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“It was the worst of times,
it was the best of times”

Adaptation from Charles Dickens
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World: Geopolitical backdrop not very inspiring
Global economic policy uncertainty

Index (annaul average)

NBF Economics & Strategy (data via http://www.policyuncertainty.com/global_monthly.html)

Worst in 20 years !
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World: Positive economic surprises
Citi economic surprise index for World, Advanced and Emerging markets

Index

NBF Economics and Strategy (data via Bloomberg)

Emerging

Advanced

World

It’s better than 
expected in all regions !
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World: Trade volumes at a record
Global trade flows (quarterly volumes)

index

NBF Economics and Strategy (CPB data via Datastream)

Despite protectionist rethoric !

5



50

100

150

200

250

300

350

400

450

500

550

600

6 

8 

10 

12 

14 

16 

18 

20 

22 

24 

26 

28 

1990 1995 2000 2005 2010 2015

Global equities: Record level with a stable P/E
MSCI AC and its 12-month-forward P/E

NBF Economics and Strategy (data via Datastream)

Index

Forward 
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MSCI AC (left)
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Stable PE
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World: Earnings expected to hit a record
Estimated 12-month-forward earnings per share for the MSCI AC

USD per share

NBF Economics and Strategy (data via Datastream)

Only now getting back to 2008 levels
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World: Capital expenditures are recovering
Global non-financial capital expenditures

US$ trillion

NBF Economics and Strategy (data via S&P)

est.

First increase 
in 5 years
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World: Sales of semiconductors are surging
Worldwide sales of semiconductors (monthly data)

$ billions 

NBF Economics and Strategy (data via Bloomberg)

Up 29% in past year !
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World: This is finally starting to look like an expansion
Total employment in the advanced economies (G7 and rest of EU 28)

Millions (quarterly data)

NBF Economics and Strategy (OECD at http://stats.oecd.org/Index.aspx?DataSetCode=STLABOUR#)
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World: Consumer optimism at the highest in a decade 

Consumer confidence index in OECD countries 

and major non-member economies

Aggregate home price index 

for OECD countries

NBF Economics and Strategy (data via Datastream and OECD)

index Index
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19% above 
pre-recession peak
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“In our assessment, the United States, Germany and Japan are now close to full employment”
Tao Zhang, IMF Deputy managing Director

Even the  
pessimists have 
become optimists ! 
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Japan: Best labour market in a generation
Unemployment rate vs. job-to-applicants ratio, last observation: July 2017

%

NBF Economics and Strategy (data via Bloomberg)

Unemployment 

rate (R)

Job-to-applicants 

ratio (L)

…and the job-to-applicants ratio has 

hit levels unseen since February 1974

Lowest jobless rate 
in 20 years…

…highest job 
availability since 1974
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Euro: Perspective on the economic situation improving
Economic sentiment indicator, EU, Seasonally Adjusted, last observation: September 2017

Index

NBF Economics and Strategy (data via Datastream)

Best in a decade
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China: Volume imports of key commodities

NBF Economics and Strategy (data via Datastream)

CopperTimber

Crude OilIron

index

index index

index

The trend is still our friend
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World: Perspective on commodity prices
CRB metals vs. WTI

NBF Economics and Strategy (data via Datastream)

CRB metals

(left)
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(right)
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Economic backdrop is supportive !
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World: Perspective on inflation in G7 countries
Consumer price index, year-on-year growth

% y/y

NBF Economics and Strategy (data via OECD)
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Does it go lower or do we not go higher?
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___
United States

Where are we in the cycle?
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NBF Economics and Strategy (data via Bloomberg)

S&P 500: Can the rally be extended without a correction?
Rallies without a > 5% correction since 1960 
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Third longest rally ever
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U.S.: The second longest business cycle on record
Duration of economic cycles since 1945 (peak to peak)

Months

Average of 11 cycles since 1945:

68.5 months
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Where are we in the business cycle?
Anatomy of a business cycle

Real GDP

NBF Economics and Strategy
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U.S.: GDP exceeds potential for the first time in a decade
Actual vs. potential* real GDP

$ billions

* As calculated by the Congressional Budget Office (CBO) - NBF Economics and Strategy (data via Datastream)

Potential GDP

Actual GDP

For the first time in a 

decade, excess capacity…

…has been 

eliminated !
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U.S.: Yield curve unusually steep at this point in the cycle
Output gap* vs. yield curve (10-year Treasury yield less 2-year rate)

%
Yield Curve

Output Gap

Q3 2017                

* Using potential GDP calculated by the Congressional Budget Office (CBO) - NBF Economics and Strategy (data via Datastream)
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U.S.: Core inflation tends to move higher at this point in the cycle
Core PCE deflator vs. output gap*

%

Core PCE

(y/y change)

Output Gap

Q3 2017

* Using potential GDP calculated by the Congressional Budget Office (CBO) - NBF Economics and Strategy (data via Datastream)
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U.S.: Perspective on wage growth by age group
Median wage growth

NBF Economics and Strategy (Federal Reserve of Atlanta)
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U.S.: Perspective on profit margins
Non financial corporate profits as a percentage of non-financial corporate business GDP

%

NBF Economics and Strategy (data via Datastream)
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NBF 

NBF Economics and Strategy (data via Bloomberg)

U.S.: Markets and Fed don’t see eye-to-eye
Expectations for level of the fed funds rate

Market

FOMC dots 

median
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U.S.: Financial conditions have not tightened !
Fed funds rate vs. GS financial conditions index

