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Economic Growth

e GDP has rebounded solidly in the past
two years with growth of 4% last year
slowing to 3% in 2011.

e The recovery was originally led by public
sector spending but the private sector
has been the engine of growth in the
past eighteen months.

e Government spending has slowed to
1%-2% growth in the past year whilst
private consumption has grown 2%-3%.

e Investment spending has rebounded
particularly rapidly and is almost back to
its peaks as a proportion of GDP.

e Exports have rebounded in line with US
economic growth. Imports have been
rising by more than exports so net
exports have made a negative
contribution to economic activity.

e Energy prices have been volatile but, in
general, far higher than in previous
decades. This has lifted the terms of
trade and boosted economic activity.

Consequences of Economic Growth

o A brief spike down in energy prices and
less demand from the US led to the re-
emergence of an external deficit in
2009. Oil prices are now higher but are
being offset by the high currency.

e Firms report that capacity utilisation has
rebounded. The degree of utilisation is
still very low by historical standards.

e Employment grew by close to 2% p.a. in
the past year, similar to the average
during the decade prior to the 2008/09
recession.

e Unemployment has been declining since
2009. The unemployment rate of 7%-
8% is neither high now low by historical
standards.

Sources of GDP Growth
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Jun-10 Sep-10 Dec-10 Mar-11
Consume 3.5 3.2 3.2 2.2
Govt &8 2.1 15 1.6
Invest 11.8 127 123 11.7
Stocks* 1.1 1.3 -0.3 0.3
Exports 9.7 6.5 7.0 6.4
Imports 17.5 13.5 10.2 9.4
GDP 3.6 3.8 SES) 2.9

* Stocks are contribution to growth
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Inflation

e Consumer prices have accelerated and
inflation has moved above the Bank of
Can ad a &% targébrange.

e Energy prices have been a major
influence on the CPI and froreoinflation
has remained close to 2% during most
of the past decade.

e Wages have risen by 4%-5% in the past
twelve months so real wages have risen
by 1%.

e Labour productivity grew by 1% in the
past year which is similar to the 0%-2%
experienced during the past decade.

o Unit labour costs have accelerated with
rising wages not offset by rising labour
productivity. Unit labour costs have risen
by 4% during the past year.

Government Policy

e The government incurred fiscal deficits
of 3% of GDP during the past two years
following the easing of policy in 2009.

e The deficits have lifted public debt up
towards 80% of GDP.

e The Bank of Canada has lifted the

official overnight interest rate but
monetary policy remains extremely
accommodative.

¢ Real official overnight interest rates are
negative and the current level of -2% is
the lowest for more than three decades.

e The currency has rebounded after its
downward spike in 2008. The dollar is
now close to a multi-decade high which
has tightened monetary conditions.

Other Developments

e Households  briefly became net
borrowers in 2007/2008 but have since
increased their savings and decreased
their residential investment. Their net
lending remains low by historical norms.

e Firms have been able to use internally
generated funding for most of the past
decade and they remain in a solid
financial state.

e The high exchange rates is hampering
the competitiveness of Canadian firms
and reducing net exports.
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