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THE WEEK AHEAD 

Summit Aftermath, The Fed And Key China Releases To Be The Focal Points 

 Please see our full indicator, central bank, auction and event calendars on pp. A3-A9. 
 
US developments will be thrust back into the global market spotlight next week.  Tuesday’s retail sales print for 
November will help clear the air over whether a solid weekend for Black Friday through Cyber Monday sales lifted 
the total retail sales picture for the month.  At stake is whether sales from earlier in the month were postponed on 
expectations for greater than usual discounting by more price conscious than usual shoppers.  It is also possible that 
some categories of retail sales cannibalized others, like food and restaurants.  Also at issue is the inflation adjusted 
print that will follow once CPI numbers become available by week’s end, which will provide clarity over the 
magnitude of discounting and the extent to which any gain flows through to GDP.  Two final issues we’ll have to 
wait to assess include whether retail sales strength lifted total consumer spending or cannibalized other types of 
spending, and whether consumers are able to sustain any momentum from November into December.  Next up will 
be the Fed meeting on Tuesday which will not be accompanied by a press conference this time.  We will be 
anticipating a shift in communications strategy and the possibility of a cut in the discount rate to equalize funding 
costs at the discount window for US banks compared to the recent cheapening in funding costs for foreign banks 
through the globally coordinated cut to USD swap funding.  This may not happen, however, as such a move would 
be mostly symbolic.  Key votes on the proposed payroll tax cut extension could begin as early as Tuesday.  
Thursday will bring forward the Philly Fed gauge that is expected to remain in mild expansion territory, producer 
prices, and industrial production.  Dallas Fed President Richard Fisher gets the final word on Friday when he 
speaks on “A Report on the Economy: Where Have We Been; Where Are We Going?”  This will be Fisher’s last 
vote on the FOMC as he shifts to non-voting and non-alternate status next year.  The US also auctions 3s, 10s, 30s 
and TIPS next week. 
 
Asian markets could influence the global tone out of the gates with weekend figures expected for China’s trade 
balance during the month of November.  Consensus expects export growth to markedly cool.  That would be in 
keeping with evidence of a contracting manufacturing sector.  To that effect, Tuesday evening’s December print 
for the private sector ‘flash’ purchasing managers’ index covering the manufacturing sector will also be closely 
watched.  Recall that November’s result shifted back into contraction, so whether this is sustained into year end 
will pose significant market risk.  Japan’s Tankan survey of large manufacturers is expected to soften in the Q4 
reading due out on Tuesday, Australia releases trade figures on Sunday evening, and the Reserve Bank of India 
makes a rate decision on Friday.  The RBI has been bucking the global trend toward flat-lining or easing monetary 
policy on the basis of domestic inflation concerns. 
 
European markets could be focused upon additional forthcoming details regarding the EU Summit, as EC 
President Jose Barroso and EU President Herman Van Rompuy present results of the EU Summit on Tuesday.  
Copies of our paper titled “Germany’s Case Is Buttressed By Canada’s Experience” are available upon request.  
Auctions come back in full force next week as a test of the sticking power to this past week’s late week rally.  Each 
of Italy, France, Spain, Germany and the UK auctions bills and/or bonds throughout the week.  The Norges Bank is 
expected to cut 25bps on Wednesday, and the Swiss National Bank will maintain a hold at 0% on Thursday.  Data 
flow will take a back seat, but there are a few gems to consider.  UK retail sales during November are on tap for 
Thursday and are expected to drop.  Germany releases the ZEW investor sentiments survey on Tuesday, and the 
manufacturing PMI on Thursday will be closely watched for further signs of contraction.  Eurozone CPI figures are 
expected to remain soft in a further easing of pressures on the ECB. 
 
Canada will generally follow the global tone in world markets next week, with a couple of notable exceptions 
keyed off of domestic events.  Bank of Canada Governor Mark Carney speaks on Monday about “Global 
Deleveraging And The Implications For Canada”.  The text is embargoed to journalists so expect headlines right 
off the bat just before 1pm, and it will be followed by a press conference.  Manufacturing shipments on Wednesday 
are expected to follow export figures for October lower in what amounts to a bleak start for Q4 GDP following the 
out-sized and unsustainable gains in manufacturing and trade in Q3 that themselves reflected the unwinding of Q2 
downside shocks.  Canada auctions 3s on Wednesday. 
 
Latam markets will be mostly focused upon expected holds in the rate decisions by Chile and Colombia. 

Derek Holt (416) 863-7707 
derek_holt@scotiacapital.com 

Karen Cordes Woods (416) 862-3080 
karen_woods@scotiacapital.com 
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CANADA 

 

 Public sector earnings trend lower, while private sector earnings trend higher.  
 
Public sector earnings in Canada are slowing after registering solid gains this past decade, while private 
sector advances are displaying more resilience.  A decade of relative earnings outperformance for the broad 
public sector is set to wind down, a shift reminiscent of the mid-1990s when increasing fiscal restraint put 
significant and sustained pressure on government spending.  
 
Governments at all levels — the federal, most provinces, as well as 
many municipalities — have maintained a longer-term commitment to 
reduce large budget deficits, much of which was incurred during the 
short but sharp recession and the ensuing sluggish recovery. 
Maintaining this focus and the need to regain more fiscal flexibility for 
the future has been made abundantly clear by the recent economic 
slowdown that has been reinforced by the sovereign debt crisis in the 
euro zone and the ensuing sharp increase in financial market volatility.  
 
Governments have already begun the process of  restraining the growth 
in program spending in Canada. Infrastructure investments are being 
wound down, while expenditures are being closely scrutinized for 
more efficiencies to exact increased savings. A reduced pace of growth 
in the public sector’s wage bill is also reflective of the restraint 
underway, with average weekly public sector earnings moderating this 
year to a 2.5% rate from last year’s pace of over 3.0% (chart 1). This slowing trend will more than likely 
persist as governments wrestle with the need to put their budgetary dynamics on a more solid footing in an 
increasingly uncertain outlook. Under present conditions, however, a return to the severe compression on the 
public sector and its earnings instituted in the 1990s to help battle comparatively much larger budget 
imbalances doesn’t appear in the cards. 
 
Private sector earnings gains are crossing over those in the public sector. This year’s advance to date is 
checking in at 2.7%, slightly ahead of last year’s 2.4% pace, and largely reflects the increase in hours 
worked. The overall wage bill has been restrained by the slack in the labour market that still persists in some 
sectors, manufacturing for example. This factor should help reinforce the moderate upward trend in average 
weekly private sector earnings, particularly with the Canadian economy shifting to a slower growth trajectory 
over the next year.  
 
Nonetheless, the upward trend in private sector earnings should persist. 
The country’s resource-rich regions will continue to benefit from the 
increasing demand for commodities. Unemployment rates in Alberta, 
Saskatchewan and Newfoundland & Labrador are approaching record 
lows, with sizeable shortages of skilled labour contributing to the 
upward pressure on hours worked and wage rates.  
 
The slower pace of economic growth in the year ahead will produce 
fewer jobs in Canada, though the stronger regions and sectors will 
remain outperformers. Earnings growth in the public sector will 
continue to decelerate while the upward bias in private sector earnings 
will be constrained by competitive issues and labour oversupply in 
areas that are more focused on non resource-related exports to the U.S. 
and Europe. On balance, the growth in annual aggregate earnings will 
likely trend down to the lower end of the 2-3% range that existed in the 
2000s, a development that will reinforce a more moderate pace of consumer spending.   
 

  

Diverging Trends In Canadian Workers’ Earnings  
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CANADIAN MONETARY POLICY 

 

 A liquidity shock and inflation uncertainty are the key debating points. 
 
The Bank of Canada’s latest rate announcement this past week reinforces our forecast for no rate cuts in favour 
of a prolonged pause until well into 2013.  The litmus test for rate cuts remains either a liquidity shock and/or 
some evidence that inflation is sharply softening in the direction of the BoC’s aggressive forecast.  In the 
absence of evidence supporting such developments, we assign a 30% chance to BoC rate cuts. 
 
1.  Liquidity Shock 
When the BoC statement repeated the expression “With the target interest rate near historic lows and the 
financial system functioning well, there is considerable monetary policy stimulus in Canada” it reinforced the 
notion that a sharp liquidity shock that impairs the functioning of the financial system would likely be required 
to motivate renewed rate cuts.  In that case, additional liquidity management responses would also ensue.  But 
with 90 day CDOR-OIS interbank funding spreads having only gently risen from about 26bps in July to 31bps 
today, the market is judging the health of the Canadian banking system to be on firm footing with minimal 
exposures to European banks. 
 
2.  Inflation Risks 
The key forward-looking matter, however, concerns whether the BoC’s inflation views come to fruition as a 
guide to setting future monetary policy.  The Bank of Canada has taken to the far left tail of the inflation 
distribution by forecasting that headline CPI will drop from 2.9% y/y as of the latest October report to 1% by 
next summer.  After having been surprised to the upside for the past two core prints, the BoC is assuming that 
core CPI won’t challenge the BoC’s 2% target again until late 2013.  On balance, I think the BoC rightly 
shifted its inflation stance over the late summer and for reasons not even related to the late summer 
acceleration of concerns in Europe and the US debt ceiling debate, as we argued in our July article “The Bank 
of Canada Risks Coming In Below Its 2% Target,” pp.5-6, Global Views July 22, 2011.  While the BoC’s 
current views may well come to fruition, let’s at least have an appreciation for the enormous uncertainty 
regarding the sensitivities as everyone has to have fairly wide confidence intervals surrounding their inflation 
forecasts at this juncture.  I would think that such uncertainties justify a hold by the BoC at near record low 
rates rather than betting the house on uncertain inflation dynamics. 
 
