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BoC Business Outlook Survey shows economic strength and more inflationary
pressures
The Bank of Canada’s Q4 Business Outlook Survey (BOS) aligned with broad evidence of strengthening
economic momentum and rising inflationary pressures. The BOS reached 5.99 points, up from 4.56 points in
Q3, and a record high value for the survey. This was boosted by a combination of both an increased demand
environment but also due to tightening capacity issues. The latter has seen stronger pressures from supply
bottlenecks (rather than due to excess demand) and labour market tightening.
On the demand side of the economy, firms are experiencing stronger demand for goods and services. Indicators
of future sales broadly improved across sectors with firms on net expecting higher future sales growth (although
pace is decelerating). On balance, 57% of firms surveyed reported improving future indicators of sales which
was a historical high.
Investment spending intentions also reached a record high. 62 per cent of firms looked to increase investments
over the coming 12 months compared to the previous period, with only 15 per cent looking to cut. A net positive
reading of 47 per cent was the highest on record, reflecting the combination of rising demand, catch up from
the pandemic lull, and aggravation of capacity constraints.
Increased capacity constraints and rising costs for firms was a key highlight of the report, which has implications
for inflation and timing of rate hikes. Nearly 60 per cent of firms cited labour bottlenecks as a constraint to
meeting higher demand, and 41 per cent cited supply chain issues. Nearly 80 per cent of firms noted they
would find diﬃcult meeting an unexpected increase in sales. Four out of ten firms noted labour shortages that
are impacting production.
Constraints are causing an increase in hiring and wage pressures. While 75 per cent of firms have returned
to pre-pandemic employment, many are hiring to meet higher. This comes at a cost as wages are on the
rise with on net 70 per cent of firms planning a faster pace of wage compared to a year prior. There is clear
need to not only expand the workforce, but wages are rising to retain employees which are finding greener
financial pastures as they join other firms, while hikes to oﬀset higher inflation are increasingly factoring into
wage growth. This latter point is important, as it suggests higher CPI inflation is being imbedding into wage
expectations and potentially a trigger of further gains.
It appears that firms expect costs to be passed through to final consumers, with similar pace of price increases
to a year ago. That said, for the first time in survey record, a majority of firms (67 per cent) expect annual
inflation to average three per cent or more over the next two years. Inflation is expected to slow towards target.
Results from the BOS adds to challenges facing the Bank of Canada as it balances inflationary pressure which
look to remain firm, and short- term challenges to the economy emanating from the Omicron wave. Indeed,
the variant could further exacerbate inflation pressures as global supply chain challenges remain a challenge
and risks of absenteeism could trigger short-term labour market issues. These factors will factor into Bank
communications at the January 26 rate announcement. We still anticipate the Bank to hold at the meeting, but
a pull forward of a rate hike to March would not surprise.
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