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What we watched 

Canada: The labour market continued to lose momentum in 

September, with employment falling by 68.3K, missing consensus 
expectations for a 10k increase. The participation rate, meanwhile, fell 
two ticks to 64.8%. As a result, the unemployment rate rose one tick to 
6.5%, in line with consensus. The employment rate, for its part, fell from 
60.8% to 60.6%. The weakness of September’s job report was also 
reflected in hours worked, which tumbled by 1.5% in the month, their 
worst performance since February 2025.  

 
Still, we find comfort in the fact that the Canadian labour market does 
not appear to be deteriorating across the board. First, the public sector 
is the one dragging down the overall figures, while jobs in the private 
sector and among the self-employed are generally holding up which 
shows that, for now, confidence has not been too severely shaken by 
trade uncertainty. 

 

At the regional level, job losses were also concentrated in Quebec, 
particularly in Montreal. Over 3 months, employment is down by 3.8%, 
a decline of a magnitude unprecedented in history, except during the 
pandemic. Such a development is certainly cause for concern, but we 
remain somewhat skeptical about the extent of the deterioration. The 
fact is that the survey has tended to send false signals on a regular 
basis, especially when it comes to regional data. Notwithstanding the 
magnitude of the weakness, a loss of momentum in the Canadian job 
market is observed and this is a warning for the Bank of Canada, which 
took a hawkish stance recently. The labour market has been in a state 
of excess supply for the last two years and this is reflected in the well-
contained wage pressures. Indeed, the wage indicator adjusted for 
composition effects currently stands at 2.6%, which remains low 
compared to recent pressures even though the conflict in the Middle 
East is dragging on and delaying a potential drop in energy prices. 
Overall, this morning's report shows that the renewed strength in the 
labour market this summer may have been overestimated and that the 
Bank of Canada needs to exercise patience before raising rates, 
especially since the risk of escalating trade tensions between Canada 
and the United States continues to fuel uncertainty. 

 

  

-1.6

-1.2

-0.8

-0.4

0.0

0.4

0.8

1.2

-100 

-80 

-60 

-40 

-20 

0 

20 

40 

60 

80 

100 

2024M03 2024M09 2025M03 2025M09 2026M03 2026M09

Canada: Hours worked tumble in September
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The merchandise trade surplus widened from C$0.79 billion in July 
(initially estimated at C$0.77 billion) to a 51-month high of C$4.20 
billion in August. Economists polled by Bloomberg expected a C$1.50 
billion surplus. Nominal exports expanded 2.5%, while nominal imports 
fell 2.0%. Canada’s energy surplus with the world expanded from 
C$14.6 billion to C$15.2 billion, while the non-energy deficit narrowed 
from C$13.8 billion to a 10-month low of C$11.0 billion. The trade 
surplus with the United States surged from C$6.1 billion to C$11.2 
billion, its highest level in 19 months. The services trade surplus grew 
from C$0.2 billion to C$0.4 billion, which means the total trade surplus 
(goods + services) widened from C$1.0 billion to C$4.6 billion. In real 
terms, merchandise exports rose 2.5%, while imports were down 1.1%. 

In August, exports benefited from rising energy prices amid renewed 
tensions in the Middle East following the unraveling of the 
Memorandum of Understanding between the United States and Iran. 
With refined products under particular pressure on the international 
market, it was in this subcategory that shipments increased the most 
during the month (+17.4% to a new all-time high of C$2.8 billion). 

 

The frontloading of orders from the United States for a wide range of 
Canadian products subject to new tariffs also helped boost exports in August, 
as the new surcharges were imposed only at the end of the month. Statistics 
Canada’s report suggests that this trend was particularly beneficial for 
consumer goods and electronic and electrical equipment. When combined 
with the increase in energy exports, this pre-tariff frontloading of orders 
translated into a significant widening of the trade surplus with our southern 
neighbours, with the latter reaching its highest level in 19 months.  

