
Foreign Exchange Strategy   Fixed  Income Strategy  Fixed  Income Research    Emerging Markets Strategy   Economics  

 

 

 

Weekly commentary on economic and financial market developments 

Global Views 

Corporate Bond Research   

Global Views is available on scotiabank.com, Bloomberg at SCOT and Reuters at SM1C 

December 18, 2015 

Contact Us 

 Economics  

 Holiday Double Issue 2-5 

Derek Holt  

 In Like A Lamb, Out Like A Lion 6 

Adrienne Warren  

 European Gains Can’t Offset Chinese Manufacturing Weakness 7 

Neil Tisdall  

 What The Fed Did Beyond Hiking For The First Time In Nearly A Decade 8-9 

Derek Holt and Dov Zigler  

 Why The Fed Didn’t Let High Yield Market Problems Prevent A Hike 10 

Derek Holt  

 Washington Extends Targeted Tax Relief As State Spending Trends 

Higher 

11 

Juan Manuel Herrera and Mary Webb  

Fixed Income Strategy  

 Spanish Election — Market Positioned For Best Case Outcome  12-13 

Frédéric Prêtet   

 OiI Prices Pushing For Another Cut In ECB Deposit Rates In 2016?  14-15 

Frédéric Prêtet   

Key Data Preview A1-A2 

Key Indicators A3-A4 

Global Auctions Calendar A5 

Events Calendar A6 

Global Central Bank Watch A7 

Latest Economic Statistics A8-A0 

Latest Financial Statistics A10 

Global Forecast Update Report  

Forecasts & Data  

This Week’s Featured Chart 

Please see the Global Forecast Update, December 3, 2015, for our latest economic, interest 
and exchange rate and commodity price forecasts and the Foreign Exchange Outlook,  
December 2015, for more detailed currency forecasts and commentary. 

Happy Holidays! 
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To our clients & readers — we thank you for your ongoing interest in Scotiabank publications. 
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Holiday Double Issue 

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

Merry Christmas and Happy New Year to many of our clients. We will maintain a normal high frequency 
publishing schedule for our clients throughout the holidays except for the weekly Global Views. This issue 
explores the main factors that could influence global markets over the next two weeks to cover the full holiday 
period. 

Canada — A Lump Of Coal? 

Merry Christmas!  The economy may have contracted in October. Even if 
it didn’t, the full quarter is probably faced with little to no economic growth. 
Bah humbug. Major data releases right near the festive season are not 
always so wisely planned. Monthly GDP next Wednesday will inform two-
thirds of the tracking risk for broad economic growth during the current 
quarter. The balance of risks facing near-term Canadian economic growth 
has undeniably once again tilted toward downsides much more than 
upsides. As charts 1-3 demonstrate, plunging annualized manufacturing 
sales volumes and sharp declines in export and import volumes — with the 
latter reflecting a soft domestic economy and a weak currency that raises 
import costs — are once again plaguing the outlook after a brief 
improvement in the third quarter that had more to do with one-off effects. 
Net trade might not suffer so much because of less of an import leakage effect — but as yet it is difficult to 
gauge how much of the plunge in import volumes is due to a soft domestic economy or trade substitution 
toward domestically produced products where feasible. 

If anything saves the economy from contracting in October it would be a) a weak base effect given that the 
economy shrank by 0.5% in September; and/or b) one-offs that are difficult to assess through the complex 
array of other underlying factors. Even removing the large 5% drop in the output of the mining and energy 
sector in September on the assumption that technical factors temporarily held it back would yield a 0.4% rise 
in October GDP, all else held constant, but would only improve annualized quarterly growth tracking to about 
a half percentage point in Q4. Weakness is not just about sector-specific distortions; the sources of renewed 
weakness are broadly based. 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 

 
THE WEEK AHEAD 

Next Week's Risk Dashboard  

 Chinese PMIs 

 Spanish election 

 US: key macro updates 
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 BoC’s Governor Poloz 
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The problem with firming up a call for October GDP, however, is that we won’t get a stronger glimpse at what 
happened in the consumer sector until the same day and time when retail sales land. With that as the caveat, 
everything else we can track has been soft. Export volumes fell sharply (-1.5% m/m) and import volumes fell 
0.2%. Manufacturing shipment volumes dropped by another 1% and the sector has been unable to post 
sustained volume growth throughout the past couple of years with no end in sight to a shrinking order book. 
Sales volumes at wholesalers fell 0.6% m/m. Housing starts were down 15% m/m all due to a 23% drop in 
multis as singles were up 1.4% m/m and carry greater economic value-added during construction. Resales 
were up 1.8% m/m. Employment grew by 44,400 jobs mostly on temporary election hiring that reversed the 
next month, but hours worked fell 0.3% m/m. Recall that hours worked are a useful proxy for GDP growth 
given GDP equals hours worked times output per hour worked. 

Also note that Bank of Canada Governor Stephen Poloz will give a presentation to a meeting of Finance 
ministers from Ottawa and the provincial capitals at the start of next week. His topic will be the global 
economy and Canadian monetary policy but we understand that his remarks will not be made public.  

The following week will have Canada driven entirely by global forces as there is nothing of significance on the 
domestic calendar. 

Asia — Not Holidays In Asia 

The greatest sources of risk in Asian markets with potential global spillover effects over the next two 
weeks will arrive on Christmas Eve with the focus on Japan, and New Year’s Eve with the focus on 
China. Because western markets will be shut, they may be left to react thereafter if needed and in the context 
of more limited year-end liquidity. 

The largest of these risks will arrive when China releases 
purchasing managers’ indices for the manufacturing and non-
manufacturing sectors on New Year’s Eve. It’s not New Year’s 
Eve in China mind you, as that arrives on February 8th on the 
Gregorian calendar but of course it speaks to the first day on 
China’s lunar calendar. The issue will be whether the state’s 
manufacturing PMI stabilizes its steady downward trend and 
whether the state’s non-manufacturing PMI can build further upon 
the gains registered in November. If so, this would add to 
sentiment that Chinese macro data has stabilized on the back of 
recent upsides to retail sales and industrial production (chart 4). 
The private manufacturing PMI will not be released until January 
4th and the private services PMI arrives two days later. Recall we 
no longer get private ‘flash’ PMIs before the state PMIs are 
released. 

Christmas Day is not an official holiday in Japan where less than 
1% of the population has Christian roots, and so releasing a wave 
of macro reports that day (Christmas Eve in the west) is not terribly 
unusual (it also happened last year). National (November) and 
Tokyo (December) CPI will be released and could ever-so-
slightly further distance inflation more to the plus side of zero. Yen depreciation since October might 
help insulate against downsides to headline readings coming from softer oil prices given the country’s large 
net importer status. Retail sales and total household spending during November, housing starts, industrial 
production and the jobless rate round out the releases.  

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 
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A wave of regional export figures from several Asia/Pacific economies will be released by New Zealand, 
Philippines, Thailand, South Korea and Hong Kong and markets will be watching for continued 
improvement in regional export growth as a sign that the Chinese economy may be stabilizing. 

In addition to Japan, CPI figures will come out from South Korea (December 30th) where inflation this year 
has been on a slow climb back up to 1% as of the November reading. The South Korean won had depreciated 
from late September through to the end of October but then regained much of its loss since and thus limited 
the pass-through effects of currency depreciation on import prices. South Korea also releases industrial 
production figures for November on December 29th.  

United States — Data Risk Now Trumps Year-End Market Concerns 

It had once been thought that the biggest potential issue overhanging US markets — and potentially world 
markets — would be whether quarter-end and year-end liquidity issues would complicate the Federal 
Reserve’s plans to raise rates and in ways that could have been potentially destabilizing to markets. What 
sharply lowers such fears is the fact that the Fed extended reinvestment of maturing Treasuries and mortgage 
backed securities for longer than had been anticipated, and the size of the Federal Reserve’s overnight 
reverse repurchase facility is far bigger than anticipated and only limited to the amount of Treasuries the Fed 
holds (about $2.5T) minus what it needs for other purposes which nets out to about US$2T. Since this is the 
prime facility the Fed will use to withdraw liquidity by selling Treasuries into the market in exchange for cash 
on revolving overnight agreements in order to create more scarcity in the loanable funds market and push 
rates higher, a much bigger than expected facility sharply lessens worries that the Fed will be able to withdraw 
enough liquidity in order to effectively steer short-term rates to the higher 0.25-0.5% target range following the 
+25bps hike. That instills confidence in markets that large disruptions in implementing monetary policy could 
have occurred should the Fed prove unable to influence liquidity by enough in order to swing market rates. If 
not, it still has Term Deposit Facility sales and term repos (longer than overnight) to withdraw liquidity if 
needed.  

