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Energy sector woes showing up in Canadian manufacturing

The final quarter of last year was a tough one for Canada’s manufacturing sector. Sales volumes were
down an annualized 4%, retracing much of the previous quarter’s increase. Emerging weakness in the
energy sector was apparent with petroleum and coal sales posting sizeable declines in November and De-
cember (though refinery maintenance shutdowns were reportedly a factor as well). Other manufacturing
subsectors provided little support. While US manufacturing held up well toward the end of last year, the
global industrial sector and manufacturing sentiment weakened over the second half of 2018. Some of
that might be washing up on Canada’s shores. With manufacturing once again acting as a slight drag on
growth—and the energy sector slowdown showing up in other areas (drilling activity fell sharply toward
the end of last year—it looks like we won’t see much of a rebound in December GDP following Novem-
ber’s 0.1% decline. That is consistent with our monitoring for GDP growth to slow to 1.1% annualized in
Q4/18 from 2% in the prior quarter.

Highlights:
e Manufacturing sales were down 1.4% in December, with a similar decline in volumes.
e As in November, petroleum and coal sales were a source of weakness.

e We don't think the manufacturing component of GDP will be as weak as this report indicates, thanks to
an increase in inventories and weakness concentrated in petroleum and coal sales. A similar dynamic
played out last month. That said, manufacturing was likely a drag on GDP in December.
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