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International Risks Subsiding Ahead Of The Fed? 

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

Canada — Tracking Q2 GDP Growth 

After all the excitement of the past week, Canadian market participants get 
a breather this coming week. Retail sales will be the lone macro 
release and will further inform our tracking of Q2 GDP growth risks. 

Store closings have been temporarily fouling up the Canadian retail sales 
figures of late. That’s one reason why we think it’s premature to write off 
the consumer in Q2. Recall that sales fell slightly by 0.1% m/m in April, 
coming in well below consensus expectations for a gain of 0.7% m/m that 
had been based upon what was known ahead of time for some of the 
components. Also recall, however, that Future Shop announced that it was 
closing 131 of its Canadian stores with only half reopening the next week 
as Best Buy outlets. That probably explained the nearly 9% monthly drop 
in sales at electronics and appliance stores. Also recall that Target had 
been in a prolonged withdrawal from Canada following a failed 
international expansion effort. Controlling for this effect is more difficult 
because of the categories that may have been affected, and the multi-
month liquidation of assets. Because the role of store closings may have 
just been a one-off adjustment, we might see a rebound in the May report. 
It’s not clear that store closings represent a sustained negative signal for 
overall spending or a compositional shift as people possibly spend 
more on-line, at other new outlets, or on new products (e.g., photo 
memory cards versus prints). 

If we get a retail sales rebound, then it will be another positive reading 
for the month. It would complement a picture of strength in the 
household sector as an offset to very weak manufacturing and export 
figures. We already know that housing starts were up 10% m/m 
(seasonally adjusted) via a 2% rise in singles and a 3.7% gain in multi-
family homes. We also know that existing home sales climbed by 3.1% 
m/m in May, and that the country created about 59,000 jobs. Hours 
worked were up 0.3% m/m in May and then climbed to an all-time record 
high in June. That matters to GDP growth in that GDP equals hours 
worked times labour productivity (itself defined as output per hour 
worked). It’s also possible that utilities output stabilized in May following 
a drop in April that itself came on the back of strong gains during a 
colder-than-normal winter across many parts of the country. On the 
downside, manufacturing sales volumes fell by 0.5% m/m and the trade 
picture was ugly with export volumes down 2.5% m/m and import volumes up 0.3%. Note, however, that the 
export figures are largely fabricated on the first pass at the energy sector because, by Statistics Canada’s own 
guidance, it doesn’t have enough company responses before the next months’ revisions. If all of this (and next 
Monday’s wholesale report) nets out to a modest gain in GDP then that will restrain bets that the economy 
contracted for two consecutive quarters. Indeed, small gains of a quarter of a percentage point in each of 
May and June are all that is necessary to prevent quarterly tracking of monthly GDP figures going negative. In 
our view, it remains unclear whether the BoC declared prematurely that the economy contracted in the 
second quarter especially with so much May and June data still ahead of us.  

Canada auctions 5 year bonds on Wednesday. 

Derek Holt 416.863.7707 
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United States — Housing And Earnings 

Ahead of the following week’s FOMC meeting, next week’s markets 
will have relatively little to digest except for equities. The Fed slips into 
its black-out period on Tuesday and there are currently no scheduled 
speakers before then. 

Housing will be the only macro focus with resales and new home sales 
due out for the month of June on Wednesday and Friday, respectively. 
Sizeable gains the preceding month may put the headline results at risk 
this time around. That was also true of the recent retail sales release 
that softened in June following large prior gains. Our recommendation 
is to expect some moderation following the recent upward trend in 
context (chart 2). Nevertheless, one of the key debates is whether or 
not this upward trend will persist given the sharp rise in the 30 year 
fixed mortgage rate since April. It’s up by about 50bps to 4.2% and 
back at its highest since late last summer. As we wrote here, however, 
by dampening refi processing, higher mortgage rates free up 
constrained industry capacity to process new purchase applications 
and thus may have the effect of improving mortgage access. Being 
approved at a higher rate is better than being unable to access cheap mortgage credit. 

Earnings will be a prime focus throughout the week and an active week it will be. No fewer than 130 earnings 
reports are due to land from S&P500 listed firms. Among the many household names are Morgan Stanley, 
Lockheed Martin, BoNYM, Apple, Microsoft, Yahoo, Boeing, Coca Cola, Amex, Dow, Eli Lilly, McDonald’s, 
GM, Caterpillar, AT&T, Starbucks,  Amazon, Visa, and 3M. So far, about 10% of the index has reported and 
72% have beaten analysts’ earnings expectations. That’s not unusual in the US post-SOX and post-dot-com 
since analysts became more conservative. 

The US Treasury auctions 10 year Treasury Inflation Protected Securities on Thursday. 

Asia — Chinese Property Markets On The Upswing? 

I’ve invited Frances Donald to share her thoughts on Asia’s calendar 
next week. Chinese property is generating a little more interest lately. 
After over a year of housing market weakness, a series of property 
market indicators have appeared to stabilize:  floor space sold, total 
sales of buildings, and completed investment in residential real estate 
all appear to have rebounded over the past two to three months. On 
Sunday evening, China’s June property prices will be released and, 
while the y/y growth trend will still be negative, all leading indicators 
point to a second month of m/m gains (chart 3). A stabilization in 
property markets, or even a rebound, will carry significant growth 
implications for China, with knock-on effects to global markets and, 
while the recent data could turn out to be a false start, the trend change 
is worth monitoring very closely. That’s particularly true in the context of 
a less attractive stock market: investment flows may find property to be 
relatively more attractive at this juncture and, as we argued here, the 
positive wealth effect from a property market bounce would likely far 
outweigh any negative stock market wealth effect.  

The June reading of China’s private purchasing managers’ index for the manufacturing sector (PMI) is 
due out Thursday and will probably continue to float just below or just above the key 50 level. We try to avoid 

Derek Holt 416.863.7707 
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getting too granular about decimal points as the private and official readings of the PMI have different 
methodologies with different weights on small vs. large manufacturers. Instead, a PMI around 50 broadly 
implies manufacturing activity is neither accelerating nor decelerating over the month but is instead fairly 
stable in a no-growth zone. Note that the private PMI has a new sponsor beginning this month and so will 
carry a different headline, but the private methodology will be unchanged.  

Unlike most developed markets, Australian CPI is only released every quarter, making it a touch harder to 
have a sense of underlying price pressures but also rendering the release a much bigger policy focus that 
carries additional market risk. While Governor Stevens and the RBA clearly maintain some dovish bias, 
markets have generally interpreted the May interest rate cut to be the last of the easing cycle causing the AUD 
to strengthen in response to the announcement. Probably much to Stevens’ relief, AUD has since fallen back 
to six-year lows, reflecting weaker iron ore and energy prices, but also being dragged down by Grexit and 
Chinese equity market concerns. Rates markets are similarly pricing in a non-zero probability of a cut before 
year-end. But now that the Grexit/Shanghai Composite issues seem to have stabilized, Chinese growth is 
doing better than expected, and Aussie employment appears steady, the focus will be on whether the RBA 
erases the last of their easing bias and shifts towards more neutral territory, particularly given their 
ongoing concerns regarding elevated household debt. The missing piece of information now is the Q2 inflation 
picture, though private monthly readings have been surprising to the upside and consensus is looking for a 
jump from 1.3% y/y to 1.7% y/y.  

Japanese trade data always makes a splash. We tend to look through nominal trade figures and dive deeper 
into trade volumes. While currency depreciation has made headline trade figures look better over the past 
year, Abenomics has yet to meaningfully revive trade volumes. June’s nationwide department sales can offer 
a decent preview into the following week’s retail sales numbers, though we’re still dealing with y/y base effects 
from the April 2014 consumption tax hike, which is muddying the data somewhat.  

Elsewhere in Asia, a Reserve Bank of New Zealand meeting has all 18 economists in the Bloomberg sample 
calling for a cut. New Zealand trade, South Korean GDP,  and Singapore’s inflation and industrial production 
figures are also due out.  

Europe — Greece Likely To Meet Its ECB Payment 

European markets face three principal risks over the coming week. One is whether Greece makes its 
€3.5 billion payment to the ECB on Monday. Two is further colour on the rate hike debate at the Bank of 
England when meeting minutes will be released on Wednesday. Three is the release of the latest crop of 
purchasing manager indices on Friday. 

ECB President Mario Draghi has noted that he expects Greece to make its payment on Monday following his 
move to raise the Emergency Lending Agreement (ELA) amount to Greece’s central bank. Funds for making 
the ECB payment would be aided by an expected €7 billion bridge loan to Greece. The Irish Prime Minister 
spilled the beans this past Thursday when he noted that euro-area finance ministers have agreed on the 
bridge loan and it will be formally announced after successful votes on the Greek aid package in European 
parliaments.  