Given this, we’re left with the main domestic sources of market risk — in addition to international 
developments — arising from domestic data if anything. You don’t even have government funding to worry 
about in the wake of the agreement between Congress and the White House unlike 2013 when I spent New 
Year’s Day on the fiscal cliff agreement. 

Next week’s hits will include: 

 Consumer spending:  We already know that retail sales climbed somewhat on headline figures in dollar 
terms and volumes and solidly on core sales ex-autos and gasoline to start the holiday shopping season 
off rather smartly, so next Wednesday’s personal spending figures for November will be focused upon for 
what they say about services spending that is underrepresented in retail sales, and price effects with the 
Fed’s preferred measure of inflation. 

 Housing: will be another focal point with existing (December 21) and new (December 23) home sales on 
tap. That undeniably solid performances in both metrics are not vulnerable to higher rates just because the 
Fed hiked its short term rates is because the Fed unexpectedly decided to continue reinvesting Treasuries 
and MBS until rate hikes are well underway. That creates more demand for Treasuries and mortgage 
backed securities than previously understood and tamps down fears that bond yields could drift higher. It is 
material new information in favour of forecasting a little lower bond yields in the belly and long-ends of the 
curve than previously. 

 Capital spending:  durable goods orders for November will arrive next Wednesday. Some moderation is 
likely following the large 2.9% monthly gain in October that was fed by aircraft orders in the broader 
transportation category, but there was also a strong gain in core capital goods orders excluding air. They 

Derek Holt 416.863.7707 
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have risen for the past couple of months. Markets will be looking for evidence that a pick-up in core 
capital goods orders has ongoing traction. 

 ‘Final’ revisions to Q3 GDP growth: will be released on December 22nd. They’ll likely come in beneath 
the 2.1% estimate provided in the last revision. The new information being the Census Bureau’s quarterly 
estimates for services spending (here) that somewhat curiously get released after two rounds of GDP 
estimates during which a whole lot of hand-waving goes on with respect to estimating growth in the 
important service sector. A softer pace of services growth than assumed in the GDP estimate to date will 
combine with other somewhat softer data than originally estimated — like inventories — to revised broad 
economic growth down a little. 

The week between Christmas and New Year’s will be considerably lighter. We’ll get a glimpse at the 
goods side of the trader ledger on December 29th alongside the Conference Board’s consumer confidence 
measure and S&P/Case-Shiller house prices that same day. The next day we’ll get pending home sales for 
November. The US Treasury will auction 2s, 5s and 7s that week after auctioning two year floating rate notes 
the prior week. 

Europe — Will Rajoy Survive? 

Usually Europe fully absorbs itself in the festive season and 
largely shuts down around this time of year. The ECB will, as it 
front-loaded bond purchases before the holidays to inject liquidity 
it hopes will suffice while it goes on holiday and suspends 
purchases. For the most part that will be true for much of Europe 
this time around but with one potentially important exception. 
Spanish voters head to the polls this Sunday and Prime 
Minister Rajoy’s neck may be on the line and with it a significant 
supporter of the grand Eurozone experiment and all that goes 
with it. Spain’s economy has also been on the mend rather 
impressively with GDP growth climbing back toward pre-crisis 
levels (chart 5); anything that jeopardizes this picture would 
clearly be taken negatively by markets. European data risk will be 
fairly sparse throughout the holiday season and central banks 
should be quiet. 

Rajoy’s People’s Party is expected to win the election, but 
register the most divided results since the country’s return to 
democracy in the wake of the death of dictator Francisco Franco in 1975. The People’s Party held a lead in 
the last batch of pre-election polls but not by an overwhelming margin over the Socialists and new upstarts 
including an anti-austerity party. The opposition has been attacking the prime minister on allegations of 
corruption and malfeasance. Spanish government bonds have not reflected much market worry thus far. 

Most of the holiday releases will arrive in the week just prior to Christmas including French consumer 
spending and Italian retail sales, Italian industrial sales and orders, and Spanish trade figures. During the 
week between Christmas and New Year’s, German and Spanish retail sales plus Spanish inflation will be 
released. 
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In Like A Lamb, Out Like A Lion 

 Canada’s housing sector led the economy in 2015, but will be hard pressed for a repeat 
performance next year. 

Canada’s housing sector looks to end the year more like a lion than a lamb, with national home sales posting 
solid back-to-back gains in October and November. Home sales in 2015 are on track to surpass last year’s 
levels by about 5%, and to fall only 3% below the 2007 annual record. New home construction has likewise 
accelerated into year-end, with the three-month trend in housing starts tallying close to a three-year high of 
214,000 annualized units in November.  

National activity continues to be driven by British Columbia and Ontario. Vancouver, Victoria, the Fraser 
Valley, Toronto, Hamilton, St. Catharines and Windsor have all posted double-digit sales increases over the 
past year. Home sales appear to be stabilizing at weak levels in Calgary, though the latest slump in oil prices 
and cutbacks in the energy sector could lead to a renewed softening in demand in the new year. Price trends 
are similarly widely divergent, with strong price appreciation confined to a few tight markets (Vancouver and 
Toronto) while a few others (Calgary, Edmonton, Saskatoon) are posting modest price declines. 

Canada’s housing sector has been a crucial pillar of support for the Canadian economy during a year of 
business retrenchment and sluggish global export markets. Housing investment — sales, new construction 
and renovation activity — has been the fastest growing component of Canadian GDP in 2015, and is 
estimated to have contributed about 20% to national output growth this year, almost three times its share of 
the overall economy.  

However, a growing number of headwinds weigh against a repeat performance in 2016. Ottawa’s recent move 
to increase minimum downpayment requirements on properties valued between $500,000 and $1 million will 
likely have a modest dampening impact on sales in 2016, particularly for first-time homebuyers in high-priced 
markets, even though the new measures could provide a temporary boost to sales ahead of the mid-February 
phase-in. According to CAAMP estimates, about 25% of Canadian mortgage originations from 2013 through 
early 2015 had a downpayment of 10% or less, while 14% of national home purchases were priced in the 
$500,000 to $1 million range — suggesting roughly 4% of buyers could be impacted by the new regulations.  

Affordability pressures are growing in several of Canada’s largest markets, notably Vancouver and Toronto which 
together account for over a quarter of national sales. Historically strong demand combined with supply shortages 
have driven up already high prices by 16% y/y and 10% y/y, respectively, over the past year. Prices are likely to 
appreciate further in 2016 in the face of low interest rates, ongoing population and job gains, foreign buying activity 
and a limited supply of single-family homes. However, the deterioration in affordability should eventually shrink the 
pool of potential buyers, more rapidly if economic growth underperforms 
or borrowing costs were to move up materially.  

Alberta’s housing market has fared relatively well to date. 
Notwithstanding the significant softening in sales, average prices 
have declined only moderately, and delinquency rates remain low. 
However, weakening employment and income prospects and 
reduced migration inflows will likely put further downward pressure on 
home sales and prices in 2016.  

Any slowing in home sales would spill over to a reduced pace of 
homebuilding and renovation activity, as well as a range of service 
activities, from retail and wholesale trade, to financial and 
professional services. From a supply perspective, elevated unsold 
housing inventories are expected to restrain new construction in a 
number of centres, including Montreal, Ottawa, Winnipeg, Saskatoon 
and Regina.  

Adrienne Warren 416.866.4315 
adrienne.warren@scotiabank.com 
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European Gains Can’t Offset Chinese Manufacturing Weakness 

Global manufacturing has been softening since early 2014. The 
descent is driven by a slowdown in emerging markets as China 
transitions away from a manufacturing to a services-based economy, 
and Brazil and Russia struggle with deep recessions and political 
turmoil.  

Chinese manufacturing contracted for the 9th consecutive month in 
November, as factories are being squeezed by slowing domestic and 
international demand, as well as increasing competition from emerging 
Asia. The Chinese government is pushing the manufacturing industry 
to transform and move up the value chain to compete with South 
Korea and Japan, as opposed to lower-cost centers such as Vietnam 
and Indonesia. Increases in labour and land costs over the last few 
years have reduced China’s competitiveness with its emerging Asian 
counterparts, and ongoing structural reforms will lead to a difficult 
environment for the manufacturing sector in the coming years.   

In contrast, manufacturing activity in Europe has improved since the 
start of this year, and every country tracked in the region (with the 
exception of Greece) posted a moderate to strong expansion in 
November. European outperformance should extend into 2016, 
building on its current momentum. The slow and steady expansion in 
the manufacturing PMI enters its 29th consecutive month in November, 
with particular strength in Italy, Spain and Germany. Of concern is the 
lack of inflationary pressures that would allow manufacturers to raise 
prices, which have fallen for three consecutive months and are 
crimping profits. Somewhat offsetting the effect of falling prices for 
finished goods are lower input costs such as steel and fuel.   

