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Recent developments in the Canadian
economy: Fall 2021

by Sean Clarke and Guy Gellatly

DOI: https://doi.org/10.25318/36280001202101000002-eng

This article provides an integrated summary of recent changes in output, consumer prices and
employment. It also draws on new data sources designed to evaluate the economic conditions facing
businesses as the COVID-19 pandemic continues to evolve. The article is based on data that are
publicly available as of October 8, 2021.

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.). For an overview of social and economic developments during the first year of the pandemic, see
COVID-19 in Canada: A One-year Update on Social and Economic Impacts (Statistics Canada 2021a).
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Sean Clarke and Guy Gellatly are with the Strategic Analysis, Publications and Training Division,
Analytical Studies and Modelling Branch, at Statistics Canada.

Overview

The pace of the economic recovery slowed during the first half of 2021 as supply chain disruptions and
third wave restrictions weighed on activity. Consumer prices rose steadily during the first half, as gasoline,
shelter, and durables put upward pressure on headline inflation. Employment fluctuated as public health
measures tightened and eased, and then strengthened into the summer months before recovering to pre-
pandemic levels in September. Job vacancies were at record levels in the second quarter, while labour
shortages and rising input costs continue to cloud the business outlook. Household disposable income
remained elevated during the first half as the savings rate held firm in double digit territory. Households
added $1.3 trillion to their net worth over the first two quarters of 2021.
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Real gross domestic product contracted on declines in exports
and housing

Real gross domestic product contracted 0.3% in the second quarter, after advancing 1.4% in the first.
Lower export volumes coupled with a pullback in home resale activity contributed to the headline
decrease, while business inventories, government current expenditures, and business outlays on
machinery and equipment rose (Chart 1). Household spending edged up 0.1% despite lower outlays on
goods. Total economic activity in the second quarter was 2.0% below pre-pandemic levels observed in
late 2019 (Chart 2).

INSERT Chart 1: Contribution to quarterly change in real gross domestic product, selected expenditure
components

INSERT Chart 2: Real gross domestic product, selected expenditure components

Export volumes fell 4.0% on lower shipments of motor vehicles and parts and energy products. Supply
chain disruptions continued to impact automakers and parts suppliers, as auto-related exports in the
second quarter were over one-quarter below pre-pandemic levels. Overall export volumes were 10.4%
below levels observed in the fourth quarter of 2019.

Business investment in housing declined 3.3% in the second quarter, as home resale activity fell by
double digits following three quarters of strong growth. Outlays on new construction and renovations
continued to advance. Total outlays on housing in the quarter were 20.9% above pre-COVID levels.

Business outlays on machinery and equipment (M&E) rose 5.7%, the third increase in the last four
guarters, while outlays on non-residential structures also strengthened. Nonetheless, combined business
investment in non-residential structures and M&E was 12.7% below pre-COVID levels. Outlays on
intellectual property, led by higher spending on research and development, advanced for the fourth
consecutive quarter.

Household expenditures edged up 0.1%, supported by higher spending on services. Outlays on goods
fell for first time since the second quarter of 2020, but remained 4.5% above pre-pandemic levels. Total
household expenditures were 3.7% below levels observed in late 2019, reflecting lower spending on
services during the pandemic.

Labour productivity in the business sector rose 0.6% in the second quarter as reductions in hours worked
exceeded declines in output. This followed three consecutive quarter-over-quarter decreases as hours
worked ramped up more swiftly than output levels in the wake of the initial lockdowns. Business
productivity in the second quarter was 2.6% above pre-pandemic levels.!

In the retail sector, productivity remained about 10% above pre-pandemic levels as the gradual recovery
in hours worked has lagged well behind the v-shaped recovery in output (retail volumes in the third quarter
of 2020 had already surpassed pre-COVID levels). Productivity in accommodation and food services
remained 20% below levels observed prior to the pandemic, despite a double-digit increase during the
second quarter.?

1. Wang (2021) found that about one-third of the substantial increase in business productivity during 2020 reflected structural
changes due to the transfer of resources towards more productive industries that carry out large shares of essential activity.

2. For recent studies on the impact of the pandemic on retailers and restaurants, see Tam, Sood and Johnston (2021) and
Sood (2021).
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Business openings fell as third wave restrictions tightened

Business openings declined throughout the second quarter as the number of reopenings fell. After
decreasing 4.5% in April, openings fell 3.8% in May as tighter restrictions remained in effect in many
jurisdictions across the country. In both months, the pullback was broad-based across industries.
Openings fell for the third straight month in June (-1.1%).