Minutes to the July 9th meeting of the Bank of England’s Monetary Policy Committee will arrive on Wednesday 
and will be useful to further showcase the range of views on timing rate hikes. Governor Carney recently 
noted that over the next three years, he thinks the BoE’s policy rate will rise to half the historic average. 
Carney also noted recently that “….households should begin to manage their finances with the assumption 
that there should be an upward adjustment in interest rates.”  MPC member David Miles recently commented 
that “The time to start normalization is soon; that is not something to shrink from.”  By contrast, BoE Chief 
Economist Andy Haldane thinks policy rates are appropriate, and “I have no bias on either the size or direction 
of future interest rate moves.”  The UK also releases retail sales for June; they have been climbing for the past 
two months. 

Derek Holt 416.863.7707 
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Watch For A Lower-Flying Loonie 

Canada’s underwhelming economic performance has forced the 
Bank of Canada into a second round of monetary easing in the past 
six months. The central bank aimed at the domestic rate structure, 
but hit a low-flying loonie, which has fallen further to just under 
US$0.77.   

Canadian yields are already at historically low levels and are 
providing ongoing support to the interest-sensitive auto and housing 
markets through most of the country not fully affected by the fallout 
from the collapse in crude oil prices of the past year. Accordingly, 
the increased monetary accommodation will not have the same 
growth-enhancing effect on borrowing or lending activity. A lower-
valued currency could provide much greater relief for this country's 
beleaguered exporters, though numerous competitive challenges 
persist.  

Given the increased sensitivity of monetary policymakers to the 
languishing performance of both energy and non-energy exports — 
and the resulting deflationary shock — the shift to more 
accommodation will likely reinforce a lower trading range for the loonie. The renewed pullback in the price of 
crude oil, especially with inventories bolstered by increased OPEC production, the absence of appreciable 
output reductions in non-OPEC countries, and the potential for increasing Iranian shipments in the future, 
should also be a factor. And so is a stronger greenback, especially with the Fed contemplating tightening 
policy by the end of the year. 

There is no guarantee, however, of an immediate payback to a lower-valued currency. First, most export- and 
commodity-dependent nations such as Canada, but also Australia, Russia and Mexico as well, are continuing 
to be negatively impacted by multiple confidence and investment dampening factors. Global economic activity 
and trade have failed to meaningfully respond to unprecedented monetary stimulation, persistently large fiscal 
deficits in many countries, and the massive tax cut globally attributed to the halving of crude oil prices over the 
past year.  

In particular, the U.S. economy repeatedly promises better times ahead, but has had a difficult time moving to 
much stronger growth trajectory. China’s slowing growth performance could be exacerbated by the recent 
setback in equity prices. Recessions persist in a number of the larger developing economies, Brazil and 
Russia in particular. Over-supply conditions in many industrial sectors are still undercutting prices in many 
commodities, including most minerals, and selected agricultural products. Confidence is also being jarred by 
the recurring debt-related strains in Greece, Ukraine, and other fiscally-challenged jurisdictions, while 
geopolitical hotspots internationally and increasing cyber-security concerns are adding to the stress. 

And second, Canada’s competitive position must be viewed from an international perspective. Many of our 
trading partners and direct competitors internationally are witnessing similar interest rate and/or currency 
adjustments, whether in Mexico, Australia, New Zealand, South Korea, or the euro zone.    

A key concern from a Canadian perspective is the significant and potentially even larger retrenchment in 
energy-related activity as long as the price of crude oil remains low and retains some downside risk.  
Profitability is being severely compromised by the rapid and sharp deterioration in the terms-of-trade 
associated with the broad-based weakness in commodity pricing, the retrenchment in Canadian energy-
related investments, and the spill-over effects on domestically-sourced non-resource products and services. 
But non-resource exports are not pulling their weight as well. This not only reflects the aforementioned 
slowdown in demand and prices associated with the underperforming U.S. and Chinese economies, but also 

Aron Gampel 416.866.6259 
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intensifying competitive pressures from lower-cost producing nations. While U.S. non-oil imports from Canada 
are down about 5% this year, U.S. non-oil imports from Mexico are up around 5%, though there are some 
signs that industrial activity in Mexico is moderating as well.  

A stronger revival in U.S. activity will go a long way to bolstering the NAFTA region’s output and trade flows 
through highly integrated supply chains, as would an improved performance in China and other developing 
nations that boosts the demand and prices for key commodities. From a sector perspective, Canadian 
manufacturing has the potential do to better, with machinery, transportation equipment and parts, and 
chemical and refined products benefiting from stronger U.S. growth and a weaker currency. Among resources, 
forest products and building materials should get a timely boost from improving housing-related activity south 
of the border. Within the large service sector, tourism, retail trade, and business and technical services should 
benefit from the stronger U.S. pull combined with increased exchange rate sensitivity.  

Although this year’s growth prospects in Canada are being marked down, we believe that improved 
performances in most advanced economies alongside the continuing easing in domestic monetary conditions 
— lower borrowing costs and a lower-valued loonie — will help turn around the country’s fortunes. Domestic 
policymakers are likely to remain focussed on maintaining, or further increasing accommodation, to provide 
support during this unsettled period. In a highly imbalanced world, the primary risk is the continued economic 
underperformance, not moderate inflation pressures. Investor unease is reflected in the low level of longer-
term interest rates and tepid stock market gains throughout many regions.  
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How Governor Poloz Has Changed The BoC 

 The rules of the game in forecasting policy moves have materially changed. 

With two years under our belt observing and forecasting policy moves at the Bank of Canada since Governor 
Poloz came to office in July 2013, the following personal opinions are offered on how I think he has materially 
redrawn the rules of the game in understanding the central bank’s policy framework and the associated risks.  

Forward Guidance Is Fully Gone 

Let’s start with an easy one that Poloz himself advances and that is fairly commonly accepted. If there were any 
lingering doubts, then forward guidance is out of the BoC’s lexicon. Usually the BoC had tended to be loathe to 
surprise markets under former Governors. It happened, but as an exception. Under Poloz, this practice appears 
to have become more commonplace. Rate decisions will be concentrated within each meeting with few, if any, 
cues going into them and no steady bias on the go-forward basis. What must be balanced here is the 
prerogative to change one’s mind for what are perceived to be sound reasons without having to guide the 
hands of market participants, versus the risk that shifting policy lessens market confidence. 

A Changed Measure Of The Output Gap 

While the BoC presents both measures, the output gap measure that has suited the BoC’s broad policy 
framework for decades has now been fully replaced by a new one that happens to indicate greater spare 
capacity and is more difficult to forecast.  

When we run the original output gap 
forecast using the BoC’s unchanged 
estimates for potential growth (the 
noninflationary speed limit of the 
economy) and the BoC’s revised 
forecasts for actual growth from the July 
MPR, we still get spare capacity closing 
by the end of 2016 (chart 1). That’s 
because while the BoC went rather 
bearish on downward revisions to 
2015Q2/Q3 growth, it compensated for 
this by upwardly revising its forecasts 
thereafter with the net effect being that 
spare capacity in the economy closes 
inside of a year and a half from now. 
Afterward, the conventional output gap 
using the BoC’s forecasts then shifts into 
small excess demand throughout 2017. 

So why did the BoC push out closure of spare capacity into 2017H1 in its verbal guidance?  Because it 
appears to have fully abandoned the conventional output gap measure in favour of what it refers to as the 
‘structural approach’ to measuring slack that is currently 1% more than the conventional measure. We’ve 
written about this before and how the BoC introduced the structural measure in the October 2014 MPR, but 
the difference now is that it appears to have gone from a parallel measure to being relied upon to guide policy 
conclusions over when spare capacity will close. In my personal opinion, neither output gap measure really 
does all that well at signalling shifts in inflation and especially when forecasting is conducted out of sample. 

A Possibly Asymmetric Inflation Bias 

While the BoC strenuously argues that it is focused upon its prime mandate of price stability, I think it has 
tended to lean much more toward an asymmetric inflation bias under Poloz. It is signaling willingness to ease 
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when the inflation picture is at or beyond its targets 
within the 6-18 month period during which monetary 
policy has its effects. It has not signaled willingness to 
tighten policy or at least remain neutral. The BoC 
continues to forecast headline and core inflation rate 
convergence upon the 2% target within six months both 
in its old and new forecasts pre- and post-cut. It also 
continues to talk through upside pressures on core CPI 
as being transitory in nature and has done so 
throughout much of the past year. In times past, it would 
have been rather unlikely for the BoC to cut further 
against this backdrop without demonstrating more 
clearly that the target was in jeopardy through downside 
pressures. This suggests to us additional reason to not 
focus too heavily upon prospective changes to its 
inflation target next year as the BoC already retains 
policy flexibility around the target. I think the BoC is 
saying it is willing to let inflation run a little hot — easily 
toward the upper half of its 1-3% inflation target range. 

