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Central Banks In The Spotlight 

 Please see our full indicator, central bank, auction and event calendars on pp. A3-A7. 
 

Global central banks will guide markets over the course of the week for better or for worse and there is very high 
market risk into the week. It may be difficult for the ECB not to disappoint exceptionally rich pricing ahead of its 
possible actions, while the Bank of Japan may extend two loan programs and the Bank of Canada is likely to talk a 
long(er) pause. The Federal Reserve goes into communications black-out ahead of its own statement the following 
week and on the heels of the January 25th Greek elections. All of this will occur against the backdrop of US earnings 
releases, US President Obama’s State of the Union speech, Q4 Chinese GDP, European sentiment metrics, and 
other significant data risk. Embrace it, or search the web for build your own bunker plans and good luck. 

Canada — Talkin’ The Pause 

How the Bank of Canada is evaluating the impact of unfavourable 
developments on growth and inflation projections could pose high 
domestic risk to CAD and the curve next week. The BoC issues its 
statement and Monetary Policy Report (MPR) at 10am on Wednesday and 
follows this up with a press conference hosted by Governor Poloz and his 
Senior Deputy Governor Carolyn Wilkins at 11:15amET.  

Lower growth, delayed closure of the output gap, and sharp downward 
revisions to forecast inflation with the return of references to 'downside 
risks' and perhaps renewed ambiguity over the future direction of rate 
moves that signals openness to cut if necessary. In a nutshell, that's what 
we expect to arise from the January 21st MPR and statement following the 
meeting of the Bank of Canada's Governing Council. While devoid of impact 
estimates, Deputy Governor Timothy Lane’s recent speech on oil’s effects 
made the direction of forecast risks that are still being pondered fairly clear:  
"Despite the mitigating factors I enumerated, lower oil prices are likely, on the whole, to be bad for Canada. 
Estimating the magnitude of that overall impact requires carefully analyzing the interplay between the various effects 
as they work through the economy. That is what we are doing as we prepare next week’s forecast."   

Note that this is not usually the MPR when the BoC extends its forecasts another year (that’s April’s MPR) and 
so, unless that practice changes next week, we’ll probably see the language pushing out closure of the gap from 
the second half of 2016 to at least the end of the year and I’d argue the language will say it won’t close in 2016 
at all. We’ll then be left with guesswork until April with respect to what the BoC thinks about 2017 and the longer
-term evolution of disinflationary spare capacity. The BoC estimated slack toward the end of last year at 
between 0.5-1.5% of the economy and our forecast for how this evolves doesn’t see either end of this range 
closing over the next two years — and likely beyond (chart 1). Also be careful with inflation guidance. Lane 
noted that “…we will look through its immediate and temporary negative effect on total consumer price inflation” 
but that leaves the door open to sensibly lowering core inflation forecasts.  

We’ll have a detailed Canada piece available soon that will note that our print forecast for a hike around mid-2016 
positions Governor Poloz to take over second place from ex-Governor Carney for the longest rate pause by a 
Governor since Governor Towers who ran the central bank from its inception in 1934 to 1954. We expect yields 
across the whole Canadian curve to trade beneath the US into year-end and 2016 with further CAD weakness. 
Poloz currently shares ‘credit’ with Carney for a 51 month second-place rate pause behind Towers’ record streak of 
108 months. We will also emphasize the risk being a considerably longer pause than we are formally forecasting.  

Domestic data risk will also be elevated next week and it should have a dovish flavour overall. Recent 
developments have hardly worked in Canada’s favour and the debate remains how quickly and how hard they 
will show up in growth and inflation indicators. This debate will be advanced further next week but more freshly 
so in December inflation figures than lagging November stats for retail sales and manufacturing shipments.  

Derek Holt 416.863.7707 
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Tuesday’s manufacturing sales for November come on the heels of a soft report the prior month (-0.6% m/m) 
that was almost all fed by volume weakness as opposed to prices. A weak base effect from October might not 
help much, however, since we already know that export volumes dropped by 2.4% m/m in November and the 
categories of weakness imply a soft manufacturing sector. The dollar value of non-energy exports fell 2.2% m/m 
in November even though the steep drop in crude oil exports is what got much of the attention. That matters 
against hopes that non-energy or non-resource exports can fill the void of falling energy exports.  

So far, earlier momentum appears to be disappearing in the Q4 manufacturing and export figures. Based solely 
upon the hand-off from Q3 and the first month of Q4, what is presently baked in is a small 0.5% q/q annualized 
drop in shipments during Q4 over Q3 following a large 9% rise the prior quarter and an 11% gain in Q2 over Q1. 
This mirrors export risks as the momentum over the middle of the year appears to be disappearing into Q4 in 
line with the BoC’s concerns about temporary upsides. With two-thirds of the export figures for Q4 in the books 
(and always subject to revision, especially for energy), we’re tracking an annualized and seasonally adjusted 
drop of 8% in the volume of exports in Q4 over Q3 that mostly cancels out a 10% gain in Q3 and follows a 22% 
rise in Q2 that significantly reflected weather-induced disruptions to trade figures in Q1.  

Retail sales (Friday) will probably come in weak on headline due to already-known softness in vehicle sales and 
gasoline prices, but the key will be whether core sales ex-autos and gas were resilient and there is little to base 
a formal call upon by way of advance indicators. 

Friday’s CPI inflation print will drop on headline significantly due to softer gasoline prices, but the bigger debate 
is whether core inflation will stick at 2.1% y/y. It’s off the 2.3% peak in October. By Spring/Summer, headline 
inflation will probably test the lower end of the BoC’s 1-3% inflation target range. I suspect short-term swings in 
core will have more to do with shaking out temporary influences like meat prices, but over the longer haul we’ll 
see softer core pressures as excess capacity widens in the Canadian economy in direct response to softening 
growth drivers facing a net energy exporting economy. 

Canada auctions 10 year notes on Thursday. 

Europe — Can The ECB Meet High Expectations? 

The ECB seems highly likely to introduce an unsterilized sovereign 
bond purchase program, but needs a very large shock-and-awe 
initiative to satisfy extremely rich bond curves and rapidly falling euro 
(chart 2). I think the risk is toward disappointment such pricing. At the time of 
writing, EURUSD was at its weakest since late 2003 though well off its low 
point in the mid-80s. The Swiss National Bank's policy U-turn was the catalyst 
for the latest move and served as a strong last-minute signal that the ECB is 
going ahead next week despite German objections. Being hitched to a 1.20 
quasi-peg against the euro could have had the SNB aggressively printing 
francs to buy depreciating euros in order to defend its peg. Two days before 
shifting policy, the SNB’s number two had said “...we’re convinced that the cap 
on the franc must remain the pillar of our monetary policy.”  So why the about-
face?  Maybe they suddenly changed opinion on the likelihood of ECB action 
all on their own. Perhaps such a policy move only works when true intentions 
are masked for an extended period only to abruptly shift course and wish 
markets the best of luck. At times, disingenuous policy shifts may be the most 
effective policy. Possibly the court decision backing the ECB’s OMT program was the last hurdle the SNB was 
waiting to see cleared on a sovereign QE program. Or maybe the only thing that can explain why the SNB suddenly 
abandoned its 1.20 to the euro quasi-peg is if the ECB gave a strong signal of its policy intentions.  

How big might the ECB's bond buying program turn out to be if announced on Thursday of next week?  Our Paris-
based Eurozone strategist Frédéric Prêtet will share his thoughts in our weekly Global Views report . In theory, there 
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are over €6.5 trillion in outstanding sovereign securities as eligible assets for collateral at the ECB. Much of this is 
not available, but the potential ceiling on purchases is still very high. If the only aim is to raise the ECB balance sheet 
up to where it stood in 2012 before shrinking then that would counsel almost a €1 trillion bond purchase program. Is 
this large enough given that yields are negative in bunds out to six years on the curve, only a half point in 10s, and 
peripheral 10 year spreads are a paltry 110bps in Spain or 125bps in Italy?  A great experiment is about to unfold 
and, with the exception of President Draghi’s ‘whatever it takes’ and conditional OMT program, the ECB has more 
often than not disappointed markets. Ancillary risks include whether this blows bigger divisions within the ECB 
including whether Bundesbank President Jens Weidmann follows Axel Webber’s lead and quits amid opposition to a 
large-scale program in favour of his view that printing money won’t solve anything and lower oil prices serve as a 
better stimulus program to rely upon. I think he’s right in my own personal view. A year from now when the base 
effects have been reset and the effects of euro depreciation and lower oil prices have stimulated the economy, we’ll 
likely see inflation having carved out a bottom with inflation back on the upswing again regardless of what the ECB 
does. Indeed, there is the strong possibility that global central banks are feeding secular stagnation instead of 
potentially just responding to its possible existence but this isn’t the place to elaborate for now. 

We're therefore about to go through the same debates that occurred at the Fed through six years and three 
rounds of bond buying and the hope is that the ECB learned from the leader’s best practices and slips along the 
way. QE1 and 2 at the Fed were fixed-size and fixed-length programs. QE3 was open-ended to counter the 
charge that a finite schedule may be counter-productive versus retaining flexibility. It's not clear that flexibility 
mattered much, however, as markets formed their own bets on when the program would begin to be reduced 
and then eliminated in any event. Witness the ‘taper tantrum’ as Fisher put it, and it’s not clear that you can 
convince markets that an open-ended program will be big enough to sustain a debt rally or that you have the 
foggiest idea how to get out of it ahead of time. The ECB debate is sounding very similar. Some camps are 
saying a program of around €500 billion is likely, some estimates are higher while others think it may be 
announced as an open-ended purchase program. Experience in watching the Fed’s programs evolve points to 
no clear winner in the debate over which type of bond buying program is best, though one reasonably safe 
conclusion is that successive rounds of bond buying outside of crisis periods offer diminishing returns.  

That said, in the ECB’s case, there is a clearer case for how an open-ended program could fail. True, Draghi’s 
‘whatever it takes’ and expansion of eligible collateral including Greek junk in the OMT program played a major role 
in calming the crisis. But that was then and this is now. Today, European debt markets are more aggressively priced 
for QE in addition to other bond market influences than anything the Fed dealt with before introducing any of its three 
rounds of QE. An open-ended, noncommittal bond buying program probably wouldn’t work this time around and, at 
a minimum, would need very explicit accompanying guidance on long-run management of such a program just as 
Bernanke’s early speeches informed expectations for long-run policy exit parameters. 

Numerous other European developments will probably pale by comparison. The Davos World Economic Forum 
may bring headline risk from some speeches including by German Chancellor Merkel on Thursday. Polling for 
Greek elections will head into the home stretch ahead of the election on Sunday January 25th such that ECB 
risks will hand over to a new set of risks the following week. The ECB’s Survey of Professional Forecasters will 
land on Tuesday and the ECB will glance at what forecasters are signaling in terms of inflation expectations, 
anchored or not. Data risk will include sentiment guides such as the ZEW investor confidence metric, and 
purchasing managers’ indices. Gilts and pound sterling will be affected by the ECB decision but domestic 
markets will also have BoE meeting minutes, retail sales, and the unemployment rate to consider.  

US — Earnings, Housing and Obama’s Home Stretch 

US markets will start the week closed on Monday for Martin Luther King day. The rest of the week’s focus will 
be upon earnings releases, policy priorities signaled in Tuesday night’s State of the Union address by 
President Obama, and housing data. 

