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 While the global economy continued to expand, economic growth decelerated a bit in the first quarter 

of the year. Japan’s stellar Q1 was offset by disappointing performances in emerging economies, the 
eurozone and the U.S. We have therefore lowered our 2014 global growth forecast to 3.5% which, 
nonetheless, still represents an acceleration from last year’s pace.  

 
 The impact of bad weather on Q1 U.S. output was worse than expected, and we have accordingly 

lowered our 2014 U.S. growth forecast two ticks to 2.6%. The big picture, however, remains largely 
unchanged, and we continue to expect a much improved labour market and re-leveraging to boost 
consumption spending and help rekindle the housing market.  

 
 After a strong second half last year, Canada took a breather in the first quarter of 2014. While Q1 

GDP results were not available at this writing, it’s clear from monthly reports that trade was hit hard 
by the weather-related slowdown in the U.S., and that domestic demand softened somewhat. That, 
however, doesn’t change our view about 2014 prospects. Re-leveraging in the U.S. suggests a quick 
rebound of Canada’s exports. And thanks to much improved profits and a better economic outlook, 
business investment looks poised to bounce back. We continue to expect Canadian GDP growth to 
accelerate to 2.3% this year. 

 
   Krishen Rangasamy 
     krishen.rangasamy@bnc.ca 

 
 
 

  

Change from
Previous Forecast

2013 2014 2015 2014 2015

United States

  GDP 1.9% 2.6% 2.9% -0.2 pp unch

  CPI inf lation 1.5% 1.7% 1.9% +0.1 pp unch

  Fed Fund Target Rate* 0.25% 0.25% 1.25% unch unch

  Ten-year bond yield* 3.03% 3.18% 3.55% -8 bp -6 bp

Canada

  GDP 2.0% 2.3% 2.6% unch unch

  CPI inf lation 0.9% 2.0% 2.0% +0.2 pp unch

  Overnight rate* 1.00% 1.00% 2.00% unch unch

  Ten-year bond yield* 2.76% 2.93% 3.50% -22 bp -13 bp

* end of period
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World: Rough start 
 
While the global economy continued to expand, 
economic growth decelerated a bit in the first 
quarter of the year. Japan’s stellar Q1 was offset 
by disappointing performances in emerging 
economies, the eurozone and the U.S.. The 
latter’s weather-related slowdown was worse 
than we had anticipated, and that forced us to 
lower our 2014 growth forecast for the world’s 
largest economy and hence for global growth as 
a whole. Still, our 3.5% forecast for 2014 global 
growth represents an acceleration from last 
year’s pace.  
 
Emerging economies haven’t had the best of starts to 
2014, with data generally coming in below 
expectations. In Q1, industrial production not only 
grew at a slower pace than in advanced economies, 
but the performance gap was the largest since the 
Asian financial crisis of 1998. Is this the start of a 
concerning trend and is there reason to be worried 
about prospects for global growth going forward?  
 
To be sure, we’re not thrilled about the data. The 
slower-than-expected start to the year actually 
prompted us to lower by two ticks our forecast for 
2014 global growth to 3.5%. But as we often caution, 
economic data can be choppy, and one quarter does 
not make a trend. Emerging markets, which tend to 
be the worst hit by uncertainties, were not helped in 
Q1 by the escalation of the Russia/Ukraine crisis, and 
a sharp weather-related slowdown of the U.S. 
economy. Given the temporary factors at play in Q1, 
a rebound is highly likely.  
 
Also capping Q1 growth in emerging economies was 
China. The latter’s central government implemented 
measures to curb pollution and credit growth and as 
such a moderation in GDP growth was always in the 
cards. Moreover, the yuan’s appreciation in recent 
years curbed export growth, although things may not 
be as bad as suggested by the meagre 2% year-on-
year export growth in April, the worst in four years. 
Part of the reason why the year-on-year comparison 
is yielding such weak results is the “over-reporting” 
last year, particularly with regards to China’s exports 
to Hong Kong. A more reliable measure, i.e. exports 
excluding Hong Kong, shows growth being a bit more 
stable over the last couple of years. Exports are 
therefore hanging on, and with the yuan’s recent 
plunge, the outlook has improved. Domestic demand 
also looks well supported thanks in part to the central 
government’s stimulus spending to promote 
urbanization. 
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That explains, perhaps, why volume imports of 
copper, iron ore, and crude oil remain strong. All told, 
assuming the government manages to contain the risks 
posed by shadow banking, China should be able to 
grow a healthy 7.3% this year thanks to resilience in 
trade and an expected strengthening in domestic 
demand. 
 
