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What Does Angela Merkel Really Think About Greece & The ECB? 

 Please see our full indicator, central bank, auction and event calendars on pp. A3-A8. 
 

US — Are Consumers Still Spending Their Gas Savings? 

A data-dependent Federal Reserve will get a couple of key new nuggets to ponder next week and will 
have ample opportunity to communicate updated thoughts to markets before it goes into black-out the 
following week. Lower gasoline prices will be assessed for their impact on both inflation figures and retail sales 
during the month of December.  

Fed-speak could be a significant risk on the week as four FOMC officials each speak on the economic 
outlook and monetary policy. Mind you, only one of them — Atlanta Fed President Dennis Lockhart — gets a 
policy vote this year even though the others will help to shape the dialogue. Lockhart is also important because 
he tends to be a reasonable moderate, and recently remarked that he sees rate hikes by mid-year or later. By 
contrast, it’s reasonable to have pre-conceived notions of what will be said by most of the week’s other 
speakers. Minneapolis Fed President Narayana Kocherlakota will be dovish and likely emphasize weak nominal 
wage growth. Philadelphia Fed President Charles Plosser will probably stick to his relatively hawkish hike-pronto 
message as he heads toward retirement. St. Louis Fed President James Bullard is a particularly thoughtful 
fellow, but I have found his views to be somewhat erratic over time and so one cannot always be prepared for 
his remarks (he votes next year). The Fed’s Beige book will be released on Wednesday but its value has been 
replaced by high-frequency communications from regional Fed Presidents over the years. 

Softer vehicle sales and lower gasoline prices will probably 
weigh on headline retail sales on Wednesday when the December 
update arrives. Recall that Ward’s tally of vehicle sales fell by 1.6% 
m/m in seasonally adjusted terms. Even though the level of sales 
remains around its highest since before the crisis, the month’s 
particular influences won’t help headline retail sales that include 
dealers. Those two factors should be well understood, so markets will 
likely cut straight to the core measures for signs of whether 
consumers are spending their gas ‘tax’ cuts. Recall that they did 
just that in November when sales handily beat expectations. Proxy 
measures for core sales like volatile chain-store sales are looking 
decent, job growth was solid, and despite softer nominal wages, real 
wage growth (i.e., adjusted for inflation) has accelerated (chart 1). 

A stronger indicator of growth, however, may be offset by weaker 
inflation signs when the December CPI report is released on Friday. 
Consensus thinks headline CPI fell to 0.7% y/y from 1.3% the prior month. Core CPI ex-food and energy, however, 
is expected to strengthen a touch to 1.8% from 1.7%. If core remains resilient in the face of pass-through risks 
stemming from lower energy prices, then the Fed’s reasoning to look through oil price downsides will be a 
boost. A year from now, oil price effects could shake out or begin to put upward pressure on headline inflation. This 
is where global central banks need vastly different approaches to falling oil prices. Net oil importers like the US are 
probably well advised to look through them in favour of possibly stronger growth expectations that could reflate core 
CPI and prompt an inflation challenge into next year once the base effects of lower oil prices on headline inflation 
measures shake out. Net oil exporters — like Canada, or Norway for instance — cannot do so as falling oil prices 
carry negative feedback effects on growth and perhaps also core inflation over time. 

The data calendar will also include the volatile Philly Fed business diffusion index, industrial production in 
December, and the second most popular measure of consumer confidence — the University of Michigan’s 
consumer sentiment reading. 

The US Treasury will auction 3s, 10s and 30s next week. 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 
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Europe — What Does Merkel Really Think About Greece? 

Perhaps the key European risk affecting global markets next week 
may be German Chancellor Angela Merkel’s scheduled addresses 
and meetings over the course of the week. They will include a 
weekend Christian Democratic Leadership meeting followed by a press 
conference, a meeting with French Prime Minister Francois Hollande to 
discuss European policy on Sunday, a speech to the pro-European 
Deutsche Gesellschaft group on Tuesday and an economic policy retreat 
with her Finance Minister Wolfgang Schaeuble and ECB President Mario 
Draghi on Wednesday.  

At risk are two matters. One is the dialogue with Draghi in the lead-up to 
the following week’s ECB meeting and announcements that may 
introduce a sovereign bond purchase program. From a market 
standpoint, the ECB risk is skewed more toward disappointment than 
exceeding expectations given slightly negative German yields out to 4 
years on the bunds curve and very low yields thereafter (chart 2).  

Another is whether she comments on alleged recent remarks by anonymous German officials to Der Speigel 
magazine to the effect that Merkel’s government might consider a Greek exit from the euro. Competing 
comments from German lawmakers hit the tapes soon after about how they may be open to renegotiating 
Greek debt obligations after the Greek elections on January 25th. I highly doubt that Merkel will stray far 
from prior remarks that Greece leaving the euro is not an option, and I’d be surprised if she tossed a 
bone to the Syriza party’s prospects by stating that yes indeed Germany is open to debt negotiations. 
Rather, if she touches on such topics at all, the risk is that of reinforcing a relatively hardline position. Perhaps 
interestingly, her appearances will mostly follow the unveiling of Greek Prime Minister Antonis Samaras’ 
campaign platform and overall program on Saturday. Risks from the overall tone of the weekend dialogue 
could therefore affect the Monday market open.  

European markets will also have a focus upon inflation. On tap will be French CPI inflation for December 
when it arrives on Wednesday, possible German CPI revisions on Friday, and UK CPI on Tuesday. UK CPI is 
expected to decline to 0.7% y/y from 1% in November but core CPI is expected to tick higher to 1.4%. 
European add-ups for trade and industrial production will help to round out assessments of how the economy 
performed in November and thus much of the final quarter. 

Asia — China’s Export Competitiveness 

With much of the focus in global markets being upon Chinese 
growth risks, next week’s trade figures will factor into the debate in 
no small part because exports are over one-quarter of China’s 
GDP. Consensus expects an acceleration to 6% y/y growth from 
4.7% the month before but the trend has been exceptionally volatile 
and sensitive to year-ago base effects. October’s export rise was 
11.6% y/y, and the three months before that swung between about 
9-15% year-ago growth.  Export growth is therefore difficult to read 
these days not least because of data quality issues over the past 
couple of years during which currency swings have greater over- 
and under-invoicing effects as data reporting is manipulated to 
serve currency hedging purposes in the context of financing 
linkages. Also note that China will release aggregate company 
financing stats for the month of December at some point over the 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 
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next week. One thing we can transparently observe, however, is that China has suffered a massive erosion in 
its currency competitiveness to all of its export markets except for the US. The USDCNY exchange rate is 
largely pegged and has floated within about a 6.04-6.21 range over the past year. As the USD has 
appreciated, the RMB has been dragged sharply higher versus currencies like the Euro. This deterioration in 
Chinese export competitiveness across its non-US markets is a downside risk with uncertain mitigating 
influences stemming from the pull effect of US economic strength. The Chinese economy has more than 
double the reliance on exports as the US does, and its exports are relatively more price sensitive. 

Two regional central bank announcements will impact the local market tone. The Bank of Korea issues a rate 
decision on Wednesday and it may have dovish overtones after Governor Lee Ju Yeol warned at the 
December meeting that “It’s difficult for the Bank of Korea to keep its 3.9% growth outlook for 2015.”  Bank 
Indonesia also chimes in mid-week. It had hiked in November following the government’s move to lower fuel 
subsidies (and thus put upward pressure on inflation) and then the central bank shifted to the sidelines in 
December. 

Australian jobs, trade figures from Japan and India, industrial production and CPI in India, and South Korea’s 
unemployment rate will largely complete the line-up. 

Canada — What The BoC Thinks Of Falling Oil Prices 

Canada will be mostly quiet next week in advance of the full court press to be put on the following 
week by Bank of Canada Governor Stephen Poloz when the central bank issues a rate statement, full 
forecast update in the Monetary Policy Report, and press conference on January 21st. In the meantime, the 
country’s markets will be primarily driven by developments abroad. 

In the meantime, the prime risk facing Canadian markets may be a speech by a top ranking Bank of 
Canada official. Deputy Governor Timothy Lane — a respected economist who came from the IMF (bio) — 
will address the topic “oil prices and their impact on the economy” on Tuesday. Sending out Lane to address 
this topic also reflects Poloz’s more open style. Lane will do so from across the border in Wisconsin which is 
an interesting choice as it lies well east of the Bakken formation outside of the northern shale fields in 
Montana, North and South Dakota. Wisconsin leads the nation in the export of…you guessed it...cranberries, 
whey, ginseng, and sweet corn. Not oil. It ranks second in the nation in some perhaps mildly amusing export 
categories (here). Again, not oil. It’s not a given that the speech’s focus will be exclusively on Canada as 
opposed to being perhaps more global or US-inclusive in nature, and a Wisconsin audience may not ask the 
most probing questions about the impact of falling oil prices on 
Canada which may be coincidence or, well, not. Regardless, it’s 
possible that we’ll get BoC insight into key questions like the impact 
of the collapse in oil prices on various growth components, spare 
capacity in the economy, and inflation forecasts and thus steal some 
of the thunder from the following week. 

To recap, however, Governor Poloz has already provided some 
insight into oil’s impact on growth. Recall that in early December, 
Poloz had advised markets he would knock one-third of a 
percentage point off of 2015 growth. That was when oil prices — 
WTI, Brent and Western Canadian Select — were all about $20 
higher than at present. Several weeks before that he had said he’d 
knock a quarter point off GDP growth (chart 4). As oil has dropped 
again, I'd look for up to about a half percentage point downward 
forecast revision to 2015 compared to the October MPR's forecast 
for 2.4% growth this year. Around 2% or perhaps lower seems 
reasonable to expect and with a forecast assumption for double digit 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 
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percentage declines in cap-ex within the oil and gas sector. Poloz has also already advised that a bigger hit 
would be likely into 2016.The BoC's October MPR had forecast growth of 2.3% for that year, and so look for 
sub-2% this time around. 

Only two other bits of information will arrive over the course of the next week but they’ll be of greater interest 
to us economists than perhaps markets. Monday’s twin surveys from the Bank of Canada — the Business 
Outlook Survey and the Senior Loan Officer Survey — will be parsed for sentiment regarding business and 
lender attitudes. They offer limited information since, as the BoC itself states on its web site, “The statistical 
reliability of the survey is limited, given the small sample size.”  Sure enough, the BOS asks only about 100 
firms for their past and present views on output, hiring, investment, cost and price pressures. The survey is at 
risk of being past its expiration date, however, since it sampled opinion from about mid-November to mid-
December. Since mid-December and mid-November respectively, WTI has dropped by about a further US$10 
and US$28 per barrel, and Greek elections unexpectedly sprang up ahead of the 2016 schedule in such 
fashion as to add renewed concern to the environment for global business confidence.  