 

One of the only downsides for exports was the decline in the metal and 
non-metallic mineral products category, but the latter was somewhat 
expected given the recent drop in precious metal prices. Shipments in 
the unwrought gold, silver and platinum subcategory indeed fell by 
9.5%, but were still up 70.2% year-over-year. The decline in imports—
the first in seven months—was also responsible for the widening of the 
merchandise trade surplus in the month. In this case, the 8.8% decline 
in the motor vehicles and parts category was partly to blame. Recall 
that shipments in this segment had benefited the previous month from 
less widespread than usual seasonal maintenance at U.S. factories. A 
reversal was therefore to be expected this month. Looking ahead, high 
energy prices are expected to continue to support Canadian exports in 
the coming months and will likely more than offset the expected decline 
in shipments in the categories affected by the new wave of tariffs from 
Washington. The result should be a trade balance that remains in 
positive territory for the foreseeable future. 

The Government of Canada conducted its first bond auction of the 
quarter on Wednesday. The 3.00% November 2028 bond was 
reopened for $5.5 bln. The operation was well-covered (2.66x) and 
priced relatively tight with a tail of 0.18 bps.  

 

Quebec voters delivered a PQ minority government, with the PQ 
winning 59 of 127 seats. The minority and evidence of well-distributed 
votes suggest that there is not a strong separatist mandate—the PQ 
won less than 30% of the popular vote—the smallest share among a 
winning party in provincial post-war history. 

Attention now turns West, where Albertans will vote in the 2026 
referendum on several key issues such as immigration control and 
provincial sovereignty. Paramount on the ballot will be question 10, 
which addresses voter interest in Alberta initiating a legal process 
under the Canadian Constitution to hold a binding provincial 
referendum on whether or not Alberta should separate from Canada. 
The vote is scheduled for October 19th, with advanced voting beginning 
as early as next week. 

United States: The trade deficit widened in August, rising from 

$92.8 billion to a 17-month high of $105.6 billion, below the consensus 
estimate of $102.1 billion. The goods deficit widened by 10.3% to 
$136.6 billion during the month, while the service surplus remained at 
$31.0 billion. The larger deficit is due to a 4.3% jump in imports, while 
exports rose 1.4% in August. 
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The increase in exports is primarily due to a 13.6% jump in the 
petroleum products category, following a decline in July. That can be 
attributed to ongoing tension in the Middle East which caused the oil 
price per barrel to increase. Excluding this category, exports would 
have increased by 0.3% in August.  

On the import side, the sharp increase can be attributed to industrial 
supplies and materials which rose by 17.1%, led by higher crude oil 
and non-monetary gold imports. In terms of AI-related imports, which 
led to the increase in July, semiconductor imports increased by $2.4 
billion, but computer accessories decreased by $1.6 billion.  

The ISM Services PMI dropped from 55.4 in August to 54.9 in 
September, just below the median economist forecast of 55.0. 
Underlying demand remained strong despite some moderation, with 
business activity dropping from 61.7 to 56.5, and new orders 
decreasing from 60.9 to 59.8. The labour market improved: the 
employment index edged up from 47.8 to 50.1 and returned to 
expansion territory after two consecutive months of contraction. 
Supplier delivery pressures increased, with the index rising from 51.3 
to 53.2. Input price pressures intensified further, with the prices paid 
index rising from 72.6 to 74.0, its highest level since July 2022, and 
above 70 for the sixth time in seven months. Order backlogs increased 
from 55.6 to 56.6, while new export orders fell sharply into contraction 
territory from 56.3 to 46.9 and imports slowed from 56.3 to 52.9. 

