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Recent developments in the Canadian
economy: Fall 2022

by Guy Gellatly and Carter McCormack

DOI: https://doi.org/10.25318/36280001202201000001-eng

This article provides an integrated summary of recent changes in output, consumer prices, employment
and household finances. It highlights changes in the economic data during the first half of 2022 and into
the summer months. The article also examines how economic conditions have changed as borrowing
costs have risen.

The report is based on data that are publicly available as of October 3, 2022. Monthly information on
government, business and financial market developments, including public health measures related to
the pandemic, is available at Canadian Economic News (Statistics Canada n.d.). Monthly commentary
on economic developments related to COVID-19 can be found at Canadian Economic Dashboard and
COVID-19 (Statistics Canada n.d.).

Overview

Economic activity rose during the first two quarters of 2022 as consumer spending and business
stockpiling contributed to growth. Export volumes rebounded in the second quarter as import volumes
rose at their fastest pace since early in the pandemic. Investment in housing contracted sharply in the
second quarter, while business outlays on structures and machinery and equipment continued to
advance. Labour productivity remained below pre-pandemic levels while improvements in the terms of
trade bolstered real income growth.

Output and employment growth slowed during the spring months. Rising input costs and labour shortages
continued to cloud the outlook as businesses and households adjust to higher borrowing costs. Headline
consumer inflation reached a forty year high in June as inflationary pressures remained widespread.
Household wealth posted a record decline in the second quarter as wealth inequality rose for the first
time since the start of the pandemic.
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Household spending and business stockpiling support economic
growth
Real gross domestic product rose 0.8% in the second quarter, matching the gain in the first. Economic

activity has expanded for four consecutive quarters, increasing by 4.6% over this period. Overall activity
in the second quarter was 1.7% above pre-pandemic levels in late 2019.

Chart 1
Contributions to real GDP growth, selected components
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Source: Statistics Canada, table 36-10-0104-01.

Household spending and inventory accumulation supported economic growth during the first half of 2022
(Chart 1). After a modest increase in the first quarter, household outlays rose 2.3% in the second, led by
higher spending on services and semi-durables, including clothing and footwear. Outlays on durables fell
as price increases for big ticket items weighed on household purchases. Total household spending in the
second quarter was 3.2% above pre-pandemic levels.

Business stockpiles rose sharply in the first half of 2022. Inventory accumulation contributed markedly to
growth in the second quarter, supported by increases in machinery and building supplies and fertilizers.
Farm inventories, bolstered by higher production of wheat and canola, posted their largest quarterly
increase in over sixty years.

Non-residential business investment continues to recover during the first half of year (Chart 2). Combined
business outlays on structures and machinery and equipment (M&E) have risen for five consecutive
quarters as volumes approached pre-pandemic levels. Outlays on non-residential structures, buoyed by
higher spending on energy projects, rose 2.7%, but remained about 4% below levels observed in late
2019. Investment in M&E, led by higher spending on transportation equipment, rose 4.5%, and was
nearly 5% above its pre-pandemic baseline. Spending on intellectual property products increased after
three consecutive quarterly declines.
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Chart 2
Real gross domestic product, selected aggregates
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Source: Statistics Canada, table 36-10-0104-01.

After advancing in the first quarter, residential investment detracted from growth in the second as the
housing market adjusted to rising borrowing costs. Investment in housing fell 7.8% as lower resale activity
led to a 24.7% decrease in ownership transfer costs. Renovation activity also pulled back, while new
homebuilding increased for the first time in four quarters. Despite the pullback, total residential investment
remained 7% above pre-COVID levels.

Export volumes rebounded in the second quarter (+2.6%) after weighing on growth in the first. Higher
shipments of metal products and increases in travel services supported export volumes in the second
quarter. Import volumes, bolstered by increases in transportation equipment, posted their largest
guarterly increase (+6.9%) since trade activity ramped up after the initial COVID-lockdowns. Total export
volumes in the second quarter remained 6% below pre-pandemic levels?!, while import volumes were 6%
higher than in late 2019.