North American activity is mixed, with Mexico and the U.S. recording 
diminishing gains over the last year, while Canadian production 
softened to a survey-record low on the back of plunging crude oil and 
commodity prices.  

Recent Canadian manufacturing indicators show broad-based 
weakness that extends beyond the oil patch. Shipments and orders for 
both durable and non-durable goods have declined for three 
consecutive months, eliminating most of the gains from the re-start of production at Canada’s largest vehicle 
assembly plant following an extended retooling. Canada’s manufacturing PMI has contracted in eight of 
eleven months this year, and with new orders currently falling at their fastest rate since April, relief may not 
come for a few months. Export sales to the U.S. will likely improve owing to a sharp fall-off of the Canadian 
dollar to its lowest level in over a decade, and improving growth and spending south of the border.  

However, the United States is facing its own domestic challenges, with the manufacturing PMI slipping to a 25
-month low in November. A combination of weakening emerging market demand, bloated inventories (the 
inventory-to-sales ratio is at a post-recession high) and a strong U.S. dollar is being reflected in a moderation 
in exports and new orders, and a slowing in factory hiring. Employment in the manufacturing sector has 
declined in the last few months following a steady two-year expansion, and surveys indicate hiring managers 
will continue to exercise caution. Mexican manufacturing has closely tracked the U.S. this year, with slower 
emerging market growth weighing on exports. However, strong domestic demand and favourable trade flows 
with the United States have led to a solid year for factory activity in Mexico. New order and backlogged work 
trends point to a further expansion in 2016.   

 

Neil Tisdall 416.866.6252 
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What The Fed Did Beyond Hiking For The First Time In Nearly A Decade 

 Policy rate forecasts were unchanged, but four other things did change. 

While the market aftermath of the first Fed hike in nearly a decade bears continual monitoring, the Federal 
Reserve took important steps this week to attempt to contain the response relative to what might have 
otherwise happened. At the time of writing, bond yields reacted by moving lower, the USD strengthened, 
commodities weakened, and stocks are little changed on net. We look at the individual components of the 
complex array of tools that were used and the relative significance. 

First, what didn’t really change?   The FOMC stayed the course with median forecasts for the pace of rate 
hikes that were not materially altered compared to the prior round of forecasts. This was against expectations 
— that we never subscribed to — that Fed officials would lower their median forecast for the pace of hikes 
and/or deliver language that either explicitly ruled out another near-term rate hike or set a very high bar for 
doing so. They did not. The FOMC is still saying that they expect to hike the Fed funds target rate four more 
times in 2016 toward an unchanged median forecast of 1.4%. It then forecasts four more hikes in 2017 to a 
median forecast of 2.4% (from 2.6% previously) and 3.3% in 2018 (3.4% previously) toward an unaltered 
3.5% longer-run Fed funds target rate. All that happened is that the composition of the individual votes across 
individual FOMC members represented by the dots in charts 1 and 2 were altered around an unchanged 
median projection. We stand by our own forecast for the Federal Reserve to raise the fed funds target rate 
four times to 1.5% by the end of next year. 

Second, and more importantly, the Fed decided to extend 
reinvestment of maturing Treasury and MBS flows until rate 
normalization is well under way. Who knows what that precisely 
means. Does 'well under way' mean once fed funds get up to 1%? 2%? 
3%? We don't know but it's longer than our prior assumption that 
reinvestment would start to be partially unwound over the first half of 
next year. Not ending reinvestment until, say, 2017 is now an entirely 
reasonable assumption. So is 2018. Maybe even 2019. When pressed 
for elaboration on that point in the press conference, the Fed Chair gave 
a data/state dependent answer that says the Fed doesn’t know any 
better than you or we do. Nevertheless, this sends a powerful signal that 
hundreds of billions of maturing securities will not just roll off the Fed's 
balance sheet with a slow sucking sound as liquidity gets withdrawn. 
The SOMA portfolio of Treasuries and MBS on the Fed’s balance sheet 
will be flat-lined instead of being allowed to shrink. The Fed’s balance 
sheet will continue to provide stimulus as it pulls some stimulus away 
through raising short-term rates. How big a deal is it?  Chart 3 shows the 
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two extreme scenarios for the share of just the Treasuries market that we were forecasting the Fed to own 
over the next couple of years. One scenario was fully ending reinvestment (the bottom line) in sudden cold 
turkey fashion which was always unrealistic, and the other scenario was continuing reinvestment throughout 
the next two full years which we had thought to be unlikely (the top line). The difference between these two 
scenarios amounts to about an extra 5% of the Treasuries market held by the Fed by the end of 2017 
compared to what would have happened had they allowed sudden roll-off. Reinvesting for longer than 
expected is a plus for market confidence. It means downward pressure on bond yields and hence stock 
market discount rates which supports valuations. 

Third is a signalling effect. The Fed is signalling confidence in the recovery to hike now and hopefully avert 
the typical scenario of falling behind in past tightening cycles. This has always been the bane of the Fed’s 
existence; waiting too late to withdraw liquidity, allowing inflation and wages to overheat, and fanning boom-
bust cycles. We buy 100% into Chair Yellen’s argument that acting earlier in gradual steps lessens the risk of 
fanning a boom-bust repeat or past policy miscues. The opposite risk of hiking too early — advocated by Larry 
Summers who, recall, once hated QE — has been effectively managed through the other steps noted above 
and was always, in our opinion, the lesser risk compared to going too late.  

Fourth, the Fed Chair’s comments and the tone of the statement seemed to imply that the Fed will lean 
towards being more cautious than more aggressive in raising rates when gauging risks to its base 
case projections — and that it wants to avoid anything like the 2013 ‘taper tantrum’. How cautious? The Fed 
Chair was at pains to emphasize that the neutral rate is “very low” at present. Let’s say that the Fed thinks that 
the real neutral rate is zero à la the Laubach-Williams model. That means that the Fed Funds rate — when the 
Fed is at neutral — will be equal to inflation. Inflation is low. It isn’t forecast to get particularly high. It seems 
that the risks are skewed toward inflation undershooting the Fed’s projections and, if inflation undershoots, 
then so will the fed funds rate.  

Fifth was that the parameters surrounding the tools the Fed will use to engineer a rate hike were much 
more powerful than expected. That feeds confidence that the Fed will be able to control the reaction in 
shorter-term money markets and hence avoid market dislocation effects that could have been destabilizing to 
the risk trade. This comes through an overnight reverse repurchase facility (RRP) that is only constrained by 
the amount of Treasuries the Fed has on its balance sheet (about US$2.5T) minus what they need for other 
operations so a net of around US$2T according to the New York Fed’s post-meeting statement. That is vastly 
bigger than anticipated as the range of estimates had been for a cap in the hundreds of billions up to US$1T. 
A cap was understood to be advocated by Fed officials because otherwise in a banking panic an unlimited 
overnight RRP facility could exacerbate deposit flight and make a liquidity or banking crisis worse. They 
pushed aside that concern for now mainly because at a cap of US$30 billion per counterparty for the facility, 
the largest market participants may not be able to fully rely on the Fed to park their money in a panic situation. 
What this means is that the NY Fed stands prepared to withdraw whatever amount of liquidity is necessary to 
make short-term market rates go where they want (i.e., somewhere around the middle of the 0.25-0.5% band). 
It does not say they actually think they will have to withdraw such an amount of liquidity. Call it a dare. A dare 
to the markets not to bring a knife to a gun fight with the NY Fed’s traders and Simon Potter’s team. Amid 
concerns that quarter-end or year-end liquidity and rebalancing issues on balance sheets and in markets 
could make for instability in markets and limit the Fed’s ability to steer money market rates where they want 
them, the much-bigger-than-expected RRP facility combined with other tools like the Term Deposit Facility 
and Term RRPs make this much less likely.   
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Why The Fed Didn’t Let High Yield Market Problems Prevent A Hike 

 The challenges are contained, concentrated, and largely outside of the scope and 
influence of monetary policy. 

High yield market developments were offered as reason for the 
Federal Reserve not to hike but it did anyway.  It made the right 
decision in our view.  This short note offers several reasons. 

 Much of the recent weakening was concentrated on a handful of 
issues and rather specific to one fund.  These challenges have 
dragged the indices lower but the feeling is that this may have 
been due to temporary portfolio rebalancing effects. 

 Even if the challenges are more widespread over the cycle ahead, 
the Fed can’t save the high yield space.  The surge in issuance 
over recent years (chart 1) is now in the day of reckoning phase 
as the credits that got funded are suddenly faced with questioning 
over why markets lent so much to them in the first place and 
especially in a very different commodity price environment for 
many of them. 

 Energy’s sizeable weight (chart 2) has been significantly behind 
the drop in the US high yield index (chart 3).  In fact, so much so, 
that removing it yields a much flatter overall high yield picture 
(chart 4).  This is a sector-specific adjustment whereas monetary 
policy is crafted toward broader policy goals. 

