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The Morning Briefing

TUESDAY BRIEFING POINTS — Andrew Wroblewski, London/Pierre Ellis, New
York/Francisco Larios, Miami

Brazil: Trade Balance Surplus Continues. survey, watched for confirmation that the
On schedule today is Brazil&ade Balance sharp upturn recorded back in July, and the
announcement. DE and consensus are turning;Point signal it represented, has been
B_re_dicting a September trade balance of $2.0 retained for another month. There will also
illion. Last month’s balance clocked in at be great interest in Septembeghicle sales
$1.2 billion. results, as an indicator of consumer financial

_ _ confidence.
United States: Is the ISM Still Strong?The
main event should be the Septemib&M

U.S. DATA AND EVENTS OUTLOOK - Pierre Ellis, New York

On tap today are the weekly store sales reports IGSC/Goldman Sachs and Redbook
research, at 7:45 EDT/11;45 GMT, and 8:55 EDT/1ZE3BBT respectively, the September ISM
Manufacturing Survey and August construction spegdboth at 10:00 EDT/14:00 GMT, and
September light vehicle sales reports from manufacs$, appearing through the day.

The main event should be th8M survey, watched for confirmation that the sharp upturn
recorded back in July, and the turning-point sighaépresented, has been retained for another
month. There will also be great interest in Wedicle sales resultsas an indicator of consumer
financial confidence.

Construction spendingresults will probably be overshadowed, though ihithe final release
before the first estimate of third-quarter GDP, anbig surprise could jolt forecastsStore
sales reports covering only a tiny fraction of the market nowi)l also likely pass unnoticed,
unless there is a sudden shift away from the rdaekluster tone.

The headlindSM Manufacturing index jumped 4.5 points in July, on a broad-bassalin the
component indexes, including a 6.4-point gain ie tiew orders index. In August, the new
orders index was up another 4.9 points—a very amagig turning point signal on demand—
though moderate declines in other components keptise in the headline figure to only 0.3
points.

Forecasts this month are conservative, pointingatsmall decline in the headline index
(Consensus: -0.6 point, to 55.1; Decision Economicd.0 point). Of course, such moves
might still incorporate a rise in the new orderddr, but odds seem to weigh against that.

Headline results in the forecast range would kdepindex well into the “expansion” zone
above the 50 level, preserving the positive turrpogt signal given by the big July advance.
The two jumps in the new orders index took it ta2630 even a several-point reversal this time
would leave a big positive signal in place.

Light vehicle salesreports are expected to show a bit of a decliomfthe 16.0 million August

pace (Consensus: 15.8 million; Decision Economics: 15#Million). However, a certain

amount of the loss is attributed to the not-too-owmn circumstance of the Saturday of Labor

an weekend—a very heavy day of inventory-clearapakes—being counted in calendar
ugust.
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That factor, of course, would have boosted Augakissand depressed September sales—so the
month-to-month decline would not signal any newedetation in consumer confidence. Any
result in the forecast ran?e would average withAbgust total to produce a rate completely in
line with the June and July levels.

Construction spendingis seen rising very moderately, as it did in J(@ponsensus: +0.4%;
Decision Economics: +0.5%). That sort of outcomaildeave third quarter GDP forecasts
unperturbed.

The risk to growth forecasts lies in the ever-pnégmtential for surprises and revisions, which
could alter the trajectory of outlays into the nguarter. Both the June and July numbers are
subject to change today, so the slope could betaflaeasonably sharply.

Store sales reportsfinally, will cover the fourth of five weeks iretail September. However,
the main story of the month—back to school s.aless—ehaaad%/ largely played out, so the tone
of the reports with respect to that will characterihe full month.

The big issues will be sales relative to plan, tredeffect on inventories. Unfortunately, chains
still art|C|pat|n? in the surveys represent jusinaall, and unrepresentative, part of the overall
market. News from the major part of the market—Wait—is already of cutbacks in orders.

DE Forecasts:
ISM Manufacturing Survey (September, Headline ¥)del.0 point, to 54.7
Construction Spending (August): +0.5%
Light Vehicle Sales (September, Total): -0.5 imil| to 15.5 million.