Productivity below pre-pandemic levels as trading gains bolster
real income growth

Business labour productivity, a measure of the volume of goods and services produced per hour worked,
edged up in the second quarter following seven consecutive quarterly declines. Labour productivity in the
guarter was 1.3% below pre-pandemic levels. In contrast, unit labour costs, which measure the payments
to labour required to produce a unit of output, continued to trend higher and were 14.5% above levels
observed in late 2019 (Chart 3). 2

1. Merchandise exports, measured in current dollars, rose steadily during the first six months of 2022, fuelled by higher prices
for energy products. Cumulative energy exports during the first half were $109.3 billion as Canada posted six consecutive
monthly trade surpluses totaling $19.6 billion.

2. For an analysis of recent labour productivity trends, see Research to Insights: Investment, Productivity and Living Standards
https://mww150.statcan.gc.ca/n1/pub/11-631-x/11-631-x2022004-eng.htm
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Improvements in Canada’s terms of trade bolstered real income growth during the first half of 2022. Real
gross domestic income, a measure of the purchasing power of domestic production which incorporates
relative changes in export and import prices, grew by 2.2% in the first quarter and 2.5% in the second
(roughly three times the cumulative pace of real GDP growth during the first two quarters). About two
thirds of this real income growth reflected improvements in the terms of trade.

Chart 3
Labour productivty and unit labour costs
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Slower growth in economy-wide output as borrowing costs rise

Both goods and service industries posted steady gains during the first half.> Higher output in construction
and manufacturing contributed to output growth in the first quarter, while increases in accommodation
and food services, mining and oil and gas extraction, and transportation and warehousing supported
growth in the second. Crop production continued to post steady gains throughout the first half of the year.

The pace of economic activity, measured month-over-month, moderated during the spring months.
Output growth slowed in April (+0.2%), remained essentially unchanged in May, and then edged up 0.1%
in both June and July. While activity in many client-facing services continued to ramp up towards mid-
year?*, output scaled back in industries that are sensitive to interest rate changes (Chart 4).

3. Output in the goods sector increased in five out of six months, while the service sector posted five consecutive increases
from February to June.

4. Volumes at food services and drinking places rebounded to pre-pandemic levels in May, while activity levels in arts,
entertainment and recreation, as of June, remained about 10% below levels observed in February 2020. At mid-year, air
transportation remained about one third below its pre-pandemic baseline.
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Chart 4
Real gross domestic product, selected industries
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Source: Statistics Canada, table 36-10-0434-01.

Real estate agents and brokers posted five consecutive declines from March to July as homebuyers
adjusted to higher borrowing costs. After peaking at nearly 50% above pre-pandemic levels in March
2021, activity at agents and brokers in July was 11% below its pre-COVID baseline, the lowest level since
activity began to recover from the initial lockdowns. Legal services, which are strongly impacted by
housing market activity, also fell steadily from March to July.

Construction posted four consecutive declines from April to July, but remained slightly above pre-
pandemic levels. Residential, non-residential and repair construction all edged down in the spring
months.

Businesses anticipate continued challenges related to inflation
and supply chains

Data for the third quarter from the Canadian Survey on Business Conditions continue to underscore the
cost pressures and logistical challenges facing many companies. Three in five businesses expect rising
inflation to be an obstacle over the next three months, while almost half expect challenges related to
higher input costs. About one-third of businesses expect to raise prices over the coming months.

Supply chain disruptions continue to be widely anticipated. Over one-quarter of businesses expect
challenges acquiring inputs, products or supplies domestically over the next three months, with over half
of these businesses anticipating that supply challenges will continue for six months or more.
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Inflationary pressures remain widespread as gas prices ease

Headline consumer inflation rose steadily during the first half of 2022, reaching a forty year high of 8.1%
in June. During this period, higher prices for gasoline, shelter, food and durables have all put upward
pressure on consumer inflation, as supply disruptions coupled with strong demand have continued to fuel
price growth. Excluding gasoline, annual price growth accelerated steadily to 6.5% in June as inflationary
pressures remained widespread.®

Headline consumer inflation eased during the summer months on lower gasoline prices. August marked
the seventeenth consecutive month that the headline rate (+7.0%) has been above three percent, and
the sixth consecutive month above six percent.