Another reason why advanced economies 
outperformed emerging ones in Q1 was Japan, 
whose GDP results easily topped expectations. 
Output grew a stunning 5.9% annualized in the first 
quarter, the best since 2011Q3 when post-tsunami 
reconstruction boosted output. This time, though, 
growth came primarily from consumption spending 
which gave a significant boost to domestic demand, 
allowing it to more than offset yet another drag from 
trade. The strong Japanese GDP results are 
encouraging, although it’s clear that growth borrowed 
from Q2, as consumers brought forward purchases 
before April’s sales tax hike. We, accordingly, expect 
Japan’s GDP to contract in the current quarter, 
before picking up again in the second half of the year. 

 

 

World Economic Outlook

Forecast

2013 2014 2015
Advanced countries 1.3 2.1 2.3
United States 1.9 2.6 2.9
Euroland -0.5 0.8 1.2
Japan 1.5 1.5 1.4
UK 1.8 2.9 2.4
Canada 2.0 2.3 2.6
Australia 2.4 2.8 2.9
New Zealand 2.4 3.5 3.0
Hong Kong 2.9 3.4 3.5
Korea 2.8 3.5 3.7
Taiwan 2.1 3.3 3.6
Singapore 4.1 3.8 4.0

Emerging Asia 6.4 6.5 6.5
China 7.7 7.3 6.9
India 4.4 5.7 6.4
Indonesia 5.8 5.4 5.8
Malaysia 4.7 5.1 5.0
Philippines 7.2 6.4 6.3
Thailand 2.9 2.5 4.2

Latin America 2.7 2.3 2.9
Mexico 1.1 3.0 3.9
Brazil 2.3 1.8 2.0
Argentina 4.3 -0.5 0.8
Venezuela 1.0 -1.4 1.1
Colombia 4.3 3.3 4.1

Eastern Europe and CIS 2.3 2.2 3.0
Russia 1.3 0.9 1.9
Czech Rep. -0.9 2.1 2.6
Poland 1.6 3.1 3.5
Turkey 4.3 2.3 3.7

Middle East and N. Africa 2.2 3.2 4.4

Sub-Saharan Africa 4.7 5.4 5.6

Advanced economies 1.3 2.1 2.3
Emerging economies 4.6 4.8 5.2
World 3.0 3.5 3.8

Source : NBF Economics and Strategy
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Regardless, the strong start of the year puts Japan in 
a good position to replicate last year’s growth 
performance. And that, despite a bigger fiscal drag 
this year. Offsetting monetary stimulus will help. The 
Bank of Japan’s QE program will indeed go on and 
may even be expanded. Note that the annual 
headline inflation rate remains below the central 
bank’s 2% target, and the annual core rate, i.e. 
excluding food and energy, was just 0.6% in April. In 
other words, a relapse into deflation cannot be ruled 
out just yet. Moreover, the BoJ understands that a 
cheaper yen, via a further loosening of monetary 
policy, can help rekindle exports and give a boost to 
the current account which has now been in deficit 
territory for two consecutive quarters. 
 
Japan’s strong Q1 helped offset disappointing 
performances among other advanced economies, 
including the eurozone. The latter’s output expanded 
at an annualized pace of just 0.8% in Q1 (or 0.2% 
unannualized). Germany, yet again, provided the lift, 
highlighting the contrasting fortunes with the rest of 
the common currency area ― excluding Germany, 
the eurozone’s output actually contracted a bit, 
leaving GDP almost 5% below its 2008 peak. The 
stagnant economy ex-Germany explains why the 
zone’s jobless rate remains near record highs and 
why the common currency area is having trouble 
getting rid of the threat of deflation.  
 
