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Overview
Global economic growth has continued to decelerate over the past
three months, as forecast in our April 2019 quarterly outlook. The
slowing trend, already over a year in the making, has increasingly
affected financial markets, alongside mounting trade tensions. But
the change in market sentiment does not fully agree with economic
data, and appears excessive at this point.
In part, the slowdown reflects a return to a more sustainable pace
after a growth spurt in many advanced economies. Moreover, certain
macroeconomic indicators have recently been affected by isolated
events in the auto, aerospace, and electronic manufacturing sectors.
While these developments are unlikely to trigger a turn in the global
business cycle, they undoubtedly heighten the already elevated risks
stemming from the rise in protectionist sentiment around the world.
Without doubt, a lingering Brexit and escalating trade tensions have
become insidious headwinds to global growth. Still, they are unlikely
to derail economic expansion. Indeed, the recent intensification of
protectionism is expected to trim global growth by no more than
0.3 percentage points, according to several international bodies,
including the International Monetary Fund (IMF), World Bank, and
Organisation for Economic Co-operation and Development (OECD).
Nevertheless, the risk that weakness in manufacturing may spread
more broadly has undoubtedly risen. Notably, the US administration’s
willingness to weaponize trade policy, the potential for retaliatory
measures, and expectations for more protracted trade conflicts
have led to the change in outlook.

1

Economic outlook | Overview

The recent intensification of political risks has unnerved
financial markets, already made tense by the aging
recovery. In particular, the US expansion, which recently
celebrated its tenth anniversary, is considered past
its prime. One byproduct of this anxiety is the inversion
of US and Canadian yield curves, typically regarded as
harbingers of recession. Paradoxically, the recessionary
sentiment of the bond market is inconsistent with the
expectation of rising profits embedded in near-record
equity prices. The escalation of downside risks and
financial market anxiety is motivating central banks
around the world to reiterate their commitment
to nurture economic growth and emphasize their
readiness to ease monetary policy if necessary.

Debt-laden Canadian households will keep their
wallets open, but spending growth will be moderate.
Consumption will be shored up by some muchneeded stability in real estate. Green shoots have
begun to appear across some hard-hit housing
markets, with residential investment unlikely to
restrain economic growth in the near term. The
anticipated rotation in Canada’s economic drivers
toward exports and investment should materialize,
but its pace will be limited by elevated uncertainty
and subdued commodity prices. Commodity prices
should nonetheless post modest gains later this year
and into 2020, as financial market pessimism about
global demand retreats.

We remain of the view that the most likely scenario
for the global economy is one of continued, albeit
modest, economic growth, with the current
weakness in manufacturing remaining confined
to the industrial sector. Such an outcome is also
most probable in Canada, with the economy
expected to slow to 1.4 percent this year before
accelerating modestly to 1.7 percent next year
(see Figure 1). While subpar, the pace should be
enough to keep the Bank of Canada on the sidelines
and the loonie in the low- to mid-70 US cent range.

Slowing growth makes economies more vulnerable
to economic shocks that are not built into the baseline
projections. This is especially true in the latter stages
of the business cycle. As such, it is important to be
mindful of the risks to the outlook. Regrettably, the
biggest risks currently are political in nature, making
them difficult to anticipate. However, this does not
diminish the importance of staying informed nor
dissuade from planning and making core investments.

Figure 1: Canadian economic outlook (real GDP)
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Source: Statistics Canada. Forecast by Deloitte Economic Advisory, as of July 2019.
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International outlook:
Not as gloomy as it seems
There is little doubt the global economy has entered
a period of sluggish growth. So far, the slowdown
remains largely confined to the industrial sector.
Weakness in global manufacturing was not unexpected;
the deceleration was likely following unsustainably
strong growth during 2016 and 2017. Negative effects on
global supply chains related to US efforts to renegotiate
trade agreements were also anticipated. Less expected
was the persistence and magnitude of the slide in global
manufacturing, demonstrated by the protracted slump
in purchasing managers’ sentiment (see Figure 2).

Across the pond in the United States, the Federal
Aviation Association’s safety investigation of the
Boeing 737 MAX has grounded planes and stalled
production, disrupting aerospace manufacturing
in the United States and around the world.
Electronics manufacturers also reduced their
output of semiconductors and memory chips as the
US administration implemented sales restrictions on
firms identified as flouting US sanctions or blacklisted as
potential security threats. This has negatively affected
production across emerging markets, especially China.