We’re still not in the peak of earnings season, but 52 firms will release over the course of the week. Among the key 
names will be Morgan Stanley, Netfllix, Delta, US Bancorp, Amex, eBay, Verizon, Capital One, Starbucks, 
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Southwest, GE, McDonald’s, BoNYM, and State Street. As I write, of the 32 
firms listed on the S&P500 that have thus far released early into the season, 
27 have beaten analysts’ earnings expectations and it’s an even draw between 
beats and misses on revenue expectations. All major sectors are posting net 
beats. As such, while it’s early, it may be that we’re just witnessing 
market volatility around earnings season with the added twist that the 
market is waiting to assess the effects of plunging oil prices (chart 3). 

Much is made of the fact that fewer people are watching the State of the 
Union address over time, but 33 million people watched last year which is 
still roughly equivalent to Canada’s entire population. Even if that’s down 
from 52 million in Obama’s first one in 2009 or Bill Clinton’s record 67 million 
viewership in 1993, it’s still one of the most widely watched events on US 
television. That said, many expect that declining viewership combined with 
being mid-way through his second term with the GOP in control of both 
chambers and on the path to Presidential elections in 2016 will result in 
little if anything truly new in the State of the Union speech. The tone is 
likely to emphasize a social agenda to appeal to Democrats and in the context of Obama’s ongoing focus on 
income and wealth disparities. Free community college, increasing paid sick leave, threatening to veto any 
Keystone bill, and dropping sanctions on Cuba have been pre-announced over recent weeks and the 
administration’s draft budget will land by early February. Thus, the overwhelming sentiment appears to be not 
to expect much of anything that hasn’t already been announced. 

Housing starts (Wednesday) and home resales (Friday) will pose limited macro risk to markets but could be rate bearish. 
A large 6.1% m/m plunge in resales during November could revert higher in the December print and aided by a modest 
rise in pending home sales the prior month. Housing starts are also expected to reverse a weak November print. 

As the Federal Reserve goes into communications black-out starting next Tuesday ahead of the January 28th FOMC 
statement, we’ll hear little from Fed speakers. Only Atlanta Fed President Dennis Lockhart is on the docket and he’ll 
just speak on funancial litterracie. He has already noted that he sees a hike by mid-year as reasonable. We think four 
out of the five voting regional Fed Presidents are in favour of hiking by then as well, and we are sticking to our forecast 
for hikes starting in Q2. The US Treasury auctions 10 year Treasury Inflation Protected Securities (TIPS) on Thursday. 

Asia — Chinese Economy Still Growing Above 7%? 

While the ECB gets much of the attention, there is the possibility of some degree of globally coordinated 
central bank stimulus to counter downside risks to inflation and the Bank of Japan may do its bit next 
week when it meets on Wednesday. It has three more meetings on January 21st, February 18th and March 17th 
before it has to decide whether to extend two loan programs that expire in March. They were brought in by ex-
Governor Shirakawa and were expanded last February, and may be extended as soon as next week.  

Amid concerns over the Chinese economy, we’ll probably get another quarterly growth print above 7% 
when Q4 GDP lands on Tuesday (Monday night ET). Consensus expects y/y growth of 7.2% and year-to-date 
growth of 7.3%. The range of estimates swings from 6.9% to 7.5% in the tails with only one shop at each extreme. 
The trimmed range has 30 out of 34 forecasters expecting growth between 7.1-7.3%. The government will 
probably release its growth target for 2015 during its national parliamentary session which begins on March 5th. 

Additional China macro risk behind GDP may peep through in retail sales and industrial production that 
come out the same day, and then the preliminary private version of the purchasing managers’ index for the 
manufacturing sector later in the week. Consensus doesn’t expect material surprises for the first two, but the 
PMI is often a wild card and dipped mildly into contraction territory in December’s reading. 

Regional risks include Q4 South Korean GDP, Australian new home sales, and trade figures in India. 

Derek Holt 416.863.7707 
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The Bank Of Canada’s Business Outlook Survey Points To Moderate Growth 

The Bank of Canada’s Winter 2014-15 Business Outlook Survey 
indicates mixed intentions for Canadian firms, with dampened prospects 
on the Prairies following the collapse in energy prices, and a more 
optimistic view for businesses with closer ties to the United States. 
Business investment was soft in 2014 as debt-burdened consumers 
contributed to modest sales growth, and excess capacity delayed 
investment plans. Despite the sharp decline in energy sector investment, 
an expected pickup in capital outlays in other sectors, notably 
manufacturing, should maintain overall investment levels this year.  

Employment growth was also sluggish in 2014, increasing at the slowest 
pace since 2009. However, the momentum generated in the second half 
of the year was encouraging, with the creation of 135k full-time jobs. 
Plans to increase staffing levels remained positive in the Winter Survey, 
with optimism from manufacturers partially offsetting pessimism from 
energy-focussed employers. Inflation expectations have been tempered 
alongside the plunge in oil prices, with most respondents expecting 
increases in input prices to remain similar to last year, although the 
depreciation of the Canadian dollar will put pressure on firms who rely on 
imported goods. Firms also indicated that soft domestic demand and 
fierce competition will limit their ability to increase prices. 

Survey results indicate plans for widespread updates in machinery and 
equipment and increased hiring across manufacturers to handle an 
expanding backlog. Orders for manufactured goods are up 8% y/y through 
October 2014, while unfilled orders are up 24% on the year. The 
transportation equipment sector is driving the improvement with an 18% 
increase in new orders and a 37% surge in unfilled orders. There has 
already been significant investment activity in the sector this year, as 
Canadian auto-parts manufacturer Linamar Corporation announced they 
will add 1200 jobs to their facilities in Ontario, and Chrysler will invest $2bn 
to retool its Windsor van plant. This is in direct contrast to developments in 
the oil patch, where companies have announced a 20% reduction in capital 
expenditure plans, and Suncor, the country’s largest petroleum producer, 
recently announced 1000 layoffs. These declines haven’t outweighed the 
gains in the manufacturing sector, as the balance of opinion for investment 
intentions is still positive, dropping to 8% from 20% on the previous survey.  

Most firms are confident they can keep pace with rising backlogs, as only 
7% stated they would have significant difficulty, and 33% having some 
difficulty in meeting an unexpected demand increase. Only 22% of firms 
surveyed reported that labour shortages would impact their ability to 
meet demand, highlighting that despite the recent increase in job quality 
and a shrinking unemployment rate, slack in labour force remains 
persistent, with the participation rate at a 13-year low. Even though the 
pace of employment growth in Alberta is expected to be cut in half over 
the next two years to 1.5%, growth will likely remain above the national 
average, and well ahead of the 2009 contraction following the 2008 
global recession and oil price shock. Central Canada will account for 
most of the labour market improvement over the coming year, although 
job growth will likely average around only 1% in the region.  
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Inflation Expectations & Currency Risks Shouldn’t Derail Fed Hikes 

 A broad variety of measures for inflation expectations and currency risks still support 
Fed rate hikes by mid-year. 

Growth in the US economy, the likely move considerably closer to 
full employment accompanied by a somewhat firmer picture for wage 
growth into early 2016, and financial market froth particularly in 
bonds all support policy tightening by the Federal Reserve sooner 
rather than later in our view. In this note, we address two additional 
sources of uncertainty: currency markets and inflation readings. 

EURUSD Risks Alone Won’t Stop The Fed In Its Tracks 

The Federal Reserve outlook is susceptible to currency risks, but so 
far the USD on a real effective exchange rate basis is up by a fairly 
modest 13% since its low in mid-2011 and the effects on the current 
account position of the US economy will be spread over up to four 
years given historical correlations (chart 1). Thus far what we have 
witnessed is not enough to re-write the outlook for the Federal 
Reserve. 

Should the EURUSD cross move downward toward parity, then the 
effects on the USD and Fed policy need to be judged in terms of the 
overall trade-weighted currency basket  - not one single cross. The 
Euro carries about a 27% weight in the Bank for International 
Settlements’ (BIS) real effective exchange rate for the US, and a 
16% weight in the Federal Reserve’s broad trade-weighted USD that 
former Chairman Bernanke has referred to in the past, while other 
indices are too narrow in scope (chart 2). Put another way, at least 
three-quarters of a broad basket of exchange rates versus the USD 
is affected by crosses other than the EURUSD.  

With the Chinese renminbi roughly pegged versus the USD and thus 
little affected by ECB actions, this part of the cross is neutral to the 
USD risks. Presumably the foreign currency halves of crosses like 
USDJPY or USDCAD or GBPUSD that matter to US trade would be 
driven mostly by factors other than ECB action. Within reason, we 
therefore do not view our Fed call as being overwhelmingly at risk by 
what the ECB may or may not do. We need a much bigger 
movement in the REER than what has been observed to date in 
order to cause more material effects on the current account balance 
of the US economy. What we treat more seriously is domestic 
inflation risks that are the focus of the rest of this paper. 

A Balanced Approach To Inflation Expectations  

Will softer US inflation readings nevertheless knock the Fed off 
course and delay policy rate hikes?  

The key in this regard is to survey a variety of measures of inflation 
expectations. Forget the obsession with volatile near-term inflation 
readings that are bound to continue to follow gas prices lower in the 
short-term. Instead, look to what these metrics for inflation 
expectations are telling us by way of how price pressures are 
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expected to pan out over time. While all of them have their pitfalls, 
on balance they point to reasonably resilient longer-run price 
pressures that support the Fed’s tendency to look through near-
term price readings.  

Ignoring this risks being caught by surprise over the course of the 
next year into 2016 when — as we think — US headline inflation 
will probably begin to spike higher. On headline, this will be partly 
caused by a reset on year-ago base effects that are currently 
comparing gas prices to higher levels in the past but by year-end 
into 2016 will be comparing to currently low levels. On core, there 
is a higher likelihood that lower gasoline prices will free up 
incomes to spend on other things and thus gradually reflate core 
prices over time than the opposite effect of lower gasoline prices 
feeding through core CPI by way of spillover effects on 
transportation and other costs.  

If this is right, then it will cause an abrupt shift in the level and 
shape of the Treasury curve in response to inflation data and an 
FOMC that will focus on lagged effects of monetary policy into a  
6-18 month forward environment. We think this is the approach 
the Federal Reserve’s FOMC will take on January 28th and more 
so at the March FOMC meeting in support of hikes by or around 
mid-year. 

1.  Market-Based Measures Of Inflation Expectations 

Among the possible market-based measures, we sample two of 
them that have fallen significantly, are difficult to read, and do not 
signal deflation risk.  

One is the simple 10 year breakeven rate on Treasury Inflation 
Protected Securities (chart 3). It has fallen sharply from about 
2.28% last July to 1.57% now which is the lowest since 2010. 
This might be taken to mean that markets have backed off 
inflation expectations. A problem, however, is that this measure 
can encapsulate several things and not just what the market 
thinks about true inflation rates over the longer term but also 
liquidity distortions when safehaven flows disproportionately flow 
into nominal Treasuries relative to TIPS as well as inflation risk 
premia. Many would argue that some of the decline is due to truly 
lower inflation expectations but that much of it is driven by these 
other factors such that the decline exaggerates true market 
sentiment toward long-run price pressures. 

Enter an alternate measure – the five year forward inflation swap 
(chart 4). This measure is less susceptible to the non-inflation 
distortions that affect 10 year TIPS breakevens and was 
proposed in a Federal Reserve working paper just going into the 
global crisis (here). It has also fallen fairly sharply from about 
2.5% last summer to 1.75% now. 
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2.  What Forecasters Expect 

Market opinions are useful, but there’s no evidence that markets 
necessarily get it more right than any other way of formulating 
expectations. What do professional forecasters think, subject to 
the same caveat?  The oldest continuous survey of forecasters’ 
expectations is produced semi-annually by the Philadelphia Fed 
(here). The Livingston Survey shows that the median forecast for 
the average inflation rate over the next ten years sits at 2.25% 
(chart 5). That’s below the 2.35% forecast as at last June, but not 
by much. So the consensus of forecasters lies generally in line 
with the Fed’s reasoning more so than what market participants 
believe. 