2.i. The Consumer Cycle 
First, will consumers be more price conscious going forward?  I suspect that retailers will find it much tougher 
to extract pricing power at the top of structural peaks across so many measures of household sector activity in 
Canada and assuming a reasonably soft landing for housing markets that have only extended the cycle due to 
the structural decline in borrowing costs that can’t go on indefinitely.  In essence, after free-spending years in 
which the country went on the path toward the current record highs in home ownership, inflation-adjusted 
consumer spending, home reno spending, leverage and house prices and accompanied by the worst housing 
affordability on record when properly measured, will Canadians now be pickier, and focused upon bargain 
hunting and discounting efforts?  In essence, after spending like Americans, are they on the verge of more fully 
embracing the hard sell that used to be a failing Canadian retail strategy and part of the reason why US forays 
by Canadian retailers usually had them returning licking their wounds?   Will more of the Canada-US retail 
price gap close as discounting becomes more prevalent here?  Or will border frictions like credit card cross-
border FX conversion rates, shipping charges, customs duties, and the fact that not all US retailers bother to 
export to Canada insulate Canadian retailers from some of the US price pressures? 
 
2.ii. Output Gaps 
Second, there is still a considerable degree of slack in the Canadian economy that will make it difficult for 
producers to exercise pricing power.  The -1.0% output gap as at 2011Q2 is forecast by the BoC to take until 
the end of 2013 to close.  Our own similar forecast is in chart 1.  But are output gaps connected to inflation as 
tightly as they once were?  Certainly a crude look at the statistical relationship illustrates that the once tight 
relationship broke down starting in the early 1990s.  Why this happened is uncertain.  Perhaps it occurred as 
the BoC began targeting stable inflation through output gap dynamics but that may be giving a little too much 
credit to domestic monetary policy in a globalized world.  Or, did the relationship between domestic output 
gaps and inflation break down as other global factors took over in importance such as disinflationary influences 

  

The BoC Sets A High Bar For Rate Cuts 
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… continued from previous page 

emanating from emerging markets?  If the former, will 
the BoC target future inflation as successfully?  If the 
latter, are we kidding ourselves in believing that a 
modestly sized central bank can control domestic prices 
in a globalized world?  Will emerging markets be 
exporting further disinflation or inflation going forward?  
That depends at least in part upon how successful they 
are at containing margin pressure through investment in 
cost-mitigating capital goods and processes. 
 
2.iii. Oil Prices 
Third is the role of oil prices.  For every sustained $10 
change in the price of a barrel of oil, headline inflation is 
swung by +/- about a quarter of a percentage point.  Oil’s 
rise from US$60 per barrel for the benchmark contract 
through the market lows of March 2009 to about US$115 
in April of this year swung headline inflation higher, but 
its crash to US$76 by early October fixed that problem 
with a lag going forward on the year-over-year rates.  If 
the best that oil can do without sparking ruinous demand 
destruction is to stay roughly flat at current levels just 
north of $100 a barrel, then presto, there goes much of your 
headline inflation problem although it must be noted that we’re 
still up about 10% from year-ago oil prices. 
 
2.iv. Food Prices 
Fourth, will upward pressure upon food prices persist or will a 
cooling global economy sap pricing strengths while volatile global 
weather patterns swing from disappointing crops to abundant 
production so as to put downward pressures upon prices?  Will 
food retailers continue to be put under margin pressure in such a 
manner as to limit food price inflation as it affects the end 
consumer as opposed to the rest of the value chain?  Food has 
about a 16% weight in headline CPI, well over the 10% weight 
attached to energy for a combined direct commodity sensitivity of 
about one-quarter of the basket.  Given that commodity price 
forecasts are notorious for being among the variables most likely to 
behave as Brownian motion random walks, I remain unconvinced 
of any inflation forecast that hinges exclusively upon a commodity 
price view. 
 
2.v. Canadian Dollar 
Fifth, what role will CAD sensitivity play?  A 10% trade- weighted currency rise equals about a 0.3% drop in 
core inflation in year one, and a 0.5% drop in year two according to the Bank of Canada’s Terms of Trade 
Economic Model (see chart 2).  There is global evidence of diminishing price pass-through effects of currency 
movements into inflation readings across many countries including little to no evidence of pass-through in the 
eurozone but still modestly significant in Canada.  That said, one could steer the Queen Mary through the 95% 
confidence interval surrounding the ToTEM model’s sensitivities that range anywhere from mild effects 
toward a drop of as much as 2 percentage points in core inflation by the second year following a 10% trade-
weighted rise in the currency.  Thus, if you’d like to forecast currency implications for CPI, even a perfect 
medium-term CAD forecast despite the consensus miss on the huge depreciation experienced this Fall would 
only take you a fraction of the way toward settling the debate.  Then we’re into the role played by large import 
conglomerates in exercising pricing power over imports, the contestability of the Canadian retail space, and the 
sophistication of the domestic consumer as but three additional factors where a retail sector strategist is better 

  Derek Holt (416) 863-7707 
derek_holt@scotiacapital.com 

Karen Cordes Woods (416) 862-3080 
karen_woods@scotiacapital.com 
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equipped to forecast prices than a 
macroeconomist. 
 
2.vi. Market Expectations 
Sixth, what does the market think of future 
inflation?  This expectations argument is 
influential in shaping future inflation, as 
financial markets, consumers and 
businesses incorporate future inflation 
expectations into today’s contracts such that 
there is a certain degree of hard-wired 
momentum in inflation projections.  Canada 
doesn’t have a liquid enough market to rely 
upon spreads between nominal and real 
return bonds as a proxy for market-based 
inflation measures, so let’s look to the US.  
TIPS break-evens have risen slightly of late 
and are significantly off their recent low 
points with the one-year nominal-real spread rising to about 1% now, the 5 year at 1.7%, and the 10 year at 2.1% 
(chart 3).  This suggests the market is expecting low inflation for a long time such that expectations are reasonably 
stable.  But this measure can be exceptionally volatile, and is impure in that the spread between nominal and real 
bonds reflects not just inflation expectations but also other factors such as the relative liquidity of both types of 
bonds during risk-on, risk-off bouts of market anxiety.  Thus, treat them as important but with the requisite grain 
of salt accompanying expectations measures. 
 
2.vii.  Are High Commodities Inflationary Or Disinflationary? 
Seventh, do high commodity prices lead to strong pass-through into broader inflation gauges that causes an 
outbreak of generalized inflation?  Or do high commodity prices cause disinflation by sapping pricing power 
elsewhere in the economy?  Our bias over the ongoing crisis period has been toward the latter interpretation 
because the transmission mechanisms of high commodity prices into the rest of the developed world’s 
economies are broken.  That’s especially true of the United States where impaired access to credit, a massive 
hit to wealth, and weak labour markets constrain the ability of households to smooth over a commodity price 
shock by accessing credit, relying upon wage growth and/or spending some of their wealth gains.  Faced with 
such budget constraints, higher commodity prices crowd out spending on other discretionary items like eating 
out, big-ticket reno projects, and interest-sensitive consumer durables.  Such constraints are less material in 
Canada.  Will these arguments remain the case going forward in both countries? 
 
2.viii. Global Central Bank Policy 
Lastly, for now, is policy — particularly as it relates to global influences emanating from jurisdictions where market 
agents think the solution to fiscal largesse is to print it away.  Are we creating massive growth in monetary 
aggregates, or is explosive growth in narrow money during the crisis response phase crowding in some of the broad 
money destruction that occurred in the wake of the collapse of the shadow banking sector?  Will all of this massive 
stimulus eventually be withdrawn and in time to avert rising inflation expectations that could let the genie out of the 
bottle?  Or will the Fed’s spotty track record at timing monetary policy developments fail markets again? 
 
So what’s the point overall?  Carney is right to speak of 2 to 11 quarter variable lags associated with targeting 
2% inflation in the past, and lagging behind output gap dynamics in eventually neutralizing monetary policy in 
this cycle.  This lagged response reflects acknowledgement of the uncertainty in forecasting future inflation.  
I’m not sure that cutting rates would be sensible at such extreme depths, versus tailoring a highly uncertain 
outlook for monetary policy to uncertainties surrounding the inflation outlook.  Carney is likely better off 
talking a dovish game up the curve as he has done, rather than risking a renewed run at the lower zero bound 
— in the absence of a severe liquidity shock, the odds of which may have gone down with the recent globally 
coordinated step to ease USD funding pressures. 
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 As prospective rail & pipeline developments link mid-continent supplies to world prices 
on the U.S. Gulf Coast. 

 
Global oil prices — as measured by spot Brent Blend — remain 
relatively high in early December at US$108 per barrel, despite 
slowing global growth and challenges in the eurozone. World 
supply & demand conditions for crude oil are in balance in late 
2011, with the ‘call’ for OPEC crude roughly equal to actual 
OPEC production at 30 mb/d. OPEC will meet on December 14, 
with some members likely calling for a 1 mb/d output cut to 
offset the return of Libyan supplies (Saudi Arabia is unlikely to 
agree, but has already scaled back production). A premium for 
‘geopolitical’ supply risk in the Middle East (Iran, Syria …) has 
also resurfaced in world oil prices.  
 