Industry-specific events, which further exacerbated the
weak conditions in manufacturing, were even more of a
surprise. Negative developments were concentrated in
manufacturers of transport equipment and electronics
in developed countries. But, the tight integration in
global supply chains has resulted in spillovers to other
manufacturing industries and countries. In the auto
sector, for example, new European Union (EU) standards
for diesel emissions have delayed the introduction
of new models, hurting German carmakers and their
suppliers across Europe.

The Chinese economy, already undergoing a gradual
deceleration, has been slowing much more abruptly
since the first round of US tariffs, announced in January
2018. While the official GDP figures through the first
half of 2019 remain in line with the government’s
target, growth in the second quarter decelerated to
6.2 percent—the slowest pace on record. More detailed
economic data corroborates the weaker growth.
For instance, industrial production decelerated to
a 5-percent gain in May, marking its slowest pace of
growth since the 2008-09 recession.

Figure 2: Global purchasing manager indexes
(Seasonally adjusted, 50+=expansion)
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Export growth has stalled altogether. Counter-tariffs
and a depreciating yuan have decimated purchases
from the United States, which fell by nearly one-third
from the year prior, dragging down imports. The trade
spat has spilled over to China’s trade partners, affecting
other emerging-market countries. It has also restrained
import growth from Europe to close to nil. While some of
this is due to declining car sales in China, which slipped
400,000 units to below 2.1 million per month, the trade
tensions have sharply curbed demand for investment in
machinery and equipment—much of which is imported
from Europe, and Germany in particular.
Chinese demand for German cars and capital goods
is weakening at a time the industry is already under
pressure from the US-EU tariff standoff, uncertainty over
Brexit, and the conversion to a new emissions standard
for diesel engines. Taken together, these factors have
battered what is typically the Eurozone’s growth engine,
causing German factory output to shrink at the fastest
pace since the height of the Eurozone debt crisis of 2012.
What’s even more worrying is the precipitous pace of the
decline. After reaching its December 2017 record of 63.3,
the German factory purchasing manager index (PMI)
fell for all but three of the last 18 months, plummeting
nearly 20 points to just 45. A reading below 50 signals
a contraction.
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Declines have been less severe elsewhere in Europe,
but a sharp slowdown has become a theme across
the common currency area; growth has stalled in
both Italy and France, for example. While the service
sector is faring much better, with activity particularly
brisk in Germany, overall GDP growth remained near
a five- year low through the first quarter of 2019.
Moreover, results of the recent elections for the
European Parliament highlighted further polarization,
as populist parties gained support on both sides of
the spectrum, portending more uncertainty ahead.
Politics has also been making headlines in the United
Kingdom, where a search for a new prime minister has
been underway after a failed bid to leave the European
Union at the end of March. The additional uncertainty is
unwelcome for business and risks hurting the economy
further. For example, the trade-exposed manufacturing
sector contracted by nearly 4 percent in April. This
“Brexit hangover” was largely related to carmakers (and
other factories) implementing shutdowns, previously
scheduled in anticipation of the United Kingdom leaving
the European Union. While a rebound is expected,
ongoing uncertainty is likely to restrict economic
growth in Britain.
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US outlook:
Fed to cut rates as insurance

However, the softer economic data suggest a slowdown
rather than a downturn. For example, a decline in
non- defence capital goods shipments—a leading
indicator of past recessions—reported in April was
distorted by a drop in aircraft shipments related to the
Boeing 737 MAX grounding. This is a company- specific
event, rather than an economic cyclical change.
Moreover, while the downshift in payroll growth
may appear alarming, the pace of hiring is sufficient to
keep unemployment steady near a record low. Finally,
strong retail sales gains highlight the resilience of
US consumer spending after a brief winter lull.
The signs of slowing economic growth, market
volatility, and trade tensions have led to lower
economic forecasts internationally, with the IMF, the
OECD, and the World Bank all trimming global growth
projections downward modestly, between 0.2 and
0.3 percentage points. Many central banks have also
turned more pessimistic. This has motivated some to
cut policy rates outright. Most, however, have merely
telegraphed a willingness to consider rate cuts should
downside risks materialize. The dovish tilt has lifted
several equity gauges to record highs. Paradoxically,
fixed income markets also experienced a price rally,
resulting in a bear- flattening of the yield curve.

