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Canada’s Economy Looks Good Under The Hood 

Canada, GDP, q/q % SAAR Q1, m/m % March: 

Actual:  0.4 / 0.5 

Scotia:    1.0 / 0.5 

Consensus:    0.7 / 0.4 

Prior:  0.3 / -0.2 (revised from 0.4 / -0.1) 

 

 Canada’s economy is performing in line with the rebound narrative into 

the second quarter and it performed much better in Q1 than the headline 

GDP reading would suggest. The reasons for a softer than expected 

pace of growth in Q1 were somewhat good in the sense that they reflected 

more of a pull on imports which in turn reflects underlying strength in the 

economy. Furthermore, the areas of weakness are already looking like they 

are turning around including on the export side. Controlling for these two 

influences reveals a much stronger picture of domestic growth. 

 Q1 GDP growth of 0.4% q/q at an annualized rate disappointed 

consensus and our estimate and was close to the BoC’s 0.3% estimate. 

That said, imports dragged 0.6 percentage points off the headline; a bigger 

import leakage effect from the economy as imports were strong (+1.9% q/q) 

reflected underlying strength in domestic consumption and investment. 

Exports dragged 0.3 points off headline GDP growth but the strength in March 

and the distance from Alberta’s scaled-back production cuts in January are 

likely to feed a rebound in export growth this quarter. 

 Other contributions came from household spending that added 0.5% to 

growth, business investment that added 0.3 points and inventories that added 

0.2 points. Housing investment subtracted 0.1 points from GDP growth in Q1. 

 One way of looking at domestic strength is to consider the measure 

called final domestic demand. This aggregates consumption, 

government spending, residential investment and business investment and 

hence excludes trade (exports and imports) and inventories. This measure 

grew by 3.4% q/q at a seasonally adjusted and annualized rate which is a 

much stronger depiction of growth in the economy than the headline GDP 

reading suggests. In fact, that’s the strongest growth in the domestic 

economy by this measure since 2017Q4. That far eclipses headline GDP 

growth by the widest margin we’ve seen in some time (see chart). 

Idiosyncratic influences upon a handful of sectors like energy and 

construction weighed upon top line GDP growth but there was more than 

enough strength elsewhere to keep the domestic economy performing very 

strongly in the first quarter. 

 This final domestic demand measure is also more consistently aligned 

with a torrent pace of job growth than the headline GDP figure would 

suggest which helps to explain the ‘mystery’ that puzzle some 

observers in terms of why job growth has been so strong and yet headline 

GDP growth so soft. 

 I don’t think that the overall figures change much of anything at the BoC 

for two reasons. For one, they got their weak Q1 (0.4% q/q SAAR) when 

they had forecast 0.3% and we got our bullish 0.5% m/m in March. That 

transitions toward a rebound into Q2 as the economy exited Q1 on a higher 
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note. Rebound intact and the BoC should be encouraged by their narrative that the domestic economy performed better than 

headline GDP suggested. For another, a case can certainly be made for how backward looking data matters little in today’s 

markets if global trade policy developments are truly deteriorating. 

 16 of 21 industries registered GDP growth in 

March and so the 0.5% m/m gain was 

characterized by strong breadth rather than any 

narrow flash in the pan. The accompanying chart 

demonstrates the contributors on a weighted 

contributions basis. The mining/energy industries 

accounted for about 30% of overall growth following 

by manufacturing that represented about one-fifth of 

total growth and then each of transportation/

warehousing, wholesale trade and finance/insurance 

that added about one-tenth of the overall growth 

reading. The only downside was through utilities which 

is understandable following strong prior gains, as well 

as agriculture/forestry/fishing and admin support/

waste.  

 Preliminary tracking suggests baked-in growth on 

the order of 1% into Q2 using the monthly GDP 

estimates assuming no monthly growth over Q2. 

This way assesses the role played by the manner in 

which the economy exited Q1 and the average. 

 Driving the 0.7% growth in m/m goods producing 

industries were mining & gas +2% m/m, 

manufacturing +0.9% m/m, and construction +0.5%  

m/m. Meanwhile, declines were observed in utilities  

-1.8% m/m and agriculture & forestry -0.3% m/m. 

 Service producing industries saw gains in transportation +1.4% m/m, wholesale trade +1.1% m/m, finance & insurance 0.9% 

m/m, arts & entertainment +0.6% m/m, company management +0.5% m/m, accommodation & food +0.4% m/m, other 

services, +0.4% m/m, retail trade +0.4% m/m, real estate +0.3% m/m, education +0.2% m/m, health care +0.2% m/m, and 

public admin +0.1% m/m. No change was reported in information & culture while losses were found in administrative & waste 

management services -0.1% m/m. 
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