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The Fed And The Weather 

 Please see our full indicator, central bank, auction and event calendars on pp. A3-A9. 
 

Canada — Jobs Still Resilient? 

Friday’s jobs report will continue the debate over whether Canada remains 
resilient and on the mend in the face of the sharp drop in resource prices 
stretching back to the summer of 2014. One single report probably shouldn’t 
play this role, as opposed to the trend that cuts through a rather notoriously 
volatile report especially if unusual revisions are not removed from an 
assessment of volatility. Canada has put in the fastest year for employment 
growth in the past three years at an annualized rate. The country has created 
115,000 jobs so far this year (173,000 at an annualized pace). Part-time jobs 
are down by 59,000 as the aggregate workforce has converted to more full-
time employment this year (+174,000). Aggregate hours worked are at a 
record high so it’s not just you cutting out little frivolities like sleeping and 
eating. Private sector jobs are up by 46,000 of which 24,000 are payroll jobs 
and 21,000 are self-employed. Public sector jobs are up by 69,000. We’ve 
always argued that this should not surprise given that the entire energy sector 
including oil, gas, and electricity accounts for only 5% of total employment 
including direct and indirect effects (p.4 here). In past periods of 
comparable declines in oil prices to what we have experienced over the 
past 15 months, jobs usually did not drop — and when they do it’s 
because a lot of other things are going awfully wrong. Witness chart 1 
that shows the employment declines when oil prices plunged in the early 
1990s and 2008-2010 during a period of major adjustment for the Canadian economy due to many factors, and 
then the global financial crisis, respectively. In the other instances, employment remained fairly resilient. 

Can Canada maintain the strong recent pace of recovery in export 
growth?  We’ll find out with August trade figures next Tuesday but 
consensus expects a slightly wider trade deficit that would at least 
temporarily halt two months of progress toward material reductions. Recall 
that export volumes surged ahead by 3.7% m/m in June and then, despite 
the expectation that this was not sustainable, went on to post a further 1% 
gain in July. There are two cautions here: One is that the first pass at trade 
figures should always be taken with a grain of salt. Statistics Canada itself 
has remarked that the first estimates involve significantly incomplete 
sample data from energy firms for instance, and so data is inferred until 
revised later. The second caution is that what propelled July’s export tally 
were gains in volatile and traditionally ‘lumpy’ categories like aircraft and 
autos. Yes Canada produces much more than raw commodities by the way 
and there are still plenty of manufacturers. There was nevertheless 
significant breadth to the gains that also included sizeable jumps in exports 
of industrial machinery and equipment, consumer goods and agricultural/fishing exports. At some point, 
however, I would not be at all surprised to see some of the momentum taken back and there is room for some 
of that while still getting a decent contribution from trade to broad GDP growth this quarter. Indeed, with what 
we know so far, export volumes are tracking 12% higher q/q. 

Behind these prints, housing starts on Thursday probably won’t get much airplay. Nevertheless, following the 
outsized 217,000 new housing units placed under construction in August (a three-year high), some 
moderation might be expected. 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 
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The week caps off with a pair of Bank of Canada sentiment surveys. One polls only about 100 firms for their 
expectations for sales growth, hiring, investment, and prices and is called the Business Outlook Survey. The 
key measure to watch there is the sales outlook reading. The other samples opinion across financial 
institutions in terms of an easing/tightening bias on business lending conditions. 

United States — Forecasting The Fed Is Like Predicting The Weather 

Two factors may be influential in terms of where US markets — and possibly world markets — go over the 
course of the week. One will be the FOMC minutes. Two will be hurricane watch into the weekend and coming 
out of it given the potentially substantial financial market effects — not to mention the very human toll it could 
take across the eastern half of the United States and into Canada. 

The minutes to the September 17th FOMC meeting that resulted in no change in Fed policy take on 
less importance in the wake of the disappointing nonfarm report for September and downward 
revisions to job growth over prior months. Prior to these reports we would have looked for signs about 
how close the September no-hike vote was. Of course there was only one formal dissenter who preferred to 
hike rates now (Richmond Fed President Jeffrey Lacker). For broader swing sentiment, we’ll have to rely upon 
our usual parsing of the unique foreign language the Fed uses to describe frequency of opinions expressed 
during the meeting; like ‘some’, ‘few’, ‘many’, ‘most’, ‘several’, etc. If there is a fairly high frequency of opinion 
expressed that the economy can withstand a near-term rate hike then the minutes will be taken as 
incrementally hawkish. Regardless, renewed disappointment in job growth that even doves didn’t 
anticipate — nor any of the 96 forecasters polled by Bloomberg — lessens the odds of a hike by year-
end. We would put 0% odds on a hike in October that we were never fans of in any event. December had 
been our highest probability call as the least ugly option with just under 50% odds but higher than any other 
meeting, but I would now lower those odds and raise the odds of a first hike in Q1. A hike by December 
would require renewed acceleration in job growth over October and November if not upward revisions 
on top of it. That’s not impossible and we don’t want to overreact to a notoriously volatile and heavily revised 
report, but until we have further comfort with the jobs side of the picture and Q3 growth tracking after a very 
strong Q2 while on the path toward inflation readings coming in materially higher by early next year we lean 
toward more caution against rate hike expectations this year. Yes the Fed call is at risk of being pushed out 
again and yes this has been frustrating in case anyone thinks otherwise. But the unusual panoply of random 
surprises from China’s unexpected sudden devaluation in August, through a renewed downdraft in oil prices in 
July and August that put downward pressure on bond yields and was driven by a complex array of supply and 
demand considerations, some event risk that has at least temporarily gone away like Greek elections and US 
government funding, and now unexpected deceleration in US job 
growth make for elevated market uncertainty. These were all nearly 
impossible to forecast. Whether he truly said it or not and exactly how 
so versus the academic arguments on both counts, we like Keynes’ 
alleged remark when he shifted his views on monetary policy in the 
midst of the Great Depression: “When the facts change, I change my 
mind. What do you do sir?”   

Five regional Fed presidents will also speak over the next week 
including three voting FOMC officials (Lockhart, Evans, and Williams). 
St. Louis Fed President James Bullard also speaks but doesn’t vote 
until January. Minneapolis Fed President Narayana Kocherlakota 
speaks but retires when his vote runs out by year-end. At that point, if 
we’re right in assuming that the negative rate forecast in the dot plot 
belongs to Kocherlakota, then expect his removal from the voting 
rotation to slightly swing the median fed funds projection higher. Then 
the voting composition of the regional Fed presidents takes a somewhat 
more hawkish turn in 2016. 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 
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The second main factor beyond Fed communications will have us on hurricane watch. Speaking of random 
factors, the minute you think you have a forecast story nailed down, some other event springs up. Now we 
need to ask whether the next barrier to a Fed hike this year is a major hurricane exacting a heavy toll 
on the economy and particularly across the US eastern seaboard. Of course a caution to what follows is 
that there is tremendous uncertainty over where Hurricane Joaquin will go, whether it will hit land or go out 
into the Atlantic, and if it hits land then at what speed and size. The forecasts keep changing. The National 
Hurricane Center’s cone forecasts for Joaquin’s path (here) currently show the hurricane missing the east 
coast and going back out into the Atlantic Ocean. That doesn't mean it still could not change paths again. 
Regardless, an awful lot of rain is likely to spin off outside of the cone forecast and onshore. Recall that 
Hurricane Sandy was only a Category 2 storm when it caused massive flooding in the NY/NJ region and 
elsewhere. Joaquin is a category 4 hurricane as we go to press and thus the second most powerful storm on 
the Saffir/Simpson scale. Table 5 in this study that converted damage estimates from hurricanes since 1900 
into 2005 dollars estimated that the average damage imposed by a category 4 hurricane that hits land has 
been about US$30 billion. Some out-sized storms skewed this average to about double the median damage 
hit. You shouldn’t discount those outsized examples in the overall sample this time around for two reasons. 
One is that development over time probably makes for higher damage estimates today. Second is that 
obviously the damage estimates depend upon the concentration of population around where a hurricane hits 
land, and so table 6 in that study stretched the damage estimate to over US$60 billion for category 4 storms 
that hit areas with populations of greater than 3 million people (chart 2). More recent hurricanes not covered in 
this study — like Sandy — imposed greater damage than that. There have been five of those since 1900. A 
category 5 hurricane has never hit a population centre with over 3 million people and the last category five 
hurricane to hit land was Rita a decade ago when it slammed into Louisiana. As bad as they were, none of the 
hurricanes to hit land over the past decade were stronger than a category 3 and none of those hit the 
northeast. The only saving grace here is that the damage and impact can be highly variable even for 
hurricanes that land. Fingers crossed and unfortunately make sure to have the business resumption plans on 
standby but with presently moderate risk. As for the Fed, on top of everything else, it would be difficult to hike 
for some time following the worst case scenario of a major impact on land given business disruption effects, 
potential damage to infrastructure, and probably negative effects on higher frequency growth indicators that 
matter to a data-dependent Fed. 

International trade figures and ISM-services round out the macro hits expected for next week. 

Asia — Treasuries Have Done Quite Well Despite Falling Chinese Reserves 

A pair of central bank announcements and Chinese reserves data could impact global and regional market 
tones next week. 

A minority view posits that the Bank of Japan will take additional steps to apply monetary policy 
stimulus before year-end. This could include increasing the pace at which it is expanding the monetary base 
— the BoJ’s balance sheet — above the current ¥80 trillion per year range. There are low expectations for this 
to occur at next Wednesday’s meeting. Fresh forecasts will be shared by the BoJ at the next meeting just a 
few weeks away on October 30th. A recent unexpected decline in Japanese industrial output fed concern that 
Japan risks a second consecutive quarter of decline in GDP; and CPI inflation is hovering just above 0% y/y 
while core CPI excluding food and energy sits at 0.8%. Governor Kuroda has nevertheless previously guided 
that the BoJ will be patient in evaluating progress toward its inflation goal over the next year which may 
suggest greater patience than markets may be assuming. Then again, the BoJ is somewhat notorious for 
abrupt shifts in direction and fits into the context of the Abe government’s communicated direction to apply 
monetary stimulus in line with the three arrows of fiscal and regulatory stimulus and reforms.  

Are China’s foreign reserves continuing to fall at the same rapid pace of recent months?  Recall that 
reserves fell by a record amount in August as the People’s Bank of China intervened to sell USD and buy 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 
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yuan following the largest single currency devaluation since the 
1990s as markets further tested the possibility for additional 
depreciation. We’ll get the September reading on reserves next 
week and the implications also spill over into the US Treasury 
market. On that note, observe that the feared impact of declining 
Chinese reserves with concomitant risk of selling pressure in US 
Treasuries has not been realized. In fact, anything but; witness 
chart 3 that shows US Treasury yields have fallen over the 
period during which China’s reserves have fallen significantly. 
This speaks to the breadth of demand for Treasuries, and the 
relative scarcity of tradeable fixed income product as much of it has 
been taken off the market onto the Fed’s balance sheet in the QE 
era. Regardless, if the steep decline is not repeated following 
August’s interventions in currency markets, then it may be taken as 
an indication of stabilizing demand for US Treasuries and other 
instruments from China. China’s reserves have dropped from a 
ridiculous US$4 trillion peak in June of last year to a gigantic 
US$3.56 trillion as of August. This decline brings reserves back 
down to where they were two years ago.  

