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OECD & Large EMs: Still Synchronized, but Slowing Growth
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US Expansion Periods
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US Economy: Probability of Recession Remains Low

Treasury-Spread Based US Recession Probability 12-mths Ahead
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Sources: Scotiabank Economics, FRBNY. Shaded areas represent recession periods.
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US Trade Deficits: US Protectionism = Not Winning

US Federal Deficit Widens US Current Account Deficit
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US Fed: Supply-Side Tightness Points to Moderate US Rate Hikes

Core PCE Following US Excess Demand at a US Debt Service Ratio
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Canadian Growth: Increasingly Diversified

Contribution to Canadian GDP Growth
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Competitiveness: Oshawa Isn’t a Parable for Canada

170

160

150

140

130

120

110

100

90

Global Auto Sales

2009 = 100

Total ex. Big Three

09 10 11 12 13 14 15 16

Sources: Scotiabank Economics.

0.75
0.70
0.65
0.60
0.55
0.50
0.45
0.40
0.35
0.30
0.25

Unit Labour Costs in USD

Canada

labour costs in manufacturing

" USD per unit of
| output

UsS total
economy

Canada total
economy

00 02 04 06 08 10 12 14 16 18

Sources: Scotiabank Economics, BEA
Statistics Canada.

Canadian Net Foreign
50 Investment Flows
CAD bn

30 Other
-40 F mMfg
50 L ™Energy & mining

07 08 09 10 11 12 13 14 15 16 17 18
Sources: Scotiabank Economics, Statistics

Canada.

10

’1.\
Y

$ Scotiabank



Industry: Recent Performance

Capacity Utilization Rates
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Employment Gains Hold in A Number of Industries
After Strong 2017
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Canada: Growth Above Potential, Some Inflationary Pressures

Canada's Growth Above Potential

Canadian Output Gap

Average 'Core' Inflation
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Bank of Canada: Hasn’t (Yet) Tightened in Real Terms

BoC's Real Policy Rate Easy Canadian Money
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Global Oil Prices: WTI to Stabilize; WCS Narrower, but Vulnerable

Deficits as Far as the Eye Can See
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Canada Debt: Balance Sheets Consistently Stronger than US
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Canada Housing: Housing Market Can Weather Higher Rates

More than 50% of Households
Do Not Have a Mortgage or HELOC
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Interest Rates: BoC ~ +125 bps & Fed +100 bps by Q1-2020
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Ontario Outlook: Middle of the Provincial Pack

Ontario Growth Expected to Employment Growth by Province
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Ontario Fall Fiscal Review: Low-Income Tax Credit & Homebuilding

Hamilton Likely Less Affected by LIFT
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Hamilton Housing: Broadly Balanced

Balanced Market Conditions... ...Across Multiple Indicators... ...With Home Prices Stabilizing
After 2016-17 Run-Up
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NAFTA 2.0 ~ > USMCA: Harm Minimized, Key Elements Kept
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Ontario: Dependent on NAFTA / CUSMA

USMCA Averts Significant Downside
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Autos: Tariff-Free Access Under Quota for Foreseeable Future

US Imports of Passenger Vehicles
from North America
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* Mexico also gets temporary exemption on 1.6 mn
vehicles compliant with original NAFTA rules of
origin.
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Ratification: Not Before Mid-2019 in the US

Congressional
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US Sec. 232 Tariffs: US Relies on Steel & Aluminum Imports

US Net Import Reliance on Tariffs Impact US Producer Prices
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Metals Tariffs: Current Exemptions Cover Small Share of Imports

US Steel Tariffs Exemptions
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China: US Trade Deficit with China Widening

US Goods and Services Trade US Goods and Services Trade
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China: RMB, Domestic Credit, & Other Tools to Counteract Tariffs

Chinese Yuan Performance
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China: Trump Unlikely to Hit His Base in an Election Year

US Tariffs Incrementally Impact Consumer Goods Imports from China
% of targeted US imports from China (2017 values)
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China: All-Out US-China Trade War May Lead to Strong Slowdown

