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Businesses, governments and insti-
tutions in B.C. intend to invest
$22.2 billion in plant and equip-

ment this year. That’s down $280 million,
or 1.2%, from preliminary estimates of
total capital investment in 2001. If this
year’s investment intentions are realized,
it would be the first decline since 1997.
However, given respondents’ tendency to
underestimate and the recent indications
of a recovery in economic growth, chances
are that investment spending will be high-
er than expected this year.

Investment spending by the public sec-
tor is expected to rise for the fifth consecutive year. Although the government has
announced plans to reduce taxpayer-supported capital spending, this isn’t expected to
take effect until next year, owing to the long lead times in planning capital projects.
B.C.’s public sector intends to invest $5.3 billion in construction, machinery and equip-
ment this year, up $236 million, or 4.7%, from 2001.

The private sector intends to reduce investment spending this year, after two years of
increases. The recession of the past few quarters has mainly involved business sectors
such as exports and investment, leaving the consumer and household sectors less
affected. B.C.’s private-sector businesses intend to invest $16.9 billion in construction,
machinery and equipment this year, down $516 million, or 3%, from 2001.

Housing construction is one segment of the private sector that anticipates rising capi-
tal investment this year. Low mortgage rates, pent-up housing demand, and weak
expected investment returns in stocks and bonds are driving double-digit growth rates
in residential construction, renovation and turnover. B.C. businesses are intending to
invest $6 billion in housing construction this year, up $369 million, or 6.6%, from 2001.

Total intended investment in construction is the same as last year, at $13.7 billion.
Gains in public sector and private residential sector construction are expected to offset a
decline in private non-residential construction. Total intended investment in machinery
and equipment is down $282 million from 2001. In this category, a decline in private
sector investment will outweigh a slight increase in public sector investment.

B.C. capital investment 
intentions
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Canada’s GDP growth resumes

Growth in Canada’s gross domestic product
(GDP) was stronger than expected in the
fourth quarter of 2001. GDP increased by an
estimated 0.5%, bringing growth for all of
2001 up to 1.5%.  The fourth quarter growth
reversed a decline in the third quarter, and
marked the strongest quarterly gain since the
third quarter of 2000. Altogether, the
Canadian economy produced slightly more
than $1-trillion worth of goods and services in
2001.

The largest boost to Canada’s fourth quarter GDP came from an increase in net exports.
(that is, total exports minus total imports). Both exports and imports fell in the fourth quar-
ter, but imports declined by more than exports, thus increasing net exports. Domestic busi-
nesses responded to this supply shortfall by drawing down existing inventories and stepping
up domestic production. Although exports were down in the fourth quarter because of lower
U.S. demand, the export slump is moderating as the U.S. economy moves toward recovery.

Consumer spending also contributed to the latest growth in GDP. Supply-side incentives
drove up car sales, while growth in housing construction and sales continued to respond to
low mortgage rates, pent-up demand, and expectations of lower returns from investment in
stocks and bonds. Labour income also gained some strength in the fourth quarter.

Business investment in fixed capital remained weak in the fourth quarter, dampening GDP
growth. Corporate profits were down, although not by as much as in the third quarter. The
economic slowdown has mainly been driven by slumping exports and investments, with the
consumer and household sectors continuing to grow.

U.S. recession over?

This week’s economic news signalled a likely end to the recession in the U.S.  If this has
not already happened, it will very shortly. The focus is now shifting to the strength of the
recovery, and away from the question of when the recovery will begin. The 2001 recession
was the mildest and one of the most unusual on record. The NBER Business Cycle Dating
Committee will not declare the official month the recession ended for several more months,
but the body of evidence puts it somewhere in the January to March period.

One of the week’s key reports was issued by the Institute for Supply Management  (for-
merly the National Association of Purchasing Management), which said its index of business
activity rose to 54.7 in February from 49.9 January. This was the first increase in 18 months
for this measure of U.S. manufacturing activity, as rising orders and higher production
helped lift the sector out of its recession. The New Orders Index, a barometer of demand for
factory goods in the pipeline, jumped to 62.8 from 55.3 in January. The Production Index
rose to 61.2 from 52.0 in January.

Consumer spending — the main reason that the recession has been so mild — grew in
January by 0.4%, the first significant increase in three months. Spending on durable goods
fell slightly, as auto sales fell from unsustainable heights, but spending on non-durables and
services continued to expand. The pending recovery will be consumer- led and, given that
the consumer sector has less pent-up demand than usual going into the recovery, the
recovery will be weaker than normal.



The value of new construction in the
United States jumped 1.5% in January, led
by non-residential construction. Sales of
existing homes shattered records in
January, rising above six million, although
the mild winter likely played a large role.
However, housing clearly remains strong,
providing further evidence that the econo-
my is pulling out of recession.

Gross domestic product expanded by
1.4% during the final three months of last
year, well above expectations and the
advance 0.2% estimate released four
weeks earlier. Consumer spending growth
was revised upward to 6.0% annualized in the fourth quarter. However, excluding the nearly
$60 billion rise in auto sales, consumer spending growth was less than 2.5%. Government
spending bounced back strongly, after the third quarter disruptions, and the trade deficit
was reduced.

In somewhat contrary news, the University of Michigan’s final February consumer senti-
ment index slipped to 90.7 from 93.0 in January, revised downward slightly from a 90.9
reading at mid-month. This suggests a somewhat weaker consumer growth performance
ahead.

The Chicago Fed National Activity Index continues to indicate that the economy remained
in a recession in January. While January’s improvement is a positive sign that a recovery is
coming, it does not say definitively that the recession has ended. The manufacturing compo-
nent is leading the improvement in this index. 

Overall, the U.S. economy is showing more signs of improvement, but the consumer sec-
tor will not be leading the recovery with its usual vigour. Manufacturers have reduced inven-
tories and will ramp-up production in response to any improvement in demand. The key
labour market indicators are also getting better, and next week’s employment report will go
a long way to sizing up the timing and strength of the recovery. The disruptions caused by
9/11 are being to fade and that will also give us a better sense of the underlying strength of
in the economy. A definitive end to the recession is not yet here, but it is coming soon.
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