Samples of forecasters’ opinions are hardly in short supply but 
generally reinforce each other. Another measure is the 
Bloomberg consensus of forecasts for headline CPI and the core 
price deflator for total consumer expenditures (core PCE). Chart 
6 shows that this measure of consensus opinions expects CPI to 
rebound into year-end and next year and that core PCE inflation 
may rise over this period. Chart 7 compares Consensus 
Economics Inc’s consensus call for inflation to Bloomberg’s 
fresher sampling. Scotiabank Economics’ forecasts are similar in 
the broad directions and we are a contributor to several 
consensus samples. Chart 8 looks at a different measure which is 
the quarter-over-quarter annualized rates rather than chart 7 
which looks at year-ago inflation rates.  Each consensus measure 
has its pros and cons in terms of freshness and how inflation is 
measured but they all point upwards after a temporary lull in 
inflation pressures. 

3.  What Consumers Expect 

So economists differ somewhat from markets in pricing inflation 
risk and it remains to be seen who will be right, but what does 
mainstreet think?  Arguably this can be the most important of all 
since signs of significant disinflation or outright deflation risks 
reflected in consumer sentiment could be a more powerful 
influence on broad economic activity than anything that traders 
and economists think.  

We offer two measures starting with the Conference Board’s 1 
year consumer inflation expectations component to their 
consumer confidence measure. Well, this shows that inflation has 
long been parked on the moon at rates well above official 
measures, but the key here is to look at the changes in 
expectations at the margins. It may be unrealistically high and 
consistently so, but it has fallen only marginally since last summer 
and remains within a fairly stable long-run range (chart 9). 

The University of Michigan’s consumer sentiment gauge offers 
two measures of consumer inflation expectation over differing 

 
U.S. MONETARY POLICY 

3.5

4

4.5

5

5.5

6

6.5

7

7.5

8

04 05 06 07 08 09 10 11 12 13 14

Source: Scotiabank Economics, Conference 
Board, Bloomberg.

1yr Consumer Inflation 
Expectations% 

0

0.5

1

1.5

2

2.5

Q1 15 Q2 15 Q3 15 Q4 15 Q1 16 Q2 16

Source: Scotiabank Economics, BlueChip 
Financials

BlueChip SAAR CPI Forecasts
(Dec 22-23rd survey)

Dov Zigler 212.225.6631  
dov.zigler@scotiabank.com                    

Frances Donald 416.862.3080 
frances.donald@scotiabank.com                                                    

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 

Chart 8 

Chart 7 

Chart 9 

http://www.philadelphiafed.org/research-and-data/real-time-center/livingston-survey/


Economics 

Global Views 
  

January 16, 2015 

10 

  

… continued from previous page 

horizons. Note that this measure is more in line with reported 
inflation than the Conference Board’s metric. The one-year forward 
UofM measure has fallen from about 3.25% last summer to 2.4% 
now and remains well above true inflation (chart 10). The UofM’s 5-
10 year measure asks consumers what they think will happen to 
prices over the next 5-10 years and as such loosely lines up with 
the horizon of the 5 year forward inflation swap (above). This 
measure is volatile within a tight range and has budged only 
marginally over time (chart 11). 

In all, forecasters and consumers are signaling less worry about 
inflation downsides than markets, and even the latter source of 
expectations is not terribly worrisome. We’re going through what 
will mostly transpire as a relative price shock to energy prices 
rather than generalized economy-wide de- or dis-inflation. The 
mechanics of evaluating a relative price shock differ markedly from 
a generalized move in economy-wide prices.  

Fed Can’t & Shouldn’t Influence An Energy Price Drop 

Indeed, a supply-side induced decline in energy prices — all else 
equal — usually carries time-limited influences on inflation and is a 
plus for US growth and thus should be expected to put upward 
pressure on growth rates and core inflation measures over time. 
For a central bank like the Federal Reserve to adopt a different 
tactic would essentially have it believing that its actions can 
influence oil and gas prices sustainably over time. We don’t believe 
that they believe this to be true. 
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State Minimum Wage Increases Have Arrived 

 Several states are increasing their minimum wages but the effect on wage data is likely 
to be muted. 

U.S. wage gains have been disappointing.  Average hourly wages 
have trailed other labor market indicators and on the surface, suggest 
ongoing labor market slack. Weekly wages, which are a function of 
both hourly pay and the amount of hours worked, however, have 
accelerated as workers work more hours and thus take home more 
pay (see chart). As we wrote here, we believe there are structural 
pressures on hourly wages, including pent-up wage deflation and the 
shift towards lower-pay sectors and part-time work, that are in part 
responsible for slow growth in the hourly wage.  

Next month, however, there is some possible upside surprise to hourly 
wage data via the increase in many state minimum wages. On January 
1st 2015, 21 states raised their state minimum wages (Alaska will raise 
in February), which makes for 29 states that currently have a state 
minimum wage above the federal min. wage of $7.25/hour. Just how 
much of an effect this will have on aggregate wage data is difficult to 
estimate. For one, while we do know the amount of workers who make 
the federal minimum wage, there is no data to tell us the amount of 
workers who make the state minimum wage which is, in 29 states, higher. Second, increasing the minimum 
wage also tends to indirectly increase the wages of those in slightly higher income brackets as employers 
adjust across the pay scale. Both these factors mean that, with the limited data available, we are more likely to 
underestimate the positive impacts of state min. wage increases than overestimate them. That said, the initial 
figures point to only a marginal effect on aggregate wages: 

 Only half (54%) of employees on payroll currently work on an 
hourly basis and of those, 4.3% earn the federal min. wage or 
less. In other words, only 2.3% of total workers are directly 
exposed to federal min. wage increases.  

 Of the 21 states bumping wages, 9 are in part automatically indexing 
to inflation and 5 more are doing so for the first time. Those increases 
imply a zero effect on real wages. Eight states are increasing wages 
by more than $0.75/hr. Minimum wage workers in these 8 states will 
see monthly wage gains that total $100/month or more (see chart), 
aggressively assuming an avg. work week. However, employees in 
just as many states will earn only an extra $20/month.   

 Based on the assumption that the number of workers making the 
state min wage is equal to those making the federal min wage, only 
2 million workers, or 1.5% of payroll employees, in the U.S. will be 
impacted by state min. wage gains. Of those seeing at least a 
$0.75/hr gain, only 854k or 0.6% of total payroll employees will be 
impacted. This is in part because the largest pay increases are 
occurring in smaller states like Arkansas, South Dakota, Alaska, Rhode Island and Maryland.  

 By far, the most important state wage increase from an aggregate wage perspective is in New York, 
where at least 390k workers will benefit from increases and, aggressively assuming those workers work 
the average work week, will take home an additional $104/month.  

 Since 58% of minimum wage jobs are part-time, we can assume the impact on aggregate wages of a min. 
wage worker is less so than in other income brackets which would contribute more to aggregate hours.   

 

Frances Donald 416.862.3080 
frances.donald@scotiabank.com                    

 
U.S. LABOR MARKET 

Chart 1 

Chart 2 

$0

$20

$40

$60

$80

$100

$120

$140

$160

$180

$200

A
R

S
D

A
K

M
A R
I

N
Y

M
D

N
B

W
V H
I

C
T

V
T

C
O A
Z M
I

M
T

O
R

W
A

O
H N
J

F
L

Source: Scotiabank Economics, National 
Conference of State Legislator

Monthly Wage Gains From Min. 
Wage Changes (34.6hr wk)

1

1.5

2

2.5

3

3.5

M
ar

-1
0

Ju
l-1

0

N
o

v-
1

0

M
ar

-1
1

Ju
l-1

1

N
o

v-
1

1

M
ar

-1
2

Ju
l-1

2

N
o

v-
1

2

M
ar

-1
3

Ju
l-1

3

N
o

v-
1

3

M
ar

-1
4

Ju
l-1

4

N
o

v-
1

4

Source: Scotiabank Economics, Bloomberg

Workers Earning Less But Working 
More

% YoY

Weekly earnings

Hourly 
earnings

http://www.gbm.scotiabank.com/English/bns_econ/globalviews140919.pdf
http://www.dol.gov/whd/minwage/america.htm


Economics 

Global Views 
  

January 16, 2015 

12 

 

  

Swiss National Bank Rocks Markets By Scrapping The Currency Ceiling  

 This move highlights the global consequences of an abrupt exit from interventionist policy. 

The Swiss National Bank (SNB) shocked markets on January 15th by 
abandoning its long-held franc (CHF) minimum exchange rate of CHF1.20 
per euro (EUR). In an effort to reduce strengthening pressure on the 
currency, the SNB also brought its main interest rates further into negative 
territory. This marks the SNB’s second round of monetary easing in just 
over one month, with interest rates on sight deposits now at -0.75% and 
the Libor target range reduced to between -1.25% and -0.25%. 

This decision marks a dramatic turn for the SNB, who reaffirmed its pledge 
to enforce the minimum exchange rate with “the utmost determination” as 
recently as December 18th when it last cut rates. The SNB was likely forced 
to scrap the ceiling due to the rising cost of intervention as safe haven 
flows, due to the Russian crisis and expectations of further monetary 
stimulus by the European Central Bank (ECB), have put sharp appreciating 
pressure on the franc. It also highlights the international spillover of an 
abrupt “exit strategy” from interventionist policy by a major central bank. 

In the brief statement following the announcement, the SNB said that the 
minimum exchange rate was a temporary measure imposed to protect 
the Swiss economy at a time of extreme financial market uncertainty and 
CHF overvaluation. The central bank assesses that these circumstances 
have changed, while the ongoing divergence in monetary policy across 
the advanced world and broad-based USD strength no longer justifies 
maintaining the franc peg against the euro. In an attempt to ensure that 
the policy discontinuation does not lead to unwanted monetary 
tightening, the SNB is prepared to cut benchmark interest rates further 
into negative territory and if necessary, to intervene in the FX market. 

Today’s move comes just a week before the ECB’s next monetary policy 
meeting on January 22nd, when policymakers are expected to launch a 
full blown quantitative easing (QE) program — which will undoubtedly 
bolster demand for safe haven assets and further depress the EUR 
value. In our view, the SNB must believe that QE by the ECB is imminent 
or that further geopolitical risk/the Russian economic crisis will continue 
to fuel massive capital inflows that will make it increasingly difficult for the 
bank to defend the currency ceiling. Indeed, the cost of the SNB’s FX 
interventions since introducing the CHF1.20 target in September 2011 
has weighed heavily on the bank. Swiss foreign exchange reserves have 
nearly doubled and risen to 80% of GDP over this period. Ultimately, with 
the global economic outlook facing event risk associated with monetary 
policy, geopolitical and commodity price dynamics this year, it’s likely 
better that the SNB acts now than in 6-12 months when an accidental 
break of the floor could seriously harm the bank’s credibility.  

Nevertheless, the sharp appreciation in the CHF vis-à-vis the EUR and the USD will likely drag on 
Switzerland's already modest economic growth. The rising relative cost of Swiss products and services will 
bear particularly adverse implications on exports and tourism. However, further declines in price pressures 
should provide a modest boost to consumer spending, while cheaper imports tend to be positive for business 
investment. Today’s policy change will prompt us to revise our forecasts for Swiss real GDP growth, inflation 
and interest rates lower in 2015 and 2016, while strengthening our forecast profile for the Swiss franc. 
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Easing Inflationary Pressures In India Trigger Monetary Easing 

 Low global energy prices and the resultant slowing of inflation provide headroom for a 
shift in the monetary policy stance. 

