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Spring Forward? 

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

United States — Weaker Greenback Leaves Door Open For The Fed 

Clocks get set forward one hour this Sunday as Daylight Saving Time begins 
and the key market question is whether rates will follow. There are thought 
to be two main impediments to the Fed hiking in the near-term 
including the higher odds of a hike next week than markets are pricing. 
One is that the Fed has allegedly provided no such guidance. We don’t 
buy that on balance unless one cherry picks supporting actors to the bias 
versus a more thorough assessment of perspectives offered by FOMC 
officials as we argued here. Besides, the Fed has surprised markets in the 
past if a sample of market pricing just before Fed meetings includes 
unconventional monetary policy moves like the September 2013 no-taper 
decision, and if one looks at enough history in time and not just confined to 
the mid-1990s onward which we’ve come to understand as a prolonged 
period of monetary policy excess. In any event, one of the Fed’s most 
consistently articulated points has tended to be that officials think markets 
have under estimated the tightening cycle relative to its guidance. It may also 
be that the Fed feels less need to hand-hold than it did going into the first 
hike ever witnessed by a generation of younger traders. 

The second suggested impediment is the USD. The measure of the currency 
that the Fed considers is the broad dollar index. As chart 1 depicts, however, the 
USD has depreciated since its peak in mid-January when it was benefiting from 
safe haven flows in part over concerns about China’s economy. Now the broad 
dollar — up to last week’s latest estimate from the Federal Reserve at least — 
has fallen back down to where it was before the Federal Reserve hiked in December. Alternative measures 
like DXY or Bloomberg’s proxy grossly overweight the euro and pay little attention to the significance of the US-
China trading relationship. Since the Fed’s broad dollar index is a week behind (slated to be updated Monday) what 
about the implications of this past week’s currency moves and the ECB’s actions?  As chart 2 shows, the USD has 
moved lower against the nominal exchange rates of a variety of its trading partners.  

Now you might suggest that the 
issue is that the USD would go on 
a tear if the Fed hiked. There are 
two counterpoints. One is to re-
emphasize that this has not really 
happened in any sustained way 
since the Fed began to hike in 
December. That’s one part 
because markets pushed out Fed 
hikes, but also reflects the fact that 
several of the other important 
drivers of the USD earlier this year 
may have abated. Oil markets look 
to be tentatively healing and so 
currency flows on the reverse USD 
trade are not flowing into the USD 
out of commodities as they were in January. Two is that China’s capital account outflows are gradually cooling in 
part as authorities reclaim somewhat of an upper hand over markets after frankly mismanaging currency policy 
since last summer, and in part because seasonal influences on China’s capital account have abated (eg. The 
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$50k per head conversion limits that get reset January 1st each year). Three is that other crosses like USDCAD 
have also restored a stronger CAD profile reflecting a combination of stronger commodity prices, the likely end 
to a BoC easing cycle, pending fiscal policy measures to support growth, and data upsides. These are not 
inconsequential arguments; the yuan has a 21.6% weight in the broad dollar index, which is higher than the 
euro’s 16.6% weight and both CAD and the Mexican peso have 12% weights. 

In addition to Wednesday, more Fed speak lands on Friday in the form of panel appearances at a conference 
on bank supervision by NY Fed President William Dudley and Boston Fed President Eric Rosengren, as well as 
a speech by St. Louis Fed President James Bullard in Frankfurt. 

Data risk may capture last minute attention but one would hope it wouldn’t much impact the FOMC’s views. 
Retail sales are expected to be a little soft on headline effects driven by lower gasoline prices and by 
unchanged but still-elevated auto sales. Core sales are expected to be somewhat stronger but as usual we 
won’t get volume effects until after the next morning’s CPI report arrives and allows us to control for price effects 
on sales. Headline CPI will likely be dragged down by gasoline prices in February but given what’s happening 
this month that will likely be a temporary influence (gas prices are up 9% m/m so far in March). Look instead to 
core CPI that is expected to hold north of 2% y/y as a guiding influence on the Fed particularly as the headwinds 
operating against headline inflation dissipate (eg. namely energy). 

Other releases will be relatively more subdued by way of their potential effects. They will include housing starts 
and industrial production (also on Fed day), the Philly Fed business outlook gauge Thursday, and the University 
of Michigan’s consumer sentiment survey on Friday. 

Republican and Democratic primaries will be held in Florida, Illinois, Missouri, North Carolina, and Ohio on Tuesday 
and through this site it’s fairly clear that Trump and Clinton are the runaway favourites for each of them. Who may lead 
their respective parties may therefore be largely settled before primaries in NY and California among other states. 

The US Treasury conducts a 10 year TIPS reopening the day after the Fed announcements. 

Canada — The Spring Bear Hunt  

Significant data risk and a provincial budget may incrementally impact markets at least temporarily, but with two 
complicating factors. One is that most of it lands in the second half of the week and so it will be difficult to 
ascertain a Canada-specific effect beyond other grander issues such as the FOMC on Wednesday. Two is that 
this will be the week before the Federal Budget on March 22nd and the Bank of Canada’s incorporation of its 
effects in the April 13th statement and forecasts. Most meaningful Canada-centric debates may therefore be 
in a bit of a holding pattern next week — with the possible 
exception that the economy is rebounding rather smartly in Q1 
with very early tracking evidence. 

We expect the balance of next week’s data to continue to illustrate a 
generally resilient Canadian economy. Throughout the period in which 
commodity prices collapsed, we consistently argued against recession 
risk; GDP contractions were small, and not representative of other 
measures of resilience if not downright strength such as employment 
(see our latest view here) and housing markets. Q1 data this year is 
reinforcing that bias with some serious potential upside to growth 
tracking. It’s not just Ontario that is bringing back the Spring bear hunt 
this year after cancelling it in 1999 and following a test pilot in 2014; 
markets are joining in and some of the evidence includes about a 
fourteen cent gain in the currency since the weakest point versus the 
USD in January and a doubling of yields on two year Government of 
Canada bonds over the same period (chart 3).  
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On Wednesday, manufacturing shipments during the month of January land. They should continue a parade 
of solid readings from the production side of the economy. Recall that we already know that the volume of 
exports soared by 3.6% m/m in January and import volumes were up 1.6% m/m so the trade side of the picture 
offered a strong start to the year. Much of the strength was in the non-commodity sectors and led by electronics, 
autos, and consumer goods. Forestry products and basic industrial materials were also up smartly. Metals and 
energy were the soft spots, but on balance, we expect the export figures to translate into upsides to 
manufacturing shipments. With what is in the books so far, export volumes are up by 20% q/q in Q1 at a 
seasonally adjusted and annualized pace. Not 2.0%. That pace will likely subside but remain solid. Before we 
even get data for January next week to start Q1 tracking, the momentum math over Q4 of last year is pointing 
toward a 5% q/q annualized gain in manufacturing shipment volumes and next week will likely add to that. 
Shipment volumes climbed sharply by over 1% m/m in each of November and December. 

Now add to this the housing picture. On Tuesday, we’ll see the latest estimates for Canadian home resales 
during February but they never impact financial markets. Nationwide housing markets are on fire and 
especially in Vancouver, Toronto, Victoria and most of Southern Ontario but even the hardest hit regional 
economies are not yet witnessing much by way of price downsides. Vancouver recorded the strongest month of 
February ever and average prices across all residential property types are up 22% y/y (detached properties are 
up 27% to C$1.3 million on average). CMHC President Evan Siddall may have a thing or two to say about it 
when he speaks on Monday and still much, much better data on foreign buyers and investors is required. In 
Toronto, average prices in the City of Toronto are up 14% y/y and 15% across the GTA. Bidding wars are the 
norm. Detached home prices are 23% higher across the ‘905’ belt and condo prices are up by 26.7%. By 
contrast, sales in Calgary are down by 7% y/y while median prices are unchanged and average prices are up by 
about 2-3% y/y. Even in Edmonton average and median prices are down only by tenths of a percentage point 
from year ago levels. Very low borrowing costs (that incite bidding wars among domestic buyers) and the level 
of the Canadian dollar (that has put Canadian housing on sale in USD translated terms as any Vancouver real 
estate agent listing in USD in the US and Asia will attest to) are the main culprits. Alongside at-target inflation 
with our view that the balance of risks is more to the upside than downside, in part aided by pending fiscal 
stimulus, the risk is geared toward markets beginning to put on bets for some BoC belt tightening. In some 
respects, that’s already happening (eg. 2s that have doubled in yield since mid-January) but in other respects 
it’s not (continued OIS pricing of around a one-in-four chance of a BoC rate cut later this year). 

Friday then tops the list of market-relevant days. That’s when CPI inflation during February and retail sales 
during January are slated for simultaneous release. Retail sales volumes were 2.3% lower in December and so 
January’s reading may benefit from a soft starting point although some of this was an unwind of the large 1.4% 
rise in November. What may weigh on the headline that tracks changes in the dollar value of retail sales without 
adjusting for price effects is that gasoline prices were about 6 ½% lower m/m in January. That may also weigh 
on the February CPI reading but the key will be core CPI and whether it continues to diminish on a trend basis 
or whether this is a relatively temporary phenomenon. 

Thursday brings out the Quebec government’s budget that Scotia’s Mary Webb will be covering.  

Asia — Will The BoJ and PBOC Also Surprise? 

Beyond the potential market reverberations stemming from the FOMC meeting, there are two main things to 
watch in Asia over the coming week. One will be a PBOC press conference and Chinese macro data all due 
out this weekend, and the other will be another Bank of Japan policy meeting. Regional market influences 
will also arise from separate developments. 

PBOC Governor Zhou Xiaochuan hosts an annual press conference Friday night (March 11th) the title of 
which is “Financial reform and development.”  Market risk surrounding this event into the Asian Monday open 
will be complemented by macro reports due out over the weekend including industrial production and retail 
sales. Property prices for the month of February will be updated at the end of next week and will likely reaffirm 
that property prices are on the mend. 
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Only five out of 40 economists expect the Bank of Japan to cut its policy rate deeper into negative territory on 
Tuesday. If the fact that the ECB did more than expected is any guide, then there is the potential for greater than 
expected action from the BoJ. Most economists think a further cut is likely but not until April or June or perhaps 
July. Monetary policy has flooded the world with idled liquidity and in order to unleash it policy makers are now 
relying upon a liquidity tax with highly uncertain effects that are now requiring a complex patchwork arrangement 
of offsetting measures in order to stem the effects on bank profitability as the ECB has done. Where this all 
lands remains uncertain but the core issue remains demand — and whether pushing rates so low is still 
imposing damage upon the lending cycle by removing term incentives to take risk. 

RBA minutes to the February 29th meeting and an expected rebound in Australian job growth on Monday 
and Thursday respectively may be somewhat at odds with one another. RBA Deputy Governor Philip Lowe 
recently remarked that “...this low inflation outlook provides scope for easier monetary policy should that be 
appropriate in supporting demand growth.”  Bank Indonesia is expected to ease some measures of interest 
rates. Developments of tertiary or regionalized effects will include trade figures from Japan, India, and 
Indonesia, CPI from India, and Q4 GDP from New Zealand. 

Europe — Still Poll Watching 

Bank of England Governor Mark Carney got into a spat of controversy 
this past week by doing the job of a good economist regardless of the 
pressure and politics. Carney will be in the hot seat again next 
Thursday when the Bank of England tries to find new ways to say 
it’s not going to do a thing at least until it knows the fate that UK 
citizens wish to impose upon their own economy in the coming June 
23rd poll. The latest surveys continue to show a neck and neck race 
but with a large undecided component (chart 4). A caveat is that the 
polls are generally on-line in nature and so the usual caveat applies in 
that they may be over-sampling the young and the restless millennials 
and under sampling those who may have somewhat more to lose by 
employment and assets. Our house view remains that the Brexit vote 
is one to “stay” in part because the undecided are unlikely to be 
disproportionately weighted toward risk takers on game day.  

