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Q. Evidence of Ms. McShane Page 42 1 
 2 
(a) Please update Ms McShane’s long Canada forecast for 2009 and 2010 and 3 

provide the referenced pages from the Consensus forecast. 4 
 5 
(b) Is it Ms. McShane’s judgment that the Consensus Economics forecast has 6 

been and is an accurate forecast of the future long Canada yield if so please 7 
provide the evidentiary basis for this.  8 

 9 
(c) Please indicate why the best forecast for next year’s 30 year yield cannot be 10 

obtained from the current yield curve? 11 
 12 

A. (a)  The average yield on long-term Canada bonds for the first six months of 2009 has 13 
been 3.8%.  The three-month forward Consensus Forecast 10-year Government 14 
of Canada forecast as of June 2009 is 3.3% and the recent spread between 10-15 
year and 30-year Canada bond yields has been approximately 0.50% indicating a 16 
long-term Canada forecast of approximately 3.8%.  Based on the actual yields 17 
and the 3.8% forecast three months forward, the average yield for 2009 would be 18 
3.8%. 19 

 20 
For 2010, the 12 month forward forecast of 10-year Canada bonds is 3.8%.  With 21 
an unchanged spread of 0.50%, the forecast 30-year Canada for 2010 is 22 
approximately 4.3%.  The relevant pages from the June 2009 consensus forecast 23 
are attached as Attachment A.   24 

 25 
(b)  As utilized to estimate the following year’s actual average yield, the consensus 26 

forecasts have produced estimates of the 30-year Government of Canada bond yield 27 
which have been approximately 0.40% higher than the actual 30-year yields from 28 
1995-2008.  Since movements in interest rates are a function of multiple underlying 29 
variables, including the state of the domestic and global economies, monetary and 30 
fiscal policy, and not inconsequentially, human behaviour, forecasts of interest 31 
rates (as with any other variable) are subject to forecast error. Given the decline in 32 
long-term Canada bond yields from close to 9.5% in 1995 to less than 3.5% in 33 
2008, an average difference between the actuals and forecasts of less than 0.50% 34 
suggests that the forecasts have been reasonably accurate on average. 35 

 36 
(c)  While estimating forward yields from the spot yield curve is an alternative to 37 

relying on a consensus forecast, there is no a priori reason that that approach will 38 
turn out to have been a better forecast than the consensus.  Further, the 39 
construction of a forward yield from a ‘spot’ yield curve is not practicable 40 
because (1) the yield curve between 10 and 30 years is an interpolation and (2) 41 
there are no Government of Canada bonds longer term than 30 years from which 42 
to estimate the 30-year forward yield.  Any risk premium analysis, which is 43 
forward looking, should reflect investors’ outlook for interest rates.  The 44 
consensus forecast is a transparent means of representing investors’ expectations 45 
for the long-term Canada bond yield. 46 
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CONSENSUS FORECASTS 
E-mailEdition: - All rights reserved. Underouragreement this publication may not be repro- 

duced (complete or partial), redistributed, stored in a public retrieval system or 
broadcast t i  personiotheithan theemailsubscriberwithout the priorwritten 
permission of Consensus Economics Inc. 

Survey Date 
June 8,2009 

Every month, Consensus Economics surveys over 240 prominent financial and economic 
forecasters for their estimates of a range of variables including future growth, inflation, interest 
rates and exchange rates. More than 20 countries are covered and the reference data, together 
with analysis and polls on topical issues, is rushed to subscribers by express mail and e-mail. 
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Survev Hiahliahts 

United States-Quarterly Real GDPConsensus Forecasts 
in December 2008 and March and June 2009 

I 2009 I 2010 

%change, q.0.q -1.5 -0.5 0.1 LI 0.6 L7 0.7 0.8 

March 9, 2009' -2.5 -3.7 -3.5 -1.6 0.4 1.6 2.3 2,6 
I ~ e c .  8, 2008' / -1.3 -2.2 -1.8 -0.1 1 1.2 2.2 - - 1 
@ Our regularspecial survey of Quarterly Forecasts (pages 3, 

28 and 29) shows projections up to the final quarter of 2010. 
We have also extended thisquarterlythemeto page2, where 
we examine significant changes i n o ~ r , ~ u a r t e r l ~  forecasts 
from December2008, March2009andJune (see box, above). 