The Reserve Bank of India (RBI) reduced the policy repo rate by 25 
basis points (bps) to 7.75% following an unscheduled monetary policy 
meeting on January 15th. India has entered a gradual monetary easing  
phase, enabled primarily by low global energy prices and the resultant 
slowing of inflation, combined with subdued — yet recovering — 
domestic demand conditions. A more accommodative monetary policy 
stance will be supportive of the government’s reform efforts to revive 
economic growth and achieve fiscal sustainability.  

The reduction of the benchmark interest rate directly follows the 
release of December inflation data. The consumer price index 
increased by 5.0% y/y in December, significantly below the RBI’s 
inflation target of less than 8.0% for January 2015. While food inflation 
dynamics have been favourable, the largest disinflationary impact 
comes from lower oil prices as energy accounts for 14% of India’s 
consumer price index. Supporting the government’s structural reform 
drive and to increase policy credibility, inflation containment took 
monetary policy priority under the leadership of RBI Governor 
Raghuram Rajan, who took office in September 2013. The policy repo 
rate was raised by 75 bps to 8.0% between September 2013 and 
January 2014 in order to set the economy firmly on a disinflationary 
path. Now, these policy actions have started to bear fruit with inflation 
easing to half of what it was at the beginning of Governor Rajan’s 
tenure and longer-term inflation expectations dropping to single digits 
for the first time since September 2009.  

Following the monetary policy decision, Governor Rajan indicated that 
subsequent monetary policy easing actions will be taken in the coming 
months as long as data confirm continuing disinflationary 
developments. He assessed that annual inflation will likely be below 
the 6% target for January 2016. Mr. Rajan also highlighted that critical 
to further monetary easing is the government’s commitment to fiscal 
consolidation and structural reforms. We assess that more 
accommodative monetary conditions will support policymakers’ efforts to 
place India back onto a fast-growth trajectory in a sustainable manner.  

Real GDP expansion has recently been muted due to low infrastructure and corporate investment. Pre-election 
policy uncertainties, high financing costs, and a difficult business environment that reflects heavy bureaucracy and 
weak infrastructure — particularly in terms of transport, energy, and information technology — have been the main 
reasons for weak activity. India’s economic prospects are improving as the government of Prime Minister 
Narendra Modi displays commitment to structural reform implementation. Monetary stimulus, a favourable inflation 
outlook, and the government’s reform agenda should translate into an improved business environment and higher 
economic growth potential. Indeed, lower interest rates combined with a period of relative political stability, 
increasing infrastructure outlays, and authorities’ efforts to clear structural bottlenecks delaying large industrial 
projects will likely boost investment and lead to faster real GDP growth. The first signs of accelerating momentum 
are emerging with an improvement in confidence indicators and a pick-up in the performance of core industries 
and exports. We expect output growth to accelerate from an estimated 5.4% in 2014 to 5.8% this year and to 
6.2% in 2016. Over a longer time horizon further progress can be expected: the International Monetary Fund 
estimates that India’s real GDP growth will outpace that of China by 2018. 
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Investor State Dispute Settlement (ISDS) Benefits Both Investors And States 

 Concerns with ISDS are being addressed. 

Canada and the EU are currently among the most active negotiators of “second generation” trade agreements 
that include inter alia provisions for Investor State Dispute Settlement (ISDS), conducted through independent 
tribunals. Negotiated investor rights are not new, but have traditionally taken the form of bilateral investment 
treaties (BITs), of which Canada’s 30 represent a relatively modest share of the global 2,900. Canada’s 
current mega-regional trade negotiations involve some 60 countries, twice its existing BITs, while, on a global 
scale, investor protection provisions in mega-regional trade pacts are similarly expanding.   

In line with this “up-scaling” of the global investment environment, the number of instances where investors 
sue governments pursuant to ISDS provisions over alleged breaches of their rights is ballooning. From a few 
isolated cases in the late 1980s and early 1990s, by 2013, a total of 98 states have been respondents to a 
cumulative total of 568 cases (including 51 NAFTA cases). 

Popular concern that ISDS is the tool of multi-nationals to undercut food safety standards, public health, 
labour and environmental protections in the name of profit was amplified when the EU launched a public 
consultation in March 2014. Increased German concern over ISDS during the summer revealed complex 
procedural and substantive issues, though German officials 
have subsequently indicated that the differences have been 
resolved. 

A review of known ISDS cases suggests that the outcomes are 
reasonably balanced and benefit both investors and states: 

 Investors don’t shape public policy: Based on 274 settled 
ISDS cases, governments prevail more often than 
investors and, in instances where investors win, they are 
compensated for losses but do not reverse public policy. 

 ISDS may be pro-environment: In 2013, close to a quarter 
of the new ISDS cases involved claims by investors in 
green energy who allege government policies rendered 
their investment non-viable.   

 Greater north-south balance: In 2013, 50% of ISDS cases 
named developed sovereigns as respondents — up 
significantly from the historic record of developed investors 
suing predominantly developing states.  

Concerns with ISDS expressed during the summer of 2014 are 
being addressed with specific reforms that should ensure ISDS: 
1) is fully compatible with sustainable development; 2) 
recognizes that investment attraction cannot be achieved 
through the relaxation of health, safety and labour laws; and 3) 
reconciles high standards of investor protection with the right of 
governments to regulate in the public interest.   

These reforms are fully compatible with the core objectives of 
ISDS to protect investors from expropriation, discrimination, 
and from unfair and inequitable treatment. These changes 
should strengthen the global investment environment, 
supporting efficient capital allocation and economic growth. 
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European Central Bank’s QE Options 

 Innovation” might be the best word to describe next week’s ECB meeting as: 

 First, the addition of the 19th euro-area member state, Lithuania, has triggered a start to the 
rotational voting system  

 Second, the ECB will start publishing council minutes of each meeting with a four week lag 

 And third, there is a high probability that the ECB will announce that it will embark on a full-scale 
quantitative easing (QE) program, which will likely include sovereign bonds 

 Given ECB president Mario Draghi’s sharp push for QE since Christmas, the European Court of Justice’s 
favourable ruling on the legality of ECB OMT/QE and the fact the euro inflation has moved into negative 
territory, policymakers must announce a QE programme next week or face the risk of a strong backlash in 
financial markets (refuelling doubts about the willingness of the ECB to act). The latter would undoubtedly 
prompt an appreciation in the euro and make it increasingly difficult for the ECB to achieve its price stability 
mandate.  

 In view of recent comments from various ECB officials, of the 21 voting members, roughly 13 are expected to 
vote in favour of QE, while four members, led by Germany’s Lautenschlâger & Weidman, will be against it 
and four (such as permanent ECB member Mersch) are deemed as being neutral. So, at this stage the 
balance of power is on the dovish side.  

 However, we do not exclude the possibility that, while the principal of QE could be announced, the ECB may 
choose to delay releasing details or launching the programme, particularly sovereign bond purchases in light 
of the looming snap election in Greece, until February or at its next meeting in March. What could these 
details be? 

QE size?  

 Comments from various ECB members in favour of QE point to the programme having a targeted size, so an 
option of unlimited purchase is unlikely. Consensus expectations suggest a buying programme of at least 
€500bn. However, it remains to be seen over what time horizon, possibly 1 or 2 years. The ECB has already 
made it clear that it wants to increase its balance sheet by €1 trillion in the coming year or two. In this 
regards, a €500bn program could likely prove to be the minimum size. Indeed, covered bond purchasing, 
totalling just €31bn since October, might reach around €120bn, while ABS purchases, at meagre €2bn since 
November, are still well below the consensus targeted of roughly €200/250bn. The first two allotments of the 
ECB’s TLTRO have also proven disappointing, although it still has time to garner a greater impact.  

QE composition?  

 Sovereign bond purchases will be the core of the program since being the most liquid asset (€6.6 trillion in 
circulation). However, we cannot exclude the possibility of corporate bond purchases (€1.4 trillion in 
circulation).  

What action?  

 Three potential actions have been mentioned in recent weeks: 

 Option 1, the ECB will buy government bonds according to the national capital key (calculated 
according to the size — Population & GDP of a member state in relation to the European Union as a 
whole, for example Germany will account for 25%, France 20% and so on...); 
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 Option 2,  the ECB will only buy AAA or high rated bonds, with the hope that investors will spend the 
proceeds on more risky assets; 

 Option 3, national central banks buy their own country’s bonds according to the capital key; 

 In our view, in terms of market impact, the simpler the programme the better, so option 1 is the most 
preferred. However, buying low rated bonds could face opposition from some members of the board (not only 
Germany) as it would imply that the ECB is taking on too much balance sheet risk. To avoid this, option 3 
could be a substitutable choice as, in theory, it would pass on the risk to national central banks. However, this 
would not send a good signal to markets regarding how committed the ECB is to the whole region and would 
likely drive up spreads between government bonds in the core and periphery. Furthermore, in the event of a 
sovereign default by the government in the country of the national central banks, the risks might fall back 
onto the ECB. Finally, option 2 looks, in our option, the least likely as it would leave financial institutions 
buying lower rated bonds (with likely a national bias, i.e. Italian institutions buying Italian bonds). This would 
also be contrary to the ECB’s goal of reducing the sensitivity of the banking sector to national debt and would 
be a harsh message to send from a political perspective, given that governments have made tremendous 
efforts to implement austerity measures to stay in the euro zone.  

What maturities?  

 While the ECB could choose to buy all maturities, there is also the possibility that it could focus on bonds 
offering only positive yields (for example, excluding German bonds up to the 7Y). Indeed, buying negative 
yielding assets could be seen as supporting state financing. For bonds with positive yields, it could be argued 
that offering liquidity is made through a premium (something which could be acceptable under the Treaty).  
Also, given the willingness of the ECB to avoid significantly impacting market pricing, policymakers could 
choose to target the most liquid assets, such as 10-year bonds.  

What bonds?  

 If the ECB wants to maximise its credibility in reflating the economy, it should buy both nominal and Linkers 
bonds. Buying only nominal bonds would have the adverse effect of mechanically depressing breakevens 
(inflation expectations). The Linker market is of course less liquid than the former, which will require the ECB 
to fine tune its actions in this market in order to avoid highly distorting market pricing.  
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Latin America Week Ahead: For The Week Of January 19 - 23 

Next Monday looks set to start fairly quietly due to a US bank holiday, while the US data pipeline is relatively 
shallow for the week as a whole, although we are getting the Markit manufacturing PMI as well as housing 
market indicators. However, there are a number of events taking place globally that should be tracked. On 
Wednesday through Saturday, global policymakers and business leaders are scheduled to meet at the World 
Economic Forum in Davos, where we could get updated views from key policymakers. Also in Europe, we 
have the ECB’s meeting, where many market players expect the EU to potentially dig deeper into non-
conventional monetary policy.  In addition, a heavy pipeline of Chinese data is scheduled, including fixed 
asset investment & retail sales, industrial production and Q4 GDP. 

Regarding LATAM’s recent performance (markets & economics), we think the region is undergoing two 
simultaneous shocks, which we see as at least partly tied to each other. A deterioration in the region’s terms 
of trade, and fears of a capital flows reversal as the Fed looks set to start hiking rates (which our Economics 
Team expects to kick off in 2015 Q2):  

 Terms of trade across the region (except for Mexico) have deteriorated markedly since their peak in 2011-
2012, and although the 2014 estimates in the chart below are only very rough proxies (the rest of the 
series is World Bank data), our sense is that 2014 continued to see a deterioration in the region’s terms of 
trade. 

