly oriented
to the commercial sector. On the whole, the first
quarter was a period of moderate bargaining activity;
70,000 of the 173,000 who reached settlements were in
transportation, communications and other utilities.
The low rates negotiated in these industries (2.4 per
cent) and in construction (-1.7 per cent) reflects the
continuing weakness in these sectors during the 1983-
84 recovery. The only other groups involved in sub-
stantial bargaining activity, manufacturing (+ 4.5 per
cent) and community, business and personal services
(3.7 per cent) registered increases slightly above the
1984 average. The average increases recorded in the
primary, trade, and finance, insurance and real estate
industries were virtually unchanged from the small
increases posted in the fourth quarter.

Figure 7
Major Wage Settlements
Effective increases
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According to the regional breakdown of LFS data,
only Ontario experienced steady growth in employ-
ment over the past year. All other major regions
passed through a period of slowing employment, which
persisted into April and May in the Atlantic provinces
and Western Canada. Filtered employment in Quebec
and Ontario accelerated in the same months. The
largest contributions to the May upturn were in the
community, business and personal services in both
Quebec and Ontario and in trade in Ontario. These
increases in employment will have a modest impact on
labour income because of the prevalence of part-time
work and lower wage rates in these industries. The
growth of nominal labour income in the first quarter
was close to the national average (1.5 per cent) in all
regions except British Columbia, where it posted a
smaller increase (0.5 per cent). In the first quarter,
negotiated wage settlements showed the largest
increases in Quebec (4.6 per cent) and Ontario (4.5 per
cent), and the lowest in Alberta (1.2 per cent) and
British Columbia (2.3 per cent). The strong recovery
of employment in trade in Ontario since December
reflects an upswing in nominal retail sales in the first
quarter, especially in March (+ 4.7 per cent), that was
twice as large as in other parts of the country. Inother
regions, retail sales in current dollars were about 4 per
cent higher than the December levels.

After posting moderate growth in the fourth quarter
(+0.7 per cent), employment remained practically
unchanged in the first quarter of 1985, as a decline in
the goods-producing industries excluding agriculture

(-1.1 per cent) offset a modest increase in the service
industries (+0.3 per cent). Employment growth had
gained some momentum in the second half of 1984, led
by the service industries, especially trade and commu-
nity, business and personal services, which continued
to improve up to May 1985. At the same time, growth
in the goods industries began slowing, especially in
the manufacturing sector. This weakness was accen-
tuated in the first quarter and persisted into April: an
increase in May, however, returned employment in
the goods industries to its December level. Up to
April, the majority (70 per cent) of newly created jobs
were part time, but a gain of 48,000 full-time jobs in
May balanced the increases in full-time ( + 82,000) and
part-time ( + 85,000) employment since December.

A levelling-off of the unemployment rate at 11.1 per
cent in the first quarter, and an increase in the
percentage of long-term unemployment (14 weeks or
more) to 47 per cent of total unemployment in May,
coincided with the weakening of labour demand since
the autumn, particularly in goods-producing indus-
tries. Through most of the current recovery, long-term
unemployment has remained well above pre-recession
levels, reflecting the permanence of closures in goods
industries. After 29 months of recovery, only 46 per
cent of the jobs lost in this sector during the recession
have been regained. The upturn of employment in
services has been robust, reaching a level in May 6.5
per cent higher than its previous peak in 1981,
However, the increase in demand seems to have been
met more by new entrants to the labour force than by a

Table 3
Filtered Employment by Industry (in thousands)
January December Percent May First

Industry 1983 1984 Change! 1985 Difference?
Paid Workers 9300 9809 +55 9956 + 147
Primary (excluding

agriculture) 273 296 + 84 287 LA )
Manufacturing 1 842 1992 + 8.1 1993 + 1
Construction 557 582 + 45 590 + 8
Transportation, communications

and utilities 880 859 - 24 875 + 16
Finance, insurance, and

real estate 584 631 + 8.0 624 4
Trade 1807 1972 + 9.1 2031 + 59
Community, business and

personal services 3330 3 560 +69 3641 + 81
Public administration 782 787 + 0.6 782 .+ 5

I Percentchange from January 1983 to December 1984.

2 Firstdifference in level from December 1984 to May 1985,
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reduction in the number of unemployed. This notion is
supported by the fact that despite the steady growth of
the labour force, the percentage of new entrants in the

ranks of the unemployed has been falling since early
1984, while the proportion of the unemployed who
were previously-employed rose to about 70 per cent in

May.

Table 4
Unemployment Ratios
1976 1980 1984 May
average average average 1985

Ratio of Long-Term

Unemployment to Total

Unemployment 0.34 0.34 0.47 0.47
Ratio of Re-entrants

and of New Entrants to

Unemployment 0.30 0.31 0.27 0.27

Standardizing unemployment rates for changes in
participation rates provides another perspective on
labour demand after the 1981-1982 recession. The
overall unemployment rate derived by holding partici-
pation rates at their December 1982 values is 8.6 per
cent in May, compared with the published rate of 10.5
per cent, and close to the average official rates for 1980
(7.5 per cent) and 1981 (7.5 per cent). The improve-
ment among the major age-sex groups was quite
uneven, however, reflecting the uneven nature of
employment gains during the recovery. For example,
among workers aged 25 and over, the standardized
female unemployment rate dropped by about 60 per
cent, from a peak of 10.5 per cent to 4.4 per cent in
May, while the male rate (9.0 per cent in May)

Table 5
Standardized Unemp
Compared to Official Une

declined slowly from its high of 10.3 per cent in
December 1982. In the 15-t0-24 age group, the decline
in male and female unemployment rates was similar
(about 37 per cent - see Table 5). Youth unemploy-
ment rates, excluding changes in participation rates
and population changes, show little change from the
1982 peaks, however, indicating that the decline in
the official unemployment rates in these groups is
largely due to a decrease in the population of young
people. Generally, standardizing unemployment rates
for changes in participation rates reveals a much
more substantial improvement for women than men,
reflecting the strong recovery of part-time employ-
ment in the services-producing industries.

loyment Rates
mployment Rates!

January 1983 May 1985

Standardized Official Standardized Official
Rate Rate Rate Rate
Total Unemployment Rate 1247 12.4 8.6 10.5
Male, Aged 15 to 24 230 23.1 15.1 .0
Aged 25 and over 10.2 94 9.0 8.2
Female, Aged 15to 24 17.6 17.5 11.9 14.6
Aged 25 and over 9.8 10.1 4.4 9.5

1 Standardized using December 1982 participation rates.
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Investment

Business outlays for plant and equipment rose 1.5 per
cent in the first quarter; after allowing for price
increases, this represents virtually no change from the
fourth quarter of 1984. Real investment has essentially
flattened-out in the past four quarters. The inertia of
investment over the past year has been equally evident
in both non-residential construction and machinery
and equipment. Total investment demand remains
about 20 per cent below its pre-recession levels in 1981.
The share of real GNP devoted to business investment
in plant and equipment has declined from 16.8 per cent
in 1981 to 12.6 per cent in the first quarter of 1985, the
lowest level since 1972. Government fixed capital
formation has remained essentially stable over this
period at slightly below 3 per cent of GNP.

The flattening-out of business investment in the past
four quarters (-0.1 per cent) occurred against a
backdrop of sluggish profit growth, slowing final
demand, and relatively low capacity utilization (76.0
per cent in manufacturing in the first quarter).
Corporate profits before taxes of $41.8 billion (at
annual rates) in the first quarter of 1985 stood 7.5 per
cent above the level of a year ago, after a 37 per cent
gain in the previous year. As a proportion of nominal
GNP, corporate profits remained stable in the past
four quarters at 9.5 per cent. While the growth of
profits before taxes has slowed, undistributed profits
have declined about 4 per cent in the past year to a
level of $14.6 billion (at annual rates). The
coincidence of a small gain in profits before taxes with
a small drop in retained earnings reflects a sharp
increase in dividends paid to shareholders (up almost
$4 billion in the past year), which outweighed a drop
in corporate income tax liabilities.

The restructuring of corporate balance sheets con-
tinued to take precedence over capital expansion plans
in the first quarter of 1985. While fixed investment
was unchanged in the quarter, data from the financial
flow accounts reveals that firms took advantage of
favorable stock market conditions to issue $2,226
million in new equity, while at the same time raising a
net $913 million through new bond issues. In all of
1984, non-financial private corporations raised $8,796
million in equity and $1,533 in bond issues.

The leading indicators of business investment in
plant and equipment continued to move sluggishly
with the inclusion of data for March and April. The

value of non-residential building permits rose 1.3 per
cent in non-filtered terms in March, leaving the first
quarter average down 7.0 per cent from the fourth
quarter of 1984. In filtered terms, non-residential
building permits have decelerated steadily from
growth of 2.5 per cent in April 1984 to no change with
the inclusion of data for April 1985. Filtered contract
awards, which provide coverage of the engineering
component of non-residential construction, rose 0.9 per
cent with the inclusion of data for April, after a 0.6 per
cent increase last month. This was the twenty-first
consecutive monthly increase, as contract awards
have risen from a level of $790 million to $1,292
million during this period (the pre-recession peak in
August 1981 was $1,500 million). The most recent
monthly gains of less than one per cent, however, are
the slowest increases since the recovery began. The
growth of contract awards was 3.2 per cent as recently
as November 1984, and attained a peak growth rate of
S per cent late in 1983.