A September survey conducted by the Federal Reserve Bank of New 
York revealed that inflation expectations rose in the short-to-medium 
term. Median inflation expectations increased by 0.3 percentage points 
on the one-year horizon and 0.1 percentage point at the three-year 
horizon, to 3.9% and 3.3%, respectively. At 3.9%, this is the highest 
reading for the one-year ahead inflation expectations for the survey since 
May 2023. Longer-term expectations (5Y+) remained unchanged at 
3.0%. Meantime, measures of labour market expectations mostly 
improved in the survey. Market-based measures of inflation expectations 
remain above-target in the short-end, however longer-run measures 
continue to be well-anchored, as a surge in real yields has been the 
primary driver of bond re-valuations seen globally since September.  

The U.S. Treasury issued 10-year and 30-year debt this week in 
regularly scheduled auction activity. The 10-year operation had the 
strongest bid-to-cover ratio in over a decade. It also had record low dealer 
allotment, and the auction stopped through by 1.9 bps, the most in over a 
year and a very strong level relative to recent year averages. All of these 
were indications of a well-absorbed issue. The 30Y auction for its part was 
also solid—above average coverage and the auction cleared very close to 
the WI yield. The strong demand arrives at a time when U.S. government 
bonds are yielding their highest in over two decades. 

 

The Federal Reserve published the minutes from the FOMC’s policy 
meeting that concluded September 16th. The 25-bps hike delivered 
was as expected by OIS markets and the forecasting community, and 
was a unanimous decision at the Fed. An updated Summary of 
Economic Projections also signaled that policymakers saw a higher 
rate setting persisting for longer than previously anticipated. 

These minutes reinforce what was already made clear at the decision 
and in associated materials: the Fed has grown impatient with inflation 
and has grown more worried about inflation. This requires a monetary 
policy response. And while the Fed has become somewhat more 
divided in recent years, there was full unanimity (among voting and 
non-voting members) that a rate hike in September was appropriate. 
“A number” of participants thought that was warranted on the basis of 
their economic and inflation outlooks while “many” viewed it as 
“prudent” from a risk management perspective. And as was already 
clear in the dot plot, “most” officials thought another hike before year-
end would be appropriate too (though they do provide themselves an 
‘out’ by stressing data dependence). 

Since the September Fed decision, key data releases (i.e., the August 
PCE report and the September jobs report) have come in softer. 
However, we don’t think this is sufficient to change the stance of most 
Fed officials. They may judge that hiking back-to-back in October isn’t 
necessary (as Governor Jefferson and NY Fed President Williams 
suggested) but it’s hard to envision inflation being materially lower or 
inflation risks ameliorating significantly by December. In our view, one 
more hike will be deemed appropriate this year and expect that to come 
in December. With the economy and labour market heating up, we 
don’t see inflation easing much in early 2027 either. That should 
warrant a bit of further tightening, though these decisions may be more 
hotly debated.   

In October, consumer confidence as measured by the University of 
Michigan consumer sentiment fell from 48.1 to 46.3, below 
consensus expectations for a 47.6 print. The index now stands at its 
second-lowest level on record, just above the all-time low of 44.8 
reached in May 2026. The current condition subindex fell from 50.9 to 
44.7, while the expectations subindex climbed up from 46.3 to 47.3, 
which remains well below the historical average. More precisely, the 
decline largely reflects a more pessimistic opinion about personal 
finances compared to five years ago (from 91 to 79) and a lower share 
of households judging that now is a good time to make a major 
purchase (from 68 to 52).  
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Inflation expectations intensified in the month. One-year expectations 
rose from 4.6% to 4.7%, while long-run expectations ticked up from 3.4% 
to 3.5%. This was largely attributable to higher gas prices. Households 
consistently now expect interest rates to rise over the next year. 

  

Initial jobless claims remain low for the week-ended October 3rd, printing 
at 197K, slightly better than expected. Continuing claims for their part (at 
1716K, one-week lagged to initial claims) were slightly worse than the 
1700K called for by the consensus forecast. Overall, these are strong 
levels which continue to suggest that the U.S. jobs market is holding up 
well, even if outright hiring figures are relatively muted this year.  