WESTERN HEMISPHERE ANALYSIS

UNITED STATES — Pierre Ellis, New York

The Septembe€hicago Purchasing Managers’ reportwas stronger than expected, with the
headline index rising 2.7 points, to 55.7 (Consens.0 point; Decision Economics: +0.4%.

The gain was reasonably broad based, though thmtéﬁon index (+5.0 points, to 58.0) clearly
dominated. The new orders index was up more m yzri&l.? points, to 58.9), though that was
still strong enough to prevent worsened erosidmagklogs (+0.2 point, to 46.7).

And, inventories (+1.0 point, to 46.0) continuecdctose a gap between output and shipments, so
production is still not excessive.

The emJ)onment reading was a bit disappointing7(fioints, to 53.2), though whether that
reflected new skepticism about the outlook is earc given the quite-high readings since May.
Meanwhile, the production runup taxed supply chainbit, with the supplier delivery index
jumping (+2.9 points, to 53.7).

This was clearly a fundamentally healthy readinghwhe composite headline index netting out
the uneven moves of the components, and still sigp@avivery positive result.

Of course, a stronger new-orders reading would h@es even more encouraging—but the level
of that index is quite high as it is.

Implications for the more significant national ISBurvey today are only positive—though the
linkage can be very loose.

CANADA — Thomas Lee, New York

Monthly GDP jumping as expected.July monthl?; GDP advanced 0.6% M/M rebounding fam
0.5% M/M decline seen in the previous month (Cosssn+0.5% M/M; Decision Economics:
+0.6% M/M). Goods production outpaced the servemegor this month with the former recording
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a 1.2% M/M jump while the latter saw a more mode3% hike. Notably, following a 2.1% M/M
decline in June, construction increased 1.9% M/Mctvhaccording to Statistics Canada, was
partIP/ due to the end of a labor dispute in Queligmnsistent with the reports seen earlier,
\(Nhlol%}c,?le (+1.6% M/M) and retail (+0.6%) trade atbexd along with manufacturing production
+1.1%).

As expected, the rebound from the June slump oesute downward pressure exerted by the
one-time disruptions be?ins to fade. Encouragir&tyt, only will the downward pressure fade,
continuing resumption of construction and the ré&bng and restocking activity in Alberta are
expected to push economic growth higher in Augsistell, albeit at a more moderate pace than
July. As a result, Q3 will likely showcase a strangesult than the 1.7% Q/Q (SAAR) figure
recorded in Q2.

WESTERN EUROPE — Andrew Wroblewski, London

EUROZONE - Growing Again? Match the flash data, the September manufactuMbdased
0.3 points to 51.1, down from a 27-month high afallghat looks likely to be nothing more than a
correction as it came only after four successisesri(still boosted by a growing orders backdrop,
including that for exports).

Regardless the PMI also suggest that weaknessleusiFrance and Germany was (again) less
marked as manufacturers in the periphery reporttéitdemand. Orders rose for the fourth month
running in Spain and for the third successive monthaly and Ireland. Meanwhile, in the so-
called core countries orders likewise rose for mdthmonth running in Germany and the
Netherlands and even the recent laggard Francdhsafirst upturn in demand for just over two
years..

Indeed, the Netherlands continued to top the Pitjde table, followed by Austria and Ireland.

DE View: These numbers continue the recent upweeddf also corroborating the already-
released, and clearly better, September EU Conuniggisiness survey data — which also showed
an eighth successive rise in consumer confidence.

Thus, these data add to the array of numbers tiggfest that the Eurozone economy may in the
throes of a recovery. In addition, they corrob®ratpicture of ‘bottoming out’ occurring In the
peripheral of the Eurozone, especially in regar8pain.

