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5 Minutes for Business

Canada’s Economy is Booming, But Will It Last??

Boom! Canada hit 4.5% growth in the second quarter
after a torrid 3.7% expansion in Q1! Sounds like
growth in India, not a sleepy advanced economy. As a
result, Canada’s deficit is lower than expected and the
government announced additional spending. So is it
time to stop worrying and pop the champagne?

There are four key drivers of this bonanza: (1) export
growth thanks to the oil and gas sector; (2)
consumption, because Canadians continue to borrow
and spend like there is no tomorrow; (3) housing
which saw the biggest gains in 8 years; and (4) a
healthy gain in business investment. The question is
whether these are likely to continue?

Firstly, Canada’s exports are set to rise 8% this year,
which is superb, but is almost entirely driven by oil
and gas sales which are up almost 42% so far this year
(see chart on the following page). If you take out the
petroleum sector, Canada’s exports grew just 1%.

But the export boom won’t last: the strong loonie and
US weakness caused Q3 exports to fall 11.5%, while
imports fell 7.1%. Net exports will be a drag on GDP
growth for the rest of 2017.

Consumption will also slow down in Q3. Retail sales
fell two months in a row (July and August). And job
growth slowed: just 43K jobs were created in Q3, the
weakest quarter in a year, with gains entirely in the
self-employment category. Private sector employment
fell for the first time since 2015.

Housing has been a powerful driver of growth, but the
foreign buyer tax hit Canada’s largest and fastest
growing real estate market in May. Toronto’s home
sales have fallen 35% while prices were off 20%. The
effects are likely to be temporary, as we saw in
Vancouver, but will surely be felt in Q3.
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The star of investment spending has been the recovery
in the oil and gas sector but that is also facing tough
times. The National Energy Board’s expanded focus on
downstream emissions has created an effective
moratorium on new energy projects. TransCanada
finally pulled the plug on Energy East and in the last
two years, $82 billion of investment has been cancelled.

So, we can expect a sharp downturn in exports and
housing alongside much weaker consumption and
business investment. Statistics Canada will release Q3
growth on December 1st and we expect it to be below
1%. What should we do? How do we keep growing?

Look around the world - these are exciting times in tax
policy! France has just embarked on major tax reforms,
with a 2017 budget that reduces or eliminates several
business taxes, while lowering overall rates. The UK
Government undertook a major tax reform effort last
year, but backed away from the most contentious
measures in April 2017. And in the US, Congressional
Republicans are determined to press ahead with a
biggest tax reform in 30 years, to slash the general
corporate rate from 35% to 20% while eliminating
certain tax credits.

What is Canada doing in the midst of our trading
partners' laser-like focus on competitiveness? We've
just spent most of the summer in a ferocious battle
over income sprinkling.

Instead, Canada could create an internationally
competitive system of business taxation that rewards
entrepreneurship, encourages businesses to invest in
the technologies, skills, and capacity they need to
grow, and attracts capital and highly qualified people
from around the world. That would ensure Canadian
growth for generations!

Special Note: This is my last column as I am leaving the Canadian Chamber of Commerce to become the Senior Economic
Advisor to the Official Leader of the Opposition. Thanks so much for all your ideas and feedback. Please keep it coming. My
personal Email is hendrik.brakel@gmail.com


https://www.budget.gc.ca/fes-eea/2017/docs/statement-enonce/anx-en.html#Fiscal-Projections
http://www.fin.gc.ca/n17/17-103-eng.asp
http://business.financialpost.com/real-estate/toronto-area-home-sales-fall-in-august-real-estate-board
http://business.financialpost.com/real-estate/toronto-area-home-sales-fall-in-august-real-estate-board
https://www.nationalobserver.com/2017/10/19/news/canadas-hostile-regulatory-environment-costing-energy-investments-report

Export Sector Jan-Sep 2016 |Jan-Sep 2017 ;/(O) S}gg?:
Oil and Gas 57,724 81,769 41.7
Autos and parts 63,423 61,286 -3.4
Machinery and Equipment 29,636 31,124 5.0
Metals 18,678 17,932 -4.0
Wood and Lumber 13,004 13,578 4.4
Electronics 12,440 12,477 0.3
Plastics 12,078 12,423 2.9
Aluminum 7,909 9,549 20.7
Aircraft 9,902 9,443 -4.6
Paper 7,124 7,023 -1.4
Ores 5,932 6,820 15.0
Oilseeds 6,140 6,509 6.0
Sub-total 243,991 269,933 10.6
Others 136,429 137,693 0.9
Total (All Products) 380,420 407,626 7.2
Toal (excl.oilandgas) | s22606] seses7| 10
Source: Trade Data Online, http:/mww.ic.gc.ca/eic/site/tdo-dcd.nsf/eng/Home
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