Net entry—the number of monthly openings less closures—continued to trend down over the first half of
2021. Monthly openings during the first six months of the year averaged 43,800, compared with 50,500
during the second half of 2020. In contrast, monthly closures during the first half of 2021 averaged 40,800,
up from 34,600 during the last six months of 2020.3

As of May 2021, the number of active businesses had recovered to pre-COVID levels, as net gains in
professional, science and technical services and construction offset net losses in other private services
(which include personal services), retail trade, and accommodation and food services.

High contact services rallied as restrictions eased

Following sustained gains in the wake of the initial lockdowns,* economy wide output fell in April and May
as businesses and households adapted to third wave restrictions (Chart 3). Lower activity in retail trade
and accommodation and food services weighed heavily on output during the spring, while factory
volumes also fell as the global shortage of microchips continued to impact production.®

INSERT Chart 3: Real gross domestic product, selected industries

Output partly rebounded in June, led by a double-digit increase in accommodation and food services as
restrictions eased.® Despite the gain, output in this industry remained 30% below levels observed prior
to the pandemic. Retail volumes strengthened in June, but remained below levels observed in March
prior to the onset of the third wave. Manufacturing also rebounded, supported by higher output at
automakers and parts suppliers, fabricated metal manufacturers, and petroleum refineries. Output at auto
plants, impacted by supply disruptions in recent months, remained over one-third below pre-pandemic
levels at mid-year.

Activity at real estate agents and brokers scaled back in the spring after housing market activity peaked
in March. In that month, activity at agents and brokers was 46% above pre-pandemic levels;
consecutive declines from April to June brought activity to 12% above pre-COVID levels by mid-year.
Residential construction followed a similar pattern—ramping up early in the year before pulling back in
May and June. Nonetheless, housing construction at mid-year was 15% above levels observed prior
to the onset of the pandemic.

Economy-wide output edged down 0.1% in July as drought conditions in Western Canada severely
impacted crop production. Factory output and wholesale activity were down, while retail volumes declined

3. Leung (2021) examined the characteristics of businesses that closed during the initial stages of the pandemic, showing that
early closures tended to be younger, smaller, more leveraged and less profitable. Lafrance-Cooke (2021) found that
businesses created during the pandemic also tended to be smaller on average than those created before 2020.

4. Output rose in 10 of 11 months following the historic declines in March and April 2020. Real gross domestic product was
basically unchanged in December 2020 as second wave restrictions tightened.

5. The headline decreases in April and May were -0.9% and -0.5%, respectively. Accommodation and food services fell 11%
over this two-month period, while retail volumes were off by 8%.

6. June’s headline increase was 0.6%, bringing economy-wide output to within 2% of its pre-pandemic level in February 2020.

Statistics Canada 3 Economic and Social Reports
Catalogue no. 36-28-0001 Vol. 1, no. 10, October 2021



Insights Recent developments in the Canadian economy: Fall 2021

as consumer dollars shifted toward out-of-the-home expenditures. Accommodation and food services
posted a double-digit gain for the second consecutive month, while arts, entertainment and recreation
continued to strengthen as restrictions on many activities eased. Air transportation also rose in July, as
the passenger load factor rose above 50% for the first time since the start of the pandemic.’

Rising input costs cloud the near term business outlook

New data from the Canadian Survey of Business Conditions for the third quarter, collected during July
and early August, highlight overall improvements in the business outlook as third wave restrictions eased.
Three quarters of businesses reported that they were somewhat or very optimistic about their outlook
over the next 12 months, with half reporting that they could continue to operate at current revenue and
expenditure levels for a year or more before considering laying off staff. Similarly, just over half of
businesses (54%) reported that they could operate at current revenue and expenditure levels for at least
a year before considering bankruptcy or closure, with a similar percentage indicating that they could take
on additional debt. Less than 2% of businesses reported that they plan to close over the next 12 months.

However, rising input costs related to labour, capital, energy or raw materials continue to weigh on the
near term outlook. Nearly four in ten businesses anticipate rising input costs to be an obstacle over the
next three months, and over one in five businesses expect to raise prices during this period. Both
numbers are similar to those reported in the second quarter (Chart 4).