In addition, North American prices have recently been lifted by a 
decline in the WTI oil price discount off Brent. After climbing 
close to US$30 per barrel — as new oil supplies reached Cushing, 
Oklahoma, with limited pipeline takeaway capability to Gulf 
Coast refining centres — this discount has narrowed to about 
US$10 on December 9. Aside from an end to some maintenance programs in the U.K. sector of the North Sea 
— which had tightened supplies of Brent relative to WTI — the lower discount reflects the following three 
developments:  
 
1. Inventories at the Cushing, Oklahoma storage hub (the pricing point for the NYMEX contract) have 

dropped by 26% from record levels last April. Oil producers have likely simply avoided this hub, selling 
in more lucrative markets (e.g. in Illinois refining centres and ‘Bakken’ crude via rail as far east as 
Philadelphia and as far west as Anacortes, Washington);  

2. Rising rail shipments of ‘Bakken’ light crude oil directly to St. James, Louisiana, diverting crude from 
the Cushing hub; Burlington Northern Santa Fe has just started its ‘Bakken Oil Express’ unit train 
between Dickenson, North Dakota and St. James (100,000 b/d); North Dakota (with 463,000 b/d of 
‘tight’ oil output in September) will likely surpass California 
as the United States’ third-biggest oil producing state by 
next spring; and  

3. The November 16 announcement that Enbridge will acquire 
ConocoPhillips’ 50% interest in the Seaway Crude Pipeline 
System and, together with Enterprise Products Partners, will 
reverse its flow from Cushing to Houston; initial flows of 
150,000 b/d by 2012:Q2 could be expanded substantially 
(possibly to 400,000 b/d by early 2013 and eventually to 
800,000 b/d) through ‘looping’ on the same right-of-way. 
This project will help to debottleneck growing mid-
Continent supplies (from Canada as well as the United 
States), connecting them to ‘world’ prices on the U.S. Gulf 
Coast. The WTI oil price discount is expected to fall further, 
with WTI oil prices likely remaining lucrative for oil 
producers in 2012 (averaging at least US$95 per barrel 
compared with US$95 in 2011). Brent oil prices should 
average a record US$111 in 2011 and remain high at 
US$108 (or more) in 2012.  

Patricia Mohr (416) 866-4210 
patricia_mohr@scotiacapital.com 
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AUTOS 

 

 Russia and the United States led the way in November, but purchases improved in most 
regions. 

 
Russia continues to drive global vehicle sales higher. With 
countries accounting for 85% of global volumes having reported 
their November sales, we estimate purchases advanced 2% y/y last 
month. Aside from ongoing double-digit gains in Russia, sales also 
rebounded sharply in India and improved in both China and Brazil. 
Global volumes are also getting a boost from strengthening sales 
across North America. Purchases are holding up better than 
expected in Western Europe, despite the region’s sovereign debt 
crisis and weakening economic activity.  

Car sales in Russia jumped 28% y/y in November and have surged 
by 42% so far this year, buoyed by strong economic growth and 
high energy prices. Volumes also bounced back in other BRIC 
nations, after falling below a year earlier in October for the first 
time since early 2009. In India, purchases jumped 7% y/y in 
November — the first gain in five months. The improvement 
reflects a better performance by Maruti Suzuki — the domestic 
market leader with a 45% share. Maruti’s sales had been undercut in recent months by product shortages 
arising from labour problems. However, volumes also rebounded at most other automakers in November, 
with several manufacturers — VW, Hyundai and Ford — reporting double-digit year-over-year increases. In 
particular, VW sales soared 46% above a year earlier last month on the strength of its Vento and Polo 
models, which account for more than 90% of the company’s overall volumes in India.  

While car sales in China remained below a year earlier in November, purchases climbed above an annualized 
11 million units, up from a low of 8.5 million as recently as July. In particular, volumes at General Motors — 
the market leader in China — totalled 237,130 units in November, 20% above a year earlier and well above 
the 180,402 vehicles that the company sold in the United States. Vehicle production is also rebounding in 
China, posting a double-digit month-to-month increase in November and climbing above an annualized 20 
million units for the first time since January.  

Car purchases in Brazil also improved, climbing to a seasonally adjusted annual rate of 2.7 million units in 
November, up from an average of 2.4 million units during the previous two months. Further gains are 
expected in coming months, as the Brazilian government recently tax cuts to stimulate economic growth, 
while the central bank has cut interest rates three times since July.  

Passenger vehicle sales are also recovering in the United States, with volumes posting a double-digit year-
over-year gain in November, lifting sales to the highest level since the ‘cash for clunkers’ program in mid-
2009. Lower gasoline prices — currently US$3.30 per gallon, down from a peak of US$4 in May — and 
some improvement in confidence are prompting U.S. households to finally start replacing their aging 
vehicles. Light trucks are leading the way, with purchases of pickup trucks and SUVs surging 27% y/y in 
November. These models captured 25% of the U.S. light vehicle market last month, up from only 21% 
between January and October.  

Car sales also remain resilient in Western Europe, despite the ongoing sovereign debt crisis. In November, 
sales edged up to an estimated annual rate of 12.7 million units — the highest level since March, and up from 
an average of 12.3 million during the previous three months. Strength in northern Europe — Germany, 
Netherlands and the Nordic countries — is cushioning the fall-off in the south. However, we still expect sales 
across Western Europe to weaken in 2012, falling roughly 5% to 12.2 million units — the lowest level since 
1996.  

  

Global Car Sales Continue To Strengthen From This Summer’s Slowdown 
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 Despite an increase in foreign participation in the local bond market, which could be 
seen as suggesting MXN’s risks are higher, we believe there are a number of offsetting 
factors. 

 
Although MXN’s high beta nature would likely lead it to register sharp losses if risk appetite were to collapse 
(59% beta to the S&P500), we believe there are a number of supportive factors to shield the peso from the 
kind of pressures we saw in 2008-2009 (MXN lost 60% of its value vs the USD in the ‘08-’09 crisis). 
 
 The Mexican FX Commission’s 

announcement (November 29, 2011) 
that daily US$400mn auctions will be 
held when USD/MXN rises 2% from 
the previous day’s FIX, should serve 
to stabilize the peso. Chart 1 shows 
how during the Lehman crisis, MXN 
price action was much more stable 
after the measure was introduced back 
then (the mechanism was introduced 
2/3 through the crisis in ’08-’09). 

 In the 2008-2009 crisis, Mexican 
assets faced the additional pressures 
derived from a group of large 
corporates facing significant pressures 
derived from losses suffered in the 
speculative use of derivatives. 
Although new regulation has 
addressed that particular issue, it is 
impossible to predict if other similar 
issues would arise in a new episode of 
extreme pressure. 

 Banxico now has roughly 2X the 
amount of USD available in its war-
chest due to the increase in FX 
reserves from US$85bn to US$141bn, 
plus the roughly US$73bn available 
under the IMF’s Flexible Credit Line 
(FCL) (see Chart 2). 

 A risk that at first glance seems more 
significant this time around is the 
much larger presence of foreign 
investors in the domestic bond market 
(see Chart 3 on the following page). 
Our sense is that risk is not as material 
as it would appear at first glance given: 

 
1. The changes made to the way afores (local pension funds) calculate their VaR reduced the pro-cyclicality 

of their portfolios, mitigating the risk that afores will be forced to sell bonds into a “sell-off” which 
contributed to the losses experienced by M-bonos in the Lehman crisis 1. 

 

We Believe MXN Is Less Vulnerable To A Sharp Sell-Off Than In ‘08-’09 

Eduardo Suárez (416) 945-4538 
eduardo_suarez@scotiacapital.com 

Chart 1: During the Lehman crisis, USD auctions stabilized MXN 

Chart 2: Stronger FX reserves, boosted by the IMF’s FCL 
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2. As opposed to the Lehman crisis, there 
are no indications that Mexico faces 
credit rating downgrade pressures. 

3. The above mentioned FX 
Commission intervention changes. 

4. The inclusion of the M-bonos into 
global benchmarks — plus a  
growing EM dedicated investor pool 
— helps somewhat shield the M-
bonos from a flow reversal (although 
we would still expect to see 
outflows). 

 
 Other risks: 

1. US + Mexican data has been 
supportive, but a deterioration is likely if global uncertainty persists. 

2. Political risk could rise as the elections approach. 

3. Unforeseen pressures, such as the corporate FX derivative problems which arose in 2008. 

4. Parent banks could withdraw liquidity to prop-up their “head-office” balance sheet (roughly 80% of 
Mexico’s banking sector is controlled by foreign banks). 

 
Bottom line: we believe that despite increased holdings of M-bonos by foreigners, MXN’s is less vulnerable 
than in ‘08-’09. 
 