 The chart on the right seems to support that view, showing how exports are performing relative to the 
imports of their main trading partners. If a country lies to the right of the red line, it is gaining market share 
in its major trading markets. As we can see, the only country in the study that is currently gaining market 
share in its main trading partners is Mexico. 

 This suggests that outside of MXN, LATAM FX should get little help from trade. 

On the capital flows side, there are some concerns over a potential reversal of Emerging Market capital flows 
as we approach the expected kick-off of the Fed’s tightening cycle.  Although we expect this Fed tightening 
cycle to be better absorbed than most of the previous ones by the investment grade LATAM economies, given 
generally modest debt levels and adequate FX reserves (the 2004-2005 was digested well by LATAM), we do 
believe we could see some outflows, as well as continued FX pressures. The two charts below show how 
much each of the LATAM economies rely on foreign capital to fund public debt, as well as what the IMF 
estimates to be the impact of the Fed’s tightening on domestic debt markets in some Emerging Markets.  
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Terms of trade shock reversals have hit LATAM commodity 
exporters hard, in a combination of supply / demand dynam-
ics, a stronger USD, and global growth concerns... 

...which is leading to a deterioration of country trade pro-
spects (countries to the left of the red line are losing major 
market export share) 
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Week-ahead views: 

Brazil: The market is split over whether the BCB will deliver a +25bps hike or continue at with its +50bps pace 
in next week’s COPOM meeting. The Bloomberg survey has about a 3:1 ratio between those expecting a 
+50bps move, and those looking for more modest tightening at a 25bps pace. Our sense is that the data (and 
expected data) favour a continuation of the +50bps moves, while the latest BCB minutes would have 
suggested a moderation in the tightening pace. DI rates are now fully pricing a +50bps move, and accordingly 
we believe the risk reward favours anticipating +25bps, even though we believe a +50bps is more likely. 
Another factor that could support a potential slowdown in the tightening pace is that pressure on BRL seems 
to have moderated recently, which could help support a more gradual tightening going forward. Outside of the 
COPOM meeting, we are also scheduled to get IBGE IPCA-15 inflation, as well as FDI & current account 
data. 

Chile: Last night’s BCCh statement came out much more neutral than we anticipated. The central bank 
highlighted continued vigilance on the inflation front (as unemployment remains low and nominal wage gains 
robust, even as core inflation remains stable), while on the other hand the central bank pointed towards 
growth remaining weak, albeit in line with what was outlined in the previous Monetary Policy Report. Overall, 
the tone was neutral in our view, which contradicted the dovish shift we anticipated given continued economic 
weakness and improving inflation dynamics. We were also surprised by the scant reference to the exchange 
rate. 

Mexico: FinMin Videgaray suggested that although most “round 1 areas” are still profitable under current 
prices, the auctioning of “tight oil areas” could be delayed. The blocks for which data has been made available 
are estimated to have a “breakeven price” of US$20/bl, but they are only a fraction of the initially proposed 
round 1 auction (which would amount to a total of 3.8bn bl of 2P reserves, and 14.6bn bl of prospective 
resources). Our sense is that part of the problem facing the “round 1”may be more restricted resources among 
oil players following the surprise we got in global oil prices in the second half of 2014. What we have heard 
from oil players is mixed. Many believe that interest would still be strong under current prices given how 
attractive the planned offering is, but most also don’t deny that the amount of money available for bidding on 
the fields would probably be affected by the oil price slump.  
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Within LATAM, Chile relies the least in foreign funding for its 
general government debt, while Peru and Mexico rely the most 
heavily 

IMF estimates predict a wide range of impacts of the Fed’s  
tightening cycle on interest rates in LATAM, with Chile and  
Mexico seen as less vulnerable than Brazil and Colombia 
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Regardless of whether fewer oil fields are offered, or the prices at which the areas are sold are lowered, the 
amount of money the government receives should be tracked from a public finance perspective, as the funds 
accumulated in the new Sovereign Wealth Fund are likely to be the major cushion for public finances from 
2016 onwards, as the traditional oil hedges have become more complicated to implement. A positive news 
item on this front was delivered by Deputy FinMin Aportela yesterday, who said preliminary guidance for the 
2016 budget would be released in March. Combined with the first report on the Sovereign Wealth Fund 
(January 31), we should have interesting information to think about for the 2016 public finance outlook. 

On a separate note, Mexico published the new guidelines for the bidding on the Mexico City-Queretaro high 
speed train project, which is planned as one of the current administration’s major infrastructure projects (its 
operations are expected to start in 2018). We believe the bidding process should be tracked to see whether 
interest from international bidders was dented in the last bidding process, as well as for the general reaction 
among voters regarding the transparency of the project’s auction. The government signaled it would adhere to 
the OECD’s standards for the project’s bidding, which if successful, could help restore confidence — which 
was dented over the course of Q3-Q4’s scandals. 

Peru: Last night the BCRP surprised all 18 economists surveyed by Bloomberg, and cut the reference rate 
25bps (to 3.25%). One of the reasons behind the cut could have been the surprisingly weak growth print we 
got for November, which showed the economy has basically flat-lined, expanding at a +0.3% y/y pace, while 
consensus looked for a +2.0% y/y expansion (down from +2.4% y/y in October). In addition, unemployment is 
rising, printing at 5.6% in December, while consensus looked for it to remain flat at 5.4%. Governor Vergara 
had previously signaled that additional easing could be in the cards, but the weakening trend in PEN was 
expected to keep the central bank on hold for the time being. Next week we are scheduled to get the BCRP’s 
Quarterly Inflation Report, where Vergara flagged we should get updated growth forecasts. As we have 
argued in the past, we think both official estimates and market consensus growth forecasts for the three 
Andean Pacific Alliance members remain too optimistic, and our sense is that potential GDP growth estimates 
must also be revised downwards.  
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Key Data Preview  

CANADA 

We’re anticipating that Canadian CPI will fall quite precipitously 
in terms of headline inflation in December while core CPI 
remains quite robust in year-on-year terms while suffering 
typical seasonal declines on the month. December normally 
brings declines in recreation, education and reading prices as 
well as in clothing prices, and those two factors will contribute 
to a -0.3% m/m drop in core CPI. The bigger factor, however, 
will be the 10% m/m decline in gasoline prices on the month as 
registered by Bloomberg’s Canadian average pump price 
metric (see chart), which should weigh on headline inflation and 
drop it to a very low -0.6% m/m — or beyond. The net should 
leave headline inflation at 1.6% y/y while core creeps higher to 
2.2% y/y.  

We’re fairly unenthusiastic about Canadian manufacturing 
sales for November, forecasting a -0.2% m/m print as a variety 
of leading indicators were on the soft side. Most of all, the 
international trade data on the month were a mess, with 
finished metals exports falling by 8.3% m/m, industrial 
machinery exports falling by 3.5% m/m, electronic equipment 
and electrical parts falling by 2.9% m/m, consumer goods 
output falling by 3.5% m/m… Autos were a relative strong point 
at a mere -0.1% m/m. Between the bad trade data and a 
drop  in new orders of 1.9% m/m in October (see chart), our 
models aren’t pointing to many sources of encouragement — 
except for the fact that October was soft so November may 
regress somewhat towards its mean path of growth. In sum, 
there isn’t much to get excited about here. 

Retail sales for November are a modestly stronger point, with 
hopes that solid vehicle sales on the month and pent up 
demand after a soft October may mitigate softness in gasoline 
prices and result in an ok number. We’re anticipating overall 
growth of 0.1% m/m. 

UNITED STATES 

Housing data will be the key release in the U.S. next week. 
We’re looking for housing starts to level off and come in near 
1m annualized, not too far away from 1.028m SAAR in 
November on a mix of sustained momentum in permit issuance 
(the plus) and regression to the mean after a jump in November 
(the minus). We think that existing home sales should climb to 
an annualized 5m on an uptick in pending home sales on the 
month, and we are generally constructive on home sales which 
we expect to strengthen more into 2015 on the uptick in 
mortgage purchase applications in line with accommodative 
home financing terms (see chart).  
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EUROPE 

The European Central Bank (ECB) governing council will meet 
and announce its monetary policy decision on Thursday, 
January 22nd. This is a very important meeting, with market 
participants highly anticipating that the ECB will announce plans 
to embark on a full-scale quantitative easing (QE) program. 
Indeed, several factors have bolstered the likelihood of QE in 
recent months, including top ECB officials’ shift in tone 
supporting QE since December, deflationary pressures, and the 
European Court of Justice’s favourable ruling on the legality of 
Outright Monetary Transactions (OMT)/QE.  

As a result, if European monetary policymakers don’t announce 
plans to launch QE, the ECB will undoubtedly face significant 
financial market backlash, which would prompt an appreciation 
in the euro. This would push the ECB’s price stability mandate 
of close to, but just below, 2% inflation even further out of 
reach. However, the ECB’s next meeting comes just days 
before the Greek parliamentary election on January 25th — with 
opinion polls suggesting that the Syriza party, who might renege 
on troika bailout terms and cancel a portion of national debt, will 
likely win. This could cause the ECB to delay the release of 
specific details or delay initiating the program until possibly 
February or its subsequent meeting on March 5th.  

LATIN AMERICA 

Brazilian current account data for December will be released on 
January 23rd. We expect that the deficit widened further in 
December to around US$10 billion, up from November’s deficit 
of US$9.3 billion and the widest gap since January 2014. 
Exports have suffered due to a generally weak commodity price 
environment and slowing growth in Argentina and China (both 
major export markets). A weaker real may help boost exports 
through 2015.  

ASIA 

China will release fourth quarter GDP data on January 19th 
(EST). We estimate that real GDP growth slowed to 7.2% y/y 
from the 7.3% pace recorded in the July-September period. In 
2014 as a whole, output likely expanded by 7.4%, decelerating 
from 7.7% in the prior two years. The growth slowdown reflects 
China’s ongoing transition to a new stage of economic 
development that relies increasingly on productivity 
improvements rather than factor inputs such as fixed capital 
formation. Lower international energy prices, rising incomes, 
and robust job creation will underpin household spending, while 
the external sector is gradually reducing its contribution to 
growth. The ongoing investment slowdown will be the key factor 
taking China’s real GDP growth rate to 7.0% in 2015 as a whole 
and further to 6.5% in 2016. 
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Key Indicators for the week of January 19 – 23 

Forecasts at time of publication. 
Source: Bloomberg, Scotiabank Economics. 