The impression of continued sluggishness in business
investment given by the recent behaviour of the
coincident and leading indicators is broadly consistent
with the 1985 forecast results of the survey of Public
and Private Investment intentions (PPI). The PPI
forecast, based on a survey of firms taken around the
turn of the year, called for an 8.2 per cent increase in
nominal business investment in 1985 The first
quarter increase in nominal business investment
raised investment about 2.5 per cent above its 1984
average; if growth continued at this pace for the rest of
the year, nominal business investment would post a
4.7 per cent increase in 1985. The first quarter
increase in nominal investment represented price
increases, as the implicit price index for business
investment in plant and equipment rose 1.4 per cent in
the first quarter. This increase in prices was the
largest since mid-1982, and largely originatedina 1.9
per cent rise in the machinery and equipment
component (especially imports).

The April survey of investment plans of 278 large
firms by the Department of Regional Industrial
Expansion (DRIE) was released in mid-June. This
survey called for a 13 per cent increase in capital
outlays for 1985 by these firms, up from the 6 per cent
gain in the initial survey conducted in October 1984.
(By comparison, the PPI survey was conducted at the
turn of the year.) Big companies plan to spend $26.6
billion in 1985, which is equivalent to about half of all
business investment in Canada. The strongest
increases were forecast by the DRIE survey in the
manufacturing (+33.6 per cent) and in the oil and gas



(+18.9 per cent) industries. Both the PPI and the
Department of Regional Industrial Expansion survey
were taken before the federal budget was presented in
May, and before the Western Accord on energy policy
was signed. The mid-year PPI survey will be
conducted after the federal budget and the results are
to be published in late July.
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Prices

The implicit price index for GNP rose 1.5 per cent in the
first quarter, following a cumulative increase of 0.5 per
cent in the last two quarters of 1984. Much of this
upturn, however, reflected weight shifts within exports
towards relatively high-priced goods, rather than pure
price changes. The moderate underlying trend of prices
was evident in a subsiding of the rate of increase of the
CPI in April and May and of the [SPI in April. This
moderate trend was encouraged by a flattening-out of
petroleum prices, which are now tied to world oil prices,
and by a continued slow rate of increase for wages and
profits in 1985.

Following an average monthly increase of 0.4 per cent
in the first three months of 1985, the unadjusted
Consumer Price Index rose by 0.4 per cent in April
and by 0.2 per cent in May. Most of the increase in the
first quarter originated in food (+ 1.9 per cent) and
energy (+ 3.1 per cent) prices. These increases abated
in April and May, as energy prices stabilized and as
food prices slowed to an average monthly increase of
0.3 per cent. The largest contribution to the 0.2 per
cent increase in the CPI in May originated in the
tobacco and alcohol component (+ 2.7 per cent), largely
as a result of tax increases by several provincial
governments.

The continued slow growth in May for prices of goods
excluding food and energy was most evident within
the durable and semi-durable goods components.
Prices of semi-durable goods were stable over the last
two months, while prices of durables rose 0.1 per cent
in this period. This moderation reflects widespread
price cuts for household appliances (-0.5 per cent in
May) and automobiles (-0.2 per cent) within durables,
following the large build-up of retail inventories in the
first quarter, and stable prices for clothing and semi-
durable household furnishings. Prices of services
continued to rise relative to goods in May, (up 0.5 per
cent compared to 0.1 per cent for goods).

The seasonally adjusted Industry Selling Price
Index slowed to virtually no change in April, after a
cumulative increase of 0.8 per cent in the first three
months of the year. Excluding petroleum products,
which moved towards world price levels following
changes in federal energy pricing policy, the ISPI has
risen by an average of 0.2 per cent a month from
January to April. Restraint in prices has been most
evident in non-durable manufacturing industries,

which have been essentially unchanged since
January. Declining prices for grain and meat products
have slowed prices for the food and beverage industry,
while manufactured clothing and related articles have
mirrorred the restraint evident in retail clothing
prices.

Prices of durable goods have risen 1.5 per cent since
January, despite lower production of durable goods
relative to non-durables in the first quarter. The
increase in durable prices was not diffuse, however, as
a slowdown for wood, motor vehicles, and furniture
and fixtures was more than offset by an upturn within
primary metals. The increase in primary metals
partly reflects the recorded increase in the Canadian
dollar price of commodities priced in U.S. dollars in
international markets (the Canadian dollar fell 3.3
per cent relative to its U.S. counterpart in the first
four months of the year).

With export prices rising faster than import prices, the
Paasche index of the terms of trade for Canada
improved from 98.3 in the fourth quarter to 100.8 in
the first quarter. The index of the terms of trade on a
Laspeyres basis has declined from 93.6 to 92.5, the
third straight drop. (The Paasche index reflects the
effect of shifts in the composition of sales, while the
Laspeyres index holds their relative importance at
1971 levels).

A 2.9 per cent increase in the Paasche index of export
prices in the first quarter largely reflects the impact
of weight shifts in the types of goods sold abroad,
rather than actual price changes. For example, the
fixed-weighted Laspeyres index for export prices
dropped by 0.6 per cent in the quarter, after declines of
2.4 per cent over the previous two quarters, Most of
the price weakness in the Laspeyres index reflected
declining prices for food (-0.7 per cent) and metal and
forest products, such as nickel (-1.0 per cent), precious
metals (-10.7 per cent), and wood pulp (-8.4 per cent).
National Energy Board guidelines permitting a more
flexible pricing regime for natural gas exports by
Canada were followed by a 7.5 per cent price cut for
natural gas exports in the first quarter. The increase
in the current-weighted Paasche index was the result
of an increase in the relative importance of high-
priced energy goods, such as crude petroleum, natural
gas, coal, and electricity. The average price level
(1971=100) for these four components of energy
exports was 953.0 in the first quarter, compared to
315.8 for all merchandise exports. The volume of
American demand for all these goods increased in the
first quarter. The Commerce Department in the
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linited States reported in the May 1985 issue of the
Survey of Current Business that energy demand rose
in the first quarter due to unseasonably cold weather
in many areas of the United States.

Import prices for goods rose 0.3 per cent in the
quarter, as price declines for imported foodstuffs and
fabricated materials partly offset price increases of 1.4
per cent for end products. The price increase in end
products was particularly marked for imported ma-
chinery and equipment (where most components rose
between 2.6 per cent and 6.9 per cent).

The weakness of commodity prices, which contrib-
uted to the first quarter drop in the Laspeyres index of

export prices, continued into the second quarter. The
futures price index of commodity prices compiled by
the Commodity Research Bureau (CRB) declined more
rap:dly in April and May (from 243 to 230) than in the
first quarter (when it eased from 250 to 243). The drop
in the last two months has been evident in foodstuffs
and raw industrial materials. The metals index was
pulled down by weak prices for zinc and aluminum,
both of which subsequently touched seven-month lows
in early June. Table 6 below presents the movement
in the CRB Spot market index along with some of the
corresponding components of prices received for
Canadian exports (FT 1/6, CRB Commodity Index
Report 29/5).

Table 6
Select Components of the CRB
Spot Index and Canadian Export Prices

CRB Spot Market Index

All Commodities
- Foodstuffs
Raw Industrials
- Metals
- Energy

Canadian Laspeyres Export Prices

Food
- Meat
Wheat

Crude Materials
[ron Ore
Crude Oil
Natural Gas

-1 Gaal

Fabricated Materials
- Lumber
Pulp
Newsprint
- Aluminum
Copper
Nickel
Zinc
Non-ferrous Metals

% Change in April

Monthly Year-over-Year
% Change in May % Change in May
o 0415} - 149
- 1.8 - 164
3.0 13
3.0 - 14.2
00 4wl 173
Monthly Year-over-Year

% Change in April

2 2424
+ 0.9 + 0.3
- a0 + 56
+ 0.3 D

0.0 16.1
- 46 5ed

0.9 6.4
RS 10.7
+ 19 + 155
+ 0.1 13.4
+ 26 + 02
+ 20 + =267
+ 22 LT3
+ 29 051

NOTE: The CRB Index is measured in U.S. dollars, while Canadian export prices are measured in Canadian dollars.
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External Sector

After improving in the fourth quarter of 1984,
Canada's external trade balance eased in the first
quarter. Nominal exports grew less than imports,
which pushed the trade surplus ($5.402 million) to a
lower level than in the fourth quarter, although it
remained higher than in previous years. The value of
exports increased for almost all trading regions in the
first quarter of 1985. Nominal exports to the United
States did not fully reflect the first quarter slowdown of
the U.S. economy, but increased in tandem with an
appreciation of the U S. dollar and increased sales of
North American-built cars. The diffusion indices of
imports for all commodity groups improved throughout
the quarter, with the exception of the food groups.

The trend-cycle for nominal exports turned up in
January (+1.3 per cent) and strengthened with the
high level of exports in March ($10,374 million). Most
of the first quarter increase was attributable to end
products (+$190 million), especially the motor
vehicle sector (+$264 million), where truck exports
alone contributed $335 million of the gain. Motor
vehicle exports moved higher in January, but fell back
sharply in February (-$204 million), particularly
passenger cars (-$169 million). Non-automotive end
products posted a $92 million drop for the quarter,
much of it occurring in January. In March, however,
10 of the 12 end product groups were up, compared
with six in February. An increase in crude materials
(+$411 million) in the quarter was due to iron ore
(+9%$123 million), non-metallic minerals (+$193
million), petroleum (+$90 million), natural gas
(+$97 million) and coal (+$80 million). The value of
exports of fabricated materials rose by $180 million
in the first quarter of 1985. All of this increase took
place in March (+$448 million), when 21 out of 25
commodities were up, compared with 10 in January
and 11 in February. For the quarter, the largest
increases were in newsprint (+ $132 million), partly
because of the strength of the U.S. dollar, organic
chemicals (+$88 million), precious metals (+$117
millien), and aluminum (+ $70 million). These gains
were partially offset by declines in exports of wood
pulp (-$182 million) and petroleum and coal products
(-$100 million), most of which occurred in January.