 

World: Global bond yields continued their climb higher as fiscal 

anxieties are shaping re-valuations. The weakness in France 
government bonds (OATs) has been most pronounced as investors 
grapple with significant political and budgetary uncertainty ahead of the 
general election next year. A key indicator of European sovereign risk, 
the France-Germany (OAT-Bund) spread has continued to widen, with 
the 10-year differential hitting its highest level since the Euro debt crisis. 

 

Oil prices pushed higher on Thursday in response to escalating 
tensions in the Middle East. WTI climbed to $93 after a report 
challenged prior assumptions that President Trump would hold off on 
additional strikes on Iran before the midterm elections. The commodity 
got a further lift as a tanker was hit off Qatar in what was considered a 
rare attack in the Persian Gulf. Meantime, Hurricane Isais shut off 
roughly a quarter of Gulf of Mexico output. While spot prices remain 
well-off their peaks experienced earlier in the year, longer-dated 
contracts have grinded higher, reflecting expectations that supply 
disruptions will linger. Global refinery infrastructure that is offline is also 
continuing to put pressure on refined products, which more directly / 
immediately impact consumer prices. 

 

JPMorgan’s global composite PMI increased from 53.5 in August to 
a 40-month high of 54.3 in September, signaling a sharper expansion 
in private-sector output. This improvement reflects stronger growth in 
both the service and manufacturing sectors. It marked a sixth 
consecutive monthly gain and extended the run of expansion to a forty-
fourth straight month. New export business rose for the second 
consecutive month, reaching a five-year high. This contributed to rising 
the new business gauge to the highest level since February 2022. 
Labour-market conditions strengthened once again, with private sector 
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employment rising at its quickest pace since May 2023. On the price 
front, inflationary pressures remained clear in the data, as average 
purchasing costs rose at their fastest pace over four years and output 
charge inflation followed suit. Business sentiment improved for a fourth 
consecutive month, rising to its highest level since February. Overall 
output rose in 12 of the 15 nations for which combined manufacturing 
and services data were available, with the US topping the growth 
rankings, followed by Spain and India; Canada, Brazil and Kazakhstan 
were the only nations to register contractions. 

In the Eurozone, retail sales rose 0.1% m/m in August, missing 
expectations for a 0.2% increase, while July’s gain was revised 
to -0.6%. On a year-over-year basis, sales rose 0.8%, also below the 
1.0% consensus, with the prior month revised down to 0.4%. Overall, 
the data suggest that household spending momentum remained weak 
going into the third quarter, as August’s modest rebound didn’t offset 
July’s decline.  

 

What we published 

Financial Market Overview 
Middle East Crisis ..................................................... Oct 5 

Canadian Economic News 
Employment ............................................................ Oct 9 
Trade balance.......................................................... Oct 6 

Hot Charts 
Canada: Five-year mortgages lose favour as monetary policy 

gains bite ................................................................ Oct 7 
Canada: Building ambitions face a labour wall .................. Oct 8 

Market View 
FX reserves managers may be wondering just where to hide Oct 5 
Assessing SSA appetite after the latest round of supply ...... Oct 7 

 

What we’ll be watching 

In Canada, we will get an update on the residential sector with the 

release of September's figures on building permits and housing 
starts. Judging by the data on building permits released up to now, the 
latter could have increased to 235K in annualized terms, led by the 
multi-family segment. Existing home sales, for their part, may have 
cooled 2.8% nationally in the ninth month of the year, as an increase in 
transactions in Calgary was likely more than offset by declines in 
Toronto and Vancouver. In other news, the August manufacturing 
sales report may show an expansion of 1.1%, primarily due to increases 
in the primary metals and chemicals subsectors. We'll also be keeping 
an eye on the release of August's wholesale sales figures. It will be a 
very busy week for central bank officials. First, BoC Governor Tiff 
Macklem will participate in a fireside chat on Wednesday organized by 
the Institute of International Finance in Bangkok, Thailand. He will then 
take part in a panel discussion on Friday as part of the IMF’s annual 
meeting. Meanwhile, Senior Deputy Governor Carolyn Rogers will 
deliver a speech in Bangkok before the Atlantic Council on Thursday. 
The week will culminate with another fireside chat, this one organized in 
Halifax by the Sobey School of Business at Saint Mary’s University, 
featuring External Deputy Governor Michelle Alexopoulos. 

