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The Canadian economy is ending the first quarter of 2022 on a fairly solid footing. Jobs are being created at a fast 
pace and solid demand is helping push inflation to its highest growth in decades. However, just as we were starting to 
put the coronavirus pandemic behind us in Canada, a new crisis has emerged. Russia’s invasion of Ukraine has 
created a humanitarian crisis that is unequivocally heart wrenching. From an economic perspective, the impact will 
be modest, with the consequences concentrated in three main areas: elevated levels of global uncertainty and risk, 
further pressure on global supply chains, and inflation. These are set to affect economies around the world, leading 
to a modest downgrade of expectations for most countries as higher prices take a bite out of purchasing power. 

With the public health measures introduced to curb the spread of the Omicron variant in January resulting in soft 
growth in the first quarter of the year and the repercussions of the war in Ukraine hitting the second quarter, we have 
downgraded our forecast for real economic growth this year to 3.4% from the 4.0% expected in December. While 
exports are now anticipated to do slightly better than previously forecasted, consumer spending and non-residential 
business investment are both on a slightly weaker growth path. Growth will continue to slow into next year but will 
nevertheless remain strong by historical standards, with a gain of 2.5% expected. 
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Impact of the war in Ukraine 

The war in Ukraine is expected to have a negative impact on global growth. While 
Russia has reduced its government debt over the last several years, together with its 
central bank, it still owes US$96 billion in debt to foreigners. Add to this its bank and 
industry debt, and Russia owes almost US$500 billion in external debt—and it’s now at 
high risk of default in the coming months. The rising probability has caused the ruble to 
collapse, forcing the Bank of Russia to more than double its policy rate to stem the 
fallout. While the implication of a default is taking a stark toll on the Russian economy 
and contributing to global uncertainty, its impact on global growth will likely be modest. 

A larger impact will stem from the pressure that sanctions against Russia is putting on 
supply chains around the world. While Russia and Ukraine are relatively small 
economies, they do account for a significant market share in several key commodities. 
For example, Russia accounts for 34.3% of Europe’s nickel imports, 28% of its fertilizer, 
and 27.2% of its mineral fuels. While mineral fuels continue to flow into Europe for now, 
there’s a strong possibility that supplies will be disrupted, which will severely hurt 
European economic growth. Russia and Ukraine are both significant exporters of wheat 
creating fears of a grain shortage. Russia also has a significant share of the global supply 
of palladium while Ukraine supplies a significant share of the world’s supply of neon, 
both of which are critical materials for semiconductors. 

While supply chain challenges resulting from the Russian invasion of Ukraine are taking 
a toll on global growth, the largest impact will be from soaring energy costs. European 
costs have more than tripled as fears about supply disruption resulted in soaring gas 
prices, a reaction that’s feeding inflation. Skyrocketing energy prices are also taking a 
toll on the Canadian and US economies. While Canada used to benefit from strong oil 
and gas investment in periods of high prices, this is unlikely to be the case this time 
around because uncertainty about the future of the country’s energy sector is keeping 
Canadian oil companies from investing in new capacity. 

Altogether, rising energy pressures and supply chain challenges will continue to feed 
inflation and contribute to higher interest rates in the coming year.
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Consumer outlook 

Despite downgrading our outlook for Canadian consumer spending, its growth is 
expected to be a robust 5.5% this year, boosted by the reopening of restaurants, bars, 
entertainment venues, and the ability of stores to open to full capacity. Consumer 
spending is benefitting from a red-hot job market, which is good for workers looking for 
wage bargaining power but a tough position for many employers with high job 
vacancies in certain industries and provinces. In British Columbia and Quebec, for 
example, the number of vacant jobs exceeds the number of unemployed people, 
highlighting just how tight some labour markets are right now. Indeed, recent job gains 
have pushed the unemployment rate below its pre-pandemic level. This labour market 
tightness will lead to a slower pace of job creation over the rest of this year, although a 
pickup in wage growth will continue to support gains in labour income. 

On the other hand, we’ve already seen government transfers fall dramatically, and that 
is weighing on income growth this year. Adding to that downward pressure is the recent 
run-up in inflation that’s shaking consumer confidence and reducing the purchasing 
power of households. These factors are predicted to take some steam out of the pace 
of recovery we predicted in our last outlook. Nevertheless, households still have a large 
stockpile of savings and significant pent-up demand for services, which will continue to 
support growth this year. 