Did Carney fundamentally violate any basic principles by way of the 
separation of central banking from governance issues?  That line was 
blurred long ago when governments largely abdicated responsibility for 
the global economy to their central banks so don’t start criticizing them now. The Governor of one of the more 
powerful central banks has a duty to weigh into the debate given the intellectual muscle that resides on 
Threadneedle Street. If you doubt that, then just imagine the cause for criticizing the BoE if it stayed mum on the 
topic only to watch the UK economy go into recession, and with it the migration of good jobs elsewhere. 
Described as a letter but more like a magnum opus on the subject, you can read what Carney said here. The 
topic is also likely to resurface at an EU Leaders Summit toward the end of the week. 

Norges Bank is expected to cut its benchmark rate by 25bps on the same day as the BoE meeting next 
week. Like other energy reliant economies, the central bank has had an easing bias for some time and has cut 
its deposit rate by 75bps since late 2014.  

European data risk will be rather light and include EC add-ups for industrial output and trade. 
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Fed Guidance Is Not Incompatible With A March Hike 

A consensus view is that the conditions likely exist for the Fed to continue to guide rates higher but 
because it has not signalled a pending hike on March 16th, it may have to go later. That could include 
teeing up April, or alternatively, because the April meeting does not include forecast updates or a press 
conference, the Fed may elect to hold off until June before hiking again. This note counters that argument 
on two fronts. 

One is that a careful parsing of what the balance of voting Fed officials have said can indeed be 
referenced by the Fed as having sufficiently laid out the conditions for a hike  now. We liken the 
significance of this episode to being similar to the debate leading up to the September 17th-18th 2013 FOMC 
meeting when the Fed surprised by not tapering bond purchases and drew the ire of some market participants 
who complained that the Fed did not signal such a widely priced move. In reality, however, Chairman 
Bernanke had noted the following in his semi-annual testimony to Congress (here): 

“The risks remain that tight federal fiscal policy will restrain economic growth over the next few 
quarters by more than we currently expect, or that the debate concerning other fiscal policy issues, 
such as the status of the debt ceiling, will evolve in a way that could hamper the recovery. “ 

Then in the press conference following his September 18th post-FOMC press conference, Bernanke followed 
up this caution (transcript here): 

“But it is the case, I think, that a government shutdown — and perhaps, even more so, a failure to 
raise the debt limit — could have very serious consequences for the financial markets and for the 
economy, and the Federal Reserve’s policy is to do whatever we can to keep the economy on 
course. And so, if these actions led the economy to slow, then we would have to take that into 
account, surely. So this is one of the risks that we are looking at as we think about policy.” [emphasis 
added]. 

All signs into the September FOMC were pointed toward the strong risk of a shutdown that did indeed happen 
from September 30th until October 17th. After that risk eased, the Fed tapered and kept on doing so 
thereafter. We felt at the time and continue to feel that markets were wrong to blame the Fed and should have 
read things more clearly. There is the danger once again that markets are misreading recent Federal Reserve 
communications. 

Two is that it isn't even clear to us that the Fed has a duty to have market pricing on side before acting 
especially if a move is accompanied by dovish guidance like December’s milquetoast hike. Sometimes 
if you have any conviction as a policy maker and markets are deeply off side where you think you would like to 
take them, then a sharp wake-up rap on the desk has merit to bring them at least back to the halfway point. 
The purpose of this note is nevertheless not to dwell on the second point; rather, it is to focus upon a careful 
parsing of Fed speak. 

Before diving into such an exercise, a starting point involves recognition of the fact that recent weeks have not 
offered the most shining examples of consistency or discipline in Fed communications. At times, Fed guidance 
has appeared overly sensitive to weekly market developments and introduced divisive, tangential and 
politically charged issues such as breaking up the largest banks. Being in the blackout period ahead of next 
Wednesday's FOMC meeting therefore leaves limited ability to read a consensus voting tendency. Our 
attempt to do so is below; it mainly focuses upon voting members not at all because other opinions don’t 
matter at the table but because we need to be practical in weighting the views by the probability of action for 
or against policy decisions. Then we provide an assessment of alternate and nonvoting members’ opinions. 
On balance, our reading is tentatively supportive of a vote in favour of a hike but our conviction is by no 
means high. Two strong voting doves and two strong voting hawks will cancel out each other in the tails of the 
debate and the vote should be carried by the top of the house and the moderates that we feel are likely to stay 
reasonably on course.  
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1. Chair Janet Yellen (hawkish mo derate): Yellen has not spoken since 
February 11th when she delivered the second day of her semi-annual 
testimony on monetary policy to Congress. Clearly a lot has happened 
since, and so the significance we would attach to her views now is 
tempered by how relevant that testimony may be in the here and now. 
That said, most developments since then have been constructive and 
particularly a calmer market environment, recent foreign policy 
gestures, and improved US data. Our assessment of her comments at 
the time is available here. At the time, Yellen’s balanced testimony 
reinforced a “gradual” message for policy adjustments and noted the 
caveat referenced below.  

 “Financial conditions in the United States have recently become 
less supportive of growth, with declines in broad measures of 
equity prices, higher borrowing rates for riskier borrowers, and a 
further appreciation of the dollar. These developments, if they 
prove persistent, could weigh on the outlook for economic activity 
and the labor market, although declines in longer-term interest 
rates and oil prices provide some offset.” 

To re-emphasize, we feel that since that time, the general global market 
tone has improved and so Yellen could reference what she said on 
February 11th and say that developments since then have eased some of 
the concerns she laid out. The S&P500 is now down by just 3% year-to-date 
and 6% from the early November peak, high yield has recovered much of 
the weakness earlier this year (chart 1), ditto for market-based inflation 
expectations (chart 2), and the Fed’s preferred trade-weighted broad dollar 
index is back down to where it was when the Fed hiked in December and 
guided gradual further hikes (chart 3). On fundamentals, the balance of 
positive data surprises has climbed to the highest readings since early last 
year (chart 4). Firmer core inflation and nonfarm payrolls are among such 
positives that reinforce expectations the US is recovering from transitory 
headwinds in Q4 alongside modestly building inflation accompanied by a 
three month moving average pace of wage growth at 2.5% notwithstanding 
mild give-back of the prior month’s strong monthly rise. One would 
therefore be on somewhat shaky ground to claim that Yellen provided 
absolutely no policy guidance in advance if the Fed hikes next week. 
The Fed should not be overly sensitive to chasing markets but at a minimum 
should have comfort that market fears earlier this year have calmed down. 

2.  Vice Chairman Stanley Fischer (hawkish moderate): Fischer's views 
have been somewhat buffeted by market forces this year which isn’t 
entirely unreasonable given the volatility to date. On January 6th he 
bluntly stated “We think they’re too low” in relation to the market’s 
expectation that the Federal Reserve will only hike twice this year (at the 
time). We agreed, but it was a fairly strong statement and greater market 
turmoil lay ahead. Last month on February 23rd he remarked that “It is still 
early to judge the ramifications of the increased market volatility of the first seven weeks of 2016. But we 
have seen similar periods of volatility in recent years — including in the second half of 2011 — that have 
left little visible imprint on the economy.” Again, we agreed, and since then the US economy and broad 
market tone have improved. Our advice to take the opposite side of market pricing for little to no Fed 
action at all this year has paid off as 2 year yields on Treasuries have risen significantly over the past 
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month and back toward mid-January levels. This past week, 
Fischer remarked quite strongly that “unemployment is in the 
vicinity of full employment” and “we may well at present be seeing 
the first stirrings of an increase in the inflation rate — something 
that we would like to happen.” Fischer observed that the soft 
evidence of an inflation-unemployment relationship may be 
beginning to mildly assert itself. He also remarked that “At present, 
it looks likely that the equilibrium interest rate will remain low for 
the policy-relevant future” which we took as a reference to the 
medium-term neutral rate and hence more of a comment about the 
pace of hikes (ie: Fed funds at 1-2% or so remains ‘low’). He did 
not repeat reference to how it was too early to assess spillover 
effects from market turmoil but that doesn’t mean he doesn’t still 
believe this to be the case although cause for doubting as much is 
reflected in the charts we’ve provided. On balance we think he would remain cautiously supportive of 
continued rate hikes.  

3.  Governor Lael Brainard (dove): She is clearly a committed dove and evidence would include her 
comments on the wires and in a recent CNBC interview. Brainard referenced core inflation stubbornly 
stuck at 1.25%. Such a reading is the average 2015Q4 q/q measure from last year. Higher frequency and 
fresher data shows core PCE inflation at 1.7% y/y as of January 2016 and it hasn’t been at 1.25% since 
last July. If core price levels remained at January’s seasonally adjusted levels for the rest of Q1, then 
based on the Q4 hand-off and January 2016 starting point, we’re tracking 1.5% q/q core PCE inflation. To 
repeat, that assumes flat core prices for the duration of Q1 which we think is unlikely.   Core inflation 
toward 1.75% q/q in Q1 appears more likely to us. Firming commodity prices may also be removing 
additional downside risk to headline PCE inflation and adding upside so there is danger in clinging to 
older data. Regardless we think Brainard makes good points of caution and expect her to lean against 
hiking at the table though it is not clear whether she would dissent versus insist on very cautious 
guidance thereafter. Nevertheless, her remarks contradict Fischer's somewhat.  

4.  Governor Jerome Powell (moderate): Powell recently lent support to continuing the Fed’s ‘dot plot’ 
forecast of fed funds target rate projections but has not commented on other monetary policy matters this 
year. The last time he remarked on conventional monetary policy was on December 18th when he 
emphasized that “For me, at the top of the list will be continued progress in the labor market, and with it, 
continued progress on inflation.” He went on to note that managing risks to moving too early or too late 
require an effort to “start now with a very small increase and then move very gradually.” He has not 
dissented in his period with the Fed since 2012 and we expect him to go with Yellen.  

5.  Governor Daniel Tarullo (moderate): Tarullo has delivered remarks about regulatory matters and as 
recently as last week on the topic of large banks’ dealings with each other. He has not commented about 
monetary policy this year and we believe he is a moderate who supplements his views with Chair 
Yellen’s steering guidance of the committee. 

6.  NY Fed President William Dudley (hawkish moderate): Dudley’s speech that he delivered in China 
early last week was taken by us as a sign that he stands prepared to alter his outlook in a more 
meaningful manner if downside risks materialize, but he is not there yet. Here are the two most relevant 
passages. 

 “Recent economic and financial developments have not yet led me to make a fundamental change in 
my outlook for U.S. growth in 2016. At this point, I have marked down my growth outlook very 
modestly. However, financial market conditions have tightened since the start of the year, mostly in 
response to international developments. If this tightening of financial conditions were to persist, it 
could potentially lead to a more significant downgrade to my outlook.” 
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 “On inflation, we continue to fall short of our 2 percent objective for the personal consumption 
expenditure (PCE) deflator. This shortfall looks likely to continue longer than I had earlier anticipated 
due to the persistent strength of the dollar and weakness in energy prices. However, I continue to 
expect a gradual return to our 2 percent objective as the transitory factors that have held down 
inflation dissipate.” 

  Dudley went on to note that he is “somewhat less confident than I was before” about the inflation outlook 
but as yet we didn’t read a material shift in his outlook. Also, like the earlier remarks on Yellen, markets 
may be interpreted by Dudley in a somewhat more constructive manner at this point. To us, his speech 
reads as more of a cautious tale on the speed of adjustment and the medium-term neutral rate than 
cause for suspending a hiking campaign. Dudley is highly likely to vote with Yellen. Not since Paul 
Volcker has a NY Fed President dissented. 

7.  Boston Fed President Eric Rosengren (dovish m oderate): Rosengren has not spoken since February 
17th but at that time noted that “Should these [weaker financial] conditions persist, and slow progress on 
attaining the Fed’s dual mandate, I believe the normalization of monetary policy should be unhurried, and 
wait for economic data to improve.” Since then, stronger data has steadily emerged on growth, inflation 
and jobs and the broad tone across the risk trade has improved so it is not clear where Rosengren would 
currently stand. We think he could be swayed by consensus but with a dovish slant.  