1 Consar announcement: http://www.consar.gob.mx/boletin_estadistico/archivos/
Adecuaciones_a_las_reglas_de_inversion_de_las_Siefores.pdf 

 

… continued from previous page 
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Chart 3: Foreign holdings of M-bonos have risen, but have a 
structural component 

 

http://www.consar.gob.mx/boletin_estadistico/archivos/Adecuaciones_a_las_reglas_de_inversion_de_las_Siefores.pdf


 
 

 
Emerging Markets Strategy Global Views  

11 December 9, 2011 

 

 
Colombia stands out among its Latin American peers for the direction of its monetary policy. While most 
central banks are on hold and are expected to cut rates over the next year, Colombia hiked rates by 25bp at 
the end of November for a total of 175bp this year. Reading the justification for their latest decision in 
isolation, the logic makes perfect sense. With economic growth expected to remain strong, fuelled in part by 
rapid increases in bank credit, and with inflation rising, it makes sense to tighten monetary policy, especially 
when we consider that the current policy rate is below the neutral rate. Viewed in the context of the decisions 
of other Latin American central banks, however, the decision is less clear. 
 
Comparing macro variables across countries, we find that inflation in Mexico has been rising in line with that 
of Chile and Peru (Figure 1). Inflation in those countries started rising earlier and the central banks there have 
targets that are equal to or lower than those of Colombia. The economic growth numbers show that Colombia 
has fared fairly well relative to other Latin American countries (Figure 2), but not so well as to justify a 
different monetary policy. We don’t yet have third quarter growth numbers for Colombia yet, but we do 
know that third quarter industrial production has grown 6% rather than 3% in the previous quarter, while 
retail sales growth has slowed from 15% to 9%, numbers consistent with the Central Bank’s predictions of 
6% to 7% growth for the third quarter and 5% to 6% for the entire year. Nevertheless, Colombian growth 
remains lower than that of Peru, and Mexico’s third quarter growth rate of 4.5% was a pleasant surprise, 
exceeding both analyst expectations and the prior quarter’s figure. Thus, while Colombia’s recent inflation 
and growth results do warrant a more hawkish stance relative to some Latin American countries, they only 
partly explain why the direction of Colombian monetary policy is different. 

 

There are several additional factors to consider here. Notice that, in Figure 1, Colombia was the only country 
never to experience a negative growth rate. Since the biggest uncertainty these days typically mentioned both 
by investors and central bankers is the fate of Europe, understanding how global factors would impact 
Colombia is critical. Colombia’s past relative resilience during the crisis is particularly helpful when we 
consider the strength of Colombian trade linkages with the United States. In 2010, 40% of Colombian exports 
went to the US while only 15% went to the EU. Since the next crisis will come from Europe rather than the 
US, one could argue that Colombia’s endurance of global risks would be even better than before. 

 

Why Is Colombian Monetary Policy Different?  

Joe Kogan (212) 225-6541 
joe_kogan@scotiacapital.com 

 

Recent inflation and growth data alone are not sufficient to explain why the Colombian Central Bank is 
hiking interest rates even as its Latin American peers are considering rate cuts. A lower sensitivity to 
external shocks, fewer external financial linkages, and different views on the appropriate timing of policy 
changes in response to shocks are among the additional factors that explain the difference.  
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Contributing to this resilience is the relative lack of financial linkages with the US or Europe. Around 80% of 
Colombian banks are locally owned, avoiding the problems some are now expecting stemming from the 
effects of European bank deleveraging on Latin America subsidiaries. Thanks to taxes and other transaction 
costs, foreigners have an almost non-existent role in the local sovereign bond market, although there may be 
some indirect exposure through NDFs or structured products. The financial sector is highly regulated in 
Colombia, especially with regards to FX exposure, limiting the impact of any external disruptions. Similarly, 
looking over the balance of payments data, it is clear that portfolio flows and foreign lending have played a 
small role in the country’s development, perhaps with the exception of a few recent quarters. Contrast that to 
Brazil, whose large corporates are accustomed to receiving funding from abroad. During the previous crisis, 
those overseas markets dried up, forcing larger corporates to borrow domestically and crowding out domestic 
borrowing by smaller firms. 
 
Finally, there is the issue of timing. When faced with the prospect of a large external shock, when should the 
central bank act? We find Turkey on one extreme, considering that they were the first country to cut their 
policy rate back in early August in anticipation of a worsening situation in Europe. When the spillovers from 
Europe did not materialize in the real economy, the central bank reversed course by manipulating other short-
term rates and the amount of funds offered at those rates to effectively tighten monetary policy. Other central 
banks are standing by, wary of the risks and partly taking them into account in their economic projections. 
Colombia finds itself on the other extreme. The Central Bank focuses on strong domestic conditions in the 
context of a moderate expansion in the US and a gradual weakening in Europe. The minutes released this 
morning emphasize that the base case scenario does not envision a worldwide recession. The Central Bank 
has noted in the past that monetary policy could be adjusted rapidly as soon as any shock from Europe 
presents itself, a point repeated in the minutes today. 
 
How quickly can changes in monetary policy affect the domestic economy? In a period of six-months starting 
in December 19, 2008, the central bank rapidly cut rates from 10% to 4.5%. As a result, lending rates fell 
from 17% to 12% in the same period, demonstrating how quickly conditions respond to the policy rate. Some 
fear that the response to monetary policy has slowed more recently, perhaps due to distortions in the way key 
banking rates are calculated or because, unlike in the past, there has been some external lending that has 
offset tightening monetary policy. More importantly, the central bank has less room to respond this time 
around, since both the real policy rate and especially the nominal policy rate is lower. 
 
Continuing to follow the reasons for the difference between monetary policy in Colombia and other Latin 
American countries is important. If the primary cause of the discrepancy is differing views about the 
magnitude of the crisis in Europe or the appropriate timing of a central bank response, then Colombia’s 
monetary policy is likely to be the most volatile going forwards; we could see a rapid reversal if the Central 
Bank has underestimated the external shocks. On the other hand, if Colombia finds itself less sensitive to a 
Europe shock for fundamental reasons, and its own idiosyncratic domestic conditions such as credit growth 
and high housing prices continue to dominate, then monetary policies would continue to diverge. 
 
 

 

… continued from previous page 
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Key Points 
 The ECB cut rates by an additional 25 bps to 1.00% and took further measures to boost liquidity.  
 However, Mr. Draghi dashed hopes of more aggressive government bond purchases. 
 The tone of the press conference suggested that the ECB could now be in a wait and see mode on rates 

for the time being. However, the bias remains very much on the downside.  
 
ECB gives…  
Just a few months ago, the speculation among economists was whether or not the new ECB President, Mr. 
Draghi would be prepared to take bold actions and react to rising recession risks in the first months of his 
presidency. Having cut rates by 25 bps twice in as many meetings, and announcing further measures to 
improve liquidity conditions in the area, the new president seems to have delivered beyond expectations. 
 
In our previous article, we emphasised that rising credit risk would force the ECB to take further actions, and 
the scale of the announced measures illustrate the commitment of the central bank to address this point. 
Among them, the most widely anticipated was a further lengthening of refinancing operations. The maturity 
of these will be 3 years (instead of one year announced in October), increasing collateral availability at the 
ECB as well as at the national central bank level which benefit from even more room for manoeuvre on this 
point.   
 
…and takes it back 
However, by dashing hopes that the central bank might fire its bazooka (and engage in some form of QE) on 
the back of decisive action from the Eurozone leaders’ summit, the impact of the above measures to address 
risk aversion and restore confidence could be very limited. Indeed, Mr. Draghi was very clear in describing as 
a misunderstanding by the media of his previous comments about things falling into place if there was a fiscal 
compact. Furthermore, he was very explicit that the ECB will not allow national central banks to lend to the 
IMF who in turn would lend to distressed nations, since this would not be consistent with the spirit of the 
Treaty.  
 
The ECB likely to pause for the time being… 
Compared to last month, the ECB president indicated that the decision to cut rates was not unanimous. While 
Mr. Draghi mentioned that this lack of unanimity was not on the substance side (i.e., lowering rates) but more 
on the timing, it suggests that the central bank could now enter into a pause. This raises the issue of whether 
the ECB considers the 1% level as a threshold.   
 
Mixed new macroeconomic projections also lend some support for this scenario. While the sharp downward 
revision to the GDP growth projection (now expected to be in a range of -0.4% to 1.0% for 2012 and 0.8% 
and 2.2% for 2013, meaning mid-points of 0.3% and 1.3% respectively), the surprise came from stickier 
inflation than we thought. Indeed, the ECB has revised up next year’s inflation to 2.0% from 1.7% and only 
see inflation below the 2% mark in 2013 with a mid-point at 1.5%.   
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So Much For Super Mario 

 

ECB Macroeconomic Projections & Consensus

2011 mid 2012 mid 2013 mid

HICP 2.6 to 2.8 1.5 to 2.5 0.8 to 2.2 2.7 2.0 1.5

GDP 1.5 to 1.7 ‐0.4 to 1.0 0.3 to 2.3 1.6 0.3 1.3

HICP 2.5 to 2.7 1.2 to 2.2 1.2 to 2.2 2.6 1.7

GDP 1.4 to 1.8 0.4 to 2.2 0.4 to 2.2 1.6 1.3

2013
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… continued from previous page 

... although the bias is still on the downside. 
 