On the residential investment front, consumer spending in the red-hot housing market 
was a significant contributor to the strong economic recovery in Canada last year. 
Canadians’ shopping frenzy for homes—sparked by the record-low interest rate and 

greater demand for larger living spaces during the pandemic—boosted average home 
resale prices by a record 22.5% in 2021, pushing the average home price over $700,000. 
This market, however, is expected to weaken as the cost of borrowing increases in the 
coming quarters and skyrocketing prices continue to exacerbate the affordability 
challenge for many first-time home buyers.. 

In the near term, home prices will be supported by low supply on the market, increased 
construction costs, and the urge of home buyers to take advantage of interest rates 
before they’re increased. As the Bank of Canada nudges rates higher, the cost of 
borrowing will increase significantly, which will dampen housing market activity and the 
rapid growth in housing prices that we saw over the last two years. 

New-home construction activities are also expected to return to more normal levels 
over the next two years. After reaching a record 289,000 last spring, housing starts 
dropped to 264,000 units by the end of 2021—but that’s still more than 30% above the 
average of the decade before the pandemic and well above the pace needed to keep up 
with the changing composition of our population. Following another drop in January, 
starts are expected to continue falling over the next two years. Supply chain disruptions, 
including shortages of labour and materials, are also weighing on construction activities 
in the short term. 
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Business outlook 

For the past two years, businesses have been cautious about investing; this is hardly 
unexpected given the global pandemic. They slashed their capital expenditure budgets 
in 2020 and, despite a bit of a recovery last year, non-residential business investment 
was still roughly 6% below its pre-pandemic level at the end of 2021. But poor business 
investment is hardly a new phenomenon in Canada. The value of machinery and 
equipment held by companies has declined in six of the last seven years, which is a key 
factor in Canada’s sluggish productivity growth. The business outlook over the next two 
years, however, is brighter. As business confidence starts to recover and uncertainties 
related to the pandemic ease, business investments that were postponed during the 
health crisis are expected to ramp up starting this year. We forecast that non-residential 
business investment will increase 5.2% this year and another 5.5% in 2023, thus finally 
restoring pre-pandemic spending levels. 

Over the next two years, energy investment will be supported by several major projects, 
such as the Trans Mountain Expansion Project, the LNG Canada project, and BC Hydro’s 
Site C Clean Energy Project. Large transportation projects in Ontario and British 
Columbia will also boost investment in the transportation and warehousing sector. The 
capital investment in accommodation and food services, which was hit the hardest the 
first year of the pandemic, is also poised to rebound strongly this year as demand starts 
to recover following the easing of travel restrictions. Longer term, the non-residential 
business outlook is muted as we have yet to find a replacement for the oil- and gas-
fuelled boom in business spending that pre-dated the 2014 commodity price crash.  

On the trade front, there are a few key factors to watch: the impact of the war, supply 

chain challenges, and commodity prices. Canada responded to the conflict between 
Russia and Ukraine by further restricting trade with Russia. In 2021, 0.1% of Canada’s 
total merchandise exports were to Russia while 0.3% of all Canadian imports were from 
Russia. As such, the direct trade impact from such restrictions should be minimal. 
Indeed, we expect much stronger growth in exports this year than we saw in 2021, with 
a 5.5% gain in merchandise exports led by motor vehicles and crude oil shipments. After 
being plagued by supply chain disruptions last year, motor vehicle and parts shipments 
will increase by 15.7% while the continued global recovery will boost oil exports by 
8.2%. Service export growth is expected to outpace merchandise export growth over 
the next few years as the travel sector recovers thanks to an improvement in the ability 
and willingness to travel. 