April data showed an annual inflation rate of just 
0.7%, the seventh consecutive month of sub-1% 
inflation. The further drop of producer prices into 
deflation territory doesn’t bode well for the consumer 
price inflation outlook. A strong euro isn’t helping 
matters either, given that it slows economic growth 
(and hence inflation), and it caps imported prices. 
Besides cyclical factors, the zone’s low inflation 
problems are also structural in nature given the 
contraction in the working-age population, a crucial 
segment that tends to support consumption spending 
and hence prices. While there’s little the European 
Central Bank can do about worsening demographics, 
it, however, still has some influence in guiding 
inflation expectations. In that regard, the ECB clearly 
communicated that it is not resigned to a prolonged 
period of below target inflation, and it continues to 
discuss unconventional measures that could be used. 
The central bank also voiced its displeasure about 
the euro’s strength and tried to talk it down by 
threatening to act at its June meeting. Regardless of 
what the ECB does in June, it will be too little too late 
to save 2014 eurozone growth which we continue to 
peg at under 1%. 

-2

-1

0

1

2

3

4

5

6

7

8

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Japan: Second consecutive quarterly deficit                                       
Quarterly current account balance

Trillion yen

4-qtr avg.

NBF Economics and Strategy (data via Bloomberg) 

Q1

-5

-4

-3

-2

-1

0

1

2

3

4

5

6

7

8

93

94

95

96

97

98

99

100

101

102

103

104

2008 2009 2010 2011 2012 2013 2014

Eurozone: GDP growth of just 0.8% annualized in Q1

*Assuming Canadian GDP growth of 1.5% annualized in 2014Q1                                                                                                                    

NBF Economics and Strategy (data via Eurostat, Datastream)

Real GDP (Index=100 in 2008Q1) 2014Q1 real GDP compared to pre-recession peak

Germany

Eurozone

Eurozone
ex-Germany

Q1

UK         
(-0.6%)

Eurozone
(-2.5%)

Japan   
(+1.1%)

US  
(+6.3%)

Canada* 
(+7.7%)

Eurozone
ex-Germany (-4.9%)

Eurozone
expanded in Q1 ... ... but it still has a lot of 

catching up to do relative 
to its peers

%

-10

-8

-6

-4

-2

0

2

4

6

8

10

2008 2009 2010 2011 2012 2013 2014

Eurozone: Threat of deflation not going away
Consumer and producer price indices

y/y % chg.

PPI

NBF Economics and Strategy (data via Datastream) 

CPI



MONTHLY ECONOMIC MONITOR 
 

5 
   
 

U.S.: Rebound underway 
 
The impact of bad weather on Q1 U.S. output was 
worse than expected, and we have accordingly 
lowered our 2014 U.S. growth forecast two ticks 
to 2.6%. The big picture, however, remains largely 
unchanged, and we continue to expect a much 
improved labour market and re-leveraging to 
boost consumption spending and help rekindle 
the housing market.  
 
The first quarter of the year was one to forget in the 
U.S. as growth stalled. The advanced estimate by the 
Bureau of Economic Analysis showed a tiny increase 
in GDP, although that is likely to be revised down (in 
the second estimate) to a small decline, the first time 
in three years that the U.S. economy sees a quarterly 
contraction in output. The bad weather clearly hurt 
the economy in Q1 (especially trade), and 
government spending was also surprisingly weak 
considering that the October shutdown had already 
caused a sharp decline in the prior quarter’s 
expenditures. A positive, however, was that final 
sales found some support thanks in part to health 
care related outlays which supported overall 
consumption spending. While the poor start to the 
year prompted us to lower our 2014 growth forecast 
to 2.6%, we remain upbeat about the outlook. 
 
A rebound is underway in Q2 and we wouldn’t be 
surprised to see growth near 4% annualized in the 
current quarter. The excellent handoff from Q1 will 
help ― indeed, March data showed strong gains in 
retail sales, industrial production and factory 
shipments among others ― but more fundamentally, 
the private sector seems to be gathering strength. If 
that wasn’t the case, the labour market wouldn’t be 
creating 200K jobs/month on average over the past 
six months, according to the non-farm payrolls. The 
household survey suggests an even bigger jump in 
employment, particularly in full-time positions.  
 
