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Higher productivity is a straightforward way to limit 
inflationary pressures, and it doesn’t come along with the 
negative ramifications of higher interest rates, which are 
currently heading to levels that will stall growth on both 
sides of the border over the remainder of the year. Canada’s 
underperformance in productivity has worsened since the onset 
of the pandemic, with the impressive pace of employment 
growth not having been matched by gains in GDP, which is 
working to amplify inflationary pressures through higher unit 
labour costs.

It’s no secret that Canada has a longstanding labour 
productivity issue, having lagged the US for decades. Canadian 
companies are generally less capital intensive and don’t reap 
the benefits of returns to scale that their larger American 
counterparts do. And the productivity gap between the 
countries widened during the pandemic (Chart 1). But when 
looking into the industry level data, we see reason to expect a 
rebound in productivity in some sectors, which will work to aid 
the Bank of Canada’s efforts to get inflation back to target.

Chart 1: Labour productivity has stagnated in Canada relative to the 
US since 2019

Source: Statistics Canada, BEA, BLS, Census Bureau, CIBC

The good, the bad and the services
Looking at the period since Covid started to fade away, 
labour productivity has been receding on both sides of the 
border, which is a direct result of the removal of public health 
restrictions that mainly targeted lower-value added services 
that are now rebounding. That normalization in activity is also 
occurring against the backdrop of a deterioration in higher 
value-added service sectors that were booming during the 
height of the pandemic, particularly the tech sector. 

We focus on industry-level data to gain insight into Canada’s 
productivity underperformance. Surprisingly, we find that 
Canada’s recent underperformance is not entirely concentrated 
in goods sectors, where capital expenditures have been 
sluggish, but it’s also widespread across service sub-sectors 
since the onset of the pandemic (Chart 2). 

Chart 2: Weak productivity in Canada not just a goods sector story

Source: Statistics Canada, CIBC
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Admittedly, real output and productivity can be difficult to 
assess in services due to output being intangible in some cases, 
particularly in information and business services, which are two 
areas that Canada has underperformed in (Chart 3). But some 
of the weakness in other service sub-sectors is concentrated in 
areas that were directly impacted by the pandemic, namely 
leisure and hospitality, and could be poised for a rebound in 
productivity ahead. 

Recreation and food and accommodation services are operating 
at lower capacity relative to pre-pandemic levels in Canada 
versus the US, with consumption per capita lagging what’s been 
seen stateside (Chart 4). That gap could narrow as Canadians 
increasingly return to these high-touch services as Covid fears 
continue to fade, which would help to contain unit labour costs 
in these industries that are currently almost 30% above their 
pre-pandemic trend level in arts and entertainment, and 4% 
above in accommodation and food services.

The aggregate figures also mask some areas of strength 
in Canada, namely retail trade and financial activities. 

Chart 3: Productivity by services sub-sector

Source: Statistics Canada, BEA, BLS, CIBC. *US data not disaggregated into sub-
categories for financial activities, business services, and leisure & hospitality.

Chart 4: Room for a rebound in Covid-impacted services

Source: Statistics Canada, BEA, BLS, CIBC

Interestingly, in the former industry, Canada maintains a lower 
share of online sales within total retail sales, and the US has 
magnified its reliance on online retailing more than Canada 
during the pandemic, but Canada has seen a faster recovery in 
retail trade output.

Weak productivity growth in Canada is typically viewed through 
the lens of goods sectors that were plagued by supply chain 
issues during the pandemic, and where capital spending has 
lagged historically. However, Canada generally hasn’t done as 
poorly as the US in these sub-sectors in terms of productivity 
since the pandemic began (Chart 5). 

Although we expect business investment to slow along with 
higher interest rates, there are some reasons for optimism 
when interest rates start coming down. Nominal capital 
spending intentions in manufacturing were at the highest level 
in over a decade in the survey period that ended in January 
2023, although some of that could reflect higher prices for 
capital equipment and industrial construction, rather than 
higher volumes. And capital spending intentions in the mining 
industry were reported to be 14% higher in 2023 in the same 
survey, although that will still leave nominal spending below the 
peak levels reached in 2014.