The Reserve Bank of Australia is widely expected to stay on 
hold next week. Only one (not us) out of 29 shops may hit a home-
run if the RBA actually cuts. Or not. Futures markets also do not 
expect a rate change and put over 90% odds on no change. 
Further out in time, however, the odds of a rate cut rise quite 
markedly and become a base case in futures contract pricing 
by February onward (chart 4). At that point, several more 
economists join the cut call but it does not become a consensus 
view. RBA guidance has left open this possibility:  “Directors agreed 
that monetary policy is appropriately accommodative and could be 
eased further if the cyclical rebound disappoints, provided financial 
risks remain contained.”  Since the last RBA policy decision on 
September 1st, the A$ has dropped by over 1% versus the USD 
and euro, 2% versus the yen, offshore renminbi, NZ$ and won. 
Australia also releases trade and new home sales figures for August 
next week.  

Miscellaneous developments of interest to regional markets will 
include updates on export growth from India and Malaysia, as well as Philippine CPI. 

Europe — Election Fears Overdone? 

Portugal's election, key macro updates for the industrial sector and exports across Europe, and a 
Bank of England policy decision will guide European markets. Spillover effects onto global markets 
may emanate from the macro data.  

Portugal’s national election is this Sunday. Earlier in the year it was positioned as among the main 
European political risks on the docket. The fear was that the anti-austerity coalition would be on the rise and 
risk derailing reforms. That’s no longer quite the same risk, as more of the focus is upon Spain’s federal 
election in December. Having said that, the ECB’s shift toward a more aggressive than expected bond 
buying program helped to tamp down such market concerns. In Portugal’s case, there are two additional 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 

 
THE WEEK AHEAD 

Chart 3 

3.5

3.6

3.7

3.8

3.9

4

4.1

1.5

1.7

1.9

2.1

2.3

2.5

2.7

2.9

3.1

3.3

01/14 08/14 03/15 10/15
Source: Scotiabank Economics, Bloomberg.

Treasuries Have Withstood Falling 
Chinese Reserves

10yr, UST, %

10yr Treasury Yield                         
(LHS)

Chinese
FX Reserves                      

(RHS)

USD, Tns

Chart 4 

0

10

20

30

40

50

60

70

80

90

Futures Markets Think The RBA        
Will Cut Again - Just Not Yet

%, probability of RBA rate change

Source: Bloomberg, Scotiabank Economcs. 

 



Economics 

Global Views 
  

October 2, 2015 

6 

  

… continued from previous page 

reasons for lessened concern. One is that recent polls give a modest 
edge to the ruling coalition (chart 5). The Social Democrats of Prime 
Minister Pedro Passos Coelho and the CDS Party are polling 38% of 
the popular vote versus 32% for the Socialists and 9% each for the 
combined Communist/Green parties and the Left Bloc. This is 
according to one poll by Catholic University. Another poll by 
Marktest points to a wider margin of victory at 41% for the ruling 
coalition versus 29% for the Socialists. Needless to say, polls often 
don’t get it right so the results will be closely watched into the 
European market open on Monday. The second reason is that the 
rest of Europe somewhat successfully made an example of Greece 
in an effort to contain the risk of watching the anti-austerity forces 
rise up across the rest of Europe. Greece never really understood 
this element of the game.  

The Bank of England issues another policy decision next 
Thursday. No change in policy is expected at this meeting. It wasn’t 
long ago that Governor Mark Carney noted “The prospect of 
sustained momentum in the U.K. economy and the gradual firming of 
underlying inflationary pressure will likely put the decision as to when to start the process of gradual 
monetary policy normalization into sharper relief around the turn of this year.” Two days afterward, his Chief 
Economist expressed doubts. We are standing by our team's call for a hike early next year with the material 
risk skewed to later rather than earlier.  

A wave of data releases will freshen our thinking on Eurozone growth risks. They will include 
industrial production from Germany, France, Italy, the UK and Spain, exports from the UK, Germany and 
France, factory orders from Germany, and UK construction output plus service sector data. ECB President 
Mario Draghi speaks on Tuesday but the topic has not been disclosed. 

 

Derek Holt 416.863.7707 
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Still Not Your Typical Economic Expansion 

Six years and counting, global output growth has been steadily 
moderating following the massive stimulus-induced bounce in 2010 
from the depths of the Great Recession. This is the opposite of past 
cycles where recoveries gained momentum on the back of 
strengthening and more synchronized activity among advanced and 
developing economies. For the time being, downside risks to growth 
are still dominating the outlook. 

The differential economic performances throughout the world are 
striking. Among the two largest growth engines, the U.S. economy is 
gradually powering up, while China’s economy is gradually powering 
down. The U.K. and India are posting relatively solid growth rates, but 
Brazil and Russia are in deep recession. Many countries, Canada 
included, fall into the ‘moderate growth’ performance category, with 
the negative trade impact of slowing Chinese growth having a greater 
impact than the positive trade impact associated with the U.S. revival. 
Low interest rates and low oil prices are helping to underpin global 
activity, but the generally sluggish behaviour internationally leaves 
little margin for error if downside risks persist.  

The volume of world trade is growing slowly, below even the moderate advance in global real GDP which is 
currently trending around 3%. This contrasts with the performance in 2000-07 when the combined volume of 
exports and imports expanded faster than worldwide output growth. And prospects are not very encouraging. 
Aggregate new orders for durable goods are generally soft outside of a relatively few sectors such as 
transportation equipment which includes commercial airliners, rail stock, and motor vehicles. Consequently, 
worldwide industrial activity remains moribund, as is global bulk shipping.    

Inflation remains at low levels, even in the U.S. and other countries where domestic demand is relatively firm 
and skilled labour shortages are evident. In China, producer prices have been consistently contracting in recent 
years. Deflationary shocks are continuing to pressure commodity prices, nominal earnings, and yields on 
interest-bearing securities, in addition to longer-term inflation expectations. Risk assets, such as luxury real 
estate, art work and other collectibles for example, have posted stronger gains internationally, the by-product of 
the record expansion of central bank balance sheets needed to resuscitate and sustain activity in many of the 
large industrial nations. 

The compression of growth and earnings is forcing many businesses around the world to rationalize and 
consolidate their operations. Asset sales and mergers & acquisitions are on the rise, particularly in the hard-
pressed resource sectors. Business investment has slowed, and the ratcheting up in financial and currency 
market volatility since mid-year will likely exacerbate the uncertainty surrounding the economic environment, and 
reinforce the current caution in capital spending.  

The persistent sub-par performance of the global economy largely reflects the multiple structural imbalances 
that have been slow to recede, but also the dampening of growth triggered by frequent geopolitical events as 
well as the temporary interruptions caused by factors such as strikes and bad weather. Despite the significant 
deleveraging efforts on the part of some segments of the global economy including both the private and public 
sectors, aggregate levels of indebtedness have continued to rise and remain a headwind to stronger growth.  

The Canadian economy is caught in this global ‘tug-of-war’. The nation’s output growth is being constrained by 
the broad-based weakness in the value of commodity-related exports, with the potential for even further 
retrenchment and investment cutbacks in the beleaguered oil patch, and increasingly other resource sectors as 
well. Even so, Canada’s highly diversified economy has been able to offset some of the commodity-related 
weakness, relying on its increasing shipments to the expanding U.S. economy, and its large and broad-based 
service sector, including financial, business, and technology services. 

Aron Gampel 416.866.6259 
aron.gampel@scotiabank.com 
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At present, there are still considerable downside risks to the outlook which could undermine growth even further … 
 

 Global growth could lose even more momentum, dragged further down by a potentially weaker performance 
in China which would exacerbate the softer conditions in many emerging market economies that depend 
upon export markets throughout the Asia-Pacific region.  

 Commodity-producing nations remain at risk of further weakness as adjustments needed to correct 
oversupplies in most resource sectors result in reduced capital expenditures and output growth.  

 The very moderate recovery in the euro zone is susceptible to unexpected developments which could 
undermine the economic progress to date. The region’s industrial activity will be challenged by the reduced 
demand for exports destined for China, with German auto production also affected by the scandal 
surrounding diesel engine emissions. Budgets will be stretched to deal with the intensifying migrant issue 
affecting most of the continent.  

 Escalating risk in financial markets — slumping equity prices, sharply increasing volatility metrics and 
widening credit spreads — compounds the uncertain outlook and has the potential to further undermine 
business confidence and investment. 

 The U.S. dollar has strengthened in response to the relative outperformance of the U.S. economy, the 
expected widening in short-term interest rate differentials between the U.S. and other more inflation-prone 
economies, and safe-haven capital inflows from less financially robust emerging market economies. A 
stronger U.S. dollar could add to the drag on the U.S. economy from a further erosion in net trade and U.S. 
earnings derived from foreign sources.  

 Slower global growth coupled with the ongoing weakness in commodity prices increases the risk of a 
deflationary shock that overwhelms the cyclical rebound in prices in the U.S. and the U.K. where capacity 
constraints and wage pressures are showing some signs of emerging. 

 Increasing event risk, as evidenced by the expanding list of geopolitical and weather-related issues, has the 
potential to aggravate confidence and defer spending even more. 

 

… Although there are some factors which could lead to a renewed strengthening in global activity. 
 

 The United States could post even stronger output growth, led by rising household expenditures in 
response to increasing job opportunities, strengthening income trends, and much improved balance sheets. 
The U.K. should also remain a relative outperformer, benefiting from continued capital inflows and 
construction activity. 

 Comparatively low gasoline prices are a major boost to household and business spending power. 

 Very accommodative policy settings in many countries and regions have the potential to underpin increased 
economic momentum around the world. Many central banks are still reducing historically low borrowing 
costs, while currencies are adjusting lower vis-à-vis the U.S. dollar to help boost export competitiveness.   

 Recapitalized financial institutions, especially in the U.S. and increasingly in Western Europe, have the 
balance sheet strength and capabilities to further expand bank lending to households and businesses.  

 

The uncertainty surrounding the outlook shows few signs of abating. It will take time to determine if the recent easing 
initiatives on the part of the Chinese authorities will help to slow the economic deceleration underway. Similarly, it will 
take more time in the U.S. to find out whether the drag from external trade will intensify alongside the weaker growth 
trends and the competitive exchange rate revaluations versus the greenback around the world. And while the long-
awaited normalization of emergency-level borrowing costs in the U.S. could begin later this year, there is increasing 
concern internationally that a sustained rise in both short- and long-term U.S. interest rates, alongside an even 
stronger dollar, would adversely affect global growth and financial markets. These conditions would be particularly 
challenging for those countries that have less policy flexibility to deal with chronic underperformance. 

Aron Gampel 416.866.6259 
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Strong USD Amid Market Jitters 

 The USD remains in demand as weaker commodities and China growth concerns 
undermine EM FX and risk assets broadly. 

The US dollar (USD) remains in high demand, supported by attractive growth and interest rate differentials vs. 
major peer currencies. Increasing scrutiny concerning the pace of economic activity in China has prompted 
elevated volatility globally. In addition, expectations regarding the potential for a further weakening of the 
Chinese yuan (CNY) have exacerbated a bearish tone already present in emerging markets. A commodity 
market shock has triggered a broad-based price adjustment, with the benchmark CRY index declining by 38% 
over the past 15 months. Intensifying concerns about the pace of growth in emerging markets have refuelled 
bearish momentum in virtually all commodity prices.  