Home resales are the other piece of new information that will land on Thursday for the month of December. 
They’ve been rather uninspiring of late. Seasonally adjusted sales fell 1.7% m/m in September, climbed by 
0.7% the next month, and were flat in November. The momentum from February through to August appears to 
have waned and that itself followed four months of declines.   

Canada auctions 2 year GoC notes on Wednesday. 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 
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New Year, New Outlook, New Risks 

Global growth should average 3.3% in 2015, incrementally better than last year’s 3.2% advance. The lack of 
traction reflects largely offsetting developments. The cash flow boost to consumers and businesses associated 
with the over 50% slide in the price of crude oil since mid-2014, and the improving performances in a number of 
countries, most notably the U.S., should reinforce stronger economic momentum internationally. At the same 
time, production and capital spending cutbacks in many oil-producing countries around the world, the continuing 
slowdown in China, the restraint underway in a number of structurally weak nations and budgetary-challenged 
jurisdictions, as well as the increased volatility in financial markets, will drag on growth.  

Despite the anticipated boost to global economic activity from substantially lower energy prices, including natural 
gas, stock markets have broadly corrected, government bond yields in many countries have plunged to historically 
low levels, and most currencies have weakened. The increased turbulence reflects increasing concerns over the 
health of the global economy — the negative impact of sharply lower crude prices on oil-producing companies and 
countries, the growing strains in the euro zone aggravated by the upcoming Greek elections, the numerous 
geopolitical challenges internationally, growing disinflationary pressures in certain regions, and the potential 
destabilizing effects on many economies stemming from the anticipated tightening in Fed monetary policy around 
mid-year. Expectations of wider interest rate differentials vis-à-vis the U.S. are already witnessing increasing ‘safe-
haven’ capital flows into higher-yielding U.S. dollar assets, and a strengthening in the greenback to a multi-year high. 

We expect global real GDP growth to average a slightly better but still moderate 3.6% in 2016. Oil prices should 
move gradually higher, but remain supportive of somewhat stronger economic growth as energy-related production 
and capital spending begin to rebound. Nevertheless, a broad-based and synchronized upturn remains elusive, and 
susceptible to interruption from persistent geopolitical risks and chronically underperforming economies. 

For the time being, downside risks to the price of crude oil persist. More moderate demand for crude oil 
internationally has been overwhelmed by increasing supply from producing nations around the world, a 
development underpinned by the reluctance of Saudi Arabia to support prices through reduced OPEC output. 
Eventually, strengthening global growth aided by lower oil prices will trigger increased oil demand, while 
accelerated cutbacks in oil output and capital spending in most higher-cost oil producing nations will curb 
supply. These adjustments will increasingly play out over the next couple of years.  

Econometric models point to a progressive strengthening in global growth if the low level of crude oil prices is 
sustained. However, the ultimate boost to economic growth depends upon a number of variables such as the 
extent of the pass-through at gasoline pumps, and the degree to which production and capital spending are cut 
by oil-producing nations. Accordingly, the transition period may be longer and the net growth impact less positive 
until the uncertainty surrounding oil price developments is substantially reduced.  

In this environment, headline inflation pressures will continue to moderate in response to the slide in energy and 
other key commodity prices such as iron ore and copper. Government fiscal performances are at risk alongside the 
plunge in nominal income growth, as are structurally weak countries — oil-producing nations such as Russia, 
Venezuela, and Nigeria, for example — where acute currency weakness has already begun to aggravate inflationary 
conditions. By contrast, in countries experiencing tightening labour markets, like the U.S., the U.K. as well as 
Canada, underlying price trends are likely to be contained, or trend modestly higher. 

The U.S. economy is expected to build upon its recent acceleration, with real GDP forecast to average 3.3% in 
2015, the strongest annual performance since 2004. A self-reinforcing cycle of strengthening consumer 
spending, increased hiring, and expanded business investment is underway. Household spending power is 
being boosted by strengthening wage gains, and supported by the sizeable reduction in gasoline prices. There 
is a considerable backlog of durable goods orders, particularly in the large and broad transportation equipment 
sector, that should continue to underpin manufacturing activity. While near-term risk points to stronger U.S. 
growth, a number of factors such as the sub-par rebound in housing activity, cautious bank lending, and 
elevated personal debt levels among selected demographic groups, suggest a somewhat less vigorous 
rebound. While reduced oil imports helped to narrow the U.S. trade deficit in November, the continuing 
appreciation of the U.S. dollar and sluggish growth in many countries highlight the risk of an eventual 
deterioration in net exports (weaker export and stronger import trends) which would dampen growth prospects.  

Aron Gampel 416.866.6259 
aron.gampel@scotiabank.com 
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Among the other advanced economies, the U.K. retains relatively solid forward momentum. Lower oil prices and 
rising wage trends will give some added boost to personal consumption, while construction activity should continue 
to be supported by low interest rates and capital inflows. A diversified economy will help keep Canada on a 
moderate, though weaker growth path. Gathering softness in the resource-producing regions resulting from reduced 
export volumes coupled with declining terms of trade will be largely offset by increasing activity in the manufacturing 
sectors in the central provinces that will benefit from the U.S. revival and a much lower-valued Canadian dollar. 
Domestic demand will be supported by continuing, albeit slower job growth, and low interest rates, though high 
household debt will remain a drag on spending. Most provinces will focus on balance sheet repair.  

Last year's spring VAT tax hike in Japan has undercut growth, with the new government planning to defer its next 
round. The euro zone is registering little if any growth, with weakness evident in the larger economies. Both France 
and Italy have been slow to implement pro-growth economic and fiscal reforms, while German trade has been 
affected by the slowdown in the Asia-Pacific region and Europe, and by the sanctions on Russia in response to the 
confrontation over Ukraine. While all regions should benefit to varying degrees from lower-priced oil, both the euro 
zone and Japan are likely to remain chronic underperformers in the absence of much-needed reforms, increased 
fiscal stimulus, and even weaker exchange rates to bolster net exports. The upcoming Greek election underscores 
the political risk and uncertainty that persists in a region where unemployment remains high, though any potential 
negative impact on the euro zone’s integrity may be limited by banking sector safeguards introduced in recent years. 

Growth in China continues to slow, though policymakers have implemented some measures recently — interest 
rate cuts and increased spending — to prevent an even greater deceleration in output. Real GDP this year is 
expected to be around 7%, with the pace of activity expected to moderate further in 2016. Even with continuing 
public sector investment, ongoing support from consumer spending, and the significant benefits accruing to 
lower-priced oil imports, the softening in real estate activity alongside the ongoing efforts to rein in lending 
highlight the risk of even slower growth and reduced demand for commodities.  

India is expected to post slightly stronger economic gains going forward, with more upside risks due to lower oil 
prices and the prospect of increased pro-growth economic reforms. Russia faces a much deeper downturn, with 
the decline in oil revenues, biting trade sanctions, and sharply higher interest rates needed to reverse capital 
flows and support the ruble forcing big adjustments to domestic spending and export earnings. Any additional 
sanctions imposed on Russia would risk an even greater recession, and could trigger reciprocal sanctions 
directed to Europe and the West which would dampen global prospects even further. Chronic economic problems 
will keep growth near recessionary levels in Brazil, though longer-term prospects should improve alongside 
reforms that the newly elected government is expected to introduce. Economic growth throughout much of Latin 
America will regain some momentum, balancing improving demand from the strengthening U.S. recovery against 
the relative softness in Asia-Pacific trade and persistent weakness in commodity prices and investments. 

The diverging economic performances around the world, coupled with the almost universal moderation in headline 
inflation, will reinforce differing policy responses. The U.S. Fed is expected to begin raising short-term interest rates 
in the second quarter, while the ECB will introduce a QE plan to purchase sovereign debt, and the Bank of Japan 
will expand upon its non-conventional bond buying program. The Bank of England and the Bank of Canada will likely 
remain on the policy sidelines for longer given their countries' more moderate growth trajectories, and short-term 
borrowing costs which already are above U.S. levels. The gradual upward trend in U.S. short-term rates will continue 
to favour a further strengthening in the U.S. dollar vis-à-vis most currencies, with capital inflows from developing and 
advanced economies increasingly attracted to safer and higher investment returns.  

Any further divergence in economic and policy performances would risk another bout of destabilizing capital 
outflows, especially from many structurally weak emerging market economies, and an even stronger U.S. dollar. 
Notwithstanding the anticipated strengthening in global economic activity, a stronger greenback will continue to 
pressure many US$-denominated commodity prices through much of the year until oversupply conditions are 
reduced. Commodity-related currencies such as the Canadian and Australian dollars are likely to remain at risk 
given the persistent weakness in many resource prices. 
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Fundamentals Favour Further U.S. Dollar Gains 

The oil price shock continues to dominate investor attention in global financial markets. Directly or indirectly, 
most relevant advanced and developing economies will be affected by the acute collapse in crude oil prices 
(WTI falling from $107.73 on June 20th 2014 to $46.83 on January 7th, 2015). The benefits to petroleum 
importers as well as the drawbacks to petroleum exporters will be uneven in every economic region, but as a 
whole should support global growth once prices stabilize.  

Beyond energy price gyrations, the magnitude and timing of monetary policy normalization in the United States 
(U.S.) will remain a critical factor swaying capital flows in foreign exchange markets. Another major issue on 
global radar screens remains the ability for China to engineer a soft landing, now that the Asian giant has 
become the world’s largest economy as measured in purchasing power parity terms. Finally, persistent excess 
global liquidity as a result of prolonged monetary accommodation implemented by the systemically relevant 
central banks will continue to influence capital flows, particularly to higher yielding emerging-market asset 
classes. 

The US dollar (USD) is a major beneficiary during this phase of sharp oil price correction. Measured on a trade-
weighted basis and/or against major global peer currencies, the USD is well positioned to extend its upward 
momentum. We have adjusted our forecast accordingly.  