Exports to the United States climbed by 3.4 per cent in
value in the first quarter, despite the slow growth
(+0.3 per cent) of U.S. GNP during that period. Motor
vehicle production in the United States posted a
quarterly advance of 9.2 per cent while sales of North
American-built cars increased 10 per cent. Motor
vehicle inventories remained at high levels during the
quarter, averaging 1.5 million units at annual rates.
At the same time as exports to the United States were
increasing, however, U.S. inventories rose by $19 6
billion (U.S)) in the first quarter compared with the
fourth quarter of 1984. The terms of trade for the U.S.
jumped 5.8 per cent from the preceding quarter,
spurring the rise in imports as their relative price
declined.

The trend-cycle for merchandise impeorts rose sharply
in January (+2.7 per cent), but slowed in the
following two months. The value of imports stood at
$24,265 million in the first quarter, the highest level
in several years. End products (+ $1,007 million)
were responsible for the quarterly increase in total
imports, led by gains in motor vehicles (+$1,045
million) and aircraft (+$95 million), most of which
occurred early in the quarter. Imports of non-
automotive products directly related to household
consumption remained lower in this quarter than in
the previous quarter, despite a large increase in March
(+5.7 per cent). Imports of non-automotive industrial
goods were up. Fabricated materials were little
changed in the quarter, despite a large gain in March.
Precious metals rose $172 million while petroleum
and coal products fell $116 million. The number of
commaedities posting gains within fabricated materials
climbed from five out of 15 in January to 10 of 15 in
March. I[mports of crude materials contracted by
$150 million over the quarter, but as in the case of
fabricated materials there was a substantial upturn in
March (+$123 million). Most of the increase for the
month was attributable to imports of crude petroleum
(+$65 million) and crude ores (+$30 million). As
with fabricated materials, the diffusion index for
crude materials improved between January and
March, rising from three to seven out of nine
commodities. The diffusion index for total imports
climbed from 25 to 38 out of 60 over the same period.
This improvement in the number of import
commodities recording increases is consistent with
moderate growth in the Canadian economy.
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Financial Markets*

Demand for funds on conventional credit markets by
the non-financial domestic sectors of the economy
reached $21.3 billion in the first quarter, consistent
with the moderate growth of the economy. These funds
are equivalent to 20.3 per cent of GNP, compared with
16.7 per cent in the first quarter of 1984. Borrowing by
governments remained the largest portion (39 per cent)
of the demand for funds, while short-term borrowing
and new equity issues by corporations showed the
largest quarterly movement.

Most of the first quarter increase in fund-raising was
attributable to non-financial private corporations,
which borrowed $7.5 billion. This represents a 50 per
cent increase from the quarterly average in 1984, and
is much higher than the level for 1983 as a whole.
Record-high  stock market prices stimulated a
substantial $2.2 billion of new share issues. Long-
term borrowing by non-financial private corporations
increased by $1 billion, while short-term paper
recovered by $1.6 billion after posting a similar
deeline in the fourth quarter of 1984. Part of the
increase in short-term financial instruments is
attributable to a build-up of inventories in the quarter.

* The analysis in this sector is based on data that has not been
seasonally adjusted.

The general government sector remained the largest
borrower in financial markets, as has been the case
since the second quarter of 1982, The federal
government’s financing requirement rose to over $10
billion, of which $7.0 billion was raised on
conventional capital markets, mainly from sales of
marketable Canadian dollar bonds ($3.3 billion) and
Treasury bills ($2.7 billion). There were $1.3 billion in
redemptions of Canada Savings Bonds. Borrowings in
foreign currency used to support Canada’s foreign
exchange reserves totalled $2 billion. Provincial
governments raised $800 million on conventional
capital markets, a relatively low level.

Households raised $3.8 billion through conventional
crecit market instruments, down from $4.2 billion a
year-ago. Mortgage borrowings increased strongly
( +$3.0 billion), while consumer credit growth was the
slowest ($520 million) since mid-1983. The relative
weakness of consumer credit reflects the slowdown in
demand for durable goods in the first quarter, and
coincides with increasing interest rates.

Non-financial government enterprises raised $1.7
billion on conventional credit markets, a continuation
of the weak demand for funds by this sector. A
substantial part of the increase in bank borrowing by
this sector was attributable to seasonal factors
associated with the financing of grain sales. The
weakness in borrowing is consistent with the low fixed
capital formation in this sector, particularly by
provincial utilities.
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International Economies

The OECD secretariat in its Mid-Year Economic
Outlook called on member nations to respond to any
significant cut in the budget deficit of the United States
with reflationary measures to maintain growth in the
OECD region. The OECD suggests that such measures
include both action to reduce interest rates if the U.S.
dollar declines in value and more direct measures such
as tax cuts to boost demand. The mid-year review
forecasts that economic growth in the OECD region will
continue through 1986, but at a slower pace than in
1984. There also will be a convergence of growth by
region, according to the forecast.

The OECD secretariat estimates that the stimulus to
demand provided by rapid growth of United States
imports served to raise output in Europe by half per
cent and in Japan by one per cent in 1983 and 1984,
and by three quarter per cent in 1985. It says that a
substantial cut in the federal budget deficit of the
United States is essential to prevent the current
imbalances in the world economy from reaching
"unmanageable proportions”, but also said that
corrective  action required co-ordination by
governments. [n particular, it called on nations where
inflation and budget deficits are low, such as West
Germany, to consider appropriately-designed tax cuts
to both improve supply and support demand. At the
same time, the OECD encouraged Japan to continue
its efforts to boost imports and liberalize its financial
markets.

The OECD forecasts some convergence of growth rates
between North America, Japan, and Europe (see Table
7). Last year, domestic demand grew nearly 9 per cent
in the United States, 4 per cent in Japan, and 1.75 per
cent in Europe. In the forecast period up to the end of
1986, domestic demand is expected to rise in the
United States and Japan by between 3 per cent and 5
per cent, with Europe continuing to lag at about 2 per
cent yearly growth. Much of the recent divergence in
growth rates reflects more buoyant business
investment in the United States and Japan,

The OECD expressed some concern about the recent
performance of the European economies. It says that
Europe’s recent gain in productivity "is linked rather

to stagnant employment than to higher output"
despite the unexpected boost to exports received from
the strength of American demand. It notes that
investment in Europe has been channelled more to
rationalisation of production than to expanding
capacity, which it says is consistent with the
persistence of high unemployment in Europe. The
OECD also said that Europe has steadily improved its
trade balance in food, raw materials, and low
technology manufactured goods. Europe has faltered
in trade in medium and high technology goods. Unless
this trend is arrested, Europe will "become a net
supplier to the rest of the world of food and raw
materials”. By comparison, the Japanese trade
surplus in high technology goods has risen from about
1.5 per cent to 3.5 per cent of GDP in the past decade,
while in the European region of the OECD it has
essentially stagnated with no net contribution to GDP.

The main risks to world growth set out by the OECD
included the performance of the United States
economy, uncertain exchange rate movements, and
the ongoing external debt problems of many
developing nations. In particular, a too rapid decline
in the U.S. dollar could either rekindle inflationary
expectations and lead to an upturn in interest rates, or
lead to a sharp contraction of the U.S. trade deficit as
American producers regained their competitive
position in world markets. In the latter scenario, the
OECD estimates that the effect of a sharp contraction
of U.S. demand for overseas imports could probably
not be offset in the short-run by cuts in interest rates
inside and outside of the United States. This
projection is based on simulations by three major
world linkage models (the Japanese Economic
Planning Agency model, the Federal Reserve System
Multi-country model, and the OECD’s INTER-LINK
model), all of which produced similar qualitative
results. The OECD cautioned, however, that these
estimates are amongst the least robust estimates in
the models. Alternatively, if the United States raised
interest rates to protect the value of the dollar, this
would slow growth in the United States while
exacerbating the problems of debtor countries. The
secretariat concludes that “increasingly careful
consideration” must be given to co-ordinating
economic policies to offset the possible adverse effects
of action in the United States to reduce its budget
deficit (FT 31/5; OECD Economic Outlook, No. 37,
May 1985).
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Projections of Economic
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The expansion of the Japanese economy picked-up
speed in 1984, driven by export demand and
supplemented by rising business investment, notably
in export-oriented industries. Exports jumped 18.1 per
cent in volume, spearheading an 11.2 per cent gain in
industrial output, and directly accounting for 3.6
percentage points of the 5.8 per cent gain in real GNP
in 1984. A 2.2 percentage point contribution to growth
made by domestic demand largely originated in
business investment (+11.1 per cent), as household
and government demand continued to rise slowly. A
surge in auto production for export and a firming of
consumer demand served to raise industrial output in
Japan by 3 per cent in the month of April, after a flat
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first quarter. This sustained the 12-month rate of
growth at 7.3 per cent in April, the fastest rate of
increase in the major industrial nations, while helping
to reduce the unemployment rate to 2.4 per cent in
April from 2.6 per cent in March and 2.8 per cent in
mid-1984.

Given the importance of exports in the growth of the
Japanese economy, a slowdown in the United States
market could lead to a pronounced deceleration of total
output. In fact, the value of exports declined 7.0 per
cent in the first quarter of 1985, at a time when GNP
in the United States was at a virtual standstill.
Export growth resumed in April (+11.1 per cent), as
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quotas on auto exports to the United States lapsed on
April 1 and as the rapid expansion in trade with China
continues (China is Japan’s second largest trading
partner, after the United States). Nevertheless, it will
be difficult to repeat last year's growth in exports, and
the domestic economy is expected by the Economic
Planning Agency to lend increasing support to growth.