Index %

Fed 

funds
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FCI 
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NBF Economics and Strategy (data via Bloomberg)
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U.S.: Greenback is stabilizing
Broad dollar index (26 currencies)
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NBF Economics and Strategy (data via Datastream)
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Canada

Still resilient!
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Canada: Economy has done very well in recent quarters
Nominal GDP growth

NBF Economics and Strategy (data via Statcan and Datastream)
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Canada: Strong growth warrants rate hikes
Real gross domestic product, constant 2007 dollars
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NBF Economics and Strategy (data via Statistics Canada)
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Poloz on the run: Where is he going?
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Canada: Market expectations have changed in recent months
2-year Treasury yields: Canada vs. the U.S.
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Canada: The prime-age workforce nearing full employment

Employment/population ratio

for people aged 25-54

Labour force participation rate for

people aged 25-54

% %

NBF Economics and Strategy (data via Statistics Canada and Datastream)

Canada
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Canada

U.S.

Labour force

participation is at a 

record high in Canada…
…and the employment rate is 

closing in on previous peak
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Comparative growth of wages and salaries
June 2017 over June 2016*

* U.S. data is as of September

NBF Economics and Strategy (data via Statistics Canada)

5.9

4.2 4.1 4.1 4.0 3.9 3.8 3.7 3.7

3.2

2.4

1.3

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

BC QC CA PE ON NB AB NS MB US SK NL

% y/y

26



4.3

4.9

8.0

6.0

3.3

4.3

5.3

4.0

0

1

2

3

4

5

6

7

8

9

Quebec Ontario Alberta B.C.

NBF Estimate

Budget Forecast

Canada: Provinces may have more leeway next year
Nominal GDP growth for 2017 as estimated by NBF and provincial budget forecasts
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Minimum wage increase in Ontario (as of January of every year)

y/y % change

NBF Economics and Strategy (data via government of Canada)
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When politicians are 
desperate for love !
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NBF Economics and Strategy (data via Statcan)

Wage distribution of Ontario employees in 2016

thousands Distribution 

Total employed 5956 100%

  Making less than $12/hour 673 11%

  Making  $12-$14.99/hour 764 13%

  Making $15-19.99/hour 1025 17%

  Making $20-29.99/hour 1579 27%

  Making $30/hour and over 1914 32%

What would 
you do ?
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Canada: 3 month T-bills
Underlying out T-bills forecast is our view that the BoC’s overnight rate will stabilize at 2.0% in 2019
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Canadian housing sector

“Mortgageddon”?
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Canada: Should you trust a Swiss bank?

2
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World: Perspective on household leverage
Household debt as a percentage of net disposable income (major OECD countries)
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NBF Economics and Strategy (data from CREA, MLS100093).

Vancouver: Number of homes sold
Seasonally adjusted, last observation: September 2017
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Jul-08 (effective Oct)
lower max amort 40Y to 35Y;
inc min downpay 0% to 5%;

min credit score;
new loan doc stds

Feb-10 (effective Apr)
tougher qualifying for ARMs;
reduce refi limit 95% to 90%;

min 20% downpay for investment 
properties

Jan-11 (effective Apr)
lower max amort 35Y to 30Y;
reduce refi limit 90% to 85%;

no insurance on HELOCs

Jun-12
insured mort not eligible for 

covered bond pools;
OSFI guidelines on mort u/w

Jun-12 (effective Jul)
lower max amort 30Y to 25Y;
reduce refi limit 85% to 80%;

debt service caps;
no insurance on homes >$1mln

Aug-13
CMHC cap on MBS gtee

Feb-14 (effective May)
CMHC increase mort insurance 

premiums

Nov-14
OSFI guidelines on insured mort 

u/w

Apr-15 (effective Jun)
CMHC increase mort insurance 

premiums

Dec-15 (effective Feb)
inc min downpay 5% to 10% for 

homes >$500K;
co-ord with moves at OSFI (capital) 

and CMHC (fees)

Jul-16
OSFI tighten supervisory 

expectations

Jul-16 (effective Aug)
incremental property

transfer tax for
foreign buyers
*** BC ONLY ***

Oct-16 (effective Oct/Nov)
"stress test" 5+Y fixed mort;

elim tax exemption for non-res;
tighten access to port insurance;

consult on risk sharing

Apr-17
package of reforms incl
non-res speculation tax

*** ONT ONLY ***

Oct-17
Stress testing 

for conventional 
mortgages

90

110

130

150

170

190

210

230

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Canada: Regulators have tried to cool housing sector for a decade 
Macroprudential measures implemented since 2006

Index

NBF Economics and Strategy
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The Elephant in 
the room is China !
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Conclusion:

• World, U.S.

- Global growth near 3.5% in 2018

- China continues to grow at around 6% (good enough)

- Eurozone, ok

- Geopolitical risks to remain a major source of concern: U.S. Trade Policy?

Interest rates, currency:

- Canadian economy to expand 3.0% in 2017 and 2.5% in 2018. ; U.S. at 2.4% in 2018

Ontario: 2.6% (2018)

- The Fed probably hikes once more in 2017 and 3 times in 2018 ; 10-year Treasury yield near 3.0%.

- Expect the BoC to hike again before the year end, more coming in 2018 (heading towards 2%)

- Canadian dollar in the 1.20-1.30 range ; Oil in the $45-$52 range

- Large correction in housing unlikely unless labour markets deteriorate markedly 

or mortgage rates surge.

Risk factors: Trump / Morneau / Poloz / Yellen

___
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Stocks over bonds for now 
with some gold (no bitcoins)!
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