 So far at least, these concentrated challenges in the high yield 
space have had fairly modest effects on the broad market appetite 
for risk.  Even at its recent low point on December 14th, the 
S&P500 was about 4% lower than it was at the start of the 
month.  That’s a flesh wound; not a correction by any stretch, and 
stocks have since recovered most of that decline. 

Finally, as argued in our daily notes and another article in this issue of 
Global Views, the Fed had multiple tools to assuage bond markets 
while hiking and it successfully implemented them. 

Derek Holt 416.863.7707 
derek.holt@scotiabank.com 
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Chart 1: U.S. Corporate Bond Issuance 
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Washington Extends Targeted Tax Relief As State Spending Trends Higher 

 Federal and State measures support growth.  

U.S. Congress this week passed legislation covering fiscal 2016 
(FY16)1 spending appropriations (exceeding the 2011 sequester cap) 
and a basket of tax credits, deductions and adjustments with a net 
revenue cost surpassing a half trillion from FY16 to FY25. This early 
Christmas present for multiple interests is expected to widen 
projected federal deficits. Around 50 tax breaks previously requiring 
regular renewal are made permanent or at least multi-year. For 
business, notable measures now permanent include the R&D tax 
credit and, for small business, expensing up to $0.5 million annually in 
equipment and IT investments. The spending bill removes a four-
decade ban on U.S. crude oil exports, in exchange for several 
environmental initiatives, such as extending and then gradually 
lowering wind and solar tax credits.   

Legislative adjustments to Obamacare include: suspending for 2016 
and 2017 the medical devices tax implemented in 2013; and, delaying 
from 2018 to 2020 the introduction of the ‘Cadillac’ tax on high-end 
health benefits that is expected to impact many public- and private-
sector middle-class workers. Among the measures assisting low-
income citizens is making permanent the Earned Income Tax Credit. 
Whether this revised tax framework offers a starting point for more 
comprehensive tax reform awaits the upcoming election year.     

Many of the federal measures impact State finances, such as making 
permanent the State/local general sales tax deduction as an option to  
the State/local income tax reduction. The Fall Survey of States, 
conducted by the National Association of State Budget Officers, 
indicates most States on track for a sixth consecutive year of 
measured fiscal expansion. General Fund receipts, after accelerating 
to a 4.8% gain in FY15, are forecast to advance just 2.5% in FY16,  
with last year’s revenue boost from buoyant 2014 stock markets not 
repeated in calendar 2015 (Chart 1).  

State General Fund expenditures, following an estimated 4.6% rise in 
FY15, are expected to climb a further 4.1% in FY16 (Chart 2), topping 
the FY08 pre-recession peak by 15% in nominal terms, but remaining 
slightly below this peak after inflation adjustments. The FY16 
increase, however, is elevated by double-digit jumps in three States 
due to one-time events, such as New York’s $4½ billion transfer to a 
dedicated infrastructure fund. Excluding these three States, the FY16 
rise is just 2.0%, with the 2.9% median increase pacing FY15. The 
recent federal Highway Bill, offering funding of $305 billion for the 
next 5 years, offers a more certain path for States, but no material 
annual increase to close infrastructure gaps. The anticipated FY16 
absolute decline in year-end State balances (Chart 3) in part reflects 
Alaska’s draw to offset low oil prices, though its FY16 reserves are 
still expected to cover 88% of its General Fund expenditures.   

U.S. FISCAL 

Chart 3 

Mary Webb 416.866.4202 
mary.webb@scotiabank.com 

Juan Manuel Herrera 416.862.3174  
juanmanuel.herrera@scotiabank.com                                                    

1 Dollar data in US dollars. Fiscal 2016 (FY16) ends on June 30, 2016, for 46 States and for Washington on September 30, 2016. 
Fiscal data from NASBO’s Fall Survey (August  to October) for FY14 are actual; for FY15 are preliminary actual and for FY16 
reflect State enacted Budgets, except for Illinois and Pennsylvania where Governors’ recommended Budgets are used.  

Chart 1 

-8

-4

0

4

8

FY90 94 98 02 06 10 14

annual % change

Real

Nominal

U.S. State General 
Fund Expenditures

Source for Charts 2 & 3: National Association of                     
State Budget Officers, Scotiabank Economics.  

85

100

115

130

145

160

175

FY01 03 05 07 09 11 13 15

4-quarter moving sum, 
index FY00=100

U.S. State Tax Revenues

Source: U.S. Census Bureau.

Personal 
Income Tax

Property  
Tax

Total Tax

Chart 2 

0

3

6

9

12

0

20

40

60

80

FY90 94 98 02 06 10 14

US$ billions
%  

Balances Outstanding, LHS

% of General 
Fund 

Outlays, 
RHS

U.S. State Total                     
Year-End Balances  

Chart 3 

 



Fixed Income Strategy 

Global Views 
  

December 18, 2015 

12 

 

 

  

 

Spanish Election — Market Positioned For Best Case Outcome  

 Spain will go to the polls this weekend to elect a new parliament and government. Financial markets look 
relatively relaxed about this event, with Spanish bonds outperforming Germany’s and Italy’s over the past 
week. 

 While these elections, like in many other European countries, will mark the end of the bipartisan system, 
the market seems to be positioned for the most favourable outcome; namely a collation between the 
conservative (PP), led by current Prime Minister Rajoy, and the new centre/pro-European party 
Ciudadanos (C’s). 

 This scenario is consistent with recent opinion polls: 

 The current right–wing 
government looks likely to finish 
first with the PP gathering 
between 25% and 30% of the 
vote, compared to the socialist 
opposition (PSOE) which is 10 
points behind. 

 Financial markets have been 
sensitive to this widening gap 
between the two main parties 
and the increasing probability of 
the conservative PP leading the 
next government. Indeed, 10Y 
Spanish yields have 
outperformed vs. Germany and 
Italy. 

 Gaining close to 20% of support 
in the polls, just a touch lower 
than the socialist PSOE, C’s is 
largely seen as the “kingmaker” 
for any new government. 
Indeed, given its anti-austerity/
Eurosceptic stance, it seems 
difficult for any party to form a 
coalition with Podemos, the 
other rising force which 
accounts for close to 20% of 
support in recent polls.  

 However: 

 It is not yet certain that the PP and C’s will be able to get a full majority to form the new coalition. 
As a result, there could be the need to either form a minority government or to add an additional 
smaller party into the coalition. This would create some uncertainty on the sustainability of the 
new government. In recent days, polls seem to suggest that the rising support for C’s seems to 
have stalled, while Podemos looks to be on a rising trend. 

  Frédéric Prêtet 00.33.17037.7705 
frederic.pretet@scotiabank.com  
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 Even if they are able to secure a full majority, negotiations could prove harder than anticipated as 
with its anti-corruption agenda, C’s has, so far, excluded the possibility of the current PM Rajoy 
leading any new government. 

 This last point raises the possibility of C’s turning to the PSOE. Depending on how the socialists 
perform, we could see (like in Portugal) the possibility for a more atypical coalition around the 
socialist party. 

 So, there is a risk that the market is already pricing in the best case scenario of a stable coalition between 
the PP and C’s with a pro-Europe/liberal/reforms agenda. So, like in the case of Portugal, the risks are 
asymmetric for financial markets. Even with a coalition between PP and Ciudadanos, the government will 
probably be less fluid in the decision making process, than the current one with a single party at the helm.  

 So, the 10Y area of the curve seems to be the natural candidate for a BTP/Bonos widening. Currently, the 
SPGB 4/25 vs BTP 3/25 stands at 11.7bps and we could quickly move back above the 20 bps mark. Also, 
the 30y part of the curve could also be interesting for the possibility that Spain issues a new 30y at the 
beginning of the next year, whereas Italy has room to wait a little bit longer. The spread stands at 
13.25bps pick up for Spain, (SPGB 7/40 vs BTP 9/40) and, in our view, it could easily move to the 
20/22bps area (historical highs) if something goes wrong on Sunday. 

 

Frédéric Prêtet 00.33.17037.7705 
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OiI Prices Pushing For Another Cut In ECB Deposit Rates In 2016?  

 Brent prices dropped to $35 per barrel. This constitutes a significant downside risk to the ECB’s inflation 
scenario and is likely to refuel talks of further monetary accommodation through, in particular, another cut 
in the deposit rates in 2016. 

 In early December, the ECB revised down its inflation forecasts for 2017 by 0.1%, both on headline and 
core to respectively 1.6% and 1.5%. Meanwhile, the central bank decided to cut its deposit rate by a similar 
0.1% to -0.3% in order to avoid any retightening in monetary conditions, keeping therefore medium-term 
real yields stable. 