One positive outcome of the supply chain challenges that have pushed up the price of 
goods and commodities is the fact that the price of Canada’s main exports has been 
increasing much faster than the price of our imports. Since the recovery began, we have 
seen a steady improvement in our terms of trade—meaning that if we didn’t change the 
volume of exports we sold, we would still be able to purchase more from abroad. As 
such, it represents a positive income shock and one that will continue throughout 2022 
as the price of crude oil and bitumen remains high. 
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Monetary and fiscal policy 

Inflation is the key story on the policy front, with surging price growth across the 
developed world ushering in an era of monetary tightening. In the United States, inflation 
reached 7.9% in February and here in Canada, prices are growing at a pace of more than 
5% year-over-year. With inflation so high and elevated commodity prices expected to 
continue to exert upward pressure, the Bank of Canada and the Federal Reserve in the 
United States will be mindful of keeping inflation expectations in check. Convincing 
markets and households that they’ll bring inflation down requires tightening policy. The 
Bank of Canada moved first with a rate hike in early March and is expected to follow that 
up with an additional three this year, while the Federal Reserve is similarly predicted to 
lift its policy rate four times this year. In addition to its rate hikes, the Bank of Canada will 
begin to use quantitative tightening (shrinking its balance sheet as current bond holdings 
mature). 

Despite this steady policy tightening, we don’t expect inflation to go back down to its 2% 
target before 2025. It should peak during this first quarter of 2022 before gradually 
beginning to ease. The war in Ukraine, supply chain constraints, labour shortages, high 
demand for specific goods, and increases in energy and other commodity prices are all 
contributing to keeping inflation high. Despite a similar pace of interest rate increases in 
the United States, we expect to see a slight depreciation in the loonie over the near term. 
A few years ago, the run-up we’ve seen in oil prices would have pushed the loonie higher, 

but recently there has been a decoupling of these two: high oil prices are no longer 
expected to incent an increase in oil investment. Instead, we’re seeing an increase in the 
demand for US dollars because of the war in Eastern Europe, and this will put downward 
pressure on the Canadian dollar. 

While wage growth is expected to accelerate, wages are not expected to keep up with the 
rising cost of living.  This means that many Canadian will likely draw on some of the 
savings accumulated during the pandemic to pay for the now more expensive goods and 
services.  A key risk is that inflation could raise wage demands creating the risk of a wage 
spiral that would add to the inflation risk. 

On the fiscal policy front, government spending is expected to fall this year as the major 
support programs introduced during the pandemic wind down. While the government 
will continue to support the recovery with some program spending and an increase in 
infrastructure investments, the transfers to households and businesses during the 
pandemic were unprecedented in their size. Ending these will lead to two years of 
declines in total government spending, with growth resuming in 2024. Despite this 
spending decline, deficits will persist at the federal and collective provincial/territorial 
level as restoring fiscal balance will be more of a marathon than a sprint. 
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Risks and conclusions 

Despite just emerging from the worst recession on record, Canada’s economy still faces 
heightened uncertainty. The emergence of a new COVID-19 variant remains a concern, 
the world order has been destabilized with Russia’s invasion of Ukraine, global supply 
chains are still under pressure, labour supply continues to be a challenge, and we’re 
facing a period of inflationary pressure the likes of which we haven’t seen since the 
introduction of the inflation-control target in Canada 31 years ago. The Bank of Canada 
will need to maintain a delicate balancing act as it looks to keep inflation expectations 
in check by lifting interest rates against a backdrop of such uncertainty. 

However, not all the risks are tilted to the downside. The huge terms of trade shock we 
experienced last year is expected to continue as the price for many key Canadian 
commodities remains high and could linger longer than expected given the uncertainty 
of the current market. This provides upside risk to our outlook for business investment 
and consumer spending, depending on whether the commodity price windfall is 
reinvested in businesses or paid to shareholders as dividends. Further, even though our 
forecast does include an acceleration in consumer spending this spring and summer, it’s 
possible that we’re underestimating the magnitude of pent-up demand for services. 
While we’ve enjoyed periods of relaxed public health measures over the past two years, 
that’s different than the approach now being adopted by the federal and provincial 

governments to move away from operating in crisis mode and toward learning to live 
with COVID-19. The change in messaging and approach from public health officials has 
the potential to boost consumer confidence more than expected and have a positive 
impact on spending intentions. 