O In the US, many observersare optimistic that the worst of the 
recession haspassed. As thechart(below) illustrates, the US 
recession is being outpaced by the Euro zone and, espe- 
cially, Japan. On the employment front, May saw a smaller 
number of non-farm payroll losses, compared with previous 
months. However, thejobless ratesoared to9.4%, suggesting 
that the labour market retrenchment is not over. 

- - ~ . ~ ~  ~~~ 

oack of the co lapse in global demano. 
-6 ~uar ter lv  GDP ~ r o w t h  [see 3.28 and 29) 

I 

(% change over previous year) 
I <Consensus Forecasts> 

Japan U/  



16 0 Copytight Consensus Economics Inc. 2009 

Scotla Economics 

IHS Global lnslght 

RoyalBankofCanada 

Toronto Domlnlon Bank 

BMOCapltalMarkets 

ClBC World Ma*& 

Deslardlns 

Economap 

UnlvenltyotTomnto 

Calsse de Depot 

Consensus (Mean) 

Last Month's Mean 

3 Months Ago 

Hlgh 

LOW 

Standard Devlatlon 

Comparison Forecasts 

IMF (Apr. '09) 

OECD (Mar. '09) 

-2.2 2.5 

-2.3 2.3 

-2.4 2.5 

-2.4 1.7 

-2.5 1.8 

-2.5 1.5 

-2.6 1.6 

-2.6 1.9 

-2.6 3.0 

-2.6 2.1 

-2.3 2.1 

-2.5 2.0 

-1.8 2.3 

-1.5 3.0 

-2.6 1.5 

0.4 0.4 

-1.9 1.7 

-3.0 0.3 

Governmentand Background Data 
Prime Minister . Mr. Slephen Harper (Conservative). Government - 
TheConse~ativesieadaminoritygovernment, with 143outof308seats 
in parliament (155 seats are needed foraclear rnaiorily). Next Election - By 2013 (general election). Nomlnal GDP - C$1,536bn (2007). 
Population - 32.9mn (mid-year, 2007). C$I$ Exchange Rate. 1.064 
(average, 2007). 

Quarterly Consensus Forecasts 
Historical Data and Forecasts (bold italics) From Survey of 

June 8,2009 
2008 2009 2010 
Q3 Q4 Q2 Q3 Q4 Q1 Q2 Q3 Q4 

Gross Domestic 
Product 0.3 -1.0 -2.1 -2.7 -2.5 -1.0 0.6 2.0 2.7 3.2 

Personal 
Expenditure 3.0 0.2 .08 -1.2 4 . 9  0.3 1.0 1.5 1.9 2.1 

Consumer 
Prices 3'4 2'0 '" '" '" 

Percentage Change f~ear.on-year). 

-0.6 1.8 

-0.9 1.3 

-0.5 1.6 

-1.5 0.7 

-0.7 1.7 

-0.4 1.9 

-0.Q 0.Q 

-0.7 1.8 

-1.2 1.5 

-0.7 2.0 

-0.7 1.6 

-0.9 1.6 

-0.5 1.8 

0.2 2.1 

-1.5 0.7 

0.5 0.4 

-2.3 0.7 

-2.2 0.1 

Historical Data 

' % change On previous year 2005 2006 2007 2008 

Gross Domestlc Product' 3.0 2.9 2.5 0.4 
personal ~ ~ ~ ~ ~ d i t ~ ~ ~ '  3.7 4.1 4.6 3.0 
Machinery Eqpt 14,1 4,4 0,5 

Pre - Tax Corporate Proflts. 10.9 5.1 4.1 5.7 

Industrial Production' 1.6 0.2 0.2 -4.1 
Consumer Prices' 2.2 2.0 2.1 2.4 
lndustrlal Product Prices* 1.5 2.3 1.6 4.3 
Average Hourly Earnings' 3.1 2.6 4.6 3.5 

Housing Starts,'000 units 225 227 226 21 1 
Unemployment Rate, % 6.8 6.3 6.0 6.2 

~ ~ ~ ~ ~ ~ t ~ ~ c o ~ ~ t ,  C$ bn 25.9 20.3 15.6 8.1 
Federal Govt Budget Balance, 

years, C$ bn 13.2 13.8 9.6 -2.6 e 
3 mth Trsy Bill,%(end yr) 3.4 4.2 3.8 0.9 
10Yr  Govl Bond, %(end yr) 4.0 4.1 4.0 2.9 
e = consensus estimate based on latest survey 