The Canadian dollar (CAD) and the Mexican peso (MXN) have weakened due to the combined effect of USD 
strength and declining oil prices. The CAD depreciated by 9% in 2014 and is expected to trend lower in 2015. 
The major weights against the currency include the substantially lower oil price — which has dampened the 
economic and inflation outlook for the country and results in a delay in interest rate hikes by the Bank of Canada 
— and economic underperformance relative to the U.S., as well as negative CAD sentiment. It is worth 
highlighting that both the Mexican and Canadian economies will reap benefits from the underlying strength 
present in the US economy. We estimate real GDP will expand by 3.3% and 3.1% in the US in 2015 and 2016, 
respectively. The anticipated start of the US tightening cycle will also exacerbate upward USD momentum , 
fundamentally reinforced by improved employment and activity conditions.  

The Brazilian real (BRL) will accelerate its fragile path in the coming months. The imperative need to implement 
a major fiscal adjustment to avoid a rating downgrade and contain rising inflationary pressures will place the 
Brazilian economy in a very low  growth trajectory this year, a trend that is likely to be accompanied by a 
depreciating currency. Elsewhere in the developing Americas, the Colombian peso (COP) will suffer more in 
relative terms in the first half of the year due to its higher dependence on oil-related capital inflows. Meanwhile, 
both the Peruvian sol (PEN) and the Chilean peso (CLP) will be subjected to heightened volatility resulting from 
still fragile conditions in metal prices. 

The economic recovery in the euro zone remains soft at best, and the euro (EUR) has reacted accordingly. The 
EUR lost 12% in 2014 and is expected to depreciate by a further 6.6% in 2015. Disappointment in the economic 
outlook coupled with aggressive central bank action and large outflows are likely to drive a downward trend in 
EUR. In the United Kingdom (UK) we have revised our view incorporating a delay in the tightening cycle, leading 
to an adjustment to our view for the British pound (GBP) in the next two years. Downward pressure on NOK has 
proven unrelenting as the economic fundamentals have shifted on the back of rapidly falling oil prices. 

The Chinese yuan (CNY) is likely to remain the world’s best performing currency within the universe of top ten 
economies. Nevertheless, China’s commitment to financial market liberalization may pave the way for periods of 
heightened volatility and temporary currency weakness. For the year as a whole, we estimate a small 
appreciation of the CNY against the USD in nominal terms. The Japanese yen (JPY) will maintain a depreciating 
bias throughout most of the year; we are calling for an end-year USDJPY 126 rate. With few exceptions, most 
regional currencies in Asia will weather the headwinds caused by USD strengthening fairly well. Overall, Asia/
Pacific will likely remain the world’s fastest growing economic region in 2015-16.  Once the fog from oil price 
volatility subsides, investors will reward emerging-market economies with better macroeconomic fundamentals 
in the Asia/Pacific region. 

 Camilla Sutton 416.866.5470  
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Record Global Car Sales Projected For 2015 

Global auto sales remain a bright light in a sluggish growth 
environment and are set to scale new heights in 2015, advancing an 
additional 4%. Purchases will be buoyed by strengthening labour 
markets, ongoing low short- and long-term interest rates and monetary 
expansion, as the Bank of Japan and the ECB take over from the 
Federal Reserve and the Bank of England as the main liquidity 
providers. Sales will also get a boost from rising household purchasing 
power due to the sharp decline in oil prices. Financial market 
conditions also still remain supportive of further gains and will likely 
improve once the volatility associated with the recent plunge in oil 
prices begins to subside.    

We expect the developing markets in Asia to drive car sales higher over 
the coming year, as economic growth in the region picks up alongside 
improving conditions in India and the ASEAN countries. Asia will also 
benefit from lower oil prices, as its oil imports are roughly triple the 
import level of all of the Americas. Even though fuel prices are 
subsidized across the region, gasoline prices have dropped by more than 15% since August in China and India.  

China will continue to be the auto industry’s growth leader, with sales advancing 7% in 2015 to nearly 19.5 
million units. Despite growing concerns about an economic slowdown in the most populous nation, demand 
for new vehicles continues to be driven by rising vehicle ownership in tier 2 and 3 cities, especially for CUVs, 
which are advancing 40% y/y. Monetary easing by the central bank and a proliferation of new models will also 
support car sales over the coming year. However, last year’s 12% increase likely marks the end of more than 
a decade of double-digit gains. We believe that growth will shift into single-digits going forward.  

Calendar-year 2015 is likely to set all-time highs for the North American auto market. Over the coming year, 
combined sales and production in Canada, Mexico and the United States are expected to surpass the 2000 
peak, when sales totalled 19.8 million units and assemblies topped 17.6 million. Both Canada and Mexico set 
sales records in 2014, and are poised to exceed those totals in 2015, as exports from both countries benefit 
from robust U.S. demand. Meanwhile, U.S. purchases are set to approach 17 million units — the highest level 
since 2001 — fueled by the strongest economic growth in a decade, improved household balance sheets and 
rising replacement demand. We estimate that after several years of below trend sales, nearly 40% of all 
vehicles on U.S. roads are at least 12 years old, setting the stage for an extended replacement cycle.  

Despite ongoing downgrades to the economic outlook across Western Europe, car sales began to move 
higher last year and offer significant upside once economic conditions — especially the labour market — gain 
momentum. Purchases totalled 12.1 million units last year, but are still 12% below the average since 2001 and 
20% lower than the 2007 peak. Given significant pent-up demand, easing credit conditions will support sales 
gains, especially now that income growth and consumer confidence are improving. The latest ECB lending 
survey showed a broad-based easing in credit conditions in the last six months and money supply growth has 
picked up since mid-2014.  

Conditions are challenging in South America, as labour markets are weak and commodity prices remain under 
pressure. In Brazil — the largest auto market in the region — the outlook depends on whether the re-elected 
President Rousseff and her team can deliver much-needed economic policy reforms. Furthermore, with 
inflation hovering at the 6.5% target ceiling, the Bank of Brazil recently hiked short-term interest rates to 
11.75%, making financing a new vehicle more difficult. Interest rates are lower and the outlook is more 
favourable for Peru, Colombia and Chile. Colombia was the strongest auto market in South America last year, 
with sales posting a double-digit gain. However, Peru is likely to become the growth leader in 2015 alongside 
some acceleration in both public and private investment and improving household and business confidence.  

Carlos Gomes 416.866.4735 
carlos.gomes@scotiabank.com 
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Assessing The Cap-Ex Outlook For Canadian Energy Firms 

 A round-up of guidance from dozens of companies in Canada’s energy sector so far 
points to about a 15% decline in cap-ex spending this year over last, and less upward 
momentum in production estimates. 

There are four approaches that could be taken to assess the impact of 
a reduction in capital spending intentions in Canada's energy 
sector.  None of them are perfect, but the one that we go with is a 
round-up of company guidance drawn from dozens of firms in the 
energy sector with the help of Scotiabank’s fine equity team.   

This approach to emphasize company guidance is preferred over a 
long term model-based approach that we don't think stands much of a 
chance at adequately reflecting shifts in technology, cost structures 
and leverage structures and doesn’t reflect guidance from decision-
makers in the sector. 

It is also preferred over relying upon broad surveys like Statistics 
Canada's lagging private and public investment intentions survey 
which is only due out at the end of next month.  It is based on data 
gathered from October to January and thus misses much of the period 
of falling oil prices as it asked many of the firms before they had a 
chance to revise their own guidance.  The survey also suffers from 
various data imperfections such as perhaps not adequately capturing 
project revisions.   

Company guidance also supplements a stylized facts reference to what 
happened during the financial crisis when — like today — companies' 
access to financing deteriorated and oil prices collapsed.  This approach 
would consider chart 1 that pointed to a roughly 40% drop in cap-ex 
during the depths of the crisis when oil plunged only slightly more than it 
has over the past six months.  With the challenged energy sector at 
about 40% of the high-yield market in Canada and energy shares on the 
TSX having plunged in value to their weakest since 2009H2 and 
moderately above the crisis lows (chart 2), it’s clear that financing 
challenges exist and that they naturally accompany a sharp deterioration 
in cash flow assessments.  This is why so much of the focus is upon the 
prospect for consolidation in the global energy sector as the strong dine 
on the weak. 

That said, company guidance suffers from its own pitfalls in that the 
teams reassessing their company forecasts need time to assess the impact on cap-ex plans in rapidly changing and 
volatile markets and thus company guidance too can materially lag turning points.   

Nevertheless, we have to start somewhere, and so with that strong caveat in mind, the four accompanying 
charts depict the conclusion derived from a current assessment of publicly known company guidance. Because 
of the combined effects of large projects that were completed last year and the plunge in oil prices over about 
the past six months, cap-ex intentions are 15% lower in 2015 over 2014 estimates (charts 3, 4).  

It is important to note that company guidance is in a state of flux. Many have not provided updated guidance as 
of yet, and those that have typically did so last month with a few having updated this month.  As such, 15% 
would appear to be an absolute minimum amount by which one might expect capital spending to be reduced this 
year over last.  I’d shave the risk materially higher than that (i.e., greater cutbacks) as guidance is dynamically 
evaluated over coming weeks and months. 

Derek Holt 416.863.7707 
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Further, it is assumed that production will rise this year over last as completed projects are coming on line, but  
less confidence in this view may be emerging.  Chart 4 shows that company guidance from last Fall was 
toward a production rise of 8% this year over 2014. Updated guidance by December stretching into January 
has scaled this back to a gain of 4% in total production this year over last (chart 5).  The risk points to further 
cuts to production guidance now versus when much of it started to be provided a few weeks ago.  While large 
projects are coming on line in 2015 and were not completed only to have spider webs accumulate, how output 
at existing projects is managed matters at least as much in the context of a global supply glut and the reversal 
of the USD-commodities trade in broad-based favour of the USD. 

On both cap-ex and production, the risk in response to even lower oil prices over recent weeks lies in the 
direction of further downward revisions. Just as the cap-ex cycle adjusts lower in lagging fashion to falling 
prices, it will recover in lagging fashion if/when prices materially recover above breakevens.   

That points to what I think will be a bearish cap-ex cycle this year at a minimum. Negative spillover effects of 
weakened energy investment upon capital investment in other sectors is also likely since if the North 
American energy sector is purchasing fewer capital goods, feeder industries like steel or heavy trucks will face 
less demand and hence less reason to expand their own capacity.  Very low rates of global inflation may also 
work against the  
economy-wide cap-ex 
cycle (beyond just energy) 
on the theory that a little 
inflation greases the 
wheels by way of 
expectations for rising 
prices of industry output 
as opposed to expanding 
capacity into a flat to 
falling price environment 
that will emerge over the 
duration of the year.  A 
sharp depreciation in CAD 
will compound downside 
risks to investment activity 
as it raises the cost of 
imported capital goods.   