8.  St. Louis Fed President James Bullard (dove): Bullard’s assessment of inflation risks was somewhat 
mixed but skewed toward a dovish interpretation of market based measures of inflation expectations. On 
CPI’s rise, he said on February 25th: “That’s good news in the sense that it fits with the committee’s 
narrative on this.” But he then went on to note that “What’s got me worried is these inflation expectations 
have fallen.” Bullard noted that it would be “unwise” to raise the fed funds target rate when market based 
measures of inflation expectations are falling. He has not spoken since but market based measures have 
modestly risen. We don’t judge this to be enough to alter his opinion and expect Bullard to vote in 
favour of a pause or, at a minimum, accompany a hike with dovish guidance. Bullard has already 
demonstrated willingness to publicly dissent. 

9.  Kansas City Fed President Esther George (hawk): George last spoke on monetary policy matters on 
February 23rd. In reference to a hike in March, she remarked “It absolutely should be on the table. At this 
point I would not say that the data have suggested there has been a fundamental shift in the outlook.” We 
expect George to support a hike in March but perhaps as long as momentum is pointed in 
direction of a hike it is not clear she would otherwise dissent.  

10.  Cleveland Fed President Loretta Mester (hawk): Mester noted on February 26th that “March should be 
on the table” and “Whether we increase in March or not, that’s going to depend on the data and other 
people’s views around the table. But my forecasts, and the risks around those forecasts, suggest we still 
want to see gradually rising interest rates.” We expect Mester to support a hike in March with the 
same caveat as George.  

In short, a scenario marked by a strong majority in favour of a hike is not the least bit implausible. Beyond the 
voting FOMC members, other voices will contribute to the dialogue and we offer our assessment of their likely 
bias. 

Chicago Fed President Charles Evans (alternate 2016, voting 2017, dove):  Evans has not spoken since a 
speech he delivered on January 13th but is understood to be a dove. At the time, however, he said he was 
‘nervous that inflation expectations are not as firmly anchored as we perceived them to be a year ago, that 
they have drifted down a little bit. I’m not really worried too much, but normally they don’t do this, and so it 
gives one pause when we have been under-running our inflation objective for the last many, many years.” He 
said he was ok with hiking in December because the Fed had strongly signalled as much but that it would 
have “pleased” him had the Fed not hiked. 
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Richmond Fed President Jeffrey Lacker (nonvoting 2016, alternate 2017, hawk): Lacker noted on 
February 24th that he saw ‘no strong evidence’ to alter his outlook.  

Minneapolis Fed President Neel Kashkari (alternate 2016, voting 2017, dove): Kashkari delivered a 
speech on February 23rd and noted “I feel pretty good about how the U.S. is positioned, but we have to watch 
the data.” A week before that he caused a stir by advocating the break-up of the largest banks. He also noted 
on that prior occasion that “There’s probably been a little bit more downside” to data following the January 
FOMC meeting. 

San Francisco Fed President John Williams (nonvoting 2016, alternate 2017, hawk): Williams remarked 
on March 2nd that the FOMC may “slightly” alter its dot plot projections for rates and there could be a ‘tweak 
here or there.’  He noted that the economy hadn’t been altered by more than “a tenth here or there” now 
versus at the time of forecasts issued in December and that the Fed remains “on the path to raising rates.”  

Dallas Fed President Robert Kaplan (alternate 2016, voting 2017, dove): The day before nonfarm payrolls 
hit the tapes, Kaplan stated “If in doubt, it’s better to wait” and went on to note that developments so far this 
year “call for patience and further diligence.” 

Atlanta Fed President Dennis Lockhart (nonvoting 2016, alternate 2017, moderate): Lockhart spoke on 
February 25th and did not comment directly upon near-term monetary policy while confining comments largely 
to the topic of how rising rates would be challenging for banks by way of managing net interest margins. Back 
on January 11th, Lockhart stated that the US economy should be positioned “to enjoy enough self-reinforcing 
momentum to handle gradually higher rates” and that additional rate hikes in 2016 would come to be 
“justified.” 

Philadelphia Fed President Patrick Harker (alternate 2016, voting 2017, dove): Harker last spoke on 
February 16th when he noted that “...it might be prudent to wait until the inflation data are stronger before we 
undertake a second rate hike. Thus I am approaching near-term policy a bit more cautiously than I did a few 
months ago.”   
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Further Monetary Easing In Sight To Support The Chinese Economy  

 Chinese Central Bank Governor Zhou will continue to emphasize currency stability and  
gradual exchange rate reform. 

 Liquidity injections as well as cuts in interest rates and reserve requirements likely to be 
unveiled in the near term.   

Monetary easing will complement fiscal spending this year as a stimulant for the Chinese economy given that 
the country’s policymakers aim to reach the newly-set 6½-7% target for 2016 real GDP growth. The Chinese 
government’s annual policy meetings will draw to a close next week and authorities’ comments over recent 
days have provided us with insights regarding the economy’s future direction. As for China’s monetary policy, 
a press conference by the People’s Bank of China (PBoC) Governor Zhou Xiaochuan on March 12th will shed 
further light on the official vision for monetary conditions and financial market developments. We expect 
Governor Zhou to reiterate his recent views, which we discuss below, and confirm our expectations that 
monetary policy will be further eased in the near future. 

The official monetary policy objective of the PBoC is “to maintain the stability of the value of the currency and 
thereby promote economic growth.” Accordingly, Governor Zhou’s policy speech will likely place significant 
emphasis on the official view of the Chinese yuan (CNY), reiterating that there is no basis for persistent CNY 
depreciation and authorities have no motivation to weaken the currency to boost exports. He recently pinned 
the currency’s weakening bias on broad US dollar (USD) strength given Federal Reserve’s tighter monetary 
policy stance, as well as adverse capital flow dynamics due to China’s slowing real GDP growth and financial 
market volatility. Governor Zhou has emphasized that it is important to separate capital outflows from capital 
flight, pointing out that it is normal for export-oriented enterprises to choose their currency conversion 
strategies in order to hedge their foreign exchange risk. Moreover, recent currency depreciation has resulted 
from domestic Chinese enterprises’ attempts to reduce their US dollar-denominated debt given broad USD 
strength and from individuals’ efforts to diversify their personal investments abroad. Accordingly, Governor 
Zhou assesses that by their 
nature such adjustments will not 
continue indefinitely. The 
Governor has also reminded that 
speculative flows are not a 
significant player influencing the 
Chinese balance of payments, 
given that the size and pace of 
portfolio investment flows are 
subject to official management. 
Compared to many other 
countries, China still has 
substantial capital controls in 
place, particularly for short-term 
flows, as demonstrated by the 
low share of portfolio investment 
in the economy (see Chart 1).  

Renminbi internationalization will continue to proceed given Governor Zhou’s firm support for further exchange 
rate liberalization. He has continuously emphasized that the currency is moving towards greater reliance on 
market forces and a more flexible exchange rate. Nevertheless, Zhou has pointed out that patience is vital and 
reforms inch forward only when conditions are right. This reflects the fact that the large size of the Chinese 
economy brings with it responsibilities concerning the maintenance of global financial market stability. As the 
next step of the gradual reform process, the PBoC will strengthen the yuan exchange rate’s reference to a 
basket of currencies — a policy move announced last December — instead of managing the currency’s value 
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vis-à-vis the USD. According to Zhou, this means that the central bank will aim to keep the CNY stable against 
the basket while allowing for higher two-way volatility versus the USD (see Chart 2). We maintain our view 
that the renminbi will continue to depreciate against the greenback over the coming months, with USDCNY 
trading at 6.7 at the end of the year.  

We expect further monetary easing to be unveiled over the 
coming months in order to support the slowing economy. 
Nevertheless, we believe that monetary and fiscal stimulus 
efforts will not be enough to prevent China’s real GDP growth 
from decelerating to below the government’s target. Monetary 
policy instruments applied by the PBoC include banks’ reserve 
requirement ratios, benchmark loan and deposit rates, 
rediscounting, central bank lending, and open market operations, 
among others. We expect forthcoming monetary accommodation 
to take the form of liquidity management via open market 
operations, as it is a relatively discrete way of guiding domestic 
interest rates lower without triggering investor risk aversion and 
placing further depreciatory pressure on the renminbi. A looser 
monetary policy stance is justified as strong money supply 
growth remains a key policy priority for the government. Last 
week Premier Li Keqiang revealed that the M2 growth target for 
2016 was increased to 13% from 12% last year, and a target for 
total social financing was set (for the first time) at 13%, faster 
than the actual growth of 12.4% in 2015. 

The PBoC will likely complement liquidity injections through the 
use of traditional monetary tools despite the fact that policy 
space in this category is more limited; interest rates are already 
at record low levels (see chart 3). We expect a further 25 basis 
point cut (bps) in the central bank’s benchmark rates in the near 
term, taking the one-year lending and deposit interest rates to 
4.10% and 1.25%, respectively. The most recent interest rate cut 
— of 25 bps to 4.35% and 1.50%, respectively — took place in 
October 2015, representing the sixth reduction since November 
2014. In our view, Chinese monetary authorities have further 
room to lower banks’ reserve requirement ratios and we 
anticipate two additional cuts in the near term in order to maintain 
liquidity in the banking system as well as support money supply 
and credit growth. On March 1st, the PBoC reduced the reserve 
requirement ratio for most large banks by 50 bps to 17% of 
deposits, the fifth cut since February 2015.  
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Driving U.S. Auto Sales Higher For Longer 

The Wall Street consensus believes that the U.S. auto cycle is peaking, 
after car and light truck sales climbed to a record high in 2015. We do 
not subscribe to this view. We believe that the U.S. industry is in the 
midst of an extended upcycle, with gains fueled by a strong labour 
market, rising replacement demand, healthy household balance 
sheets, as well as favourable demographics. 

The concerns of many U.S. analysts are focused on the double-digit 
growth in automotive credit since mid-2013, and they are drawing 
comparisons to the housing credit bubble of the last decade that led to 
the global economic downturn of 2008-09. However, this analysis does 
not fully take into account that the balance sheets of American 
households are in the best shape in decades, and not in the precarious 
position they were in prior to 2008. Household debt has been reduced 
to 104% of personal disposable income, down from a peak of 133% in 
late 2007, and is well below the average of the past two decades. 
Meanwhile, household wealth has continued to expand, and is now six 
times greater than aggregate debt, up from four times at the start of 
the latest economic expansion.    

Furthermore, the U.S. labour market continues to gain momentum, advancing by nearly 2% year-over-year — 
the fastest pace in fifteen years. Income growth is accelerating at a time when low interest rates have reduced 
interest costs on household mortgage and consumer debt to one of the lowest levels on record. The sharp 
slump in oil prices since mid-2014 has also lowered energy costs significantly, enhancing the purchasing 
power of American households. As a result, household expenses on energy, interest and principal payments 
on mortgages and consumer credit, as well as auto lease payments and rental housing costs now absorb only 
19% of disposable income — the lowest level on record for data going back to 1980, and 24% lower than in 
2008. Previous peaks in U.S. auto cycles have always coincided with periods when households were 
overextended and had limited financial flexibility.   

New vehicle affordability also continues to improve, underpinning rising purchases. New vehicle prices in the 
United States have advanced by only 1% over the past year, a much slower increase than the 4% jump in 
personal disposable income. As a result, last year’s record new vehicle sales of 17.5 million units absorbed 
only 3.4% of overall household disposable income, one of the lowest levels on record and only slightly above 
the low of 2.9% during the depths of the latest economic downturn in 2009. Historically, U.S. households 
spend an average of 4.5% of their disposable income on new vehicles each year.   