Figure 3: Central bank policy rate changes implied
by futures contracts
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Sources: Bank of Canada, Federal Reserve Board, Reuters. Calculations by Deloitte Economic Advisory.

In fact, markets began writing obituaries for the
US Federal Reserve’s tightening cycle following
its ninth hike in December 2018. The controversial
move rattled markets and forced the Fed to rethink,
motivating a move to the sidelines. The pause was
sufficient to calm financial markets at the time. But
deteriorating sentiment has advanced the view that
monetary policy is currently too tight for the economy,
inverting the yield curve in the United States. At the time
of writing, futures markets anticipate nearly two rate
cuts before year-end (see Figure 3).
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Not all Federal Reserve officials are convinced cuts
will be warranted this year. According to the Federal
Open Market Committee (FOMC) June 2019 meeting
materials, a majority of the members remained of
the view that rates will remain unchanged through
year-end. However, the meeting also revealed divisions
within the FOMC. While just one member dissented
in the vote, advocating for an immediate rate cut, the
Committee’s penchant for future cuts has broadened.
This is partly related to a downward revision in the
members’ estimate of the neutral rate, which has
made the current policy stance less accommodative
than it appeared.
Prominent members of the Fed’s rate-setting
committee, including Chairman Jerome Powell and
Vice- Chair Richard Clarida, have emphasized the door
is open for cuts. Wary that these might be perceived
as giving in to political pressure or to financial markets,
however, they’re stressing that any forthcoming cuts
would be implemented only if the economic outlook
deteriorates. Still, the Fed has some flexibility, with
the precedent for a pre-emptive or insurance-type
cut having been made in 1995 and in 1998—a strategy
the Fed looks to repeat this year.
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The sentiment of openness to cuts was also voiced
by European Central Bank (ECB) President Mario
Draghi, who said the ECB stands ready to “use all
the instruments that are in the toolbox” should the
manufacturing woes spread to the rest of the economy.
However, not only did the ECB not telegraph a rate
cut, it reinforced the belief the Eurozone economy
will overcome recent weakness and actually require
a higher policy rate, starting in the second half of 2020.
The overarching conclusion is that further central bank
rate hikes are unlikely, which is positive for the global
economic outlook. Moreover, pre-emptive cuts are
probable, and if the slowdown intensifies, additional
monetary policy easing is likely.
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Canadian outlook:
Easing out of hibernation
The Bank of Canada has also lowered its projections
for global growth, but it has refrained so far from
communicating a need for more accommodative
monetary policy. This reflects an expectation for
an improvement in economic growth in Canada after
the recent weak spell.
The Canadian economy stalled in the last quarter
of 2018 with a gain of just 0.3 percent annualized
(downwardly revised from 0.4 percent), and growth
largely absent in the first quarter of 2019 (0.4 percent
annualized). While the headlines were nearly identical,
the details of Statistics Canada’s latest quarterly GDP
report revealed the domestic economy was seeing
signs of a near-term rebound:
• The consumer got back into the driver’s seat, both
figuratively and literally, with spending on cars and
other durables rebounding in the first quarter
after four consecutive declines. This bounce back,
together with steady gains in non-durables and
services, lifted household consumption by a healthy
3.5 percent—more than triple the pace in Q4.
• The weakness in real estate appears to also be
diminishing. While residential investment declined, the
Q1 drop was less pronounced than the double-digit
slumps during 2018. Renovation activity has also seen
an uptick in the first quarter, driving gains in furniture
and building material spending.
• Following three consecutive declines, business
investment finally rebounded at the start of 2019.
This occurred despite the oil-related pullback in
engineering structures and exploration activity,
with a surge in machinery and equipment
expenditures reminiscent of the mid-1990s boom.