In all, don't expect much 
of anything positive for the 
Canadian cap-ex cycle as 
a driver of growth this 
year.   Energy’s over 20% 
share of total Canadian 
cap-ex is an 
understatement of the true 
direct and indirect weights 
of this sector in economy-
wide capital spending.  
Consensus forecasts are 
probably underestimating 
the downside risk to 
business investment in 
Canada. 
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Energy Price Decline Unlikely To Derail U.S. Labor Market 

 While labor markets in oil-rich U.S. states have outperformed the national jobs market, 
that outperformance has diminished as the labor market has improved. 

The decline in U.S. energy prices is unlikely to derail the U.S. labor market and on balance will probably have 
a positive impact on jobs. While strong labor markets in oil-rich states are pretty much the only reason that the 
U.S. has more jobs at present than it did prior to the crisis, that is a function of the slow pace of job losses in 
oil rich states during the crisis more than anything else — their outperformance post-crisis has been solid but 
not extreme. The surge in payroll hiring during 2013-14 has been a cyclical improvement on a national basis, 
with the pace of job gains in the largest oil-rich states exceeding the pace of job gains in general but not by 
massive amounts. The U.S. can weather a slowdown in oil patch employment. 

Dramatically Fewer Job Losses During the Crisis... 

On the face of things, oil-rich states have driven a disproportionate 
amount of the labor market improvement in the U.S. Of the  6.2 million 
new jobs generated since January 2007, 27.4% were generated in 
Texas — home to 8.4% of the working population (see table). Add in 
North Dakota, Oklahoma, Louisiana, and Colorado, and the sum is 
even more impressive, with 36.8% of all new jobs being generated in 
five states that only possess 13.1% of the working population. 

...But More Modest Outperformance During 2013-14  

These relative changes in employment levels are much less dramatic, 
however, when comparing job generation in the oil states to job gains 
in other states since the depths of the crisis. Employment gains in 
Texas, North Dakota, Oklahoma, Louisiana, and Colorado accounted 
for 17.7% of all job gains since the labor market bottomed in January 
2010, better than the 13.1% of the population that those states make 
up, but not dramatically so. In other words, the oil states have had a 
rebound that is similar to if somewhat stronger than the national 
cyclical rebound in the wake of the crisis.  

The Oil Industry Has Made a Difference... 

The oil industry has generated quite a few jobs: direct employment in 
energy-related sectors has grown at a rapid clip, with cumulative 
growth in industries directly related to oil extraction higher by more 
than 35% from 2007 to 2014. The issue is that we are still talking 
about a very modest chunk of the overall U.S. labor market, with oil 
extraction, drilling, and support only accounting for half a percentage 
point of overall U.S. employment even now (see chart 2 to the right).  

...But the National Cyclical Rebound Matters More 

While the decline in energy prices puts pressure on an important 
industry, that industry is a small piece of the entire U.S. economic 
picture. Even if energy provides positive spill-overs to other sectors and 
to entire large states (read: Texas), if overall economic activity improves 
as both businesses and consumers benefit from lower commodity prices 
— and we think that it should — then sluggishness in the energy sector 
can be papered over. A first taste of this potential could well be the increase in real U.S. consumer spending to a 
4% q/q annualized clip in Q4 according to data released through November. We’ll see if the momentum lasts. 
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Outlook For Canada’s Renovation Market 

 Steady near-term growth in renovation demand, but medium-term outlook is constrained. 

Low borrowing costs and steady home sales continue to buoy Canada’s renovation market. Real household 
expenditures on home additions, alterations, new installations and replacement of equipment increased 3½% 
y/y in the January to September period, outpacing the 2½% advance in overall GDP. Renovation outlays are 
on track to reach a record $50 billion in 2014, rivalling spending on new construction. 

The ongoing strength in renovation activity mirrors the resilience of the broader housing market. Supported by 
exceptionally low interest rates, both home sales and housing starts are trending above their long-term 
averages, though below pre-crisis highs. Home prices also continue to post moderate advances in most 
centres, and outsized increases in a few. 

Renovation spending has been by far the fastest growing component of residential investment in Canada over 
the past decade, significantly outpacing the growth in new construction and home resale-related outlays. Real 
renovation expenditures increased an average of 9% annually from 2000-2007, slowing to a more moderate 
but still healthy 2½% average yearly advance from 2008-2014 (see chart). 

A number of factors have contributed to the renovation boom, including an expanding housing stock, rising 
homeownership rates, favourable financing costs and strong house price appreciation that has bolstered 
household wealth and facilitated home equity withdrawal. The industry has also benefitted from the elevated 
level of home sales, with relatively large outlays by new buyers and sellers preparing to list. Meanwhile, tight 
housing market conditions that favoured sellers over much of the past decade made renovating an attractive 
option for potential move-up buyers.  

The relatively more subdued pace of renovation spending since 2008 mirrors a levelling off in sales and starts, 
and more moderate house price increases. It also coincides with a tightening in lending conditions, including 
new limits on home equity withdrawal/mortgage refinancing. Households in general appear more reluctant to 
take on further debt, and have slowed the pace of mortgage and consumer credit growth in recent years. 

The persistence of low borrowing costs will support Canada’s home renovation market this year. Consumer 
confidence and major purchase intentions remain relatively buoyant, though are vulnerable to any potential 
softening in employment or income gains. Sharply lower gasoline prices also are providing a boost to 
household purchasing power. We expect real renovation expenditures to increase about 3% in 2015. Brisk 
demand is expected in Toronto, Calgary and Vancouver, piggybacking on the pickup in home sales and prices 
over the past year. Nationally, a relatively stable housing market outlook favours smaller renovation projects 
over major remodelling. 

The medium-term outlook for the sector remains constrained. Housing 
affordability will become more stretched as borrowing costs eventually 
move off their current historic lows, dampening home sales, starts and 
price appreciation. Meanwhile, Canadians appear to be taking a more 
constructive approach to managing their elevated debt loads, 
increasing principal payments, rebuilding home equity and relying less 
on borrowing to finance spending plans. 

Market conditions are expected to remain relatively challenging for the 
industry, given moderate revenue growth and potentially higher input 
costs. Industrial price inflation for most renovation-related construction 
materials, equipment and consumer goods — including heating & 
cooling systems, windows & doors, kitchen cabinets, carpets, furniture 
and appliances — remains muted. However, contractors, wholesalers 
and retailers could face increased pressure on margins if the 
weakening Canadian dollar feeds through to a rising import bill. 
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The Return Of The Chinese Equity Investor 

 The massive Chinese equity rally is a domestic investor story that complicates 
policymakers’ quest for reform. 

Chinese equities were standout performers in 2014, skyrocketing up 
63% since July and 38% since the PBOC cut interest rates on 
November 21st. But foreigners, who are restricted from purchasing 
equities on the Shanghai Composite, have had difficulty cashing in 
on the rally. The Hang Seng China Enterprise Index, among other 
indices that have typically tracked closely with the Shanghai 
Composite, has not nearly replicated the return (chart 1). It seems 
clear that some of the rally has been driven by expected and realized 
policy bets, but the spread between domestic and foreign indices 
implies there’s more at play. It’s also clear that neither rally is tied to 
economic fundamentals. Growth is unambiguously slowing: the 
property sector is much weaker, local governments are under 
unprecedented fiscal pressures due in part to regulatory changes 
and, as we argued here, the effects of the PBOC’s interest rate ‘cuts’ 
are ambiguous at best. So, what factors are driving the Shanghai 
Composite rally and not the foreign-investment counterpart, and why 
does it matter?  

Behind the Shanghai Composite Rally 

In addition to speculation that the PBOC has begun a new easing 
cycle, we can point to two key trend changes in China responsible for 
the mainland-specific rally. First, Chinese households and 
investors have very rapidly developed a new taste for investing 
in equities, which fell out of favour after the 70% collapse in 2007. 
New equity accounts have tripled since the beginning of November 
(chart 2) and retail investors are estimated to account for 80% of the 
trading volume on the index. In conjunction with the belief that the 
PBOC is supporting financial stability, Chinese equities have become 
more attractive as the returns offered by the (limited) previous 
investment options became less viable over the past few months. 
Property prices, one of the primary forms of investment, are down 
2.6% y/y and a recent PBOC survey found that 59% of Chinese 
citizens felt house prices were “too high to accept”. Plus, a regulatory 
crackdown coupled with the introduction of risk (e.g., permitted 
failures) have hurt the risk-reward profile of high-yielding shadow 
banking products. As Chinese retail investors chase the momentum 
and rotate into equities, they are also chasing returns that have 
become less available elsewhere. This is not the case for foreign investors. 

Second, policymakers are accelerating deregulation of the financial system. Of note, the implementation of 
the Hong Kong-Shanghai Stock Connect on Nov. 17th allows international investors to trade up to 
RMB12bn/day of certain shares on the Shanghai Composite and for Chinese investors to buy up to  
RMB10.5bn/day of certain shares off the Hong Kong exchange. These are powerful first steps towards making 
Chinese-listed stocks internationally relevant and providing Chinese households with additional investment 
options. Moreover, it drums up enthusiasm and signals support for Chinese equities by underscoring the 
government commitment to financial deepening. Yes, the initial boost to market confidence would likely have 
been priced-in closer to the April announcement of the Connect (though several delays weighed against 
optimism), but the additional flows since Nov. 17th are relevant, even if these have been somewhat less than 
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expected. Critically, these flows have been asymmetric and supported mainland-listed stocks over Hong  
Kong-listed stocks: whereas foreign investors have tapped about 25% of the available quota for Shanghai 
shares, mainland investors are using less than 5% of their allowance for Hong Kong stocks. That implies 
foreign investors are piling in about RMB3.25bn a day into the Shanghai Composite. That may be a small 
segment next to the current 15-day moving volume average of RMB47bn on the exchange but (i) it’s 
significant relative to the average RMB9bn that traded daily on the exchange in Jan-July 2014 and (ii) flows 
are likely to accelerate according to surveys that show investors are only waiting for regulatory adjustments on 
their end before ramping up purchases. 

Key Policy Implications 

The rally in Chinese equities complicates policymakers’ goals of financial reform and deleveraging:  

I. Chinese households are now more tied to financial markets than they were even two months ago. 
The upside is that stock market gains provide a positive wealth effect to current investors. Yet, prior to the 
stock market run-up, it appeared that policymakers were willing to risk or even deliberately create 
financial instability in the name of financial reform. That has become a much more dangerous proposition 
as households rotate away from property and shadow banking products towards equities. The PBOC 
must now juggle reform goals with maintaining financial stability in order to prevent a stock market 
correction and resulting negative wealth effect. Taken alone, that’s suggestive of a more supportive 
PBOC than prior to the stock market gains.    