Improved affordability makes it easier for Americans to continue to replace their aging vehicles and will buoy 
volumes further. Replacement demand accounts for 80% of overall U.S. sales and will continue to drive sales 
higher. The average age of the U.S. fleet stands at a record 11.5 years, and we estimate that more than 40% 
of the U.S. fleet is currently at least 12 years old, with many to be replaced in coming years. While some 
households will opt to exchange their aging cars and trucks for a pre-owned model, most will travel to new 
vehicle dealerships for their new automobile.   

While U.S. auto sales have surpassed the previous peak, when volumes are adjusted for the increase in 
population, purchases remain well below historical averages. Since 1980, an average of 8.6% of the U.S. 
population between the age of 20 and 70 has bought a new vehicle each year. In fact, more than 9% of 
potential buyers bought a new car or light truck annually in the decade to 2007, but volumes have since fallen 
well below the historical norm. While population-adjusted purchases have been gradually rising since the auto 
cycle recovery began in 2010, they still remain well below the historical average. In fact, the past 8 years have 
been the weakest in decades for population-adjusted vehicle sales in the United States. Only 6.9% of the 
potential buyers have purchased a new car or light truck over the past eight years, the lowest level on record 
for data back to 1980 (see chart above). 

Carlos Gomes 416.866.4735 
carlos.gomes@scotiabank.com 

 
AUTOS 

Chart 1  

5

6

7

8

9

10

11

00 02 04 06 08 10 12 14 16

8-Year 
Average

Share of Vehicle 
Buying Population 
That Purchases a 

New Vehicle  

% of vehicle buyers that 
purchase each year

1980-2015 
Average

Population-Adjusted Sales Remain Low

Source: Ward's Automotive, U.S. Census Bureau.



Economics 

Global Views 
  

March 11, 2016 

14 

 

  

Low Rates Still Feeding Canadians’ Debt Appetite 

 Mortgages and auto loans lead increased borrowing among Canadian households. 

Canadian household credit growth has accelerated by roughly a 
percentage point since mid-2014, to 5.1% y/y as of January 2016, its 
fastest pace since late 2012 (chart 1). The pickup has been led by rising 
mortgage debt, with record low borrowing costs continuing to support 
strong housing demand nationally, and rising home prices boosting loan 
values. Consumer credit growth has eased over this period to 2.5% y/y, 
notwithstanding a sharp acceleration in auto loans, mirroring relatively 
modest gains in retail sales ex. autos as well as more subdued home 
renovation activity. 

Credit growth continues to outpace household income gains of 3-3½% y/y, 
pushing the ratio of credit market debt to disposable income to a record 
165.4 in the final quarter of 2015 (chart 2). This ratio is likely to edge 
higher in 2016 as any easing in credit growth alongside new mortgage 
regulations is offset by slowing income gains. 

The Bank of Canada has repeatedly warned of the increasing 
vulnerabilities in the household sector to an adverse shock to incomes 
or interest rates due to rising indebtedness. It points in particular to the 
growing number of highly indebted households. From a cyclical 
perspective, high indebtedness could exacerbate economic downturns 
by reducing the financial cushion available to households to maintain 
discretionary spending and debt payments. 

Even so, Canadian household finances remain much less problematic 
than in the United States prior to the financial crisis. Measured on a 
comparable basis, Canada’s debt-to-income ratio is still more than 10 
percentage points below the U.S. level at its peak in 2007.  

The aggregate household debt-service ratio — debt payments as a 
share of disposable income — has been stable around 14% since 2009, 
as falling interest costs offset rising principal payments (chart 3). 
However, the debt-service ratio is above its historical average, and could 
face significant upward pressure if/when borrowing costs move higher. 

Overall, Canadian household finances remain comparatively healthy. 
Households continue to have sizeable asset holdings behind their debts, 
and a near record level of net worth relative to disposable income. Real 
estate equity as a share of housing assets is in line with historical 
averages. Savings out of current income are holding steady around 4%. 
And delinquency rates and consumer bankruptcies nationally remain 
historically low and stable. The share of mortgage loans past due 90 
days or more totaled just 0.27% in December, while the comparable rate 
for credit cards was 0.81% as of October.  

Nevertheless, household finances are vulnerable to a large or sustained 
reversal in home prices or personal net worth. Delinquency rates and 
bankruptcies have begun to edge up in Alberta, Saskatchewan and 
Newfoundland & Labrador, a trend we expect to continue alongside 
deteriorating employment and income prospects and softening house 
prices in these regions. 
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ECB: Targeting The Credit Cycle 

Shifting from conventional to unconventional policies 

The ECB has partially learnt its lesson from the December meeting of over-promising and under-delivering. 
This time the reverse was true and delivered bold measures. More specifically the package of policy easing 
included: 

 The deposit rate was cut by 10bp to -0.4%, in line with most expectations (although there was a case for 
an even bigger move);  

 Both the refi and the lending rates were cut by 0.05% to 0.0% and 0.25 %, respectively (which was a 
surprise), though the move was not very bold; 

 An increase in the monthly asset purchases by €20bn to €80bn per month starting in April. Although the 
end-date of the purchase programme was not extended (it runs at least until the end of March 2017), the 
ECB’s balance sheet will expand by an additional 30%! So, if we compare to the initial QE package 
announced one year ago with a target of €1.1Trn, the package is now closer to €1.7Trn; 

 A further expansion in the list of assets that are eligible to be purchased to include investment grade non-
financial corporate bonds. As of December 2015, the total (non-financial) corporate bond market was 
worth more than €1.1Trn according to ECB data. Assuming half of the extra €20bn monthly flows will be 
focused on buying corporate bonds, it would mean that the ECB will buy around €120bn of corporates 
bonds over the coming year. Last year, according to ECB data, the net supply in this market accounted 
for slightly less than €60 bn. At a time when financial markets are highly driven by supply/demand flows, 
this would suggest a significant easing in the credit market, an important factor to ease financial 
conditions in the Eurozone.   

 An increase in the share limit on international bonds (e.g. EIB or EFSF) NOT government bonds such as 
Bunds) being purchased from 33% to 50%; 

 The launch of a new series of TLTRO (TLTRO II) with a maturity of 4 years every quarter and starting in 
June. Compared to TLTRO I, borrowing conditions under TLTRO II will be much more favourable. In 
particular, the cost of accessing the TLTRO will be the refinancing rate (currently at 0%). However, if 
lending exceeds an institution’s target than the cost of borrowing via the TLTRO could fall to as low as the 
deposit rate (currently at -0.4%). There will be no risk of early repayment in case conditions linked to this 
credit growth benchmark are not met.  

While the initial market reaction was negative by pushing yields and the EUR higher, we think that the move 
will be effective. In an economy highly dependent on banks, targeting the credit cycle and protecting banks’ 
profitability by offering cheap funding for many years is the right thing to do. Also, adding corporate bonds to 
the APP came as a big surprise given that we thought the ECB will be reluctant to bypass the Bundesbank at 
this meeting. It demonstrates strong cohesion inside the board on moving further/deeper into QE. 
Furthermore, it is also smart way to bypass the constraint of the capital key and move away from the risk of a 
German bond squeeze. This allows the ECB QE to be more flexible by focusing on a broader based asset 
class with the possibility to target peripheral corporates for example. This is a good way to improve the 
transmission of monetary policy, particularly in peripheral countries. 

But a lack of consistency may pose an upside risk to the EUR. 

 A 10bp cut in the deposit rates looks small relative to the 30bp downgrade in the ECB’s medium term 
inflation forecast. This looks at odds with previous comments from the ECB president that it wants to 
avoid any tightening in financial condition by keeping medium term real rates stable. 

  Frédéric Prêtet 00.33.17037.7705 
frederic.pretet@scotiabank.com  

 



Fixed Income Strategy 

Global Views 
  

March 11, 2016 

16 

  

… continued from previous page 

 While the restraint was understandable from a bank profitability perspective, the admission that interest 
rates could have reached a bottom could also be seen as a sign of weakness and impact credibility. 
Indeed, suggesting that the ECB has reached a limit on one leg of its monetary policy is at odds with 
previous speeches that there is no limit.  

 More importantly, by suggesting that its interest rate ammunition is pretty much exhausted, the ECB has 
lost some flexibility to drive down the EUR. This is important because at this point in the eurozone 
economic cycle (when the output gap remains highly negative), the exchange rate matters for inflation. 
The market is well aware of this as the correlation between inflation expectations and the EUR has 
strengthened over the past year. The ECB is now at risk of the EUR being determined by other central 
banks rather than its own actions. The market could be tempted to push the EUR higher, dampening 
inflation expectations and implying an adverse retightening in financial conditions. 

So, while yesterday’s meeting was a strong message of support for the banking sector, the Governing Council 
will need to find another way to maintain control on the exchange rate. Also, by implying that there is less 
leeway on interest rates, the ECB will be forced to deliver more on the QE side. As a consequence, the 
probability of seeing the ECB buying bank bonds at some point has increased. It will be interesting to see in 
the minutes if this option was discussed and whether this is a likely future course of action. 

Updated Macroeconomic Projections — Inflation Slashed 

The ECB policy decision was taken in light of significant downward revisions to the inflation outlook. More 
specifically, the 2016 inflation projection was slashed by almost a full percentage point to 0.1%. The 2017 
projection was pushed down by 0.3% points to 1.3%. For 2018, the forecast was 1.6% (the first estimate that 
we have on this horizon — but a good margin below 2% nonetheless). While the ECB president indicated this 
mainly reflected the impact of lower oil prices, it is worth noticing that core inflation has also been revised 
down. This emphasises rising worries among the ECB that underlying inflation could be trapped on a 
persistently lower than expected path.  

On growth, the downward revisions were more limited. Growth was nudged down by around a ¼ percentage 
point to 1.4% for 2016 and 1.7% 2017, with 2018 seen at 1.8%. The downward revisions were mainly blamed 
on weaker global demand and lower than expected export growth. 
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UK Budget Preview 

Damage Limitation 

With the EU referendum on the horizon, George Osborne will want to avoid attracting unwanted attention from 
this Budget Statement.  

Public Finances Progress Report 

The public finances are moving in the right direction, although arguably not as quickly as initially hoped. The 
PSNBx (Public Sector Net Borrowing) is on track for a deficit of around 4% of GDP in 2015/16, before falling 
to 2.5% of GDP next year. That is down from a peak of just over 10% of GDP in 2009/10 and getting close to 
the 2.5-3% of GDP range recorded before the crisis.  

The aim of the government’s austerity drive is not merely to get the deficit back to pre-crisis levels. Rather, it is 
to work towards running a small surplus by the end of the parliament (around 0.5% of GDP each year) in order 
to reduce the debt to GDP ratio back towards pre-crisis levels. On the basis of current projections it is still 
going to take around 20 years to get from 82.5% currently, down to the pre-crisis debt to GDP ratio of close to 
40%.  

Macroeconomic update 

The latest OBR projections for growth and inflation are likely to be downgraded. Table 1 shows the projections 
from November 2015’s Autumn Statement. We expect the growth figures to be nudged down by around ½% 
to close to 2% y/y in both 2016 and 2017. Meanwhile the slump in the price of oil around the end of last year is 
likely to see the OBR’s inflation projection for 2016 trimmed from 1% down to around 0.6% y/y. 

In isolation, these represent a setback for the public finances. Slower growth and lower inflation typically point 
to weaker tax receipts and higher government spending. Furthermore, the debt to GDP and budget deficit as a 
% of GDP calculations suffer since the denominator (i.e. nominal GDP) is smaller. A rough back of the 
envelope calculation based on the Treasury’s ready reckoner model shows that a half percentage point 
downgrade in the nominal GDP growth outlook would increase borrowing by around GBP5bn. However, this is 
only one side of the coin. Perversely, lower inflation can also reduce the government debt interest burden. 

(More) Money down the back of the sofa? 

Clearly, the Chancellor could announce some discretionary policy measures in order to keep the public 
finances on the same trajectory as last time. Alternatively, the Chancellor may be able to repeat the wizardry 
that was used last November, where he found around GBP27bn “down the back of the sofa”. 