 However, the latest ECB forecasts were made under the assumption that Brent prices will average $52.2 
and $57.5, respectively, for 2016 and 2017. As a result, in its last economic bulletin the ECB expects 
favourable base effects in energy prices to help push up inflation by 1.3% between November 2015 and 
October 2016. This is unlikely to be met! 

 Assuming oil prices remain stable at $35, 
we indeed estimate that the base effect 
linked to energy prices for 2016 could be 
roughly half the ECB’s expectations. So, 
while Eurozone inflation would still pick up 
in the coming two months, it will only reach 
a high point at around 0.6% y/y in January. 
Beyond this, inflation would once again 
move down before reaccelerating only in 
H2. So, all in all, Eurozone y/y inflation next 
year could be more around 0.5%/0.6% vs. 
1.0% expected by the ECB and with a high 
risk in the first half of the year to see it once 
again cruising around the 0.0% y/y line. 

 It could be argued that the impact of energy prices on inflation is only temporary and could, therefore, be 
ignored by the ECB. However: 

 First, there is some pass-through 
from lower oil prices into core 
inflation. Looking to historical 
elasticity, we estimate that this 
pass through would, in particular, 
mainly impact core industrial 
goods in the months ahead. As a 
result, we estimate that core 
inflation could end up being 
between 0.1% and 0.2% lower 
than expected by the ECB in 
2017.   

 Second, inflation over the past 
few years has proved to be below 
expectations, which points to a 
growing sensitivity between short term inflation trends and medium term inflation expectations. 
This is what the ECB called the risk of “un-anchoring inflation expectations”. In financial markets, 
this has been visible through a rising correlation between oil prices and 5Y in 5Y inflation swaps. 

  Frédéric Prêtet 00.33.17037.7705 
frederic.pretet@scotiabank.com  
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In order to limit this risk, a 
weaker exchange rate is key, 
especially in an economy where 
the output gap remains 
negative and there is therefore 
little build up in domestic 
inflationary pressures. Indeed, 
in recent months there has 
been a rising inverted 
correlation between 5y in 5y 
inflation swaps and the EUR/
USD. So, the lower the oil price, 
the lower the EUR/USD needs 
to be! 

 All in all, lower oil prices could once 
again put pressure on the ECB to further 
“recalibrate” its monetary policy. 

Frédéric Prêtet 00.33.17037.7705 
frederic.pretet@scotiabank.com  
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Key Data Preview  

CANADA 

GDP for October should print at a very soft level, and we’re expecting a -0.2% m/m number. The weak 
outcome for GDP in October will likely be driven by weak output from the oil-producing and refining side of the 
economy due to shut-downs, fires, and other events that have diminished output in September and now, 
probably, into October. The carry-over in the weakness in that sector was visible in the manufacturing trade 
data, which showed soft output in petroleum and coal products (-5.7% m/m) as well as the international trade 
data (exports of energy products were flat month-on-month) as well as soft wholesale trade numbers (-0.6% 
m/m in volume terms). Generally speaking, exports were very weak at -1.8% m/m with output of agricultural 
products (-7.3% m/m) and transportation goods (motor vehicles, -0.4% m/m; aircraft, -2.8% m/m) down 
substantially. Hours worked were weak on the month. The only positive of note was housing starts. Note that 
this forecast is complicated by the fact that retail sales data has not yet been released (and will be released 
concurrently with GDP on Dec. 23). 

Retail sales for October should show a modest positive, and we’re forecasting a +0.2% m/m print. Our 
rationale is threefold: a) retail sales should show some bounce-back from a soft September (-0.5% m/m); b) 
sales of cars look to have been modestly stronger on the month according to Scotiabank Economist Carlos 
Gomes (2m annualized vs. 1.98m annualized in September); c) gasoline prices fell (-2.5% m/m on average) 
and should counteract some of this upside.  

UNITED STATES 

Revisions to Q3 GDP should be modestly negative and we’re looking for a 1.8% q/q annualized print mainly 
due to a potential downgrade to services spending. Cumulative nominal services spending in the Q3 Quarterly 
Survey of Services was roughly 2% y/y; nominal services spending in the second Q3 GDP estimate came in 
at 4.7% y/y. Assuming some reversion between the two, services spending could get modestly knocked down 
resulting in a downgrade to Q3 GDP.  

Durable goods orders for November should be flat, and we’re anticipating a 0% m/m number. Our rationale is 
that new orders at Boeing were up modestly (89 in Nov. vs. 59 in Oct.). The average forecast submitted to 
Bloomberg so far seems to assume that there will be some mean reversion in durable goods orders after a 
strong 2.9% m/m number in October, however much of that strength was a result of aircraft orders — which 
should be strong again. Metrics like the ISM new orders index were weak (48.9 in November) which could 
drag on non-transportation orders and we’re expecting a -0.5% m/m print on that measure.  

Personal consumption and income figures should reflect a modest increase in consumption (+0.3% m/m) in 
light of solid retail sales on the month as well as weaker income numbers (+0.1% m/m) after aggregate wages 
figures were weak in November. The PCE deflator should pick up a bit in line with a modest increase in CPI, 
and we’re expecting a 0.1% m/m number on headline and a +0.2% m/m print on core. 

New and existing home sales should be fairly flat in November after hitting strong levels of sales volumes in 
October. We’re looking for a 5.35m annualized print on existing home sales and a 500k annualized print on 
new home sales. Pending home sales were flat at elevated levels for October, and mortgage purchase 
applications were fairly stable month-on-month before picking up in November and now into December.  

Dov Zigler 212.225.6631  
dov.zigler@scotiabank.com                    
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… continued from previous page 

EUROPE 

The economic calendar in Europe is very light leading up 
to the holiday break. Surveys of consumer confidence will 
be released for the euro zone as well as the UK on 
December 21st followed by Germany on December 22nd. 
We expect these metrics to remain generally stable or 
post some improvement. Final estimates for third quarter 
growth in the UK will also be released on December 23rd 
and is expected to confirm growth of 0.5% q/q.  

LATIN AMERICA 

Colombian October trade balance figures will be released 
on December 21st and we expect the reading to illustrate 
continued strain on the oil-exporting economy, likely 
registering a US$1.4 billion deficit. Since the oil price 
began falling in late 2014, Colombia’s trade balance has 
come under increasing pressure; oil accounts for roughly 
40% of the country’s export earnings. In response to the 
deteriorating terms of trade and poorer investment 
prospects, the Colombian peso has plummeted almost 
30% against the US dollar. 

ASIA 

Japan will release November inflation data on December 
24th (EST) and we estimate that the headline inflation rate 
remained unchanged at 0.3% y/y. Japanese monetary 
authorities remain confident that the Bank of Japan’s price 
stability target of 2% y/y will be achieved within the 
foreseeable future with the current asset purchase 
program, which is set to increase the monetary base by 
¥80 trillion annually. According to policymakers’ 
estimates, inflation will reach 2% y/y between October 
2016 and March 2017. However, we assess that price 
pressures will remain muted until April 2017 when the 
second hike in the consumption tax rate (from 8% to 10%) 
will lift inflation temporarily.  
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Key Indicators for the week of December 21 – 25 

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

North America 

A3 

Europe 

Country Date Time Indicator Period BNS Consensus Latest
MX 12/21 09:00 Retail Sales (INEGI) (y/y) Oct -- 5.7 4.9

US 12/22 08:30 GDP (q/q a.r.) 3Q T 1.8 1.9 2.1
US 12/22 08:30 GDP Deflator (q/q a.r.) 3Q T -- 1.3 1.3
US 12/22 10:00 Existing Home Sales (mn a.r.) Nov 5.35 5.35 5.36

US 12/23 07:00 MBA Mortgage Applications (w/w) DEC 18 -- -- -1.1
CA 12/23 08:30 Real GDP (m/m) Oct -0.2 0.2 -0.5
CA 12/23 08:30 Retail Sales (m/m) Oct 0.2 0.5 -0.5
CA 12/23 08:30 Retail Sales ex. Autos (m/m) Oct 0.3 0.5 -0.5
US 12/23 08:30 Durable Goods Orders (m/m) Nov P 0.0 -0.6 2.9
US 12/23 08:30 Durable Goods Orders ex. Trans. (m/m) Nov P -0.5 0.0 0.5
US 12/23 08:30 PCE Deflator (m/m) Nov 0.1 0.1 0.1
US 12/23 08:30 PCE Deflator (y/y) Nov 0.4 0.4 0.2
US 12/23 08:30 PCE ex. Food & Energy (m/m) Nov 0.2 0.1 0.1
US 12/23 08:30 PCE ex. Food & Energy (y/y) Nov 1.4 1.3 1.3
US 12/23 08:30 Personal Income (m/m) Nov 0.1 0.2 0.4
US 12/23 08:30 Personal Spending (m/m) Nov 0.3 0.3 0.1
MX 12/23 09:00 Bi-Weekly Core CPI (% change) Dec 15 -- 0.2 0.0
MX 12/23 09:00 Bi-Weekly CPI (% change) Dec 15 -- 0.3 -0.1
MX 12/23 09:00 Global Economic Indicator IGAE (y/y) Oct -- 2.0 3.1
US 12/23 10:00 New Home Sales (000s a.r.) Nov 500 505 495
US 12/23 10:00 U. of Michigan Consumer Sentiment Dec F 92.0 92.0 91.8