II. On one hand, it appears the stock market rally has resulted in much more leverage in the financial 
system. Various reports have pointed to a doubling of the outstanding value of margin positions since 
July, consumer blogs that explain how to take out loans to buy more equities, and banks that are selling 
wealth management products in order to generate cash to invest in stocks. Particularly given that the 
stock market gains have not been based on fundamentals, a correction could be more violent given this 
assumed higher degree of leverage in the system. On the other hand, the run-up in equities helps 
companies raise equity in lieu of debt. This fits squarely into the reform agenda and the quest to 
deleverage. Likely, however, policymakers had hoped it would happen without leveraged buying and this 
probably reduces the appetite to engage in broad-based credit easing which could exacerbate the issue. 

III. Bank deposits will bleed further as cash is pulled to invest in equities, pressuring banks. Banks 
have already been lamenting the loss of deposits over the past year, with PBOC data showing deposits 
down 23% from Jan-Nov vs. the previous year. Reports have circulated that Chinese banks are offering 
cars, phones and food in order to attract depositors (since they 
can’t offer higher rates due to a cap on deposit rates) à la 1980s 
Regulation Q in the U.S. In conjunction with the pressures 
created by banking reforms which we wrote about here, it’s no 
surprise that interbank rates have been spiking (chart 3). Those 
spiking rates are likely why the PBOC chose to free up bank 
capital by expanding the deposit base in the loan-to-deposit 
calculation on Dec 28th, which immediately mitigated the issue 
and calmed the rate spike. 

Taken together, the recent leveraged equity rally implies there would 
be greater casualties to bank or other failures and financial instability 
than even two months ago. While we continue to doubt an official 
reserve-requirement ratio (RRR) cut or other form of broad-based 
easing that would damage PBOC credibility and work against 
deleveraging, we would not be surprised by more targeted fiscal and 
monetary policy measures that help to calm money market rates and 
support financial stability over the next several months. 
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Latin America Week Ahead: For The Week Of January 12 - 16 

Week-ahead views: 

Brazil: Fazenda announced the first details on the fiscal adjustment plans, kicking off with a series of 
spending cuts worth BRL22.7bn. The initial cut plans included discretionary spending cuts, but the 
government has signaled it seeks to cut a total of BRL70bn, so it will be interesting to monitor if we will also 
see cuts to social spending, subsidies or infrastructure (we believe that given the resistance we saw to the 
adjustments to minimum wages, cutting social spending will be a tough task for a PT government). At the local 
government level, fiscal spending cuts also appear to so far be restricted to discretionary spending and cutting 
senior employees, while social spending has remained fairly intact for now. On the data front, next week we 
are scheduled to get the monthly economic activity index for November, as well as Retail sales, among other 
data. 

Chile: Although the latest data showed a continued decline in inflation, which likely provided some relief to the 
BCCh, we don’t think it is yet enough to tip the central bank’s bias back towards easing mode. Although 
inflation expectations remain firmly anchored, the latest inflation data show it remains 60bps above the top of 
the central bank’s target range, and given CLP’s recent weakening, we don’t think the central bank will want to 
risk contamination of expectations. However, we do see room for additional cuts (maybe 1 or 2 25bps moves) 
down the line, as we expect growth will remain sluggish due to a deterioration of the country’s terms of trade 
(although lower oil prices will help), and what we perceive as still-weak business confidence. Accordingly, we 
expect the central bank to leave rates unchanged at 3% next week, although we see room for a modestly 
more dovish tone (not yet clearly dovish). 

Colombia: It will be interesting to see if the weakness we’ve seen in the Colombian peso had any impact on 
the consumer confidence data for December, as we see important risks that the combination of weak oil 
prices, and a depreciating peso can hurt consumer demand. The direct impact of the oil price decline is 
relatively straight forward in the 50% share of exports that oil represents (plus its share in investment), but we 
believe that the second order impact, through the exposure of the services industry to oil is also likely to bite 
domestic demand in 2015. The industrial production data will be interesting to watch, to see how the oil 
sector’s decline balances off with the manufacturing sector which, at some point, should benefit from a weaker 
peso. In addition, retail sales for November will be an interesting release to see if consumers are becoming 
more cautious.  

Mexico: MXN has kicked off the year strongly, outperforming all of the region’s FX, which we believe is due to 
the country’s strong links to the US economy, which seems to be the best-positioned of the major economies 
in 2015. We have heard some concerns about the recent lag of Mexico’s industrial production relative to the 
US, but we believe the underperformance was due to temporary domestic shocks which are being unwound. 
Accordingly, we believe the US-Mexico links remain strong, which may not be enough to drive sustained 
outright gains vs the USD, but should lead MXN to outperform its regional peers. Regarding why Mexico’s 
industrial production (not manufacturing) trailed that of the US, we believe that the major factors that led 
Mexico to lag were: 

 The weakness in industrial production due to the slow recovery of construction after the housing sector 
blowup, and slow execution of public infrastructure work. 

 Headwinds to the mining and oil industries. 

However, we believe the integration of the manufacturing sectors in Mexico and the US remains strong, and 
the chart below seems to back it (right side). 

Our sense is that the degree of integration between the US-Mexico-Canada is too strong to be reversed any 
time soon.  
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 According to an NBER study, 42.2% of the value added of US’s imports from Mexico originated in the US 
itself, for Canada the corresponding number is 32.4%. No other country in the world comes close to 
matching the integration with the US production chain that the NAFTA partners have (see chart below, 
based on data from “Give credit where credit is due: tracing value added in global production chains” R. 
Koopman, W. Powers, Z. Wang, S. Wei; NBER). 

 Mexico is now the second most important source of manufactured goods imports for the US, exporting 
over US$240bn to its northern partner (second only to China—see chart below). 

 Adjusting Mexican manufacturing exports into the US, to take into account each country’s “value 
added” (which in Mexico is lower than in many more developed countries), the value of Mexico’s 
manufacturing export value added into the US is still roughly tied in second place with Canada’s at about 
US$110bn (based on our calculations on NBER and UNCTAD-Stat data, and our sense is that Mexico’s 
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Mexico is the second leading exporter of manufactured 
goods into the US, with manufactured goods exports’ 
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Based on data from the NBER, we can argue that the only country 
that is comparable in degree of supply chain integration with the 
US Mexico has is Canada 
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value added is on a rising trend — and evident in the move into producing more value added cars, as well 
as the development of the aerospace and technology industries). 

Although we believe the manufacturing sector outlook remains strong, we still see risks to broader industrial 
production, derived from the slumping oil industry. This risk was highlighted today by reports of 10,000 “oil 
services sector” jobs being cut in Ciudad del Carmen on the back of sub-50 oil, which the local mayor said 
could escalate to as many as 50,000 (reported by Bloomberg). 

On the monetary policy front, inflation continued to moderate (from 4.17% y/y in November to 4.08% in 
December), and printed below consensus (4.12%) which should help at least partially alleviate concerns over 
FX-inflation pass-though. Governor Carstens spoke about the monetary policy outlook, and although he did 
not add a lot of new information, he seemed to re-iterate the message that Banxico is likely to follow on the 
heels of the Fed for its tightening, which will likely take place in 2015. However, he also signaled that the 
tightening will likely be gradual, as the output gap will be open all through 2015, and likely an important part of 
2016 according to Banxico’s view. 

Peru: This week has important Peruvian data in the pipeline, starting with unemployment (December) and 
economic activity  (November). The latest economic activity data remained sluggish at +2.4% y/y, and we 
expect the weakness to persist as a weakening  sol erodes consumer confidence, while commodity prices 
have turned less favourable, which hurts both investment and activity directly. Our sense is that consensus is 
still too optimistic on the prospects for Peru’s growth, looking for +4.8% in 2015, and 5.5% in 2016 according 
to Bloomberg. On the monetary policy front, all economists surveyed by Bloomberg look for the BCRP to 
leave the reference rate unchanged in next week’s MPC meeting, which we agree with, given the recent 
weakening of the sol, which could set up the risk of FX-inflation pass-through.  
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Key Data Preview  

UNITED STATES 

U.S. CPI could well move quite a bit lower when December data 
land on January 16. We’re looking for a -0.5% m/m drop in CPI 
inflation as the pace of declines in gasoline prices was quite a bit 
higher in December than in November (12% m/m vs. 8% m/m in 
Nov.) — and CPI declined by 0.3% m/m in headline terms in 
November. Other factors, including the cost of natural gas for 
home heating and foodstuff commodity prices, also fell (the CRB 
foodstuff commodity index was lower by 3.5% m/m as reflected 
in the chart to the right; natural gas prices at Henry Hub were 
lower by 15.3% m/m). We expect to see some resilience in core 
CPI due to the impact of rising home prices over the past two 
years, which should sustain the owners equivalent rent 
component of CPI (24% of the CPI basket) at a fairly brisk pace 
(OER has been running between 2.5-3% y/y all year), and 
generally, we would note that services ex-energy, which make 
up 57.5% of the CPI basket, have been running in the 2.5% y/y 
vicinity for the past 12 months, a trend which we don’t think will 
abate any time soon. Still, markets might get some sticker shock 
should CPI follow our monthly forecast and thus land near 0.6% 
y/y depending on rounding. We anticipate that core CPI will be 
stickier near 1.7% y/y on a small 0.1% m/m rise. 

Retail sales should come in near 0% m/m, which would still 
leave the quarter looking quite strong after a 0.7% m/m surge in 
November. We anticipate that sales ex-autos and ex-gasoline 
will be stronger than headline as gasoline prices at the pump 
plummeted on the month (see chart to the right) and auto sales 
dropped off from an annualized 17.08m in November to 16.8m in 
December. That said, consumer confidence numbers and other 
retail surveys continue to point to strength on the month, and we 
expect that when all is said and done, the consumer will wind up 
notching a pretty solid surge in Q4, particularly as we think that 
deflators of consumer spending will be fairly low as a result of 
the CPI softness that we’ve seen. 