Unemplc():?/ment Drops Further. Undershooting expectations once again, the unemmaoy rate
remained at of 12.0% in August, albeit revised davatch from the previous estimate, both
readin%s down from the record-highs set in May dunae. Notably, however, the actual level of
unemployment fell by 5 000 (to 19.2 min), the thaletline in a row, the fall in June having been
the first such drop since April 2011

GERMANY - Labor Market Still Improving? Showing another worse than expected outcome,
albeit possibly affected by increased participatiomemployment increased for a second
successive months in September and more sizablgdeed, the 25 000 rise was higher than the 9
000 August rise and pushed up the adjusted unemglatyrate a notch to 6.9%. Notably (August)

employment numbers continued to edge higher.

However, on something of a more upbeat note, tlvarealso a further rise in vacancies.
OTHER WESTERN EUROPE

UNITED KINGDOM - Manufacturing Recovery Consolidates? Coming in slightly below

expectations for once, the headline September raatuing PMI failed to rise for the first time in

seven months. Indeed, it slipped from a 31-moidi, heasing 0.4 point to 56.7,ending a run

\IIZVhti)Ch has seen the headline figure surge by ovwe pbints since the recent low set back in
ebruary.

Underlying Strength Still Clear

Both production and orders also slipped from Audnighs that were apparently the highest since
mid-1994, with both still supported by domestic axgort activity, the latter enjoying widespread
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gains geographically. Notably, the still much msoéd PMI reading echoes factory sector output
signals from other alternatively-sourced manufaetusurveys but with the long-standing firmer
tone in official manufacturing data somewhat calmglso of some note, a clear rise in input costs
is a key feature of these numbers, and now withestlearer signs of such pressures being passed
on into average selling prices.

DE View: These numbers corroborate the picture rofeaonomic recovery gaining increasing
traction. There are clear hints that growth momenseen in Q2 GDP will continue into Q3 and
probably beyond. More notabl?/, this correctiorthia PMI should be regarded in a healthy manner
as previous such survey results may have been eva strength in manufacturing and the
economy as a whole.

SWEDEN - Manufacturing Recovegl Continues. Surprising clearly to the upside, the

September manufacturing PMI jumped 3.8 points t®,5@&covering further to the highest since
May 2011. The higher reading was a result of aenpoisitive outcome for output and orders and
contrasts clearly with the much weaker manufactureading in the last set of national Institute
survey data. The more upbeat tone of the PMI ngaidi, however, corroborated by the latest
survey of companies compiled by the Riksbank, alsleased today

NORWAY — Manufacturing Corrects. Surprising to the upside, but also continuing gharp
month-to-month volatility seen of late, the Septemimanufacturing PMI fell 0.9 points to 52.3,
albeit preserving much of the surge seen in Aughsin the headline hit the highest in 17 months.
The higher reading was a result of a less posmisteome for orders.

SWITZERLAND - Manufacturing Surges. Showing a more than expected bounce, the
September manufacturing PMI rose back 0.7 point®3@, unwinding some of the August
correction and a sixth successive 50-plus readling strength was broad-based.

CENTRAL EUROPE, RUSSIA AND TURKEY — Chang Liu, London

Mostly Better Messages in Manufacturing SectorThe Central-European manufacturing PMIs
showed mostly better messages in September. Sjadigifibetter messages were seen in Hungary
(54.5 from 51.8), Poland (53.1 from 52.6) and Twrk&4.0 from 50.9%. The Czech Republic,
however, saw a slightly slower rate of expansiob3a#l from 53.9 in August, while the Russian
index was stable at 49.4

Overall, the compilers remained fairly upbeat thi®nth, albeit with some concern seemingly
emerging in regard to growth prospects for Russid tne inflation outlook for Turkey.

JAPAN — Andrew Wroblewski, London

Tankan Improvement Clearer. The September BoJ Tankan Business Survey showedherf
clear improvement, once again exceeding the expmtsaof the previous survey and consensus
thinking. Specifically, manufacturing sentimentader a third successive quarter as the (headline)
large manufacturer’'s business conditions incredsed 4 in June to 12, albeit with no further
pick-up envisaged in the coming three months. Méglewthe headline non-manufacturing part of
the survey rose from 12 to 14, also with no furingsrovement envisaged for three months time.
Moreover, overall capex plans showed firms wer&sealhigher.