North America 

Europe 

A3 

Country Date Time Indicator Period BNS Consensus Latest
CA 01/19 08:30 International Securities Transactions (C$ bn) Nov -- -- 9.5

CA 01/20 08:30 Manufacturing Shipments (m/m) Nov -0.2 -0.5 -0.6
US 01/20 10:00 NAHB Housing Market Index Jan -- 58.0 57.0

US 01/21 07:00 MBA Mortgage Applications (w/w) JAN 16 -- -- 49.1
CA 01/21 08:30 Wholesale Trade (m/m) Nov 0.2 0.0 0.1
US 01/21 08:30 Building Permits (000s a.r.) Dec -- 1060.0 1052.0
US 01/21 08:30 Housing Starts (000s a.r.) Dec 1000.0 1041.0 1028.0
US 01/21 08:30 Housing Starts (m/m) Dec -- 1.3 -1.6
CA 01/21 10:00 BoC Interest Rate Announcement (%) Jan 21 1.00 1.00 1.00

US 01/22 08:30 Initial Jobless Claims (000s) JAN 17 295 300 316
US 01/22 08:30 Continuing Claims (000s) JAN 10 2400 2400 2424
MX 01/22 09:00 Bi-Weekly Core CPI (% change) Jan 15 -- 0.2 0.1
MX 01/22 09:00 Bi-Weekly CPI (% change) Jan 15 -- 0.2 0.1

CA 01/23 08:30 Core X8 CPI (m/m) Dec -0.3 -0.4 -0.2
CA 01/23 08:30 Core X8 CPI (y/y) Dec 2.2 2.2 2.1
CA 01/23 08:30 CPI, All items (m/m) Dec -0.6 -0.6 -0.4
CA 01/23 08:30 CPI, All items (y/y) Dec 1.6 1.6 2.0
CA 01/23 08:30 CPI, All items (index) Dec -- 124.6 125.4
CA 01/23 08:30 CPI SA, All items (m/m) Dec -- -0.3 -0.2
CA 01/23 08:30 Core CPI SA, All items (m/m) Dec -- 0.2 0.0
CA 01/23 08:30 Retail Sales (m/m) Nov 0.1 -0.2 0.0
CA 01/23 08:30 Retail Sales ex. Autos (m/m) Nov 0.5 0.1 0.2
US 01/23 10:00 Existing Home Sales (mn a.r.) Dec 5.0 5.1 4.9
US 01/23 10:00 Existing Home Sales (m/m) Dec -- 2.9 -6.1
US 01/23 10:00 Leading Indicators (m/m) Dec -- 0.4 0.6

Country Date Time Indicator Period BNS Consensus Latest
EC 01/19 04:00 Current Account (€ bn) Nov -- -- 20.5

GE 01/20 02:00 Producer Prices (m/m) Dec -- -0.4 0.0
EC 01/20 05:00 ZEW Survey (Economic Sentiment) Jan -- -- 31.8
GE 01/20 05:00 ZEW Survey (Current Situation) Jan -- 13.0 10.0
GE 01/20 05:00 ZEW Survey (Economic Sentiment) Jan 34.0 40.0 34.9
TU 01/20 07:00 Benchmark Repo Rate (%) Jan 20 8.25 8.25 8.25

UK 01/21 04:30 Average Weekly Earnings (3-month, y/y) Nov -- 1.7 1.4
UK 01/21 04:30 Employment Change (3M/3M, 000s) Nov -- 74.0 115.0
UK 01/21 04:30 Jobless Claims Change (000s) Dec -- -25.0 -26.9
UK 01/21 04:30 ILO Unemployment Rate (%) Nov -- 5.9 6.0

SP 01/22 03:00 Unemployment Rate (%) 4Q -- 23.5 23.7
UK 01/22 04:30 PSNB ex. Interventions (£ bn) Dec -- 9.7 14.1
UK 01/22 04:30 Public Finances (PSNCR) (£ bn) Dec -- -- 6.7
UK 01/22 04:30 Public Sector Net Borrowing (£ bn) Dec -- 9.0 13.4
EC 01/22 07:45 ECB Announces Interest Rates (%) Jan 22 0.05 0.05 0.05
EC 01/22 10:00 Consumer Confidence Jan A -10.0 -10.5 -10.9

FR 01/23 03:00 Manufacturing PMI Jan P -- 48.0 47.5
FR 01/23 03:00 Services PMI Jan P -- 50.9 50.6
GE 01/23 03:30 Manufacturing PMI Jan P -- 51.7 51.2
GE 01/23 03:30 Services PMI Jan P -- 52.5 52.1
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Key Indicators for the week of January 19 – 23 

Forecasts at time of publication. 
Source: Bloomberg, Scotiabank Economics. 

A4 

Asia Pacific 

Europe (continued from previous page) 

Country Date Time Indicator Period BNS Consensus Latest
EC 01/23 04:00 Composite PMI Jan P 51.9 51.7 51.4
EC 01/23 04:00 Manufacturing PMI Jan P 51.2 51.0 50.6
EC 01/23 04:00 Services PMI Jan P 52.0 52.0 51.6
UK 01/23 04:30 Retail Sales ex. Auto Fuel (m/m) Dec -- -0.7 1.7
UK 01/23 04:30 Retail Sales with Auto Fuel (m/m) Dec -- -0.6 1.6

Country Date Time Indicator Period BNS Consensus Latest
SK 01/18 16:00 PPI (y/y) Dec -- -- -0.9
AU 01/18 19:30 New Motor Vehicle Sales (m/m) Dec -- -- -0.6
JN 01/18 23:30 Capacity Utilization (m/m) Nov -- -- 0.7
JN 01/18 23:30 Industrial Production (y/y) Nov F -3.8 -- -3.8
HK JAN 18-19 Composite Interest Rate (%) Dec 0.38 -- 0.38

JN 01/19 00:00 Consumer Confidence Dec -- 38.5 37.7
JN 01/19 00:30 Nationwide Department Store Sales (y/y) Dec -- -- -1.0
HK 01/19 03:30 Unemployment Rate (%) Dec 3.3 3.3 3.3
CH 01/19 21:00 Fixed Asset Investment YTD (y/y) Dec -- 15.7 15.8
CH 01/19 21:00 Industrial Production (y/y) Dec -- 7.4 7.2
CH 01/19 21:00 Real GDP (y/y) 4Q 7.2 7.2 7.3
CH 01/19 21:00 Retail Sales (y/y) Dec -- 11.7 11.7

TA 01/20 03:00 Export Orders (y/y) Dec -- 1.8 6.0
NZ 01/20 16:45 Consumer Prices (y/y) 4Q -- 0.90 1.00
MA 01/20 23:00 CPI (y/y) Dec 2.9 2.9 3.0
JN 01/20 23:30 All Industry Activity Index (m/m) Nov -- 0.0 -0.1

JN 01/21 00:00 Coincident Index CI Nov F 108.9 -- 108.9
JN 01/21 00:00 Leading Index CI Nov F 103.8 -- 103.8
JN 01/21 00:00 Supermarket Sales (y/y) Dec -- -- -0.7
NZ 01/21 16:30 Business NZ PMI Dec -- -- 55.2
AU 01/21 19:00 HIA New Home Sales (m/m) Nov -- -- 3.0
NZ 01/21 19:00 ANZ Consumer Confidence Index Jan -- -- 126.5
TA 01/21 19:30 Unemployment Rate (%) Dec 3.9 3.9 3.9

HK 01/22 03:30 CPI (y/y) Dec 4.4 4.6 5.1
SK 01/22 18:00 GDP (y/y) 4Q P 3.1 2.8 3.2
JN 01/22 20:35 Markit/JMMA Manufacturing PMI Jan P -- -- 52.0
CH 01/22 20:45 HSBC Flash China Manufacturing PMI Jan P -- 49.5 49.6

SI 01/23 00:00 CPI (y/y) Dec -0.4 -0.1 -0.3
TA 01/23 03:00 Commercial Sales (y/y) Dec -- 1.1 0.7
TA 01/23 03:00 Industrial Production (y/y) Dec -- 4.5 6.9

Latin America 

Country Date Time Indicator Period BNS Consensus Latest
BZ 01/21 SELIC Target Rate (%) Jan 21 12.25 12.25 11.75

BZ 01/23 07:30 Current Account (US$ mn) Dec -10000 -9500.0 -9332.6
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Global Auctions for the week of January 19 – 23 

North America 

Europe 

Source: Bloomberg, Scotiabank Economics. 

A5 

Asia Pacific 

Country Date Time Event
US 01/20 11:30 U.S. to Sell 3-Month Bills
US 01/20 11:30 U.S. to Sell 6-Month Bills

US 01/21 11:30 U.S. to Sell 4-Week Bills

US 01/22 13:00 U.S. to Sell USD 15-bln 10-Year TIPS

Country Date Time Event
BE 01/19 05:00 Belgium Cancels Bonds Auction
NE 01/19 06:00 Netherlands to Sell Bills
FR 01/19 08:50 France to Sell Bills

SP 01/20 04:30 Spain to Sell 6-Month and 12-Month Bills
MB 01/20 05:00 Malta to Sell Bills
EC 01/20 05:10 ECB Main Refinancing Operation Result
SZ 01/20 05:15 Switzerland to Sell 91-Day Bills
UK 01/20 05:30 U.K. to Sell 2% 2020 Bonds

DE 01/21 04:30 Denmark to Sell Bonds
NO 01/21 05:00 Norway to Sell Bonds
PO 01/21 05:00 Portugal to Sell Bills
SW 01/21 05:03 Sweden to Sell Bills
GE 01/21 05:30 Germany to Sell EUR5 Bln 2020 Bonds

FR 01/22 04:50 France to Sell Bills
SW 01/22 05:03 Sweden to Sell I/L Bonds
FR 01/22 05:50 France to Sell Bills

UK 01/23 06:00 U.K. to Sell 1-Month Bills
UK 01/23 06:00 U.K. to Sell 3-Month Bills
UK 01/23 06:00 U.K. to Sell 6-Month Bills

Country Date Time Event
JN 01/19 22:45 Japan to Sell 5-Year Bonds

CH 01/20 22:00 China to Sell 7-Year Bonds

AU 01/21 18:30 Australia Plans to Sell Bills
JN 01/21 22:35 Japan to Sell 3-Month Bill
JN 01/21 22:45 Japan to Sell 20-Year Bonds
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Events for the week of January 19 – 23 

Europe 

Source: Bloomberg, Scotiabank Economics. 

A6 

Latin America 

Asia Pacific 

North America 

Country Date Time Event
SZ 01/19 03:00 SNB Sight Deposits
EC 01/19 03:30 EU Foreign Ministers Hold Meeting in Brussels
GE 01/19 07:15 Merkel, Ghana's Dramani Mahama Brief Reporters in Berlin

EC 01/20 04:00 ECB Survey of Professional Forecasters
TU 01/20 07:00 Benchmark Repurchase Rate
SW 01/20 07:00 Swedish PM No Confidence Vote
UK 01/20 08:45 BOE's Cunliffe Speaks in London
EC 01/20 EU General Affairs Ministers Hold Meeting in Brussels

AS 01/21 03:30 CEE Central Bank Governors Speak at Euromoney CEE in Vienna
UK 01/21 04:30 Bank of England Minutes
SZ JAN 21-24 World Economic Forum Annual Meeting in Davos

EC 01/22 04:00 BOE's Miles Speaks in Edinburgh
EC 01/22 04:25 BOE's Fisher Speaks in London
EC 01/22 07:45 ECB Main Refinancing Rate
EC 01/22 07:45 ECB Deposit Facility Rate
EC 01/22 07:45 ECB Marginal Lending Facility
GE 01/22 08:15 Merkel Delivers Remarks at World Economic Forum in Davos

PO 01/23 Portugal Releases Year-to-Date Budget Report
PO 01/23 06:40 BOE's Gracie Speaks in London

Country Date Time Event
HK JAN 18-19 Composite Interest Rate

JN JAN 20-21 BOJ Annual Rise in Monetary Base
JN JAN 20-21 Bank of Japan Monetary Policy Statement

NZ 01/22 16:00 N.Z. Government 5-Month Financial Statements
JN 01/22 20:00 BOJ Deputy Governor Iw ata Speech

Country Date Time Event
BZ 01/21 Selic Rate

Country Date Time Event
US 01/17 08:50 Fed's Lockhart Speaks on Financial Literacy in Atlanta

US 01/20 21:00 State of the Union Address
US 01/20 10:00 Strategic Necessity of Iran Sanctions - Hearing
US 01/20 10:00 Fed's Powell Speaks on Libor in Washington
CA 01/20 12:00 Kathleen Wynne Speaks at Canada 2020

CA 01/21 10:00 Bank of Canada Rate Decision
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Global Central Bank Watch 