Industrial production is also coming off of a very strong 
November (+1.3% m/m) which essentially means that even a flat 
number in December would imply strength in the sector. We’re 
anticipating a modestly negative print of -0.2% m/m as we think 
that November’s strength, which featured both a 5.1% m/m 
surge in vehicles and a 5.1% m/m surge in utilities output, will 
feature give-back in the same sub-sectors that drove 
November’s gains. In particular, vehicle sales and thus probably 
just-in-time vehicle production were likely on the soft side on the 
month, and production schedules, while still strong, implied 
some slippage, even as sales have caught up somewhat with 
inventories of late (see chart). The spike in utilities output will 
likely follow the usual pattern of at least posting some modest 
monthly give-back, particularly as the winter was fairly mild in the 
Northeast during December.   
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EUROPE 

France will release inflation figures for December on 
January 14th. In view of the euro zone flash HICP and other 
available national CPI reports, consumer prices in France are 
expected to slow sharply in the final month of 2014 to -0.1% 
y/y, down from 0.3% y/y in November. This largely reflects 
lower energy prices, which are forecast to contract by -3.5% 
m/m. Weaker food prices, which continue to be weighed 
down by milder than usual temperatures, will also play a role 
and should drop by -0.4% y/y from -0.2% in the month prior. 
For core inflation, we expect both the manufacturing and 
service component to remain roughly stable at -1.2% y/y and 
1.5% y/y, respectively. However, downside risk could exist 
on the manufacturing side as clothing prices could surprise 
on the downside again. 

LATIN AMERICA 

Colombian industrial production and retail sales figures 
for November will be released on January 16th. Colombia 
continues to feel the pressure of falling oil prices, and the 
industrial sector is likely to feel the bulk of the initial effects. 
Accordingly, we expect industrial production in November to 
have expanded by only 0.3% y/y, unchanged from the 
previous month. On the other hand, we still believe that retail 
sales will experience strong growth, likely coming in around 
9.5% y/y in November. If the oil rout continues, however, 
retail sales will probably begin to feel the squeeze later in 
2015.  

ASIA 

India will release consumer price inflation data for 
December on January 12th (EST). We estimate that headline 
inflation stood at 5.0% y/y in December after reaching a 
record low of 4.4% in November. The substantial 
deceleration from an average monthly price gain of roughly 
7.9% in the 12 months leading up to November partly reflects 
the relatively tight domestic monetary policy framework that 
was implemented following the appointment of the Reserve 
Bank of India’s (RBI) new governor in 2013. Moreover, lower 
international oil prices will continue to support the RBI’s aim 
to move towards an inflation targeting framework and 
maintain consumer price inflation under 6% in January 2016. 
Further easing of inflationary pressures will likely allow the 
RBI to initiate cautious monetary easing in early 2015; the 
next monetary policy meeting is scheduled for February 2nd.  
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Key Indicators for the week of January 12 – 16 

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

North America 

Europe 

A3 

Country Date Time Indicator Period BNS Consensus Latest
CA 01/12 10:30 BoC Senior Loan Officer Survey 4Q -- -- -10.3
CA 01/12 10:30 Business Outlook Future Sales 4Q -- 35.0 35.0

US 01/13 10:00 IBD/TIPP Economic Optimism Index Jan -- 48.2 48.4
US 01/13 14:00 Treasury Budget (US$ bn) Dec -- 3.0 -56.8

US 01/14 07:00 MBA Mortgage Applications (w/w) JAN 9 -- -- 11.1
CA 01/14 08:30 Teranet - National Bank HPI (y/y) Dec -- -- 5.2
US 01/14 08:30 Export Prices (m/m) Dec -- -2.9 -1.5
US 01/14 08:30 Import Prices (m/m) Dec -- -2.9 -1.5
US 01/14 08:30 Retail Sales (m/m) Dec 0.0 -0.1 0.7
US 01/14 08:30 Retail Sales ex. Autos (m/m) Dec 0.2 -0.1 0.5
US 01/14 10:00 Business Inventories (m/m) Nov -- 0.2 0.2

US 01/15 08:30 Initial Jobless Claims (000s) JAN 10 290 295 294
US 01/15 08:30 Continuing Claims (000s) JAN 3 2400 -- 2452
US 01/15 08:30 Empire State Manufacturing Index Jan -- 5.0 -3.6
US 01/15 08:30 PPI (m/m) Dec -0.5 -0.4 -0.2
US 01/15 08:30 PPI ex. Food & Energy (m/m) Dec -- 0.1 0.0
CA 01/15 09:00 Existing Home Sales (m/m) Dec -- -- 0.0
US 01/15 10:00 Philadelphia Fed Index Jan 25.0 18.8 24.3

US 01/16 08:30 CPI (m/m) Dec -0.5 -0.4 -0.3
US 01/16 08:30 CPI (y/y) Dec 0.6 0.7 1.3
US 01/16 08:30 CPI (index) Dec -- 234.5 236.2
US 01/16 08:30 CPI ex. Food & Energy (m/m) Dec 0.1 0.1 0.1
US 01/16 08:30 CPI ex. Food & Energy (y/y) Dec 1.7 1.8 1.7
MX 01/16 09:00 Unemployment Rate (%) Dec -- 4.2 4.5
US 01/16 09:15 Capacity Utilization (%) Dec -- 80.0 80.1
US 01/16 09:15 Industrial Production (m/m) Dec -0.2 0.0 1.3
US 01/16 10:00 U. of Michigan Consumer Sentiment Jan P 94.0 94.1 93.6
US 01/16 16:00 Total Net TIC Flows (US$ bn) Nov -- -- 178.4
US 01/16 16:00 Net Long-term TIC Flows (US$ bn) Nov -- -- -1.4

Country Date Time Indicator Period BNS Consensus Latest
IT 01/13 04:00 Industrial Production (m/m) Nov -- 0.1 -0.1
UK 01/13 04:30 CPI (m/m) Dec 0.0 0.1 -0.3
UK 01/13 04:30 CPI (y/y) Dec 0.5 0.7 1.0
UK 01/13 04:30 DCLG House Prices (y/y) Nov -- 9.8 10.4
UK 01/13 04:30 PPI Input (m/m) Dec -2.5 -2.6 -1.0
UK 01/13 04:30 PPI Output (m/m) Dec -0.2 -0.3 0.2
UK 01/13 04:30 RPI (m/m) Dec 0.1 0.1 -0.2
UK 01/13 04:30 RPI (y/y) Dec 1.6 1.6 2.0

FR 01/14 02:45 CPI (m/m) Dec 0.0 0.0 -0.2
FR 01/14 02:45 CPI (y/y) Dec -0.1 0.0 0.3
FR 01/14 02:45 CPI - EU Harmonized (m/m) Dec 0.0 0.0 -0.2
FR 01/14 02:45 CPI - EU Harmonized (y/y) Dec 0.0 0.0 0.4
EC 01/14 05:00 Industrial Production (m/m) Nov -0.2 0.0 0.1
EC 01/14 05:00 Industrial Production (y/y) Nov -- -0.7 0.7

SP 01/15 03:00 CPI (m/m) Dec -- -0.6 -0.1
SP 01/15 03:00 CPI (y/y) Dec F -- -1.1 -1.1
SP 01/15 03:00 CPI - EU Harmonized (m/m) Dec -0.6 -0.6 -0.2
SP 01/15 03:00 CPI - EU Harmonized (y/y) Dec F -1.1 -1.1 -1.1
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Key Indicators for the week of January 12 – 16 

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

A4 

Asia Pacific 

Europe (continued from previous page) 

Country Date Time Indicator Period BNS Consensus Latest
CH JAN 09-15 Aggregate Financing (CNY bn) Dec -- 1200.0 1146.3
CH JAN 09-15 Foreign Reserves (US$ bn) Dec -- 3900.0 3887.7
CH JAN 09-15 New Yuan Loans (bn) Dec -- 880.0 852.7

AU 01/11 19:30 Home Loans (%) Nov -- 1.7 0.3
AU 01/11 19:30 Investment Lending (% change) Nov -- -- 1.0
AU 01/11 19:30 ANZ Job Advertisements  (m/m) Dec -- -- 0.7

IN 01/12 07:00 CPI (y/y) Dec 5.0 5.3 4.4
IN 01/12 07:00 Industrial Production (y/y) Nov -- 2.4 -4.2
JN 01/12 18:50 Bank Lending (y/y) Dec -- -- 2.7
JN 01/12 18:50 Current Account (¥ bn) Nov -- 139.5 833.4
JN 01/12 18:50 Trade Balance - BOP Basis (¥ bn) Nov -- -734.0 -766.6
CH JAN 12-13 Exports (y/y) Dec -- 6.0 4.7
CH JAN 12-13 Imports (y/y) Dec -- -6.2 -6.7
CH JAN 12-13 Trade Balance (USD bn) Dec -- 49.0 54.5
JN JAN 12-13 Eco Watchers Survey (current) Dec -- 44.0 41.5
JN JAN 12-13 Eco Watchers Survey (outlook) Dec -- -- 44.0

NZ 01/13 18:00 QV House Prices (y/y) Dec -- -- 5.1
SK 01/13 18:00 Unemployment Rate (%) Dec -- -- 3.4
JN 01/13 18:50 Japan Money Stock M2 (y/y) Dec -- 3.60 3.60
JN 01/13 18:50 Japan Money Stock M3 (y/y) Dec -- 3.0 2.9

JN 01/14 01:00 Machine Tool Orders (y/y) Dec P -- -- 36.6
IN 01/14 01:30 Monthly Wholesale Prices (y/y) Dec -- 0.4 0.0
JN 01/14 18:50 Machine Orders (m/m) Nov -- 4.6 -6.4
AU 01/14 19:30 Employment (000s) Dec -- 5.0 42.7
AU 01/14 19:30 Unemployment Rate (%) Dec -- 6.3 6.3
SK 01/14 20:00 BoK Base Rate (%) Jan 15 2.00 -- 2.00
ID JAN 14-15 BI Reference Interest Rate (%) Jan 15 7.75 7.75 7.75
PH JAN 14-15 Overseas Remittances (y/y) Nov -- 6.9 7.0

SI 01/15 00:00 Retail Sales (y/y) Nov -- -- 8.1
JN 01/15 18:50 Tertiary Industry Index (m/m) Nov -- 0.2 -0.2
SI 01/15 19:30 Exports (y/y) Dec -- -2.2 1.6
NZ JAN 15-19 REINZ House Sales (y/y) Dec -- -- 6.5

Country Date Time Indicator Period BNS Consensus Latest
GE 01/15 04:00 Real GDP NSA (y/y) 2014 1.5 1.5 0.1
GE 01/15 04:00 Budget (Maastricht) (% of GDP) 2014 -- 0.1 0.1
EC 01/15 05:00 Trade Balance (€ mn) Nov -- -- 24017.4