That positive development explains the recent 
stabilization in home ownership rates after the latter’s 
earlier plunge. Still, home ownership remains at 
historically low levels and that’s being felt in both the 
resale market and in residential construction. 
Housing starts for multiple units have recovered, but 
those of single family homes (which are usually more 
expensive) haven’t. While we’re not anticipating 
residential construction and home sales to return to 
pre-recession levels for the next several years, we 
nonetheless remain confident that housing will be 
contributing to GDP over the near to medium term.  
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The reported easing in lending conditions and a 
better labour market will help the housing recovery. 
So will re-leveraging. Mortgage loans rose for a third 
straight quarter in Q1. We haven’t seen such a 
winning streak since 2008. Re-leveraging is good not 
only for housing, but it also bodes well for overall 
consumption spending. Note that in Q1, auto loans 
reached a new record. Those gains allowed 
household debt excluding student loans to rise by 
almost US$100bn in Q1, a third consecutive increase 
for that measure. 
 
Re-leveraging is arguably more effective in lifting 
consumption spending if it is broad based, i.e. if more 
households can have access to borrowing. Latest 
data from the New York Fed warrants some optimism 
on that front. Indeed, credit ratings improved further 
in the first quarter, particularly for those in the lowest 
quartile, i.e. those that may have been previously 
shut out of credit markets because of bad credit. The 
general increase in creditworthiness shouldn’t be 
surprising given the better economy and job 
opportunities which have allowed for an improvement 
in household solvency measures. Note that in Q1, 
only 4.8% of balances were still unpaid past 90 days, 
and just 2.3% of borrowers were severely derogatory, 
both measures at their lowest since 2008. Even 
student debt, an earlier source of concern given the 
rising share of that type of loan in total household 
debt, is showing improvement in delinquencies with 
only 11% of the overall balance remaining unpaid 
past 90 days, i.e. a fifth straight decrease in Q1 after 
hitting a peak at the end of 2012.  
 
Exports also have potential to bounce back after 
contracting sharply in Q1. True, an expected 
appreciation of the U.S. dollar, as the Fed puts an 
end to debasement policies like QE, will act as a 
restraining force. But that should be offset if, as we 
expect, global growth (and hence demand for U.S. 
goods) picks up over the balance of the year. 
Moreover, the greenback’s appreciation is unlikely to 
be significant even with the end of QE, because rate 
hikes are still relatively far off. The Fed has signalled 
repeatedly that it isn’t in a hurry to hike the fed funds 
rate given the still-elevated jobless rate, particularly 
on the wide measure, i.e. the one that includes the 
long-term unemployed and discouraged workers. And 
even when it does start to raise rates ― in the 
second half of 2015 by our estimates ― hikes are 
likely to be gradual. Indeed, the FOMC made clear 
that economic conditions may warrant keeping the 
fed funds rate below normal levels even after 
employment and inflation are near mandate-
consistent levels.  
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Canada: Q1 moderation 
 
After a strong second half last year, Canada took 
a breather in the first quarter of 2014. While Q1 
GDP results were not available at this writing, it’s 
clear from monthly reports that trade was hit hard 
by the weather-related slowdown in the U.S., and 
that domestic demand softened somewhat. That, 
however, doesn’t change our view about 2014 
prospects. Re-leveraging in the U.S. suggests a 
quick rebound of Canada’s exports. And thanks 
to much improved profits and a better economic 
outlook, business investment looks poised to 
bounce back. We continue to expect Canadian 
GDP growth to accelerate to 2.3% this year. 
 
GDP results for Q1 were not available at this writing, 
but it’s clear from monthly reports that Canada’s 
economic growth slowed significantly in the quarter. 
Trade was hit hard by the U.S. slowdown. 
Merchandise trade reports indeed showed real 
exports and imports contracting at the same pace. 
Those same trade reports showed weak imports of 
industrial machinery, suggesting tepid business 
investment spending in Q1. The uncertainties about 
sales growth brought by the U.S. slowdown may 
have had corporations delay expansion plans. 
 