More specifically, in mid-2015, the Bank of England announced that it would not begin to sell its holding of 
gilts held in its QE programme at least until Bank Rate reaches 2%. In response to this, the OBR downgraded 
its projected path for gilt yields. In turn, that reduced the government’s projected debt interest burden. In 
addition, the OBR’s inflation projection was also pushed down, which also reduced the government’s interest 
burden on the outstanding stock of inflation-linked gilts. 

There is room for a repeat of these on both fronts. More specifically, UK 10-year yields are around 40bp lower 
now than at the time of the Autumn Statement. While that is a substantial move, it is a little short-term in 
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nature; it could easily be reversed. Furthermore, it was the projected level of yields 2-3 years from now that 
provided the boost to the public finances in November, rather than a near-term move. The point is that lower 
yields could boost the public finances, but the boost is unlikely to be as large as in November.  

Meanwhile, the downgrading in the outlook for inflation should also reduce government borrowing. At the time 
of the Autumn Statement, the OBR’s projection for RPI was 2.0% y/y in 2016 and 3.0% y/y in 2017. Our 
forecasts are 1.75% y/y and 2.25% y/y, respectively. As a guide, with close to GBP500bn of outstanding 
inflation linked gilts, a downgrade in the inflation outlook of ½% would represent a reduction in the debt 
interest burden of GBP2.5bn per year. 

So there is likely to be a windfall for the Chancellor from lower inflation and government bond yields. However, 
at best, it will merely offset the deterioration in the public finances from the downgrade in the nominal GDP 
projections. 

Borrowing Arithmetic Update — Suffering Slippage 

Table 2 summarises some of the key fiscal metrics from the Autumn Statement.  

The figure in the top left hand corner is likely to come under scrutiny. With just two months left of fiscal year 
2015-16, the Chancellor will need an extraordinary spot of luck in order to meet the borrowing target of 
GBP73.5bn for 2015-16. To be clear, the level of government borrowing has been falling compared with the 
same period a year ago. However, the extent of the improvement has been smaller than was built into the 
latest projections (Chart 1). We would assume that full-year borrowing according to the PSNBx should be 
around GBP78.5bn in 2015-16, which would be GBP5bn higher than projected last November. 
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Table 2: Key OBR Fiscal Projections 

Chart 1: Evolution of PSNBx Through the Calendar Year 
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In the absence of remedial discretionary policy measures, this overshoot in borrowing during 2015-16 would 
be likely to have spill-over effects to future years, pushing the borrowing figures higher from 2016-17 and 
beyond. A number of commentators have highlighted the risk of breaking the Chancellor’s self-imposed fiscal 
rule. This states that the government must run a surplus every year from 2019-20 onwards unless GDP 
growth is below 1% y/y. However, the latest projections had already assumed a fairly sizeable surplus for 
2019-20 (GBP10.1bn). Hence the Chancellor has some leeway and we doubt that he will hit the panic button 
and take drastic action. Mild tweaking is quite possible, but we doubt we will see much more than that. 

Another key metric to watch from Table 2 will be the 1-year change in the cyclically adjusted PSNBx 
(alternatively known as the structural deficit). This provides the best guide to the severity of austerity. The 
Autumn Statement projections pointed to a near 1% of GDP of fiscal tightening per year for the next 3 years. An 
easy way to gauge the impact of this on growth is to divide that figure by 2 (i.e., assume a fiscal multiplier of a 
half) which would suggest a mere 0.5 percentage point drag on GDP growth for the next 3 years. That is a fairly 
tangible extent of fiscal tightening and headwind for growth, but not as severe as we have seen over the past 5 
years. That profile looks very credible and plausible; hence we doubt that there will be much change this time 
around. Furthermore, having only updated the fiscal arithmetic in November (following a post-election Budget in 
July), we expect just a token tweaking of the figures.  
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European Inflation Update 

What Impact Could the Bounce in Oil Have? 

The bounce-back in the price of crude oil, if sustained, should provide a tangible boost to headline inflation 
across Europe. Given the difference in the proportion of tax levied on fuel across different countries, the impact 
will vary. The following provides a rough guide to the likely impact on inflation in the UK and eurozone.  

Our estimates show the first round impact, i.e. the boost to inflation from the road fuel components of the CPI. In 
the eurozone this is likely to be amplified by a lift in the household energy component which also correlates 
closely with crude oil prices. In both cases there is also scope for second round effects. These have been 
particularly prominent in the UK, explaining a large proportion of the slowdown in services inflation. However, we 
believe that the thrust is ‘less negative’ rather than dramatically ‘more positive’ since the rise in oil represents a 
recovery from extreme lows rather than a full-blown rally. 

UK 

Chart 1 shows how our projection for UK CPI inflation would change if we assume that the bounce in the price of 
oil persists. Our previous assumption was that the price of oil goes sideways at what was the current spot price 
(USD32pb) for 6 months, before rising by USD0.5pb each month thereafter. Under the alternative scenario, we 
assume that oil (Brent) moves sideways at USD40pb for the next 6 months before rising by USD0.5pb per 
month thereafter.  

The difference in the two projections is 35bp. If the rise in the price of oil is sustained, our projection would see 
headline CPI inflation just about reaching 1% y/y by end-year. In terms of the RPI, this would have a similar 
effect and help to push the headline RPI inflation up to 2.1% y/y by end year (from 1.3% y/y currently). 

If we go a step further and extrapolate the rise in Brent to USD50pb, then our end-year CPI inflation projection 
would be 1.3% y/y (60bp above our original profile) and RPI would hit 2.5% y/y by end-2016. 

Eurozone 

The proportion of tax in a litre of fuel is roughly 50% across the eurozone compared with around 77% in the UK. 
This means that when the price of oil moves, it has a bigger impact on eurozone inflation while the impact is 
diluted in the UK. This, combined with the impact of oil prices on domestic energy bills in the Eurozone, 
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Chart 1: UK CPI Under Different Oil Price Scenarios  
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suggests that the boost to eurozone inflation should be closer to 50bp (if oil stays at USD40pb). As Chart 2 
below shows, this could make the difference between eurozone inflation plunging to a fresh low of -0.5% y/y by 
mid-year (if oil had stayed at USD32pb) and hovering just below zero. 

Why the Hesitancy? 

Inflation projections have been plagued by downward surprises over the last two years. In turn, most of the downward 
surprise was due to the dive in crude oil prices. This tendency for inflation to surprise more on the downside than 
upside in recent years makes us a little more cautious about revising our profile upwards to the full extent. 

Furthermore, we are a little concerned that the recent rise in oil might prove to be seasonal and hence temporary. 
In particular, we shunted up our inflation profile at around this time a year ago, amid a similar rally in the price of 
oil. That rally proved to be temporary, with the price of oil tumbling again around mid-year. Hence our judgement 
call is that we are factoring in half of the recent jump in the price of oil into our base case inflation projection. This 
pushes our end-year UK CPI inflation projection up to 0.8% y/y with RPI inflation at 1.8% y/y at that point.  

The same assumption for the eurozone, pushes our projection upwards such that headline inflation is broadly 
stable during H1 before accelerating during H2. By end-year, HICP inflation should reach 0.8% y/y under this 
assumption; implying an annual average of close to zero for 2016. 
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Chart 2: Eurozone HICP Under Different Oil Price Scenarios 

Table 1: Updated Base Case Inflation Projections 
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EUROPE 

Euro zone industrial production data for January will be 
released on Monday, March 14th. We estimate that industrial 
production rebounded in January, advancing 1.7% y/y and 
1.9% m/m, after declining by -1.3% and -1.0% in December, 
respectively. This is consistent with the surge seen in German 
industrial activity at the start of 2016, where industrial 
production rose 3.3% m/m and 2.2% y/y — the sharpest 
monthly increase since September 2009 and a record high 
volume of production. Nevertheless, mixed signals about the 
health of the euro zone and Chinese economies have 
impacted consumer, business and industrial sentiment, which 
may prompt us to lower our euro area growth forecast for 2016 
in our next Global Forecast Update, which is set to be released 
in mid-June.  

LATIN AMERICA 

Chile will release fourth quarter real GDP results on March 
18th. We expect that the Chilean economy expanded by 1.6% 
y/y in the October-December period, which would bring annual 
economic growth in 2015 to 2%. Weak copper prices continue 
to depress the critical mining and manufacturing sectors, while 
sluggish global external demand conditions are likely to persist 
for the time being. 

ASIA 

India will release February inflation data on March 14th. While 
the country’s inflation environment remains generally 
favourable, consumer price gains have accelerated somewhat 
in recent months and reached 5.7% y/y in January, driven by 
higher food prices, particularly those of pulses. We estimate 
that the headline inflation rate remained unchanged in 
February. On the back of base effects, we expect price 
increases to intensify somewhat around mid-year, after which 
inflation rate will likely ease back toward the 6% y/y mark by 
the end of the year. 
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Key Indicators for the week of March 14 – 18 

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

North America 

A2 

Country Date Time Indicator Period BNS Consensus Latest
CA 03/14 08:30 Teranet - National Bank HPI (y/y) Feb -- -- 5.9

US 03/15 08:30 Empire State Manufacturing Index Mar -- -12.0 -16.6
US 03/15 08:30 PPI (m/m) Feb -0.3 -0.2 0.1
US 03/15 08:30 PPI ex. Food & Energy (m/m) Feb 0.2 0.1 0.4
US 03/15 08:30 Retail Sales (m/m) Feb -0.3 -0.1 0.2
US 03/15 08:30 Retail Sales ex. Autos (m/m) Feb -0.3 -0.2 0.1
CA 03/15 09:00 Existing Home Sales (m/m) Feb -- -- 0.5
US 03/15 10:00 Business Inventories (m/m) Jan -- 0.0 0.1
US 03/15 10:00 NAHB Housing Market Index Mar -- 59.0 58.0
US 03/15 16:00 Total Net TIC Flows (US$ bn) Jan -- -- -114.0
US 03/15 16:00 Net Long-term TIC Flows (US$ bn) Jan -- -- -29.4

US 03/16 07:00 MBA Mortgage Applications (w/w) MAR 11 -- -- 0.2
CA 03/16 08:30 International Securities Transactions (C$ bn) Jan -- -- -1.4
CA 03/16 08:30 Manufacturing Shipments (m/m) Jan 1.0 0.8 1.2
US 03/16 08:30 Building Permits (000s a.r.) Feb -- 1200 1202
US 03/16 08:30 CPI (m/m) Feb -0.2 -0.2 0.0
US 03/16 08:30 CPI (y/y) Feb 0.9 0.9 1.4
US 03/16 08:30 CPI (index) Feb -- 236.9 236.9
US 03/16 08:30 CPI ex. Food & Energy (m/m) Feb 0.2 0.2 0.3
US 03/16 08:30 CPI ex. Food & Energy (y/y) Feb 2.2 2.2 2.2
US 03/16 08:30 Housing Starts (000s a.r.) Feb 1160 1150 1099
US 03/16 08:30 Housing Starts (m/m) Feb 5.6 4.6 -3.8
US 03/16 09:15 Capacity Utilization (%) Feb 77.0 76.9 77.1
US 03/16 09:15 Industrial Production (m/m) Feb -0.1 -0.3 0.9
US 03/16 14:00 FOMC Interest Rate Meeting (%) Mar 16 0.75 0.50 0.50

CA 03/17 08:30 Wholesale Trade (m/m) Jan -- -- 2.0
US 03/17 08:30 Current Account (US$ bn) 4Q -- -116.7 -124.1
US 03/17 08:30 Initial Jobless Claims (000s) MAR 12 270 266 259
US 03/17 08:30 Continuing Claims (000s) MAR 5 -- -- 2225
US 03/17 08:30 Philadelphia Fed Index Mar 0.0 -1.5 -2.8
US 03/17 10:00 JOLTS Job Openings (000s) Jan -- 5550 5607
US 03/17 10:00 Leading Indicators (m/m) Feb -- 0.2 -0.2

