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Stop Trash Talking Canada’s Economy!!

e Canada’s economy grew solidly in November and December...

...with baked-in momentum into 2024Q1

e Some serial shocks are lifting, but others are intensifying

The BoC shouldn’t even be talking about rate cuts...
e ..amid near-potential GDP growth...

e ..and no evidence of a soft patch on core inflation

Canadian GDP m/m % change, November, SA:
Actual: 0.2

Scotia: 0.0

Consensus: 0.1

Prior: 0.0

December ‘flash’ estimate: +0.3% m/m

Canada’s economy keeps defying the naysayers who are trying their best to talk it into a
bigger problem than is warranted.

A resilient economy (chart 1) paired with no durable evidence of a soft patch in underlying
inflationary pressures (chart 2) make it highly premature to even be talking about rate cuts
while hike risk has by no means gone away. The latest data feeds my narrative that
weakness in the Canadian economy is overstated by others as written extensively in my
Global Week Ahead (here).

MOMENTUM INTO 2024

Even before Q1 data begins to arrive, Canada’s economy has 1.1% q/q SAAR GDP growth
baked into the start of 2024 and based upon momentum in the way the economy ended
2023 and handed off to 2024 (chart 3). Who knows what Q1 will bring, but that’s a decent
running head start.
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The preliminary estimate for December GDP
growth was 0.3% m/m SA which is the hottest
number since May. This was in the ballpark of
what | guided to expect based upon higher frequency and advance readings that we had
for the month plus alt-data.

SOLID Q4 TRACKING

For Q4 overall, the economy is tracking 1.2% q/q SAAR GDP growth based upon the
monthly production-side GDP accounts. This follows little change in Q3 (-0.2% q/q SAAR)
and 1.2% growth in Q2. For 2023 as a whole, the economy grew by 1.3%.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by
email at scotia.economics@scotiabank.com
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NOT IN RECESSION, MINIMAL MOVE TOWARD SPARE CAPACITY

The economy is not in recession by any definition, whether by the classic q/q contractions in GDP definition or the broader one that relies
on measures like job markets.

Final Domestic Demand (when we get the expenditure accounts) is likely to continue to post resilient growth throughout all quarters in
2023. Itis a cleaner measure of the domestic economy’s health that is free of volatile and distorting inventory and import distortions.

With the economy growing at the mid-1% pace in 2023, one shouldn’t overstate the extent to which excess supply may be starting to
emerge. That’s minimally below potential GDP growth estimates, above the low end of the range of those estimates, and the estimates
involve a lot of guesswork anyway.

IMPATIENCE ON PER CAPITA GDP
But wait, the critics shriek, surely you're concerned about per capita GDP, right?

Mayyyyybe. Nah. Not yet anyway as long argued. Per capita GDP is trending lower partly because of resilient but soft growth and partly
because of excessive immigration.

But Canada is engaged in a multi-year experiment on immigration that cannot be judged in one period of time alone. The first round effect
of a surge in immigration involves folks coming to the country and seeking employment, perhaps starting a business, finding a place to live,
a mode of transportation and things to buy. That period may drag on productivity and per capita GDP.

The second and subsequent rounds of effects could improve those measures as folks gradually get integrated into the economy. You can’t
just judge one part of the experiment.

In short, while | think it’s prudent to be cautious, some of the comments I've seen that are ringing alarm bells on per capita GDP are
excessively alarmist. Further yet, some of them sound down right politicized in nature and they totally ignore transitory shocks without
which growth would be stronger.

DISTORTIONS CONTINUE

Further, Canada is suffering from ongoing distortions that do not solely reflect underlying weakness driven by monetary policy as opposed
to transitory shocks.