Given that the ECB repeated its commitment to stick to its mandate of price stability, the sticky inflation 
forecast could be seen as an impediment to further near term rate cuts. However, the past three months have 
demonstrated that the central bank was pragmatic and ready to respond to the deteriorating growth outlook, 
despite inflation remaining at a high 3% level. We would expect it to continue to do so, and comments from 
Draghi that current high inflation is linked to one-off factors like high commodity prices and indirect taxes 
suggest that the ECB is relatively relaxed regarding medium term price stability. Indeed, the 2-year ahead 
inflation projection is rather low at 1.5% y/y on average. It means that at some point during 2013 inflation 
could well be closer to 1% than 2%, so below the definition of “below but close to 2%” price stability 
definition.  

 
Looking to ECB growth forecast for next year at 0.3% GDP after 1.6% for this year, it would indeed imply a 
“mild recession“ of one quarter with a contraction of -0.2% to -0.3% q/q in Q4 and then a recovery at a 
+0.2%  quarterly pace over the following four quarters. 
 
We think risks are on the downside compared to this scenario as we look for zero growth next year. Mr. 
Draghi seems also to recognize this by pointing to “substantial” downside risks, which suggests that the 
monetary policy bias is still on the downside.  Assuming a recovery at the beginning of the year would imply 
that surveys like PMI indices will turn up quickly. Our expectations for a further decline in business 
confidence suggest therefore that rate cuts will come back onto the ECB table over the coming months.  
 
All in all, given the medium term inflation projection is so low, we wouldn’t rule out another interest rate cut 
as soon as January, but February is probably a better bet as they will have an early idea of the next set of 
macro forecasts. 
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Key Data Preview  

CANADA 
Manufacturing shipments (Wednesday) will be the only major data release out of Canada next week, suggesting 
that Canadian markets will likely follow the global tone for most of the week.  Nonetheless, we are expecting a 
deterioration in shipments in October — in line with the decline in exports we witnessed — as temporary gains in 
September were reversed. Indeed, exports plunged 3.0% m/m in nominal terms and 3.2% m/m in real terms, teeing 
both nominal and real shipments up for a decline as well. A strong gain in shipments in July, August and 
September also sets the bar substantially higher for a further gain in October. With aggregate hours worked and 
housing starts also down in October, a decline in shipments will likely weigh quite heavily on real GDP, starting 
Q4 on a weak footing.  
 
UNITED STATES 
There are several US data releases next week that could 
garner market attention but perhaps the one to watch is 
advance retail sales which will be released on Tuesday.  
While several surveys have shown that Thanksgiving Day, 
Black Friday and Cyber Monday sales all taken together 
were up from last year, stores were also open longer this 
year so it is hard to disentangle whether gains were due to 
longer hours or increased demand. In addition, given that 
average hourly earnings growth is at the weakest level since 
February 2004 while the unemployment rate remains 
elevated, there is a risk that Thanksgiving sales may have 
cannibalized sales in the first half of the month by more 
than usual as cash-strapped consumers waited on the 
sidelines to take advantage of the deep discounts not offered at the beginning of November. Nonetheless, we are 
still expecting an overall increase in both headline and core sales with a 3% gain in auto sales pushing headline 
sales slightly ahead of core sales on the back of increased incentives. We will also likely witness a gain in real 
retail sales as cash discounts across the board lead to an increase in volumes, providing a lift to Q4 results, 
especially after the weakness experienced in Q3. Going forward, there is still a risk that a large gain in November 
reduces growth in December as consumers take advantage of the outsized discounts in November. However, as the 
accompanying chart suggests, this risk is quite small.  
 

Both the Empire and Philly Fed manufacturing surveys will be released on Thursday and will provide us with an 
updated view on overall US manufacturing activity in December as these two reports generally hold the tightest 
correlation with the ISM manufacturing index. While all three reports diverged in October, the correlation 
strengthened once again in November and will likely continue to remain strong into December with an expected 
further improvement in manufacturing in both the New York and Philadelphia Regions.   
 

Lastly, CPI (Friday) likely moderated in November as energy price growth remains weak while retailers may have 
discounted by slightly more than usual during the Thanksgiving holiday season. Upward pressure from rents will offset 
some of this weakness to lead to a modest overall gain on a month-over-month basis on both the headline and core 
metrics. While these factors will likely bring the headline print down to 3.5% y/y or perhaps even slightly below, given 
that gains were extremely modest last November at 0.1% m/m, the out-sized moves downward on y/y growth won’t start 
until December when headline growth jumped 0.4% m/m back in December 2010 and continued to grow at roughly this 
pace for the next five months.  Indeed, given these strong month-over-month gains last year, headline inflation could dip 
below 2% y/y by April of next year should headline CPI grow by only 0.1% m/m going forward. This would be in line 
with the Federal Reserve whose recent projections for headline PCE centered around 1.4-2.0% next year. With inflation 
relatively under control, the Fed has shifted its focus more towards bringing the unemployment rate down from its 
elevated level. While the most recent nonfarm payrolls report showed an unexpected dip in the unemployment rate, note 
that much of the decline was due to a 315,000 decline in the labour force rather than an outsized increase in employment, 
suggesting that this decline will likely be reversed going forward.  
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EUROPE 
The central banks of Norway and Switzerland will conduct monetary policy meetings next week on 
December 14th and December 15th, respectively. We expect that the Norges Bank will lower the benchmark 
deposit rate by 25 basis points (bps) on Wednesday, following other central banks which have recently 
loosened monetary conditions amid widespread financial turmoil and economic deceleration. Inflation is 
currently well below the bank’s 2.5% target (at 1.4% y/y in October), and despite a solid third-quarter GDP 
reading, the growth outlook has also weakened. The PMI dipped into contractionary territory (48.6) in 
November for the first time since early-2010, while consumer confidence recently hit a two-and-a-half year 
low. Currency moves have been fairly volatile, with the krone (NOK) depreciating again versus the US dollar 
in November following a period of strengthening in October. Already at the zero lower bound, the Swiss 
National Bank (SNB) will maintain the Libor target rate in the 0-0.25% range on Thursday. Largely due to 
Swiss franc (CHF) strength (the currency has been trading around 5% stronger than at the same time last 
year), the consumer price index registered a second yearly contraction in November, inciting some concern 
that the economy may be edging toward a deflationary spiral. Output growth slowed more than expected in 
the third quarter, while the KOF Leading Economic Indicator reached its lowest point since August 2009. 
Swiss monetary authorities will likely discuss raising the minimum exchange rate for the CHF against the 
euro (currently 1.20) at next week’s meeting. However, given the relatively stability of the EURCHF, and the 
recent gradual weakening of the CHF versus the USD, we don’t expect any change in the level at this 
juncture. 
 
LATIN AMERICA 
In Brazil, as a result of weak third-quarter GDP performance, retail sales, 
a measure of local demand performance will be a data point watched by 
Latin American market participants next week. Some other indicators, 
such as industrial production and auto sales in October point to a 
slowdown in local consumption. The country’s retail sales have slowed in 
recent months from 7.10% y/y in July to 5.30% y/y in September. Many 
factors have been weighing on the economy. First, the Brazilian real’s 
recent depreciation (14% in three months) and slower foreign demand 
have weakened industrial output; while high local inflation and 
international economic uncertainty have also dampened consumption and 
confidence. Both the central bank and the government have been trying to 
stimulate the economy; the former by cutting the reference interest rate 
(by 150 basis points to 11.0%) and the latter by reducing some taxes 
aimed at benefiting the industrial sector. We expect the Brazilian 
economy to keep slowing down though the first quarter of 2012. 
 
ASIA 
China’s trade figures will be reported over the weekend. We expect the 
yearly advance in export values to continue to trend down because of a 
fall in volumes and prices. Evidence of a slowdown in Europe, which 
accounts for about a quarter of overall Chinese shipments, and that has 
already been seen in October’s trade figures, will likely continue. 
However, leading indicators of manufacturing activity provided by the 
US-ISM manufacturing survey still point to improving conditions, 
compensating for the downdraft felt from Europe. We therefore expect a 
13.5% y/y advance in overall exports, implying a not too severe 
slowdown from October’s 15.9% advance. Finally, note that part of the 
fall in export values will be accounted for down-trending raw material 
costs, already showing in low producer price inflation within China.  
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KEY INDICATORS 

North America 

Key Indicators for the week of December 12 - 16 

Forecasts at time of publication. 
Source: Bloomberg, Scotia Economics. 
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Country Date Time Event Period BNS Consensus Latest
MX 12/12 09:00 Industrial Production (YoY) OCT 3.23 -- 3.62
MX 12/12 09:00 Industrial Production (MoM) OCT - - -- 1.8
MX 12/12 09:00 Gross Fixed Investment (YoY) SEP - - -- 10.6
US 12/12 14:00 Monthly Budget Statement (US$ bns) NOV - - -140.0 -98.5

US 12/13 08:30 Advance Retail Sales (MoM) NOV 0.7 0.6 0.5
US 12/13 08:30 Retail Sales Less Autos (MoM) NOV 0.5 0.4 0.6
US 12/13 08:30 Retail Sales Ex Auto & Gas (MoM) NOV - - 0.5 0.7
US 12/13 10:00 Business Inventories (MoM) OCT - - 0.5 0.0
MX 12/13 10:00 Vehicle Domestic Sales (AMIA) NOV - - -- 75747
MX 12/13 10:00 Vehicle Production (AMIA) NOV - - -- 240648
MX 12/13 10:00 Vehicle Exports (AMIA) NOV - - -- 192841
US 12/13 14:15 FOMC Rate Decision 13-Dec 0.25 0.25 0.25