INSERT Chart 4: Businesses reporting expected obstacles, second and third quarters, 2021

Many businesses anticipate labour-related challenges over the near term. Three in ten businesses expect
labour shortages to be an obstacle, up from 22% in the second quarter. And over one-third of businesses
(+35%) anticipate challenges recruiting skilled employees, an increase of seven percentage points.
Businesses responding to the third quarter survey were also slightly more likely to anticipate difficulties
retaining skilled workers.

Eight percent of businesses surveyed during July and August expect to have vacancies over the next
three months. Job vacancy data for the second quarter highlight the robust demand for labour as
businesses and workers continue to adjust to COVID-related restrictions. Vacancies were at a record
high in second quarter, up 25.8% from levels reported in the second quarter of 2019.

Vacancies have risen sharply in health care and social assistance, construction, retail, manufacturing
and accommodation and food services. The job vacancy rate stood at 4.6% in the second quarter, the
highest rate since comparable data became available in 2015. Job vacancy rates in accommodation and
food services and construction were 9.0% and 5.8%, respectively. Sixty percent of total vacancies in the
second quarter required either a high school diploma or equivalent or no minimum level of education.

Consumer prices rose steadily during the first half of 2021

Headline consumer inflation accelerated to 4.1% in August, the fastest pace in over 18 years. The
headline rate has been above the three percent mark for five consecutive months, reflecting upward
pressure from gasoline, shelter, and consumer durables. Measured on a month-over-month basis,

7. See “Monthly civil aviation statistics, July 2021” (Statistics Canada 2021b).
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consumer prices have risen steadily from January to August, after exhibiting little upward momentum
during second half of 2020 (Chart 5).

INSERT Chart 5: Consumer price index

Gasoline prices continue to exert a substantial impact on the headline rate. Gasoline prices rose 32.5%
on a year-over-year basis in August, the third consecutive month that annual increases have hovered
around the thirty percent mark. This follows steeper year-over-year increases earlier in the spring as
prices at the pump rebounded from sharp declines early in the pandemic. Gasoline prices had recovered
to pre-pandemic levels by February 2021, and have risen steadily in recent months.

Higher housing-related costs have also contributed to the rise in headline inflation. Shelter costs
accelerated notably during the spring and summer months, supported by higher homeowner replacement
costs and other expenses for owned accommodation, which include commissions and legal fees on the
sale of real estate. In August, shelter prices were 4.8% higher on a year-over-year basis as new home
prices and borrowing costs continue to diverge. The homeowners’ replacement cost index, which partly
reflects prices for new homes, has risen for eighteen consecutive months, while mortgage interest costs
have fallen for sixteen straight months as homebuyers continue to take advantage of historically low
interest rates.® Price increases for rental accommodation, measured year-over-year, rose above the two
percent mark from May to July, before slowing in August.

Global supply chain disruptions have put upward pressure on prices for consumer durables in recent
months. The global shortage of semiconductor chips has impacted prices for passenger vehicles, which
rose from 4.1% year-over-year in June to 7.2% in August, the largest annual increase in over two and
a half decades. Supply chain bottlenecks, including higher shipping costs and import delays, also put
upward pressure on prices for household appliances, which increased 5.3% in the twelve months
to August.

Other price data highlight the rise in upstream prices during the first half of 2021. Prices for raw materials,
measured month-over-month, rose steadily during the first six months of the year, and were 24% higher
in August than at the end of 2020. Industrial product prices, which track the prices that manufacturers
receive when products leave the factory gate, were up 12% over this period.

Employment strengthened in the wake of third wave restrictions

After combined losses of 275,000 during April and May, total employment rose by 415,000 during the
late spring and summer months as third wave restrictions eased across the country. All of the cumulative
gains from May to August were in service industries, over half of which reflected higher employment in
accommodation and food services. Three quarters of the net increase over this three-month period was
in part-time work, while over half the net increase reflected higher employment among 15 to 24 year-
olds, led by gains among young women. By August, the employment rate among youth had essentially
recovered to pre-pandemic levels (Chart 6).