With cyclical goods sectors poised to slow with higher interest 
rates, a rebound in services productivity could aid the Bank of 
Canada in cooling inflation. Correlations show the strongest link 
between unit labour cost decelerations and lower inflation in 
the subsequent quarter (in y/y growth terms) following a unit 

Chart 5: Productivity by goods sub-sector

Source: Statistics Canada, BEA, BLS, CIBC
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labour cost easing, particularly in service sectors (Chart 6). And 
there are still substantial impacts in the two quarters after that, 
suggesting that any improvement in services productivity could 
be a relatively swift way to help limit inflation. In contrast to 
services, core inflation tends to lead changes in unit labour 
costs in goods sectors.

Summing it up
The other side of lowering unit labour costs will come from 
slower wage growth, which seems to be in evidence this year 
already in the US. Canada, in contrast, has made more progress 
in lowering job vacancies per unemployed person, which should 
put downwards pressure on wage growth ahead. Indeed, 
industry data shows that Canada is continuing to see a 

Chart 6: Strong correlation between services unit labour costs and 
core CPI

Source: Statistics Canada, CIBC

downward trajectory in job openings in discretionary services in 
Q2 (Chart 7).

The Bank of Canada could use some help from a productivity 
boost to get inflation under control, and the data seems to 
suggest that there could be a rebound in key service areas, 
where unit labour costs are a better indicator of future core 
inflation. If that’s the case, then the Bank of Canada should be 
able to stop hiking after a final 25bp hike, and contained unit 
labour costs will also allow for a trimming of interest rates 
starting in Q2 2024. Further out, there seemed to be more 
appetite for capex by goods sector businesses surveyed early 
this year, and that could work to improve productivity in the 
medium term if executed once interest rates fall.

Chart 7: Job openings in discretionary services trending lower through 
Q2

Source: Indeed, CIBC

In Focus | 3CIBC Capital Markets



CIBC Capital Markets In Focus | 4

Contacts:

Avery Shenfeld
avery.shenfeld@cibc.com

Benjamin Tal
benjamin.tal@cibc.com

Andrew Grantham
andrew.grantham@cibc.com

Katherine Judge
katherine.judge@cibc.com

CIBC Capital Markets
PO Box 500 
161 Bay Street, Brookfield Place 
Toronto, Canada, M5J 2S8  
Bloomberg @ CIBC  

economics.cibccm.com

CIBC World Markets Inc., CIBC World Markets Corp., CIBC World Markets Plc., CIBC Australia Limited and certain other corporate banking and capital markets activities of Canadian Imperial Bank of Commerce operate 
under the brand name CIBC Capital Markets.

This report is issued and approved for distribution by (a) in Canada, CIBC World Markets Inc., a member of the Investment Industry Regulatory Organization of Canada, the Toronto Stock Exchange, the TSX Venture 
Exchange and a Member of the Canadian Investor Protection Fund, (b) in the United Kingdom, CIBC World Markets plc, which is regulated by the Financial Services Authority, and (c) in Australia, CIBC Australia Limited, 
a member of the Australian Stock Exchange and regulated by the ASIC (collectively, “CIBC”) and (d) in the United States either by (i) CIBC World Markets Inc. for distribution only to U.S. Major Institutional Investors 
(“MII”) (as such term is defined in SEC Rule 15a-6) or (ii) CIBC World Markets Corp., a member of the Financial Industry Regulatory Authority. U.S. MIIs receiving this report from CIBC World Markets Inc. (the Canadian 
broker-dealer) are required to effect transactions (other than negotiating their terms) in securities discussed in the report through CIBC World Markets Corp. (the U.S. broker-dealer).

This report is provided, for informational purposes only, to institutional investor and retail clients of CIBC World Markets Inc. in Canada, and does not constitute an offer or solicitation to buy or sell any securities 
discussed herein in any jurisdiction where such offer or solicitation would be prohibited. This document and any of the products and information contained herein are not intended for the use of private investors in the 
United Kingdom. Such investors will not be able to enter into agreements or purchase products mentioned herein from CIBC World Markets plc. The comments and views expressed in this document are meant for the 
general interests of wholesale clients of CIBC Australia Limited.