In this regard, consumer demand in Japan currently
appears capable of providing some offset to the effect of
slowing export growth. Japanese workers gained
slightly over 5 per cent in the annual round of wage
talks in the spring;, at a time of consumer price
inflation of about 1.5 per cent, this represents a
strengthening of real incomes. After a sluggish fourth
quarter (-1.9 per cent), retail sales in January jumped
by 4.7 per cent and subsequently maintained this level
in February. Government fiscal policy is unlikely to
be loosened, however, as the federal government has
given priority to reducing the budgetary deficit
(interest payments have become the largest portion of
total spending at 18 per cent). The OECD estimates
that the cyclically adjusted budgetary deficit of the
government sector in Japan will be reduced by the

equivalent of 1.0 per cent of nominal GNP in 1985.
This is the most restrictive movement in the fiscal
policy stance of any of the major OECD nations, and is
equivalent to the stimulus to GNP in the Reagan
budget for the United States in 1982 (Ecst 27/4; FT
12/4; GM 29/5. OECD Main Economic Indicators,
April 1984).

Japanese planners hope to extend the recent rapid
growth in the electronic goods, automotive, and office
machinery and data processing industries into the
areas of microelectronics, robotics, and biotechnology.
Japan has raised spending on research and
development four-fold in the past decade to about $25
billion (U.S.), or about 2.4 per cent of GNP, as part ofa
change in industrial strategy from energy-intensive
'smokestack industries’ (such as steel, aluminum, and
petrochemicals) to high value-added areas such as
consumer electronics, autos, semiconducters, and
computers. The importance of electronic, machinery,
and automotive goods is evident in the distribution of
Japanese exports to Europe and the United States (see
Table 8).

Table 8
Share Distribution of Japanese Exports
tothe EEC and the United States in 1984

Electronic Goods
Motor Vehicles

Office Machinery
& Data Processing

Agricultural &
Industrial Machinery

Total of the Above

SOURCE: European Economic Commission (EEC).

The increased emphasis on exports of electrical goods
was evident in trade with Canada in 1984, Japanese
exports to Canada of electrical goods rose 23.6 per cent
in the year to $1,180 million, compared to imports of
these goods from Canada of only $58 2 million. The
bulk of these goods exported by Japan were in the area
of consumer electronics, notably video-cassette
recorders and televisions.

LS HEC
1948 298
32.3 1%°9
9.4 16.0
8.2 7.8
69T 7.5

The rapid growth of the volume of export demand in
1984 led to an 11.1 per cent expansion of real business
investment in 1984. This gain was led by the
electronic companies (which boosted capital outlays
about 80 per cent during the four quarters of 1984),
machinery companies (+ 60 per cent), and auto firms
(+ 25 per cent). Total investment was restrained by
one per cent growth in public utilities, which account
for about 30 per cent of total investment outlays.
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Consumer and government demand lagged the growth
of exports and business investment in 1984, rising 2.7
per cent and 1.5 per cent respectively in volume, while
residential construction declined by 0.8 per cent. The
government emphasized containing the federal deficit
by spending restraint, while consumer demand was
moderated by real wage gains of about 3 per cent in
1984 and continued high personal savings (near 18 per
cent of disposable incomes). The restraint in wage
demands (slightly under 5 per cent in the 1984 wage
round), together with a 10 per cent gain in output-per-
person-employed, served to lower unit labour costs in
manufacturing by almost 5 per cent in 1984. Producer
prices were essentially stable (0.1 per cent) in the 12-
month period ending in February 1985.

Japan remained the largest exporter of capital in the
world in 1984, reflecting weak domestic demand for
funds and a record current account surplus of $34
billion. Total net capital outflows rose about 70 per
cent to $32 6 billion (U_S.) in 1984, with net exports of
long-term capital jumping 180 per cent to a level of
$49.8 billion. Most of this outflow went to the United
States, attracted by high interest rates, while the
Japanese government relaxed restrictions on overseas
investment. Savings remained plentiful in Japan, as
the total government sector deficit fell to 2 per cent of
GNP in 1984, while the personal savings rate
remained near 18 per cent and corporate demand for
funds was low.

The Washington-based Japan FEconomic Institute
reported that Japanese direct investment in the
United States manufacturing sector stood at $1.7
billion at the end of 1983 and that a record number of
firms invested in 1984 (dollar figures on investment in
1984 are not yet available). The largest investments
were in motor vehicle operations, where protectionist
pressures were the strongest. Investments were made
by Honda in Ohio, by Nissan in Tennessee, and a joint
venture by Toyota and General Motors in California,
A study by the U.S. Commerce Department projects
that sales of Japanese cars assembled in the United
States will rise from 133,000 in 1984 to 775,000 in
1988; total car sales during this period are projected to
rise from 10.4 million to 11.2 million, with import pen-
etration increasing from 23.5 per cent to 36 per cent,

The governments of Japan and the United States
announced policy moves towards reducing trade
barriers between the two nations. Trade negotiations
have intensified as the Japanese surplus on trade with
the United States rose to $33.8 billion (U.S.) in 1984:
this accounted for most of the $34 billion current
account surplus of Japan, and the largest portion of
the $101.7 billion current account deficit posted by the
United States in 1984.

Following the recommendation of a Cabinet Council
on Commerce and Trade, President Reagan announced
that he would not ask Japan to renew its quotas on
motor vehicle exports to the United States beyond
March 31, 1985. Japan later announced that auto
exports will rise 25 per cent from 1.85 million units to
2.3 million this year. The federal International Trade
Commission estimated that during the four years of
voluntary quotas, consumers in the United States paid
$15.7 billion in higher prices (mostly for Japanese
cars), and that quotas preserved 44,000 jobs in the
auto industry. The Canadian government continued
to negotiate a renewal of quotas with Japan, but let
the current quota agreement lapse for the moment,
pending the maintenance of orderly market
conditions.

Following the unanimous passage of a non-binding
resolution by the U.S. Senate on March 30 urging
retaliatory measures unless easier access was pro-
vided to imports in the Japanese market, Prime
Minister Nakasone of Japan announced a number of
concessions on trade barriers. In a nationally-televised
speech on April 9, he urged his countrymen "to be
willingly receptive toward foreign products for the
purpose of enriching your livelihood". To head off the
threat of rising protectionism abroad, notably in the
United States, he announced measures to reduce non-
tariff trade barriers in the areas of medical and
computer equipment, satellites, and telecommunica-
tions equipment, as well as lower tariffs on plywood
products by 1988 Nominal imports by .Japan have
slowed markedlv over the last three quarters, from 1.9
per cent growth in the third quarter of 1984 to
consecutive declines of 7.2 per cent and 3.3 per cent.
After recovering 8.4 per cent in April, preliminary
data for the first three weeks of May point to a sharp
drop in tmports by Japan. White House Chief of Staff
Donald Regan said that "we are satisfied that real
progress is being made"”, although he expected no
effect on the trade balance between the two nations in
1985 (FT 10/4, 29/5, 1/6. BW 4/3, 6/5; Ecst 13/4).

The Swedish economy has posted one of the
strongest recoveries in Europe following the 1981-
1982 recession. Sparked by a 16 per cent devaluation
of the krona in 1982, exports rose almost 35 per cent
between the third quarter of 1982 and the first quarter
of 1985. Rising export demand, augmented by business
investment, led a 22 per cent gain in industrial output
since 1982 (comparable to the 20 per cent rise in North
America and Japan). Inflation of near 8 per cent
remained stubbornly above the OECD average of 5 per
cent early in 1985. A series of public sector strikes and
lockouts coupled with a surge of import demand led to
a substantial drain on the balance of payments early
in the second quarter of 1985. To deter this outflow,
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and to slow the inflationary growth of demand, the
central bank of Sweden announced a sharp tightening
of monetary policy late in May.

An 18-day strike during May by 70,000 members of
the civil service served to severe airline, railway and
foreign trade links in the Swedish economy. The
strike had its origins in last year’s wage round, when
public sector unions reserved the right to renegotiate
wage rates if private sector wages rose relatively
faster. With profits up strongly on the crest of export
demand in 1984, average industrial wages increased
10.9 per cent. Public sector unions representing
265,000 workers demanded a 3.1 per cent lump sum
payment to catch-up to this increase in industry. The
government resisted the demand, citing an increase in
labour costs as a threat to its goal of three per cent
inflation for 1985. The strike was settled on May 20
when the government agreed to a pay raise of two per
cent retroactive to December 1984 for all 550,000
employees in the public sector.

The Riksbank, the central bank of Sweden, announced
a sharp tightening of monetary policy on May 14 in an
effort to stem an outflow of capital. The discount rate
at the Riksbank was raised from 9.5 per cent to 11.5
per cent, and the penalty rate for bank borrowing from
the Riksbank rose from 13.5 per cent to 16 per cent.
These measures, along with the abolition of central
bank guidelines governing interest rates, pushed the
prime lending rate at Swedish banks to 17.5 per cent,
the highest level in Europe. These measures were
taken specifically to arrest the outflow of funds from
Sweden, which totalled SKr 10 billion (krona) between
January 1 and May 9 this year, including SKr 2.5
billion in the week May 2-May 9. In the week follow-
ing the introduction of these measures, the outflow
slowed to SKr 1.6 billion, and a net inflow of SKr 418
million was recorded in the subsequent week. The
government also announced tighter controls on credit
cards, more onerous car loan repayment terms, and
indirect tax increases in an effort to slow consumer
demand. Retail sales rose 3 per cent in the first
quarter, and new car registrations by 13 per cent, to
contribute to a 19 per cent increase in nominal imports
early in 1985. With exports rising only 4 per cent, the
current account deficit deteriorated to SKr 6.1 billion
in the first quarter, compared to a SKr 3.3 billion sur-
plus a year-earlier. The Social Democrat government,
in the midst of preparations for a general election in
September, reaffirmed its plan for an income tax
rebate in June, announced earlier as part of a policy to
encourage pay restraint.