As a related point, chart 2 demonstrates our point 
about breadth in core CPI readings with core 
components representing just over half the total CPI 
basket running at about 2% or higher. This is not just 
about meat and one or two other categories that may 
be transitory but that have been rising for quite some 
time. Some of the weakest categories themselves may 
also be subject to transitory influences but they are 
typically not mentioned.  

Indeed, our cautions on cutting rates in an environment 
of persistent and fairly broad strength in core CPI 
shone through the June CPI report. Core inflation is 
supposed to be the operational guide to the BoC’s inflation targeting 
framework and yet it is running toward the upper end of where it has 
been over the past decade (chart 3). We view core CPI as facing 
greater persistent upside pressure than indicated by the bias to look 
through a few select categories as temporary factors. Part of the 
reason for this view is that currency depreciation will carry further 
upward influences upon import prices some of which will get passed 
into CPI. If the experience is anything like what it was when the 
currency was on a long-term appreciation trend and it took years for 
retailers to pass it through, then the effects of currency depreciation 
can also be passed through for years to come. 

Depreciating The Currency Is The Primary Focus 

When Governor Poloz’s appointment was announced on May 2nd 
2013, many believed he would be focused upon improving the export 
competitiveness of the Canadian economy principally through 
depreciating the currency. This followed a period of sustained currency 
strength under his predecessor, former Governor Mark Carney, whose 

Chart 2 
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hawkish leanings constantly warned of household debt accumulation. 
Since the day before Poloz’s appointment, the Canadian dollar has 
plunged by 29 cents versus the US dollar. It is currently at its weakest 
since March 2009 and within easy reach of its weakest level since 2004. 

Much of this has been because of the sharp drop in oil prices as, for 
instance, WTI dropped from over US$100 per barrel in mid-2014 to 
about half that today. The fact that CAD reacts strongly to policy shifts 
at the BoC, however, is fairly clear proof that the currency is also being 
driven lower by Bank of Canada policy. Thus, we’re balanced in our 
view on currency drivers and discount extreme talk that CAD 
movements are entirely driven by one factor over the other.  

As chart 4 shows, relative central bank spreads matter a great deal to 
CAD. By cutting when the Fed is sending strong signals it is going to 
be moving the other way over coming meetings, we believe that the 
currency remains broadly overvalued compared to where Governor 
Poloz would like it to be.  

The delicate balancing act lies between improving short-run export 
competiveness versus courting faster import price inflation. The risk is that to close the relative gap on cost 
competitiveness between Canadian manufacturers and US and Mexican manufacturers would require a much 
greater depreciation in the Canadian dollar.  

Achieving this without stoking sustained price inflation given high import propensities to Canadian consumption is 
going to prove difficult. Achieving this without damaging the cap-ex cycle may prove equally difficult given that the 
majority of capital goods purchased by Canadian businesses are imported and particularly from the US. Whether 
this strategy truly improves competitiveness over time is open to debate; an alternative possibility is that achieving 
greater cost competitiveness by selling at lower prices due to currency depreciation may lower the bar on 
activities that more sustainably grow a country’s wealth such as investment, adopting new technologies, and R&D 
while putting upward pressure upon prices of imported content used by domestic producers. Imposing higher 
import costs on stretched consumers may be an additional complication.  In all, it is highly uncertain whether 
currency depreciation operates similarly today as it has in the past but the effects have always been mixed. 

Financial Stability 

Finally, under Poloz, oil trumps housing when it comes to financial stability concerns with the latter viewed as 
being driven by oil weakness. This view remains to be tested. A sharp drop in oil prices may be negative for 
housing markets in oil-dependent regions of the country but there are two cautions on this. One is that it is as 
yet not fully apparent that this is the case within those oil-dependent regions. More important, lower oil prices 
and lower rates likely inflate housing risks in other regions of the economy — notably central Canada and BC. 
My personal view is that at around present oil prices, housing risks in a housing market that lies at all-time highs 
across every variable are greater than energy sector risks from a financial stability perspective but I realize that, 
at least for now, the BoC appears to be of a different persuasion. 

Conclusion 

Governor Poloz has embraced a willingness to shift the focus of his predecessor and to embrace new metrics that 
have not previously been employed by the BoC. He has arguably opened up communications on key matters of 
content such as neutral rate expectations, and promoted an active speaking schedule by BoC officials. 
Experimenting with change may have its merits. It also, however, carries potential risks.  Only time will tell whether 
the balance sits on the benefits side or the risks. The BoC’s policy framework has become very different in a 
relatively short period of time. 
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Convergence Toward A Fed Hike This Year 

 Markets, consensus, and our forecast are aligned with the Fed’s 2015 hike signals. 

The odds of at least one Fed hike before year-end are looking rather good in our view, with policy rate 
‘lift off’ in September remaining our house forecast. Following Chair Yellen’s semi-annual testimony to 
Congress, we take the opportunity to emphasize four points on timing lift-off. 

First, in her testimony, Yellen increased the Fed’s flexibility on when 
to hike and in such a fashion as to bring forward rate hike prospects 
in our view. She did so by changing the forward guidance language 
from rate hikes occurring “later this year” to “at some point this 
year.”  Yellen went on to note that a hike is likely “before year-end” 
which technically could still mean not before the December FOMC 
but reinforces greater flexibility than previously existed to go earlier. 
She also noted that the initial hike will be determined on a “meeting 
by meeting basis” which increases the Fed’s flexibility to go at any 
time before year-end. She noted her comfort with a hike at any 
meeting and went on to discuss how raising rates sooner could 
make it more likely that it can raise rates more slowly later as 
opposed to falling behind. Overall, by replacing the prior guidance 
on timing, the language from her testimony connotes much greater 
flexibility on timing rate risks. This is exactly like the language 
changes in 2013 with respect to tapering ‘later’ in the year 
which then shifted to a tightened time reference when bond 
purchases were then reduced at the December 2013 FOMC 
meeting. The passage of time requires either tightening up the time 
reference or delaying the forecast and Yellen seems to be opting for the former approach that keeps the Fed 
on track to hike this year. 

Secondly, timing lift-off also depends on how Fed funds futures are pricing Fed rate hike probabilities. How 
much Fed tightening is the market pricing in during 2015? Fed funds futures and Eurodollar futures are 
both pricing in very strong odds of at least one Fed rate hike in 2015. At the time of writing, January Eurodollar 
futures are trading at a yield 27bps higher than August Eurodollar futures and January fed funds futures are 
trading at a yield 24bps higher than July fed funds futures contracts. Even assuming some term premium for 
both contracts (not necessarily an accurate assumption given the low rate environment), that implies odds in 
the ~75-90% range (depending on assumptions about term premium) that the Fed will raise rates in 2015 (i.e., 
a full hike is essentially fully priced in during 2015). The market is much less sure, however, regarding the 
odds of a hike in September, with October Eurodollar contracts trading 11bps higher than August contracts 
and October fed funds futures contracts trading 9bps above July contracts — less than even odds of a hike no 
matter how one computes things. Some of the equally interesting information embedded in these contracts is 
that the market is no longer pricing in any odds of two hikes occurring in 2015, despite a healthy contingent of 
FOMC meeting participants thinking that the Fed should hike twice — or more — this year. The market 
seems to have some conviction regarding one Fed hike happening this year.  

Third is that 52 out of 73 forecasters expect the Fed to begin to raise rates by September according to 
Bloomberg’s poll that was released on July 9th. Scotiabank Economics remains one of them. That survey was 
conducted before Chair Yellen spoke yesterday and increased flexibility over timing lift off and thus slightly 
raised the odds of hiking earlier than before year-end.  

Fourth, dissenter risk is rising in our view, particularly if the Fed does not hike this year, given the tone of 
comments by recent FOMC voting officials. San Fran Fed President John Williams, for example, recently noted 
that September is a “very plausible time” for the first hike. By January, the composition of voting regional 
Presidents becomes notably more hawkish when Mester and George rotate in, and Evans rotates out.  
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Mexico’s First Oil & Gas Tender In Almost 80 Years Disappoints 

Mexican authorities conducted the country’s first oil and gas tender in almost eighty years on July 15th. The 
results of the tender, however, were disappointing: of fourteen hydrocarbon blocks on offer, only two were 
awarded. Four blocks received bids below the government’s minimum threshold and the remaining eight 
received zero bids. 