Jobless Rate Jumps BackSurprising most, the unemployment rate in Augustrgyvback 0.3
percentage point to 4.1%, a three month high andram the lowest since October 2008.
Moreover, employment growth remained flat with thgher jobless rate largely stemming from a
rise back in the participation rate (to 59.4%). icge, and also of note, the job-to-applicant ratio
rose to 0.95, still the highest in over five years.

ASIA PACIFIC ANALYSIS — Chang Liu, London

CHINA — Manufacturing Sector Improves Slightly. The semi-official (Federation of Logistics
and Purchasing and the National Bureau of Statistienpiled) manufacturing PMI edged up a
notch to 51.1 in September from 51.0, adding tdtRAepoint jump seen in the previous month and
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hitting a 17-month high. This was a reflection a$ter growth in both output and new orders, but
with employment actually seeing a steeper contmacti

Notably, these results are quite similar to thattefcompetitor—compiled by HSBC and released
Kesterday—whlch also showed a 0.1 point improvenadimeit to 50.2. As such, these outcomes
elp substantiate the case that growth has inddediliged in recent months, supported by
stimulus measures from Beijing; and with furthefees of these measures expected to come

through in coming months.

INDIA — Less Steep Contraction in Manufacturing. The September manufacturing PMI rose by
1.1 points to 49.6, unable to fully unwind the pdnt drop seen in the previous month and thus
imtplﬁing the second decline in the sector in oger fyears. The latest outcome was a reflection of
a fifth successive decline in both production aad mrders coming alongside the first contraction
in employment in 19 months.

Commenting on these results, the compilers notgdltle latest survey also showed a marked rise
in input prices as the effects of the weaker rupezhange rate continue to pass through—thus
limiting the RBI's scope to ease policy despitekeaang growth.

INDONESIA — Consumer Price Inflation Falls Slightly. Confounding market expectations for a
further rise, consumer price inflation actually racated to 8.40% Y/Y in September from 8.79%
in August, albeit still being the third-highest comne in the cycle. However, core inflation (which
excludes food, energy and administrative prices)adly saw a further rise to 4.72% in September
from 4.48%, reaching a new cycle-high.

Notably, the recent surge in CPI inflation was kalsgthe result of the first rise in fuel subsidies
five years, albeit with the headline rate likelyhtve peaked in August.

SOUTH KOREA - Inflation Falls Clearly. Surprising clearly to the downside, consumer price
inflation actually fell by 0.5 percentage pointd@% Y/Y in September, actually hitting the lowest
in over 14 years and coming in below the BoK’s ¢argnge of 2-3% (for an eleventh consecutive
month). In contrast, the core rate actually rosd.6% Y/Y last month from 1.3% in August,
hitting a joint cycle-high.

Notably, the latest outcome was Iar?ely the resfulbwer farm good prices and base effects. While
inflation is expected to remain well contained e hear-term, the Korean Ministry of Strategy
and Finance released a statement noting that nesry-gercent inflation would not continue for an
extended period of time due to volatility in glolbdl prices and supply side pressures stemming
from factors such as bad weather conditions.

Exports Fall. Data for September showed exports fallin b%/ 1% after a 7.7% jump in the
previous month. Imports, meanwhile, saw an evegpstefall of 3.6% Y/Y following a 1.0% gain

In August. The trade surplus, as a result, stiflemed to $ 3 713 min from a $ 2 853 min gap in the
same month of 2012.

Notably, the geographical breakdown showed expdeteriorating to all regions of the world,
with the only exception being Latin America.

Less Steep Contraction in Manufacturing SectorThe manufacturing PMI rose by 2.2 point to
49.7 in September, a second consecutive fall aditi#ithe fourth sub-50 reading in eight months.
The breakdown showed the latest outcome refleciatinued (albeit very modest? contraction in
production and order, but with employment actuglyistering the first increase in four months.