Statistics Sweden (the SCB) said that the decision to
tighten monetary policy in May will push the inflation

rate above the peak annual rate of 8.1 per cent
recorded in March (the OECD average is about 5 per
cent). A government-imposed freeze on prices tempor-
arily slowed inflation to 7.9 per cent in April. The
central bank decision to boost the discount rate by two
percentage points will raise the CPIl by a further one
per cent, disregarding other price developments, accor-
ding to the forecast by the SCB. Subsequently, the
SCB said that the CPI in May rose 8.4 per cent from a
year-ago, and that prices in the first five months of the
year have already outstripped the government's target
for the year as a whole (3.3 per cent versus 3.0 per
cent, respectively) (FT 3-14-15-16-18-21-25/5; Eecst
18/5; OECD Main Economic Indicators, April 1985).

The West German economy expanded at about the
same rate as the European average in 1984, with real
GNP up by 2.6 per cent and 2.2 per cent respectively.
Growth in West Germany was led by export demand,
up 9.0 per cent, and to a lesser extent by stock accumu-
lation equivalent to 0.7 per cent of GNP. Domestic
demand was restrained by sluggish growth in con-
sumer and investment expenditure (of 0.6 per cent and
1.3 per cent respectively). GNP in the first quarter fell
1.0 per cent, partly due to severe winter weather.

The close parallel between growth in the German
economy and the European average in 1984 reflects
the large orientation of German trade to Europe. By
contrast, the rapid export growth of Japan and Canada
in 1984 largely reflected an expansion of American
demand. The value of German exports to the U.S. did
rise 43 per cent in 1984, but this still represented
slightly less than 10 per cent of total German exports.
By comparison, the bulk (48 per cent) of German trade
continues to be with trading partners in the European
Economic Community, as well as with the slow-
growing markets of OPEC, Eastern Europe, and Third
World nations (a total of 19 per cent). As a result,
export demand for Germany is more likely to be
affected by developments in Europe in 1985 than by
the slowdown in the U.S. economy.

The current information on economic trends in the
first quarter of 1985 suggests little change in either
the underlying pace or the sectoral distribution of
aggregate demand. In particular, the current account
surplus in the four months up to April totalled a record
DM 19.1 billion, while industrial output declined 1.4
per cent in the first quarter as domestic demand
sagged. I[ndustrial production has declined in six of
the eight months since last summer’s bout of labour
strife, for a cumulative decline of about 1.5 per cent
between July 1984 and March 1985. Unemployment
and inflation have turned-up slightly from the rates
registered at the end of 1984 (the unemployment rate
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stood at 9.4 per cent in April, up from 9.1 per cent at
year-end, while the year-over-year increase in the CPI
has risen from 2 per cent to 2.7 per cent in April).

Little improvement in domestic demand was apparent
in the first quarter of 1985, following the slow growth
in 1984. Domestic orders for manufactured goods
reflected this weakness, as their volume in January
and February was little changed from both year-
earlier and fourth quarter levels, while business
sentiment declined during January and February.
Lower consumer demand and construction activity
appears to be the main source of this weakness early in
the new year. In particular, retail sales dropped by 5.1
per cent in February, and stood 6 per cent below the
level of a year-earlier. Construction activity in
January and February was curtailed by severe winter
weather, as both residential and non-residential
construction fell nearly 20 per cent in January from
their fourth quarter average.

The first quarter weakness of household demand may
be reversed in the second quarter, partly depending on
the degree to which the slack in January and February
was influenced by record cold weather. At the same
time, April 1 is the effective date for two important
concessions won by nearly seven million workers in
heavy industry in last summer’s labour disputes.
First, these workers will receive a two per cent wage
increase on April 1 (following an initial 3.3 per cent
increase granted last summer). This compares
favorably with the wage increases being negotiated in
this year’s round of talks, (ranging from three per cent
in the chemical industries to virtually zero in building
industries). Second, April 1 also marks the implemen-
tation in German industry of a reduction in the
average workweek from 40 hours to 38.5 hours. While
it is hoped that the compressed workweek will help
reduce unemployment, there is little evidence to date
to suggest that it will be a major stimulus to labour
demand. In particular, three-quarters of industrial
firms surveyed do not plan any change in employment
in 1985. The steadiness of the unemployment rate at
9.4 per cent in April reflects this inertia (FT 5/3, 15/4,
31/5, 11/6; Ecst 18/5).

Other OECD Nations

Dr. Carlo Ciampi, the governor of the Bank of Italy,
urged the government to take prompt action to reduce
its budget deficit and to implement a "more vigorous"
incomes policy. A deteriorating trend in the balance of
payments to date in 1985 reflected the faster growth of
domestic demand in Italy than in its main trading
partners, while consumer price inflation remained at
stubbornly high levels (8.8 per cent in April} after

slowing in 1984. Dr. Ciampi made the comments while
presenting the bank’s annual report, shortly before the
June 9 referendum confirmed a cutback in the scala
mobile (which indexed wages to prices).

Dr. Ciampi defended the central bank’s policy of
keeping the value of the lira at a relatively high level
in the European Monetary System (which is a grid of
exchange rates which sets foreign exchange rate
values for indeterminate periods). He said it was
necessary to help companies to import new technology,
thereby enabling Italy to be more competitive in the
future. A lower value of the lira would make export
prices more competitive and dampen import volumes,
but would also serve to raise the cost of imports. He
said, "in the phase we are traversing, the increase in
the propensity to import is the cost that has had to be
paid to acquire and develop the necessary technologies
and to expand export markets. To abandon this
process in midstream would entail giving up the
benefits in terms of lasting ability to export that were
the justification for incurring the cost" (FT 3-29-32/5,
11/6).

The annual wage negotiations in the Netherlands,
covering most of its three million workers, concluded
with wage increases of about one to two per cent, along
with consideration of a move towards shorter working
hours. The importance of the agreement is that it
brings to fruition the major points of the historic 1982
wage agreement (which called for more decentralised
collective bargaining and wage flexibility to address
the problem of unemployment in Holland, currently at
16 per cent of the labour force), and follows nationwide
strikes in 1983. The government's role in the labour
negotiations was largely one of fostering a climate
favourable to wage moderation, through lower taxes
and social security premiums for example. The
agreement also formally ended the automatic indexing
of wages to price increases (FT 29/5).

OPEC

Following a brief upturn during the winter, prices in
the spot market for crude petroleum have eased in
recent months, prior to the next strategy meeting of
OPEC on July 22. The winter upturn in p:ices
accompanied record cold weather in Europe and North
America, and pushed the price of West Texas
Intermediate crude to over $30 (U.S.) a barrel. Prices
have since eased to between $26 and $27. Sheik
Yamani of Saudi Arabia attributed the recent price
weakness to a resumption of high export levels by the
Soviet Union, an end to the coal strike in Britain, high
non-OPEC production, and low consumption. In its
mid-year forecast, the OECD secretariat forecast that
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the current account deficit of OPEC would continue at
slightly under $10 billion (U.S.), even after allowing
for a major reduction in imports (FTC 3/6: OECD
Economic Outlook No. 37).
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Analytical Note: An Update of the Behaviour of Regulated Prices in the Consumer Price Index

The purposa of this natk is o provids wsers witk a braf
update on the behaviour of regulated prices in the
Consumer Price Index. In the August 1982 issue of
Current Economic Analysis, Statistics Canada
undertook a preliminary attempt to separate out those
components of the CPI where prices were essentially
determined by legislation or approved after review by a
public agency. This paper uses the same division of
CPI between its regulated and non-regulated com-
ponents since June 1982 (and hence does not allow for
the changing scope of government direct involvement in
price-setting in the economy in recent months, such as
the move towards at least partial deregulation in the
energy and transportation industries).

In the original paper on the behaviour of regulated
prices over the period April 1973 to June 1982, the
major analytical finding was that the cyclical
movement of prices in the regulated sector excluding
energy tends to lag that of prices in the non-regulated
sector of the economy, and that the two grew at a
similar rate over the cycle as a whole.

The inflation rate has steadily subsided in both sectors
since June 1982, with non-regulated rates remaining
below regulated rates throughout this period of
declining inflation. There have been no major upturns

in inflation in either index sinca their peaits n 19831-
1982, and consequently the additional data provides
little further evidence on the timing relationships
between regulated and non-regulated prices. Both
sectors exhibited a slight upturn in inflation rates
during this period of disinflation. However, the
upturns were so small that, even though consistent
with the original hypothesis about timing relation-
ships, their significance is questionable.

