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Canada: Int'l merchandise trade (Oct)
Upside surprise where it counts.
The picture on trade in October provided a welcome upside surprise for the Canadian economy with a greater than

expected narrowing in the trade deficit. For October, the deficit shrank from September's -C$2.3bn (revised up from -

C$2.5bn) to -C$1.7bn. Its a good number and its real. Export volumes in October were rose by 2.9%m/m while import

volumes rose by 1.7%m/m. Its the best of both worlds. A narrower deficit coming on the back of an overall increase in

cross border activity. For a small open economy like Canada's, an active border translates into an active economy.

The facts.

Some seasonality coming through in the numbers with agricultural exports rising by 7.5%m/m (crude veggie exports jumped

55%m/m, which boosted the number by C$100mn). The energy picture continues to confound with total exports down

-2.6%m/m. Crude petroleum exports were up (+2.8%), in that there was no surprise, but what gets forgotten in the Canada

story is that natural gas exports are getting stopped up (natural gas exports in October dropped by -14.4%m/m) by the

onslaught of shale gas in the US. Shale gas has upended a significant chunk of the Canadian energy story (Canada used to

be as much a natural gas story as it was a crude oil play), having driven prices for natural gas down to rather uneconomical

levels for some Canadian producers. So too has the added domestic US supply of shale gas supplanted some of the traditional

demand for Canadian product.

Further into the report, copper exports which had plunged in September (-67%m/m), gave back all that much and more, rising

242.7%m/m, boosting exports by C$250mn and contributing significantly to the 13.7%m/m rise in the export of industrial

goods and materials. Although repeating this in November may prove the challenge. Precious metals and alloys also provided

a significant boost rising by 45.2%m/m. In the goods sector, industrial machinery, aerospace and some auto sector components

all improved. Overall, auto sector exports are up 3.5%.

Of particular interest is the fact that the improved trade picture came not on the back of a significant pick up in exports into the

US (+0.4%m/m), the traditional destination for Canadian goods, but rather from some unlikely sources, Japan 17.4%m/m, the

EU 15.0%m/m and "other countries" which would include the high growth EM space, up 8.1%.

On the import side of the equation, machinery and equipment imports are holding in at the recent highs suggesting that

business investment remains robust. Energy imports jumped 8.3%

Implications.

In the big picture, the trade data is particularly important. Net trade for the last two quarters has been the albatross around the

neck of the Canadian economy, knocking sizeable chunks out of top line GDP growth. Fixing the GDP picture for Canada

requires narrowing that net trade gap and moving back toward a position whereby net trade is once again a positive contributor

to GDP, facilitating the rolling away from a reliance upon consumer and government demand for growth. From a policy

standpoint, today's data brightens the picture on Q4 GDP.

We argue that the BoC is on the horns of a dilemma of sort, confronted by the pressing need to raise the cost of funds with

the aim of curbing consumer behavior which is responding to cheap and apparently abundant credit while at the same

time wrestling with less than robust top line growth courtesy of the drag associated with trade. Raising rates in response to
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unwanted consumer behavior risks complicating the trade picture through a potentially stronger profile on CAD vs its major

trading partners. Today's data suggests that Canada is capable of growing exports in the face of a still strong Canadian dollar.

Improved headline growth is conditional upon an improved picture on net trade. And an improved trade picture removes one of

the chief event risks to the BoC economic story. While one report does not a trend make, it is none-the-less an important shift

in the data profile.

Bottom line.

Today's upside data surprise hit where it counts. Its what Canada needs to see if it is to punch above its weight class and move

beyond an economic growth profile that can be at best characterized as incremental.
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