THAILAND — Price Pressures Ease Further.September consumer price inflation fell to 1.42%
Y/Y from 1.59% in the previous month. However, iNWiterms, prices actually rose by 0.16%.
Meanwhile, core inflation (which excludes freshdamnd fuel prices) moderated further last month
to 0.61% Y/Y from 0.75%, a new cycle-low.

It may be worth noting that the CPI index was relohin December last year using 2011 as the
base year whereas figures prior to December wesedaising 2007.
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AUSTRALIA — Policy Held. Surprising few, the Reserve Bank of Australia (RBi&cided to
keep the Cash Rate unchanged at a record-low @%@ its meeting in October. This follows a
similar decision in the previous month, but all aognafter a 25 bp reduction in August.

Less Pessimistic About Growth?

The accompanying statement by Governor Stevensesheame small perhaps notable changes.
Beginning with its assessment of the global econdhg/RBA again noted that growth is runnin
a little below average this year, albeit with akpip now expected for next year with “reasonable
ﬁ_ros.ect_s”. A new paragraph introduced a couplemonhths ago was also repeated, again
ighlighting that global financial conditions remead very accommodative. However, a previous
comment on how increasing volatility has affecteduaber of emerging market economies was
removed this month. In terms of the domestic econdhe RBA’s assessment did not see any
major changes either; noting that growth has bdetiesbelow trend over the past year, and with a
similar performance expected to continue in the-texan as the economy adjusts to falling mining
investment. Elsewhere, the Bank again pointed ssmjphoyment edging higher and a moderation
in labor costs. However, and new this month, th@kBalso highlighted an improvement in
indicators of household and business sentimenhtigcas well as signs of increased demand for
finance by households. The Australian dollar, haavewas noted to have risen over the past
month; albeit still nearly 10% below its peak inrAp

Inflation Contained

The Bank’s assessment of the inflation outlook Yeamin) also almost non-existent this month,
albeit with the Bank again noting that CPI inflatioas been consistent with its medium-term target
and is expected to remain so over the next oneidoyears. However, a paragraph introduced in
September regarding the RBA’s view on the effedtsnonetary policy on the economy was
repeated. Specifically, the Bank again noted th&ngacycle beginning in late-2011 to have
supported interest-sensitive spending and assstsand with further effects expected over time.

DE View: Overall, the latest statement (again shorter thianal) was fairly similar to that of the
previous month, and with again no hints providedtio® RBA’s policy stance going forward.
However, through nuanced changes to its assesohére economy (both domestic and gloabal),
a seemingly more upbeat tone appears to be emefigingthe Bank. While the changes are too
subtle to draw any clear signals or hints aboutralpes to the RBA policy stance, it is at least clear
that the Bank is not getting any more dovish. Mdalewin terms of official policy guidance, the
lack of information mirrors that of the Septembittesment where the Bank explicitly attempted to
remain “vague” as to “neither close off the poséilyi of reducing rates further nor signal an
imminent intention to reduce them”. That being sadrate cut before year-end can hardly be
completely ruled out, especially given the recestirgence of AUD strength.

Retail Sales Growth Pick Up.Coming in above expectations, retail sales datA@igust showed
sales rising 0.4% in M/M terms following a 0.1%ma July. However, the rise was the result of a
sharp swing into the positive in sales of departn#ores and a slight improvement cafes &
restaurants, actually weighing deterioration acatissther components.

Fresh Expansion in Manufacturing. The September Performance of Manufacturing Index
jumped 5.3 points to 51.7, the first above-50 negdin over two years. The breakdown showed a
clear swing into expansion for new orders, whilecmdess steep contractions were seen in
production and employment.

Home Sales BounceAccording to the Housing Industry Association, igosales rose for the fifth
month in the last six in August, albeit with thd%. M/M bounce still unable to fully unwind the
4.7% fall in July.

SOUTH AFRICA — Chang Liu, London

Faster Contraction in Manufacturing. The September manufacturing PMI plunged to 4@ fr
56.5 in the previous month, thereby swinging froroyale-high to a cycle-low. The breakdown
showed the latest outcome to be a reflection @rdevings into contraction for output, new orders
and employment.