US 12/14 07:00 MBA Mortgage Applications (WoW) 9-Dec - - -- 12.8
CA 12/14 08:30 Leading Indicators (MoM) NOV - - 0.4 0.2
CA 12/14 08:30 Manufacturing Sales (MoM) OCT -1.5 -0.4 2.6
US 12/14 08:30 Import Price Index (MoM) NOV - - 1.1 -0.6
MX 12/14 10:00 International Reserves Weekly (US$ mns) 9-Dec - - -- 141467
MX 12/14 ANTAD Same-Store Sales (YoY) NOV - - -- 5.8

CA 12/15 08:30 Capacity Utilization Rate 3Q - - 79.0 78.4
US 12/15 08:30 Producer Price Index (MoM) NOV - - 0.2 -0.3
US 12/15 08:30 PPI Ex Food & Energy (MoM) NOV - - 0.2 0.0
US 12/15 08:30 Producer Price Index (YoY) NOV - - 5.9 5.9
US 12/15 08:30 PPI Ex Food & Energy (YoY) NOV - - 2.8 2.8
US 12/15 08:30 Current Account Balance (US$ bns) 3Q - - -107.2 -118.0
US 12/15 08:30 Empire Manufacturing DEC 3.0 3.0 0.6
US 12/15 08:30 Initial Jobless Claims (000s) 9-Dec 400 390 381
US 12/15 08:30 Continuing Claims (000s) 2-Dec 3500 3640 3583
US 12/15 09:00 Net Long-term TIC Flows (US$ bns) OCT - - -- 68.6
US 12/15 09:00 Total Net TIC Flows (US$ bns) OCT - - -- 57.4
US 12/15 09:15 Industrial Production NOV 0.3 0.2 0.7
US 12/15 09:15 Capacity Utilization NOV 77.8 77.9 77.8
US 12/15 10:00 Philadelphia Fed. DEC 5.0 5.0 3.6

CA 12/16 08:30 Int'l Securities Transactions (C$ bns) OCT - - 8.0 7.4
US 12/16 08:30 Consumer Price Index (MoM) NOV 0.1 0.1 -0.1
US 12/16 08:30 CPI Ex Food & Energy (MoM) NOV 0.1 0.1 0.1
US 12/16 08:30 Consumer Price Index (YoY) NOV 3.5 3.5 3.5
US 12/16 08:30 CPI Ex Food & Energy (YoY) NOV 2.1 2.1 2.1
MX 12/16 10:00 Central Bank Monetary Policy Minutes
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Country Date Time Event Period BNS Consensus Latest
FR 12/12 02:45 Current Account (€ bns) OCT - - -- -4.0
FR 12/12 02:45 Wages (QoQ) 3Q F - - -- 0.4
UK 12/12 19:01 RICS House Price Balance (%) NOV -20.0 -24.5 -24.0
GE DEC 12-16 Wholesale Price Index (MoM) NOV - - -- -1.0
UK DEC 12-16 Nationwide Consumer Confidence NOV - - 36.0 36.0

FR 12/13 01:30 CPI - EU Harmonised (MoM) NOV 0.2 0.1 0.3
FR 12/13 01:30 CPI - EU Harmonised (YoY) NOV 2.6 2.5 2.5
FR 12/13 01:30 Consumer Price Index (YoY) NOV - - 2.4 2.3
SP 12/13 03:00 House transactions (YoY) OCT - - -- -28.2
SW 12/13 03:30 CPI - Headline Rate (YoY) NOV - - 2.7 2.9
SW 12/13 03:30 SW CPI - CPIF (YoY) NOV - - 1.0 1.1
SW 12/13 04:00 PES Unemployment Rate NOV - - 4.5 4.5
UK 12/13 04:30 DCLG UK House Prices (YoY) OCT - - -- -1.4
UK 12/13 04:30 CPI (MoM) NOV 0.0 0.2 0.1
UK 12/13 04:30 CPI (YoY) NOV 4.7 4.8 5.0
UK 12/13 04:30 Core CPI (YoY) NOV 3.2 3.3 3.4
UK 12/13 04:30 RPI (MoM) NOV 0.1 0.2 0.0
GE 12/13 05:00 Zew Survey (Current Situation) DEC 31.0 31.0 34.2
GE 12/13 05:00 ZEW Survey (Econ. Sentiment) DEC -58.0 -55.8 -55.2
EC 12/13 05:00 ZEW Survey (Econ. Sentiment) DEC - - -- -59.1

SP 12/14 03:00 CPI (EU Harmonised) (MoM) NOV 0.2 0.3 0.4
SP 12/14 03:00 CPI (EU Harmonised) (YoY) NOV F 2.9 2.9 2.9
SP 12/14 03:00 CPI (Core Index) (YoY) NOV - - -- 1.7
SP 12/14 03:00 Consumer Price Index (MoM) NOV - - 0.4 0.8
SP 12/14 03:00 Consumer Price Index (YoY) NOV F 2.9 2.9 2.9
UK 12/14 04:30 Claimant Count Rate NOV 5.0 5.1 5.0
UK 12/14 04:30 Jobless Claims Change (000s) NOV 20.0 13.7 5.3
UK 12/14 04:30 Average Weekly Earnings (3M/YoY) OCT 2.1 2.0 2.3
UK 12/14 04:30 Weekly Earnings ex Bonus (3M/YoY) OCT 1.7 1.7 1.7
UK 12/14 04:30 ILO Unemployment Rate (3mths) OCT 8.4 8.3 8.3
EC 12/14 05:00 Euro-Zone Ind. Prod. sa (MoM) OCT - - 0.0 -1.9
PO 12/14 05:00 Consumer Price Index (YoY) NOV - - -- 4.2
PO 12/14 05:00 CPI - EU Harmonised (YoY) NOV - - -- 4.0
NO 12/14 08:00 Norwegian Deposit Rates 14-Dec 2.00 2.00 2.25

FR 12/15 03:00 PMI Manufacturing DEC P 47.0 47.0 47.3
FR 12/15 03:00 PMI Services DEC P 48.0 49.0 49.6
SP 12/15 03:00 House Prices ToT Homes (QoQ) 3Q - - -- -1.2
GE 12/15 03:30 PMI Manufacturing DEC A 47.5 47.5 47.9
GE 12/15 03:30 PMI Services DEC A 49.5 50.0 50.3
SW 12/15 03:30 Unemployment Rate NOV - - 6.9 6.9
SZ 12/15 03:30 SNB 3-Month Libor Target Rate 15-Dec 0.00 0.00 0.00
EC 12/15 04:00 PMI Composite DEC A 46.2 46.5 47.0
EC 12/15 04:00 PMI Manufacturing DEC A 45.7 46.0 46.4
EC 12/15 04:00 PMI Services DEC A 47 47.0 47.5
IT 12/15 04:00 CPI - EU Harmonized (MoM) NOV F -0.1 -0.1 -0.1
IT 12/15 04:00 CPI - EU Harmonized (YoY) NOV F 3.7 3.7 3.7
IT 12/15 04:00 CPI (NIC incl. tobacco) (MoM) NOV F -0.1 -0.1 -0.1
IT 12/15 04:00 CPI (NIC incl. tobacco) (YoY) NOV F 3.3 3.3 3.3

NO 12/15 04:00 Trade Balance (NOK bns) NOV - - -- 26.7
UK 12/15 04:30 BoE/GfK Inflation Next 12 Mths NOV - - -- 4.2
UK 12/15 04:30 Retail Sales Ex Auto Fuel (MoM) NOV -0.5 -0.4 0.6
UK 12/15 04:30 Retail Sales w/Auto Fuel (MoM) NOV -0.4 -0.3 0.6
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Key Indicators for the week of December 12 - 16 

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

A5 

Asia Pacific 

EC 12/15 05:00 Euro-Zone CPI - Core (YoY) NOV - - 1.6 1.6
EC 12/15 05:00 Euro-Zone CPI (MoM) NOV 0.1 0.1 0.3
EC 12/15 05:00 Euro-Zone CPI (YoY) NOV 3.0 3.0 3.0
EC 12/15 05:00 Eurozone Employment (QoQ) 3Q - - -- 0.3
UK 12/15 06:00 CBI Trends Total Orders DEC - - -20.0 -19.0
IR 12/15 06:00 PPI (YoY) NOV - - -- 2.5

FR 12/16 02:45 Production Outlook Indicator DEC - - -- -35.0
FR 12/16 02:45 Business Confidence Indicator DEC - - 93.0 95.0
SP 12/16 03:00 Labour Costs (YoY) 3Q - - -- 0.8
SW 12/16 03:30 Average House Prices (SEK mns) NOV - - -- 1.8
IT 12/16 05:00 Current Account (€ mns) OCT - - -- -3530
EC 12/16 05:00 Euro-Zone Labour Costs (YoY) 3Q - - -- 3.6
EC 12/16 05:00 Euro-Zone Trade Balance SA (€ mns) OCT - - 500 2116

Country Date Time Event Period BNS Consensus Latest

Country Date Time Event Period BNS Consensus Latest
CH DEC 9-10 Trade Balance (US$ bns) NOV 19.0 15.2 17.0
CH DEC 9-10 Exports (YoY) NOV 13.5 10.9 15.9
CH DEC 9-10 Imports (YoY) NOV 18.8 18.8 28.7

