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SUMMARY

Following a very lacklustre end of 2015, this year started on a stronger note. 
Economic activity rebounded in the first quarter as the aftershocks from the oil 
price decline started to fade and non-energy activity gradually gained momentum. 
Real GDP expanded at an annualized pace of 2.4%, driven mostly by a surge in 
exports, private consumption and residential investment (Figure 1). However 
investment expenditure, in particular non-residential spending, continues to be the 
weak spot in the economy. Looking ahead, although Alberta wildfires are likely to 
pull down economic activity in Q2, underlying growth remains constructive. We 
expect government spending to kick in from the second half of this year to support 
domestic demand and business investment to recover on the margin given an 
environment of strengthening US demand and the weak currency. 

With the fiscal stimulus already in the pipeline, we expect the Bank of Canada to 
keep its policy stance unchanged for some time barring an external shock (Figure 2). 
We don’t think Britain voting to exit the European Union will derail the recovery but 
will probably push Central Bankers across the developed world to keep rates lower 
for longer. It is clear that Governor Poloz is expecting a significant contribution to 
growth from non-energy exports. As such, we expect the rhetoric from the BoC to 
put little upward pressure on the Canadian dollar.

CANADA: ONGOING ECONOMIC ROTATION
 – Resilient consumer and stronger external sector supporting economic activity

 – Fiscal stimulus delivered, focusing on the long-term potential outlook

 – Difficult trade off between loose monetary policy for too long and financial stability

Figure 1: Canada’s GDP decomposition
Consumer spending and net exports main engines of growth

Figure 2: Canada economic forecasts
Policy rate to remain on hold this year and next

Source: Thomson Reuters DataStream, Aviva Investors Source: Bloomberg, Aviva Investors
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ONGOING ECONOMIC ROTATION TAKING PLACE SLOWLY BUT SURELY

The strength of US demand continues to play a key role in the Canadian rebalancing 
story, supporting Canadian manufacturers and job creation in non-energy 
provinces. Labour market resilience (Figure 3) reflects the strength in consumer 
spending and more importantly the strength of the housing market. The excess 
capacity in the economy seems to be slowly absorbed thanks to the revival of the 
manufacturing sector where capacity utilization is on the rise. The importance of a 
cheap currency can be seen in the trade numbers. Exports are still benefiting from 
the more competitive dollar. We don’t expect the impact of Brexit and weaker 
demand from the UK on Canadian exports to be material given it’s small weight 
(around 3% of total exports). Therefore, we continue to believe that exports will 
remain a key driver of growth supported by the combination of healthy US demand 
and weaker $CAD.

On the inflation front, the impact of the currency depreciation over the past two 
to three years is still feeding through via higher import prices. Headline CPI at 
1.5% remains below the Central Bank’s 2% target while core inflation remains 
sticky above 2%. However, the existing economic slack in the economy will likely 
ease inflationary pressures going forward. In this context, we continue to think 
the Central Bank will keep its expansionary bias to support the country’s ongoing 
economic rotation.

Canadians have taken advantage of cheap credit for years now. The rapid rise in 
house prices combined with already elevated and increasing household debt (170% 
of disposable income) are gaining increased attention. While growth in consumer 
credit is slowing, residential mortgage growth remains very strong especially in 
provinces like Vancouver and Ontario where house prices are growing in double 
digit territory (22% yoy in Vancouver and 11% in Toronto, Figure 4). Although these 
high debt metrics and rapid house price inflation are unsustainable and put the 
broad economic outlook at risk, we still think the probablity of systemic risk remains 
very low in a environment of robust income growth and record low interest rates 
and debt servicing costs.

Figure 3: Canadian Labour Market
Job creation remains strong in service driven provinces 
(Nov 2014-May 2016)

Figure 4: Canadian Housing Market
Trifurcated housing market, driven by Ontario and B.C

Source: Thomson Reuters DataStream, Aviva Investors Source: Thomson Reuters DataStream, Aviva Investors
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Important information

The information provided in this document and any appendices is 
confidential and should be used only for the purposes requested. Any 
material cannot, wholly or partly be copied, reproduced or provided to 
a 3rd party without the express consent of Aviva Investors.

Unless stated otherwise, any sources and opinions expressed are those 
of Aviva Investors Global Services Limited (Aviva Investors) as at 30th 
June 2016. They should not be viewed as indicating any guarantee of 
return from an investment managed by Aviva Investors nor as advice 
of any nature. The value of an investment and any income from it may 
go down as well as up and the investor may not get back the original 
amount invested. Some of the information within this document is 
based upon Aviva Investors estimates. It is not to be relied on by anyone 
else for the purpose of making investment decisions.

Nothing in this document is intended to or should be construed as 
advice or recommendations of any nature.   This document is not a 
recommendation to sell or purchase any investment. It does not form 
part of any contract for the sale or purchase of any investment.

Any forward-looking information contained herein is subject to certain 
inherent limitations.  Such information is information that is not purely 
historical in nature and may include, among other things, proposed 
or target portfolio composition, specific investment strategies and 
forecasts of future market or economic conditions.  Any forward-looking 
information contained herein is based upon certain assumptions, 
which are unlikely to be consistent with and may differ materially from, 
actual events and conditions.  In addition, not all relevant events or 
conditions may have been considered in developing such assumptions.  
Accordingly, actual results will vary and the variations may be material.  
Prospective investors should understand such assumptions and evaluate 
whether they are appropriate for their purposes.  This [document] may 
also contain historical market data; however, historical market trends 
are not reliable indicators of future market behaviour.  Aviva Investors is 
not under any obligation to subsequently update this information.
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Aviva Investors does not accept any responsibility arising in any way 
(including negligence) for errors in or omissions from information 
contained in this document or for any loss or damage (whether direct, 
indirect or otherwise) suffered by the recipient of the information 
contained in this document, or any other person.

The information contained in this document should be used as general 
information only. It has been prepared without taking into account 
any person’s objectives, financial situation or needs. Before relying on 
any information contained in on this document, you should consider 
whether the information is appropriate to your particular objectives, 
financial situation and needs and obtain professional financial, taxation 
and legal advice.
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