NORTH AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Bank of Canada – Overnight Target Rate 1.00 January 21, 2015 1.00 1.00

Federal Reserve – Federal Funds Target Rate 0.25 January 28, 2015 0.25 0.25

Banco de México – Overnight Rate 3.00 January 29, 2015 3.00 --

EUROPE
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
European Central Bank – Refinancing Rate 0.05 January 22, 2015 0.05 0.05

Bank of England – Bank Rate 0.50 February 5, 2015 0.50 0.50

Swiss National Bank – Libor Target Rate -0.75 March 19, 2015 -0.75 --

Central Bank of Russia – One-Week Auction Rate 17.00 January 30, 2015 17.00 17.00

Hungarian National Bank – Base Rate 2.10 January 27, 2015 2.10 2.10

Central Bank of the Republic of Turkey – 1 Wk Repo Rate 8.25 January 20, 2015 8.25 8.25

Sweden Riksbank – Repo Rate 0.00 February 12, 2015 0.00 --

Norges Bank – Deposit Rate 1.25 March 19, 2015 1.25 --

ASIA PACIFIC
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Reserve Bank of Australia – Cash Target Rate 2.50 February 2, 2015 2.50 2.50

Reserve Bank of New Zealand – Cash Rate 3.50 January 28, 2015 3.50 3.50

People's Bank of China – Lending Rate 5.60 TBA -- --

Reserve Bank of India – Repo Rate 7.75 February 3, 2015 8.00 --

Bank of Korea – Bank Rate 2.00 February 17, 2015 2.00 --

Bank of Thailand – Repo Rate 2.00 January 28, 2015 2.00 2.00

Bank Indonesia – Reference Interest Rate 7.75 February 17, 2015 7.75 --

LATIN AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Banco Central do Brasil – Selic Rate 11.75 January 21, 2015 12.25 12.25

Banco Central de Chile – Overnight Rate 3.00 February 12, 2015 3.00 --

Banco de la República de Colombia – Lending Rate 4.50 January 30, 2015 4.50 4.50

Banco Central de Reserva del Perú – Reference Rate 3.25 February 12, 2015 3.50 3.50

AFRICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
South African Reserve Bank – Repo Rate 5.75 January 29, 2015 5.75 --

The BoC has a lot of ground to cover on Jan 21st when it releases its policy statement and Monetary Policy Report: delayed closure of the output gap, 
downward revisions to inflation forecasts, and a likely dovish tone should be expected. Domestic data risk includes manufacturing sales (Tues), retail sales 
(Fri) and CPI (Fri). The Fed goes into communication black-out on Tues ahead of its Jan 28th statement, so the focus is on Obama’s State of the Union 
address (Tues), earnings releases, and some housing data (Tues + Fri). 

We expect that the Banco Central do Brasil will hike the benchmark SELIC rate by 50 basis points to 12.25% at its January 21st meeting. Prices 
increased by 6.4% y/y in December, down slightly from 6.6% the previous month; while this is an improvement over recent inflation rates, price expansion 
remains at the upper end of the central bank’s target range 4.5% (+/- 2%). The president of the Brazilian central bank has stated that monetary authorities 
will do “what’s necessary” to bring inflation back in line with the 4.5% target by 2016. It is likely that further tightening will follow in the months ahead.   

The European Central Bank (ECB) governing council will meet and announce its monetary policy decision on Thursday, January 22nd. This is a very 
important meeting and market participants will pay close attention to new policy developments. The ECB will not change benchmark interest rates, but is 
expected to announce plans to embark on a full-scale quantitative easing program (for more details see A2). The Central Bank of the Republic of Turkey 
(CBRT) will also meet and announce a policy decision on January 20th. The CBRT is unlikely to cut benchmark interest rates, with the country’s still 
elevated inflationary pressures and prospects of US monetary tightening continuing to prove problematic for Turkish policymakers.

North America 

Europe 

Asia Pacific 

Latin America 

Africa 

Forecasts at time of publication. 
Source: Bloomberg, Scotiabank Economics. 
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Forecasts as at January 8, 2015* 2000-13 2014f 2015f 2016f 2000-13 2014f 2015f 2016f

Output and Inflation (annual % change) Real GDP Consumer Prices2

  World1
3.9 3.2 3.3 3.6

   Canada 2.2 2.4 2.2 2.1 2.0 2.0 1.3 2.0
   United States 1.9 2.4 3.3 3.1 2.4 1.7 1.3 2.2
   Mexico 2.4 2.1 3.3 3.7 4.7 4.2 4.2 4.0

   United Kingdom 1.8 2.6 2.8 2.3 2.3 0.5 1.4 2.3
   Euro zone 1.2 0.8 1.0 1.3 2.0 -0.2 0.3 1.1

   Japan 0.9 0.4 1.1 1.0 -0.1 2.3 1.5 1.6
   Australia 3.0 2.7 2.8 2.8 3.0 2.0 2.5 2.7
   China 9.1 7.4 7.0 6.5 2.4 1.3 2.2 2.7
   India 7.0 5.4 5.8 6.2 10.2 5.0 6.0 6.5
   Korea 4.1 3.5 3.6 3.8 2.9 0.8 2.0 2.6
   Thailand 4.1 1.0 4.0 4.0 2.6 0.6 2.1 2.5

   Brazil 3.4 0.2 0.5 1.5 6.5 6.5 7.0 6.0
   Chile 4.4 1.7 2.7 3.9 3.2 4.6 2.6 3.0
   Peru 5.6 2.6 5.0 5.7 2.6 3.2 3.0 2.8

Central Bank Rates (%, end of period) 14Q4 15Q1f 15Q2f 15Q3f 15Q4f 16Q1f 16Q2f 16Q3f

Bank of Canada 1.00 1.00 1.00 1.00 1.00 1.00 1.25 1.50
Federal Reserve 0.25 0.25 0.50 0.75 1.25 1.50 1.75 2.25
European Central Bank 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.05
Bank of England 0.50 0.50 0.50 0.50 0.75 0.75 1.00 1.00
Swiss National Bank -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25
Reserve Bank of Australia 2.50 2.50 2.50 2.75 3.00 3.25 3.50 3.75

Exchange Rates (end of period)

Canadian Dollar (USDCAD) 1.16 1.20 1.22 1.21 1.20 1.20 1.19 1.19
Canadian Dollar (CADUSD) 0.86 0.83 0.82 0.83 0.83 0.83 0.84 0.84
Euro (EURUSD) 1.21 1.17 1.15 1.14 1.13 1.13 1.13 1.12
Sterling (GBPUSD) 1.56 1.50 1.50 1.51 1.51 1.51 1.51 1.51
Yen (USDJPY) 120 122 124 125 126 128 129 130
Australian Dollar (AUDUSD) 0.82 0.79 0.79 0.78 0.78 0.77 0.78 0.78
Chinese Yuan (USDCNY) 6.2 6.1 6.1 6.0 6.0 6.0 5.9 5.9
Mexican Peso (USDMXN) 14.8 15.0 14.5 13.9 14.1 14.2 14.1 14.2
Brazilian Real (USDBRL) 2.66 2.75 2.80 2.82 2.85 2.85 2.90 2.95

Commodities (annual average) 2000-13 2014 2015f 2016f

WTI Oil (US$/bbl) 63 93 60 70
Brent Oil (US$/bbl) 65 99 63 73
Nymex Natural Gas (US$/mmbtu) 5.32 4.26 3.75 3.75

Copper (US$/lb) 2.30 3.11 2.90 2.85
Zinc (US$/lb) 0.79 0.98 1.20 1.60
Nickel (US$/lb) 7.58 7.65 9.00 11.50
Gold, London PM Fix (US$/oz) 792 1,266 1,150 1,150

Pulp (US$/tonne) 745 1,025 1,005 1,020
Newsprint (US$/tonne) 587 604 610 615
Lumber (US$/mfbm) 280 349 370 400

1 World GDP for 2000-13 are 
IMF PPP estimates; 2014-16f 
are Scotiabank Economics' 
estimates based on a 2013 
PPP-weighted sample of 38 
countries.                               
2 CPI for Canada and the 
United States are annual 
averages. For other countries, 
CPI are year-end rates.

* See Scotiabank Economics 'Global Forecast Update' report for additional forecasts & commentary.
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    North America 

Canada 2013 14Q2 14Q3 Latest United States 2013 14Q2 14Q3 Latest
  Real GDP (annual rates) 2.0 3.6 2.8   Real GDP (annual rates) 2.2 4.6 5.0
  Current Acc. Bal. (C$B, ar) -56.3 -39.6 -33.6   Current Acc. Bal. (US$B, ar) -400 -394 -401
  Merch. Trade Bal. (C$B, ar) -7.2 8.7 11.8 -7.7 (Nov)   Merch. Trade Bal. (US$B, ar) -702 -757 -728 -699 (Nov)
  Industrial Production 0.4 3.4 2.7 1.9 (Nov)   Industrial Production 2.9 4.1 4.3 4.8 (Dec)
  Housing Starts (000s) 188 196 199 181 (Dec)   Housing Starts (millions) 0.93 0.99 1.03 1.03 (Nov)
  Employment 1.3 0.6 0.7 1.1 (Dec)   Employment 1.7 1.8 1.9 2.2 (Dec)
  Unemployment Rate (%) 7.1 7.0 6.9 6.6 (Dec)   Unemployment Rate (%) 7.4 6.2 6.1 5.6 (Dec)
  Retail Sales 3.2 5.2 4.8 4.9 (Oct)   Retail Sales 4.3 4.5 4.3 2.6 (Dec)
  Auto Sales (000s) 1744 1818 1951 1933 (Oct)   Auto Sales (millions) 15.5 16.5 16.7 16.8 (Dec)
  CPI 0.9 2.2 2.1 2.0 (Nov)   CPI 1.5 2.1 1.8 0.8 (Dec)
  IPPI 0.4 3.4 2.7 -1.9 (Nov)   PPI 1.2 2.8 2.4 -0.5 (Dec)
  Pre-tax Corp. Profits -0.6 12.0 10.3   Pre-tax Corp. Profits 4.6 10.4 10.0

Mexico
  Real GDP 1.4 1.6 2.2
  Current Acc. Bal. (US$B, ar) -26.5 -30.6 -10.8
  Merch. Trade Bal. (US$B, ar) -1.2 4.3 -6.1 -12.9 (Nov)
  Industrial Production -0.5 1.1 2.0 1.8 (Nov)
  CPI 3.8 3.6 4.1 4.1 (Dec)

Euro Zone 2013 14Q2 14Q3 Latest Germany 2013 14Q2 14Q3 Latest
  Real GDP 1.3 0.8 0.8   Real GDP 0.2 1.4 1.2
  Current Acc. Bal. (US$B, ar) 284 234 383 465 (Oct)   Current Acc. Bal. (US$B, ar) 189.2 280.8 311.9 278.2 (Nov)
  Merch. Trade Bal. (US$B, ar) 285.2 334.7 329.8 400.7 (Oct)   Merch. Trade Bal. (US$B, ar) 253.2 293.9 308.3 265.8 (Nov)
  Industrial Production -0.7 0.8 0.4 0.7 (Oct)   Industrial Production 0.1 1.3 0.3 3.2 (Nov)
  Unemployment Rate (%) 11.9 11.6 11.5 11.5 (Nov)   Unemployment Rate (%) 6.9 6.7 6.7 6.5 (Dec)
  CPI 1.4 0.6 0.4 -0.2 (Dec)   CPI 1.5 1.1 0.8 0.2 (Dec)