CH DEC 10-15 New Yuan Loans (bns) NOV 580.0 550.0 586.8

JN 12/11 18:50 Domestic CGPI (MoM) NOV - - -0.1 -0.7
JN 12/11 18:50 Domestic CGPI (YoY) NOV - - 1.5 1.7
AU 12/11 19:30 Home Loans (MoM) OCT - - 0.0 2.2
AU 12/11 19:30 Investment Lending (%) OCT - - -- 1.9
AU 12/11 19:30 Owner-Occupied Home Loan Value (MoM) OCT - - -- 0.7
AU 12/11 19:30 Trade Balance (AU$ mns) OCT - - 2000 2564
JN DEC 11-16 Nationwide Dept. Sales (YoY) NOV - - -- -0.5
JN DEC 11-16 Tokyo Dept. Store Sales (YoY) NOV - - -- -1.9

JN 12/12 00:00 Consumer Confidence NOV - - 38.3 38.6
IN 12/12 00:30 Industrial Production (YoY) OCT -1.6 -0.7 1.9
JN 12/12 01:00 Machine Tool Orders (YoY) NOV P - - -- 26.0
SK 12/12 16:00 Export Price Index (MoM) NOV - - -- 1.4
SK 12/12 16:00 Import Price Index (MoM) NOV - - -- 0.9
AU 12/12 19:00 CBAHIA House Affordability 3Q - - -- 56.2
AU 12/12 19:30 Dwelling Starts (QoQ) 3Q - - -1.0 -4.7
AU 12/12 19:30 NAB Business Confidence NOV - - -- 2.0
AU 12/12 19:30 NAB Business Conditions NOV - - -- -1.0
PH 12/12 20:00 Total Exports (YoY) OCT - - -16.9 -27.0
PH DEC 12-13 Bank Lending Net of RRPs (YoY) OCT - - -- 21.7
PH DEC 12-13 Bank Lending (YoY) OCT - - -- 18.9

HK 12/13 03:30 Industrial Production (YoY) 3Q - - -- 2.0
HK 12/13 03:30 Producer Price (YoY) 3Q - - -- 8.9
SK 12/13 18:00 Unemployment Rate (SA) NOV 3.1 3.2 3.1
AU 12/13 18:30 Westpac Consumer Confidence SA (MoM) DEC - - -- 6.3
AU 12/13 19:00 DEWR Internet Skilled Vacancies (MoM) NOV - - -- -1.9
CH 12/13 21:00 Conference Board China October Leading Economic Index
JN 12/13 23:30 Industrial Production (MoM) OCT F - - -- 2.4
JN 12/13 23:30 Capacity Utilization (MoM) OCT F - - -- -3.6
CH DEC 13-17 Actual FDI (YoY) NOV - - -- 8.8
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Key Indicators for the week of December 12 - 16 

Forecasts at time of publication. 
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A6 

NZ 12/14 16:30 Business NZ PMI NOV - - -- 46.5
AU 12/14 18:30 Consumer Inflation Expectation (%) DEC - - -- 2.5
JN 12/14 18:50 Tankan Lge Manufacturers Index 4Q - - -2.0 2.0
JN 12/14 18:50 Tankan Non-Manufacturing 4Q - - 1.0 1.0
JN 12/14 18:50 Tankan Lge Mfg Outlook 4Q - - -3.0 4.0
JN 12/14 18:50 Tankan Non-Mfg Outlook 4Q - - 1.0 1.0
JN 12/14 18:50 Tankan Large All Indust Capex 4Q - - 2.5 3.0
AU 12/14 19:30 New Motor Vehicle Sales (MoM) NOV - - -- 1.1
AU 12/14 19:30 RBA Foreign Exchange Transactions (AU$ mns) NOV - - -- 401.0
PH 12/14 20:00 Unemployment Rate OCT - - -- 7.1
CH 12/14 21:30 HSBC Flash China Manufacturing PMI DEC - - -- 48.0
JN 12/14 23:00 Tokyo Condominium Sales (YoY) NOV - - -- 0.0
PH DEC 14-15 Overseas Workers Remittances (US$ mns) OCT - - -- 1735.6
TH DEC 14-23 Total Car Sales NOV - - -- 42873

IN 12/16 01:30 India REPO Cutoff Yld 16-Dec 8.50 -- 8.50
IN 12/16 01:30 Cash Reserve Ratio 16-Dec 6.00 -- 6.00
IN 12/16 01:30 Reverse Repo Rate 16-Dec 7.50 -- 7.50

Country Date Time Event Period BNS Consensus Latest

Latin America 

Country Date Time Event Period BNS Consensus Latest
BZ 12/12 05:30 Central Bank Weekly Economists Survey
CL 12/12 06:30 Central Bank Economist Survey
BZ 12/12 08:00 Trade Balance (FOB) - Weekly (US$ mns) 11-Dec - - -- 319.0
PE 12/12 Trade Balance (US$ mns) OCT - - -- 656.0

BZ 12/13 06:00 Retail Sales (MoM) OCT - - 0.0 0.6
BZ 12/13 06:00 Retail Sales (YoY) OCT - - 5.2 5.3
BZ 12/13 06:00 Broad Retail Sales (YoY) OCT - - -- 4.8
CL 12/13 16:00 Nominal Overnight Rate Target 16-Dec 5.25 5.25 5.25

PE 12/15 10:30 Unemployment NOV - - -- 7.3
CO 12/15 16:00 Trade Balance (US$ mns) OCT - - -- -337.3
BZ 12/15 Long Term Rate - TJLP 1-Jan - - 6.0 6.0
PE 12/15 GDP NSA (YoY) OCT - - -- 5.8

BZ 12/16 05:00 FGV CPI IPC-S (% change) 9-Dec - - -- 0.6
PE 12/16 Central Bank Quarterly Inflation Report
CO 12/16 Overnight Lending Rate 16-Dec 4.75 4.75 4.75
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North America 

Europe 

Global Auctions for the week of December 12 - 16 

Source: Bloomberg, Scotia Economics. 

A7 

Country Date Time Event
CA 12/12 10:30 Canada Sells CAD 2 Bln 24-Day Cash Management Bills
US 12/12 11:00 U.S. Fed to Purchase USD 1.00-1.50 Bln TIPS
US 12/12 11:30 U.S. to Sell 3-Month Bills
US 12/12 11:30 U.S. to Sell 6-Month Bills
US 12/12 13:00 U.S. to Sell 3-Year Notes

US 12/13 11:30 U.S. to Sell 4-Week Bills
US 12/13 11:30 U.S. to Sell 52-Week Bills
US 12/13 13:00 U.S. to Sell 10-Year Notes Reopening

US 12/14 11:00 U.S. Fed to Sell USD 8.00-8.75 Bln Notes
CA 12/14 12:00 Canada to Sell 3-Year Notes
US 12/14 13:00 U.S. to Sell 30-Year Bonds Reopening

US 12/15 11:00 U.S. Fed to Purchase USD 4.25-5.00 Bln Notes
US 12/15 13:00 U.S. to Sell 5-Year TIPS Reopening

US 12/16 11:00 U.S. Fed to Purchase USD 2.25-2.75 Bln Notes
US 12/16 14:00 U.S. Fed to Purchase USD 4.25-5.00 Bln Notes

Country Date Time Event
IT 12/12 05:00 Italy to Sell EUR 7 Bln 365-Day Bills
NE 12/12 05:30 Netherlands to Sell Up to EUR2 Bln 107-Day Bills
NE 12/12 05:30 Netherlands to Sell Up to EUR2 Bln 198-Day Bills
FR 12/12 09:00 France to Sell EUR1 Bln 308-Day Bills
FR 12/12 09:00 France to Sell EUR1.5 Bln 182-Day Bills
FR 12/12 09:00 France to Sell EUR4 Bln 91-Day Bills
UK DEC 12-16 U.K. to Sell 4.25% 2027 Bonds on Week Commencing Dec. 19

SP 12/13 04:30 Spain to Sell 12M and 18M Bills
GR 12/13 05:00 Greece to Sell EUR1.25 Bln 182-Day Bills
NE 12/13 05:00 Netherlands Cancels Bond Auction
SZ 12/13 05:30 Switzerland to Sell 3-Month Bills
BE 12/13 05:30 Belgium to Sell EUR800 Mln 364-Day Bills
BE 12/13 05:30 Belgium to Sell EUR400 Mln 91-Day Bills
HU 12/13 05:30 Hungary to Sell 3-Month Bills
EC 12/13 07:00 EFSF to Sell Up to EUR2 Bln 91-Day Bills

IT 12/14 05:00 Italy to Sell Up to EUR 3 Bln 4.75% 2016 Bonds
SW 12/14 05:10 Sweden to Sell SEK2 Bln 3% 2016 Bonds
GE 12/14 05:15 Germany to Sell Add'l EU5 Bln 2-Year Notes
SZ 12/14 05:30 Switzerland to Sell Bonds
UK 12/14 05:30 U.K. to Sell GBP 3 Bln 4% 2022 Bonds
PD 12/14 06:30 Poland to Hold Exchange Offer Auctions