We remain bullish on the outlook for the USD. After a 27% appreciation between May 2014 and March of this 
year, the USD continues to consolidate its strength against its major currency peers. The Fed’s clear intention 
toward policy normalization, its data dependent stance, and the strengthening pace of US activity should 
serve to reinforce the global theme of economic and policy divergence and provide for continued USD 
strength. The Canadian dollar (CAD) will remain on the defensive. We expect USDCAD to extend its recent 
rise to an 11-year high in the next three months as commodity prices remain soft and Canadian economic 
growth remains sluggish. The Bank of Canada is liable to maintain a steady hand on the policy tiller as the 
Fed begins its monetary tightening path, especially as policymakers appear happy that the exchange rate 
helps absorb the impact of the oil shock on the domestic economy through increased export sector 
competitiveness. Given the inconclusive state of the opinion polls, the outcome of the Canadian Federal 
election (scheduled for October 19th) could produce a surprise for investors later in the month. The Mexican 
peso (MXN) has depreciated by 21% vs. the USD over the past 12 months. Potential for overshooting persists 
in anticipation of the first Fed Funds interest rate hike. Thereafter, the MXN is well positioned to perform better 
than peer Latin American currencies in the recovery phase (likely to be materialized in the early months of 
2016). The Mexican economy will strongly benefit from the improving US economic outlook. 

The process of monetary policy normalization amongst the major central banks will be rather uneven. Indeed, 
only the Bank of England (BoE) seems to be in a position to follow the Fed’s move with tighter monetary policy 
(we expect rate hikes to start in early 2016). Therefore, we anticipate British pound (GBP) out-performance on 
the crosses as a consequence of such policy actions. However, mounting debate about the continuity of the 
UK’s membership in the European Union ahead of the referendum scheduled for 2017 might risk undermining 
our constructive view of the GBP in the medium term. Other major central banks are likely to maintain easy 
monetary policy settings or relax them further. Both the European Central Bank (ECB) and the Bank of Japan 
(BoJ) may take additional interventionist steps through intensified asset-purchase (so-called Quantitative 
Easing or QE) actions before year-end. We are bearish on the outlook for the euro (EUR). Slow growth 
dynamics and stubbornly low inflation will prompt policymakers to wait until the end of the year before deciding 
on whether to extend quantitative easing measures further. Core euro zone yields at the short end (2Y) sector 
of the curve remain close to record low, negative yields at -0.23%.   

We remain bullish on the medium-term outlook for USDJPY. Domestic pressure for additional BoJ stimulus 
has been rising in recent months as inflation falls back towards the levels prevailing in early 2013, just as the 
BoJ reflation campaign was starting. Additional BoJ stimulus plus tighter Fed policy will push USDJPY 
towards 129 by mid-2016.A weaker CNY and the threat of tighter US monetary policy prompted heightened 
volatility in key developing market currencies. The Brazilian real (BRL), the Turkish lira (TRY), and the South 
African rand (ZAR) have all reached record lows versus the USD in the past few weeks. Brazil has become 
the centre of financial market turmoil in Latin America. A deep economic recession exacerbated by a 
prolonged bearish momentum in emerging market assets and escalating domestic political uncertainties have 
been factors compounding an already weak tone in the BRL. The Colombian peso (COP) has been one of the 
major casualties of disorderly oil price shifts, having lost 35% versus the USD over the last 12 months (second 
only to Brazil in the developing Americas). Persistent evidence of Chinese economic deceleration and the 
associated decline in copper prices remain chief factors undermining the value of the Chilean peso. 

Shaun Osborne 416.945.4538 
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Commodity Prices Tumble To Decade Low In August 

 Financial markets question whether the ‘China Growth Story’ is over — pulling down oil & base 
metal prices in August.   

 But, Glencore production cuts shore up copper prices in September.  

 Rebalancing China’s economy could actually boost demand for some commodities (aluminium & 
tin used in cars, electronics & other consumer goods).  

 

Scotiabank’s Commodity Price Index plunged by -10.5% m/m in 
August to 91.3 — 13.9% below the April 2009 bottom during the 
last recession and the lowest level since early 2005. While many 
commodity prices including key base metals remain well above 2008-
09 recessionary lows, today’s commodity market weakness is broader 
based. China has shown relative economic strength since 2008 — in 
a lacklustre global economy — but financial market turbulence in 
China (the sharp equity market correction and the decision by the 
People’s Bank of China to depreciate the yuan) touched off fears of 
a ‘hard landing’ in August and raised questions over the medium
-term outlook for China as a ‘growth market’ for raw materials — 
especially for oil and metals.   

Our view — monetary & fiscal policy stimulus will allow China’s 
economy to grow by 6.8% in 2015 (close to Beijing’s 7% target), 
though growth will slow to 6.4% in 2016. Medium-term, China’s 
potential to significantly lift world raw material demand will 
generally remain intact, even as it transitions to a consumer and 
service-led economy. Vehicle penetration in 2014 (car ownership 
per 1,000 people) was only 104 in China compared with 803 in the United States, 651 in Canada and 
595 in Japan — pointing to huge potential growth in gasoline and base metal demand going forward, 
despite a near-term slowdown in China’s auto sales & production. (‘Emerging-markets’ India and Mexico, 
where vehicle penetration is a mere 30 and 295 respectively, also promise strong auto sales going forward.)      

In August, Oil & Gas led the commodity price downturn (-25.1% 
m/m, -56.7% yr/yr).  WTI oil prices dropped to US$42.89, reaching an 
intra-day low of US$37.75 on August 24 — close to the US$32.40 
bottom on December 31, 2008 at the depth of the ‘Great Recession’.  
Given a widening of the discount, the price of ‘Western Canadian 
Select heavy oil’ fell to a mere US$29.33 per barrel — close to its low 
in 2008 — and just above average cash costs for Alberta producers. 
(WCS heavy oil price discounts are sourced from the TMX/Shorcan 
Energy Brokers trading platform.)  

A loss of confidence in the medium-term outlook for China and 
its petroleum consumption contributed to the plunge in oil 
prices in August. While Chinese petroleum demand — at 11.9% of 
the world total (11.16 mb/d of 93.74 mb/d in 2015:Q2) — continues 
to be dwarfed by the United States at 20.5% (19.25 mb/d), China has 
been one of the world’s fastest growing oil markets (3.9% p.a. 2011-
15). Again, we believe that it is important not to over-react to market 
jitters. Actual Chinese petroleum consumption advanced by a 
robust 5.2% yr/yr in 2015:H1 — boosted by petrochemical and 
transportation demand. WTI oil prices climbed back over US$45 in 

Patricia Mohr 416.866.4210 
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September, following a massive short-covering rally in late August and a renewed decline in U.S. oil-targeted 
drilling activity (-59.8% yr/yr), pointing to a moderate slowdown in U.S. oil production.        

The Metal & Mineral Index also lost ground in August (-1.6% m/m, -19.3% yr/yr). The decline — from already 
low levels — mostly reflects concern over the outlook for China’s economy. China dominates world demand for 
the four key base metals — copper, zinc, nickel and aluminium — accounting for an estimated 48.6% of 2015 
world demand, while the United States represents a mere 9.0%; China is a five times bigger market than the 
United States. China also accounts for 50% of world steel production, dominating demand for coal and iron ore.   

LME copper prices slipped from US$2.47 per pound in July to US$2.31 in August, touching a low of US$2.22 
on August 24. However, prices rallied back to a high of US$2.45 on September 10 following the 
announcement that two Glencore-related companies will suspend 400,000 tonnes of copper 
production over the next 18 months. The cutbacks, combined with smaller previously announced cuts by 
Freeport and Grupo Mexico, will go a long way towards balancing supply with demand in 2016, though 
inventories will remain high at 80 days.     

Despite this positive development, short selling by investment-hedge funds pushed prices lower 
again in late September — a testament to the poor current sentiment on China’s outlook.  Copper 
prices at US$2.30 in early October remain profitable, still yielding an 7% margin over average world break-
even costs (including depreciation). However, prices have been on a downward trend since 2012, largely due 
to a wave of new mine development, commissioned some time ago, which will not peak until 2017. China’s 
copper demand will slow this year to 3%, but will be supported medium-term by still low per capita 
electricity use and build-out of the distribution system. China’s per capita power use is one-quarter 
that of the United States. The copper price forecast for 2016 is unchanged at US$2.30.   

Base Metals — Near-Term Weakness, But Stronger Prices Expected By 2017-18   

Zinc prices have not escaped recent fund selling, declining from a high of US$1.04 per pound in May to 
US$0.82 in August and US$0.75 in early October, despite the imminent closure of two large mines (Century 
and Lisheen). LME inventories have increased recently with an end to some stock financing deals and the 
return of off-warrant stocks.  However, the story of medium-term strength remains intact.   

Today’s lower zinc prices remain just above average world break-even costs (including depreciation) in the 
low US$0.70 range, but 20% of world mine output is not covering cash costs. Should prices remain at these 
levels in coming months, potential new mine development — planned for late-decade start-up — will be 
delayed, setting the stage for quite tight market conditions and much higher prices within several years. Zinc 
prices could shoot up to the US$1.60 mark by 2018-19.   

Expectations for zinc consumption growth in China have recently been revised lower to 4.3% for 2015. However, 
infrastructure spending is the big driver of Chinese zinc demand and it has advanced by a robust 18.8% 
YTD and should continue strong in the second half of 2015. The NDRC announced three new railway 
projects in September (including a high-speed rail line between Zhengzhou in Henan and Wanzhou–Chongqing). 
(The auto sector is less important for zinc in China than in North America, because galvanized steel is still not 
widely used in the underbody of a car.)   

It should also be recognized that a reduced pace of demand growth for zinc in China than ten years 
ago — linked to slower GDP expansion — comes off a much larger base and does NOT imply less 
tonnes of incremental demand. Refined zinc consumption in China is expected to grow by 4.8% per annum 
from  2015-20 — equivalent to annual demand growth of 350,000 tonnes — compared with 12% p.a. 
consumption growth from 2005-08, also requiring 350,000 tonnes per annum of additional zinc.   
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A Broad-Based Slowdown In Global Trade Is Continuing 

 Trade flows are trending lower on a global basis, brought on by structural shifts in China 
and recurring economic setbacks. 

Global trade volumes are on pace to expand less than 2% in 
2015, the slowest since the Great Recession. A tempering of 
Chinese growth is the main driver as the transition from a 
manufacturing and government investment based economy to one 
increasingly reliant on consumption and services has reduced 
demand for a broad range of commodities. Chinese imports have 
plunged 14% year-to-date, with further weakness ahead owing to 
the massive Tianjin Port explosion, which has severely disrupted 
the largest shipping center in Northern China. Chinese industrial 
production averaged 13% annual growth over the past decade, but 
only 6½% so far this year, while manufacturing surveys point to a 
steady contraction in the sector over the first eight months of the 
year. As a result, the demand for materials used in construction 
and manufacturing such as steel and iron ore has softened, 
undercutting prices and trade flows. As industrial activity in China 
moderates, work is shifting to lower-cost centers across 
emerging Asia such as Vietnam, Indonesia, Malaysia and India, 
resulting in a less integrated supply chain between China and the 
rest of the world.   

China is the main catalyst for slowing trade, but broad-based 
weakness in imports and exports across most emerging economies 
has been persistent for the last three years. After the dot-com 
crash, trade in emerging Asia and Central and Eastern Europe 
rebounded by 10-15% per annum through 2007, but the current 
recovery has been much more subdued, with growth trending at a 
fraction of the previous cycle. A series of recurring economic 
shocks have set back trade and growth including the downturn in 
oil prices, recessions in Brazil and Russia, and the latest Greek 
debt crisis. It is unclear whether the current slide in trade is a result 
of numerous temporary factors, or if it’s a secular trend brought on 
in part by China becoming more insular in regards to trade. 