US 12/24 08:30 Initial Jobless Claims (000s) DEC 19 270 270 271
US 12/24 08:30 Continuing Claims (000s) DEC 12 2230 2188 2238
MX 12/24 09:00 Trade Balance (US$ mn) Nov -- -2152.0 -1443.9
MX 12/24 09:00 Unemployment Rate (%) Nov -- 4.3 4.6

Country Date Time Indicator Period BNS Consensus Latest
GE 12/21 02:00 Producer Prices (m/m) Nov -- -0.2 -0.4
EC 12/21 10:00 Consumer Confidence Dec A -- -5.9 -5.9
UK 12/21 19:05 GfK Consumer Confidence Survey Dec 3.0 1.0 1.0

GE 12/22 02:00 GfK Consumer Confidence Survey Jan -- 9.3 9.3
UK 12/22 04:30 PSNB ex. Interventions (£ bn) Nov 11.0 11.8 8.3
UK 12/22 04:30 Public Finances (PSNCR) (£ bn) Nov -- -- -4.0
UK 12/22 04:30 Public Sector Net Borrowing (£ bn) Nov -- 11.1 7.5
TU 12/22 07:00 Benchmark Repo Rate (%) Dec 22 7.50 8.00 7.50
SP 12/22 Budget Balance YTD (€ mn) Nov -- -- -23393

FR 12/23 02:45 Consumer Spending (m/m) Nov -1.3 0.1 -0.7
FR 12/23 02:45 GDP (q/q) 3Q F 0.3 0.3 0.3
UK 12/23 04:30 Business Investment (q/q) 3Q F -- 2.2 2.2
UK 12/23 04:30 Current Account (£ bn) 3Q -22.0 -21.5 -16.8
UK 12/23 04:30 GDP (q/q) 3Q F 0.5 0.5 0.5
UK 12/23 04:30 Index of Services (m/m) Oct 0.3 0.2 0.4

FR 12/24 06:00 Total Jobseekers (000s) Nov 3579 -- 3589.8
FR 12/24 06:00 Jobseekers Net Change (000s) Nov -10 -20.0 42.0
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Key Indicators for the week of December 21 – 25 

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

A4 

Asia Pacific 

Country Date Time Indicator Period BNS Consensus Latest
JN 12/20 23:30 All Industry Activity Index (m/m) Oct -- 0.9 -0.2

JN 12/21 Supermarket Sales (y/y) Nov -- -- 2.8
TA 12/21 03:00 Export Orders (y/y) Nov -- -5.3 -5.3
HK 12/21 03:30 CPI (y/y) Nov -- 2.3 2.4
HK 12/21 03:30 BoP Current Account (HK$ bns) 3Q -- -- 2.0
TA 12/21 19:30 Unemployment Rate (%) Nov 3.8 3.8 3.8
MA DEC 21-22 Foreign Reserves (US$ bn) Dec 15 -- -- 94.6

NZ 12/22 16:45 Trade Balance (NZD mn) Nov -- -809.5 -963.4
NZ 12/22 16:45 Exports (NZD bn) Nov -- 3.9 3.8
NZ 12/22 16:45 Imports (NZD bn) Nov -- 4.8 4.8
MA 12/22 23:00 CPI (y/y) Nov -- 2.4 2.5

SI 12/23 CPI (m/m) Nov -- 0.2 -0.4
SI 12/23 CPI (y/y) Nov -- -0.7 -0.8
TA 12/23 03:00 Industrial Production (y/y) Nov -- -5.5 -6.2
SK 12/23 16:00 Consumer Confidence Index Dec -- -- 106.0
AU 12/23 18:00 Conference Board Leading Index (%) Oct -- -- -0.1
VN DEC 23-24 CPI (y/y) Dec -- -- 0.3
SK DEC 23-31 Discount Store Sales (y/y) Nov -- -- -0.5
SK DEC 23-31 Department Store Sales (y/y) Nov -- -- 11.4

SI 12/24 Industrial Production (m/m) Nov -- 0.6 2.5
SI 12/24 Industrial Production (y/y) Nov -- -2.6 -5.4
JN 12/24 18:30 Household Spending (y/y) Nov -- -2.2 -2.4
JN 12/24 18:30 Jobless Rate (%) Nov 3.1 3.2 3.1
JN 12/24 18:30 National CPI (y/y) Nov 0.3 0.3 0.3
JN 12/24 18:30 Tokyo CPI (y/y) Dec 0.2 0.1 0.2

JN 12/25 Coincident Index CI Oct F 114.3 -- 114.3
JN 12/25 Housing Starts (y/y) Nov -- 0.8 -2.5
JN 12/25 Leading Index CI Oct F 102.9 -- 102.9
JN 12/25 Construction Orders (y/y) Nov -- -- -25.2
VN DEC 24-31 Exports (y/y) Dec -- -- 8.3
VN DEC 24-31 Imports (y/y) Dec -- -- 13.7
VN DEC 24-31 Industrial Production (y/y) Dec -- -- 8.9
VN DEC 24-31 Real GDP YTD (y/y) 4Q -- 6.6 6.5

Latin America 

Country Date Time Indicator Period BNS Consensus Latest
BZ 12/21 07:30 Current Account (US$ mn) Nov -- -4200.0 -4166.0
CO 12/21 16:00 Trade Balance (US$ mn) Oct -1400.0 -1335.0 -1419.3
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Global Auctions for the week of December 21 – 25 

North America 

Europe 

Source: Bloomberg, Scotiabank Economics. 
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Country Date Time Event
US 12/21 11:30 U.S. to Sell USD28 Bln 3-Month Bills
US 12/21 11:30 U.S. to Sell USD26 Bln 6-Month Bills

US 12/22 11:30 U.S. to Sell 4-Week Bills

US 12/23 11:30 U.S. to Sell USD13 Bln 2-Year Floating Rate Notes Reopening

Country Date Time Event
MB 12/22 05:00 Malta to Sell 182-Day Bills
MB 12/22 05:00 Malta to Sell 364-Day Bills
EC 12/22 05:10 ECB Main Refinancing Operation Result
SZ 12/22 05:15 Switzerland to Sell 91-Day Bills

UK 12/24 06:00 U.K. to Sell GBP1.5 Bln 27-Day Bills
UK 12/24 06:00 U.K. to Sell GBP1.5 Bln 91-Day Bills
UK 12/24 06:00 U.K. to Sell GBP1.5 Bln 181-Day Bills

Asia Pacific 

Latin America 

Country Date Time Event
JN 12/21 22:45 Japan to Sell 2-Year Bonds

CH 12/22 21:00 Guizhou to Sell CNY600 Mln 3-Yr General Bonds
CH 12/22 21:00 Guizhou to Sell CNY900 Mln 5-Yr General Bonds

CH 12/23 01:00 Guizhou to Sell CNY900 Mln 7-Yr General Bonds
CH 12/23 01:00 Guizhou to Sell CNY600 Mln 10-Yr General Bonds
JN 12/23 22:35 Japan to Sell 3-Month Bills

Country Date Time Event
BZ 12/19 09:15 Brazil to Sell Fixed-rate bonds due 1/1/2023 - NTN-F
BZ 12/19 09:15 Brazil to Sell Fixed-rate bonds due 1/1/2025 - NTN-F
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Events for the week of December 21 – 25 

Europe 

Source: Bloomberg, Scotiabank Economics. 
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North America 

Asia Pacific 

Country Date Time Event
CA DEC 20-21 Canada finance ministers meet in Ottawa, Poloz gives update

Country Date Time Event
SP 12/20 02:00 Spain Holds General Elections

TU 12/22 07:00 Benchmark Repurchase Rate
TU 12/22 07:00 Overnight Lending Rate
TU 12/22 07:00 Overnight Borrowing Rate

Country Date Time Event
JN DEC 20-21 Cabinet Office Monthly Economic Report for December

JN 12/21 Bank of Japan's Monthly Economic Report for December

JN 12/23 18:50 BOJ Minutes for November 18-19 Meeting
JN 12/23 23:00 BOJ Kuroda gives speech in Tokyo
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Global Central Bank Watch 

NORTH AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Bank of Canada – Overnight Target Rate 0.50 January 20, 2016 0.50 0.50