Consumption spending also moderated somewhat 
according to monthly retail reports. In the first quarter, 
retail volumes grew at an annualized pace of just 
0.1%, the worst since 2012. And that despite a ramp 
up in consumer loans ― the latter, which had 
previously been growing at a decreasing rate, 
accelerated again in Q1 to the fastest pace since 
2012. So, what exactly limited spending in Q1? The 
labour market has been far from stellar this year. 
According to the widely watched Labour Force 
Survey, almost no new private sector or full time jobs 
were created in the six months to April ― we use the 
six-month moving average given that it helps see 
through that series’ inherent month-on-month 
volatility. Further evidence of the labour market’s 
softness in Q1 came courtesy of the Survey of 
Employment, Payrolls and Hours which showed a 
sharp deceleration in wage growth. Another 
restraining factor for consumption was the above-
seasonal gasoline price increase which acted like a 
tax hike in Q1, leaving less cash for households to 
spend on other items. Note that the gasoline share in 
total retail spending was close to record highs in the 
quarter, in sharp contrast to the declining share seen 
south of the border.  
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The approval last March by the National Energy 
Board of the reversal of Line 9, which would provide 
refineries in the east with Western Canada Select oil, 
is arguably positive not only for the trade balance 
(because that would help reduce eastern Canada’s 
oil imports at the higher-priced Brent), but also for 
consumers particularly in the eastern parts of the 
country who would benefit from cheaper gasoline 
cracked at lower WCS prices. 
 
The soft Q1 doesn’t change our view about 2014 
prospects. True, domestic demand will remain under 
pressure as debt-laden households limit growth in 
consumption, housing softens, and government 
outlays are capped by tight fiscal policy at both the 
federal and provincial levels. But business investment 
spending will provide some offset. Recall that in the 
Spring edition of the Bank of Canada's Business 
Outlook Survey, firms were upbeat about 
employment but also about boosting investment. Not 
only are they willing, but for the first time in years 
firms are now in a position to do so, with corporate 
profits now growing again on a year-on-year basis. 
Positive surprises in the most recent earnings season 
confirm the resurgence of profits in Canada.  
 
Trade should also do much better over the rest of the 
year, in synch with an improving U.S. economy. Note 
that despite the headwinds in Q1, Canada managed 
to register its first quarterly goods trade surplus since 
2011. That was due to a record energy trade surplus 
which more than offset a record non-energy deficit. 
Going forward, we expect an improvement for both 
energy and non-energy trade. Canada’s oil exporters 
do not seem to be losing out from the energy boom 
stateside considering that their share of U.S. 
petroleum imports has soared above 37% for the first 
time ever, in sharp contrast to OPEC which has seen 
its share plummet to under 36%. Non-energy exports 
which have been disappointing in this recovery, 
should also improve thanks in part to a Canadian 
dollar at its most competitive in years (in real terms), 
and to the re-leveraging underway in the U.S., which 
should help boost demand for Canadian-made goods 
such as autos/parts and forestry products. 
 
All told, we remain comfortable with our 2014 growth 
forecast of 2.3% for Canadian GDP. Such an above-
potential growth rate just means that the output gap 
will narrow further as the year progresses, enough in 
our view to add to inflationary pressures. Note that in 
April the annual inflation rate hit the Bank of 
Canada’s 2% target for the first time in two years. We 
expect the BoC to drop its dovish language later this 
year, something that will set the stage for the 
resumption of interest rate hikes in Q1 of 2015.
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Q4/Q4
(Annual % change)* 2011 2012 2013 2014 2015 ### 2013 2014 2015

Gross domestic product (2009 $) 1.8 2.8 1.9 2.6 2.9 2.6 2.7 2.8
Consumption 2.5 2.2 2.0 2.8 2.7 2.3 2.9 2.7
Residential construction 0.5 12.9 12.2 1.7 5.9 6.9 3.7 5.5
Business investment 7.6 7.3 2.7 3.1 4.2 2.6 2.9 4.0
Government expenditures (3.2) (1.0) (2.2) (0.5) 0.7 (2.4) 0.9 0.5
Exports 7.1 3.5 2.7 4.2 7.4 4.9 4.3 7.2
Imports 4.9 2.2 1.4 2.2 5.2 2.8 2.4 6.2
Change in inventories (bil. $) 33.6 57.6 81.6 67.1 63.8 111.7 46.7 65.0
Domestic demand 1.8 2.4 1.6 2.2 2.6 1.6 2.6 2.6

Real disposable income 2.4 2.0 0.7 2.0 2.3 (0.1) 2.1 2.4
Household employment 0.6 1.8 1.0 1.8 1.7 0.6 2.3 1.7
Unemployment rate 8.9 8.1 7.4 6.4 6.0 7.0 6.1 5.9
Inflation 3.1 2.1 1.5 1.7 1.9 1.2 1.8 1.9
Before-tax profits 7.9 7.0 4.6 7.2 5.7 6.2 5.6 6.0
Federal balance (unified budget, bil. $) (1,249.6) (1,060.8) (675.0) (560.0) (390.0) ... ... ...
Current account (bil. $) (457.7) (440.4) (379.3) (319.5) (311.5) ... ... ...