In the Americas, broad U.S. dollar strength is a 
drag on U.S. exports, which have declined on a 
y/y basis every month this year. The greenback 
will likely remain a strong currency, with 
continuing U.S. economic outperformance 
bolstered by an eventual tightening in Fed policy. 
From a Canadian perspective, energy exports 
have plunged by over a third this year. Non-
energy exports, particularly in the transportation, 
industrial machinery and consumer goods 
sectors, have performed relatively well, and are 
likely to continue to benefit from a softer 
Canadian dollar and rising U.S. demand. Conversely, Latin American exports, particularly from Brazil, have 
expanded alongside broad currency devaluations in the region, but more recently the slump in commodity prices 
and demand has dampened trade flows which are heavily reliant on crude oil and metals and minerals. Global 
order books are still generally soft, indicating further sluggish growth ahead for industrial activity and trade flows. 

Neil Tisdall 416.866.6252 
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Diverging Inflation Metrics: The Role Of Healthcare Inflation 

 Core CPI and core PCE are diverging, and some (but not all) of the blame is on 
healthcare prices.  

Two common inflation metrics are generally used to discuss U.S. 
prices: the Consumer Price Index (CPI) and the Federal Reserve’s 
preferred measure of inflation, the Personal Consumption Expenditure 
(PCE) index. Despite different methodologies, the two indices have 
tracked each other fairly closely since 2011: core CPI inflation has 
been hovering only about 0.2 percentage points higher than PCE. In 
2015, however, core CPI, currently at 1.8% y/y, began driving higher 
while core PCE has decelerated to 1.3% y/y (chart 1). How much of 
the divergence is attributable to healthcare inflation?  

There are three primary differences between CPI and PCE (see a 
detailed explanation from the Kansas City Fed here). First, the CPI 
uses a fixed-weight average price while the PCE uses a chain-
weighted methodology. Second, the CPI and PCE place different 
weights on subsectors. The CPI adjusts these weights every two years 
whereas the PCE adjusts every quarter. Third, the CPI measures out-
of-pocket spending for consumers whereas the PCE adds in spending 
by employers or government that directly benefits consumers, the 
most important example being employer or government medical 
purchases on behalf of consumers. One of the key consequences of 
the above methodological considerations is a substantially different 
take on medical care prices. Over the past year, medical care 
inflation measured by the PCE has sunk to 0.6% y/y as prescription 
prices rise but physician prices tank. The CPI, however, has seen 
medical care costs rise to 2.5% y/y (chart 2). Moreover, healthcare 
costs make up nearly 17% of the PCE but only 8% of the CPI. It’s a 
double whammy for the PCE: lower healthcare inflation and a 
much greater emphasis on the subsector.  

The BEA does not publish a core PCE ex-medical care, but our 
estimate suggests that, stripping out healthcare prices, core PCE ex-
healthcare is running at 1.5% y/y vs. 1.3% y/y inclusive of healthcare 
inflation. The implications are (i) healthcare prices are indeed, as 
expected, putting downward pressure on core PCE or, put differently, 
they are not providing the upside to core PCE that they have over the 
prior decade; (ii) the effect is not in itself sufficient to explain the full 
divergence between core PCE and core CPI and removing healthcare 
prices doesn’t reverse the direction of core PCE. Thus, there are 
additional factors at play, likely the strong USD and shelter 
prices, in particular. For example, the weight of shelter in the CPI 
index is 33%, but only 15% in the PCE and shelter prices measured 
by the PCE are running at 4.1% y/y while CPI house price inflation is 
at 3.1% y/y. That implies that while the CPI measures less of an 
increase in housing prices, it benefits substantially more from the rise.  

Special thanks to Mary Webb and Juan Manuel Herrera for their 
comments and assistance. 
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* The Bureau of Economic Analysis guides that the PCE weights can be proxied from the National Income and Product Accounts 
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UK: State Of Play 

UK Recap 

Three key data releases over the last week have shed light on the current state of play in the UK economy. 

i) Final Q2 GDP — confirming that GDP growth is solid (at 0.7% q/q and 2.4% y/y), though survey 
indicators point to moderate deceleration during H2. 

ii) Productivity / ULC — Unit Labour Cost data were stronger than expected, accelerating to 2.2% 
y/y. The ULC is a key metric for the MPC as highlighted by Governor Mark Carney and Deputy 
Governor Ben Broadbent. This week’s outcome ticks another box in favour of rate hikes arriving 
much sooner than the market is currently pricing. 

iii) Current Account — There had been some concerns that the UK was facing a balance of 
payments crisis with a current account deficit of over 6% of GDP. However, this week’s current 
account data showed a sharp narrowing in the deficit during Q2 (to 3.6% of GDP). Furthermore, 
the historical data were revised to show a narrower deficit than previously reported. 

Last week, the BoE Deputy Governor Ben Broadbent noted that “…we need to see faster growth of unit labour 
costs than the 2 percent inflation target”. Hence the jump in ULC during Q2 to 2.2% y/y from below 1% y/y is a 
significant development.  

ULC could accelerate further during H2 

Going forward, we expect continued solid GDP growth, albeit a little slower during the second half of the year. 
Employment growth looks like it is reaccelerating after a temporary pre-election setback. Combined, these two 
point to a slightly slower pace of productivity growth. Last but not least, given signs of continued acceleration 
in wage inflation in recent months, we expect further upside for unit labour costs going into year end.  

BoE Hike During Q1-16 Still In Play 

Drawing this together, we remain comfortable with our view that the first BoE rate hike will be delivered in 
February 2016. That is much earlier than currently implied by markets which are pricing the first hike during 
Q4. Next week’s October MPC minutes could shed additional light on the situation. Any new dissenters would 
be a big surprise to the market. 

Optics Are the Biggest Risk 

The biggest risk to our forecast of a February-2016 rate hike is the presentational issue of raising Bank Rate 
when inflation is still substantially below target. More specifically, the latest CPI reading that the MPC will have 
at the time of the February Inflation Report will be for December. At that point we expect headline CPI inflation 
to still be a meagre 0.2-0.3% y/y. While that is a slight relief compared with the -0.1% y/y that we expect in 
September and October, it is still very low indeed. Governor Carney will still be writing letters to the Chancellor 
to explain why inflation is more than 1% below the 2% target. 

The optics improve a month or two later. Indeed, December and January will see powerful base effects related 
to falling petrol prices a year ago dropping out of the % y/y calculation propel headline inflation up to almost 
1% y/y. Hence there is a risk that the first hike arrives in May as it is easier to ‘sell’ to the general public. 

This week’s MPC minutes could be crucial. 

  Alan Clarke 44.207.826.5986 
alan.clarke@scotiabank.com  

 



Fixed Income Strategy 

Global Views 
  

October 2, 2015 

15 

 

 

  

 

France 2016 Budget: Sticking To Its EU Commitments  

Key Highlights: 

 France’s budget deficit will be reduced further to 3.3% of GDP during 2016 and is expected to 
move below the 3.0% threshold in 2017. The projections show that France is sticking with its 
Stability Programme.  

 The structural deficit is forecast to reduce by 0.5% of GDP next year thanks to further cuts in 
spending. 

 The Debt to GDP ratio is projected to peak at 96.5%!  

 Although slightly optimistic in our opinion, both the growth and inflation forecasts look credible. 

 Next year’s issuance of medium/long term debt will be the same as 2015 at €187 bn, reflecting 
higher redemptions and some technical readjustments on spending between the central state and 
the social security system. 

France 2016 Budget 

 The French budget deficit is 
estimated at 3.8% of GDP this year, 
before narrowing to 3.3% in 2016 and 
2.7% in 2017. This is exactly in line 
with what was already presented to 
the EU Commission in last Spring’s 
Stability Programme. Hence France 
remains on track to bring its budget 
deficit to below the 3.0% threshold 
next year.  

 As a result, the debt to GDP ratio is 
expected to plateau at 96.5% next 
year and 2017. That projection is 
slightly lower than proposed in the 
Stability Programme and 1.5% below 
the figures announced in the initial 
2015 Budget one year ago. 

 Given that French GDP is expected 
to grow roughly in line with potential 
output, all the deficit reduction will 
come from a lower structural deficit, 
which is expected to move down by 
0.5% next year to -1.2% of GDP. As 
such, France remains committed to 
reducing its structural deficit by 0.5% 
as long as the total budget deficit 
remains higher than 3.0%.  

  Frédéric Prêtet 00.33.17037.7705 
frederic.pretet@scotiabank.com  

 

     Chart 1: Debt to GDP forecasts 

 Table 1: France 2016 budget & GDP forecasts 

Source: Ministry of Finance, Scotiabank 
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Committed to Controlling Spending  

 The focus, as has been the case for the last year, is on lowering spending to both strengthen the 
structural reduction of the budget deficit and to offer some room to manoeuvre a reduction in taxation.  

 Under the Stability Programme, France is committed to reducing spending by a total of €50 bn 
(around 2.5% of GDP) over the next three years. After a €18.6 bn reduction this year, the 
government announced an additional €16 bn in spending cuts vs the natural trajectory. This is 
projected to continue, with a further €15.4 bn reduction pencilled in for 2017. The central 
government will end this year with a net reduction of €2.4 bn. All in all, y/y spending will increase 
by 1.3%. That is a bit higher than the 1.0% seen this year but well below the 2.0%/3.0% y/y trend 
seen not so long ago. This is despite the need to deal with the migrant & agricultural crises as 
well as higher spending on security & defence (around 4,000 military/police officers will need to 
be recruited) as France remains highly involved in the global fight against terrorism. The 
spending to GDP ratio will thus move down further to 55.1% in 2016, from 55.8% this year and 
56.4% in 2014. 

 On the other hand, the government is committed to reducing taxation further. Lower taxation on 
corporates remains the priority. During President Hollande’s leadership, corporates will have 
seen a net cut in their tax bills. In 2016, they will benefit from an additional cut worth €9 bn (after 
€14 bn this year). There has been a shift in focus to benefit households. After a €3 bn cut in 
2015, households will benefit from an additional €2 bn cut in income tax next year. All in all, 
despite the traditional natural positive impact of higher growth on revenues, total revenue as a 
percentage of GDP will stabilize at 44.5% next year, down from close to 45% in 2014.  

Potential risks: Lower-than-expected growth & inflation 

 As in the past, the risks to the macroeconomic outlook could prove too optimistic.  

 In terms of GDP growth, the main risk comes from lower-than-expected support from global 
growth. In particular, there is the risk of a further slowdown in emerging markets and the potential 
adverse impact from the Volkswagen crisis on France’s main trading partner, Germany. Thus, 
next year’s export growth could be lower than the close to 5.0% y/y gain assumed by the 
government. For this year, 1.0% growth appears highly achievable in view of the recent positive 
trend seen in consumer spending and in business sentiment. For next year, our forecast is a tad 
softer but we agree that at this stage, the government’s 1.5% target is roughly in line with current 
consensus expectations. 

 Regarding inflation, lower-than-expected readings over the past two years have weighed on 
nominal GDP growth. In turn, this has made it more challenging for the government to meet its 
deficit-to-GDP target. Our inflation forecast of 0.7% y/y for next year is a touch lower than the 
government’s forecast at 1.0% y/y. Current market expectations for 1 Year French inflation 
swaps are at around 0.3%; hence our forecast may not even be low enough.  

 At this stage, while the economic forecasts face slight downside risks, the French government’s forecasts 
for both growth and inflation in 2015 & 2016 look reasonable.  