Although all aggregate rates of inflation have
declined since June 1982, the graphs reveal that a
divergence in the trend of non-regulated and regulated
excluding energy prices has emerged since September
1982. Between April 1973 and September 1982, the
two series grew by 132 per cent, between September
1982 and April 1985, the regulated portion of the
index (excluding energy) rose by 19.4 per cent,
compared to 10.1 per cent in the non-regulated
component, although the two indices have converged
in terms of growth rates in recent months to about 4
per cent at annual rates. The increase in the relative
price of regulated sectors of the economy is partly
explained by increased indirect taxes. It is also
evident from the graphs that the non-regulated CPI
itself has been more restrained after the 1981-82
recession than at any time between 1973 and 1982. As
well, a stabilizing of the relative price of energy is
evident in a convergence of the growth trends of the
total regulated and regulated excluding energy price
series since mid- 1982
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Glossary

Diffusion index:

End point
seasonal
adjustment:

External trade
Balance-of-
payments basis:

Customs basis:

Net exports:

Terms of trade:

Filtered,
filtering:

a diffusion index is a measure,
taken across a group of time series,
that indicates the uniformity of
movement exhibited by the group.
More precisely, for any given
period the diffusion index is equal
to the percentage of series in the
group that are expanding during
that period. The diffusion index
thus indicates the dispersion or
diffuseness of a given change in
the aggregate. Since business
cvcle changes generally affect
many economy processes diffusion
indexes are useful in determining
whether a change is due to cyclical
forces.

this procedure uses the data for the
current period in estimating the
seasonal factor for that period. In
contrast the projected factor
procedure calculates the seasonal
factor for the current period by
extrapolating past data. The end
point procedure therefore allows
changing seasonal patterns to be
recognized sooner than the
projected factor procedure.

data which reflect a number of
adjustments applied to the customs
totals to make them consistent
with the concepts and definitions
used in the system of national
accounts.

totals of detailed merchandise
trade data tabulated directly from
customs documents.

exports less imports.

the ratio of merchandise export
prices to merchandise import
prices. This ratio can be calculated
monthly on a customs basis from
External Trade data, or quarterly
on a balance of payments basis
from GNP data.

in general the term filtering refers
to removing, or filtering out, move-
ments of the data that repeat

Finaldemand:

Final domestic
demand:

Inventories
By stage of
processing:

Labour market
Additional
worker effect:

themselves with roughly the same
frequency. In the context used
here we refer to removing the high
frequency, or irregular move-
ments, so that one can better judge
whether the current movement
represents a change in the trend-
cycle. Unfortunately all such
filtering entails a loss of timeliness
in signalling cyclical changes. We
have attempted to minimize this
loss in timeliness by filtering with
minimum phase shift filters.

final domestic demand plus
exports. [tcan also be computed as
GNP excluding inventory changes.

the sum of personal expenditure on
goods and services, government
current expenditure, and gross
fixed capital formation by
Canadians. Final domestic de-
mand can also be viewed as GNP
plus imports less exports and the
change in inventories; that is, it is
a measure of final demand by
Canadians irrespective of whether
the demand was met by domestic
output, tmports or a change in
inventories.

within a given industry invento-
ries may be classified depending on
whether processing of the goods,
from that industry’s point of view,
is complete, is still underway, or
has not yet begun. Inventories
held at these various stages of
processing are referred to as
finished goods, goods in process,
and raw materials respectively.
Note that in this context the term
raw materials does not necessarily
refer to raw or primary commod-
ities such as wheat, iron ore, etc. It
simply refers to materials that are
inputs to the industry in question.

refers to the hypothesis that as the
unemployment rate rises, the main
income earner in the family unit
may become unemployed, inducing
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Discouraged
worker effect:

Employed:

Employment,
Payrolls and

Hours Survey:

Employment/
Population
Ratio:

Labour force:

related members of the unit who
were previously not participating
in the labour force to seek
employment. This is also referred
to as the ‘secondary worker effect’.

refers to the hypothesis that as the

unemployment rate increases,
some persons actively seeking
employment may become

‘discouraged’ as their job search
period is extended, and drop out of
the labour force.

persons who, during the reference

period for the Labour Force

Survey:

a) did any work at all, for pay or
profit in the context of an
employer-emplovee relation-
ship, or were self-employed. It
includes unpaid family work
which is defined as work
contributing directly to the
operation of a family farm,
business, or professional prac-
tice owned or operated by a
related member of the
household;

b) had a job but were not at work
due to own illness or disability,
personal or family responsibili-
ties, bad weather, labour
dispute or other reasons
(excluding persons on lay-off
and those with a job to start at
a future date).

a monthly mail survey of most
non-agricultural employers col-
lecting payroll information on the
last week or pay period in the
reference month, including figures
on average hours, earnings, and
employment.

represents employment as a per-
centage of the population 15 years
of age and over.

persons in the labour force are
those members of the population
15 vears of age and over who, in
the reference period were either
employed or unempioyed.

Labour Force
Survey:

Paid worker:

Participation rate:

Unemployed:

Monetary base:

is a monthly household survey
which measures the status of the
members of the household with
respect to the labour market, in
the reference period. Inmates of
institutions, members of Indian
Reserves, and full-time members
of the Canadian Armed Forces are
excluded because they are
considered to exist outside the
labour market.

a person who during the reference
period did work for pay or profit.
Paid workers do not include
persons who did unpaid work
which contributed directly to the
operation of a family farm,
business, or professional practice
owned and operated by a related
member of the household.

represents the labour force as a
percentage of the population 15
years of age and over. The
participation rate for a particular
group is the percentage of that
group participating in the labour
force.

those who during the reference
period:

a) were without work, and had
actively looked for work in the past
four weeks (ending with the

reference week) and were
available for work,
or

b) had not actively looked for
work in the past four weeks but
had been on layoff (with the
expectation of returning to work)
and were available for work,

or

¢) had not actively looked for
work in the past four weeks but
had a new job to start in four weeks
or less from the reference week,
and were available for work.

the sum of notes in circulation,
coins outside banks, and chartered
bank deposits with the Bank of
Canada. Also referred to as the
high-powered money supply.
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Prices

Commodity prices: daily cash (spot) prices of individ-

Consumer prices:

Implicit prices:

Industry prices:

ual  commodities: Commodity
prices generally refer to spot prices
of crude materials.

retail prices, inclusive of all sales,
excise and other taxes applicable
to individual commodities. In
effect, the prices which would be
paid by final purchasers in a store
or outlet. The Consumer Price
Index is designed to measure the
change through time in the cost of
a constant "basket" of goods and
services, representing the pur-
chases made by a particular
population group in a specified
time period. Because the basket
contains a set of goods and services
of unchanging or comparable
quantity and quality changes in
the cost of the basket are strictly
due to price movements.

prices which are the by-product of
a deflation process. They reflect
not only changes in prices but also
changes in the pattern of expendi-
ture or production in the group to
which they refer.

prices charged for new orders in
manufacturing excluding  dis-
counts, allowances, rebates, sales
and excise taxes, for the reference
period. The pricing point is the
first stage of selling after produc-
tion. The Industry Selling Price
Index is a set of base weighted
price indices designed to measure
movement in prices of products
sold by Canadian Establishments
classified to the manufacturing
sector by the 1970 Standard
Industrial Classification.

Laspeyres price
index:

Paasche price
index:

Valuation
Constant dollar:

Current dollar:

Nominal:

Real:

the weights used in calculating an
aggregate Laspeyres price index
are fixed weights calculated for a
base period. Thus changes in a
price index of this type are strictly
due to price movements.

the weights used in calculating an
aggregate Paasche price index are
current period weights. Changes
in a price index of this type reflect
both changes in price and
importance of the components.

represents the value of expendi-
ture or production measured in
terms of some fixed base period's
prices. (Changes in constant dollar
expenditure or production can only
be brought about by changes in the
physical quantities of goods
purchased or produced).

represents the value of expendi-
ture or production measured at
current price levels. A change in
current dollar expenditure or
production can be brought about
by changes in the quantity of goods
bought or produced or by changes
in the level of prices of those goods.

represents the value of expendi-
ture or production measured at
current price levels. ‘Nominal’
value is synonymous with ‘current
dollar’ value.

‘real’ value is synonymous with
‘constant dollar’ value.
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Summary of Business Cycle Peaks and Troughs in Canada 1950-1982

Monthly Reference Dates

Recessions
June 1951 to December 1951
June 1953 to June 1954
February 1957 to January 1958
April 1960 to January 1961
June 1974 to March 1975
November 1979 to June 1980
July 1981 to December 1982

Expansions
January 1952 to May 1953
July 1954 to January 1957
February 1958 to March 1960
February 1961 to May 1974
April 1975 to October 1979
July 1980 to June 1981
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Des données sous plusieurs formes...

Statistique Canada diffuse les données sous formes
diverses. Outre les publications, des totalisations
habituelles et spéciales sont offertes sur imprimés
d’ordinateur, sur microfiches et microfilms et sur
bandes magnétiques. Des cartes et d'autres documents
de référence géographique sont disponibles pour
certaines sortes de données L’accés direct a des
données agrégées est possible par le truchement de
CANSIM, la base de données ordinolingue et le
systéme d’extraction de Statistique Canada.

Comment obtenir d’autres
renseignements

Toutes demandes de renseignements au sujet de cette
publication ou de statistiques et services connexes
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Statistique Canada, Ottawa, K1A 0T6 (téléphone:
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dans toutes les provinces et dans les territoires, aux
utilisateurs qui habitent a I'extérieur des zones de
communication locale des centres régionaux de
consultation.

Terre-Neuve et Labrador Zénith 0-7037
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librairies locales, par 'entremise des bureaux locaux
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ventes et de la distribution des publications,
Statistique Canada, Ottawa, K1A 0T6.
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Préface

L'aper¢u économique trimestriel vise a fournir une
évaluation trimestrielle de la conjoncture macro-
économique et ainsi, diffuser davantage les résultats
macro-économiques que fournit le systéme de
comptabilité nationale.

L.a publication fournit une analyse plus détaillée que
celle présentée dans la publication mensuelle "Les
indicateurs conjoncturels”. En  particulier,
lanalyse sectorielle des données contient les
renseignements pertinents de I'évolution industrielle
et régionale. Des tableaux des données a la source,
accompagnés de transformations utiles pour I'analyse
conjoncturelle, sont disponibles dans la publication
"I’Apercu économique trimestriel: supplément
statistique".

Les termes et concepts techniques de cette publication
qui pourraient étre mal connus des lecteurs sont
expliqués briévement dans le glossaire. De temps en
temps, des articles de fond plus complets seront
publiés, qui expliqueront ces termes et concepts
techniques plus en détail.
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Note

Message de CANSIM

Le CANSIM? (systéme canadien d’information socio-
économique) est le systéme de Statistique Canada qui
se compose d'une banque de données informatisée et de
son logiciel de soutien. La plupart des données
présentées dans cette publication et beaucoup d’autres
peuvent étre obtenues de CANSIM par l'intermédiaire
d’un terminal, sous forme d'imprimés d'ordinateur ou
sous forme lisible par machine. Des données
historiques et des données plus actuelles qui
n‘apparaissent pas dans cette publication sont
disponibles de CANSIM.