This report does not take into account the investment objectives, financial situation or specific needs of any particular client of CIBC. Before making an investment decision on the basis of any information contained 
in this report, the recipient should consider whether such information is appropriate given the recipient’s particular investment needs, objectives and financial circumstances. CIBC suggests that, prior to acting on any 
information contained herein, you contact one of our client advisers in your jurisdiction to discuss your particular circumstances. Since the levels and bases of taxation can change, any reference in this report to the 
impact of taxation should not be construed as offering tax advice; as with any transaction having potential tax implications, clients should consult with their own tax advisors. Past performance is not a guarantee of 
future results.

The information and any statistical data contained herein were obtained from sources that we believe to be reliable, but we do not represent that they are accurate or complete, and they should not be relied upon as 
such. All estimates and opinions expressed herein constitute judgments as of the date of this report and are subject to change without notice. This report may provide addresses of, or contain hyperlinks to, Internet 
web sites. CIBC has not reviewed the linked Internet web site of any third party and takes no responsibility for the contents thereof. Each such address or hyperlink is provided solely for the recipient’s convenience and 
information, and the content of linked third-party web sites is not in any way incorporated into this document. Recipients who choose to access such third-party web sites or follow such hyperlinks do so at their own 
risk.

© 2023 CIBC World Markets Inc. All rights reserved. Unauthorized use, distribution, duplication or disclosure without the prior written permission of CIBC World Markets Inc. is prohibited by law and may result in 
prosecution. 

The CIBC logo and “CIBC Capital Markets” are trademarks of CIBC, used under license..

mailto:avery.shenfeld%40cibc.com?subject=
mailto:benjamin.tal%40cibc.com?subject=
mailto:andrew.grantham%40cibc.com?subject=
https://www.bloomberg.com/quote/CM:CN
http://economics.cibccm.com



Accessibility Report



		Filename: 

		IF_2023-0626_aoda.pdf






		Report created by: 

		


		Organization: 

		





[Enter personal and organization information through the Preferences > Identity dialog.]


Summary


The checker found no problems in this document.



		Needs manual check: 0


		Passed manually: 2


		Failed manually: 0


		Skipped: 2


		Passed: 28


		Failed: 0





Detailed Report



		Document




		Rule Name		Status		Description


		Accessibility permission flag		Passed		Accessibility permission flag must be set


		Image-only PDF		Passed		Document is not image-only PDF


		Tagged PDF		Passed		Document is tagged PDF


		Logical Reading Order		Passed manually		Document structure provides a logical reading order


		Primary language		Passed		Text language is specified


		Title		Passed		Document title is showing in title bar


		Bookmarks		Passed		Bookmarks are present in large documents


		Color contrast		Passed manually		Document has appropriate color contrast


		Page Content




		Rule Name		Status		Description


		Tagged content		Passed		All page content is tagged


		Tagged annotations		Skipped		All annotations are tagged


		Tab order		Passed		Tab order is consistent with structure order


		Character encoding		Passed		Reliable character encoding is provided


		Tagged multimedia		Passed		All multimedia objects are tagged


		Screen flicker		Passed		Page will not cause screen flicker


		Scripts		Passed		No inaccessible scripts


		Timed responses		Passed		Page does not require timed responses


		Navigation links		Passed		Navigation links are not repetitive


		Forms




		Rule Name		Status		Description


		Tagged form fields		Passed		All form fields are tagged


		Field descriptions		Passed		All form fields have description


		Alternate Text




		Rule Name		Status		Description


		Figures alternate text		Passed		Figures require alternate text


		Nested alternate text		Passed		Alternate text that will never be read


		Associated with content		Passed		Alternate text must be associated with some content


		Hides annotation		Passed		Alternate text should not hide annotation


		Other elements alternate text		Passed		Other elements that require alternate text


		Tables




		Rule Name		Status		Description


		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot


		TH and TD		Passed		TH and TD must be children of TR


		Headers		Passed		Tables should have headers


		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column


		Summary		Skipped		Tables must have a summary


		Lists




		Rule Name		Status		Description


		List items		Passed		LI must be a child of L


		Lbl and LBody		Passed		Lbl and LBody must be children of LI


		Headings




		Rule Name		Status		Description


		Appropriate nesting		Passed		Appropriate nesting







Back to Top