Chart 5
Consumer price index, selected commodities
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Food prices continued to edge higher during July and August (Chart 5). Grocery prices, measured year-
over-year, were up 10.8% in August, the largest yearly increase since 1981. Annual price increases for
meat edged up to 6.5%, while yearly increases for fresh fruit remained at or above the 10 percent mark
for the fifth consecutive month. Prices for pasta products were up 20.7% in the twelve months to
August. Annual price increases at restaurants topped the seven percent mark for the third consecutive
month.

Shelter costs, measured year-over-year, continued to ease during the summer months but remained
elevated. Annual price increases for owned accommodation slowed to 6.2% in August after peaking at
7.6% in April. Yearly increases in the homeowners’ replacement cost index fell below the ten percent
mark for the second consecutive month after 14 consecutive months in double-digit territory. At the
same time, mortgage interest costs, measured year-over-year, remained in positive territory for the

5. Other indicators underscore the sharp upward pressure on prices at earlier stages in the supply chain. Industrial product
prices, which measure the prices that producers receive as products leave the factory gate, were up 14.3% on a year-over-
year basis in mid-2022, while the prices that manufacturers pay for key raw materials rose by 32.6%.
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second consecutive month (+4.8%), reflecting recent upward pressure on lending rates.® Annual price
increases for rented accommaodation remained above the four percent mark for the seventh
consecutive month as the demand for rental units continues to rise.

Consumer inflation has outpaced the growth in average hourly wages since the headline rate topped the
three percent mark in April 2021. The pace of wage growth, measured year-over-year, edged higher in
the first half, rising above the five percent mark from June to August.’

Rising prices have affected the ability of three in four households to meet day-to-day expenses.® In April
2022 (when headline inflation was at 6.8%), three in ten Canadians reported that they were very
concerned about whether they could afford housing or rent, while one in four indicated that they had to
borrow money from friends or relatives, take on additional debt, or use credit to meet day-to-day
expenses. Lower income earners, young Canadians, households with children, persons with disabilities
and Canadians belonging to racialized groups were more likely to borrow money.

While inflationary pressures have been broad-based, their impacts have been felt most deeply in higher
prices for products that directly impact living costs. Over four in ten Canadians in April reported that they
were most affected by rising food prices, while one in three indicated that they were most affected by
higher transportation costs (Chart 6).

Chart 6
Inflation weighing heavily on day-to-day expenses
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Source: Statistics Canada, Rising prices are affecting the ability to meet day-to-day expenses for most Canadians and table 18-10-0004-01.

6. The Bank of Canada raised its policy interest rate five times from March to September 2022. September’s policy rate was
3.25%, up from 0.25% early in the year.

7. For a more detailed analysis of wage movements during the first half of 2022, see Disaggregating wage growth: Trends and
considerations https://www150.statcan.gc.ca/n1/pub/11-631-x/11-631-x2022002-eng.htm

8. The impacts of rising prices on household spending patterns were examined in the Portrait of Canadian Society survey,
published in The Daily on June 9th; see Rising prices are affecting the ability to meet day-to-day expenses for most
Canadians https://www150.statcan.gc.ca/nl/daily-quotidien/220609/dq220609a-eng.htm.
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Slower employment growth as the demand for workers remains
elevated

Employment growth slowed following large Omicron-related movements in early 2022. Headline
employment rose by nearly 340,000 in February, more than offsetting losses under tighter health
restrictions at the start the year. Employment then edged higher in the three months to May, before pulling
back during the late spring and summer months. Total employment in August was little changed from
levels reported in February, with net gains in full-time work offsetting declines in part-time.

Despite the recent slowdown, labour market conditions remained exceptionally tight during the spring
and summer months. More Canadians in their prime working years are currently working now than before
the pandemic. The employment rate among 25 to 54 year-olds edged down from a record 84.7% in June
to 84.1% in August, but remained 0.9 percentage points above its pre-pandemic benchmark. The national
unemployment rate fell to a record low of 4.9% in June and July, while the rate among core-age workers
has remained below the five percent mark since February. During this period, unemployment rates
among youth and older workers have also generally remained below pre-pandemic benchmarks.

