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Chart1

Canadian Jobs Break Down
Province m/m
Alberta +37.7k
Saskatchewan +9.1k
Nova Scotia +8.2k
New Brunswick +2.4k
Manitoba +1.2k
Prince Edward Island -0.3k
Newfoundland & Labrador -0.4k
British Columbia -4.0k
Ontario -14.3k
Quebec -22.7k
Employment Type m/m
Full Time -3.3k
Part Time +20.8k
Public Sector +18.9k
Private Sector +0.2k
Self Employed -1.7k
Sources: Scotiabank Economics, Statistics Canada.
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Canada's Job Recovery
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Sources: Scotiabank Economics, Statistics Canada.

Bank of Canada Pricing Overreacts to Jobs

e Canada added a modest number of jobs in line with expectations
e Thedetails were soft

e  Wage growth cooled, but the trend remains hot

e  Public sector hiring has run amok

e Markets are leaning toward a BoC cut in Apiril...

..that would embolden governments to spend more during Budget season...

...and light up the Spring housing market yet again...

....making sustainable achievement of 2% inflation nearly impossible

Canada jobs m/m 000 / UR %, SA:
Actual: 17.5 /5.7

Consensus: 25/ 5.6

Scotia:15/ 5.6

Prior: 63.8 /5.5

Canada’s job market cooled across a variety of readings, but hardly turned in an awful
performance last month. | think markets are mispricing the Bank of Canada in the wake of
it all and would lean against such expectations. Chart 1 provides some details. Chart 2
shows that the level of employment remains very high.

BET AGAINST MARKET PRICING FOR THE BANK OF CANADA

Given the market response you’d have thought that both countries shed a ginormous
number of jobs to justify the kind of moves we’re seeing on the back of the results. US
yields are down by around 13-15bps across the curve, and most of Canada’s curve is down
11-14-15bps. Fed fund futures added an extra 17bps to easing bets by the end of next
year.

Canadian OIS markets are now leaning toward a rate cut as soon as the April 2023 MPR
after a 10bps drop in contract pricing for that month’s meeting with a full cut by June.

We'll see, but just as the way up in bond yields was likely an overshoot as I've tended to
argue, | think the way down in BoC meeting pricing is getting exaggerated in the opposite
direction by becoming too richly priced in favour of nearer term easing.

For the BoC to cut by April would mean setting up such expectations with clearer
guidance on the path between now and then. That path would probably have to be set up
by the BoC in advance which would mean further rallies in yields through to the key 5-year
benchmark that drives much of the mortgage market on top of the rally of over 60bps
since the peak in early October.

Setting up and delivering cuts on that timeline would embolden governments to spend
more in their Winter budgets on the assumption that interest expense would be looking
more favourable. More spending means more inflation induced by fiscal policy when free
spending governments don’t need that signal.

Such action by the BoC would also light up the Spring housing market once more in which
case the BoC would make the same mistake they made with the premature pause last
January, only bigger this time. Immigration remains excessive amid very little supply and
we want to ignite interest-sensitive demand on top of it all?

The net effects would reignite inflationary pressures and either stop cuts in their tracks
earlier than otherwise if delivered too early, or motivate a return to tightening along a
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volatile path. In fact, I'm of the view that if Chart 3 Chart 4
markets continue to move this way then the Canada's Labour Force October Changes in Canadian Employment
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Self-employed jobs were flat (-1.7k). Haver. Sources: Scotiabank Economics, Statistics Canada.
The unemployment rate ticked higher to 5.7% from 5.5% because the labour force expanded Chart7
by 58k and hence in excess of job growth. The participation rate held steady at 65.6% Canada Total Hours Worked
indicating a still-tight job market (chart 3). 10 /% change, SAAR
Chart 4 shows the breakdown of jobs created by sector. The main upsides included a 23k °or 8.6
rise in construction jobs and 21k more in info/culture/recreation sectors. The main 8
downsides were in retail/wholesale that shed 22k jobs and 19k fewer manufacturing jobs. /
6
Wage growth decelerated but remains hot on a trend basis. Wage growth eased to 3.7% m/m 5
SAAR in October which remains almost double the BoC’s 2% target. It follows gains of 12% in 4
July, 10.3% in August and 8% in September (chart 5). The three-month smoothed moving 3
average is 7.3%. 2
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Trend wage growth continues to vastly outpace trend inflation (chart 6), let alone awful
Canadian productivity. VR PRI PRI P>
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Hours worked stalled in October (0% m/m SA). This follows a dip of 0.2% m/m in Sources: Scotiabank Economics, Statistics
September. Hours are tracking no growth (0.2% q/q SAAR) in Q4 (chart 7).
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It's early in terms of tracking Q4, but barring a surge in Canadian productivity which seems a stretch, the weakness in hours suggests that
Q4 GDP could be tracking little change over Q3. This is because GDP is an identity defined as hours worked in aggregate times labour
productivity with the latter defined as output per hour worked.

OTHER OBSERVATIONS

| cannot believe the extent to which governments have allowed public sector payrolls to become so bloated and this month’s report fans

that view.

Given that public sector employment drove the gain this month, it might be worth revisiting the productivity connection. See chart 8. Civil
service employment has soared far in excess of output measured in the GDP accounts.

Public sector employment across all levels of government continues to skyrocket in unprecedented ways compared to prior times (chart 9).

That's also true of just the public administration component (chart 10).

Chart8

Employees Are Exceeding Output in
the Public Administration Sector
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Sources: Scotiabank Economics, Statistics Canada.

Chart 11 updates the breakdown of job growth by immigration status. There are wide confidence

Chart9

Hiring of Public Sector Workers
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Sources: Scotiabank Economics, Statistics Canada.

bands around the overall estimates of job growth and probably even wider ones around the
breakdowns. Nevertheless, this year is looking to be somewhat more balanced in terms of job
growth among those born in Canada and various categories of immigration compared to the
whole 2022-23 period during which immigration surged.
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Chart10

Hiring of Civil Servants During
Canadian Prime Ministers' Terms
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Chart 11

Look Who is Driving

Job Gains in Canada
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Sources: Scotiabank Economics, Statistics Canada.
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