The Mexican government’s benchmark for success was to award between four and seven of the fourteen 
shallow water blocks on offer, hoping to receive roughly US$1 billion per block. Twenty-six interested parties 
(seven consortia and nineteen individual companies) were pre-qualified to bid in the historic tender, but, in the 
end, only nine participated. Both blocks 2 and 7 were awarded to a consortium led by Sierra Oil & Gas (Mexico), 
partnering with Talos Energy LLC (US) and Premier Oil PLC (UK). While the entrance of private companies to 
the Mexican upstream sector is historic, the fact that the only blocks awarded were secured by a consortium led 
by a domestic company is a disappointment for energy reforms that were intended to attract significant 
international experience and capital. Blocks that were not awarded will likely be repackaged and auctioned off at 
a later date. The Mexican government plans to auction off roughly one-third of its current prospective 
hydrocarbon resources over the next five years. Looking ahead, the next four auctions of Round 1 will include 
nine shallow water fields (September 30), twenty-six onshore fields (December 15), deepwater and extra-heavy 
blocks (Q1 2016), and unconventional shale (Q1 2016); subsequent rounds are scheduled annually. 

This tender will serve as a learning opportunity for the Mexican government and contract terms will likely be 
revisited as officials conduct their postmortem. For instance, five blocks would have been awarded if the pre-
tax operating profit share thresholds (which were kept secret until after bids were submitted) were lowered by 
5% across the board. One silver lining is that the blocks on offer in this auction were considered those least 
exciting for industry, allowing for changes to be made before the much more attractive deepwater blocks are 
tendered early next year. The Peña Nieto administration now faces the difficult task of reconsidering its 
strategy to better incentivize international participation without seeming to be “too easy” on foreign companies, 
which could politically expose the government to attacks from opposition parties already decrying the opening 
of the country’s oil sector as a sale of Mexico’s national treasures to foreign companies. 

Mexico’s oil production has 
fallen every year for the past 
decade to 2.8 million barrels 
per day (bpd) in 2014, down 
almost 1 million bpd since 
2004. The government 
hopes that opening the 
sector will bring in much-
needed capital and 
expertise, particularly for the 
potentially prolific deepwater 
resources in the Gulf of 
Mexico. The recent oil price 
collapse has pushed many 
of the largest global oil & 
gas companies to slash 
exploration and production 
budgets, leaving far less funds available for expanding into new regions.  

 

Rory Johnston 416.862.3908  
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MEXICO 

Block 1 2 3 4 5 6 7 8 9 10 11 12 13 14

Minimum Threshold 40% 40% 40% 40% 40% 40% 40% 25% 40% 40% 25% 25% 25% 25%

Highest Bid - 56% 35% 35% - 20% 69% - - - - 20% - -

Table 1: Map of Round 1.1 Tender Blocks 

Source: National Hydrocarbons Commission 

Table 2: Pre-Tax Operating Profit Share 

Source: National Hydrocarbons Commission 
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Major Hotel Chains Primed For Another Strong Year 

The global hospitality industry is on track to have another solid year in 
2015, with rising travel volumes and moderate advances in GDP 
supportive of higher hotel occupancy rates and increasing revenue-per-
available hotel room (RevPAR). Economic growth in the advanced 
nations is likely to pick up to around 2% this year, the best since 2010. 
The Euro zone is expected to advance at its strongest pace in four years 
even with the uncertainty surrounding the Greek debt crisis, and U.S. 
output will likely exceed 2% for the fourth consecutive year. Global 
growth should continue to expand just above 3%, despite a pullback in 
emerging markets driven by recessions in Russia and Brazil.   

A rapidly expanding middle class has enabled China to become the most 
lucrative tourist market in the world, with outbound tourism expenditures 
topping US$150bn in 2014, and representing over 10% of world travel 
spending. Outbound travel from China is forecast to increase by 8% per 
year through the end of the decade, with the majority of trips within Asia. 
The Chinese territories of Macau and Hong Kong draw a large proportion 
of mainland Chinese visitors, and are considered foreign destinations — 
both rank in the global top 20 of most frequently visited nations. Recent 
anti-corruption and money laundering measures imposed by Beijing are 
a headwind to gaming and tourism revenue for Macau, but with 
comparable casino options in Singapore and the Philippines that are not 
subject to Beijing’s newly imposed restrictions, outbound tourism from 
China is unlikely to be significantly dented.     

The U.S. is the second largest source of international tourism spending, 
and following a 6.4% jump in expenditures in 2014, should advance at a 
similar pace in 2015 alongside continuing U.S. dollar strength. For 
inbound tourist arrivals, developing nations are quickly catching up to the 
advanced economies as preferred travel destinations, and hotel chain 
operators with a large emerging market presence should benefit. China, 
Turkey, Thailand and Malaysia have experienced rapid growth in tourism, 
while ‘megaevents’ such as the 2016 Summer Olympics in Brazil and the 
2018 FIFA World Cup in Russia are being held more frequently in 
developing nations, advancing their status as viable tourist destinations. 
Around 46% of global travel was to an emerging market destination in 
2014, up from 38% in 2000, and the gap will continue to narrow.  

The hotel industry is a mature market, and is sensitive to aggregate travel volumes and consumer spending 
trends. International tourist arrivals are projected to advance 3.5% this year, the sixth consecutive annual 
increase. The Americas and Asia Pacific will drive growth, while Europe, Africa and the Middle East will 
contribute more modest gains. Lower crude oil prices will have a positive effect on world travel, with consumers 
receiving a boost in disposable income and small discounts on airfares (a recent survey indicated the average 
plane ticket will be priced 5.7% lower than in 2014). However, negative effects on employment and confidence in 
oil exporting regions such as Canada and the Middle East will partially offset these incentives to travel, while 
currency shifts will have an impact on outbound travel from key tourism markets such as Brazil, Canada, and the 
Euro zone.  

Disruptive technologies have both helped and hindered profitability and occupancy rates at major hotel chains. 
Losses in revenue and increased competition stemming from short term peer-to-peer room rental services have 
been more than offset by increased sales of hotel rooms by third-party companies. Several hotel chains posted 
record occupancy rates last year, with over 15% of total sales booked through intermediary websites.  

Neil Tisdall 416.866.6252 
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Combined, U.S. State Budgets For Fiscal 2016 Remain Cautious 
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FISCAL 

 Multiple short- and mid-term challenges reinforce prudent approach. 

U.S. State Budgets for fiscal 2016 (FY16)1, in aggregate indicate only moderate spending growth, gradually 
replenishing priorities such as K-12 Education. This is despite the pick-up in State tax revenue growth to 5.1%  
y/y for the first three quarters of FY15 (top chart). Moreover, the States’ FY15 year-end results should be 
supported by buoyant Q4 personal and corporate income tax collections, reflecting final 2014 tax year 
payments. For FY16, however, the State Budgets project a 3.0% General Fund revenue gain, less than the 
estimated 3.7% rise in FY15, but stronger than the 1.6% increase reported for FY14. Lingering State caution 
mirrors the U.S. economy’s slow start to calendar 2015 and elevated uncertainty in many policy areas. While the 
federal Supreme Court ruling upholding the sale of health insurance subsidies through exchanges addresses 
one near-term uncertainty, short-term fixes remain the default option for other issues such as the federal 
Highway Trust Fund. Substantive longer-term challenges for the States include their widening infrastructure 
gaps, rising health expenses and their retirement benefit obligations.  

Emerging regional differences are striking in FY15 and FY16. Oil-producing States are restricted by the outlook 
for an extended period of lower WTI oil prices. So too are the major coal-producing jurisdictions as power 
generation shifts in response to climate change considerations and affordable natural gas prices. Across the 
States, a modest net tax increase of $3.0 billion is planned for FY16, led by hikes in Alabama, Connecticut and 
Pennsylvania, with a further $1.7 billion boost from other revenue measures.   

General Fund expenditures for FY16 are expected to advance a measured 
3.1% (chart 2), slowing from the gains of over 4.0% in both FY14 and FY15. 
While 42 States plan higher General Fund outlays for FY16, the levels for eight 
States remain below pre-recession highs, without adjusting for inflation. For 
Medicaid, absorbing 26% of total State spending in FY14 and still climbing, the 
Spring Survey indicates some easing in enrollment growth and spending 
increases in FY16 (Table 1). The FY14 and FY15 enrollment surge reflect the 
Affordable Care Act’s Medicaid expansion option as of January 2014 plus 
higher participation among previously eligible individuals. For the Medicaid 
expansion option, the 100% federal funding provided for calendar 2014-16 
starts to decrease in 2017 towards 90% by 2020. Also encouraging prudence 
are States’ year-end balances for “rainy days” (Chart 3). Excluding the large 
reserves of Texas and Alaska, year-end balances are expected to cover only 
4.7% of the remaining States’ General Fund expenditures for FY16.  

