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Overview

2023/7-9 2023/10-12 2024/1-3 2024/4-6 2024/7-9
Range 1.3000-1.4200 1.3000-1.4200 1.3000-1.4200 1.3000-1.4200 1.2800-1.4000
Against
uUsD
End of Period 1.3500 1.3500 1.3500 1.3500 1.3400
Range 101.00-113.00 100.00-112.00 98.00-110.00 96.00-108.00 94.00-106.00
Against
JPY
End of Period 107.00 106.60 104.00 102.00 100.00

e At its monetary policy meeting on September 6, the Bank of Canada (BoC) decided to maintain its key interest rate at 5.00% after raising
rates in July of this year. While the economic data show the effectiveness of the tight monetary policy, as seen in the softening of GDP
growth, the central bank has not yet gained enough confidence to pivot its policy stance to stay on hold for a long time. In its most recent
policy statement, the BoC said that the “Governing Council remains concerned about the persistence of underlying inflationary pressures,
and is prepared to increase the policy interest rate further if needed.”

¢ Headline inflation is accelerating again, which could set a precedent as a problem for other central banks to be wary of. The year-over-year
growth rate of the overall Consumer Price Index rose to 4.0% in August from 3.3% in the previous month. Given that commodity prices are
accelerating again, headline inflation could rise again through higher gasoline prices.

e Tight monetary policy has been shown to some extent to be a factor in slowing house prices and declining investment. In terms of personal
consumption, spending on housing-related products such as furniture is also decreasing. Even so, the reason that GDP has remained at a
marginal decline (-0.2% quarter over quarter annualized in April-June of this year) is that the household sector as a whole has been
accumulating savings, which played a major role in absorbing the negative impact of financial tightening.

¢ In the currency markets, the Canadian dollar has rallied slightly against the U.S. dollar since early September. As economic downside risks
ease in major countries and commodity prices rise, upward pressure is likely to be exerted on the Canadian dollar. Although the current
account deficit is widening, capital account inflows are increasing in anticipation of room for investment in the Canadian economy.

* Non-commercial traders’ short positions in the FX futures market for the Canadian dollar have been volatile. The Canadian dollar will be
highly dependent on the development of U.S.-dollar interest rates.

3 Source: SMBC



Canadian Economy and Financial Markets

Canadian real GDP fell into negative growth as tight monetary The overall inflation rate rebounded to 4.0% year over year. The
policy cools domestic demand. The output gap is estimated to be resurgence of inflationary risks could prolong the central bank’s
near the neutral level. monetary policy tightening.
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The unemployment rate edged up marginally. However, the

demand-and-supply balance of the labor market is still tight. The nominal wage growth has not yet returned to the normal range.
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Canadian Economy and Financial Markets (continued)

Households have been accumulating savings at a steady pace,
which has played arole in absorbing the negative impact
stemming from policy tightening.

The debt burden on households is increasing at a rapid pace along
with the ongoing policy rate hikes.
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Retail sales have leveled off since the middle of last year.

With softening of final demand, the inventory-shipment ratio of
non-durable goods has seen a significant increase.
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Canadian Economy and Financial Markets (continued)

The Bank of Canada maintained its key interest rate unchanged in
September while also signaling its willingness to resume rate hikes
if warranted by inflation data.

The recent increase of U.S. interest rates at a faster pace than
Canadian rates is one of the factors in the appreciation of the
Canadian dollar.
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The steady increase in oil prices is also supporting the Canadian
dollar’s value.
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Meanwhile, non-commercial traders have noticeably increased their
short positions in the Canadian dollar in September.
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