US GDP Growth: IMF Tariffs Scenarios China GDP Growth: IMF Tariffs Scenarios
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China: Spillovers to Global Economy & NAFTA/USMCA Partners

World GDP Growth: Canada and Mexico GDP Growth:
IMF Tariffs Scenarios IMF Tariffs Scenarios
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Sources: Scotiabank Economics, IMF October 2018 WEDO. Sources: Scotiabank Economics, IMF October 2018 WEO.
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Appendix. Q4 Forecasts
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Q4 Forecasts: Real GDP and Inflation Forecast

2000-17 2017 2018f 2019f 2020f 2000-17 2017 2018f 2019f 2020f
Real GDP Consumer Prices
(annual % change) (yly % change, year-end)

World (based on purchasing power parity) 3.9 3.8 3.8 3.7 3.5
Canada 2.2 3.0 2.1 2.2 1.8 1.9 1.8 2.9 2.1 2.0
United States 2.0 2.2 2.9 2.4 1.7 2.2 2.1 2.4 2.2 2.1
Mexico 2.2 2.0 1.8 2.1 2.4 4.4 6.8 5.1 4.1 3.8
United Kingdom 1.9 1.7 1.4 15 15 2.0 2.7 2.3 2.1 2.0
Eurozone 13 2.4 2.0 1.9 1.7 1.8 1.4 1.9 1.7 1.9
Germany 1.4 2.2 1.9 1.9 1.6 15 1.7 1.8 1.9 2.2
France 1.4 2.2 1.6 1.6 1.6 1.4 1.2 1.6 2.2 1.5
China 9.3 6.9 6.6 6.2 6.0 2.3 1.8 2.4 25 2.3
India 7.0 6.3 7.6 7.5 7.5 6.8 5.2 4.0 5.2 4.8
Japan 1.0 1.7 1.2 1.0 0.9 0.1 1.0 1.0 2.3 11
South Korea 4.1 3.1 2.9 2.8 2.6 2.6 15 2.2 2.5 2.2
Australia 2.9 2.2 3.1 2.7 25 2.7 1.9 2.0 25 2.6
Thailand 4.0 3.9 4.3 3.8 35 1.9 0.8 1.2 2.0 2.2
Brazil 25 1.0 1.3 1.8 2.1 6.5 3.0 4.7 5.1 4.6
Colombia 3.9 1.8 2.5 35 3.6 5.1 4.1 3.4 3.6 3.6
Peru 5.0 25 3.7 4.0 4.1 2.7 1.4 2.0 25 25
Chile 3.9 15 3.9 3.2 3.2 3.3 2.3 3.2 3.0 3.0

Sources: Scotiabank Economics, Statistics Canada, BEA, BLS, IMF, Bloomberg.
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Q4 Forecasts: Quarterly Canada and US Forecasts

Quarterly Forecasts 2017 2018 2019 2020
Canada Q4 Q1 Q2 Q3f Q4f  Qif Q2f Q3f Q4af  Qif Q2f Q3f Q4f
Real GDP (g/q ann. % change) 1.7 | 14 2.9 2.1 24 | 21 2.1 1.9 1.7 | 21 2.0 15 1.5
Real GDP (yly % change) 3.0 2.3 1.9 2.0 2.2 2.4 2.2 2.1 19 19 1.9 1.8 1.8
Consumer prices (y/y % change) 18 21 2.3 2.9 29 28 2.6 2.3 2121 2.0 2.0 2.0
Avg. of new core CPlIs (yly % change) 1.7 19 2.0 21 22 21 2.2 2.2 22 22 2.2 2.2 2.2
United States ' :
Real GDP (g/q ann. % change) 2.3 2.2 4.2 3.2 25 21 2.0 1.9 1.8 = 17 1.7 1.6 15
Real GDP (yly % change) 25 2.6 2.9 3.0 30 30 2.4 2.1 19 1.9 1.8 1.7 1.6
Consumer prices (yly % change) 2.1 2.3 2.6 2.6 24 22 2.2 2.2 22 21 2.1 2.0 2.1
CPI ex. food & energy (y/y % change) 1.7 1.9 2.2 2.2 2.3 2.1 2.2 2.2 22 22 2.2 2.2 2.2
Core PCE deflator (y/y % change) 1.6 1.7 1.9 2.1 21 22 2.2 2.2 21 21 2.0 2.0 2.0
Sources: Scotiabank Economics, Statistics Canada, BEA, BLS, Bloomberg.
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Q4 Forecasts: Central Bank Rates Forecast