 

 

1 For 46 States, fiscal 2015 (FY15) ends on June 30, 2015. “General Fund” data relate only to States’ own taxes and fees. The 
Spring 2015 Survey of the National Association of State Budget Officers was conducted from February to April. Data for FY14 are 
final; for FY15 are estimated; and for FY16 reflect Budgets. All dollar data are US dollars.  
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Key Data Preview  

CANADA 

Retail sales for the month of May should show a modest 
rebound from a soft print in April, and we’re looking for a +0.2% 
m/m print on headline as a small drop in vehicle sales should 
drag on the overall level of retail activity after new car sales fell 
by roughly 1% from very strong levels in April according to our 
autos economist Carlos Gomes. We’re expecting better things 
from retail sales ex-vehicles, which we think could rise by +0.3% 
m/m after a -0.6% m/m print in April. The weak outcome in April, 
however, will not entirely be prone to a base-effect-fueled 
bounce as it was largely driven by the shut-down of a large 
electronics retailer, which leads us to believe that the recovery 
in cumulative sales will play out over a number of months and 
not simply spring back all at once. The latter factor also does 
lend support to the possibility of revisions to the prior month if 
there were perhaps sampling issues as a result of the closure. 
We may update our forecast after Statistics Canada’s survey of 
large retailers is released early next week. 

UNITED STATES 

New and existing home sales for June will be released on July 
24 and 22 and we’re anticipating ongoing strength in home 
sales despite a small drop in momentum. Existing home sales 
could well hold in the 5.35m annualized range in June as 
leading indicators ranging from mortgage applications to 
pending home sales were solid to rising throughout the April-
June period (see chart). We’re not looking for more because 
existing home sales hit a post-crisis high in May, so the leading 
indicators are pointing to an acceleration from an already very 
high level and we’re a bit more cautious. The general overall 
strength in leading indicators implies potential for solid new 
home sales as well — and leading indicators that pertain more 
explicitly to new home sales, such as foot traffic through model 
homes, picked up in June, though it had been a bit soft in April 
and May. We’re expecting new home sales to come in at an 
annualized 535k vs. 546k in May — still a solid level. We see 
overall upside for both as H2 unfolds. 
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… continued from previous page 

EUROPE 

Europe is expected to unleash funding to Greece in time for it to make a bond payment to the European Central 
Bank (ECB) on Monday. After the Greek parliament passed economic overhauls and budget cuts by the 
deadline required by its creditors, and the majority of German lawmakers gave their approval, negotiations for 
Greece’s third bailout in five years, worth up to €86 billion, are expected to take place soon. A deal will take at 
least four weeks to finalize, and it still needs support from some national parliaments before the final go-ahead. 
In the meantime, European Union finance ministers have approved a bridge loan of €7 billion to allow Greece to 
make a bond repayment of €4.2 billion to the ECB next Monday and clear €2 billion in arrears to the IMF. The 
breakthrough prompted the ECB to increase its emergency liquidity assistance to Greek banks after freezing 
it following the overwhelming “No” vote at the July 5th Greek Referendum. This has paved the way for Greek 
banks to reopen on Monday, after being closed for three weeks. While recent positive developments in the 
Greek bailout saga bode well for the region’s outlook and the credibility of the euro project, the crisis in Greece 
is far from over. In order to prevent bank runs, capital controls in Greece will likely only gradually ease and 
remain in place in some form over the near term. Meanwhile, to counter rebellion in the Syriza government, 
Prime Minister Alexis Tsipras is set to shake-up his cabinet by replacing several ministers and expel lawmakers 
who voted against the austerity measures. Still, the question of whether Mr. Tsipras can hold his government 
together long enough to complete the deal remains unclear. Furthermore, in order for the program to work, 
commitments are needed on both sides, with many officials questioning Greece’s ability to deliver on promised 
overhauls and calls for Greek debt relief by its euro zone creditors mounting.  

LATIN AMERICA 

Brazilian unemployment figures for the month of June will be released on July 23rd. We expect the jobless rate 
to reflect further deterioration in Brazilian employment opportunities, likely coming in around 6.8%, up from 6.7% 
in May and a recent low of 4.3% in December. May’s 6.7% unemployment rate was the highest since 2010. The 
labour force participation rate has remained relatively unchanged year-over-year, at 55.9% in May. Not only is 
unemployment rising, but the long-term unemployed (1-2 years) are accounting for a growing share of those 
without work (11.2% in May 2015 vs 10.5% in May 2014, but down from 11.3% in April 2015). 
Underemployment is also rising, up 32% y/y in May and, more concerning, up 9% in the last month. The lowest 
wage bracket also continues to grow, with those making minimum wage now representing 1.8% of the labour 
force in May compared to 1.3% this time last year and 1.6% last month. These trends are a worrying sign for the 
Brazilian economy: the long-term unemployed experience far more difficulty finding a job due to “résumé 
scarring”, and the growing volume of underemployment indicates that simply finding a job may not be enough to 
support household spending if hours are scarce.  

ASIA 

South Korea will release preliminary estimates for second quarter GDP 
data on July 22nd (EST). The economy has been adversely impacted 
over recent months by the Middle East Respiratory Syndrome outbreak, 
as reflected in worsening of business and consumer sentiment, which 
has led to weaker domestic demand. Meanwhile, external sector 
performance remains muted with exports continuing to decline (on 
average by 7% y/y in the second quarter of 2015). In this context, we 
estimate that real GDP growth slowed to 0.5% q/q (2.4% y/y) in the 
second quarter from the 0.8% (2.5% y/y) gain in the first three months 
of 2015. Nevertheless, the economy’s outlook is more encouraging; we 
expect growth momentum to strengthen gradually through the second 
half of the year and into 2016 as policymakers’ stimulus measures filter 
through to the real economy and as the export sector performance 
recuperates. The country’s real GDP growth will likely average 3¼% y/y 
in 2015-16.  
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Key Indicators for the week of July 20 – 24 

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

North America 

Europe 

A3 

Country Date Time Indicator Period BNS Consensus Latest
CA 07/20 08:30 Wholesale Trade (m/m) May -0.3 -- 1.9

US 07/22 07:00 MBA Mortgage Applications (w/w) JUL 17 -- -- -1.9
MX 07/22 09:00 Retail Sales (INEGI) (y/y) May -- 4.9 4.6
US 07/22 10:00 Existing Home Sales (mn a.r.) Jun 5.35 5.40 5.35
US 07/22 10:00 Existing Home Sales (m/m) Jun -- 0.93 5.11

CA 07/23 08:30 Retail Sales (m/m) May 0.2 -- -0.1
CA 07/23 08:30 Retail Sales ex. Autos (m/m) May 0.3 -- -0.6
US 07/23 08:30 Initial Jobless Claims (000s) JUL 18 285 278 281
US 07/23 08:30 Continuing Claims (000s) JUL 11 2205 -- 2215
MX 07/23 09:00 Bi-Weekly Core CPI (% change) Jul 15 -- 0.1 0.1
MX 07/23 09:00 Bi-Weekly CPI (% change) Jul 15 -- 0.2 0.0

MX 07/24 09:00 Global Economic Indicator IGAE (y/y) May -- 1.0 2.1
MX 07/24 09:00 Unemployment Rate (%) Jun -- 4.4 4.5
US 07/24 10:00 New Home Sales (000s a.r.) Jun 535.0 541.3 546.0

Country Date Time Indicator Period BNS Consensus Latest
GE 07/20 02:00 Producer Prices (m/m) Jun -- -0.1 0.0
EC 07/20 04:00 Current Account (€ bn) May -- -- 22.3
IT 07/20 05:00 Current Account (€ mn) May -- -- 5139.3
IR JUL 20-25 Real GDP (q/q) 1Q -- -- 0.2

UK 07/21 04:30 PSNB ex. Interventions (£ bn) Jun -- 8.7 10.1
UK 07/21 04:30 Public Finances (PSNCR) (£ bn) Jun -- -- 12.4
UK 07/21 04:30 Public Sector Net Borrowing (£ bn) Jun -- 8.7 9.4
HU 07/21 08:00 Base Rate (%) Jul 21 -- 1.4 1.5

