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Data Release: Canadian manufacturing sector ends 2016 on a solid note

e Canadian manufacturing sales were up by a consensus-beating 2.3% in December. This was well above
the 0.3% m/m gain that was expected and follows a large a increase in November which was revised up
from 1.5% to 2.3% m/m. Volumes were up just as much (2.3% m/m) in December, with price effects
negligible on the month.

e Both durable and nondurable goods sales helped, up 2.4% and 2.1% respectively. Petroleum and coal
products accounted for most of the gain on the nondurable front, up 11.6% on the month. On the durable
side, transport equipment led the way, up 7.4%, as motor vehicles (2.3%), and aerospace (5.7%) posted
solid gains, while railroad and shipbuilding shipments surged by double digit growth rates. Electrical
equipment also had a good month, up 5.1%.

¢ Regionally, manufacturing sales were up in six provinces with Saskatchewan (5.4%) and Alberta (+2.9%)
both posting strong gains in the Prairies. Central Canada also saw strong gains led by Quebec (+4.1%)
and Ontario (+2.3%). New Brunswick (+1.6%) and Newfoundland (+1.3%) were the only Atlantic
provinces to see gains, with B.C. and Manitoba seeing declines in the value of manufacturing shipments.

e Inventories were down 0.3% on the month, nudging the inventory-to-sales ratio down to 1.30 (preciously
1.34). Forward looking indicators were not encouraging, with unfilled orders down 1.9% while new orders
pulled back 0.6%.

Key Implications

e This was generally a really good report, cementing the notion that despite a difficult several months, the
Canadian manufacturing sector is ending 2016 on a solid note. Shipments in both dollar and volume
terms were up strongly in December, with positive revisions to boot, suggesting that Canadian
manufacturing performance during the last quarter was the best it had been since the first quarter of the
year.

e The report corroborates the notion that the Canadian economy performed quite well during the fourth
quarter, with our assessment of growth of real GDP at about 2.2% during 16Q4. Moreover, the report
provides some hope that the momentum in manufacturing, on the back of a still low loonie and strong U.S.
growth — where consumers are out in full force according to this morning's retail sales data — bodes well
for economic growth into early-2017.

e Having said that, there remain quite a lot of uncertainties as far as the manufacturing and export sector is
concerned. While President Trump, who met with PM Trudeau early this week, suggested that NAFTA
would only be "tweaked" as far as Canada is concerned, there is no doubt that many unknowns remain —
something that, alongside the existing economic slack, is likely keep the Bank of Canada on the sidelines
for some time still.

Michael Dolega, Senior Economist
416-983-0500

W @TD_Economics


http://twitter.com/TD_Economics

DISCLAIMER

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appropriate for
other purposes. The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This
material is not intended to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and
should not be considered specific legal, investment or tax advice. The report does not provide material information about the business and affairs of TD
Bank Group and the members of TD Economics are not spokespersons for TD Bank Group with respect to its business and affairs. The information
contained in this report has been drawn from sources believed to be reliable, but is not guaranteed to be accurate or complete. This report contains
economic analysis and views, including about future economic and financial markets performance. These are based on certain assumptions and other
factors, and are subject to inherent risks and uncertainties. The actual outcome may be materially different. The Toronto-Dominion Bank and its
affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in the information, analysis or views contained
in this report, or for any loss or damage suffered.