2018 2019 2020
Central Bank Rates Q3 Q4f Qif Q2f Q3f Q4f Qif Q2f Q3f Q4f
Americas (%, end of period)
Bank of Canada 1.50 1.75 2.00 2.25 2.50 2.75 3.00 3.00 3.00 3.00
US Federal Reserve (upper bound) 2.25 2.50 2.75 3.00 3.25 3.25 3.25 3.25 3.25 3.25
Bank of Mexico 7.75 8.00 8.00 8.00 8.00 8.00 8.00 7.50 7.50 7.50
Central Bank of Brazil 6.50 7.25 8.25 8.75 9.25 9.75 10.00 10.00 10.00 10.00
Bank of the Republic of Colombia 4.25 4.50 4.75 5.00 5.25 5.50 5.50 5.50 5.50 5.50
Central Reserve Bank of Peru 2.75 2.75 3.00 3.00 3.25 3.25 3.50 3.75 4.00 4.00
Central Bank of Chile 2.50 2.75 3.00 3.25 3.50 3.75 3.75 4.00 4.00 4.00
Europe
European Central Bank 0.00 0.00 0.00 0.00 0.00 0.00 0.25 0.25 0.50 0.50
Bank of England 0.75 0.75 0.75 0.75 0.75 1.00 1.00 1.00 1.00 1.00
Asia/Oceania
Reserve Bank of Australia 1.50 1.50 1.50 1.75 1.75 2.00 2.00 2.25 2.25 2.50
Bank of Japan -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10
People's Bank of China 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35
Reserve Bank of India 6.50 6.75 6.75 7.00 7.00 7.25 7.25 7.25 7.25 7.25
Bank of Korea 1.50 1.75 1.75 2.00 2.00 2.25 2.25 2.50 2.50 2.50
Bank of Thailand 1.50 1.75 1.75 2.00 2.00 2.25 2.25 2.25 2.25 2.25

Sources: Scotiabank Economics, Bloomberg.
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Q4 Forecasts: Commodities Forecast

Commodities 2000-2017 Annual Average

Low Avg. High 2017 2018f 2019f 2020f
WTI Oil (USD/bbl) 17 62 145 51 68 72 69
Brent Oil (USD/bbl) 18 65 146 55 74 80 75
WCS - WTI Discount* (USD/bbl) -43 -16 -6 -13 -27 -24 -21
Nymex Natural Gas (USD/mmbtu) 1.64 4.83 15.38 3.02 2.93 2.93 3.00
Copper (USD/Ib) 0.60 2.38 4.60 2.80 2.99 3.00 3.20
Zinc (USD/Ib) 0.33 0.84 2.10 1.31 1.33 1.30 1.25
Nickel (USD/Ib) 2.00 7.12 24.58 4.72 6.15 6.50 7.00
Aluminium (USD/Ib) 0.56 0.87 1.49 0.89 0.95 1.00 1.00
Iron Ore (USD/tonne) 17 67 187 72 65 65 60
Metallurgical Coal (USD/tonne) 39 131 330 187 205 175 160
Gold, London PM Fix (USD/oz) 256 890 1,895 1,257 1,262 1,300 1,300
Silver, London PM Fix (USD/0z) 4.07 14.80 48.70 17.05 15.70 17.00 17.00

*2008-16 average.
Sources: Scotiabank Economics, Bloomberg.
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Q4 Forecasts: Currencies and Interest Rates Forecasts