CA 03/18 08:30 CPI, All items (m/m) Feb 0.2 0.2 0.2
CA 03/18 08:30 CPI, All items (y/y) Feb 1.6 1.4 2.0
CA 03/18 08:30 Core X8 CPI (m/m) Feb 0.6 0.5 0.3
CA 03/18 08:30 Core X8 CPI (y/y) Feb 2.0 1.9 2.0
CA 03/18 08:30 CPI, All items (index) Feb -- -- 126.8
CA 03/18 08:30 CPI SA, All items (m/m) Feb -- -- 0.2
CA 03/18 08:30 Core CPI SA, All items (m/m) Feb -- -- 0.2
CA 03/18 08:30 Retail Sales (m/m) Jan 1.0 0.8 -2.2
CA 03/18 08:30 Retail Sales ex. Autos (m/m) Jan 0.9 0.8 -1.6
US 03/18 10:00 U. of Michigan Consumer Sentiment Mar P 93.0 92.2 91.7
MX 03/18 15:00 Overnight Rate (%) Mar 18 -- 3.75 3.75
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Key Indicators for the week of March 14 – 18 

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

A3 

Asia Pacific 

Europe 

Country Date Time Indicator Period BNS Consensus Latest
EC 03/14 06:00 Industrial Production (m/m) Jan 1.9 1.7 -1.0
EC 03/14 06:00 Industrial Production (y/y) Jan 1.7 1.6 -1.3

FR 03/15 03:45 CPI (m/m) Feb F 0.2 0.2 0.2
FR 03/15 03:45 CPI (y/y) Feb F -0.2 -0.2 -0.2
FR 03/15 03:45 CPI - EU Harmonized (m/m) Feb F 0.3 0.3 0.3
FR 03/15 03:45 CPI - EU Harmonized (y/y) Feb F -0.1 -0.1 -0.1
IT 03/15 05:00 CPI - EU Harmonized (y/y) Feb F -0.2 -0.2 -0.2
EC 03/15 06:00 Employment (q/q) 4Q -- -- 0.3

UK 03/16 05:30 Average Weekly Earnings (3-month, y/y) Jan -- 2.0 1.9
UK 03/16 05:30 Employment Change (3M/3M, 000s) Jan -- 144.0 205.0
UK 03/16 05:30 Jobless Claims Change (000s) Feb -- -9.1 -14.8
UK 03/16 05:30 ILO Unemployment Rate (%) Jan -- 5.1 5.1

SZ 03/17 04:30 SNB 3-Month Libor Upper Target (%) Mar 17 -0.25 -0.25 -0.25
SZ 03/17 04:30 SNB 3-Month Libor Lower Target (%) Mar 17 -1.25 -1.25 -1.25
NO 03/17 05:00 Norwegian Deposit Rates (%) Mar 17 0.50 0.50 0.75
EC 03/17 06:00 CPI (m/m) Feb 0.1 0.1 0.1
EC 03/17 06:00 CPI (y/y) Feb F -0.2 -0.2 -0.2
EC 03/17 06:00 Euro zone Core CPI Estimate (y/y) Feb F 0.7 0.7 0.7
EC 03/17 06:00 Trade Balance (€ bn) Jan -- 10.0 24.3
UK 03/17 08:00 BoE Asset Purchase Target (£ bn) Mar -- 375 375
UK 03/17 08:00 BoE Policy Announcement (%) Mar 17 0.50 0.50 0.50

GE 03/18 03:00 Producer Prices (m/m) Feb -- -0.1 -0.7
EC 03/18 06:00 Labour Costs (y/y) 4Q -- -- 1.1
RU 03/18 06:30 One-Week Auction Rate (%) Mar 18 11.00 11.00 11.00

Country Date Time Indicator Period BNS Consensus Latest
CH 03/12 00:30 Fixed Asset Investment YTD (y/y) Feb -- 9.3 10.0

JN 03/13 19:50 Machine Orders (m/m) Jan -- 1.9 4.2

IN 03/14 02:30 Monthly Wholesale Prices (y/y) Feb -- -0.2 -0.9
HK 03/14 04:30 Industrial Production (y/y) 4Q -- -- -1.9
IN 03/14 08:00 CPI (y/y) Feb 5.7 5.5 5.7
AU 03/14 20:30 New Motor Vehicle Sales (m/m) Feb -- -- 0.5
ID MAR 14-15 Exports (y/y) Feb -- -15.0 -20.7
ID MAR 14-15 Imports (y/y) Feb -- -12.8 -17.2
ID MAR 14-15 Trade Balance (US$ mn) Feb -- 181.0 50.6
JN MAR 14-15 BoJ Monetary Base Target (¥ tn) Mar 15 80.0 80.0 80.0
JN MAR 14-15 BoJ Basic Balance Rate (%) Mar 15 0.10 -- 0.10
JN MAR 14-15 BoJ Macro Add-On Balance Rate (%) Mar 15 0.00 -- 0.00
JN MAR 14-15 BoJ Policy Rate (%) Mar 15 -0.10 -0.10 -0.10
PH MAR 14-15 Overseas Remittances (y/y) Jan -- 4.2 4.9

JN 03/15 00:30 Capacity Utilization (m/m) Jan -- -- -1.0
JN 03/15 00:30 Tertiary Industry Index (m/m) Jan -- 0.4 -0.6
JN 03/15 00:30 Industrial Production (y/y) Jan F -3.8 -- -3.8
SI 03/15 01:00 Retail Sales (y/y) Jan -- 3.5 2.9
SK 03/15 19:00 Unemployment Rate (%) Feb 3.6 3.8 3.5
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Key Indicators for the week of March 14 – 18 

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

A4 

Latin America 

Asia Pacific (continued from previous page) 

Country Date Time Indicator Period BNS Consensus Latest
NZ 03/16 17:45 GDP (y/y) 4Q 2.0 2.1 2.3
JN 03/16 19:50 Merchandise Trade Balance (¥ bn) Feb -- 395.1 -648.8
JN 03/16 19:50 Adjusted Merchandise Trade Balance (¥ bn) Feb -- 235.0 119.4
JN 03/16 19:50 Merchandise Trade Exports (y/y) Feb -- -3.0 -12.9
JN 03/16 19:50 Merchandise Trade Imports (y/y) Feb -- -15.8 -17.8
AU 03/16 20:30 Employment (000s) Feb -- 12.0 -7.5
AU 03/16 20:30 Unemployment Rate (%) Feb 6.0 6.0 6.0
SI 03/16 20:30 Exports (y/y) Feb -- -3.9 -9.9
HK MAR 16-17 Composite Interest Rate (%) Feb -- -- 0.25
ID MAR 16-17 BI Reference Interest Rate (%) Mar 17 7.00 7.00 7.00

HK 03/17 04:30 Unemployment Rate (%) Feb 3.3 3.3 3.3
SK 03/17 17:00 PPI (y/y) Feb -- -- -3.3
NZ 03/17 20:00 ANZ Consumer Confidence Index Mar -- -- 119.7
PH MAR 17-18 Balance of Payments (US$ mn) Feb -- -- -813.0

JN 03/18 01:30 Nationwide Department Store Sales (y/y) Feb -- -- -1.9

Country Date Time Indicator Period BNS Consensus Latest
CO 03/14 15:00 Retail Sales (y/y) Jan -- -0.2 0.3

PE 03/15 Economic Activity Index NSA (y/y) Jan -- 4.5 6.4
PE 03/15 Unemployment Rate (%) Feb -- 7.1 6.6

CO 03/17 15:00 Trade Balance (US$ mn) Jan -- -1693 -1429
CL 03/17 17:00 Nominal Overnight Rate Target (%) Mar 17 3.50 3.50 3.50

CL 03/18 07:30 GDP (y/y) 4Q 1.6 1.6 2.2
CO 03/18 Overnight Lending Rate (%) Mar 18 6.50 6.50 6.25
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Global Auctions for the week of March 14 – 18 

North America 

Europe 

Source: Bloomberg, Scotiabank Economics. 

A5 

Country Date Time Event
US 03/14 11:30 U.S. to Sell USD37 Bln 3-Month Bills
US 03/14 11:30 U.S. to Sell USD30 Bln 6-Month Bills

US 03/15 11:30 U.S. to Sell 4-Week Bills
MX 03/15 13:30 Mexico to Sell Bills - 28 days
MX 03/15 13:30 Mexico to Sell Bills - 91 days
MX 03/15 13:30 Mexico to Sell Bills - 182 days
MX 03/15 13:30 Mexico to Sell Bonds - 3 Years

US 03/17 13:00 U.S. to Sell USD11 Bln 10-Year TIPS Reopening

Country Date Time Event
NO 03/14 06:05 Norway to Sell Bills
GE 03/14 06:30 Germany to Sell EUR3 Bln 182-Day Bills
NO 03/14 07:00 Norway to Sell NOK8 Bln 364-Day Bills
FR 03/14 09:50 France to Sell Up to EUR3.7 Bln 91-Day Bills
FR 03/14 09:50 France to Sell Up to EUR1.6 Bln 350-Day Bills
FR 03/14 09:50 France to Sell Up to EUR1.5 Bln 140-Day Bills

SP 03/15 05:30 Spain to Sell Bills
MB 03/15 06:00 Malta to Sell 91-Day Bills
MB 03/15 06:00 Malta to Sell 273-Day Bills
EC 03/15 06:10 ECB Main Refinancing Operation Result
SZ 03/15 06:15 Switzerland to Sell 91-Day Bills

DE 03/16 05:30 Denmark to Sell 1.75% 2025 Bonds
DE 03/16 05:30 Denmark to Sell 0.25% 2018 Bonds
GR 03/16 06:00 Greece to Sell EUR1 Bln 91-Day Bills
SW 03/16 06:03 Sweden to Sell SEK3.5 Bln 5% 2020 Bonds
SW 03/16 06:03 Sweden to Sell SEK500 Mln 2.25% 2032 Bonds
GE 03/16 06:30 Germany to Sell EUR4 Bln 0.5% 2026 Bonds
PO 03/16 06:30 Portugal to Sell 364-Day Bills
PO 03/16 06:30 Portugal to Sell 189-Day Bills

SP 03/17 05:30 Spain to Sell 0.25% 2019 Bonds
SP 03/17 05:30 Spain to Sell 1.95% 2026 Bonds
SP 03/17 05:30 Spain to Sell 5.75% 2032 Bonds
FR 03/17 05:50 France to Sell 3.5% 2020 Bonds
FR 03/17 05:50 France to Sell 0.25% 2020 Bonds
FR 03/17 05:50 France to Sell 2.25% 2022 Bonds
FR 03/17 06:50 France to Sell 0.1% I/L 2021 Bonds

UK 03/18 07:00 U.K. to Sell GBP1 Bln 28-Day Bills
UK 03/18 07:00 U.K. to Sell GBP1.5 Bln 91-Day Bills
UK 03/18 07:00 U.K. to Sell GBP2 Bln 182-Day Bills
IC 03/18 07:00 Iceland to Sell Bonds
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Global Auctions for the week of March 14 – 18 

Source: Bloomberg, Scotiabank Economics. 