France 2016 issuance program 

 Next year’s issuance programme for medium and long term bonds (BTAN/OAT) will reach €187 bn, the 
same as this year. This is a little surprising at first glance given that the budget deficit will be lower. This is 
due to two factors: 
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 First, total redemptions will be higher, up to €127 bn from €116.4 bn this year. 

 Second, the central government will guarantee the whole financing cost of the responsibility pact, 
with part of it including a cut in social contributions. In order to avoid the negative impact on the 
Social Security system, the state will assume some of the spending usually dedicated to the 
Social Security System to offset. As a result, the central state deficit will only decline slightly from 
€73bn in 2015 to €72 bn this year.  

 Could lower-than-expected bond yields have an impact? In its Financing program, the AFT expects 10Y 
French yields to move up from around 1.0% currently to 1.4% by the end of the year and 2.4% by the end 
of 2016 (i.e., a 100 bp rise over the coming year). In view of the ECB’s forecast, this could be seen as a 
conservative approach, which opens the door for potential good news. Indeed, in September, the ECB 
expected 10Y rates for the Eurozone as a whole to be around 1.6% on average next year, up just 30 bps 
from this year’s average.  

 Lower-than-expected interest rates could be another opportunity for the AFT to further extend the duration 
of French debt. This year, the low rates environment has enabled the AFT to benefit from net issuance 
premiums. This situation contributed to reducing BTF auctions by €14.8 bn, which now account for slightly 
more than 10% of total French debt vs. more than 18% back in 2009. At the end of August, average debt 
maturity was around 7Y and 1 month vs. a bit less than 7Y in December 2014.  
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Volkswagen Crisis, Addressing The Risk To Germany 

The Calm Before the Storm 

The most recent survey data coming out of both Germany and the rest of the Eurozone have continued to show 
a positive outlook for German growth and the car industry in general. However, these results pre-date the 
Volkswagen (VW) crisis. 

More specifically, in September, the German Ifo surprised on the upside, moving up to 108.5, well above its long 
term average (around 102) and consistent with GDP growth of around 2.5% y/y. Meanwhile, European car 
registrations increased by roughly 10% y/y in August. Eurozone consumer confidence was also strong in 
September, as well as survey details on household intentions to buy big ticket items. These metrics suggest that 
2015 is (or at least was) on track to be a strong year for the car industry. This should have been good news for 
German automakers, and therefore, the German economy as a whole given that the manufacturing sector 
accounts for around 23% of GDP – well above the Eurozone average of around 16%. 

However, since the news of the VW scandal erupted at the end of September, there is a serious risk that the 
buoyancy of the German auto sector (and even manufacturing more generally) could suffer a big setback. Given 
the close relationship between German manufacturing and GDP, there is a possibility of a poor end to the year 
for growth. Thankfully, this kind of event does not happen often, so it is hard to quantify exactly what the fallout 
might be. Nonetheless, we can look at some broad figures to 
gauge the impact. 

Volkswagen has become the largest car manufacturer in the world, 
with more than 10 million vehicles sold across the world last year. 
In terms of production, 25% is made in Germany and 75% in the 
rest of the world. So, this crisis is likely to have negative 
consequences for a number of economies. We focus on the 
specific case of Germany. 

In Germany, as mentioned above, the manufacturing sector 
accounts for around 23% of GDP and among this, 15% is car 
production. Volkswagen produced more than 2.5 million cars last 
years in Germany, which represents 45% of total German car 
production. In turn, that means that Volkswagen production 
accounts for 6% of the German manufacturing sector or 1.4% of 
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          Chart 1: So Far, So Good in the Auto Sector 

Table 1: Volkswagen in figures 
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German GDP. According to the press, around 11 million diesel vehicles across the world will be recalled. The 
press has also mentioned that some countries have halted deliveries of diesel cars from Volkswagen.  

In view of the share metrics above, we could say that the direct impact of a 10% drop in car production from 
Volkswagen would cut German GDP growth by around 0.15%. However, there would also likely be an 
additional indirect impact from the number of suppliers that also stand to suffer. If we look at the historical 
relationship between auto production and German manufacturing output, there is, unsurprisingly, a strong 
correlation with an elasticity of around 0.5 over the period 2007/2014. So, a 10% fall in VW production could 
end up having an impact of between 2.0% and 2.5% on the manufacturing sector as a whole, which therefore, 
could subtract 0.5% from German GDP! 

Upcoming business surveys will be the first gauge of the magnitude of the VW crisis on German GDP growth. 
As a rule of thumb, the relationship between the German Ifo index and car production would suggest that a 1-
point fall in business sentiment would lead to a 1.5-2.0% fall in car production.  

That said, there is a risk that the survey data will over-react. A prime example of this is the ZEW survey, which 
is the first business survey released each month. This is a survey of financial market professionals rather than 
hard business activity. It also tends to be very volatile, so the upcoming ZEW index should be interpreted with 
caution. 
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Key Data Preview  

CANADA 

We’re anticipating that Canadian employment will continue 
humming along near its fairly strong run rate so far in 2015. We’re 
anticipating a 15k print for September, in line with the 14.3k monthly 
average thus far in 2015, as we think that economic growth likely 
strengthened in Q3 and in turn will sustain decent hiring. We’re not 
sure that the make-up of the employment gain, however, will be as 
positive, seeing as August saw a big drop in the rolls of the self-
employed (-21.6k) and an increase in salaried employment (+33.5k) 
both of which might be subject to some reversal in September. 
Regarding the unemployment rate, August saw a 20bps increase in 
the participation rate (see chart) which in turn pushed the 
unemployment rate up to 7% despite the solid increase in jobs. This 
could well reverse itself at least modestly in September thus offering 
some risk of a decline in the unemployment rate to 6.9%, which is 
our forecast. 

We’re looking for Canadian trade data to show a modest widening 
of the trade deficit in August on a mix of base effect readjustment in 
finished goods exports and a drop in Canada’s realized haul from oil 
exports amidst tremendous volatility in crude prices. How volatile 
were crude oil prices in August? In July, WTI oil averaged CAD67/
barrel; in August it averaged CAD57/barrel. In July, Western Canada 
Select oil averaged CAD46.90/barrel; in August it averaged 
CAD34.14/barrel. These dramatic drops in realized oil prices ought 
to drag fairly substantially on net nominal exports, and the greater 
extent of the decline in WCS vs. WTI and Brent implies that the relief 
that Canada experiences in terms of lower imported crude prices will 
barely mitigate the decline in export prices. Exports of machinery 
and finished manufactured goods may have picked up as new 
orders were quite strong in July (see chart) and this could be a 
mitigating factor, which explains our forecast for a modest 
CAD750m deficit.   

Canadian housing starts should drop down from very strong levels 
in August (217k) to merely strong levels and we’re forecasting a 
195k print. Building permits through July (the last available month at 
the time of writing) have been solid in 2015 and indicate a decent degree of optimism among developers 
although we would note that permits can take long and variable amounts of time to turn into housing starts. 

UNITED STATES 

The same factor that we think should cause the Canadian trade deficit to widen in August, namely low oil 
prices, should be a plus for the U.S. trade deficit, and we’re expecting that oil prices will play a constructive 
role in August’s print. However, we still anticipate that the trade deficit will widen on net to USD42bn as softer 
exports of manufactured goods mitigate whatever benefits lower oil costs bring along with them. Shipments of 
durable goods slipped modestly on the month, which should be a negative for trade, and consumer spending 
was strong in July pointing to a likely re-stocking in August which should pull in imports. We’re anticipating a 
deficit on the order of USD-42.3bn.  
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EUROPE 

This week, the UK will release industrial production and construction output data on October 7th and 9th , 
respectively, which will provide the final clues ahead of preliminary Q3 GDP data to be released at the end of 
this month (October 27th). UK industrial production has been whipped around by the volatile extraction 
activities component in recent months. Oil and gas output has been boosted by tax breaks on North Sea 
extraction. Although, this appears to have paused (or even come to an end) in July, with industrial production 
registering a decline of -0.4% m/m. Given the sluggish CIPS manufacturing reading, we don’t expect much 
from manufacturing production growth in the months ahead. The only glimmer of hope is that last month’s       
-0.8% m/m drop may have been overdone and hence we could get a bounce back in August of around 0.3% 
m/m. On the flipside, given the turnaround in the CIPS construction survey in recent months, there is some 
hope that weakness in UK construction output so far this year could be bottoming out. The CIPS suggests that 
construction output growth in y/y terms should improve from here, though there is a risk that the survey is 1-2 
months ahead of the official data. We expect a 1% m/m gain. 

LATIN AMERICA 

Colombian, Brazilian, and Chilean inflation figures for the month 
of September will be published on October 5th, 7th, and 8th, 
respectively. In Colombia, we expect inflation to continue its 
upward trek and likely come in around 5% y/y up from 4.7% in 
August, well outside the central bank’s 2-4% target range. In 
Brazil, price growth hovered around 9.5% y/y, virtually unchanged 
from August and July. This would be the first time in over a year 
that inflation has remained stable for more than two consecutive 
months, and would be a signal that the central bank’s tightening 
bias may finally begin stemming the inflationary tide. In Chile, 
inflation likely eased to 4.9% y/y from 5% in August. 

ASIA 

Singapore is scheduled to release advanced estimates on the 
economy’s third quarter real GDP growth between October 4th 
and 14th. We estimate that the country’s output expanded by 1.5% 
y/y in the third quarter following a 1.8% gain in the April-June 
period. Momentum in the trade-intensive Singaporean economy 
remains below the historical average, reflecting weak 
manufacturing production and export sector performance. 
Nevertheless, the economy finds counterbalancing support from 
consumer spending that reflects sound employment conditions; 
unemployment remains low at 2%. Domestic demand is further 
underpinned by government outlays, particularly infrastructure 
projects. We expect the Singaporean economy to expand by 2.2% 
in 2015 as a whole.  
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Key Indicators for the week of October 5 – 9 

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

North America 

A3 

Europe 

Country Date Time Indicator Period BNS Consensus Latest
US 10/05 10:00 ISM Non-Manufacturing Composite Sep 58.5 57.7 59.0

CA 10/06 08:30 Merchandise Trade Balance (C$ bn) Aug -0.75 -1.0 -0.6
US 10/06 08:30 Trade Balance (US$ bn) Aug -42.3 -44.0 -41.9
US 10/06 10:00 IBD/TIPP Economic Optimism Index Oct -- 44.5 42.0

US 10/07 07:00 MBA Mortgage Applications (w/w) OCT 2 -- -- -6.7
CA 10/07 08:30 Building Permits (m/m) Aug -- 0.5 -0.6
US 10/07 15:00 Consumer Credit (US$ bn m/m) Aug -- 19.0 19.1

CA 10/08 08:15 Housing Starts (000s a.r.) Sep 195.0 199.3 216.9
CA 10/08 08:30 New Housing Price Index (m/m) Aug -- -- 0.1
US 10/08 08:30 Initial Jobless Claims (000s) OCT 3 280 273 277
US 10/08 08:30 Continuing Claims (000s) SEP 26 2185 2200 2191
MX 10/08 09:00 Bi-Weekly Core CPI (% change) Sep 30 -- 0.1 0.3
MX 10/08 09:00 Bi-Weekly CPI (% change) Sep 30 -- 0.1 0.3
MX 10/08 09:00 Consumer Prices (m/m) Sep -- 0.4 0.2
MX 10/08 09:00 Consumer Prices (y/y) Sep -- 2.6 2.6
MX 10/08 09:00 Consumer Prices Core (m/m) Sep -- 0.4 0.2

