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Canada’s Economy Remains On Track—Partly 

Thanks To Revisions 

• Canada’s economy is back on track partly thanks to revisions 

• Revisions brought the BoC’s Q3 forecast back onside 

• 2021H2 growth is tracking rather favourably 

• Spare capacity is on track to be eliminated in 2022H1… 

• ...supporting a Q2/Q3 rate hike 

• How the BoC may play it in the December statement 

 

CDN GDP, m/m % change, September, SA: 

Actual: 0.1 

Scotia: 0.0 

Consensus: 0.0 

Prior: 0.6 (revised up from 0.4) 

 

October ‘flash’ guidance (m/m SA): 0.8% 

 

CDN GDP, q/q %, Q3, SAAR: 

Actual: 5.4 

Scotia: 2.5 

Consensus: 3.0 

Prior: -3.2 (revised down from -1.1) 
 

Overall positive revisions to Canadian GDP saved the Bank of Canada’s forecast 

bacon—and everyone else’s for that matter. That’s important to note in terms of 

what it says by way of slack estimates in the economy compared to what the BoC 

was likely tracking before this morning. Canada is inches from a full recovery in 

GDP now with October only about ½% behind pre-pandemic GDP levels (chart 1). 

Despite the stronger than expected results, the Canadian dollar depreciated after 

the release. That was probably much more driven by Fed Chair Powell’s hawkish 

pivot during Congressional testimony that consumed most of the attention as he 

now leans toward ending purchases ‘months’ earlier than previously guided. The 

market moves are also more driven by Omicron influences upon broader risk 

appetite. Canada’s shorter-term rates are a touch higher but that too is lagging the 

US move higher. 

The Bank of Canada’s 5.5% growth forecast for Q3 in the October MPR only 

nailed it because of big revisions that created a weaker jumping off point by the 

end of June combined with stronger than previously understood estimates for July 

and August. Q2 GDP now registers a -3.2% q/q contraction versus –1.1% 

previously and –1.1% is what the BoC had gone with in its October MPR. July 

GDP growth was revised up 0.4 percentage points to a gain of 0.3% from a drop 

of -0.1% as previously estimated, while August GDP growth was revised up two-

tenths to 0.6% m/m. Suddenly, Q3 wasn’t much of a soft patch after all!  

Chart 2            
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The net effect of revisions that stretched back to well before the pandemic struck 

plus fresh readings up to October is that the level of GDP is considerably higher 

than had been tracked beforehand.  

How so? For starters, the sum total of revisions up to August raised the level of 

monthly GDP by 0.4%. Up to June, this morning’s revisions on net knocked  

0.2 percentage points off of the level of GDP. Subsequent revisions to July and 

August were more than offsetting in order to net out to this 0.4% figure. Of 

course we did not assume these revisions either. 

With this reset starting point, the level of GDP only kept rising at a fairly rapid net 

clip over September and October combined. GDP as at October is about  

1.3 percentage points higher in absolute level terms than it was compared to our 

prior understanding of August GDP before revisions.  

Q4 GDP growth is now tracking 4.3% q/q at a seasonally adjusted and 

annualized rate (chart 2). This is based upon monthly GDP figures using Q3 and 

October while assuming November and December come in flat in order to focus 

upon the effects of what we know so far. Flooding in British Columbia is likely to 

knock this back at least somewhat. 

So where we find ourselves on revisions is summed up in charts 3 and 4. Chart 

3 shows revisions to quarterly GDP growth up to 2021Q2 using expenditure-

based GDP which is what the BoC forecasts. On net, those revisions took GDP 

levels down 0.2 ppts. That chart stops before Q3 because obviously we don’t 

have revisions to that measure of Q3 GDP yet after having only gotten the first 

estimate today. Chart 4 shows revisions to quarterly GDP based upon the 

monthly income/industry based figures which allows us to extend revision 

tracking through Q3 in order to show the positive upward revision to the monthly 

accounts behind the first estimate for Q3 growth using expenditure accounts that 

we got this morning. This helps to inform how the negative revisions up to Q2 

were more than offset by upward revisions thereafter. 

WHAT DROVE GROWTH? 

Chart 5 shows the composition of GDP growth during Q3 in terms of weighted 

contributions by category. Household consumption made the biggest contribution 

of 9% q/q at an annualized rate. Most of that came from services (+7.2%) that are 

very difficult to track in advance. Inventories dragged three percentage points off 

GDP growth. Imports subtracted 0.7ppts while exports added 2.4 ppts. 

Investment was an overall drag of 3.9 ppts mainly via housing (-3.7 ppts).  

Chart 6 shows the weighted contributions to September GDP by sector. We 

don’t get details behind the ‘flash’ October estimate until the next report. 

Chart 7 shows the still uneven nature of the recovery to date by sector. 

HOW MIGHT THE BANK OF CANADA PLAY IT? 

The level of GDP is now tracking 0.4% higher as at August than what we were 

previously tracking net of all the revisions. The level of GDP is now 0.9% higher 

as at October than it was compared to revised August. Ergo, since actual GDP 

levels are tracking higher, there is a little less slack in the economy than 

anticipated before this morning’s numbers unless potential GDP gets adjusted 

again.  
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So how do you play this if you're the BoC? You probably point to still being on track to shut spare capacity over 2022H1 which will 

bring the next leg of inflationary pressure as the economy then slips into excess demand. You probably look through the effects of 

BC’s floods that, while damaging to November–December GDP (not to mention folks' lives...), is usually recouped in subsequent 

months and quarters. The usual playbook is to treat natural disasters in a bygones-be-bygones sense as an intertemporal transfer 

of activity Q4 into Q1 on rebound effects as business resumes and money is spent on repairs/investment. The BoC would likely 

treat Omicron as a fresh uncertainty against a more positive evolution of risks up to this point. Overall, the December BoC 

statement probably plays it safe and stays on track with reinvestment plans and guidance they won’t hike until spare capacity is 

shut. By January, we should know a lot more about Omicron and at that point they'll issue fresh MPR forecasts.   
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