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Main messages

* Global economy and trade performing well
* This cycle should continue

* Possible spoilers:
1. US protectionism

2. Interest rate normalization and re-pricing risk
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Delayed Global Recovery Continues
Despite Trade Frictions
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Better global growth

World real GDP growth
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Global trade a key driver

World merchandise export volumes
(annual growth %)
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o
Economic overview

Tighter labour Canada-US
NERES near capacity

Inflation Inflation rates
firming normalizing




Order books green

Purchasing managers indices
(Green = expansion; red = slowdown)
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US economy very strong

Purchasing managers index
65 (50+ = expansion)

60

o o W\'\M

45

40

35

30
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

| *EDC



US housing has room to grow

Housing starts per 100 households
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EDC’s Global Economic Outlook 2018 forecasts

1.1

Almost half of global growth coming from China and India!



Risk 1: US Trade Policy
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Weaponizing uncertainty

400 - News-based economic policy uncertainty index, Canada
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Key US trade policy developments

Aug 23: US Round 1b tariffs
(516B of Chinese imports)

July 10: Trump announces

Sept 24: Round 2
US tariffs take effect

Sept 24: Chinese retaliation

($60B of US imports)

Ch i na Round 2 tariffs (5200B)

July 6: Chinese Round 1
retaliation ($50B of US imports)

July 6: US Round 1a tariffs
(534B of Chinese imports)

/ May: Investigation
/ begins (Sec. 232)

Aug: Investigation

begins (Sec. 301) Aug 30: Trump notifies Congress

of intent to sign deal with Mexico
(and Canadaif it's willing)

Fall/Winter 2018: Dept. of
Commerce recommendations

Aug 28: Canada rejoins the talks

Aug 27:US and Mexico

Aug: Negotiation Dec-March: April-May: sliedlics bt sl s e

begins Deadlines pass Pushfora deal Jul 1= AMLO elected

Mexico's new President

Jul 24: $12B support for U.S. farmers

June 22: EU retaliatory tariffs

\ Jul 1: Canada retaliatory tariffs

June 1: Exemptions end for
Canada, Mexico & EU

March 23: US tariffs take effect
(some exemptions)

Feb 16: Dept. of
Commerce report

April: Investigation
begins (Sec. 232)

2017 2018 2019



NAFTA dates to watch

Aug 30: Trump notified Congress US-Mexico deal, Canada may join

2018 = 2019 —

NAFTA text could New deal could
be published be signed New US Congress

September November November December October
30 6 30 1 21

Canadian
election

New Mexican
President

US midterms

(Oct 1)
Quebec
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Outstanding issues

* Dispute settlement
e Restraining US tariffs
 Supply management

e And more...
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Tariff-ying escalation?
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billions of US dollars

b 21% of US goods imports

(*threatened)
China*
Round 3
13% of US goods imports
China (in force)
Round 1
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Solar panels; washing machines
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Record Canadian exports levels

Canadian exports
(billions of Canadian dollars)
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Overall Canadian exporters not panicked
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Current assessment

Trade: Investment:
Resilient, but some Holding up, but some
tariff impacts hesitation
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Mining and Commodities

20
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Share of

Export value

Goods exports total exports ($ billion)
(per cent)
Energy 17% 103
Automotive 14% 85
SECtO ral Ores and metals 13% 78
b rea kd own - Agri-food 10% 64
Chemicals and plastics 7% 43
20 17 Forestry products 6% 34
Industrial M&E 4% 27
Consumer goods 4% 23
Advanced technology 3% 18
Aerospace 3% 16
Fertilizers 1% 7
Total 100% $498

” *EDC



Growth, Growth,
2018(f) 2019(f)

Advanced Technology 1% 1%

Aerospace 19% 10%

. Agri-food -1% 4%

Ca nad 1an Automotive -2% 4%
expo rt Chemicals and plastics 12% 3%
Consumer goods 1% 3%

forecast — - 3%
Fertilizers 13% 4%

Forestry products 12% 7%

Industrial M&E 8% 8%

Ores and metals 7% 3%

Total Goods 6% 4%
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Oil and Canadian dollar outlook

(percent change)

2016 2017 2018(f) 2019(f)

West Texas

i 43.22 50.91 66.30 63.40
Intermediate

CAD/US 0.75 0.77 0.78 0.79
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Gold price
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Copper price
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Risk 2: Re-Pricing Risk
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Canada’s capacity use: highest in a decade

Industrial capacity utilization, percent
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Core inflation on target

Average Bank of Canada core inflation measures, annual growth, percent
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Slowly normalizing rates

Policy interest rates, percent
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Some emerging market jitters

Currencies, percent change vs USD, since January 2018
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5 Markets We’'re Watching

. Turkey: significant current account deficit; heavy borrowing in USD/Euros by

banks and corporates.

. Argentina: currency under pressure and high inflation, even though fiscal

policies and potential early IMF disbursement have stabilized the currency.

. South Africa: significant short-term debt-to-international reserves and

currency depreciation stemming from rising risk aversion towards emerging
markets.

Pakistan: high levels of short-term external debt to reserves; ongoing currency
depreciation and political uncertainty.

. Egypt: high interest-to-revenue ratio; relies on IMF program expiring in 2019.
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Conclusions

* Global economy and trade performing well

e Expected to continue if downside risks contained

e Short term: Don’t rule out drama
US-China escalation or auto tariffs

* Long term: Trilateral NAFTA
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Stephen Tapp

Deputy Chief Economist,
Export Development Canada

Email: STapp@edc.ca
fi}] Stephen Tapp
£ @Stephen Tapp
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mailto:STapp@edc.ca
https://www.linkedin.com/in/stephen-tapp-82386a14/
https://twitter.com/stephen_tapp

Stay informed

b A
Global Export Forecast TR
Fall 2018 i
Prévisions a |I'exportation z
Automne 2018
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Economics

Subscribe to our weekly Economic Insights newsletter

> Global Economic Outlook > Trade Confidence Index

> Global Export Forecast > Commodity Tracker

y @ExportDevCanada
e @EDC Economics

> Country Risk Quarterly > Research reports

> Weekly Commentary

y *EDC


https://twitter.com/EDC_Economics
https://twitter.com/ExportDevCanada
https://edc.trade/edc-export-trade-insights/
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