Pour plus de renseignements, écrivez a Division
CANSIM, Statistique Canada, Ottawa, K1A 0T6, ou
téléphonez & (613)990-8203.

+Marque officielle de Statistique Canada.



Résumé
(basé sur les données disponibles aul8 juin 1985

[’économie canadienne a continué de croitre a un
rythme modéré au premier trimestre, entrainée par un
accroissement des mises en stocks et de la demande
des ménages. La demande a l'exportation s'est
stabilisée, apres presque deux ans de croissance
rapide, pendant que les investissements des entre-
prises en usines et matériel sont demeurés inférieurs
d'environ 20% aux niveaux d'avant la récession.
[’augmentation de la production au premier trimestre
n'a pas été suffisante pour modifier sensiblement le
taux de chémage, tandis que des variations de prix et
des augmentations salariales toujours modérées s’ac-
compagnaient d'une baisse continuelle des taux
d’intérét au début du deuxiéme trimestre.

La demande des ménages a continué de soutenir la
croissance de la demande globale. Les dépenses per-
sonnelles se sont ralenties légérement, passant d’un
taux de croissance de 1.5% au quatrieme trimestre a
1.1% au premier. Le revenu personnel disponible a
augmenté de fagon continue au cours de ces deux
trimestres, et la confiance des consommateurs s'est
stabilisée aprés avoir baissé en 1984. Les dépenses en
biens durables ont décéléré, comme une augmentation
des ventes d’'automobiles était en partie compensée par
une demande stable en biens durables non
automobiles en période de montée des taux d'intérét.
Les dépenses en biens semi-durables et non durables
ont augmenté fortement pendant le trimestre, et tout
particulierement en mars. La plus grande partie de
cet accroissement semble refléter des remboursements
d’'impét sur le revenu inhabituellement élevés vers la
fin du premier trimestre, ce qui explique la presque
totalité de la progression trimestrielle des revenus
disponibles réels. Le revenu du travail a augmenté de
concert avec les prix a la consommation au premier
trimestre, puisque les hausses salariales étaient
encore limitées par la faible croissance de l'emploi et
des salaires hebdomadaires moyens. En particulier, la
croissance de 'emploi retardait encore pour les postes
a plein temps relativement bien payés dans les
branches productrices de biens, tandis que les
réglements salariaux négociés ont ralenti a un taux
annuel effectif de 3.2% au premier trimestre. La
demande de logements s'est accrue au premier
trimestre, principalement a cause d'une hausse des
ventes de maisons existantes, pendant que la
construction résidentielle neuve s'est stabilisée au
cours du trimestre aprés une baisse a la fin de 1984.
Les diminutions récentes des taux hypothécaires ont
été plus marquées que dans le cas des préts a la
consommation.

l.a demande des ménages est demeurée la plus
dynamique en Ontario, province qui a également
enregistré le plus important gain de "emploi depuis le
ralentissement de la production globale amorcé en
aott 1984, L'augmentation de !'emploi dans le
commerce et les services en avril et mai indique que la
demande des consommateurs a continué de progresser
au deuxiéme trimestre. Cette hausse était accompa-
gnée d'une baisse des prix pour un certain nombre de
biens durables et semi-durables et des réductions des
taux de financement offerts par les entreprises auto-
mobiles, et fait suite & une importante accumulation
(plus de $1 milliard) des stocks au détail au premier
trimestre.

Les investissements des entreprises en usines et
matériel sont demeurés stables au premier trimestre,
et ont peu varié par rapport a un an plus tét. Avec le
ralentissement, a 7% environ, de la croissance des
bénéfices des sociétés au cours de I'année écoulée, et
compte tenu des taux d'utilisation de la capacité peu
élevés dans la plupart des branches d'activité, les
sociétés non financiéres ont continué de restructurer
leurs bilans et d’accroitre les paiements de dividendes
plutét que de relever les dépenses en immobilisations.
En particulier, les nouvelles émissions d’actions ont
augmenté fortement au premier trimestre (+$2.2
milliards) comme les cours sur les marchés boursiers
atteignaient de nouveaux records. Les paiements de
dividendes se sont accrus fortement au cours des
quatre derniers trimestres (+50% environ ou + $4
milliards en valeur). Les versions filtrées des permis
de batir non résidentiels et des contrats conclus se sont
ralenties au début de 1985, en comparaison avec la
croissance enregistrée a la fin de 1984.

La demande a l'exportation a dirigé la reprise de la
demande finale pendant la plus grande partie de 1983
et 1984, ce qui refléte la progression vigoureuse de la
demande américaine. La valeur des exportations au
premier trimestre était stimulée par la hausse des prix
(ce qui rend compte de la majeure partie du redres-
sement de l'indice implicite de prix de la D.N.B. au
premier trimestre). Le volume des exportations s'est
stabilisé au cours des deux trimestres précédents,
cependant, puisque la croissance des Etats-Unis s'est
ralentie. Néanmoins, la diffusion des progressions des
exportations par groupe de marchandises s'est élargie
au premier trimestre, et certaines indications d'un
raffermissement de I'économie des Etats-Unis ressor-
tent de I'estimation rapide d’une croissance de 0.8% du
P.N.B. réel pour le deuxiéme trimestre.
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Dans ses perspectives de la mi-année, 'O.CDE.
prévoit un ralentissement de la croissance jusqu'en
1986, principalement a cause d'une décélération de la
demande aux Etats-Unis, accompagnée d’une inflation
toujours modérée et d'un chomage élevé. Selon
I'O.C.D.E., les principales entraves a la croissance
mondiale sont les déficits du budget et du compte
courant trop élevés aux Etats-Unis, d'éventuelles
fluctuations importante des taux de change et la
faiblesse des prix des marchandises payés pour les
exportations des pays en développement. L'O.C.D E.

encourageait le Japon a persister dans ses efforts pour
relever les importations et pour réduire les pressions
protectionnistes. [’O.C.D.E. a demandé également
aux pays dont l'inflation et les déficits budgétaires
sont bas, tels que [I'Allemagne, d’envisager des
réductions d'impots afin de compenser au moins en
partie un resserrement possible de la politique fiscale
aux Etats-Unis. L’O.C.D.E. exprimait certaines
inquiétudes face aux taux toujours élevé du chémage
et au manque d’investissements en capacité nouvelle
et en nouvelles technologies en Europe.



Production

Le P.N .B. réel a augmenté de 0.9% au premier trimestre
de 1985, ce qui correspond a la progression du qua-
trieme trimestre de 1984. Ces hausses trimestrielles de
la production représentent un ralentissement, a la fois
par rapport a l'accroissement de 1.6% du troisiéme
trimestre de 1984 et en comparaison avec ['augmen-
tation trimestrielle moyenne de ! 5% enregistrée du
début de la reprise au premier trimestre de 1983
Jjusqu'au troisiéme trimestre de 1984. La plus grande
partie du ralentissement au cours des deux derniers
trimestres emane de la stabilisation des exportations de
marchandises a un moment oir la demande américaine
s’est ralentie, décélération qui n'a pas été neutralisée
par les investissements des entreprises en usines et en
matériel. La demande des consommateurs et un
redressement de la construction résidentielle ont aidé a
maintenir la croissance de la demande intérieure finale
reelle a 1.1% au cours des deux derniers trimestres. Les
mises en stocks commerciaux non agricoles ont affiché
un important revirement a la hausse de $1.4 mtlliard,
pour atteindre un taux annuel de $1.2 milliard au
premier trimestre.

Le role important des stocks dans la croissance au
premier trimestre est attribuable dans une large
mesure a la hausse d'environ $1 milliard du volume
des stocks au détail d’automobiles. Dans ce sec-
teur, le ratio des stocks aux ventes a augmenté
fortement, passant de 1.08 au quatriéme trimestre de
1984 (lorsque des gréves perturbaient les approvision-
nements) a 1.28 au premier trimestre de 1985, soit le
niveau le plus élevé en plus d'un an. La plus grande
partie de cette augmentation touchait les modéles
nord-américains, puisque les importations de voitures
Japonaises sont restées soumises a des quotas jusqu’au
ler avril 1985, pendant que l'on reléve une importante
augmentation des importations en provenance des
Etats-Unis.

Les stocks totaux de la fabrication sont demecurés
pratiquement inchangés au premier trimestre,
puisque des réductions dans le cas des matiéres brutes
et des produits en cours compensaient une augmen-

tation des stocks de produits finis. La baisse des stocks
de matiéres brutes et de produits en cours totalisait
$130 millions (au taux annuel) au quatriéme
trimestre de 1934 et prés de $250 millions au premier
trimestre de 1985. Ces diminutions sont conformes au
ralentissement de la production manufacturiére au
cours de cette période.

Dans le cas des stocks manufacturiers, on note un
léger redressement du taux d’accumulation des stocks
de produits finis, d’'un taux annuel d’environ $100
millions au quatriéme trimestre de 1984 a $125
millions au premier trimestre de 1985. Ce relévement
au premier trimestre des stocks de produits finis est
survenu en dépit d'un retournement de la production
manufacturiére, qui est passée d’'une augmentation de
0.3% au quatriéme trimestre a une diminution de 0.6%
au premier trimestre de 1985. Les mises en stocks ont
été freinées au quatrieme trimestre par des liqui-
dations dans 10 des 19 groupes du secteur de la
fabrication. A posteriori, ces réductions ont été suivies
d’une baisse de la production dans 8 des 10 groupes qui
avaient réduit les stocks au quatridéme trimestre de
1984 (voir tableau 1). Un grand nombre des mémes
branches d’activité ont enregistré un accroissement
des stocks de produits finis au premier trimestre ainsi
qu'une baisse de la production (notamment les
industries orientées vers la demande d’exportations et
d'investissements, telles que le matériel de transport,
le bois, le caoutchouc et les matiéres plastiques, les
machines et les métaux de premieére transformation
toutes ont connu une baisse des stocks au quatriéme
trimestre).