SP 07/23 03:00 Unemployment Rate (%) 2Q -- 22.5 23.8
UK 07/23 04:30 Retail Sales ex. Auto Fuel (m/m) Jun -- 0.4 0.2
UK 07/23 04:30 Retail Sales with Auto Fuel (m/m) Jun -- 0.4 0.2
TU 07/23 07:00 Benchmark Repo Rate (%) Jul 23 -- 7.50 7.50
EC 07/23 10:00 Consumer Confidence Jul A -5.8 -5.8 -5.6

FR 07/24 03:00 Manufacturing PMI Jul P -- 50.9 50.7
FR 07/24 03:00 Services PMI Jul P -- 53.8 54.1
GE 07/24 03:30 Manufacturing PMI Jul P -- 51.9 51.9
GE 07/24 03:30 Services PMI Jul P -- 54.0 53.8
EC 07/24 04:00 Composite PMI Jul P 54.2 54.0 54.2
EC 07/24 04:00 Manufacturing PMI Jul P 52.8 52.5 52.5
EC 07/24 04:00 Services PMI Jul P 54.0 54.2 54.4
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Key Indicators for the week of July 20 – 24 

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

A4 

Asia Pacific 

Latin America 

Country Date Time Indicator Period BNS Consensus Latest
CO 07/21 17:00 Trade Balance (US$ mn) May -- -- -1038.9

BZ 07/22 09:30 Current Account (US$ mn) Jun -- -2269.0 -3366.5

BZ 07/23 08:00 Unemployment Rate (%) Jun 6.8 6.8 6.7

Country Date Time Indicator Period BNS Consensus Latest
TA 07/20 04:00 Export Orders (y/y) Jun -- -6.5 -5.9
HK 07/20 04:30 Unemployment Rate (%) Jun 3.2 3.2 3.2
PH 07/20 Balance of Payments (US$ mn) Jun -- -- -58.0

JN 07/21 01:00 Coincident Index CI May F 109.2 -- 109.2
JN 07/21 01:00 Leading Index CI May F 106.2 -- 106.2
JN 07/21 01:30 Nationwide Department Store Sales (y/y) Jun -- -- 6.3
HK 07/21 04:30 CPI (y/y) Jun 3.2 3.1 3.0
TA 07/21 20:30 Unemployment Rate (%) Jun 3.8 3.8 3.8
AU 07/21 21:30 Consumer Prices (y/y) 2Q 1.5 1.7 1.3

JN 07/22 00:30 All Industry Activity Index (m/m) May -- -0.6 0.1
JN 07/22 01:00 Supermarket Sales (y/y) Jun -- -- 5.7
JN 07/22 02:00 Machine Tool Orders (y/y) Jun F 6.6 -- 6.6
NZ 07/22 17:00 RBNZ Official Cash Rate (%) Jul 23 3.00 3.00 3.25
SK 07/22 19:00 GDP (y/y) 2Q P 2.4 2.3 2.5
JN 07/22 19:50 Merchandise Trade Balance (¥ bn) Jun -- 45.8 -217.2
JN 07/22 19:50 Adjusted Merchandise Trade Balance (¥ bn) Jun -- -260.0 -182.5
JN 07/22 19:50 Merchandise Trade Exports (y/y) Jun -- 10.0 2.4
JN 07/22 19:50 Merchandise Trade Imports (y/y) Jun -- -4.2 -8.7

SI 07/23 01:00 CPI (y/y) Jun -0.4 -0.3 -0.4
TA 07/23 04:00 Commercial Sales (y/y) Jun -- -3.4 -4.3
TA 07/23 04:00 Industrial Production (y/y) Jun -- -3.0 -3.2
SK 07/23 17:00 Consumer Confidence Index Jul -- -- 99.0
NZ 07/23 18:45 Trade Balance (NZD mn) Jun -- 100.0 349.8
NZ 07/23 18:45 Exports (NZD bn) Jun -- 4.1 4.4
NZ 07/23 18:45 Imports (NZD bn) Jun -- 4.0 4.0
PH 07/23 21:00 Imports (y/y) May -- -- -12.8
PH 07/23 21:00 Trade Balance (US$ mn) May -- -- -301.0
JN 07/23 21:35 Markit/JMMA Manufacturing PMI Jul P -- 50.5 50.1
CH 07/23 21:45 HSBC Flash China Manufacturing PMI Jul P -- 49.8 49.4
CH 07/23 21:45 HSBC Manufacturing PMI Jul P -- 49.8 49.4

SI 07/24 01:00 Industrial Production (y/y) Jun -- -0.5 -2.3
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Global Auctions for the week of July 20 – 24 

North America 

Europe 

Source: Bloomberg, Scotiabank Economics. 

A5 

Asia Pacific 

Country Date Time Event
US 07/20 11:30 U.S. to Sell USD24 Bln 3-Month Bills
US 07/20 11:30 U.S. to Sell USD24 Bln 6-Month Bills

US 07/21 11:30 U.S. to Sell USD25 Bln 52-Week Bills
US 07/21 11:30 U.S. to Sell 4-Week Bills

US 07/23 13:00 U.S. to Sell USD15 Bln 10-Year TIPS

Country Date Time Indicator
NE 07/20 05:00 Netherlands to Sell Up to EUR2 Bln 161-Day Bills
FR 07/20 08:50 France to Sell Bills

SP 07/21 04:30 Spain to Sell 3 Month Bills
SP 07/21 04:30 Spain to Sell 9 Month Bills
EC 07/21 05:10 ECB Main Refinancing Operation Result
SZ 07/21 05:15 Switzerland to Sell 91-Day Bills
EC 07/21 06:30 ESM to Sell 6-Month Bills

PO 07/22 05:30 Portugal to Sell 4.8% 2020 Bonds

UK 07/24 06:00 U.K. to Sell 1-Month Bills
UK 07/24 06:00 U.K. to Sell 3-Month Bills
UK 07/24 06:00 U.K. to Sell 6-Month Bills

Country Date Time Indicator
CH 07/21 02:00 Guangdong to Sell Bonds
CH 07/21 22:35 China Plans to Sell 30 billion yuan 5-Year Bonds 
JN 07/21 23:45 Japan to Sell 20-Year Bonds

AU 07/22 20:30 Australia Plans to Sell AUD500 Mln 141-Day Bill
JN 07/22 23:35 Japan to Sell 3-Month Bills

AU 07/23 21:00 Australia Plans to Sell AUD900 Mln 3.25% 2025 Bonds
CH 07/23 22:00 Fujian to Sell Bonds
NZ 07/23 22:05 New Zealand Plans to Sell NZD200 Mln 3% 2020 Bonds

CH 07/24 03:00 Shandong to Sell Bonds
JN 07/24 04:00 Japan Auction for Enhanced-Liquidity
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Events for the week of July 20 – 24 

Europe 

Source: Bloomberg, Scotiabank Economics. 

A6 

North America 

Asia Pacific 

Country Date Time Event
US 07/23 10:00 Iran Nuclear Deal - Hearing

Country Date Time Indicator
EC 07/20 04:00 EU Foreign Ministers Hold Meeting in Brussels
GE 07/20 German Finance Ministry Publishes June Monthly Report

UK 07/22 04:30 Bank of England Minutes

TU 07/23 07:00 Benchmark Repurchase Rate
EC JUL 23-24 EU General Affairs Ministers Hold Meeting in Luxembourg

PO 07/24 Portugal Releases Year-to-Date Budget Report

Country Date Time Indicator
JN 07/20 19:50 BOJ Minutes for June 18-19 Meeting
AU 07/20 21:30 RBA July Meeting Minutes
JN 07/20 00:00 Cabinet Office Monthly Economic Report for July

AU 07/21 23:05 RBA Governor Stevens Gives Speech in Sydney

NZ 07/22 17:00 RBNZ Official Cash Rate
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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 0.50 September 9, 2015 0.50 0.50

Federal Reserve – Federal Funds Target Rate 0.25 July 29, 2015 0.25 0.25

Banco de México – Overnight Rate 3.00 July 30, 2015 3.00 --

EUROPE
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
European Central Bank – Refinancing Rate 0.05 September 3, 2015 0.05 --

Bank of England – Bank Rate 0.50 August 6, 2015 0.50 0.50

Swiss National Bank – Libor Target Rate -0.75 September 17, 2015 -0.75 --

Central Bank of Russia – One-Week Auction Rate 11.50 July 31, 2015 11.50 --

Central Bank of the Republic of Turkey – 1 Wk Repo Rate 7.50 July 23, 2015 7.50 7.50