In fact, if not for the drag from net exports (which is
unlikely to be sustained), the economy would have
grown by a full percentage point faster. The healing
narrative was further reinforced by a robust gain
in final domestic demand after two consecutive
quarterly declines. A large improvement in Canadian
terms-of-trade has also led to a rebound in real
domestic income, boosting Canadians’ purchasing
power and boding well for future economic growth.
So, the core message is that while the Canadian
economy stalled in late 2018 and early 2019, the details
set the stage for a better performance ahead. A broad
acceleration in March GDP by industry, to a robust
0.5 percent, made for a strong hand-off into the second
quarter. The healthy starting point, robust growth in
April, and improving economic indicators are setting
the stage for an acceleration, with second quarter
growth tracking above 2 percent at this point.
The pace would be even stronger if not for expected
drag from inventory investment and government
spending. Combined, these categories contributed
1.5 percentage points to growth over Q4 and Q1,
and some giveback is warranted, particularly given
the tighter fiscal policy at the provincial level. Despite
the decline in borrowing costs, economic growth
will continue to be restrained by an overleveraged
consumer, with debt-to- income ratios at dangerously
high levels.
Despite the probable pick-up in the second quarter
and the rest of 2019, the weak start to the year means
annual growth will likely come in at only 1.4 percent.
Growth should improve to 1.7 percent in 2020, a pace
consistent with the long-term potential of the Canadian
economy, but the outlook is fraught with both domestic
and international risks.
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Provincial outlook:
Most regional economies
decelerating this year
The dynamic of slowing growth this year before
a modest pick-up in 2020 will be shared by most
provinces. However, the amplitude will vary
substantially across the country. The slowdown will
be most acute in Alberta, where mandated production
cuts and elevated unemployment restrained growth
to near stall-speed after topping 2 percent last year.
A rebound in investment related to higher oil prices
and a recovering housing market should enable
the provincial economy to return to healthy growth
next year (see Figure 4).

open up their wallets. Growth in Ontario and British
Columbia will be nearly halved this year, to 1.2 percent
and 1.3 percent respectively, on housing market
woes and weak exports. Healing housing markets
and a modest rebound in exports should boost the
pace thereafter, but at below 2 percent, growth will
be modest by historical standards.
There will be a slight deceleration of economic
growth in Quebec and Prince Edward Island.
Coming off an unsustainably strong growth spurt,
the manufacturing-heavy Quebec economy was bound
to slow. Still, after expanding by 2.5 percent last year,
growth will slow to just below 2 percent as a red-hot
housing market and public sector investment offsets
some of the drag from exports, and eventually return
closer to its equilibrium growth rate below 1.5 percent in
2020. Growth in PEI will be supported by a broad range

Dependence on global commodity markets will limit
growth in Saskatchewan, as Chinese restrictions on
agricultural imports (canola and meat) from Canada will
reduce growth by over one percentage point to about
half a point. Growth is expected to then accelerate to
1.5 percent as unemployment declines and consumers

Figure 4: Provincial real GDP growth
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Source: Statistics Canada. Forecast by Deloitte Economic Advisory, as of July 2019.
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of factors, with strong housing market conditions and
healthy tourism activity providing an outsized boost.
After a strong performance in 2018, when the island’s
economy expanded by 2.5 percent, the pace of growth
will decelerate below 2 percent this year and next,
converging toward its long-term potential.
The remaining provinces should buck the national
trend of deceleration this year, with growth in
Manitoba and Nova Scotia likely to remain steady.
This is primarily because growth has already
converged to its long-term potential in both provinces,
and neither is particularly exposed to global trade.
As such, Manitoba’s economy should continue along its
growth trajectory of mid-1 percent, while Nova Scotia’s
growth is expected to remain a touch above 1 percent.

The story is more nuanced in New Brunswick and
in Newfoundland and Labrador. Since growth last
year was completely absent in the former and the
economy contracted by nearly 3 percent in the latter,
both will experience an acceleration this year as
conditions normalize. Neither is expected to post
blockbuster numbers, however, as aging populations
along with ongoing fiscal tightening will weigh growth
down. The New Brunswick economy should eke out
a gain of 0.6 percent this year before accelerating to
just under 1 percent. Newfoundland and Labrador
should see slightly faster growth, given the depth of its
contractions in recent years, but the province is likely
to underperform the nation unless oil prices surge. s
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Canada: economic forecast
2018