-304

* or as noted

Current Q4 Q4 2014 Q4 2015
5/22/14 Q2 2014 Q3 2014 Q4 2014 Q1 2015 2014 2015

Fed Fund Target Rate 0.25       0.25       0.25       0.25       0.25       0.25      1.25      
3 month Treasury bills 0.03       0.08       0.10       0.11       0.11       0.11      1.42      
Treasury yield curve
      2-Year 0.37       0.38       0.56       1.17       1.42       1.17      2.24      
      5-Year 1.57       1.69       1.85       2.42       2.58       2.42      3.07      
    10-Year 2.56       2.69       2.79       3.18       3.27       3.18      3.55      
    30-Year 3.43       3.45       3.51       3.89       3.94       3.89      4.17      
Exchange rates
    U.S.$/Euro 1.37       1.38       1.35       1.29       1.30       1.29      1.30      
    YEN/U.S.$ 102        105        108        110        111        110       115       

National Bank Financial
** end of period

Financial Forecast**

United States
Economic Forecast



MONTHLY ECONOMIC MONITOR 
 

10 
   
 

 

Q4/Q4
(Annual % change)* 2011 2012 2013 2014 2015 2013 2014 2015

Gross domestic product (2007 $) 2.5 1.7 2.0 2.3 2.6 2.7 2.1 2.8
Consumption 2.3 1.9 2.2 2.3 2.3 2.5 2.0 2.5
Residential construction 1.6 6.1 (0.2) (0.4) 0.2 (0.0) (0.6) 0.4
Business investment 11.1 6.2 1.4 3.6 5.1 (0.2) 5.9 4.8
Government expenditures (0.6) 1.0 0.4 0.2 0.5 (0.2) 0.4 0.5
Exports 4.7 1.5 2.1 2.0 7.1 3.1 3.4 7.4
Imports 5.7 3.1 1.1 (0.0) 3.1 1.3 1.2 3.1
Change in inventories (millions $) 7,440 6,831 12,484 10,946 2,277 18,025 10,064 1,704
Domestic demand 2.4 2.3 1.4 1.5 1.8 1.2 1.6 1.8

                                                                                                                                             
Real disposable income 2.4 2.5 2.5 2.4 2.5 2.0 2.5 2.4
Employment 1.5 1.2 1.3 0.9 1.3 0.9 1.0 1.3
Unemployment rate 7.4 7.3 7.1 6.8 6.4 7.0 6.7 6.3
Inflation 2.9 1.5 0.9 2.0 2.0 0.9 2.4 2.0
Before-tax profits 11.3 (4.9) (2.6) 8.6 7.9 2.9 11.7 6.5
Federal balance (Public Acc., bil. $) (26.3) (18.9) (17.0) (4.5) 5.0 .... .... ....
Current account (bil. $) (48.5) (62.2) (60.7) (52.1) (36.4) .... .... ....

* or as noted

Current Q4 Q4 2014 Q4 2015
5/22/14 Q2 2014 Q3 2014 Q4 2014 Q1 2015 2014 2015

Overnight rate 1.00       1.00       1.00       1.00       1.25       1.00      2.00      
Prime rate 3.00       3.00       3.00       3.00       3.25       3.00      4.00      
3 month T-Bills 0.92       0.93       0.98       1.03       1.47       1.03      1.96      
Treasury yield curve
      2-Year 1.06       1.13       1.20       1.70       1.99       1.70      2.83      
      5-Year 1.59       1.76       1.85       2.30       2.53       2.30      3.28      
    10-Year 2.33       2.42       2.61       2.93       3.07       2.93      3.49      
    30-Year 2.87       2.92       3.08       3.36       3.48       3.36      3.83      

CAD per USD 1.09       1.10       1.09       1.09       1.08       1.09      1.08      
Oil price (WTI), U.S.$ 104        98          97          96          96          96         98         

National Bank Financial
** end of period

Canada
Economic Forecast

Financial Forecast**
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