A6 

Asia Pacific 

Latin America 

Country Date Time Event
CH 03/14 21:20 Jiangsu to Sell CNY12.18 Bln 3-Yr General Bonds
CH 03/14 21:20 Jiangsu to Sell CNY18.25 Bln 5-Yr General Bonds
CH 03/14 21:20 Jiangsu to Sell CNY18.25 Bln 7-Yr General Bonds
CH 03/14 21:20 Jiangsu to Sell CNY12.18 Bln 10-Yr General Bonds
CH 03/14 22:00 Jiangsu to Sell CNY15.82 Bln 5-Yr Special Bonds
CH 03/14 22:00 Jiangsu to Sell CNY15.82 Bln 7-Yr Special Bonds
CH 03/14 22:00 Jiangsu to Sell CNY10.55 Bln 10-Yr Special Bonds
CH 03/14 23:00 Jiangsu to Sell CNY10.55 Bln 3-Yr Special Bonds

AU 03/15 20:00 Australia Plans to Sell AUD900 Mln 2.75% 2027 Bonds
CH 03/15 22:00 China To Sell CNY20 Bln 7-Yr Bonds
CH 03/15 23:00 China Plans to Sell 7-Year Bonds
JN 03/15 23:35 Japan to Sell 1-Year Bills

AU 03/16 19:30 Australia Plans to Sell AUD500 Mln 161-Day Bills
NZ 03/16 21:05 New Zealand Plans to Sell NZD100 Mln 3% 2020 Bonds
CH 03/16 21:20 Chongqing to Sell CNY2.6 Bln 3-Yr General Bonds
CH 03/16 21:20 Chongqing to Sell CNY5.1 Bln 5-Yr General Bonds
CH 03/16 21:20 Chongqing to Sell CNY5.1 Bln 7-Yr General Bonds
CH 03/16 21:20 Chongqing to Sell CNY4.2 Bln 10-Yr General Bonds
CH 03/16 22:00 Chongqing to Sell CNY6.5 Bln 5-Yr Special Bonds
CH 03/16 22:00 Chongqing to Sell CNY6.5 Bln 7-Yr Special Bonds
JN 03/16 23:35 Japan to Sell 3-Month Bills
JN 03/16 23:45 Japan to Sell 20-Year Bonds

AU 03/17 20:00 Australia Plans to Sell AUD800 Mln 5.75% 2022 Bonds
CH 03/17 23:00 China Plans to Sell 3-Month T-Bills

Country Date Time Event
BZ 03/15 11:00 Brazil to Sell I/L Bonds - 05/15/2021
BZ 03/15 11:00 Brazil to Sell I/L Bonds - 08/15/2026
BZ 03/15 11:00 Brazil to Sell I/L Bonds - 05/15/2035
BZ 03/15 11:00 Brazil to Sell I/L Bonds - 05/15/2055

BZ 03/17 11:00 Brazil to Sell LFT - 03/01/2022
BZ 03/17 11:00 Brazil to Sell Bills LTN - 10/01/2016
BZ 03/17 11:00 Brazil to Sell Bills LTN - 04/01/2018
BZ 03/17 11:00 Brazil to Sell Bills LTN - 01/01/2020
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Events for the week of March 14 – 18 

Europe 

Source: Bloomberg, Scotiabank Economics. 
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North America 

Country Date Time Event
CA 03/14 14:00 CEO of Canada Mortgage and Housing Corporation Gives Speech

US 03/15 Florida Primaries
US 03/15 Illinois Primaries
US 03/15 Missouri Primaries
US 03/15 North Carolina Primaries
US 03/15 Ohio Primaries
US 03/15 Northern Mariana Islands Republican Caucus

US 03/16 14:00 FOMC Rate Decision
US 03/16 14:30 Federal Reserve Board Chairwoman Janet Yellen holds press conference

US 03/18 09:00 Fed's Dudley Gives Opening Remarks at Supervision Conference
US 03/18 11:00 Fed's Rosengren Speaks on a Panel at Supervision Conference
US 03/18 14:00 Fed's Bullard Speaks at Policy Forum in Frankfurt
MX 03/18 15:00 Overnight Rate

Country Date Time Event
EC 03/14 12:00 Bank of France's Villeroy de Galhau speaks at Paris Dauphine

SW 03/15 04:45 Riksbank's Ingves, FSA's Thedeen Speak at Seminar

UK 03/16 08:30 Osborne Makes Budget Speech to Parliament

SZ 03/17 04:30 SNB 3-Month Libor Target Range
SZ 03/17 04:30 SNB Sight Deposit Interest Rate
NO 03/17 05:00 Deposit Rates
UK 03/17 08:00 Bank of England Bank Rate
UK 03/17 08:00 BOE Asset Purchase Target
EC 03/17 00:00 EU Leaders Hold Summit in Brussels

RU 03/18 06:30 Key Rate
SW 03/18 Sweden Sovereign Debt to Be Rated by Fitch
RU 03/18 Russia Sovereign Debt to Be Rated by S&P
PO 03/18 Portugal Sovereign Debt to Be Rated by S&P
IT 03/18 Italy Sovereign Debt to Be Rated by DBRS
EC 03/18 German Marshall Fund Conference in Brussels March 18-20
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Latin America 

Events for the week of March 14 – 18 

Source: Bloomberg, Scotiabank Economics. 
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Asia Pacific 

Country Date Time Event
NZ 03/14 15:00 RBNZ Governor Wheeler Speaks in Auckland (Not Public)
AU 03/14 20:30 RBA March Meeting Minutes
JN MAR 14-15 BOJ Annual Rise in Monetary Base
JN MAR 14-15 BOJ Basic Balance Rate
JN MAR 14-15 BOJ Macro Add-On Balance Rate
JN MAR 14-15 BOJ Policy Rate

JN 03/15 02:30 BOJ Governor Kuroda Holds Post Policy Meeting Press Conference

AU 03/16 18:05 RBA's Debelle Speech in Sydney
HK MAR 16-17 Composite Interest Rate
ID MAR 16-17 Bank Indonesia Lending Facility Rate
ID MAR 16-17 Bank Indonesia Deposit Facility Rate
ID MAR 16-17 Bank Indonesia Reference Rate

JN 03/17 02:30 BOJ Kuroda make a brief remark at Settlement System Forum
AU 03/17 18:30 RBA's Ellis Speech in Sydney

Country Date Time Event
CL 03/17 17:00 Overnight Rate Target

CO 03/18 Overnight Lending Rate



 

Economics 

Global Views 
  

March 11, 2016 

8 

 

Global Central Bank Watch 

NORTH AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Bank of Canada – Overnight Target Rate 0.50 April 13, 2016 0.50 0.50

Federal Reserve – Federal Funds Target Rate 0.50 March 16, 2016 0.50 0.50

Banco de México – Overnight Rate 3.75 March 18, 2016 3.75 3.75

EUROPE
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
European Central Bank – Refinancing Rate 0.00 April 21, 2016 0.05 --

Bank of England – Bank Rate 0.50 March 17, 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 March 18, 2016 11.00 11.00

Central Bank of the Republic of Turkey – 1 Wk Repo Rate 7.50 March 24, 2016 7.50 --

Sweden Riksbank – Repo Rate -0.50 April 21, 2016 -0.50 --

Norges Bank – Deposit Rate 0.75 March 17, 2016 0.50 0.50

ASIA PACIFIC
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Bank of Japan – Policy Rate -0.10 March 15, 2016 -0.10 -0.10

Reserve Bank of Australia – Cash Target Rate 2.00 April 5, 2016 2.00 2.00

Reserve Bank of New Zealand – Cash Rate 2.25 April 27, 2016 2.25 2.25

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

Reserve Bank of India – Repo Rate 6.75 April 5, 2016 6.75 --

Bank of Korea – Bank Rate 1.50 April 19, 2016 1.50 --

Bank of Thailand – Repo Rate 1.50 March 23, 2016 1.25 1.50

Bank Indonesia – Reference Interest Rate 7.00 March 17, 2016 7.00 7.00

LATIN AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Banco Central do Brasil – Selic Rate 14.25 April 27, 2016 14.25 --

Banco Central de Chile – Overnight Rate 3.50 March 17, 2016 3.50 3.50

Banco de la República de Colombia – Lending Rate 6.25 March 18, 2016 6.50 6.50

Banco Central de Reserva del Perú – Reference Rate 4.25 April 14, 2016 4.25 --

AFRICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
South African Reserve Bank – Repo Rate 6.75 March 17, 2016 6.75 7.00

Federal Reserve:  We continue to think markets are underpricing the risk of a Federal Reserve hike next week, and underpricing risks over subsequent 
meetings.  For further colour on this call, please see here and here.  BoC:  After signalling a neutral bias and ahead of the following week’s Federal Budget, 
data flow will only marginally inform key market and policy debates.  CPI, retail sales, manufacturing shipments and home sales are due out.

Monetary policymakers at the Bank of England (BoE), the Swiss National Bank (SNB) and the Norges Bank will hold policy meetings on Thursday, 
March 17th, followed by the Central Bank of Russia (CBR) on March 18th. We do not forecast any changes to benchmark interest rates to come out of 
these meetings, except for the Norges Bank who has signalled that a cut was likely in the first half of the year. We expect the Norges Bank to lower its 
deposit rate by 25 basis points to 0.5%. 

The Banco de la República de Colombia is expected to raise its benchmark overnight lending rate by 25 basis points to 6.50% when monetary authorities 
meet on March 18th. Inflation continues to accelerate on the back of oil-linked currency depreciation, coming in at 7.6% y/y in February. Meanwhile, the 
Banco Central de Chile is expected to hold its nominal overnight rate target steady at 3.50% on March 17th. Chilean prices remain relatively stable by 
regional standards, with CPI growing by 4.7% y/y in February.

We expect the Bank of Japan (BoJ) to remain on the sidelines next week, assessing the impact of its latest policy move, which took the interest rate that 
is applied to some deposits financial institutions hold at the central bank into negative territory (-0.1%). Nevertheless, we believe that over the coming 
months the BoJ will consider additional stimulus measures to complement the existing policy program. Bank Indonesia lowered its benchmark interest rate 
by 25 basis points to 7.00% in mid-February. We expect the central bank to stay on hold next week and continue to ease monetary policy in the second 
quarter of the year.

North America 

Europe 

Asia Pacific 

Latin America 

Africa 

Forecasts at time of publication. 
Source: Bloomberg, Scotiabank Economics. 
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http://www.gbm.scotiabank.com/English/bns_econ/cmsr160310.pdf
http://www.gbm.scotiabank.com/English/bns_econ/globalweekahead.pdf
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    North America 

Canada 2015 15Q3 15Q4 Latest United States 2015 15Q3 15Q4 Latest
  Real GDP (annual rates) 1.2 2.4 0.8   Real GDP (annual rates) 2.4 2.0 1.0
  Current Acc. Bal. (C$B, ar) -65.7 -61.2 -61.5   Current Acc. Bal. (US$B, ar) -496
  Merch. Trade Bal. (C$B, ar) -24.0 -20.3 -18.7 -7.9 (Jan)   Merch. Trade Bal. (US$B, ar) -759 -762 -749 -765 (Jan)
  Industrial Production -0.9 -0.3 0.1 1.7 (Jan)   Industrial Production 1.3 1.3 -0.9 -0.7 (Jan)
  Housing Starts (000s) 194 213 194 213 (Feb)   Housing Starts (millions) 1.11 1.16 1.13 1.10 (Jan)
  Employment 0.8 0.9 0.8 0.7 (Feb)   Employment 2.1 2.1 2.0 1.9 (Feb)
  Unemployment Rate (%) 6.9 7.0 7.0 7.3 (Feb)   Unemployment Rate (%) 5.3 5.2 5.0 4.9 (Feb)
  Retail Sales 2.2 2.0 2.5 2.6 (Dec)   Retail Sales 1.4 1.6 1.3 3.1 (Jan)
  Auto Sales (000s) 1898 1954 1954 1940 (Dec)   Auto Sales (millions) 17.3 17.8 17.8 17.4 (Feb)
  CPI 1.1 1.2 1.3 2.0 (Jan)   CPI 0.1 0.1 0.5 1.4 (Jan)
  IPPI -0.9 -0.3 0.1 -1.7 (Jan)   PPI -3.3 -3.3 -3.3 -1.2 (Jan)
  Pre-tax Corp. Profits -15.2 -16.4 -18.6   Pre-tax Corp. Profits 2.0