-20.2 -0.9 

-20.1 -1.6 

-20.1 1.7 

-23.6 -4.9 

-21.7 -3.6 

-20.5 -2.2 

-17.4 2.6 

-19.5 -2.0 

-19.2 2.1 

-18.2 1.4 

-17.9 0.2 

-12.8 -0.3 

-9.9 1.0 

-3.2 4.1 

-23.6 -4.9 

5.2 2.7 

-8.0 1.3 

-16.5 10.0 

-36.8 26.5 

-36.9 7.1 

-38.8 6.9 

-35.0 5.0 

-24.0 9.5 

-35.3 12.3 

-30.0 4.0 

-34.9 22.8 

na na 

-30.1 10.1 

-7.7 2.2 

-7.1 2.7 

na na 

na na 

-8.4 1.0 

na na 

na na 

-9.0 1.0 

na na 

na na 

-9.0 1.7 

0.4 1.Q 

0.5 1.6 

0.4 1.7 

0.2 1.5 

0.5 1.8 

0.1 1.2 

0.0 1.7 

0.5 1.8 

0.3 2.3 

0.1 1.6 

0.3 1.8 

-26.0 8.8 

-21.7 8.2 

-14.1 26.5 

-38.8 2.9 

8.2 7.4 

0.3 1.7 

0.2 1.8 

0.5 2.6 

0.0 1.2 

0.2 0.3 

-0.2 0.9 

.0.6 0.5 

-9.0 1.5 

-6.6 1.7 

-7.1 2.7 

-13.0 1.0 

2.3 0.7 

na na 

-1.9 2.2 

na na 

na na 

-2.0 1.5 

na na 

-2.0 1.6 

-3.0 4.0 

na na 

na na 

-2.2 2.3 

-2.8 1.7 

-3.4 1.4 

-1.5 4.0 

-3.0 1.5 

0.6 1.0 

na na 

na na 

na na 

na na 

2.8 2.5 

na na 

2.5 1.0 

2.5 2.6 

na na 

na na 

2.7 2.2 

135 150 

138 166 

141 173 

125 130 

135 145 

135 160 

126 130 

140 145 

136 162 

131 152 

136 153 

2.7 2.2 

2.6 2.4 

3.0 2.8 

2.5 1.0 

0.2 0.8 

138 156 

154 161 

155 173 

125 130 

8 13 
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Manufacturing Leads the Decline 
GDP fell by 1.4% (q-o-q) in Q1, down from -0.9% in the 
previous quarter, on the back of deteriorating external and 
domesticdemand. Investment in machineryand equipment 
was especially hard-hit by the fall-off in US and Canadian 
spending,decliningby 10.5%overthepreviousquarterwhich 
broughtthe y-o-y ratedown from a 1 O%fail in Q4toa massive 
19.5% decline. The 2009 forecast for investment this year 
hasconsequentlybeensharply downgradedfrom-12.8%last 
month to -17.9%. By comparison, Q1 personal expenditure 
fell by a relatively muted 0.8% in y-o-y terms, but this 
contrasts sharply with the 3.0% growth rate two quarters 
previously. Despite a boost in auto trade in March - which 
helped to lift overall retail sales month-on-month - the 
indicator painteda weakening pictureof spending, with real 
retail purchasesfalling by 1 .O% (q-o-q) overthefirstquarter. 
Employment indicators are also suffering on the backof the 
economicdownturn,leavingconsumptionfundamentaisshaky, 
as evidenced by our panel's quarterly forecasts (page 28). 

However, it is the manufacturing sector which continues to 
drivetherecession,withgoodsproductioninQ1droppingby 
4% (q-o-q) on the backof a 26% collapse in auto and parts 
output. Accordingtothemonthly GDP-by-industry report, the 
0.3% (m-o-m) dip in activity in March was driven by a 1 .O% 
fall in manufacturing and 1.9% loss in energy output. Mean- 
while, March's factory report showed sales falling by 2.7% 
(m-o-m) as payback for February's 2.2% surge, which sug- 
gests that industry's retrenchment still has some way to go. 
While the relative stabilisation in US industrial indicators 
provides some hope going fo~ward, a marked turnaround in 
the Canadian sector has yet to be evidenced. 