 

 

In the U.S., the release of the September CPI report will be closely 

watched. The rise in gasoline prices recorded during the month, against 
a backdrop of heightened geopolitical tensions in the Middle East, 
could result in an increase of 0.6% in the headline index. If our forecast 
proves accurate, the 12-month rate of headline inflation should rise to 
a 4-month high of 3.7%. The core index may also have risen, though 
to a lesser extent, as the price of medicinal drugs likely continued to 
drop. A monthly gain of 0.2% for that indicator could result in a 12-
month rate of 2.5%, up one-tenth of a percentage point from August. 
The publication of the September retail sales report is also likely to 
attract a lot of attention. Judging by the auto sales data already 
released, spending at dealerships may have had a negative impact on 
the headline figure. However, this may have been offset by a significant 
increase in spending at gasoline stations, given that prices at the pump 
rose sharply during the month. Total sales may therefore have risen by 
0.3% in nominal terms. Ex-auto outlays, meanwhile, may have 
performed slightly better, rising by 0.5%. However, these figures will 
likely translate into a decline in real goods consumption, given the 
significant rise in prices recorded during the month (see above). Also 
in September, industrial production is expected to have returned to 
growth, rising by 0.5% on a monthly basis. A rebound in the 
manufacturing sector may have been only partially offset by a decline 
in utility output. An update on the real estate market will be available 
with the release of September’s existing home sales figures. Judging 
by the steep increase in borrowing costs and the associated decline in 
new mortgage applications recorded during the month, we expect the 
latter to have fallen to 3,950K on an annualized basis. This would mark 
the fourth consecutive monthly decline for this indicator. Several other 
indicators for September will also be available, including the NFIB 
Small Business Confidence Index and the Producer Price Index. 
Several Fed officials are scheduled to give speeches, notably Beth 
Hammack (Monday and Thursday), Christopher Waller (Tuesday), 
Susan Collins (Tuesday) and Michelle Bowman (Wednesday). 
However, it is Fed Chairman Kevin Warsh’s participation in a fireside 
chat with IMF Managing Director Kristalina Georgieva that is likely to 
draw the most attention from the markets. The event is scheduled to 
take place on Thursday in Bangkok, Thailand. The latest version of the 
central bank’s Beige Book will also be released. 

Elsewhere in the world, a relatively quiet week on the 

economic news front will still be marked by the release of August data 
on industrial production and the trade balance in the eurozone. In 
China, we’ll get a few September indicators, including the consumer 
price index and the trade balance. 

  

 

 

 

 

 

 

 

 

 

 

 

Previous NBC forecasts

Thur: Manufacturing sales (August, m/m change) -0.4% 1.1%

Fri: Existing home sales (September, m/m change) -0.7% -2.8%

Housing starts (September, saar) 229.0K 235.0K

https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html
https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/financial_market-overview-iran-war.pdf
https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/nouvelle-eco/economic-news-jobs.pdf
https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/nouvelle-eco/economic-news-trade.pdf
https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/hot-charts/hot-charts-261007.pdf
https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/hot-charts/hot-charts-261007.pdf
https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/hot-charts/hot-charts-261008.pdf
https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/mkt-view/market_view_261005.pdf
https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/mkt-view/market_view_261007.pdf
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Economic Calendar – Canada & U.S. 
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Data Update – Table 1 

 

https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html


 Weekly Economic Watch 
 

 
Economics and Strategy Website  8 

Data Update – Table 2 
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