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Canadian Wages, US Durables Weaker Than CONTACTS

Headline, US Trade Deficit Biggest Since 2008 Derek Hol, VP & Head of Capital Markets Economics

Scotiabank Economics

Before turning to US macro updates and ahead of BoC Governor Poloz’s speech derek holt@scotiabank.com

tonight, note the updated Canadian wage growth figures from the SEPH/payrolls

survey. Wages are rising by 3% y/y, up from a recent trough of 2.4% in April. Sam Fraser

Wage growth has fully recovered from the swoon after commodity prices tanked in 416.866.4212 _
2014-15. On a smoothed basis, we’ve been getting 3% y/y gains since late last ?:;tﬁgzglgsc(?;;n;::klcom
year. Some of that is a base effect bounce that will begin to shake out when we

get the August and September figures after which we will then get cleaner
readings. Wage figures will remain volatile, but the point remains that Canada is
getting wage gains that are at least in line with broader price pressures not least
of which as slack in the job market has largely eroded. This wage measure is the )
dominant direct or indirect input to the BoC’s preferred wage common metric. yly % change

CDN Wage Growth - SEPH

A wave of US macro reports puts most of the emphasis upon the biggest US
trade deficit figures since 2008 and weaker durable goods orders than the
headline jump suggests. Before turning to durables, here’s a quick recap:

o Initial jobless claims increased by 12k last week entirely due to Flo’s effects
upon the Carolinas which counsels looking through the rise and concluding

that claims adjusted for this effect remain very low. Tr

e Inventory accumulation accelerated last month. Wholesale (+0.8% m/m)
and retail (+0.7% m/m) inventories both climbed sharply for the second 0 ' LR
consecutive month. Perhaps advance stockpiling in anticipation of tariff Canadian Wage- SEPH Measure
hikes was going on. That may suggest that inventories could be a drag gL
into Q4 and with that the overshoot on US GDP growth may wane into 14 15 16 17 18

year end. It may also suggest that the effects of tariffs will take time to Sources: Scotiabank Economics, Bloomberg.

evaluate once the lagged effects work through supply chains. That leans
against assertions that the US economy is not feeling the effects of tariffs as

communicated yesterday by President Trump and Chair Powell.
Trump Might Preside Over

e GDP was left unrevised at 4.2% qg/q SAAR in Q2. There were only minor 135 - Record Trade Deficits L7

iti i index, % of GDP,
changes to the composition of the growth print. 1973=100 axis inverted

e The advance trade deficit in goods widened to US$75.8 billion. That's 125 1
roughly tied with the widest trade deficit since February which in turn was the E
widest since 2008. Exports fell 1.6% m/m in August and imports were up "s r 4
0.7% m/m in dollar terms. Exports have fallen for three consecutive months
while imports have trended higher. Across export categories, the softness in 105 us -3

current

August was mainly driven by industrial supplies, autos, food and beverage. account, 2

This widening is consistent with the lagging influences of dollar strength. I've 95 RHS

long argued that the US trade deficit is going to keep deteriorating on a trend US trade weighted 1 -7
85 | dollar index

basis. Trumponomics isn’t helping. By boosting domestic growth through
fiscal stimulus that drives USD strength, the external side of the US economy
is being made less competitive. There are other effects on the dollar, but B
widening trade deficits are likely to continue well past the mid-terms on the 99 91 03. 05 07 09 11.13 1o 1719 2

Source: Scotiabank Economics, Federal Reserve,
path to 2020. Bloomberg.

lagged 4 years, LHS 4 0
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US Durables Are Weaker Than The Headline

United States, durable goods orders/ex-transportation, m/m %, August:
Actual: 4.5/0.1

Consensus: 2.0/0.4

Scotia: 2.0/0.5

Prior: -1.2/0.2 (revised from -1.7/0.1)

e The upside surprise to durable goods orders was all due to the aircraft component. The rest of the underlying details were soft
notwithstanding an upward revision.

e Aircraft orders were up by 69.1% m/m after a 29% drop the prior month and this is generally consistent with the quadrupling of
Boeing’s order book last month. Defense orders were up 44.4% m/m. Orders for vehicles and parts fell 1% m/m after a large
prior gain.

e Ex-defense and ex-air, orders fell 0.5% m/m. In addition to the drop in vehicles and parts, computers/electronics also fell by
0.5%. Machinery orders were up by only 0.1%. Orders for fabricated metals were flat, primary metals jumped 0.9% and
electrical equipment surged by 0.6%. Despite the weakness in August, the trend in core durable goods orders remains quite
strong; the upward momentum started off the trough in 2016 and the prime driver over this period has been capacity
constraints and an improved tone for energy cap-ex. About two-thirds of the seasonally adjusted rise in core durable goods
orders occurred before the Tax Cuts and Jobs Act.

e For Q3 GDP purposes, it's shipments that matter instead of the order book. Headline shipments were up 0.8%, ex-
transportation shipments were up 0.2% and ex-transportation and ex-defense orders climbed by 0.7%. Again, we need to strip
the lumpy and volatile aircraft figures out of the picture; shipments ex-planes were only up 0.1%.

e Next up is pending home sales for August at 10amET.

Visit our web site at scotiabank.com/economics or contact us by email at scotia.economics@scotiabank.com 2
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein have
been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their accuracy or
completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct
or consequential loss arising from any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or trading
strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not constitute, a
recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation
23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics and should not be viewed
as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other transaction. Scotiabank may
engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or be in the process of acquiring or
disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.; Citadel
Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited; Scotiabank
Inverlat S.A., Institucion de Banca Mdltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. — all members of
the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with limited liability and is
authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is authorised by the UK
Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation by the UK Prudential
Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation Authority are available
from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the UK Financial Conduct
Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated by
the Mexican financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.
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