CA 10/09 08:30 Employment (000s m/m) Sep 15.0 10.0 12.0
CA 10/09 08:30 Unemployment Rate (%) Sep 6.9 6.9 7.0
US 10/09 08:30 Export Prices (m/m) Sep -- -0.5 -1.8
US 10/09 08:30 Import Prices (m/m) Sep -- -0.5 -1.8
US 10/09 10:00 Wholesale Inventories (m/m) Aug -- 0.0 -0.1
CA 10/09 10:30 BoC Senior Loan Officer Survey 3Q -- -- 1.4
CA 10/09 10:30 Business Outlook Future Sales 3Q -- -- 8.0

Country Date Time Indicator Period BNS Consensus Latest
IT 10/05 03:45 Services PMI Sep 53.7 54.1 54.6
FR 10/05 03:50 Services PMI Sep F 51.2 51.2 51.2
GE 10/05 03:55 Services PMI Sep F 54.3 54.3 54.3
EC 10/05 04:00 Composite PMI Sep F 53.9 53.9 53.9
EC 10/05 04:00 Services PMI Sep F 54.0 54.0 54.0
UK 10/05 04:30 Official Reserves Changes (US$ bn) Sep -- -- 656.0
UK 10/05 04:30 Services PMI Sep -- 56.0 55.6
EC 10/05 05:00 Retail Trade (m/m) Aug -- 0.0 0.4
UK OCT 5-10 Halifax House Price (3 month, y/y) Sep -- 9.1 9.0

GE 10/06 02:00 Factory Orders (m/m) Aug 0.6 0.5 -1.4

GE 10/07 02:00 Industrial Production (m/m) Aug 0.0 0.2 0.7
FR 10/07 02:45 Trade Balance (€ mn) Aug -- -3250 -3299
SP 10/07 03:00 Industrial Output NSA (y/y) Aug -- -- 5.8
UK 10/07 04:30 Industrial Production (m/m) Aug 0.2 0.3 -0.4
UK 10/07 04:30 Manufacturing Production (m/m) Aug 0.3 0.3 -0.8

GE 10/08 02:00 Current Account (€ bn) Aug -- 16.7 23.4
GE 10/08 02:00 Trade Balance (€ bn) Aug -- 19.0 25.0
UK 10/08 07:00 BoE Asset Purchase Target (£ bn) Oct -- 375.0 375.0
UK 10/08 07:00 BoE Policy Announcement (%) Oct 8 0.50 0.50 0.50

FR 10/09 02:45 Central Government Balance (€ bn) Aug -- -- -79.8
FR 10/09 02:45 Industrial Production (m/m) Aug 1.0 0.6 -0.8
FR 10/09 02:45 Industrial Production (y/y) Aug 0.7 0.2 -0.8
FR 10/09 02:45 Manufacturing Production (m/m) Aug 1.2 1.0 -1.0
IT 10/09 04:00 Industrial Production (m/m) Aug -- -0.3 1.1
UK 10/09 04:30 Visible Trade Balance (£ mn) Aug -- -9925 -11082
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Key Indicators for the week of October 5 – 9 

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

A4 

Asia Pacific 

Country Date Time Indicator Period BNS Consensus Latest
SI OCT 4-14 Real GDP (y/y) 3Q A -- 1.3 1.8

AU 10/05 20:30 Trade Balance (AUD mn) Aug -- -2400 -2460
TA 10/05 20:30 CPI (y/y) Sep -- -0.5 -0.5
PH 10/05 21:00 CPI (y/y) Sep -- 0.7 0.6
PH 10/05 21:00 Core CPI (y/y) Sep -- -- 1.6
HK 10/05 22:30 Purchasing Managers Index Sep -- -- 44.4
AU 10/05 23:30 RBA Cash Target Rate (%) Oct 6 2.00 2.00 2.00

AU 10/06 20:00 HIA New Home Sales (m/m) Aug -- -- 2.3
CH OCT 6-7 Foreign Reserves (US$ bn) Sep -- 3480.0 3557.4
JN OCT 6-7 BoJ Monetary Base Target (¥ tn) Oct 7 80.0 80.0 80.0

MA 10/07 00:00 Exports (y/y) Aug -- 1.3 3.5
MA 10/07 00:00 Imports (y/y) Aug -- 1.6 5.9
MA 10/07 00:00 Trade Balance (MYR bn) Aug -- 4.8 2.4
JN 10/07 01:00 Coincident Index CI Aug P -- 112.3 113.1
JN 10/07 01:00 Leading Index CI Aug P -- 103.4 105.0
TA 10/07 04:00 Exports (y/y) Sep -- -11.0 -14.8
TA 10/07 04:00 Imports (y/y) Sep -- -13.6 -16.7
TA 10/07 04:00 Trade Balance (US$ bn) Sep -- 4.0 4.0
JN 10/07 19:50 Current Account (¥ bn) Aug -- 1226.9 1808.6
JN 10/07 19:50 Machine Orders (m/m) Aug -- 3.0 -3.6
JN 10/07 19:50 Trade Balance - BOP Basis (¥ bn) Aug -- -395.1 -108.0

JN 10/08 01:00 Eco Watchers Survey (current) Sep -- 48.5 49.3
JN 10/08 01:00 Eco Watchers Survey (outlook) Sep -- 48.3 48.2
AU 10/08 01:30 Foreign Reserves (AUD bn) Sep -- -- 71.2
AU 10/08 20:30 Home Loans (%) Aug -- 4.7 0.3
AU 10/08 20:30 Investment Lending (% change) Aug -- -- 0.5
PH 10/08 21:00 Exports (y/y) Aug -- 1.2 -1.8
IN OCT 8-15 Exports (y/y) Sep -- -- -20.7
IN OCT 8-15 Imports (y/y) Sep -- -- -10.0

Latin America 

Country Date Time Indicator Period BNS Consensus Latest
CL 10/05 07:30 Economic Activity Index SA (m/m) Aug -- -0.5 0.1
CL 10/05 07:30 Economic Activity Index NSA (y/y) Aug -- 2.1 2.5
CO 10/05 20:00 Consumer Price Index (y/y) Sep 5.0 5.0 4.7

BZ 10/07 08:00 IBGE Inflation IPCA (y/y) Sep 9.5 9.5 9.5

CL 10/08 07:00 CPI (y/y) Sep 4.9 4.9 5.0

PE 10/09 Trade Balance (USD mn) Aug -- -- -424.0
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Global Auctions for the week of October 5 – 9 

North America 

Europe 

Source: Bloomberg, Scotiabank Economics. 

A5 

Country Date Time Event
US 10/05 11:30 U.S. to Sell USD21 Bln 3-Month Bills
US 10/05 11:30 U.S. to Sell USD21 Bln 6-Month Bills

CA 10/06 10:30 Canada to Sell CAD3.975 Bln 98-Day Bills
CA 10/06 10:30 Canada to Sell CAD1.575 Bln 170-Day Bills
US 10/06 11:30 U.S. to Sell 4-Week Bills
US 10/06 13:00 U.S. to Sell USD24 Bln 3-Year Notes

CA 10/07 12:00 Canada to Sell 2-Year Bonds
US 10/07 13:00 U.S. to Sell USD21 Bln 10-Year Notes

US 10/08 13:00 U.S. to Sell USD13 Bln 30-Year Bonds

Country Date Time Event
NE 10/05 05:00 Netherlands to Sell Up to EUR2 Bln 84-Day Bills
NE 10/05 05:00 Netherlands to Sell Up to EUR2 Bln 145-Day Bills
NO 10/05 05:05 Norway to Sell 350-Day Bills
NO 10/05 05:05 Norway to Sell Bills
FR 10/05 08:50 France to Sell Up to EUR4.1 Bln 84-Day Bills
FR 10/05 08:50 France to Sell Up to EUR1.7 Bln 161-Day Bills
FR 10/05 08:50 France to Sell Up to EUR1.8 Bln 343-Day Bills

EC 10/06 05:10 ECB Main Refinancing Operation Result
SZ 10/06 05:15 Switzerland to Sell 182-Day Bills
AS 10/06 05:15 Austria to Sell 1.2% 2025 Bonds
AS 10/06 05:15 Austria to Sell 1.75% 2023 Bonds
UK 10/06 05:30 U.K. to Sell GBP1.5 Bln 4.5% 2034 Bonds
GE 10/06 05:30 Germany to Sell EUR500 Mln 0.1% I/L 2046 Bonds
EC 10/06 06:30 ESM to Sell Up to EUR2.5 Bln 91-Day Bills

DE 10/07 04:30 Denmark to Sell 2.5% 2016 Bonds
DE 10/07 04:30 Denmark to Sell 1.75% 2025 Bonds
GR 10/07 05:00 Greece to Sell EUR500 Mln 0.1% I/L 2046 Bonds
SW 10/07 05:03 Sweden to Sell SEK5 Bln 159-Day Bills
SW 10/07 05:03 Sweden to Sell SEK7.5 Bln 103-Day Bills
GE 10/07 05:30 Germany to Sell EUR4 Bln 1.0% 2025 Bonds

CC 10/08 05:00 Cyprus to Sell 30-Day Bills
SW 10/08 05:03 Sweden to Sell SEK300 Mln 0.125% I/L 2032 Bonds
SW 10/08 05:03 Sweden to Sell SEK700 Mln 1% I/L 2025 Bonds
IR 10/08 05:10 Ireland Bond Auction
IR 10/08 05:30 Ireland to Sell Bonds

IC 10/09 06:00 Iceland to Sell Bonds
UK 10/09 06:00 U.K. to Sell GBP500 Mln 28-Day Bills
UK 10/09 06:00 U.K. to Sell GBP2 Bln 91-Day Bills
UK 10/09 06:00 U.K. to Sell GBP2 Bln 182-Day Bills
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Global Auctions for the week of October 5 – 9 

Source: Bloomberg, Scotiabank Economics. 

A6 

Asia Pacific 

Latin America 

Country Date Time Event
JN 10/05 23:35 Japan to Sell 6-Month Bills

JN 10/06 04:00 Japan Auction for Enhanced-Liquidity
AU 10/06 20:00 Australia Plans to Sell AUD900 Mln 3.25% 2025 Bonds

NZ 10/07 21:05 New Zealand Plans to Sell NZD100 Mln 2.5% 2035 I/L Bonds
JN 10/07 23:35 Japan to Sell 3-Month Bills
JN 10/07 23:45 Japan to Sell 30-Year Bonds

AU 10/08 20:00 Australia Plans to Sell AUD800 Mln 3.25% 2018 Bonds
CH 10/08 22:00 Hubei to Sell CNY780 Mln 3-Yr General Bonds
CH 10/08 22:00 Hubei to Sell CNY2.34 Bln 5-Yr General Bonds
CH 10/08 22:00 Hubei to Sell CNY2.34 Bln 7-Yr General Bonds
CH 10/08 22:20 Hubei to Sell CNY180 Mln 3-Yr Special Bonds
CH 10/08 22:20 Hubei to Sell CNY720 Mln 5-Yr Special Bonds
CH 10/08 22:20 Hubei to Sell CNY360 Mln 7-Yr Special Bonds
CH 10/08 22:20 Hubei to Sell CNY540 Mln 10-Yr Special Bonds

CH 10/09 02:00 Sichuan to Sell CNY8.4 Bln 3-Yr General Bonds
CH 10/09 02:00 Sichuan to Sell CNY8.4 Bln 5-Yr General Bonds
CH 10/09 02:00 Sichuan to Sell CNY8.4 Bln 7-Yr General Bonds
CH 10/09 02:00 Sichuan to Sell CNY2.8 Bln 10-Yr General Bonds
CH 10/09 21:00 Guangdong to Sell CNY1.926 Bln 3-Yr General Bonds
CH 10/09 21:00 Guangdong to Sell CNY5.779 Bln 7-Yr General Bonds
CH 10/09 21:00 Guangdong to Sell CNY5.779 Bln 10-Yr General Bonds
CH 10/09 22:00 Guangdong to Sell CNY7.7508 Bln 5-Yr Special Bonds
CH 10/09 22:00 Guangdong to Sell CNY3.10032 Bln 7-Yr Special Bonds
CH 10/09 22:00 Guangdong to Sell CNY4.65048 Bln 10-Yr Special Bonds
CH 10/09 22:00 Guangdong to Sell CNY5.779 Bln 5-Yr General Bonds
CH 10/09 23:00 China to Sell 3-Year Saving Bonds
CH 10/09 23:00 China to Sell 5-Year Saving Bonds

Country Date Time Event
PN 10/06 17:00 Panama To Sell Notes

BZ 10/08 11:00 Brazil to Sell LFT - 09/01/2021
BZ 10/08 11:00 Brazil to Sell Bills LTN - 04/01/2016
BZ 10/08 11:00 Brazil to Sell Bills LTN - 10/01/2017
BZ 10/08 11:00 Brazil to Sell Bills LTN - 07/01/2019
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Events for the week of October 5 – 9 

Europe 

Source: Bloomberg, Scotiabank Economics. 