GE 01/16 02:00 CPI (m/m) Dec F 0.0 0.0 0.0
GE 01/16 02:00 CPI (y/y) Dec F 0.2 0.2 0.2
GE 01/16 02:00 CPI - EU Harmonized (m/m) Dec F 0.1 0.1 0.1
GE 01/16 02:00 CPI - EU Harmonized (y/y) Dec F 0.1 0.1 0.1
FR 01/16 02:45 Central Government Balance (€ bn) Nov -- -- -84.7
EC 01/16 05:00 CPI (m/m) Dec -0.1 -0.1 -0.1
EC 01/16 05:00 CPI (y/y) Dec F -0.2 -0.2 -0.2
IT 01/16 05:00 Current Account (€ mn) Nov -- -- 5461.0
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Key Indicators for the week of January 12 – 16 

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

A5 

Latin America 

Country Date Time Indicator Period BNS Consensus Latest
CO JAN 13-15 Trade Balance (US$ mn) Nov -- -846.0 -1356.7

BZ 01/14 06:00 Retail Sales (m/m) Nov -- -0.5 1.0
BZ 01/14 06:00 Retail Sales (y/y) Nov -- -0.6 1.8

BZ 01/15 05:30 Economic Activity Index SA (m/m) Nov -- 0.2 -0.3
BZ 01/15 05:30 Economic Activity Index NSA (y/y) Nov -- -0.9 -1.2
CL 01/15 16:00 Nominal Overnight Rate Target (%) Jan 15 3.00 3.00 3.00
PE 01/15 18:00 Reference Rate (%) Jan 3.50 3.50 3.50
PE 01/15 Economic Activity Index NSA (y/y) Nov -- -- 2.4
PE 01/15 Trade Balance (USD mn) Nov -- -- -308.9
PE 01/15 Unemployment Rate (%) Dec -- -- 5.4

CO 01/16 16:00 Industrial Production (y/y) Nov 0.3 1.1 0.3
CO 01/16 16:00 Retail Sales (y/y) Nov 9.5 9.1 11.3
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Global Auctions for the week of January 12 – 16 

North America 

Europe 

Source: Bloomberg, Scotiabank Economics. 

A6 

Asia Pacific 

Country Date Time Event
US 01/12 11:30 U.S. to Sell 3-Month Bills
US 01/12 11:30 U.S. to Sell 6-Month Bills
US 01/12 13:00 U.S. to Sell 3-Year Notes

US 01/13 11:30 U.S. to Sell 4-Week Bills
US 01/13 13:00 U.S. to Sell 10-Year Notes Reopening

US 01/14 13:00 U.S. to Sell 30-Year Bond Reopening

Country Date Time Event
NO 01/12 05:00 Norway to Sell Bills
IT 01/12 05:00 Italy to Sell Bills
GE 01/12 05:30 Germany to Sell EUR2 Bln 182-Day Bills

NE 01/13 04:30 Netherlands to Sell 2018 Bonds
BE 01/13 05:00 Belgium to Sell Bills
MB 01/13 05:00 Malta to Sell Bills
IT 01/13 05:00 Italy to Sell Bonds
IC 01/13 05:00 Iceland to Sell Bills
EC 01/13 05:10 ECB Main Refinancing Operation Result
SZ 01/13 05:15 Switzerland to Sell 91-Day Bills
AS 01/13 05:15 Austria to Sell 1.65% 2024 Bonds
AS 01/13 05:15 Austria to Sell 0.25% 2019 Bonds
GE 01/13 05:30 Germany to Sell EUR1 Bln 0.5% I/L 2030 Bonds

DE 01/14 04:30 Denmark to Sell Bills
SW 01/14 05:03 Sweden to Sell Bonds
SZ 01/14 05:15 Switzerland to Sell Bonds
GE 01/14 05:30 Germany to Sell EUR5 Bln 2025 Bonds

SP 01/15 04:30 Spain to Sell Bonds
UK 01/15 05:30 U.K. to Sell GBP1.75 Bln 4.5% 2034 Bonds

UK 01/16 05:30 U.K. to Sell 1-Month Bills
UK 01/16 05:30 U.K. to Sell 3-Month Bills
UK 01/16 05:30 U.K. to Sell 6-Month Bills

Country Date Time Event
AU 01/13 19:00 Australia Plans to Sell Nominal Bonds
JN 01/13 22:45 Japan to Sell 30-Year Bonds

JN 01/14 22:35 Japan to Sell 3-Month Bill

JN 01/15 22:35 Japan to Sell 1-Year Bill

JN 01/16 03:00 Japan Auction for Enhanced-Liquidity
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Events for the week of January 12 – 16 

Europe 

Source: Bloomberg, Scotiabank Economics. 

A7 

Latin America 

Asia Pacific 

North America 

Country Date Time Event

GE 01/11 Hollande, Merkel Meet in Strasbourg to Discuss Europe

IT 01/12 05:00 Bank of Italy Publishes Monthly Report `Money and Banks'

PO 01/13 Bank of Portugal Releases Data on Banks
GE 01/13 05:00 Merkel Gives Speech to Pro-European Unity Group
EC 01/13 12:00 ECB's Nowotny, Ifo's Sinn in Panel Discussion in Vienna
SP 01/13 14:30 Bank of Spain Governor Linde Speaks at Spain Investors Day

EC 01/14 03:30 EU Top Court Gives Non-Binding Advice on ECB's OMT Mechanism
GE 01/14 03:30 Merkel, Draghi Attend Economic Policy Retreat in Berlin
GE JAN 14-15 WHU Conference: Cheap Money, Easy Borrowing, Tough Investment?

PO 01/16 04:00 ECB's Costa Speaks at Conference on Adjustment of Economies
PO 01/16 05:00 Portuguese Prime Minister Speaks at Debate in Parliament

Country Date Time Event
ID 01/14 00:00 Bank Indonesia Reference Rate
SK 01/14 20:00 BoK 7-Day Repo Rate

Country Date Time Event
CL 01/15 16:00 Overnight Rate Target
PE 01/15 18:00 Reference Rate

Country Date Time Event
US 01/12 12:40 Fed's Lockhart Speaks on U.S. Economic Outlook in Atlanta

CA 01/13 14:00 Deputy Governor Timothy Lane Gives Speech in Madison, Wisconsin
US 01/13 17:00 Fed's Kocherlakota Speaks on Economic Outlook in New York

US 01/14 08:00 Fed's Plosser Speaks on the Economy in Philadelphia
US 01/14 14:00 U.S. Federal Reserve Releases Beige Book

CA 01/15 12:00 Philippe Couillard Speaks on Trade Relations With the UK

US 01/16 07:50 Fed's Kocherlakota Speaks on Economy and Monetary Policy
US 01/16 13:10 Fed's Bullard Delivers Presentation on U.S. Economy and Monetary Policy



 

Economics 

Global Views 
  

January 9, 2015 

6 

 

Global Central Bank Watch 

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

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

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

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

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

Swiss National Bank – Libor Target Rate -0.25 March 19, 2015 -0.25 --

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

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

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

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

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

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

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

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

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

Bank of Korea – Bank Rate 2.00 January 14, 2015 2.00 --

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

Bank Indonesia – Reference Interest Rate 7.75 January 15, 2015 7.75 7.75

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

Banco Central de Chile – Overnight Rate 3.00 January 15, 2015 3.00 3.00

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

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

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

The data-dependent Fed will be watching retail sales (Wednesday), and CPI (Friday) and another Fed risk this week is in four FOMC official speeches. 
Regional Presidents Kocherlakota, Bullard, Plosser and Lacker are all speaking, though Lockhart is the only 2015 voter. The BoC is quiet this week ahead 
of the Jan. 21st rate statement, full forecast update in the Monetary Policy Report and press conference. Deputy Governor Timothy Lane will be speaking 
on Tuesday about the impact of oil prices and the economy. 

We expect both the Banco Central de Chile and the Banco Central de Reserva del Perú to hold their key policy rates steady at 3.00% and 3.50%, 
respectively, on January 15th. Inflation in both countries remains above monetary authorities’ targets, with December price growth registering 4.6% y/y in 
Chile (target range of 2-4%) and 3.2% y/y in Peru (target range of 1-3%). In Peru, the central bank is unlikely to increase rates while real GDP growth, 
estimated at 2.6% y/y in 2014, remains below potential. Similarly in Chile, monetary authorities will likely avoid raising rates in an environment of weak 
economic growth for the time being; the Chilean economy is estimated to have expanded by a mere 1.7% y/y in 2014.  

Price levels in South Korea continue to rise at a slower pace than in prior months with the consumer price index rising by 0.8% y/y in December compared 
to an increase of 1.0% and 1.2% in November and October, respectively – largely attributed to negative producer price inflation together with lower oil 
prices. Monetary authorities will continue to monitor external risks in 2015, particularly in regards to the US Federal Reserve’s monetary policy direction and 
the impact on capital flows. Despite inflationary pressures remaining well below the Bank of Korea’s target corridor of 2½-3½%, we expect the central bank 
to keep the benchmark interest rate unchanged at 2.0% next week due to a relatively high household debt burden. Meanwhile, inflation in Indonesia 
accelerated to 8.4% y/y in December, the fastest pace in almost six years on the back of rising fuel prices that have increased by more than 30 percent due 
to a fuel subsidy reduction announced in November. The benchmark interest rate was increased by 25 bps following the announcement during an 
unscheduled monetary policy meeting, taking the key rate to 7.75%. Monetary authorities will likely observe the effects of the rate hike along with the 
impacts of lower international oil prices that are expected to feed through and lower inflation before making any further changes to the key rate. 
Accordingly, we expect the central bank to keep the benchmark rate unchanged following next week’s monetary policy meeting.