France United Kingdom
  Real GDP 0.4 0.0 0.4   Real GDP 1.7 2.6 2.6
  Current Acc. Bal. (US$B, ar) -40.3 -53.1 9.5 -16.6 (Nov)   Current Acc. Bal. (US$B, ar) -76.7 -97.2 -108.0
  Merch. Trade Bal. (US$B, ar) -46.4 -40.9 -44.1 -31.1 (Nov)   Merch. Trade Bal. (US$B, ar) -176.1 -202.7 -213.1 -167.5 (Nov)
  Industrial Production -0.5 -2.1 -0.1 -1.2 (Nov)   Industrial Production -0.6 1.8 1.2 2.0 (Nov)
  Unemployment Rate (%) 10.3 10.1 10.3 10.3 (Nov)   Unemployment Rate (%) 7.6 6.3 6.0 6.0 (Sep)
  CPI 0.9 0.6 0.4 0.1 (Dec)   CPI 2.6 1.7 1.5 0.5 (Dec)

Italy Russia
  Real GDP -1.9 -0.4 -0.5   Real GDP 1.3 0.8 0.7
  Current Acc. Bal. (US$B, ar) 16.6 24.6 41.8 41.8 (Nov)   Current Acc. Bal. (US$B, ar) 59.1 12.9 6.4
  Merch. Trade Bal. (US$B, ar) 38.8 57.4 58.9 82.1 (Oct)   Merch. Trade Bal. (US$B, ar) 15.2 17.3 15.1 13.4 (Nov)
  Industrial Production -3.0 -0.2 -1.2 -2.2 (Nov)   Industrial Production 0.4 1.9 1.4 -0.4 (Nov)
  CPI 1.2 0.3 0.0 -0.1 (Dec)   CPI 6.8 7.6 7.7 11.4 (Dec)

Europe 

All data expressed as year-over-year % change unless otherwise noted. 

Economic Statistics 

Source: Bloomberg, Global Insight, Scotiabank Economics. 
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    Asia Pacific 

Australia 2013 14Q2 14Q3 Latest Japan 2013 14Q2 14Q3 Latest
  Real GDP 2.1 2.7 2.7   Real GDP 1.6 -0.3 -1.2
  Current Acc. Bal. (US$B, ar) -49.7 -39.1 -55.9   Current Acc. Bal. (US$B, ar) 33.6 14.0 63.5 44.7 (Nov)
  Merch. Trade Bal. (US$B, ar) 20.7 17.1 2.8 17.6 (Nov)   Merch. Trade Bal. (US$B, ar) -117.6 -108.8 -115.5 -95.5 (Nov)
  Industrial Production 2.0 4.4 3.8   Industrial Production -0.6 2.6 -1.1 3.3 (Nov)
  Unemployment Rate (%) 5.7 6.0 6.1 6.1 (Dec)   Unemployment Rate (%) 4.0 3.6 3.6 3.5 (Nov)
  CPI 2.4 3.0 2.3   CPI 0.4 3.6 3.3 3.9 (Nov)

South Korea China
  Real GDP 3.0 3.5 3.2   Real GDP 7.7 7.5 7.3
  Current Acc. Bal. (US$B, ar) 81.1 96.5 89.8 136.9 (Nov)   Current Acc. Bal. (US$B, ar) 182.8
  Merch. Trade Bal. (US$B, ar) 44.1 59.0 35.8 69.0 (Dec)   Merch. Trade Bal. (US$B, ar) 259.2 347.4 512.9 595.4 (Dec)
  Industrial Production 0.2 1.2 1.1 -1.8 (Nov)   Industrial Production 9.7 9.2 8.0 7.2 (Nov)
  CPI 1.3 1.6 1.4 0.8 (Dec)   CPI 2.5 2.3 1.6 1.5 (Dec)

Thailand India
  Real GDP 2.9 0.4 0.6   Real GDP 4.7 5.7 5.3
  Current Acc. Bal. (US$B, ar) -2.5 -0.4 -0.5   Current Acc. Bal. (US$B, ar) -49.3 -7.8 -10.1
  Merch. Trade Bal. (US$B, ar) 0.6 2.0 1.6 1.9 (Nov)   Merch. Trade Bal. (US$B, ar) -12.7 -11.1 -12.4 -9.4 (Dec)
  Industrial Production -3.1 -5.2 -3.8 -2.2 (Nov)   Industrial Production 0.6 4.5 1.4 3.8 (Nov)
  CPI 2.2 2.5 2.0 0.6 (Dec)   WPI 6.3 5.8 3.9 0.1 (Dec)

Indonesia
  Real GDP 5.8 5.1 5.0
  Current Acc. Bal. (US$B, ar) -29.1 -8.7 -6.8
  Merch. Trade Bal. (US$B, ar) -0.3 -0.7 -0.2 -0.4 (Nov)
  Industrial Production 6.0 4.2 6.1 8.3 (Oct)
  CPI 6.4 7.1 4.4 8.4 (Dec)

Brazil 2013 14Q2 14Q3 Latest Chile 2013 14Q2 14Q3 Latest
  Real GDP 2.3 -0.7 -0.1   Real GDP 4.1 1.9 0.8
  Current Acc. Bal. (US$B, ar) -81.1 -72.5 -77.4   Current Acc. Bal. (US$B, ar) -4.8 -0.6 -6.7
  Merch. Trade Bal. (US$B, ar) 2.4 14.3 7.2 3.5 (Dec)   Merch. Trade Bal. (US$B, ar) 8.0 11.6 4.8 14.9 (Dec)
  Industrial Production 2.2 -4.3 -3.7 -3.0 (Nov)   Industrial Production 3.1 2.1 -1.4 -3.0 (Nov)
  CPI 6.2 6.4 6.6 6.4 (Dec)   CPI 1.9 4.5 4.7 4.6 (Dec)

Peru Colombia
  Real GDP 5.9 1.7 1.8   Real GDP 4.7 4.3 4.2
  Current Acc. Bal. (US$B, ar) -9.1 -3.4 -2.3   Current Acc. Bal. (US$B, ar) -12.5 -4.1 -5.0
  Merch. Trade Bal. (US$B, ar) 0.1 -0.3 -0.1 -0.3 (Nov)   Merch. Trade Bal. (US$B, ar) 0.2 -0.2 -0.4 -1.4 (Oct)
  Unemployment Rate (%) 5.9 5.9 5.7 5.6 (Dec)   Industrial Production -1.8 -0.3 1.2 0.3 (Oct)
  CPI 2.8 3.5 2.9 3.2 (Dec)   CPI 2.0 2.8 2.9 3.7 (Dec)

Latin America 

Economic Statistics 

All data expressed as year-over-year % change unless otherwise noted. 

Source: Bloomberg, Global Insight, Scotiabank Economics. 
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Financial Statistics 

A12 

Interest Rates (%, end of period)

Canada 14Q3 14Q4 Jan/09 Jan/16* United States 14Q3 14Q4 Jan/09 Jan/16*
BoC Overnight Rate 1.00 1.00 1.00 1.00   Fed Funds Target Rate 0.25 0.25 0.25 0.25
  3-mo. T-bill 0.92 0.92 0.92 0.92   3-mo. T-bill 0.02 0.04 0.02 0.02
  10-yr Gov’t Bond 2.15 1.79 1.66 1.50   10-yr Gov’t Bond 2.49 2.17 1.94 1.78
  30-yr Gov’t Bond 2.67 2.34 2.22 2.07   30-yr Gov’t Bond 3.20 2.75 2.53 2.41
  Prime 3.00 3.00 3.00 3.00   Prime 3.25 3.25 3.25 3.25
  FX Reserves (US$B) 73.6 74.0 (Nov)   FX Reserves (US$B) 126.0 122.6 (Nov)

Germany France
  3-mo. Interbank 0.04 0.02 0.01 0.00   3-mo. T-bill -0.03 -0.05 -0.10 -0.14
  10-yr Gov’t Bond 0.95 0.54 0.49 0.45   10-yr Gov’t Bond 1.29 0.83 0.78 0.63
  FX Reserves (US$B) 65.1 65.1 (Nov)   FX Reserves (US$B) 50.6 49.2 (Nov)

Euro Zone United Kingdom
  Refinancing Rate 0.15 0.05 0.05 0.05   Repo Rate 0.50 0.50 0.50 0.50
  Overnight Rate 0.20 0.14 -0.05 -0.07   3-mo. T-bill 0.51 0.44 0.43 0.42
  FX Reserves (US$B) 329.4 329.3 (Nov)   10-yr Gov’t Bond 2.43 1.76 1.60 1.53

 FX Reserves (US$B) 94.4 97.9 (Nov)

Japan Australia
  Discount Rate 0.30 0.30 0.30 0.30   Cash Rate 2.50 2.50 2.50 2.50
  3-mo. Libor 0.05 0.05 0.04 0.04   10-yr Gov’t Bond 3.48 2.74 2.72 2.56
  10-yr Gov’t Bond 0.53 0.33 0.28 0.24   FX Reserves (US$B) 50.1 49.4 (Nov)
  FX Reserves (US$B) 1234.4 1239.9 (Nov)

Exchange Rates (end of period)

USDCAD 1.12 1.16 1.19 1.20   ¥/US$ 109.65 119.78 118.50 117.41
CADUSD 0.89 0.86 0.84 0.83   US¢/Australian$ 0.87 0.82 0.82 0.82
GBPUSD 1.621 1.558 1.516 1.514   Chinese Yuan/US$ 6.14 6.21 6.21 6.21
EURUSD 1.263 1.210 1.184 1.153   South Korean Won/US$ 1055 1091 1090 1077
JPYEUR 0.72 0.69 0.71 0.74   Mexican Peso/US$ 13.429 14.752 14.603 14.616
USDCHF 0.96 0.99 1.01 0.85   Brazilian Real/US$ 2.447 2.658 2.633 2.621

Equity Markets (index, end of period) 

  United States (DJIA) 17043 17823 17737 17355   U.K. (FT100) 6623 6566 6501 6550
  United States (S&P500) 1972 2059 2045 2004   Germany (Dax) 9474 9806 9649 10168
  Canada (S&P/TSX) 14961 14632 14385 14221   France (CAC40) 4416 4273 4179 4380
  Mexico (IPC) 44986 43146 42382 41047   Japan (Nikkei) 16174 17451 17198 16864
  Brazil (Bovespa) 54116 50007 48840 48920   Hong Kong (Hang Seng) 22933 23605 23920 24104
  Italy (BCI) 1119 1038 1013 1025   South Korea (Composite) 2020 1916 1925 1888

Commodity Prices (end of period)

  Pulp (US$/tonne) 1030 1020 1020 1020   Copper (US$/lb) 3.06 2.88 2.79 2.57
  Newsprint (US$/tonne) 605 595 595 595   Zinc (US$/lb) 1.04 0.98 0.98 0.93
  Lumber (US$/mfbm) 340 340 336 321   Gold (US$/oz) 1216.50 1206.00 1217.75 1277.50
  WTI Oil (US$/bbl) 91.16 53.27 48.36 47.63   Silver (US$/oz) 17.11 15.97 16.24 16.92
  Natural Gas (US$/mmbtu) 4.12 2.89 2.95 3.18   CRB (index) 278.55 229.96 225.57 222.34

* Latest observation taken at time of writing. 
Source: Bloomberg, Scotiabank Economics. 
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banking, capital markets or other services to the companies referred to in this communication. 
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This publication has been prepared by The Bank of Nova Scotia (Scotiabank) for informational and marketing purposes only. 
Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. 
The information and opinions contained herein have been compiled or arrived at from sources believed reliable, but no 
representation or warranty, express or implied, is made as to their accuracy or completeness and neither the information nor the 
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