Currencies and Interest Rates

Americas (end of period)

Canadian dollar (USDCAD) 1.29 1.28 1.25 1.25 1.22 1.22 1.22 1.22 1.22 1.22
Canadian dollar (CADUSD) 0.77 0.78 0.80 0.80 0.82 0.82 0.82 0.82 0.82 0.82
Mexican peso (USDMXN) 18.72 20.07 20.32 20.15 20.21 20.40 20.50 20.33 20.39 20.69
Brazilian real (USDBRL) 4.05 3.75 4.15 4.34 4.67 4.60 4.21 4.12 4.06 3.89
Colombian peso (USDCOP) 2,966 3,080 3,120 3,100 3,085 3,055 3,050 3,055 3,060 3,065
Peruvian sol (USDPEN) 3.30 3.26 3.27 3.23 3.24 3.22 3.20 3.20 3.20 3.20
Chilean peso (USDCLP) 657 650 650 650 650 650 650 640 640 640
Europe

Euro (EURUSD) 1.16 1.20 1.22 1.24 1.26 1.30 1.30 1.30 1.32 1.32
UK pound (GBPUSD) 1.30 1.32 1.32 1.35 1.37 1.40 1.42 1.42 1.45 1.45
Asia/Oceania

Japanese yen (USDJPY) 110 110 110 110 108 108 107 107 105 105
Australian dollar (AUDUSD) 0.73 0.73 0.75 0.77 0.77 0.78 0.78 0.78 0.78 0.78
Chinese yuan (USDCNY) 6.87 6.90 6.80 6.60 6.70 6.70 6.60 6.60 6.50 6.50
Indian rupee (USDINR) 72.5 72.5 72.0 70.0 71.0 71.0 70.0 70.0 69.0 69.0
South Korean won (USDKRW) 1,109 1,100 1,090 1,080 1,085 1,085 1,080 1,080 1,070 1,070
Thai baht (USDTHB) 32.3 32.2 32.0 31.6 31.8 31.8 31.6 31.6 314 314
Canada (Yields, %)

3-month T-bill 1.58 1.80 2.05 2.30 2.55 2.80 3.00 3.00 3.00 3.00
2-year Canada 2.21 2.50 2.40 2.55 2.70 2.85 3.05 3.05 3.05 3.05
5-year Canada 2.34 2.55 2.50 2.60 2.75 2.90 3.10 3.10 3.10 3.10
10-year Canada 2.43 2.60 2.60 2.70 2.85 3.00 3.15 3.15 3.15 3.15
30-year Canada 2.42 2.65 2.65 2.75 2.90 3.10 3.30 3.35 3.35 3.35
United States (Yields, %)

3-month T-bill 2.20 2.45 2.70 2.95 3.20 3.20 3.20 3.20 3.20 3.20
2-year Treasury 2.82 3.00 3.00 3.10 3.30 3.30 3.30 3.30 3.30 3.30
5-year Treasury 2.95 3.15 3.05 3.15 3.35 3.35 3.40 3.40 3.45 3.45
10-year Treasury 3.06 3.25 3.15 3.20 3.40 3.40 3.50 3.50 3.55 3.55
30-year Treasury 3.21 3.40 3.30 3.30 3.50 3.50 3.60 3.60 3.65 3.65

Sources: Scotiabank Economics, Bloomberg.
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For more information...

Scotiabank Economics:
Web: www.scotiabank.com/economics
Email: scotia.economics@scotiabank.com
Twitter: @ScotiabankViews

Brett House:
Twitter: @BrettEHouse

NAFTA / USMCA research:
www.scotiabank.com/NAFTA

Scotiabank Economics
talks NAFTA
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Contact

Brett House Scotiabank Economics:

Deputy Chief Economist www.Sscotiabank.com/economics
416.863.7463 scotia.economics@scotiabank.com
@BrettEHouse @ScotiabankViews
brett.house@scotiabank.com NAFTA research:

www.scotiabank.com/NAFTA
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