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Canadian GDP: Sunny Skies in July
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•

<It's a welcome bounce from a soft end to the first quarter, but it will only be temporary relief as the impact of the Alberta wildfires loom. Monthly output increased by 0.1%, in line with the consensus view, but there were a few disappointments. Manufacturing output didn't quite live up to our expectations, with real output there up only 0.4%. Mining/oil and gas saw a third monthly decline in April (-1.4%), and is set for a substantial retreat next month. Services output was up by 0.2% on the month, with relatively broad-based gains. A lack of Canadian teams in the NHL playoffs did create one pocket of weakness, however, with arts/entertainment activity down nearly 4%. All told, not much to move markets, with a weak Q2 expected both by the street and the BoC.

•

It turned out to be sunny skies in July for the Canadian economy. Monthly GDP brushed off a
slowdown in the energy sector, and posted a healthy rebound from a lackluster end to the first
half of the year. Today’s numbers will lift third quarter GDP tracking forecasts above 2%, and
do their part to justify a Bank of Canada rate hike in October.

•

Canada’s economy expanded 0.2% in July, ahead of expectations which were weighed down by
outages in the energy sector. Oil production was off 1.2% on the month, but that wasn’t as
much of a negative as we had been penciling in. As activity starts to ramp back up in the oil
region, production should swing from a negative to a positive contributor to growth in August.
Although, given that the trough in oil production wasn’t as low as expected, the rebound will
also likely be somewhat more moderate than previously anticipated.

•

Gains were only seen in 12 of 20 sectors, but outsized strength was seen in a few places. Both,
manufacturing and wholesaling were up more than 1% in July. Factories showed relatively
broad-based strength across sectors for a second month in a row. Looking ahead, recent
revisions to capacity data also show that manufacturing activity could still have a bit more
room to grow. Wholesaling, on the other hand, was simply rebounding from a very weak prior
month.

•

Real estate continued its rebound from the recent policy-led slowdown, giving comfort to BoC
officials still uncertain about the full impacts of recent mortgage rule changes. But other
aspects of the housing market didn’t fare as well. Residential construction was down 1.5%, the
largest drop since a strike took output lower in May of 2017. That follows the cooling down in
housing starts seen so far this quarter.

•

News on the retail sector won’t inspire confidence that the households can continue as a
stalwart of growth. Retailing was down for the second month in row, and is now tracking a

paltry 0.9% gain over the past year, a stark deceleration from the heady 7% growth rates seen
in the middle of 2017.
•

A spike in utilities usage in July was driven by a heatwave that struck much of the country.
That growth isn’t, however, sustainable as weather has since returned to more seasonable
temperatures.

Implications & Actions
Re: Economic Forecast — The upside surprise in today’s data has raised our Q3 GDP forecast to 2.2%,
and leaves the economy well placed for another rate hike in October. A subsequent rate hike next
year is also now looking like a Q1 story rather than the April move we had previously expected.
Nevertheless, Governor Poloz will only have a green light so long as NAFTA negotiations haven’t
completely gone south.
Re: Market Impact — The data has been bullish for the Canadian dollar and bearish for fixed income.

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.
© 2018 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.

CIBC Capital Markets - PO Box 500, 161 Bay Street, Brookfield Place, Toronto, Canada

M5J 2S8 - Bloomberg @ CIBC - (416) 594-7000