2019

Q1A

Q2A

Q3A

Q4A

Q1A

Q2F

Q3F

Q4F

1.5

2.5

2.1

0.3

0.4

2.2

1.9

1.5

Economic activity
Real GDP ($2012)
Personal expenditure
• Durables
• Services

1.2

1.8

1.3

0.9

3.5

1.8

1.9

1.7

-0.1

-1.8

-0.6

-1.9

4.9

1.3

1.9

1.5

2.3

2.9

1.3

2.0

3.3

1.8

2.1

1.9

-8.4

-0.3

-3.2

-10.4

-6.1

3.7

2.1

1.8

1.7

-0.6

-7.7

-8.1

3.5

2.3

2.4

2.4

• Non-residential construction

-1.3

-4.1

-8.6

-14.2

-2.6

3.5

2.7

2.5

• Machinery and equipment

22.0

4.0

-16.3

-2.3

39.5

-2.6

0.7

2.4

1.6

2.5

2.5

-0.3

2.8

2.1

1.9

2.0

Exports

3.6

12.0

0.8

0.3

-4.1

5.1

2.7

1.1

Imports

4.2

6.2

-8.9

-0.7

7.7

0.4

1.5

1.7

CPI (year-over-year)

3.3

1.2

2.6

1.1

1.5

3.1

1.8

1.9

GDP deflator

1.9

1.5

1.9

-3.3

4.5

2.6

1.8

1.8

Residential investment
Business investment

Gov't expenses and investment

Prices

Income
GDP at market prices

3.2

3.9

4.3

-3.1

5.0

4.7

3.7

3.3

Personal income (year-over-year)

5.3

4.5

3.3

3.2

3.4

3.6

3.9

3.2

-1.2

5.4

17.4

-17.4

-16.9

-17.5

-20.5

9.4

Employment

0.3

1.0

1.3

2.2

2.9

2.9

0.2

0.3

Unemployment rate (%)

5.8

5.9

5.9

5.6

5.8

5.6

5.7

5.8

Pre-tax corporate profits
(year-over-year)
Labour market

Quarterly data is presented in quarter-over-quarter annualized percent change,
and annual data is year-over-year percent change, unless otherwise noted.
Source: Statistics Canada. Forecast by Deloitte Economic Advisory, as of July 2019.
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2020
Q1F

Q2F

Q3F

Q4F

1.5

1.8

2.0

2.1
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2019F

2020F

1.9

1.4

1.7

Economic activity
Real GDP ($2012)
Personal expenditure

1.6

1.7

1.8

1.8
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2.0

1.7
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1.1

1.2

1.3

1.4

1.0

1.2

1.3
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1.8

1.9

2.1

2.0

2.6

2.3

1.9

Residential investment

1.1

0.9

1.0

1.2

-1.5

-3.0

1.5

Business investment

2.1

2.2

2.6

2.5

0.7

-0.9

2.3

• Non-residential construction

2.1

2.0

2.7

2.5

-0.9

-3.7

2.4

• Machinery and equipment

3.2

3.5

4.1

4.0

6.1

5.8

2.6

Gov't expenses and investment

1.8

1.9

2.0

2.0

3.0

1.9

1.9

Exports

1.1

1.2

1.7

2.4

3.2

1.1

1.7

Imports

1.6

1.5

1.7

2.1

2.9

1.3

1.6

CPI (year-over-year)

1.9

2.0

2.0

2.0

2.2

1.9

2.0

GDP deflator

1.9

1.9

1.9

1.9

1.7

1.6

1.9

Prices

Income
GDP at market prices

3.3

3.7

3.9

4.0

3.6

3.0

3.6

Personal income (year-over-year)

2.7

2.5

2.5

2.7

4.1

3.5

2.6

10.0

10.0

9.9

10.0

0.8

-12.6

10.0

Employment

0.5

0.5

0.6

0.6

1.3

1.9

0.6

Unemployment rate (%)

5.9

6.0

6.0

6.1

5.8

5.7

6.0

Pre-tax corporate profits
(year-over-year)
Labour market
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Canada: financial forecast
2018