Many employers continue to navigate labour shortages as the job vacancy rate rose to a record-high
5.7% in the second quarter. Nearly four in ten businesses reported that labour-related obstacles would
limit growth, with a similar percentage anticipating that they would hire less suitable candidates. The ratio
of unemployed persons to job vacancies edged down to a record low of 1.0 in June.® Businesses also
report challenges retaining workers. In August, the proportion of permanent employees who were
planning to leave their job within the next 12 months was 11.9%, almost double the level recorded at the
start of the year (6.4%).1°

Population aging is now having a measurable impact on medium-term changes in the age structure of
the workforce. Since the onset of the pandemic, the working age population has increased by about
900,000 persons. About two thirds of this increase is accounted for individuals who are now 55 years of
age and older, who as a group make up a larger share of the working age population. Indeed, changes
in the age structure over the last three years have been driven by more elderly Canadians with much
lower rates of labour force participation (Chart 7). As participation rates for specific age groups remain
very similar to those reported before the pandemic, the decline in the participation rate among those 55
or over (currently 1.9 percentage points below its pre-pandemic baseline) reflects aging within this group,
rather than workers of a specific age working less.!

9. In early 2022, offered wages associated with vacancies in certain sectors were lower than workers were willing to accept,
particularly in retail trade (offered wages were 22.4% lower), accommodation and food services (15.8% lower), and
construction (7.0% lower). See Job vacancies, first quarter 2022 https://www150.statcan.gc.ca/nl/daily-
quotidien/220621/dq220621b-eng.htm

10. These estimates are not adjusted for seasonality.

11. The authors would like to thank Andrew Fields at Statistics Canada’s Centre for Labour Market Information for developing
the estimates reported in Chart 7.
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Chart 7
Population change and participation rates, August 2019 to August 2022
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Source: Statistics Canada, Labour Force Survey, special tabulations.

The impact of these changes in age structure is consequential. August’s employment report noted that if
the age distribution of the working age population had stayed constant over the past three years—rather
than older Canadians comprising an increasingly larger share of the population—374,000 more people
would be in the labour force in August than was actually observed.!?

Changes in the industrial composition of employment growth, many of which reflect developments early
in the pandemic, continue to persist (Chart 8). Net employment gains among public sector employees
over the last three years reflect large cumulative increases in health care and social assistance, public
administration, and educational services. Among private sector employees, large increases in
professional, scientific and technical services, and in finance and real estate industries, have been partly
offset by declines in accommodation and food services. Self-employment continues to lag pre-pandemic
levels, reflecting broad-based losses across industries. On the whole, net employment gains since the
onset of the pandemic has been concentrated entirely in occupations that typically require university
education.

12. See Labour Force Survey, August 2022 https://www150.statcan.gc.ca/n1/daily-quotidien/220909/dq220909a-eng.htm
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Chart 8
Net employment change since August 2019, selected industries
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Household wealth falls by nearly one trillion

While household incomes continued to expand in the second quarter, balance sheets contracted sharply
as asset markets plunged into correction territory. Household wealth contracted by 6.1% but remained
23.9% higher than before the pandemic.

After expanding by 5.0% in the first quarter, household disposable income edged up 1.0% in the second
as higher wages and salaries offset lower government transfers. Stronger spending pushed the savings
rate down to 6.2%. Household income and saving in the quarter remained well above pre-pandemic
levels. Disposable income was 16% above levels reported in late 2019, while the savings rate was over
twice its pre-COVID baseline.

Household net worth—the value of all household assets minus liabilities—fell by $990 billion in in the
second quarter, the largest quarterly decline on record. Household financial assets were hit by weaker
equity markets, while the value of residential properties fell sharply as borrowing costs rose. Households
took on more debt as both mortgage and non-mortgage borrowing increased, the former advancing at a
near record pace.

Household wealth inequality increased in the second quarter for the first time since the onset of the
pandemic. The net worth of households in the bottom 40 percent of the wealth distribution fell by 12.0%
(representing an average decrease of $8,828), more than twice the rate of decline of 5.9% among
households in the top wealth quintile (an average decrease of $199,118). While wealth fell across all age
groups, younger households were most impacted. The average net worth of households in the youngest
age group (less than 35 years) fell by 8.2%, reflecting the sharp decline in real estate values.
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