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Canada’s gross domestic pro-
duction (GDP) grew by 1.5%
in the first quarter, after

adjusting for price inflation and sea-
sonality. This is up from a quarterly
real GDP growth rate of 0.7% in the
fourth quarter of 2001 and –0.1% in
the third quarter of 2001. 

First-quarter GDP growth was driv-
en higher by strong housing market
activity, slower inventory depletion by
businesses, and a rebound in exports
and manufacturing. Housing invest-
ment jumped in the first quarter,
while overall consumer spending
remained on a robust growth trend.
Demand was met by increased pro-
duction, declining inventory and increased imports.

Accelerating economic growth in North America in the first quarter ended more than a
year of declines in international trade volumes. Exports were up after four consecutive
quarterly declines and imports rose after dropping for five straight quarters. Domestic
manufacturing increased after five quarters of decline, mainly the result of renewed
strength in production of information and communication technology, transportation
equipment, chemicals and wood products.

New housing construction in Canada reached an all-time high in the first quarter.
Urban housing starts were up everywhere except the Atlantic region. Pent-up demand,
combined with low interest rates and expected low returns from the stock market, drove
up new and re-sale housing volumes. Real estate brokers, lawyers, notaries, insurers,
lenders, tax takers and existing owners were the main beneficiaries of increased housing
sales. Construction firms, many of which are unincorporated, posted strong gains in net
income.

National GDP growth jumps in
first quarter

BBriefingriefingeconomic
VOLUME 8   .     NUMBER .  22   .      MAY 30 , 2002

WWeeklyeekly



Consumer spending was buoyed by an increase in labour income that more than offset
price inflation. Household furnishings, appliances and recreational equipment were a source
of growth, while spending on new motor vehicles increased again. Energy consumption fell,
with mild winter weather. Spending on travel abroad, restaurants and accommodation was
down, which held service sector production flat in the first quarter.

Corporate profits rebounded somewhat from low levels of the past year. Profit increases
were widespread, with notable advances in construction and manufacturing. Higher prices
for inventories of fuel, wood products and primary metals also boosted profits. The demand
for borrowed funds was down in the first quarter and long-term debt continued to replace
short-term debt. Investment in plant and equipment remained weak as construction of engi-
neered structures and non-residential buildings continued to slow.

Imports rose on the strength of manufacturing, residential construction and consumer
spending. Imports of industrial goods, automotive products, wood products and consumer
goods were all up. Imports of machinery and equipment fell on declines in aircraft engines
and parts as well as in office machines and equipment.

Recovery in U.S. economic growth led to higher exports of energy, industrial goods and
consumer goods. Machinery and equipment exports continued to decline. A temporary gap
in U.S. duties on exports of Canadian softwood lumber led to the first quarterly increase in
forestry product exports in a year-and-a-half.

The rapid first-quarter growth rate, which equates to an annual 6% rise in real GDP,  is
unlikely to hold up during the second quarter. Retail sales hit a plateau in February and
March, and overall GDP levelled off in March. The latest Consensus Forecasts predicts real
GDP growth in Canada of 3% in 2002 and 3.7% in 2003.

U.S. consumer spending strong

Robust consumer spending in the U.S. is the mainstay of the North American economic
recovery, with April seeing 0.5% growth. Adjusting for inflation, real personal consumption
expenditure rose 0.2%. Real spending in durable goods jumped by a huge 1.6%, owing to
low interest rates.

How long can this last? Even Fed Chairman Greenspan has warned that the recovery
could be somewhat weak because consumers, who kept buying throughout the slump, might
not have a lot of pent-up demand left in them. 

The accompanying graph shows the real growth rates in personal durable goods consump-
tion in the current recovery, along with rates during an ‘average’ recovery phase. The graph
plots growth rates 24 months before and after the business cycle trough. The current recov-
ery trough is tentatively dated December 2001 since the National Bureau of Economic
Research has not set an official date for the end of the recession. Spending on durable
goods, such as autos, furniture and appliances, is quite sensitive to interest rate changes.

It becomes clear from the graph that real durable goods spending during the past reces-
sion was not typical, and was characterized by a much stronger performance heading into
and during the recession. The 9/11 shock and its aftermath significantly altered the durable
goods spending profile, as deep incentives heightened auto sales. The timely interest rate
reductions from early 2001 onward kept consumer spending higher than normal, and it was
significantly boosted by auto sales incentives. This kept the overall economy out of a deeper
and longer recession.

April housing sales data confirm the strong spending driven by interest rates. Existing
home sales advanced to a 5.79 million annualized pace in April, a 7% increase from the pre-
vious month. New home sales posted a very strong 915,000 unit annualized pace in April.
Residential construction fell 5.4% in April from the previous month, but permits stayed
level.



Looking ahead, the University of
Michigan reported that its final May con-
sumer sentiment index rose to 96.9 from
93.0 in April, slightly above its prelimi-
nary May reading of 96.0 released earlier.
Mortgage rates have come off slightly in
the past four weeks and that will keep
housing sales robust. One dark cloud,
though, is the weak labour market. And,
referring back to the average recovery
cycle performance, durable goods spend-
ing is ahead of itself, which suggests at
least more moderate growth in the
future.

That would not be good news for B.C.
exporters of products linked to spending
on durable goods, such as housing con-
struction. It will be difficult enough for them to remain profitable with the 27% lumber
duties, but to have demand growth falter would make it all the more difficult. 
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