2019

Q1A

Q2A

Q3A

Q4A

Q1A

Q2F

Q3F

Q4F

1.20

1.25

1.47

1.69

1.75

1.75

1.75

1.75

Interest rates
Overnight rate %
3-month T-bill %

1.10

1.26

1.59

1.64

1.67

1.68

1.68

1.67

2-year government bond %

1.77

1.91

2.21

1.86

1.75

1.77

1.79

1.77

5-year government bond %

1.96

2.06

2.33

1.88

1.80

1.87

1.92

1.87

10-year government bond %

2.09

2.17

2.42

1.96

1.85

1.95

2.02

1.95

10-year–3-month %

0.99

0.91

0.83

0.32

-0.05

-0.03

0.18

0.28

10-year–2-year %

0.32

0.26

0.21

0.10

0.10

0.18

0.23

0.18

Yield curve

Canadian dollar
USD/CAD

1.26

1.29

1.31

1.32

1.33

1.33

1.34

1.34

US cents

79.06

77.45

76.51

75.68

75.24

75.28

74.63

74.63

All forecasts are end of period.
Source: Statistics Canada. Forecast by Deloitte Economic Advisory, as of July 2019.
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2020
Q1F

Q2F

Q3F

Q4F

1.75

1.75

1.75

1.75

2018A

2019F

2020F

1.69

1.75

1.75

Interest rates
Overnight rate %
3-month T-bill %

1.65

1.68

1.65

1.67

1.64

1.67

1.67

2-year government bond %

1.70

1.77

1.80

1.77

1.86

1.77

1.77

5-year government bond %

1.75

1.87

1.90

1.87

1.88

1.87

1.87

10-year government bond %

1.80

1.95

2.00

2.05

1.96

1.95

2.05

10-year–3-month %

0.33

0.38

0.43

0.48

0.32

0.28

0.48

10-year–2-year %

0.10

0.18

0.20

0.28

0.10

0.20

0.20

Yield curve

Canadian dollar
USD/CAD

1.32

1.32

1.33

1.33

1.32

1.34

1.33

US cents

75.76

75.76

75.19

75.19

75.68

74.63

75.19
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Concluding remarks
The rapidly evolving economic and financial
environment will likely have a considerable impact
on Canadian businesses and governments.
Global and Canadian economies have continued
to slow since last year, becoming increasingly
susceptible to negative shocks. The vulnerability
is being exacerbated by a global business cycle that is
getting long in the tooth, with the US expansion already
record-setting. Financial market volatility has increased
amid worries that political risks, such as an escalation
in trade tensions, could trigger a downturn, prompting
signals from central banks that they stand ready to cut
rates if necessary.
The heightened political risks are muddying the
crystal balls of economic forecasters, but the base
case outlook for the global economy appears to be
one of continued economic growth in 2020, albeit at
a modest rate of expansion.
In Canada, economic growth will be subpar this
year, but then accelerate to its sustainable pace
of 1.7 percent. While average growth is not a bad
outcome, it will be lower than in the past. As such,
many businesses will feel they are working harder
to get ahead.
Cyclical industries will likely be hampered by weaker
global demand growth. Commodity prices could rise
if financial market pessimism proves unwarranted,
but it will be a challenging environment for mining,
and investment in the sector will likely be weak.
Manufacturing in North America will have to come
to terms with weaker US growth, but could benefit
from onshoring production closer to customers.
Real estate and construction activity in Canada
should stabilize after declines in 2018 and early
2019. Service industries should be more resilient,
but their profit growth is likely to moderate.
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In this environment of weaker sales growth, companies
will be looking at constraining their expenses and
finding efficiencies. Tight labour markets should
motivate investment in capital and technology. Global
competition will intensify as companies vie for their
share of a slower-growing income pie. Governments
will have limited fiscal capacity, necessitating tough
choices about priorities and delivery of services.
Challenging times also create opportunities. Slower
economic growth can be a powerful catalyst for
businesses and governments to implement reforms
and boost competitiveness. Any downturn in the
business cycle is unlikely to be long-lived; economic
contractions are a temporary valley that must be
navigated across. Opportunities await companies
that are better positioned to ride out the cycle.
While developments in the business cycle will likely
top headlines, it is also important to recognize
that structural forces are changing the nature of
the economy. For example, the impact of aging
demographics is profoundly shaping labour market
conditions. Climate change is contributing to the
increased frequency of extreme climatic events,
such as floods, wildfires, and hurricanes. A digital
revolution is disrupting existing business models
and unlocking incredible possibilities. These forces
will remain in play and are likely to intensify in 2020.
In summary, the economic environment, while
characterized by enormous risks, also offers
plentiful opportunities for Canadian organizations,
particularly those that stay informed and ready to
adapt to evolving conditions.
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