% UB S Global Research 21 October 2015

Global FX Comment

CAD: Higher USDCAD Assumption from BoC Global

Bank of Canada keeps rates unchanged

In line with market expectations, the Bank of Canada has kept interest rates unchanged
at 50bp. Although bright spots are emerging in the non-energy sector, the labour
market and core inflation, the decline in commodity sector investment continues to bite
and the positives were not enough to counter the strong headwinds. In particular, the
BoC once again revised lower its price assumptions for Western Canada Select prices
(from $50/bbl to $30/bbl) and excess supply is expected to remain in place for at least
another two quarters. A corresponding adjustment to terms of trade was also
necessary, and while core CPI is expected to remain at or above 2% through the central
bank's forecast horizon to end-2017, this is done now with USDCAD benchmarked at
1.31 rather than 1.25 in the July monetary policy report. The BoC also warned that
USDCAD falling below 1.19 would lead to core inflation falling below target this year.

Fiscal impulse could move up the agenda

Although the outlook was deemed as ‘'balanced’, the changes to the underlying
conditioning assumptions does render USDCAD difficult to sell, barring material
changes to the oil price outlook (which the BoC views as a risk to their base case). With
the economy continuing to struggle for growth drivers, we believe fiscal impulse will
start to move up the agenda in light of the election result from earlier this week. While
a new budget is required for a more comprehensive analysis, the campaign pledge by
the newly-elected Liberal Party to run deficits of up to C$10bn per year (around 0.6%
of nominal GDP) for three years may require the Bank of Canada to review its slack
assumptions over the coming quarters. A fiscal narrative has not been a feature for the
Canadian economy in the past though we acknowledge that this is an area where the
BoC may need to tread gently. In light of the central bank's long-standing concerns on
productivity, fiscal injections into competitiveness improvement will be encouraged.

Policy integration moving up the agenda, a sign of confidence in settings

Before the BoC decision, Governor Poloz released a series of remarks on the integration
of financial stability into monetary policy. similar comments
were made on the necessity of adopting a monetary policy framework which could
take into account financial imbalances. Clearly the frustrations with macro-prudential
measures and their efficacy amongst global central banks have been weighing on the
BoC for some time. While household debt ratios are manageable (Figure 3), the
trajectory and serviceability of household debt is less favourable compared to, for
example, the Scandinavian countries. In February, the BoC felt it was appropriate to talk
about this relatively hawkish approach to policy (specifically, allowing rates to be set to
the detriment of the inflation target, as the last line of defence) after the January cut,
which was merely an ‘insurance policy'. Clearly conditions were far worse than
anticipated and the policy focus had to revert back towards stimulus. Now, given that
financial stability is back on the table, we believe the BoC can only do so because they
view monetary conditions are commensurate to the accommodation required or more.

Oil assumptions crucial but foundations firming

We doubt the BoC would want to second-guess itself on currency valuations but at
1.31 in USDCAD, complemented by robust language, there seems to be enough room
relative to terms of trade to ensure that the currency is no longer a headwind. The
foundations for stronger growth, however, are clear: rebalancing away from energy
coupled with labour market strength look set to continue and the inflation outlook is
also relatively comfortable. As the USDCAD anchor is best left alone, we believe upside
surprises in the CAD should be expressed through relative value trades, in particular the
AUD, for which the policy and rebalancing outlook is far more challenging.
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This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are
referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical
performance information; and certain additional disclosures concerning UBS research recommendations, please visit
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission.

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner,
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the research report.

UBS Global Credit Strategy and Research: Rating Definitions
UBS ranks potential investment opportunities within non-government fixed income markets and sectors. Issuers
are rated on one or both criteria shown below, and specific securities may be recommended as well.

UBS Terminology Time Horizon Definition

Issuer Ratings

Credit Rating AAA, AA, A, BBB, BB, B, CCC, CC, C (+/-) Pt 12 UBS' assessment of a company's
months creditworthiness

Outlook Positive; Stable; Negative Upto6 uBs' expect_ed trend in a company's
months creditworthiness

Security Recommendations

Bond ' Outperform: Marketperform: Underperform Upto3 A corporate bond's expe;ted relative
Recommendation months performance versus a defined reference
CDS _ Buy Protection: Sell Protection Upto3 Recqmmenc_iatlon to hedge a company's
Recommendation months creditworthiness

Note: Credit Ratings (Issuer) are only used in the evaluation of Swiss corporates. Recommendations may be defined as
‘Tactical', as in Tactical Outperform or Tactical Underperform, where there is a near term catalyst(s) taken into account. The
UBS credit rating may be modified by the addition of a plus (+) or minus (-) sign where applicable to show relative standing
within the major categories.

Source: UBS

Company Disclosures

Issuer Name Credit Rating Outlook

Canada - -
Source: UBS. Ratings in this table are the most current published ratings prior to this report.
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