Federal Reserve – Federal Funds Target Rate 0.50 January 27, 2016 0.25 0.50

Banco de México – Overnight Rate 3.25 February 4, 2016 3.50 --

EUROPE
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
European Central Bank – Refinancing Rate 0.05 January 21, 2016 0.05 --

Bank of England – Bank Rate 0.50 January 14, 2016 0.50 0.50

Swiss National Bank – Libor Target Rate -0.75 March 17, 2016 -0.75 --

Central Bank of Russia – One-Week Auction Rate 11.00 January 29, 2016 11.00 --

Central Bank of the Republic of Turkey – 1 Wk Repo Rate 7.50 December 22, 2015 7.50 8.00

Sweden Riksbank – Repo Rate -0.35 February 11, 2016 -0.35 --

Norges Bank – Deposit Rate 0.75 March 17, 2016 0.75 --

ASIA PACIFIC
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Reserve Bank of Australia – Cash Target Rate 2.00 February 1, 2016 2.00 2.00

Reserve Bank of New Zealand – Cash Rate 2.50 January 27, 2016 2.50 2.50

People's Bank of China – Lending Rate 4.35 TBA -- --

Reserve Bank of India – Repo Rate 6.75 February 2, 2016 6.75 --

Bank of Korea – Bank Rate 1.50 January 14, 2016 1.50 --

Bank of Thailand – Repo Rate 1.50 February 3, 2016 1.50 1.50

Bank Indonesia – Reference Interest Rate 7.50 TBA 7.50 --

LATIN AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Banco Central do Brasil – Selic Rate 14.25 January 20, 2016 14.25 --

Banco Central de Chile – Overnight Rate 3.50 January 14, 2016 3.50 --

Banco de la República de Colombia – Lending Rate 5.50 TBA 5.75 --

Banco Central de Reserva del Perú – Reference Rate 3.75 January 16, 2016 3.75 --

AFRICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
South African Reserve Bank – Repo Rate 6.25 January 28, 2016 6.25 --

Over the next two weeks,  there is no central bank activity for the U.S., and almost all of the data risk comes out on Wednesday, with personal 
income/spending, the PCE deflator, durable goods, new home sales and consumer confidence all landing on the same day. On Tuesday, the third reading 
of Q3 GDP is due, with some minor downward revisions expected. Existing home sales will also be released on Tuesday. Between Christmas and New 
Years, the only material data to be released is S&P Case Shiller home prices and consumer confidence (Tuesday 29th) and there is no central bank 
activity.  Canada’s data risk is similarly concentrated on Wednesday this coming week with October GDP and Canadian retail sales both out, and no 
relevant data the following week. BoC’s Poloz will be speaking over the weekend on the global economy and Canadian monetary policy in Ottawa.

We expect monetary policymakers at the Central Bank of the Republic of Turkey (CBRT) to keep interest rates unchanged at its next meeting on 
December 22nd. The CBRT will likely maintain a cautious monetary policy stance over the near term, given US monetary policy tightening and the country’s 
elevated inflation.

North America 

Europe 

Asia Pacific 

Latin America 

Africa 

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

Canada 2014 15Q2 15Q3 Latest United States 2014 15Q2 15Q3 Latest
  Real GDP (annual rates) 2.5 -0.3 2.3   Real GDP (annual rates) 2.4 3.9 2.1
  Current Acc. Bal. (C$B, ar) -44.9 -66.3 -64.8   Current Acc. Bal. (US$B, ar) -390 -444 -496
  Merch. Trade Bal. (C$B, ar) 4.8 -25.4 -20.5 -33.1 (Oct)   Merch. Trade Bal. (US$B, ar) -741 -757 -760 -757 (Oct)
  Industrial Production 2.5 -1.5 -0.3 -0.4 (Oct)   Industrial Production 3.7 1.6 1.4 -1.2 (Nov)
  Housing Starts (000s) 189 193 213 212 (Nov)   Housing Starts (millions) 1.00 1.16 1.16 1.17 (Nov)
  Employment 0.6 0.9 0.9 0.7 (Nov)   Employment 1.9 2.2 2.0 1.9 (Nov)
  Unemployment Rate (%) 6.9 6.8 7.0 7.1 (Nov)   Unemployment Rate (%) 6.2 5.4 5.2 5.0 (Nov)
  Retail Sales 4.6 1.9 1.9 1.2 (Sep)   Retail Sales 3.6 1.0 1.6 0.7 (Nov)
  Auto Sales (000s) 1850 1873 1955 1993 (Oct)   Auto Sales (millions) 16.4 17.1 17.8 18.1 (Nov)
  CPI 1.9 0.9 1.2 1.4 (Nov)   CPI 1.6 0.0 0.1 0.5 (Nov)
  IPPI 2.5 -1.5 -0.3 0.4 (Oct)   PPI 1.9 -3.3 -3.3 -3.2 (Nov)
  Pre-tax Corp. Profits 7.0 -15.6 -19.2   Pre-tax Corp. Profits 2.1 7.5 2.5

Mexico
  Real GDP 2.3 2.3 2.6
  Current Acc. Bal. (US$B, ar) -24.0 -30.2 -35.4
  Merch. Trade Bal. (US$B, ar) -2.8 -7.4 -25.9 -17.3 (Oct)
  Industrial Production 2.6 0.6 1.3 0.5 (Oct)
  CPI 4.0 2.9 2.6 2.2 (Nov)

Euro Zone 2014 15Q2 15Q3 Latest Germany 2014 15Q2 15Q3 Latest
  Real GDP 0.9 1.3 1.3   Real GDP 1.6 1.6 1.7
  Current Acc. Bal. (US$B, ar) 320 297 383 350 (Oct)   Current Acc. Bal. (US$B, ar) 212.1 274.6 296.4 309.8 (Oct)
  Merch. Trade Bal. (US$B, ar) 334.4 381.5 358.7 399.6 (Oct)   Merch. Trade Bal. (US$B, ar) 283.3 287.6 279.9 301.3 (Oct)
  Industrial Production 0.8 1.3 1.7 1.9 (Oct)   Industrial Production 1.5 1.5 1.3 0.2 (Oct)
  Unemployment Rate (%) 11.6 11.0 10.8 10.8 (Oct)   Unemployment Rate (%) 6.7 6.4 6.4 6.3 (Nov)
  CPI 0.4 0.2 0.1 0.1 (Nov)   CPI 0.9 0.5 0.1 0.6 (Nov)

France United Kingdom
  Real GDP 0.2 1.1 1.2   Real GDP 2.9 2.4 2.3
  Current Acc. Bal. (US$B, ar) -26.2 -1.1 -1.1 -40.9 (Oct)   Current Acc. Bal. (US$B, ar) -92.9 -67.1
  Merch. Trade Bal. (US$B, ar) -43.3 -35.2 -36.6 -48.9 (Oct)   Merch. Trade Bal. (US$B, ar) -202.6 -162.8 -198.5 -217.6 (Oct)
  Industrial Production -1.0 1.0 0.8 3.6 (Oct)   Industrial Production 1.3 1.4 1.4 1.7 (Oct)
  Unemployment Rate (%) 10.3 10.4 10.8 10.8 (Oct)   Unemployment Rate (%) 6.2 5.6 5.3 5.2 (Sep)
  CPI 0.5 0.2 0.1 0.0 (Nov)   CPI 1.5 0.0 0.0 0.7 (Nov)

Italy Russia
  Real GDP -0.4 0.6 0.8   Real GDP 0.6 -4.6 -4.1
  Current Acc. Bal. (US$B, ar) 31.5 26.8 39.5 73.6 (Oct)   Current Acc. Bal. (US$B, ar) 58.4 15.8 5.4
  Merch. Trade Bal. (US$B, ar) 55.4 45.9 53.6 64.9 (Oct)   Merch. Trade Bal. (US$B, ar) 15.8 14.3 9.7 10.1 (Oct)
  Industrial Production -0.5 0.8 1.8 2.8 (Oct)   Industrial Production -1.6 -4.9 -4.2 -3.5 (Nov)
  CPI 0.2 0.0 0.0 0.0 (Nov)   CPI 7.8 15.8 15.7 15.0 (Nov)

Europe 

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

Economic Statistics 

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

Australia 2014 15Q2 15Q3 Latest Japan 2014 15Q2 15Q3 Latest
  Real GDP 2.6 1.9 2.5   Real GDP -0.1 0.7 1.7
  Current Acc. Bal. (US$B, ar) -44.1 -51.9 -61.5   Current Acc. Bal. (US$B, ar) 25.0 124.0 161.2 145.8 (Oct)
  Merch. Trade Bal. (US$B, ar) 12.2 -14.5 -14.3 -22.6 (Oct)   Merch. Trade Bal. (US$B, ar) -122.1 -24.0 -32.1 -0.3 (Nov)
  Industrial Production 4.6 0.3 1.9   Industrial Production 2.1 -0.5 -0.4 0.3 (Oct)
  Unemployment Rate (%) 6.1 6.0 6.2 5.8 (Nov)   Unemployment Rate (%) 3.6 3.3 3.4 3.1 (Oct)
  CPI 2.5 1.5 1.5   CPI 2.7 0.5 0.2 0.3 (Oct)