North America 

Europe 

Asia Pacific 

Latin America 

Africa 

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

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

  World1
3.9 3.2 3.3 3.6

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

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

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

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

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

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

Exchange Rates (end of period)

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

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

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

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

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

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

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

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

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

Euro Zone 2013 14Q2 14Q3 Latest Germany 2013 14Q2 14Q3 Latest
  Real GDP 1.3 0.8 0.8   Real GDP 0.2 1.4 1.2
  Current Acc. Bal. (US$B, ar) 282 248 409 465 (Oct)   Current Acc. Bal. (US$B, ar) 189.2 280.8 312.9 278.4 (Nov)
  Merch. Trade Bal. (US$B, ar) 289.7 334.9 289.5 400.7 (Oct)   Merch. Trade Bal. (US$B, ar) 261.8 287.2 308.8 264.5 (Nov)
  Industrial Production -0.7 0.8 0.4 0.7 (Oct)   Industrial Production 0.1 1.3 0.3 3.2 (Nov)
  Unemployment Rate (%) 11.9 11.6 11.5 11.5 (Nov)   Unemployment Rate (%) 6.9 6.7 6.7 6.5 (Dec)
  CPI 1.4 0.6 0.4 0.8 (Nov)   CPI 1.5 1.1 0.8 0.2 (Dec)

France United Kingdom
  Real GDP 0.4 0.0 0.4   Real GDP 1.7 2.6 2.6
  Current Acc. Bal. (US$B, ar) -40.3 -53.1 9.5 -36.0 (Oct)   Current Acc. Bal. (US$B, ar) -76.7 -97.2 -108.0
  Merch. Trade Bal. (US$B, ar) -46.4 -40.9 -44.1 -31.1 (Nov)   Merch. Trade Bal. (US$B, ar) -176.1 -202.7 -213.1 -167.5 (Nov)
  Industrial Production -0.5 -2.1 -0.1 -1.2 (Nov)   Industrial Production -0.6 1.8 1.2 2.0 (Nov)
  Unemployment Rate (%) 10.3 10.1 10.3 10.3 (Nov)   Unemployment Rate (%) 7.6 6.3 6.0 6.0 (Sep)
  CPI 0.9 0.6 0.4 0.7 (Nov)   CPI 2.6 1.7 1.5 2.6 (Nov)

Italy Russia
  Real GDP -1.9 -0.4 -0.5   Real GDP 1.3 0.8 0.7
  Current Acc. Bal. (US$B, ar) 16.6 24.6 41.8 65.5 (Oct)   Current Acc. Bal. (US$B, ar) 34.1 14.1 6.4
  Merch. Trade Bal. (US$B, ar) 38.8 57.4 58.9 82.1 (Oct)   Merch. Trade Bal. (US$B, ar) 15.2 17.3 15.1 13.6 (Oct)
  Industrial Production -3.1 -0.2 -1.3 -2.8 (Oct)   Industrial Production 0.4 1.9 1.4 -0.4 (Nov)
  CPI 1.2 0.3 0.0 0.5 (Nov)   CPI 6.8 7.6 7.7 11.4 (Dec)

Europe 

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

Economic Statistics 

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

Australia 2013 14Q2 14Q3 Latest Japan 2013 14Q2 14Q3 Latest
  Real GDP 2.1 2.7 2.7   Real GDP 1.6 -0.3 -1.2
  Current Acc. Bal. (US$B, ar) -49.7 -39.1 -55.9   Current Acc. Bal. (US$B, ar) 33.6 14.0 63.5 92.5 (Oct)
  Merch. Trade Bal. (US$B, ar) 20.7 17.1 2.8 17.6 (Nov)   Merch. Trade Bal. (US$B, ar) -117.6 -108.8 -115.5 -95.5 (Nov)
  Industrial Production 2.0 4.4 3.8   Industrial Production -0.6 2.6 -1.1 3.3 (Nov)
  Unemployment Rate (%) 5.7 6.0 6.1 6.3 (Nov)   Unemployment Rate (%) 4.0 3.6 3.6 3.5 (Nov)
  CPI 2.4 3.0 2.3   CPI 0.4 3.6 3.3 3.9 (Nov)

South Korea China
  Real GDP 3.0 3.5 3.2   Real GDP 7.7 7.5 7.3
  Current Acc. Bal. (US$B, ar) 81.1 96.5 89.8 136.9 (Nov)   Current Acc. Bal. (US$B, ar) 182.8
  Merch. Trade Bal. (US$B, ar) 44.1 59.1 35.7 69.4 (Dec)   Merch. Trade Bal. (US$B, ar) 259.2 347.4 512.9 653.7 (Nov)
  Industrial Production 0.2 1.2 1.1 -1.8 (Nov)   Industrial Production 9.7 9.2 8.0 7.2 (Nov)
  CPI 1.3 1.6 1.4 0.8 (Dec)   CPI 2.5 2.3 1.6 1.5 (Dec)

Thailand India
  Real GDP 2.9 0.4 0.6   Real GDP 4.7 5.7 5.3
  Current Acc. Bal. (US$B, ar) -2.5 -0.4 -0.5   Current Acc. Bal. (US$B, ar) -49.3 -7.8 -10.1
  Merch. Trade Bal. (US$B, ar) 0.6 2.0 1.6 1.9 (Nov)   Merch. Trade Bal. (US$B, ar) -12.7 -11.1 -12.4 -16.9 (Nov)
  Industrial Production -3.1 -5.2 -3.8 -2.2 (Nov)   Industrial Production 0.6 4.5 1.4 -4.2 (Oct)
  CPI 2.2 2.5 2.0 0.6 (Dec)   WPI 6.3 5.8 3.9 0.0 (Nov)

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

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

Peru Colombia
  Real GDP 5.9 1.7 1.8   Real GDP 4.7 4.3 4.2
  Current Acc. Bal. (US$B, ar) -9.1 -3.4 -2.3   Current Acc. Bal. (US$B, ar) -12.5 -4.1 -5.0
  Merch. Trade Bal. (US$B, ar) 0.1 -0.3 -0.1 -0.3 (Nov)   Merch. Trade Bal. (US$B, ar) 0.2 -0.2 -0.4 -1.4 (Oct)
  Unemployment Rate (%) 5.9 5.9 5.7 5.4 (Nov)   Industrial Production -1.8 -0.3 1.2 0.3 (Oct)
  CPI 2.8 3.5 2.9 3.2 (Dec)   CPI 2.0 2.8 2.9 3.7 (Dec)

Latin America 

Economic Statistics 

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

Source: Bloomberg, Global Insight, Scotiabank Economics. 
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Interest Rates (%, end of period)

Canada 14Q3 14Q4 Jan/02 Jan/09* United States 14Q3 14Q4 Jan/02 Jan/09*
BoC Overnight Rate 1.00 1.00 1.00 1.00   Fed Funds Target Rate 0.25 0.25 0.25 0.25
  3-mo. T-bill 0.92 0.92 0.92 0.92   3-mo. T-bill 0.02 0.04 0.02 0.02
  10-yr Gov’t Bond 2.15 1.79 1.74 1.66   10-yr Gov’t Bond 2.49 2.17 2.11 1.95
  30-yr Gov’t Bond 2.67 2.34 2.30 2.24   30-yr Gov’t Bond 3.20 2.75 2.69 2.55
  Prime 3.00 3.00 3.00 3.00   Prime 3.25 3.25 3.25 3.25
  FX Reserves (US$B) 73.6 74.0 (Nov)   FX Reserves (US$B) 126.0 122.6 (Nov)

Germany France
  3-mo. Interbank 0.04 0.02 0.02 0.01   3-mo. T-bill -0.03 -0.05 -0.06 -0.10
  10-yr Gov’t Bond 0.95 0.54 0.50 0.49   10-yr Gov’t Bond 1.29 0.83 0.78 0.78
  FX Reserves (US$B) 65.1 65.1 (Nov)   FX Reserves (US$B) 50.6 49.2 (Nov)

Euro Zone United Kingdom
  Refinancing Rate 0.15 0.05 0.05 0.05   Repo Rate 0.50 0.50 0.50 0.50
  Overnight Rate 0.20 0.14 -0.08 -0.07   3-mo. T-bill 0.51 0.44 0.42 0.42
  FX Reserves (US$B) 329.4 329.3 (Nov)   10-yr Gov’t Bond 2.43 1.76 1.72 1.60

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

Japan Australia
  Discount Rate 0.30 0.30 0.30 0.30   Cash Rate 2.50 2.50 2.50 2.50
  3-mo. Libor 0.05 0.05 0.05 0.04   10-yr Gov’t Bond 3.48 2.74 2.87 2.72
  10-yr Gov’t Bond 0.53 0.33 0.33 0.28   FX Reserves (US$B) 50.1 49.4 (Nov)
  FX Reserves (US$B) 1234.4 1239.9 (Nov)

Exchange Rates (end of period)

USDCAD 1.12 1.16 1.18 1.19   ¥/US$ 109.65 119.78 120.50 118.65
CADUSD 0.89 0.86 0.85 0.84   US¢/Australian$ 0.87 0.82 0.81 0.82
GBPUSD 1.621 1.558 1.533 1.515   Chinese Yuan/US$ 6.14 6.21 6.21 6.21
EURUSD 1.263 1.210 1.200 1.183   South Korean Won/US$ 1055 1091 1103 1090
JPYEUR 0.72 0.69 0.69 0.71   Mexican Peso/US$ 13.429 14.752 14.838 14.578
USDCHF 0.96 0.99 1.00 1.02   Brazilian Real/US$ 2.447 2.658 2.694 2.642

Equity Markets (index, end of period) 

  United States (DJIA) 17043 17823 17833 17731   U.K. (FT100) 6623 6566 6548 6477
  United States (S&P500) 1972 2059 2058 2038   Germany (Dax) 9474 9806 9765 9610
  Canada (S&P/TSX) 14961 14632 14754 14334   France (CAC40) 4416 4273 4252 4160
  Mexico (IPC) 44986 43146 42115 42024   Japan (Nikkei) 16174 17451 17451 17198
  Brazil (Bovespa) 54116 50007 48512 48897   Hong Kong (Hang Seng) 22933 23605 23858 23920
  Italy (BCI) 1119 1038 1043 1017   South Korea (Composite) 2020 1916 1926 1925

Commodity Prices (end of period)

  Pulp (US$/tonne) 1030 1020 1020 1020   Copper (US$/lb) 3.06 2.88 2.86 2.79
  Newsprint (US$/tonne) 605 595 595 595   Zinc (US$/lb) 1.04 0.98 0.99 0.98
  Lumber (US$/mfbm) 340 340 340 336   Gold (US$/oz) 1216.50 1206.00 1172.00 1217.75
  WTI Oil (US$/bbl) 91.16 53.27 52.69 47.39   Silver (US$/oz) 17.11 15.97 15.71 16.24
  Natural Gas (US$/mmbtu) 4.12 2.89 3.00 2.95   CRB (index) 278.55 229.96 228.41 224.49

* Latest observation taken at time of writing. 
Source: Bloomberg, Scotiabank Economics. 
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agreements and local regulations. This publication and all information, opinions and conclusions contained in it are protected by 
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