Likelihood of a Bankof Canada Interest Ratechange 
Our panel's estimated average probability of achange in the 

overnight lending rate(0.25% on survey date) at or 
before the next key policy meeting (July 21,2009) is: 

INCREASE NO CHANGE DECREASE 
1.4 + 97.8 + 0.8 = 100 % 

Most llkely ratechange mentioned: None 

GDP Growth  and Inflation Forecasts 
Consensus Forecasts from Survey of: 

2x8 2039 
% Jan Fabbk%/\pMayJun Jul AugSep OdNwDecJan Febbk%l\prMayJun 

2.6 

22 
1.8 09 Consumer 

1.4 

1 .o 
0.6 

02 

0 2  

4.6 

-1.0 

-1.4 

-1.8 2009 Real GDP 

-22 

-2.6 

Year 
Average 

unemploy . 
ment 

Rate (%) 

Tauxde 
Chbmage 

rn) 
2010 

8.0 8.0 

8.3 9.4 

8.5 8.2 

8.5 8.9 

8.5 9.0 

8.8 10.6 

8.6 9.0 

8.3 9.0 

8.7 9.3 

8.7 9.0 

8.5 9.0 

8.5 9.0 

8.5 9.1 

8.1 8.4 

8.8 10.6 

8.0 8.0 

0.2 0.6 

8.6 10.5 

Malor Export Markets Major Import Suppliers 
(X of Total) (% of Total) 

United States 78.2 United States 53.6 
United Kingdom 2.8 China 8.7 
China 2.3 Mexico 3.9 
Asia (ex Japan) 5.5 Asia (ex. Japan) 13.9 
Latin America 2.7 Latin America 7.0 
Easfern Europe 1. 1 Africa 3.0 

Real Growth and Inflation 
% 

<Forecast> 

90919293949596979899W01 02WMffiffi0708W1011121314 - Real GDP (% chg yoy) --- Consumer Prices (% chg yoy) 

Annual Total 

Current 
Account 
(CS bn) 

Balance 
Courante 
(CJmd) 

2010 

-17.1 4.5 

-62.0 -64.0 

-8.4 -2.5 

.55,0 .5,0 

-39.5 -34.5 

-30i3 

-23.0 0.4 

-12.6 7.9 

-32.0 -35.0 

-41.5 -35.0 
-29.8 -8.5 

-35.0 -30.0 

-39.4 -36.0 

-37.0 -31.0 

-32.4 -21.4 

-38.0 -29.1 

-31.6 -20.6 

-8.4 7.9 

-62.0 -64.0 

15.2 20.8 

Direction of 

Fiscal Years 
(npr -~ar )  

Federal 
Gout Budget 

Balance 
(CS bn) 

Balance 
Budgetaire 

(CSmd) 

Fy Fy 
09-10 10-1 1 

na na 

-23.0 -31.0 

na na 

.36,0 

-54.0 -42.0 

na na 
na na 

-51.0 -45.3 

-52.0 -40.0 

na na 

-55.0 -35.0 

-60.0 -45.0 

na na 
-52.0 -37.0 

-49.0 -38.9 

-35.6 -33.6 

-34.0 -30.1 

-23.0 -31.0 

-60.0 -45.3 

11.3 5.1 

Trade - First 

Rates on 
0.2% 

3 month 
Treasury 

Blll 
Rate (%) 

Sur les Boris 
d~ Tr&orde 

3 mois % 
End End 
Sep'O9 

0.3 1.4 

0.4 1.5 

na 
0,3 

0.3 1.1 

0.2 0.5 

0.3 0.8 

0.2 0.6 

0.2 0.5 

0.2 0.3 

0.3 0.8 

0.2 0.3 

0.2 0.7 

0.3 0.8 

0.3 0.8 

0.4 1.5 

0.2 0.3 

0.1 0.4 

Survey Date 
3.5% 

10 year 
Government 

Yield (%) 

des Obii at 
lonod',&; 
de loans % 
End End 

Jun'lOSep'Og Jun'lO 

3.5 4.1 

2.3 2.8 

3,6 4,0 

3.6 4.5 

3.6 3.7 

3.9 4.3 

2.8 3.0 

3.4 4.0 

3.4 3.7 

3.0 4.5 

3.5 3.9 

3.3 3.5 

2.8 3.3 

3.3 3.8 

3.9 4.5 

2.3 2.8 

0.4 0.5 

Half 2008 