A7 

North America 

Country Date Time Event
PO 10/04 Portugal Holds Parliamentary Elections
GE OCT 4-6 Merkel Travels to India to Visit New Delhi, Bangalore

EC 10/05 09:00 Euro-Area Finance Ministers Meet in Luxembourg
EC 10/05 09:45 Turkey's Erdogan, EU's Tusk Speak to Media in Brussels

EC 10/06 03:00 EU Finance Ministers Meet in Luxembourg
EC 10/06 04:30 NATO's Stoltenberg Gives Press Conference in Brussels
EC 10/06 08:30 Euro-Area Finance Ministers Meet in Luxembourg
EC 10/06 13:00 ECB's Draghi Speaks in Frankfurt

NO 10/07 04:00 Norway Government Releases 2016 Fiscal Budget
EC 10/07 06:00 Merkel, Hollande Speak at EU Parliament in Strasbourg

EC 10/08 04:00 EU Interior Ministers Hold Meeting on Migration in Luxembourg
UK 10/08 07:00 BOE Asset Purchase Target
UK 10/08 07:00 Bank of England Bank Rate
EC 10/08 07:10 ECB's Praet Speaks in Mannheim, Germany
EC 10/08 07:30 ECB account of the monetary policy meeting
EC 10/08 12:00 EU, Western Balkan Officials Meet on Refugees in Luxembourg
EC 10/08 NATO Defense Ministers Hold Meeting in Brussels

AS 10/09 04:00 ECB's Nowotny Briefs Journalists in Vienna
IT 10/09 Italy Sovereign Debt May Be Published by Moody's

Country Date Time Event
MX 10/05 10:00 Central Bank Monetary Policy Minutes
CA 10/05 12:00 Ontario's Premier Wynne Speaks on Province's Economic Future

US 10/06 09:15 Fed's George Keynote Speech at Event in Chicago
CA 10/06 12:00 Report of the Auditor General of Alberta to be Released
US 10/06 17:30 Fed's Williams Gives Outlook Speech in San Francisco

CA 10/07 11:45 Premier McNeil Speaks Fiscal & Economic Policy of Nova Scotia
US 10/07 CBO Releases its Final Estimate on 2015 Budget Deficit

CA 10/08 08:30 Ontario Securities Commission Dialogue 2015
US 10/08 09:30 Fed's Bullard to Give Welcome at Symposium on Savings
US 10/08 13:00 Fed's Kocherlakota Gives Welcoming Remarks in Mankato, MN
US 10/08 14:00 FOMC Minutes Meeting of September 16-17, 2015
US 10/08 15:30 Fed's Williams Gives Outlook Speech in Spokane
US 10/08 U.S. House Lawmakers Elect Next Speaker

US 10/09 09:10 Fed's Lockhart Speaks on Economy in New York
CA 10/09 10:30 Business Outlook Future Sales
CA 10/09 10:30 BoC Senior Loan Officer Survey
CA 10/09 11:30 Premier Notley: A vision for economic stability in Alberta
US 10/09 13:30 Fed's Evans Speaks on Monetary Policy in Milwaukee, WI
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Country Date Time Event
CO 10/09 14:00 Colombia Monetary Policy Minutes
PE OCT 9-11 World Bank and International Monetary Fund Annual Meeting

Events for the week of October 5 – 9 

Source: Bloomberg, Scotiabank Economics. 
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Country Date Time Event
AU 10/05 23:30 RBA Cash Rate Target

JN 10/06 23:00 Bank of Japan Policy Statement/Kuroda Press Conference
JN OCT 6-7 BOJ Annual Rise in Monetary Base

AU 10/07 03:05 RBA's Debelle Address in Sydney
AU 10/07 23:05 RBA's Simon Givens Speech in Sydney

NZ 10/08 14:00 RBNZ Assistant McDermott Speaks (Not Public)
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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 October 21, 2015 0.50 0.50

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

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

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

Bank of England – Bank Rate 0.50 October 8, 2015 0.50 0.50

Swiss National Bank – Libor Target Rate -0.75 December 10, 2015 -0.75 --

Central Bank of Russia – One-Week Auction Rate 11.00 October 30, 2015 11.00 --

Central Bank of the Republic of Turkey – 1 Wk Repo Rate 7.50 October 21, 2015 7.50 --

Sweden Riksbank – Repo Rate -0.35 October 28, 2015 -0.35 --

Norges Bank – Deposit Rate 0.75 November 5, 2015 0.75 --

ASIA PACIFIC
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Reserve Bank of Australia – Cash Target Rate 2.00 October 5, 2015 2.00 2.00

Reserve Bank of New Zealand – Cash Rate 2.75 October 28, 2015 2.50 2.50

People's Bank of China – Lending Rate 4.60 TBA -- --

Reserve Bank of India – Repo Rate 6.75 December 1, 2015 6.75 --

Bank of Korea – Bank Rate 1.50 October 15, 2015 1.50 --

Bank of Thailand – Repo Rate 1.50 November 4, 2015 1.50 --

Bank Indonesia – Reference Interest Rate 7.50 October 15, 2015 7.50 --

LATIN AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Banco Central do Brasil – Selic Rate 14.25 October 21, 2015 14.25 --

Banco Central de Chile – Overnight Rate 3.00 October 15, 2015 -- 3.25

Banco de la República de Colombia – Lending Rate 4.75 October 30, 2015 4.75 --

Banco Central de Reserva del Perú – Reference Rate 3.50 October 15, 2015 3.50 --

AFRICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
South African Reserve Bank – Repo Rate 6.00 November 19, 2015 6.00 --

Thursday’s release of the minutes to the FOMC’s September 16-17 meeting carries some market risk in so far as they inform the probabilities of an 
October or December (or later) rate increase though they are somewhat stale given today's jobs report. In addition, key Fed officials speaking this week 
include Williams (Tuesday and Thursday), Bullard (Thursday), Kocherlakota (Thursday), Lockhart (Friday) and Evans (Friday). Data relevant to the Fed and 
markets include Monday’s ISM Services index, Tuesday’s trade figures, and Wednesday’s consumer credit report. On Friday, the BoC will release its 
quarterly Senior Loan Officer survey and Business Outlook survey, giving us further insight into general company sentiment and credit conditions. Friday's 
jobs report and Tuesday’s August trade report will be most relevant to the BoC. There may also be some secondary focus on Wednesday’s building 
permits and Thursday’s housing starts. 

Monetary policymakers at the Bank of England (BoE) will meet for a scheduled policy meeting on Thursday, October 8th. The BoE is expected to keep its 
key bank rate unchanged at 0.5%. Given the UK’s solid economic growth performance and sharp rise in unit labour cost of late, we remain comfortable with 
our view that the first BoE rate hike will be delivered in February 2016. That is much earlier than currently implied by markets, which are pricing the first hike 
during Q4 of next year. Next week’s October MPC minutes could shed additional light on the situation. Any new dissenters would be a big surprise to the 
market.

Monetary authorities at the Reserve Bank of Australia (RBA) will meet next week for a scheduled monetary policy meeting. While headline inflation came in 
at 1.5% y/y in the second quarter of 2015, inflationary pressures will gradually increase towards the RBA's target of 2-3% as Australian dollar depreciation 
feeds through to higher import prices. Accordingly, we expect policymakers will keep the benchmark cash rate at the record low level of 2.00%. 

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 15Q1 15Q2 Latest United States 2014 15Q1 15Q2 Latest
  Real GDP (annual rates) 2.4 -0.8 -0.5   Real GDP (annual rates) 2.4 0.6 3.9
  Current Acc. Bal. (C$B, ar) -41.5 -72.6 -69.6   Current Acc. Bal. (US$B, ar) -390 -473 -439
  Merch. Trade Bal. (C$B, ar) 5.0 -28.6 -26.8 -7.1 (Jul)   Merch. Trade Bal. (US$B, ar) -741 -769 -753 -737 (Jul)
  Industrial Production 2.5 -1.8 -1.5 -0.4 (Aug)   Industrial Production 3.7 3.4 1.5 1.2 (Aug)
  Housing Starts (000s) 189 175 193 217 (Aug)   Housing Starts (millions) 1.00 0.98 1.16 1.13 (Aug)
  Employment 0.6 0.6 0.9 1.1 (Aug)   Employment 1.9 2.3 2.2 1.9 (Sep)
  Unemployment Rate (%) 6.9 6.7 6.8 7.0 (Aug)   Unemployment Rate (%) 6.2 5.6 5.4 5.1 (Sep)
  Retail Sales 4.6 2.4 1.9 1.8 (Jul)   Retail Sales 3.5 1.8 1.0 1.4 (Aug)
  Auto Sales (000s) 1850 1805 1871 1932 (Jul)   Auto Sales (millions) 16.4 16.7 17.1 17.7 (Aug)
  CPI 1.9 1.1 0.9 1.3 (Aug)   CPI 1.6 -0.1 0.0 0.2 (Aug)
  IPPI 2.5 -1.8 -1.5 0.4 (Aug)   PPI 1.9 -3.2 -3.3 -2.9 (Aug)
  Pre-tax Corp. Profits 8.8 -9.6 -11.4   Pre-tax Corp. Profits 2.1 6.7 7.5

Mexico
  Real GDP 2.1 2.6 2.2
  Current Acc. Bal. (US$B, ar) -25.0 -34.3 -31.9
  Merch. Trade Bal. (US$B, ar) -2.8 -8.8 -7.4 -33.6 (Aug)
  Industrial Production 1.9 1.5 0.5 0.7 (Jul)
  CPI 4.0 3.1 2.9 2.6 (Aug)