Sweden Riksbank – Repo Rate -0.35 September 3, 2015 -0.35 --

Norges Bank – Deposit Rate 1.00 September 24, 2015 1.00 --

ASIA PACIFIC
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Reserve Bank of Australia – Cash Target Rate 2.00 August 4, 2015 2.00 2.00

Reserve Bank of New Zealand – Cash Rate 3.25 July 22, 2015 3.00 3.00

People's Bank of China – Lending Rate 4.85 TBA -- --

Reserve Bank of India – Repo Rate 7.25 August 4, 2015 7.00 --

Bank of Korea – Bank Rate 1.50 August 13, 2015 1.50 --

Bank of Thailand – Repo Rate 1.50 August 5, 2015 1.50 --

Bank Indonesia – Reference Interest Rate 7.50 August 18, 2015 7.50 --

LATIN AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Banco Central do Brasil – Selic Rate 13.75 July 29, 2015 13.75 --

Banco Central de Chile – Overnight Rate 3.00 August 13, 2015 3.00 --

Banco de la República de Colombia – Lending Rate 4.50 July 31, 2015 4.50 4.50

Banco Central de Reserva del Perú – Reference Rate 3.25 August 10, 2015 3.25 --

AFRICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
South African Reserve Bank – Repo Rate 5.75 July 23, 2015 5.75 6.00

The BoC has no scheduled communication next week and only May retail sales (Thursday) will have any market-moving potential, though the figure has 
recently been muddied by a series of retail store closings.  Wholesale trade (Monday), a more minor release, is the only other data point on the Canadian 
calendar. The Fed slips into its communication black-out period on Tuesday ahead of the following week’s FOMC meeting and there are currently no 
scheduled speakers before then. Housing will be the only macro focus with existing home sales (Wednesday) and new home sales  (Friday) due out. Plus, 
130 earnings reports from S&P500 listed firms will be released over the week. 

 The Central Bank of the Republic of Turkey (CBRT) is expected to remain on hold at its next meeting on July 23rd. Despite the pullback in oil prices and 
the Iran deal, political uncertainty will continue to maintain downward pressure on the near-term currency outlook. Therefore, we anticipate the CBRT to 
remain cautious.   

Inflationary pressures in South Africa have stabilized near the midpoint of the central bank’s 3-6% target band in recent months, with the consumer price 
index rising by 4.6% y/y in May. Accordingly, we expect that authorities will likely keep the benchmark repurchase rate on hold following next week’s policy 
meeting. 

We expect that the Reserve Bank of New Zealand will reduce the benchmark interest rate by 25 basis points to 3.00% when monetary authorities meet 
next week. Although the consumer price index rose at a faster pace in the second quarter of 2015 when compared with the first quarter (0.3% y/y vs. 0.1% 
y/y), price pressures still remain weak. Price gains in the three months leading up to July were largely attributed to the rise in petrol prices. Nevertheless, 
the renewed slump in oil prices places further downward pressure on the headline rate resulting in a relatively weak inflation outlook for the remainder of 
the year.  

North America 

Europe 

Asia Pacific 

Latin America 

Africa 

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

Canada 2014 14Q4 15Q1 Latest United States 2014 14Q4 15Q1 Latest
  Real GDP (annual rates) 2.4 2.2 -0.6   Real GDP (annual rates) 2.4 2.2 -0.2
  Current Acc. Bal. (C$B, ar) -41.5 -52.2 -69.9   Current Acc. Bal. (US$B, ar) -390 -413 -453
  Merch. Trade Bal. (C$B, ar) 5.0 -8.1 -29.1 -40.1 (May)   Merch. Trade Bal. (US$B, ar) -741 -744 -756 -738 (May)
  Industrial Production 2.5 1.3 -1.8 -1.3 (May)   Industrial Production 4.1 4.5 3.5 1.5 (Jun)
  Housing Starts (000s) 189 184 175 203 (Jun)   Housing Starts (millions) 1.00 1.06 0.98 1.17 (Jun)
  Employment 0.6 0.7 0.6 1.0 (Jun)   Employment 1.9 2.2 2.3 2.1 (Jun)
  Unemployment Rate (%) 6.9 6.7 6.7 6.8 (Jun)   Unemployment Rate (%) 6.2 5.7 5.6 5.3 (Jun)
  Retail Sales 4.6 4.4 2.3 1.7 (Apr)   Retail Sales 3.6 3.8 1.8 0.6 (Jun)
  Auto Sales (000s) 1850 1905 1800 1882 (Apr)   Auto Sales (millions) 16.4 16.7 16.6 17.1 (Jun)
  CPI 1.9 1.9 1.1 1.0 (Jun)   CPI 1.6 1.2 -0.1 0.1 (Jun)
  IPPI 2.5 1.3 -1.8 1.3 (May)   PPI 1.9 0.8 -3.1 -2.5 (Jun)
  Pre-tax Corp. Profits 8.8 6.2 -10.8   Pre-tax Corp. Profits 8.3 6.7 9.4

Mexico
  Real GDP 2.1 2.6 2.5
  Current Acc. Bal. (US$B, ar) -26.5 -20.3 -37.8
  Merch. Trade Bal. (US$B, ar) -2.8 -3.3 -8.8 -12.2 (May)
  Industrial Production 1.9 2.4 1.5 -0.9 (May)
  CPI 4.0 4.2 3.1 2.9 (Jun)

Euro Zone 2014 14Q4 15Q1 Latest Germany 2014 14Q4 15Q1 Latest
  Real GDP 0.9 1.0 1.0   Real GDP 1.6 1.5 1.0
  Current Acc. Bal. (US$B, ar) 275 423 245 264 (Apr)   Current Acc. Bal. (US$B, ar) 215.5 295.4 278.1 148.2 (May)
  Merch. Trade Bal. (US$B, ar) 329.8 404.2 302.6 401.1 (Apr)   Merch. Trade Bal. (US$B, ar) 287.5 294.5 262.7 262.2 (May)
  Industrial Production 0.8 0.3 1.6 -1.0 (May)   Industrial Production 1.5 0.7 0.2 2.0 (May)
  Unemployment Rate (%) 11.6 11.5 11.2 11.1 (May)   Unemployment Rate (%) 6.7 6.6 6.5 6.4 (Jun)
  CPI 0.4 0.2 -0.3 0.2 (Jun)   CPI 0.9 0.5 0.0 0.3 (Jun)

France United Kingdom
  Real GDP 0.2 0.0 0.8   Real GDP 3.0 3.4 2.9
  Current Acc. Bal. (US$B, ar) -26.2 6.2 -4.3 -89.3 (May)   Current Acc. Bal. (US$B, ar) -105.7 -115.7 -106.2
  Merch. Trade Bal. (US$B, ar) -40.5 -34.4 -42.2 -43.3 (May)   Merch. Trade Bal. (US$B, ar) -199.7 -190.5 -184.3 -148.5 (May)
  Industrial Production -1.0 -1.3 1.3 0.6 (May)   Industrial Production 1.7 1.3 1.0 3.0 (May)
  Unemployment Rate (%) 10.2 10.4 10.3 10.3 (May)   Unemployment Rate (%) 6.2 5.7 5.5 5.6 (Apr)
  CPI 0.5 0.3 -0.2 0.3 (Jun)   CPI 1.5 0.9 0.1 0.0 (Jun)

Italy Russia
  Real GDP -0.4 -0.4 0.1   Real GDP 0.6 0.4 -2.2
  Current Acc. Bal. (US$B, ar) 30.9 57.4 22.2 61.7 (Apr)   Current Acc. Bal. (US$B, ar) 58.4 14.3 28.9
  Merch. Trade Bal. (US$B, ar) 56.7 73.3 34.5 56.0 (May)   Merch. Trade Bal. (US$B, ar) 15.8 14.1 14.8 15.3 (May)
  Industrial Production -0.5 -1.1 -0.4 1.0 (May)   Industrial Production -1.6 2.1 -0.4 -4.8 (Jun)
  CPI 0.2 0.1 -0.4 0.1 (Jun)   CPI 7.8 9.6 16.2 15.3 (Jun)

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 2014 14Q4 15Q1 Latest Japan 2014 14Q4 15Q1 Latest
  Real GDP 2.7 2.4 2.3   Real GDP -0.1 -0.9 -1.0
  Current Acc. Bal. (US$B, ar) -40.6 -40.1 -34.2   Current Acc. Bal. (US$B, ar) 24.4 54.0 147.6 186.9 (May)
  Merch. Trade Bal. (US$B, ar) 12.2 4.9 2.2 -2.4 (May)   Merch. Trade Bal. (US$B, ar) -122.3 -77.8 -29.2 -18.1 (May)
  Industrial Production 4.4 3.7 2.8   Industrial Production 2.1 -1.4 -2.2 2.3 (May)
  Unemployment Rate (%) 6.1 6.2 6.2 6.0 (Jun)   Unemployment Rate (%) 3.6 3.5 3.5 3.3 (May)
  CPI 2.5 1.7 1.3   CPI 2.7 2.5 2.3 4.2 (May)

