
 
March 02, 2016 

 
Economics Group 
 

Tim Quinlan, Economist 
tim.quinlan@wellsfargo.com ● (704) 410-3283 

Good from Afar but Far from Good 

2015 was a worse year for the Canadian economy than most forecasters 

(including us) had anticipated. The better-than-expected outturn for GDP 

in the final quarter of 2015 will help shrink the margin of error, but do not 

be tricked into thinking that the problems confronting the Canadian 

economy went away. 

The more you unpack the details of this report, the more you find echoes of 

the same challenges that held the growth rate in negative territory for half 

of the year. While it is true that consumer spending increased again, the 

growth rate slowed from a 2.2 percent annualized rate in the third quarter 

to a 1.0 percent clip in the fourth quarter. On the upside, we can 

acknowledge the resilience of the Canadian consumer and several years of 

uninterrupted expansion in consumer spending. However, as we have 

pointed out before, Canadian consumers are taking on debt at an 

unsustainable rate and we worry that when interest rates eventually 

normalize, the cost of financing these debts will become an impediment to 

growth. Other than net exports, consumer spending was the largest positive 

contributor to fourth quarter growth. For the sake of sustainability, we 

would prefer to see broader contributions to the headline rate. 

Net exports were the largest positive driver of growth in the quarter, but 

once again, this is not quite as good as it may appear on the surface. 

Exports actually fell at a 2.2 percent annualized rate in the quarter. Imports 

fell 8.9 percent, and that faster rate of decline means that the “net” figure is 

a positive for the growth rate. However, what is really happening here is a 

broad slowdown in trade. The fact that imported goods became more 

expensive to Canadian consumers when the Canadian dollar is weaker 

helps explain why consumer spending can increase and imports can decline 

in the same quarter. This is corroborated to some extent by the fact that 

inventories fell in the fourth quarter. This is the third straight quarterly 

decline in imports and the fourth straight quarter in which inventories were 

a drag on broader GDP growth.  

Perhaps the biggest silver lining in the fourth quarter GDP report is that an 

inventory payback may help lift growth in the first half of 2016. 

Bank of Canada on Hold for Now 

The Bank of Canada will likely remain on hold for now. While it is true that 

the 0.8 percent growth rate in Q4 bested Bank of Canada (BoC) estimates, 

that is not the primary reason why. Headline CPI inflation is precisely on 

the BoC’s target of 2.0 percent. Additionally, the government is poised to 

release its new fiscal stimulus plan on March 22. While the growth 

backdrop remains weak, inflation is where it needs to be and monetary 

policy can, at least for the moment, wait to see what fiscal policy can do. 
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In Canada, a Better-Than-Expected Finish to a Tough Year 
The 0.8 percent growth rate for the Canadian economy in the fourth quarter beat consensus estimates. Still, it 
was the fourth straight quarterly decline in business spending and the boost from trade was a head-fake. 
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