South Korea China
  Real GDP 3.3 2.2 2.7   Real GDP 7.3 7.5 7.9
  Current Acc. Bal. (US$B, ar) 84.4 112.7 113.2 107.5 (Oct)   Current Acc. Bal. (US$B, ar) 219.7
  Merch. Trade Bal. (US$B, ar) 47.2 98.5 80.1 123.9 (Nov)   Merch. Trade Bal. (US$B, ar) 382.5 560.6 654.4 649.2 (Nov)
  Industrial Production 0.5 -1.9 -0.4 2.0 (Oct)   Industrial Production 7.9 6.8 5.7 6.2 (Nov)
  CPI 1.3 0.5 0.7 1.9 (Nov)   CPI 1.5 1.4 1.6 1.5 (Nov)

Thailand India
  Real GDP 0.9 2.8 2.9   Real GDP 7.0 7.1 7.4
  Current Acc. Bal. (US$B, ar) 13.4 6.2 6.4   Current Acc. Bal. (US$B, ar) -27.5 -6.2
  Merch. Trade Bal. (US$B, ar) 2.0 2.6 3.2 4.3 (Oct)   Merch. Trade Bal. (US$B, ar) -11.7 -10.7 -11.9 -9.8 (Nov)
  Industrial Production -4.6 -7.7 -5.9 -3.3 (Sep)   Industrial Production 1.8 3.3 4.8 9.8 (Oct)
  CPI 1.9 -1.1 -1.1 -1.0 (Nov)   WPI 3.8 -2.3 -4.6 -2.0 (Nov)

Indonesia
  Real GDP 5.0 4.7 4.7
  Current Acc. Bal. (US$B, ar) -27.5 -4.3 -4.0
  Merch. Trade Bal. (US$B, ar) -0.2 0.7 0.9 -0.3 (Nov)
  Industrial Production 4.8 5.2 4.1 5.2 (Oct)
  CPI 6.4 7.1 7.1 4.9 (Nov)

Brazil 2014 15Q2 15Q3 Latest Chile 2014 15Q2 15Q3 Latest
  Real GDP 0.1 -3.0 -4.5   Real GDP 1.9 1.9 2.2
  Current Acc. Bal. (US$B, ar) -104.4 -51.3 -47.1   Current Acc. Bal. (US$B, ar) -5.9 0.1 -10.4
  Merch. Trade Bal. (US$B, ar) -4.0 31.1 32.1 14.4 (Nov)   Merch. Trade Bal. (US$B, ar) 6.7 9.5 -2.4 4.8 (Nov)
  Industrial Production -2.9 -6.4 -9.5 -11.4 (Oct)   Industrial Production 0.4 0.1 -2.1 -0.6 (Oct)
  CPI 6.3 8.5 9.5 16.6 (Nov)   CPI 4.4 4.2 4.8 3.9 (Nov)

Peru Colombia
  Real GDP 2.4 3.0 2.9   Real GDP 4.6 3.0 3.2
  Current Acc. Bal. (US$B, ar) -8.0 -1.6 -2.4   Current Acc. Bal. (US$B, ar) -19.6 -4.3
  Merch. Trade Bal. (US$B, ar) -0.1 -0.3 -0.3 -0.2 (Oct)   Merch. Trade Bal. (US$B, ar) -0.5 -0.9 -1.5 -1.4 (Sep)
  Unemployment Rate (%) 6.0 6.9 6.3 5.8 (Nov)   Industrial Production 1.5 -0.7 1.7 1.3 (Oct)
  CPI 3.2 3.3 3.8 4.2 (Nov)   CPI 2.9 4.5 4.9 6.4 (Nov)

Latin America 

Economic Statistics 

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

Source: Bloomberg, IHS Global, Scotiabank Economics. 
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A12 

Interest Rates (%, end of period)

Canada 15Q2 15Q3 Dec/11 Dec/18* United States 15Q2 15Q3 Dec/11 Dec/18*
BoC Overnight Rate 0.75 0.50 0.50 0.50   Fed Funds Target Rate 0.25 0.25 0.25 0.50
  3-mo. T-bill 0.58 0.44 0.46 0.48   3-mo. T-bill 0.01 -0.02 0.22 0.18
  10-yr Gov’t Bond 1.68 1.43 1.41 1.40   10-yr Gov’t Bond 2.35 2.04 2.13 2.20
  30-yr Gov’t Bond 2.30 2.20 2.16 2.13   30-yr Gov’t Bond 3.12 2.85 2.87 2.91
  Prime 2.85 2.70 2.70 2.70   Prime 3.25 3.25 3.25 3.50
  FX Reserves (US$B) 76.3 78.3 79.0 (Oct)   FX Reserves (US$B) 109.3 109.2 108.2 (Oct)

Germany France
  3-mo. Interbank -0.04 -0.06 -0.09 -0.13   3-mo. T-bill -0.18 -0.20 -0.32 -0.36
  10-yr Gov’t Bond 0.76 0.59 0.54 0.55   10-yr Gov’t Bond 1.20 0.99 0.86 0.89
  FX Reserves (US$B) 60.9 59.3 59.3 (Oct)   FX Reserves (US$B) 49.9 53.1 47.0 (Oct)

Euro Zone United Kingdom
  Refinancing Rate 0.05 0.05 0.05 0.05   Repo Rate 0.50 0.50 0.50 0.50
  Overnight Rate -0.06 -0.12 -0.23 -0.24   3-mo. T-bill 0.48 0.49 0.50 0.50
  FX Reserves (US$B) 330.3 332.3 324.6 (Oct)   10-yr Gov’t Bond 2.02 1.76 1.81 1.83

  FX Reserves (US$B) 110.7 118.9 120.5 (Oct)

Japan Australia
  Discount Rate 0.30 0.30 0.30 0.30   Cash Rate 2.00 2.00 2.00 2.00
  3-mo. Libor 0.04 0.02 0.01 0.02   10-yr Gov’t Bond 3.01 2.61 2.85 2.76
  10-yr Gov’t Bond 0.47 0.36 0.32 0.27   FX Reserves (US$B) 48.7 48.1 42.8 (Oct)
  FX Reserves (US$B) 1214.1 1221.5 1216.1 (Oct)

Exchange Rates (end of period)

USDCAD 1.25 1.33 1.38 1.39   ¥/US$ 122.50 119.88 121.01 121.35
CADUSD 0.80 0.75 0.73 0.72   US¢/Australian$ 0.77 0.70 0.72 0.72
GBPUSD 1.571 1.513 1.521 1.491   Chinese Yuan/US$ 6.20 6.36 6.46 6.48
EURUSD 1.115 1.118 1.099 1.085   South Korean Won/US$ 1115 1185 1180 1183
JPYEUR 0.73 0.75 0.75 0.76   Mexican Peso/US$ 15.739 16.918 17.393 16.997
USDCHF 0.94 0.97 0.98 0.99   Brazilian Real/US$ 3.103 3.948 3.873 3.912

Equity Markets (index, end of period) 

  United States (DJIA) 17620 16285 17265 17295   U.K. (FT100) 6521 6062 5953 6069
  United States (S&P500) 2063 1920 2012 2028   Germany (Dax) 10945 9660 10340 10628
  Canada (S&P/TSX) 14553 13307 12790 13013   France (CAC40) 4790 4455 4550 4631
  Mexico (IPC) 45054 42633 42001 43042   Japan (Nikkei) 20236 17388 19230 18987
  Brazil (Bovespa) 53081 45059 45263 44434   Hong Kong (Hang Seng) 26250 20846 21464 21756
  Italy (BCI) 1238 1179 1194 1218   South Korea (Composite) 2074 1963 1949 1975

Commodity Prices (end of period)

  Pulp (US$/tonne) 980 960 940 940   Copper (US$/lb) 2.60 2.31 2.12 2.11
  Newsprint (US$/tonne) 540 510 505 505   Zinc (US$/lb) 0.90 0.75 0.70 0.68
  Lumber (US$/mfbm) 300 242 269 270   Gold (US$/oz) 1171.00 1114.00 1072.50 1062.50
  WTI Oil (US$/bbl) 59.47 45.09 35.62 35.32   Silver (US$/oz) 15.70 14.65 13.92 13.82
  Natural Gas (US$/mmbtu) 2.83 2.52 1.99 1.79   CRB (index) 227.17 193.76 174.86 172.86

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