South Korea China
  Real GDP 3.3 2.7 2.5   Real GDP 7.4 7.3 7.0
  Current Acc. Bal. (US$B, ar) 89.2 108.9 93.8 103.8 (May)   Current Acc. Bal. (US$B, ar) 219.7
  Merch. Trade Bal. (US$B, ar) 47.2 73.4 86.4 119.7 (Jun)   Merch. Trade Bal. (US$B, ar) 382.5 599.6 494.9 558.4 (Jun)
  Industrial Production 0.5 -1.7 -1.6 -1.3 (May)   Industrial Production 7.9 7.9 5.6 6.8 (Jun)
  CPI 1.3 1.0 0.6 0.7 (Jun)   CPI 1.5 1.5 1.4 1.2 (May)

Thailand India
  Real GDP 0.9 2.1 3.0   Real GDP 7.0 7.5 6.1
  Current Acc. Bal. (US$B, ar) 13.4 9.0 8.2   Current Acc. Bal. (US$B, ar) -27.5 -8.3 -1.3
  Merch. Trade Bal. (US$B, ar) 2.0 2.6 2.5 4.2 (May)   Merch. Trade Bal. (US$B, ar) -11.6 -13.2 -9.0 -10.8 (Jun)
  Industrial Production -4.6 -2.1 0.0 -6.9 (May)   Industrial Production 1.8 2.0 3.3 2.7 (May)
  CPI 1.9 1.1 -0.5 -1.1 (Jun)   WPI 3.8 0.3 -1.8 -2.4 (Jun)

Indonesia
  Real GDP 5.0 5.0 4.7
  Current Acc. Bal. (US$B, ar) -25.4 -5.7 -3.8
  Merch. Trade Bal. (US$B, ar) -0.2 -0.1 0.8 0.5 (Jun)
  Industrial Production 4.6 4.8 4.7 8.2 (May)
  CPI 6.4 6.5 6.5 7.3 (Jun)

Brazil 2014 14Q4 15Q1 Latest Chile 2014 14Q4 15Q1 Latest
  Real GDP 0.1 -0.2 -1.6   Real GDP 1.9 1.8 2.4
  Current Acc. Bal. (US$B, ar) -104.1 -119.3 -101.6   Current Acc. Bal. (US$B, ar) -5.6 -2.8 4.8
  Merch. Trade Bal. (US$B, ar) -3.9 -12.9 -22.2 54.3 (Jun)   Merch. Trade Bal. (US$B, ar) 6.7 7.0 10.9 9.4 (Jun)
  Industrial Production -3.0 -4.0 -6.1 -11.7 (May)   Industrial Production 0.4 -1.0 0.6 -1.2 (May)
  CPI 6.3 6.5 7.7 8.9 (Jun)   CPI 4.4 5.3 4.4 4.4 (Jun)

Peru Colombia
  Real GDP 2.4 1.0 1.7   Real GDP 4.6 3.5 2.8
  Current Acc. Bal. (US$B, ar) -8.0 -1.3 -2.6   Current Acc. Bal. (US$B, ar) -19.5 -6.3 -5.1
  Merch. Trade Bal. (US$B, ar) -0.1 0.0 -0.3 -0.3 (May)   Merch. Trade Bal. (US$B, ar) -0.5 -1.4 -1.4 -1.0 (Apr)
  Unemployment Rate (%) 6.0 5.6 6.8 6.8 (Jun)   Industrial Production 1.5 0.4 -1.9 -3.9 (May)
  CPI 3.2 3.2 3.0 3.5 (Jun)   CPI 2.9 3.5 4.2 4.4 (Jun)

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 15Q1 15Q2 Jul/10 Jul/17* United States 15Q1 15Q2 Jul/10 Jul/17*
BoC Overnight Rate 0.75 0.75 0.75 0.50   Fed Funds Target Rate 0.25 0.25 0.25 0.25
  3-mo. T-bill 0.55 0.58 0.55 0.40   3-mo. T-bill 0.02 0.01 0.01 0.02
  10-yr Gov’t Bond 1.36 1.68 1.69 1.55   10-yr Gov’t Bond 1.92 2.35 2.40 2.34
  30-yr Gov’t Bond 1.98 2.30 2.34 2.24   30-yr Gov’t Bond 2.54 3.12 3.19 3.08
  Prime 2.85 2.85 2.85 2.70   Prime 3.25 3.25 3.25 3.25
  FX Reserves (US$B) 77.6 77.2 (May)   FX Reserves (US$B) 108.2 108.5 (May)

Germany France
  3-mo. Interbank -0.02 -0.04 -0.03 -0.03   3-mo. T-bill -0.16 -0.18 -0.19 -0.22
  10-yr Gov’t Bond 0.18 0.76 0.90 0.79   10-yr Gov’t Bond 0.48 1.20 1.28 1.08
  FX Reserves (US$B) 61.2 61.1 (May)   FX Reserves (US$B) 50.5 47.5 (May)

Euro Zone United Kingdom
  Refinancing Rate 0.05 0.05 0.05 0.05   Repo Rate 0.50 0.50 0.50 0.50
  Overnight Rate 0.05 -0.06 -0.12 -0.12   3-mo. T-bill 0.45 0.48 0.47 0.46
  FX Reserves (US$B) 330.9 325.5 (May)   10-yr Gov’t Bond 1.58 2.02 2.08 2.08

  FX Reserves (US$B) 105.8 110.3 (May)

Japan Australia
  Discount Rate 0.30 0.30 0.30 0.30   Cash Rate 2.25 2.00 2.00 2.00
  3-mo. Libor 0.04 0.04 0.04 0.04   10-yr Gov’t Bond 2.32 3.01 2.94 2.95
  10-yr Gov’t Bond 0.41 0.47 0.45 0.43   FX Reserves (US$B) 53.8 53.0 (May)
  FX Reserves (US$B) 1216.1 1216.4 (May)

Exchange Rates (end of period)

USDCAD 1.27 1.25 1.27 1.30   ¥/US$ 120.13 122.50 122.78 124.02
CADUSD 0.79 0.80 0.79 0.77   US¢/Australian$ 0.76 0.77 0.74 0.74
GBPUSD 1.482 1.571 1.552 1.563   Chinese Yuan/US$ 6.20 6.20 6.21 6.21
EURUSD 1.073 1.115 1.116 1.085   South Korean Won/US$ 1110 1115 1130 1147
JPYEUR 0.78 0.73 0.73 0.74   Mexican Peso/US$ 15.264 15.739 15.714 15.911
USDCHF 0.97 0.94 0.94 0.96   Brazilian Real/US$ 3.197 3.103 3.160 3.190

Equity Markets (index, end of period) 

  United States (DJIA) 17776 17620 17760 18046   U.K. (FT100) 6773 6521 6673 6775
  United States (S&P500) 2068 2063 2077 2123   Germany (Dax) 11966 10945 11316 11673
  Canada (S&P/TSX) 14902 14553 14411 14605   France (CAC40) 5034 4790 4903 5124
  Mexico (IPC) 43725 45054 44916 45143   Japan (Nikkei) 19207 20236 19780 20651
  Brazil (Bovespa) 51150 53081 52591 52435   Hong Kong (Hang Seng) 24901 26250 24901 25415
  Italy (BCI) 1273 1238 1250 1300   South Korea (Composite) 2041 2074 2031 2077

Commodity Prices (end of period)

  Pulp (US$/tonne) 980 980 980 980   Copper (US$/lb) 2.74 2.60 2.52 2.48
  Newsprint (US$/tonne) 570 540 540 540   Zinc (US$/lb) 0.94 0.90 0.91 0.93
  Lumber (US$/mfbm) 282 300 302 302   Gold (US$/oz) 1187.00 1171.00 1159.30 1132.80
  WTI Oil (US$/bbl) 47.60 59.47 52.74 50.35   Silver (US$/oz) 16.60 15.70 15.45 15.01
  Natural Gas (US$/mmbtu) 2.64 2.83 2.77 2.86   CRB (index) 211.86 227.17 218.25 214.29

* Latest observation taken at time of writing. 
Source: Bloomberg, Scotiabank Economics. 
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