Overall, we enter the spring of 2022 in a place reminiscent of the past two years: 
surrounded by great uncertainty. Nevertheless, from an economic perspective, things 
have dramatically improved. And despite the numerous risks to the outlook, this year is 
set to be another one of strong economic growth—a trend that’s expected to continue 
into 2023. 
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Forecast tables
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Key economic indicators 

2021 2022 2023 21A 22F 23F 

Q4A Q1F Q2F Q3F Q4F Q1F Q2F Q3F Q4F 

Real economic activity 

Gross domestic product 6.7 1.9 3.0 3.6 3.4 2.2 2.1 1.8 1.6 4.6 3.4 2.5 

Consumption expenditure 1.4 2.8 3.1 3.6 2.8 2.4 2.0 1.8 1.5 5.0 3.8 2.4 

Durable goods 0.9 2.7 5.0 2.7 2.1 1.9 1.5 1.3 1.0 7.7 0.3 2.0 

Services 2.4 5.8 8.5 8.5 6.2 4.8 3.4 2.7 2.2 5.1 8.9 5.0 

Residential investment 10.2 -3.5 0.8 0.3 -1.9 -3.6 -1.2 -0.5 -0.5 15.4 -4.4 -1.5 

Non-residential fixed investment 8.7 3.7 5.1 5.0 9.7 4.7 5.8 2.7 1.6 2.3 5.9 5.4 

Non-residential structures 11.0 4.2 5.6 4.5 11.0 4.4 5.4 1.3 0.7 -0.6 6.4 5.3 

Machinery & equipment 4.7 3.0 4.3 5.8 7.6 5.1 6.5 4.9 3.2 7.1 5.0 5.7 

Government consumption & investment 2.8 0.0 -3.3 -1.9 -2.0 -1.5 -0.3 0.5 0.9 4.8 -0.5 -1.2 

Exports of goods & services 13.4 8.5 8.0 7.5 6.8 5.6 4.5 3.7 3.5 1.4 7.1 5.6 

Imports of goods & services 14.4 6.7 8.3 6.3 4.8 4.4 3.9 3.0 2.8 7.4 6.9 4.6 

Prices 

Consumer price index (y/y) 4.7 5.3 4.9 4.3 3.6 3.0 2.9 2.7 2.6 4.7 3.6 2.6 

Implicit GDP price index (y/y) 8.7 7.1 6.1 5.8 4.3 2.6 1.4 0.7 0.9 8.7 4.3 0.9 

Labour market 

Employment 6.2 2.5 1.7 1.2 1.2 0.8 0.9 0.9 1.0 4.8 3.3 1.0 

Unemployment rate (%) 6.3 6.0 5.8 5.8 5.7 5.8 5.8 5.8 5.8 7.4 5.8 5.8 

Note: Unless otherwise noted, all figures are expressed as annualized % changes. 
Sources: Statistics Canada, Bank of Canada. Forecast by Deloitte Economic Advisory, as of March 14, 2022.
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Financial market indicators 

2021 2022 2023 21A 22F 23F 

Q4A Q1F Q2F Q3F Q4F Q1F Q2F Q3F Q4F 

Interest rates (%) 

Overnight rate target 0.25 0.33 0.75 1.00 1.25 1.33 1.50 1.58 1.75 0.25 1.25 1.75 

3-month T-bill 0.15 0.32 0.69 0.94 1.19 1.27 1.45 1.53 1.70 0.15 1.19 1.70 

1-year GoC note 0.74 1.06 1.25 1.41 1.60 1.65 1.80 1.87 2.03 0.74 1.60 2.03 

2-year GoC note 1.04 1.31 1.46 1.56 1.68 1.70 1.80 1.84 1.95 1.04 1.68 1.95 

5-year GoC note 1.43 1.64 1.78 1.87 1.98 2.01 2.09 2.14 2.24 1.43 1.98 2.24 

10-year GoC bond 1.61 1.81 1.94 2.04 2.14 2.18 2.26 2.31 2.41 1.61 2.14 2.41 

Yield curve spread (pp) 

3-month vs. 10-year 1.46 1.50 1.26 1.09 0.95 0.90 0.82 0.79 0.71 1.46 0.95 0.71 

2-year vs. 10-year 0.58 0.51 0.48 0.47 0.46 0.48 0.47 0.48 0.46 0.58 0.46 0.46 

Foreign exchange 

USD/CAD ($C) 1.26 1.27 1.27 1.28 1.28 1.28 1.29 1.29 1.29 1.26 1.28 1.29 

CAD/USD (US cents) 0.79 0.79 0.79 0.78 0.78 0.78 0.78 0.78 0.78 0.79 0.78 0.78 

Sources: Statistics Canada, Bank of Canada. Forecast by Deloitte Economic Advisory, as of March 14, 2022.
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