INSERT Chart 6: Employment rates, 15 to 24 year-olds

8. New home prices, measured year-over-year, were up 12.2% in August. Prices have risen by nearly 10% over the first eight
months of 2021.
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With August’s headline increase, total employment had rebounded to within 1% of its pre-pandemic level
(cumulative losses since the onset of the pandemic stood at 156,000 or -0.8%).° The employment rate in
August—the proportion of working age people who are employed—was 60.5%, down 1.3 percentage
points from the rate in February 2020. The number of employed people who worked less than half of their
usual hours in August remained about 30% higher than levels prior to the pandemic, while total hours
worked remained 2.6% below (Chart 7).1°

INSERT Chart 7: Cumulative employment losses and substantial declines in hours worked

The unemployment rate fell to 7.1% in August, while the rate among youth held steady at 11.6% for the
second consecutive month after hovering around 16 percent during April and May.

The number of workers experiencing long-term unemployment—over half of whom lost or left jobs
during the pandemic—remains at elevated levels. In August, nearly 400,000 workers had been
unemployed for 27 weeks or more, down from just over 500,000 at the start of the year. Despite
declines as third wave restrictions eased, long-term unemployment remained over twice levels
observed prior to the pandemic (Chart 8). Rising long term unemployment among core age workers
accounted for almost 60% of the total increase, led by higher numbers among core-age men. Those
experiencing long term unemployment accounted for 27.4% of all unemployed workers in August, up
from 15.6% before the onset of the pandemic. Almost two thirds of the long term unemployed have
been out of work for a year or more.

INSERT Chart 8: Long-term unemployment

Employment recovered to pre-pandemic levels in September

Employment rose by 157,000 in September, the fourth consecutive monthly increase in the wake of third
wave restrictions. All of the net increase in September was in full-time work, led by gains among core-
age women. Higher employment in public administration, information, cultural and recreation services,
and professional, scientific and technical services supported the headline increase.

The unemployment rate fell to 6.9% in September, the lowest rate since the onset of the pandemic.
The unemployment rate among core-age workers edged down to 5.9%, while the rate among youth
declined to 11.3%.

The employment rate increased to 60.9% in September, 0.9 percentage points below its pre-pandemic
benchmark. Employment rates among young and core-age women were both above pre-COVID levels,
while rates among young and core-age men remained below levels reported in February 2020.

The number of employed people who worked less than half of their usual hours in September remained
elevated (+218,000) relative to pre-pandemic levels, while total hours worked remained 1.5% below.

With September’s headline increase, total employment has recovered to its pre-pandemic level. Full-time
employment has also fully recovered, as have levels among private and public sector employees. The

9. As of July, payroll employment—the number of individuals receiving pay or benefits from their employer—remained 2.5%
below pre-pandemic levels. Cumulative payroll losses since February 2020 total 428,000.

10. Frenette and Morissette (2021) have developed estimates of “triple protected jobs” (those with no predetermined end date,
at low risk of automation, and resilient to pandemics) as a forward-looking indicator of job security. While two in five jobs
were triple protected prior to the pandemic, the likely of holding these jobs is far higher among high income and highly
educated workers.

Statistics Canada 6 Economic and Social Reports
Catalogue no. 36-28-0001 Vol. 1, no. 10, October 2021



Insights Recent developments in the Canadian economy: Fall 2021

number of women working full-time in September was 116,000 above pre-pandemic levels, while 107,000
fewer men were working full time.

While total employment has recovered, sizable differences in the pace of the recovery remain apparent
across industries. Cumulative employment losses in accommodation and food services since the onset
of the pandemic stood at 180,000 as of September, while cumulative losses in other private services
(which include personal services) were 96,000. In contrast, employment in professional, scientific and
technical services has risen by 183,000 since February 2020, while levels in public administration have
increased by 108,000.

Household saving remains in double-digit territory

Household disposable income, supported by increases in employee compensation and government
transfers, rose 2.2% in the second quarter, outpacing the modest gain in consumption. As a result, the
household savings rate rose to 14.2%, marking its fifth consecutive quarter in double digit territory.

INSERT Chart 9: Mortgage and non-mortgage borrowing, seasonally adjusted flows

Household disposable income in the quarter was 12.8% above pre-pandemic levels. Mortgage borrowing
rose at a record pace, while non-mortgage borrowing also strengthened (Chart 9).* Household debt-to-
income and debt service ratios remained below pre-pandemic levels during the first two quarters of 2021
as household net worth, the value of assets less liabilities, rose by $1.3 trillion (+10.1%). Bolstered by
higher equities and rising housing values, household net worth has risen by $2.5 trillion (+21.7%) since
the onset of the pandemic.
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