L’attitude prudente des fabricants a l'égard de
I'accumulation des stocks se retrouve dans les récents
résultats de I'’enquéte sur les perspectives du monde
des affaires. En janvier 1985, la proportion des
entreprises manufacturiéres qui estimaient que les
niveaux des stocks de produits finis étaient trop élevés
est passée de 22% en octobre 1984 a 28%. Les résultats
de I'enquéte pour avril 1985 signalent une autre légére
augmentation du pourcentage des entreprises qui
estiment que les stocks sont trop élevés (30%), pendant
que la proportion des entreprises qui indiquent que
leurs stocks de produits finis sont trop bas demeure a
3%.
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Tableau 1
Variation de la production manufacturiere et
des stocks de produits finis, quatrieme trimestre de 1984 et premier trimestre de 1985
(apres dessaisonalisation au taux annuel,
millions de dollars de 1971)
4e trimestre de 1984 ler trimesre de 1985

Production Stocks Production Stocks
Métaux de premiére transformation - 46 .35 L W7 + 52
Fabrication de produits en métal S + 16 + 41 - 20
Machines S e - 4 e 110 + 8
Matériel de transport - 24 - 56 - 101 + 40
Produits électriques + 54 - 2 + 103 + 52
Minéraux non métalliques | Sl = s + 4
Bois = 1O - 16 sl + 4
Meubles + 22 0 + 11 - 12
Pétrole i My 01 - 44 - 4 2 K
Produits chimiques - 17 + 40 + 20 + 28
Papier et produits connexes - 54 + 60 - 3 + 32
Imprimerie S - 16 +. 86 + 4
Caoutchouc et matiéres plastiques + 46 v 15 - 103 + 16
Bonneterie et vétements + 21 482 =iy 62 + 28
Aliments et boissons 1 87 +1136 e 30 e D2
Textiles + 24 + 20 + 23 28
Cuir + 0 - 4 - 5 - 8
Divers - 8 + 8 = 453 0
Tabac At 1K) - 24 (3 5

Total + 84 & 192 - 175




En termes de production par branche d’activité
(P.I.R.), l'économie était encore dirigée par une
croissance soutenue des services, qui compensait des
baisses dans les branches productrices de biens.
[.'augmentation trimestrielle de la production était
assez bien répartie sur les trois mois, puisque le P.L.R.
augmentait de 0.2% en janvier et en février et de 0.3%
en mars. Ces hausses correspondent a la progression
mensuelle movenne de 0.2% affichée depuis juillet
1984. Les branches productrices de services ont
enregistré une deuxiéme augmentation trimestrielle
consécutive de 1.0%, entrainée par un accroissement
de lactivité dans le cas des bourses de valeurs
mobiliéres et des agences immobiliéres ainsi que du
commerce de détail. La productiondes branches pro-

ductrices de biens (sans 'agriculture) s'est repliée de
0.1% au cours de chacun des deux derniers trimestres,
étant donné que la production industrielle s'est
stabilisée au cours de cette période et que lactivité
dans le secteur de la construction a enregistré des
baisses successives. La faiblesse de la production
industrielle traduit le ralentissement de la production
manufacturiére, de pair avec des baisses minimes dans
les mines (qui totalisaient 0.4% au cours des deux
trimestres). Le relachement de la production miniére
était particulierement évident dans la branche des
mines meétalliques, comme les prix des produits
métalliques sur les marchés internationaux des
marchandises demeuraient faibles.
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Ménages

Le secteur des ménages au premier trimestre était
marqué par une croissance additionnelle des dépenses
personnelles, et par une augmentation des revenus
disponibles. Certaines composantes des depenses des
ménages manifestaient une sensibilité aux taux d’inté-
rét, puisque les dépenses en biens durables ralentis-
saient devant la montée des taux d’intérét a la
consommation. L'accroissement du revenu personnel
disponible s'explique par la baisse des impots sur le
revenu, puisque le revenu réel du travail a peu varié au
cours du trimestre. Dans Uensemble, la croissance de
Uemploi était nulle, comme une augmentation modeste
dans les services, entrainée par de fortes hausses dans
le secteur du commerce en Ontario, compensait la
diminution dans les industries productrices de biens.
L'emploi demeurait faible dans la fabrication, en
particulier en Ontario.

Le total des dépenses personnelles en biens et
services réelles ont cléturé deux trimestres de crois-
sance soutenue, soit +1.1% au premier trimestre de
1985 et +1.5% au quatriéme trimestre de 1984. Un
ralentissement des dépenses personnelles au troisieme
trimestre de 1984 (-0.1%) avait été partiellement
attribuable aux dépenses en biens durables, en
particulier les voitures particuliéres, et certaines com-
posantes semi-durables. Le relévement des dépenses
personnelles au quatriéme trimestre de 1984 et au
premier trimestre de 1985 coincidait avec les hausses
du revenu personnel disponible qui, aprés un troi-

siéme trimestre inerte (+0.3%), augmentait de 2.9%
et de 3.2% par la suite. Une croissance de 1.5% du
revenu du travail au premier trimestre de 1985 était
modeste, étant donné que le dégonfleur des prix des
dépenses personnelles a enregistré une avance de
1.3%. Une diminution des impéts sur le revenu a
cependant contrebalancé la faible hausse des revenus
avant impoéts. La croissance soutenue de 'emploi dans
le commerce, a la hausse de 59,000 entre décembre et
mai, selon 'Enquéte sur la population active (E.P.A)),
indique une continuation de la reprise des dépenses
personnelles a court terme.

Les ventes au détail de biens en dollars constants ont
augmenté de 1.2% au premier trimestre, aprés une
progression de 1.4% au quatrieme. La majeure partie
de la hausse du premier trimestre est survenue en
mars (+ 2.6%), puisque le niveau des ventes en février
n'était que 0.2% supérieur a la moyenne du quatriéme
trimestre. Presque la moitié de l'augmentation de
mars est attribuable aux biens semi-durables qui ont
progressé de 5.6%, soit les vétements (+6.0%), la
chaussure (+ 5.9%), les articles de maison ( + 4.8%), les
outils de quincaillerie (+5.2%). Une deuxiéme source
de croissance durant le mois de mars étaient les biens
durables, qui s’accéléraient aprés avoir enregistré une
progression minime en janvier et février. Malgré la
progression continue des ventes de voitures au
premier trimestre, les dépenses de biens durables ont
décéléré, de 4.3% au quatriéme trimestre a 2.1% au
premier, accompagnant ainsi la hausse des taux
d’intérét a la consommation. Les ventes de biens non
durables ne se sont accrues que de fagon marginale au
premier trimestre ( +0.3%).

Tableau 2
Evolution des dépenses personnelles réelles
pourcentage de variation sur la période précédente

1984 1985
Troisieme Quatrieme Premier

Lrimestre trimestre trimestre
Total biens et services - 01 L5 1.1
Total des services 0.7 1.6 03
Total des biens - 0.6 1.4 )
Biens durables ( Ventes au détail) 0.2 43 2. ¥
Voitures - 1.6 5.7 6.1
Autres biens durables 0.3 2.8 1.6
Biens semi-durables - 07 1.4 0.7
Vétements 0.8 1.6 145
Chaussure - 27 1.3 1.3
Biens non-durables 1.9 =817 0.3
Alimentation 2.0 -3 04
Gazoline 1.1 155 2



Les indicateurs coincidents du marché du
logement au premier trimestre de 1985 étaient
partagés. D’une part, on a assisté a une hausse
importante de I'investissement domiciliaire, qui s’est
traduite par une augmentation de 5.1% suite a un
quatriéme trimestre de 1984 faible qui s'était soldé par
une baisse de 0.7%. En méme temps, lindice
résidentiel du P.I.R. était faible au long du premier
trimestre de 1985 (janvier -0.2%, février +1.5%, mars
-4.3%). Le faible niveau des mises en chantier en fin
d’année 1984 (101,000 unités au taux annuel dans les
régions urbaines en décembre), et un premier
trimestre terne, sont responsables de la baisse de
'activité du logement neuf. Malgré des niveaux peu
élevés, les mises en chantier de logements ont cepen-
dant progressé tout au cours du trimestre (janvier
+10.8%, février +2.0%, mars +3.5%). En fait, c’est a
l'apport positif de deux composantes de I'investis-
sement qu'est attribuable l'augmentation trimes-
trielle de l'investissement domiciliaire. Il s’agit
premiérement des dépenses de rénovations (+8.5%)
qui ont bénéficié de I'effet stimulant des applications
juste avant la terminaison du programme canadien de
remplacement du pétrole (terminé le 31 mars 1985) et
des commissions versées (+32.6%) aux agents
immobiliers. Cette derniére augmentation correspond
a la croissance des ventes de logements qui se poursuit
depuis septembre 1984. Les ventes effectuées sous
'égide du Service Inter-Agence (S.I.A.) ont continué de
s'accroitre au premier trimestre de 1985, avec une
augmentation de 19.3% pour I'ensemble du Canada.
Toutes les régions ont enregistré ce mouvement:
I'Atlantique (+7.6%), le Québec (+35%), 'Ontario
(+23%), les Prairies (+13.6%) et la Colombie-
Britannique ( + 8.2%).

Figure 3
Indice résidentiel du P...B.
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