Those distortions continued but were somewhat more balanced in November based on the following observations from Statcan:

e Apositive was that Statcan flagged that a recovery in petrochemical plant output was a contribution as unplanned maintenance
shutdowns ended;

e Theinfo/culture/rec increased 0.5% m/m partly as the spillover effects of the end of the Hollywood strike benefited Canadian studios.

e  But other strikes weighed down November GDP . Quebec was the culprit. The Chart 4
nationwide education sector contracted by 0.3% m/m due to strikes in Quebec and Total Hours Lost Due to
they may have slightly held back healthcare although more of that is in the essential Strike or Lockout
service category 1500 hrsin 000s, NSA
1300 |
e  Some mining activity was curtailed, led by base metals output falling 7.1% m/m on
maintenance activity at a copper mind in BC. noo
In fact, Canada is losing more hours worked to striking workers than it lost at any point 900 1
during pandemic restrictions (chart 4). That’s just stunning in my view. Fewer and fewer 700 H
folks want to work as they seek wage gains that are massively above what is justified by 500
tumbling labour productivity through the collective bargaining process that governs about 200
one-third of Canada’s workforce (10% in the US). Those strikes and aggressive wage
settlements will persist. In Ontario alone, about 1 million workers (almost 15% of all 100 F
workers) will see their collective bargaining agreements expire over 2024-26. It’s a similar 100 L ' ' '
share in Alberta that also provides detailed data. Watch next week’s wage settlements 20 21 22 23

figures. Sources: Scotiabank Economics, Statistics Canada.
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Then add in wildfires, heavy oil upgraders
undergoing unplanned maintenance,
retooling at a large auto assembly plant, and
strikes aplenty from April through now and
you have a picture of serial growth
distortions.

SOLID BREADTH TO NOVEMBER AND
DECEMBER GDP

Charts 5 (unweighted) and 6 (weighted
contributions) show that November’s GDP
gain was driven by considerable breadth
across sectors on a weighted contribution
basis.

Statcan doesn't give details with the
December GDP preliminary flash estimate
and only says:

Chart5
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"Increases in manufacturing, real estate and rental and leasing, and mining, quarrying and oil and gas extraction were partially

offset by decreases in transportation and warehousing, construction, and educational services."

BANK OF CANADA

I'm still standing by my hike risk narrative, and at a minimum, the strong risk that the BoC lags the Fed and goes slower because inflation risk
is higher north of the border than south. Wage growth is unsustainably high and set to remain so through collective bargaining exercises for
years to come. Unlike the US, wage growth is not being paid for by productivity as labour productivity in Canada continues to tumble with
everyone facing accountability for why this is happening (workers, employers, and governments). Immigration is excessive in relation to the
country’s ability to house new arrivals and to provide transportation and services; prices will play the rationing role. CAD is undervalued
relative to the Fed'’s still strong dollar. Fiscal policy continues to fight monetary policy by contributing to GDP growth and watch the
upcoming and subsequent rounds of Budgets for more poll-priming spending. Soaring global shipping costs risk pass through into core
prices. The economy is just not opening up a material amount of slack fast enough to counter such pressures and others.

LESS NEGATIVITY PLEASE!!

As written extensively in my week ahead article, | think we collectively need to be more balanced with the Canadian economy
commentaries. I've leaned less negatively than others. It's no service to anyone to talk recession when we're not in one, to talk weakness
when resilient is a better way of looking at it, and to ignore transitory shocks that are disrupting activity. | put the BoC at the top of the list of
folks who are overstating weakness.

Prior Governors would have directed their staff to have boxes in the MPR that quantify the impact of serial shocks on a shock by shock basis.
This governor does not. He must be pressured for an answer. | have found that Macklem overstates weakness, largely ignores Final
Domestic Demand, ignores the sizable drags on growth from inventory effects which is actually a positive, says (overstated) weakness is all
because of him, while totally ignoring the serial shocks that have nothing to do with him. I think that's because the Governor is putting aside
a proper reading of what's going on in favour of trying to jawbone folks into believing this fairy tale about how the BoC will durably hit 2%
inflation. Make it sound worse so people have more belief in hitting 2%. The danger to that approach is if growth remains resilient and other
drivers of inflation risk persist or are intensifying, then he'll have egg on his face.
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