Euro Zone 2014 15Q1 15Q2 Latest Germany 2014 15Q1 15Q2 Latest
  Real GDP 0.9 1.0 1.2   Real GDP 1.6 1.1 1.6
  Current Acc. Bal. (US$B, ar) 275 245 248 446 (Jul)   Current Acc. Bal. (US$B, ar) 215.4 271.8 276.2 309.4 (Jul)
  Merch. Trade Bal. (US$B, ar) 329.8 302.6 373.1 450.9 (Jul)   Merch. Trade Bal. (US$B, ar) 287.5 261.8 289.2 330.2 (Jul)
  Industrial Production 0.8 1.6 1.3 1.9 (Jul)   Industrial Production 1.5 0.2 1.5 0.4 (Jul)
  Unemployment Rate (%) 11.6 11.2 11.1 11.0 (Aug)   Unemployment Rate (%) 6.7 6.5 6.4 6.4 (Sep)
  CPI 0.4 -0.3 0.2 0.1 (Aug)   CPI 0.9 0.0 0.5 0.0 (Sep)

France United Kingdom
  Real GDP 0.2 0.9 1.1   Real GDP 2.9 2.7 2.4
  Current Acc. Bal. (US$B, ar) -26.2 -4.3 -5.7 -5.0 (Jul)   Current Acc. Bal. (US$B, ar) -92.9 -96.0 -67.1
  Merch. Trade Bal. (US$B, ar) -42.9 -42.3 -35.4 -36.0 (Jul)   Merch. Trade Bal. (US$B, ar) -199.7 -190.1 -160.7 -206.9 (Jul)
  Industrial Production -1.1 1.4 1.0 -0.8 (Jul)   Industrial Production 1.7 1.0 1.5 0.8 (Jul)
  Unemployment Rate (%) 10.3 10.4 10.4 10.8 (Aug)   Unemployment Rate (%) 6.2 5.5 5.6 5.5 (Jun)
  CPI 0.5 -0.2 0.2 0.0 (Aug)   CPI 1.5 0.1 0.0 0.0 (Aug)

Italy Russia
  Real GDP -0.4 0.1 0.6   Real GDP 0.6 -2.2 -4.6
  Current Acc. Bal. (US$B, ar) 30.9 3.6 45.6 79.8 (Jul)   Current Acc. Bal. (US$B, ar) 47.0 28.7 15.8
  Merch. Trade Bal. (US$B, ar) 56.7 34.5 47.1 105.9 (Jul)   Merch. Trade Bal. (US$B, ar) 15.8 14.8 14.3 10.7 (Jul)
  Industrial Production -0.5 -0.4 0.7 2.4 (Jul)   Industrial Production -1.6 -0.4 -4.9 -4.3 (Aug)
  CPI 0.2 -0.4 0.0 0.0 (Aug)   CPI 7.8 16.2 15.8 15.8 (Aug)

Europe 

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

Economic Statistics 

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

Australia 2014 15Q1 15Q2 Latest Japan 2014 15Q1 15Q2 Latest
  Real GDP 2.7 2.5 2.0   Real GDP -0.1 -0.8 0.9
  Current Acc. Bal. (US$B, ar) -44.2 -42.0 -46.8   Current Acc. Bal. (US$B, ar) 25.0 148.3 124.1 176.1 (Jul)
  Merch. Trade Bal. (US$B, ar) 12.2 2.4 -14.3 -17.4 (Jul)   Merch. Trade Bal. (US$B, ar) -121.9 -31.2 -25.3 -34.9 (Aug)
  Industrial Production 4.6 3.1 1.2   Industrial Production 2.1 -2.2 -0.5 0.3 (Aug)
  Unemployment Rate (%) 6.1 6.2 6.1 6.2 (Aug)   Unemployment Rate (%) 3.6 3.5 3.3 3.4 (Aug)
  CPI 2.5 1.3 1.5   CPI 2.7 2.3 0.5 0.2 (Aug)

South Korea China
  Real GDP 3.3 2.5 2.2   Real GDP 7.3 7.8 7.5
  Current Acc. Bal. (US$B, ar) 89.2 93.8 115.5 101.5 (Aug)   Current Acc. Bal. (US$B, ar) 219.7
  Merch. Trade Bal. (US$B, ar) 47.2 86.4 98.4 107.3 (Sep)   Merch. Trade Bal. (US$B, ar) 382.5 494.9 560.6 722.8 (Aug)
  Industrial Production 0.5 -1.6 -1.9 0.4 (Aug)   Industrial Production 7.9 5.6 6.8 6.1 (Aug)
  CPI 1.3 0.6 0.5 0.6 (Sep)   CPI 1.5 1.4 1.4 2.0 (Aug)

Thailand India
  Real GDP 0.9 3.0 2.8   Real GDP 7.0 6.1 7.1
  Current Acc. Bal. (US$B, ar) 13.4 8.3 6.2   Current Acc. Bal. (US$B, ar) -27.5 -1.3 -6.2
  Merch. Trade Bal. (US$B, ar) 2.0 2.5 2.6 2.9 (Aug)   Merch. Trade Bal. (US$B, ar) -11.7 -9.0 -10.7 -12.5 (Aug)
  Industrial Production -4.6 0.0 -7.7 -7.9 (Aug)   Industrial Production 1.8 3.3 3.3 4.2 (Jul)
  CPI 1.9 -0.5 -1.1 -1.1 (Sep)   WPI 3.8 -1.8 -2.3 -4.9 (Aug)

Indonesia
  Real GDP 5.0 4.7 4.7
  Current Acc. Bal. (US$B, ar) -27.5 -4.1 -4.5
  Merch. Trade Bal. (US$B, ar) -0.2 0.8 0.7 0.4 (Aug)
  Industrial Production 4.8 5.1 5.6 5.7 (Jul)
  CPI 6.4 6.5 7.1 6.8 (Sep)

Brazil 2014 15Q1 15Q2 Latest Chile 2014 15Q1 15Q2 Latest
  Real GDP 0.1 -1.6 -2.6   Real GDP 1.9 2.5 1.9
  Current Acc. Bal. (US$B, ar) -104.3 -101.6 -51.3   Current Acc. Bal. (US$B, ar) -5.9 4.9 3.0
  Merch. Trade Bal. (US$B, ar) -4.0 -22.2 31.1 35.3 (Sep)   Merch. Trade Bal. (US$B, ar) 6.7 10.3 11.6 -0.7 (Aug)
  Industrial Production -3.0 -5.9 -6.5 -9.7 (Aug)   Industrial Production 0.4 0.6 0.1 -5.2 (Aug)
  CPI 6.3 7.7 8.5 9.5 (Aug)   CPI 4.4 4.4 4.2 5.0 (Aug)

Peru Colombia
  Real GDP 2.4 1.8 3.0   Real GDP 4.6 2.8 3.0
  Current Acc. Bal. (US$B, ar) -8.0 -2.5 -1.6   Current Acc. Bal. (US$B, ar) -19.6 -5.1 -4.3
  Merch. Trade Bal. (US$B, ar) -0.1 -0.3 -0.3 -0.4 (Jul)   Merch. Trade Bal. (US$B, ar) -0.5 -1.4 -0.9 -1.8 (Jul)
  Unemployment Rate (%) 6.0 6.8 6.9 6.1 (Aug)   Industrial Production 1.5 -1.7 -1.5 0.3 (Jul)
  CPI 3.2 3.0 3.3 3.9 (Sep)   CPI 2.9 4.2 4.5 4.7 (Aug)

Latin America 

Economic Statistics 

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

Source: Bloomberg, IHS Global, Scotiabank Economics. 
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A12 

Interest Rates (%, end of period)

Canada 15Q2 15Q3 Sep/25 Oct/02* United States 15Q2 15Q3 Sep/25 Oct/02*
BoC Overnight Rate 0.75 0.50 0.50 0.50   Fed Funds Target Rate 0.25 0.25 0.25 0.25
  3-mo. T-bill 0.58 0.44 0.44 0.44   3-mo. T-bill 0.01 -0.02 -0.02 -0.02
  10-yr Gov’t Bond 1.68 1.43 1.53 1.37   10-yr Gov’t Bond 2.35 2.04 2.16 1.95
  30-yr Gov’t Bond 2.30 2.20 2.27 2.17   30-yr Gov’t Bond 3.12 2.85 2.96 2.79
  Prime 2.85 2.70 2.70 2.70   Prime 3.25 3.25 3.25 3.25
  FX Reserves (US$B) 76.3 77.7 (Aug)   FX Reserves (US$B) 109.3 109.9 (Aug)

Germany France
  3-mo. Interbank -0.04 -0.06 -0.07 0.00   3-mo. T-bill -0.18 -0.20 -0.22 -0.20
  10-yr Gov’t Bond 0.76 0.59 0.65 0.52   10-yr Gov’t Bond 1.20 0.99 1.05 0.90
  FX Reserves (US$B) 60.9 59.3 (Aug)   FX Reserves (US$B) 49.9 46.9 (Aug)

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 -0.06 -0.12 -0.14 -0.12   3-mo. T-bill 0.48 0.49 0.51 0.49
  FX Reserves (US$B) 330.3 322.7 (Aug)   10-yr Gov’t Bond 2.02 1.76 1.84 1.71

  FX Reserves (US$B) 110.7 117.1 (Aug)

Japan Australia
  Discount Rate 0.30 0.30 0.30 0.30   Cash Rate 2.00 2.00 2.00 2.00
  3-mo. Libor 0.04 0.02 0.02 0.02   10-yr Gov’t Bond 3.01 2.61 2.69 2.62
  10-yr Gov’t Bond 0.47 0.36 0.32 0.32   FX Reserves (US$B) 48.7 47.9 (Aug)
  FX Reserves (US$B) 1214.1 1216.2 (Aug)

Exchange Rates (end of period)

USDCAD 1.25 1.33 1.33 1.32   ¥/US$ 122.50 119.88 120.59 119.42
CADUSD 0.80 0.75 0.75 0.76   US¢/Australian$ 0.77 0.70 0.70 0.70
GBPUSD 1.571 1.513 1.518 1.522   Chinese Yuan/US$ 6.20 6.36 6.37 6.36
EURUSD 1.115 1.118 1.120 1.126   South Korean Won/US$ 1115 1185 1195 1181
JPYEUR 0.73 0.75 0.74 0.74   Mexican Peso/US$ 15.739 16.918 16.972 16.790
USDCHF 0.94 0.97 0.98 0.97   Brazilian Real/US$ 3.103 3.948 3.976 3.973

Equity Markets (index, end of period) 

  United States (DJIA) 17620 16285 16315 16208   U.K. (FT100) 6521 6062 6109 6129
  United States (S&P500) 2063 1920 1931 1911   Germany (Dax) 10945 9660 9689 9552
  Canada (S&P/TSX) 14553 13307 13379 13174   France (CAC40) 4790 4455 4481 4459
  Mexico (IPC) 45054 42633 42435 42419   Japan (Nikkei) 20236 17388 17881 17725
  Brazil (Bovespa) 53081 45059 44831 45931   Hong Kong (Hang Seng) 26250 20846 21186 21506
  Italy (BCI) 1238 1179 1183 1185   South Korea (Composite) 2074 1963 1943 1970

Commodity Prices (end of period)

  Pulp (US$/tonne) 980 960 960 960   Copper (US$/lb) 2.60 2.31 2.31 2.30
  Newsprint (US$/tonne) 540 520 520 520   Zinc (US$/lb) 0.90 0.75 0.75 0.75
  Lumber (US$/mfbm) 300 242 242 240   Gold (US$/oz) 1171.00 1114.00 1146.65 1140.75
  WTI Oil (US$/bbl) 59.47 45.09 45.70 44.15   Silver (US$/oz) 15.70 14.65 14.99 14.43
  Natural Gas (US$/mmbtu) 2.83 2.52 2.56 2.46   CRB (index) 227.17 193.76 195.71 192.25

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