Mexico
  Real GDP 2.5 2.8 2.5
  Current Acc. Bal. (US$B, ar) -32.4 -32.7 -30.8
  Merch. Trade Bal. (US$B, ar) -14.5 -25.9 -15.8 -41.3 (Jan)
  Industrial Production 1.0 1.3 0.2 1.1 (Jan)
  CPI 2.7 2.6 2.3 2.9 (Feb)

Euro Zone 2015 15Q3 15Q4 Latest Germany 2015 15Q3 15Q4 Latest
  Real GDP 1.3 1.3 1.3   Real GDP 1.4 1.7 1.3
  Current Acc. Bal. (US$B, ar) 345 403 434 540 (Dec)   Current Acc. Bal. (US$B, ar) 249.8 297.5 268.4 172.0 (Jan)
  Merch. Trade Bal. (US$B, ar) 357.3 364.9 389.5 366.1 (Dec)   Merch. Trade Bal. (US$B, ar) 274.7 278.6 271.0 175.9 (Jan)
  Industrial Production 1.4 1.8 0.8 -1.3 (Dec)   Industrial Production 0.6 1.2 -0.3 2.3 (Jan)
  Unemployment Rate (%) 10.9 10.7 10.5 10.4 (Jan)   Unemployment Rate (%) 6.4 6.4 6.3 6.2 (Feb)
  CPI 0.0 0.1 0.2 -0.2 (Feb)   CPI 0.2 0.1 0.3 0.0 (Feb)

France United Kingdom
  Real GDP 1.1 1.1 1.4   Real GDP 2.2 2.1 1.9
  Current Acc. Bal. (US$B, ar) -3.0 4.9 -6.4 -58.3 (Jan)   Current Acc. Bal. (US$B, ar) -69.8
  Merch. Trade Bal. (US$B, ar) -40.3 -36.3 -46.1 -41.0 (Jan)   Merch. Trade Bal. (US$B, ar) -191.6 -197.3 -202.0 -177.8 (Jan)
  Industrial Production 1.9 1.5 2.5 2.0 (Jan)   Industrial Production 1.0 1.2 0.8 0.2 (Jan)
  Unemployment Rate (%) 10.4 10.5 10.1 10.2 (Jan)   Unemployment Rate (%) 5.3 5.1 (Nov)
  CPI 0.0 0.1 0.1 0.2 (Jan)   CPI 0.0 0.0 0.1 0.3 (Jan)

Italy Russia
  Real GDP 0.6 0.8 1.0   Real GDP -4.1
  Current Acc. Bal. (US$B, ar) 34.9 46.5 65.7 73.7 (Dec)   Current Acc. Bal. (US$B, ar) 65.8 7.5 13.0
  Merch. Trade Bal. (US$B, ar) 49.8 53.6 66.7 78.3 (Dec)   Merch. Trade Bal. (US$B, ar) 11.6 9.4 10.1 7.9 (Jan)
  Industrial Production 0.8 1.8 1.4 3.5 (Jan)   Industrial Production -3.7 -4.2 -3.9 -2.7 (Jan)
  CPI 0.0 0.2 0.2 -0.4 (Feb)   CPI 15.5 15.7 14.5 8.1 (Feb)

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 2015 15Q3 15Q4 Latest Japan 2015 15Q3 15Q4 Latest
  Real GDP 2.5 2.7 3.0   Real GDP 0.5 1.7 0.8
  Current Acc. Bal. (US$B, ar) -56.4 -64.6 -63.6   Current Acc. Bal. (US$B, ar) 137.4 160.2 117.3 52.9 (Jan)
  Merch. Trade Bal. (US$B, ar) -12.6 -15.1 -21.7 -21.3 (Jan)   Merch. Trade Bal. (US$B, ar) -23.5 -32.1 -5.2 12.1 (Jan)
  Industrial Production 1.6 1.8 1.9   Industrial Production -0.9 -0.4 -0.5 -2.3 (Jan)
  Unemployment Rate (%) 6.1 6.2 5.8 6.0 (Jan)   Unemployment Rate (%) 3.4 3.4 3.3 3.2 (Jan)
  CPI 1.5 1.5 1.7   CPI 0.8 0.2 0.3 -0.1 (Jan)

South Korea China
  Real GDP 2.6 2.7 3.0   Real GDP 6.9 6.9 6.8
  Current Acc. Bal. (US$B, ar) 105.9 116.4 105.6 84.8 (Jan)   Current Acc. Bal. (US$B, ar) 293.2
  Merch. Trade Bal. (US$B, ar) 90.4 80.8 95.4 88.7 (Feb)   Merch. Trade Bal. (US$B, ar) 593.2 644.0 697.9 391.1 (Feb)
  Industrial Production -0.9 0.1 0.0 -0.5 (Jan)   Industrial Production 5.9 5.7 5.9 5.9 (Dec)
  CPI 0.7 0.7 1.1 1.3 (Feb)   CPI 1.6 1.6 1.6 2.3 (Feb)

Thailand India
  Real GDP 2.8 2.9 2.8   Real GDP 7.0 7.5 7.1
  Current Acc. Bal. (US$B, ar) 34.8 7.2 13.1   Current Acc. Bal. (US$B, ar) -8.2
  Merch. Trade Bal. (US$B, ar) 2.9 3.2 3.2 2.6 (Jan)   Merch. Trade Bal. (US$B, ar) -10.5 -11.9 -10.4 -7.6 (Jan)
  Industrial Production 0.3 0.9 0.3 -3.3 (Jan)   Industrial Production 3.2 4.8 1.6 -1.5 (Jan)
  CPI -0.9 -1.1 -0.9 -0.5 (Feb)   WPI -2.7 -4.6 -2.2 -0.9 (Jan)

Indonesia
  Real GDP 4.8 4.7 5.0
  Current Acc. Bal. (US$B, ar) -17.8 -4.2 -5.1
  Merch. Trade Bal. (US$B, ar) 0.6 0.9 0.1 0.1 (Jan)
  Industrial Production 4.6 4.0 4.0 1.0 (Dec)
  CPI 6.4 7.1 4.8 4.4 (Feb)

Brazil 2015 15Q3 15Q4 Latest Chile 2015 15Q3 15Q4 Latest
  Real GDP -3.8 -4.5 -5.9   Real GDP 2.2
  Current Acc. Bal. (US$B, ar) -59.1 -47.1 -38.3   Current Acc. Bal. (US$B, ar) -10.4
  Merch. Trade Bal. (US$B, ar) 19.7 32.1 37.7 36.5 (Feb)   Merch. Trade Bal. (US$B, ar) -3.0 -2.4 0.3 7.2 (Feb)
  Industrial Production -8.3 -9.2 -12.0 -11.3 (Jan)   Industrial Production -0.3 -1.7 -1.0 -8.3 (Jan)
  CPI 9.0 9.5 10.4 10.4 (Feb)   CPI 4.3 4.8 4.1 4.7 (Feb)

Peru Colombia
  Real GDP 3.3 3.2 4.7   Real GDP 3.1 3.2 3.3
  Current Acc. Bal. (US$B, ar) -2.4   Current Acc. Bal. (US$B, ar) -5.3
  Merch. Trade Bal. (US$B, ar) -0.2 -0.3 0.0 -0.5 (Jan)   Merch. Trade Bal. (US$B, ar) -1.3 -1.5 -1.6 -1.4 (Dec)
  Unemployment Rate (%) 6.4 6.3 5.8 6.6 (Jan)   Industrial Production 0.9 1.7 3.6 3.9 (Dec)
  CPI 3.5 3.8 4.1 4.5 (Feb)   CPI 5.0 4.9 6.4 7.6 (Feb)

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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Interest Rates (%, end of period)

Canada 15Q3 15Q4 Mar/04 Mar/11* United States 15Q3 15Q4 Mar/04 Mar/11*
BoC Overnight Rate 0.50 0.50 0.50 0.50   Fed Funds Target Rate 0.25 0.50 0.50 0.50
  3-mo. T-bill 0.44 0.51 0.47 0.47   3-mo. T-bill -0.02 0.16 0.26 0.32
  10-yr Gov’t Bond 1.43 1.39 1.25 1.38   10-yr Gov’t Bond 2.04 2.27 1.87 1.98
  30-yr Gov’t Bond 2.20 2.15 2.07 2.12   30-yr Gov’t Bond 2.85 3.02 2.69 2.75
  Prime 2.70 2.70 2.70 2.70   Prime 3.25 3.50 3.50 3.50
  FX Reserves (US$B) 78.3 79.7 81.2 (Jan)   FX Reserves (US$B) 109.2 106.5 106.1 (Jan)

Germany France
  3-mo. Interbank -0.06 -0.09 -0.16 -0.23   3-mo. T-bill -0.20 -0.45 -0.43 -0.43
  10-yr Gov’t Bond 0.59 0.63 0.24 0.27   10-yr Gov’t Bond 0.99 0.99 0.58 0.62
  FX Reserves (US$B) 59.3 58.5 58.5 (Jan)   FX Reserves (US$B) 53.1 55.2 56.4 (Jan)

Euro Zone United Kingdom
  Refinancing Rate 0.05 0.05 0.05 0.00   Repo Rate 0.50 0.50 0.50 0.50
  Overnight Rate -0.12 -0.13 -0.24 -0.24   3-mo. T-bill 0.49 0.48 0.48 0.48
  FX Reserves (US$B) 332.3 333.9 332.9 (Jan)   10-yr Gov’t Bond 1.76 1.96 1.48 1.58

  FX Reserves (US$B) 118.9 119.0 122.0 (Jan)

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 0.02 0.02 -0.07 -0.06   10-yr Gov’t Bond 2.61 2.88 2.55 2.68
  10-yr Gov’t Bond 0.36 0.27 -0.04 -0.01   FX Reserves (US$B) 48.1 46.5 40.9 (Jan)
  FX Reserves (US$B) 1221.5 1207.0 1220.7 (Jan)

Exchange Rates (end of period)

USDCAD 1.33 1.38 1.33 1.32   ¥/US$ 119.88 120.22 113.74 113.75
CADUSD 0.75 0.72 0.75 0.76   US¢/Australian$ 0.70 0.73 0.74 0.76
GBPUSD 1.513 1.474 1.423 1.440   Chinese Yuan/US$ 6.36 6.49 6.51 6.49
EURUSD 1.118 1.086 1.101 1.115   South Korean Won/US$ 1185 1175 1203 1193
JPYEUR 0.75 0.77 0.80 0.79   Mexican Peso/US$ 16.918 17.208 17.775 17.712
USDCHF 0.97 1.00 0.99 0.98   Brazilian Real/US$ 3.948 3.961 3.753 3.620

Equity Markets (index, end of period) 

  United States (DJIA) 16285 17425 17007 17198   U.K. (FT100) 6062 6242 6199 6140
  United States (S&P500) 1920 2044 2000 2017   Germany (Dax) 9660 10743 9824 9831
  Canada (S&P/TSX) 13307 13010 13213 13522   France (CAC40) 4455 4637 4457 4493
  Mexico (IPC) 42633 42978 44849 44833   Japan (Nikkei) 17388 19034 17015 16939
  Brazil (Bovespa) 45059 43350 49085 49723   Hong Kong (Hang Seng) 20846 21914 20177 20200
  Italy (BCI) 1179 1218 1055 1081   South Korea (Composite) 1963 1961 1956 1971

Commodity Prices (end of period)

  Pulp (US$/tonne) 960 940 940 940   Copper (US$/lb) 2.31 2.13 2.23 2.24
  Newsprint (US$/tonne) 510 505 525 525   Zinc (US$/lb) 0.75 0.73 0.83 0.81
  Lumber (US$/mfbm) 242 274 276 290   Gold (US$/oz) 1114.00 1060.00 1277.50 1264.75
  WTI Oil (US$/bbl) 45.09 37.04 35.92 38.63   Silver (US$/oz) 14.65 13.82 15.43 15.50
  Natural Gas (US$/mmbtu) 2.52 2.34 1.67 1.83   CRB (index) 193.76 176.14 168.55 173.58

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