SP 12/15 04:30 Spain to Sell 4% 2020 Bonds
SP 12/15 04:30 Spain to Sell 3.15% 2016 Bonds
SP 12/15 04:30 Spain to Sell 5.5% 2021 Bonds
FR 12/15 05:00 France to Sell Bonds/Notes
UK 12/15 05:30 U.K. to Sell GBP4 Bln 1.75% 2017 Bonds

UK 12/16 06:10 U.K. to Sell GBP1 Bln 182-Day Bills
UK 12/16 06:10 U.K. to Sell GBP1 Bln 91-Day Bills
UK 12/16 06:10 U.K. to Sell GBP500 Mln 28-Day Bills

Asia Pacific 

Country Date Time Event
JN 12/11 22:35 Japan to Sell 2-Month Bills

JN 12/12 22:45 Japan to Sell 5-Year Bond

CH 12/13 22:00 China to Sell 10 Year Bond
JN 12/13 22:35 Japan to Sell 3-Month Bills

JN 12/14 22:35 Japan to Sell 1-Year Bills
JN 12/14 22:45 Japan to Sell 20-Year Bond
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Events for the week of December 12 - 16 

North America 

Europe 

A8 

Country Date Time Event
CA 12/12 13:00 Bank of Canada's Carney Speaks in Toronto
CA 12/12 15:30 Bank of Canada Advisor Crawford Speaks in Toronto

US 12/13 14:15 FOMC Rate Decision

US 12/14 08:30 Fed's Lockhart Speaks about Midtown Atlanta

US 12/15 15:20 Fed's Lockhart to Give Commencement Speech in Atlanta

US 12/16 11:15 Fed's Evans Speaks on Econometric Policy Tools in Italy
US 12/16 12:00 Fed's Fisher Speaks on Economy in Austin, Texas

Asia Pacific 

Latin America 

Country Date Time Event
AU 12/13 20:30 RBA's Battellino Speaks at Banking Conference in Sydney

Country Date Time Event
EC 12/11 12:00 EU's Van Rompuy Speaks at Manager Conference in Brussels

EC 12/12 05:15 EU's Van Rompuy Meets Moldova Premier in Brussels
EC 12/12 06:30 EU's Rehn Briefs Press on New Economic Governance Rules
EC 12/12 09:00 Russia's EU Ambassador Holds Press Conference in Brussels
PO 12/12 13:00 Portugal's Moedas Speaks at Event in Lisbon
EC 12/12 15:15 EU Lawmakers Debate Draft Credit-Ratings Company Rules
PO 12/12 13:00 Portugal's Moedas Speaks at Event in Lisbon
EC 12/12 EU's Barroso Speaks at Event in Brussels
EC 12/12 EU Officials and Lawmakers Negotiate on Draft Derivatives Law
EC 12/12 EU's Oettinger Speaks in Berlin
PO 12/12 Bank of Portugal Releases Data on Banks

EC 12/13 03:00 EU's Van Rompuy, Barroso Debate EU Summit in EU Parliament
EC 12/13 06:00 European Commission Issues Quarterly Report on the Euro Area
EC 12/13 07:00 ECB's Mersch Speaks at Event in London
PO 12/13 07:30 Portugal's Moedas Speaks at Event in Lisbon
PO 12/13 07:50 Portuguese Finance Minister Speaks at Conference in Lisbon
EC 12/13 12:30 Bundesbank's Weidmann speaks in Frankfurt
SP 12/13 Spanish Parliament Reconvenes After General Election

PO 12/14 05:00 Finance Minister Vitor Gaspar to Speak in Parliament
GE 12/14 08:30 Germany's Schaeuble, Weidmann Speak on Euro Cash Anniversary
SZ 12/14 Swiss Parliament Elects Government

FI 12/15 04:00 ECB's Erkki Liikanen Speaks at Bank of Finland Quarterly Event
IT 12/15 05:00 Bank of Italy Releases October Public Finance Supplement
GE 12/15 06:25 ECB President Draghi Speech on Social Market Economy: Berlin
EC 12/15 08:00 Russia's Medvedev Meets With EU Officials in Brussels
EC 12/15 12:50 EU's Barroso Speaks at Conference in Warsaw, Poland
EC DEC 15-17 WTO Ministerial Conference

IT 12/16 03:00 Draghi, King, Bini Smaghi, Visco, Regling at Rome Conference
SZ 12/16 03:00 Swiss Government Holds Regular Meeting

Country Date Time Event
CL 12/13 16:00 Nominal Overnight Rate Target

CO 12/16 Overnight Lending Rate
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NORTH AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Bank of Canada – Overnight Target Rate 1.00 January 17, 2012 1.00 --

Federal Reserve – Federal Funds Target Rate 0.25 December 13, 2011 0.25 0.25

Banco de México – Overnight Rate 4.50 January 20, 2012 4.50 --

EUROPE
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
European Central Bank – Refinancing Rate 1.00 January 12, 2012 1.00 --

Bank of England – Bank Rate 0.50 January 12, 2012 0.50 0.50

Swiss National Bank – Libor Target Rate 0.00 December 15, 2011 0.00 0.00

Central Bank of Russia – Refinancing Rate 8.25 TBA 8.25 --

Hungarian National Bank – Base Rate 6.50 December 20, 2011 6.50 7.00

Central Bank of the Republic of Turkey –
1 Week Repo Rate

5.75 December 22, 2011 5.75 --

ASIA PACIFIC
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Bank of Japan – Target Rate 0.10 December 21, 2011 0.10 --

Reserve Bank of Australia – Cash Target Rate 4.25 February 6, 2012 4.50 4.00

Reserve Bank of New Zealand – Cash Rate 2.50 January 25, 2012 2.50 --

People's Bank of China – Lending Rate 6.56 TBA -- --

Reserve Bank of India – Repo Rate 8.50 December 16, 2011 8.50 --

Hong Kong Monetary Authority – Base Rate 0.50 TBA 0.50 --

Central Bank of China Taiwan – Discount Rate 1.88 December 29, 2011 1.88 --

Bank Negara Malaysia – Overnight Policy Rate 3.00 January 31, 2012 3.00 --

Bank of Korea – Bank Rate 3.25 TBA 3.25 --

Bank of Thailand – Repo Rate 3.25 January 25, 2012 3.25 --

Bank Indonesia – Reference Interest Rate 6.00 January 12, 2012 6.00 --

Central Bank of the Philippines – Overnight Policy Rate 4.50 January 19, 2012 4.50 --

LATIN AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Banco Central do Brasil – Selic Rate 11.00 January 18, 2012 11.00 --

Banco Central de Chile – Overnight Rate 5.25 December 13, 2011 5.25 5.25

Banco de la República de Colombia – Lending Rate 4.75 December 16, 2011 4.75 4.75

Banco Central de Reserva del Perú – Reference Rate 4.25 January 5, 2012 4.25 --

AFRICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
South African Reserve Bank – Repo Rate 5.50 TBA 5.50 --

The Bank of Canada kept rates on hold at 1% this week as expected and signalled that it will likely remain on the sidelines for sometime yet given that 
"there is considerable monetary policy stimulus in Canada" at this time. While the BoC did acknowledge that headline and core inflation have been 
“slightly” higher than expected, they continued to argue that inflation will cool markedly into next year. Indeed, it is primarily risks to the BoC's inflation 
outlook that merit sitting on the sidelines as opposed to changing rates at this juncture. In the US, the Federal Reserve will likely keep the Fed Funds 
rate on hold at 0.25% next week but we could witness enhanced guidance within the FOMC statement after the minutes to the November meeting 
suggested that Fed Chairman Bernanke had asked for suggestions for such a shift at the last meeting. Given the continued division amongst current 
FOMC members, such a shift will likely be quite moderate in order to appease the majority.

We anticipate that the Swiss National Bank (SNB) will maintain the libor target range at 0.00-0.25% next week, and will refrain at this point from raising 
the currency floor for the Swiss franc (CHF) against the euro, currently set at EURCHF 1.20. If exports and growth appear to suffer further in the coming 
months as a result of the strong CHF, the Swiss monetary authorities may opt to adjust the floor upwards. However, even if the floor were to be raised, it 
is unlikely that a weaker CHF would do much to ignite growth, given the weakened economic environment in Europe and globally. Please see the 
Previews section on page A2 for a more detailed analysis.

The Reserve Bank of India (RBI) will likely leave monetary conditions unchanged after its December 16th monetary policy meeting, backed by evidence 
that food inflation continues to come down. Food costs have decelerated all the way to a single-digit yearly advance for the first time since the second 
half of 2008. However, still high fuel costs imply that price pressures remain elevated. Part of the rise in gasoline and diesel prices has been the result of 
fiscal concerns, as public subsidies have been withdrawn in order to limit the rise of the public deficit. A positive development on the inflationary front has 
been that manufacturing cost inflation, a measure of core price pressures, has trended down. An expected continuation of this trend in the coming 
months, which is supported by the now evident economic slowdown, could open the door to monetary easing in the early part of 2012.

After four months on hold, the Colombian central bank decided to hike the reference interest rate by 25 basis points to 4.75% in November on the back 
of strong local demand and high inflationary pressures. We expect the monetary authorities to maintain the reference rate at this level at their next policy 
meeting scheduled for December 16th, waiting for more signs of local economic performance and inflationary pressures, amid current financial and 
economic uncertainty. We anticipate that the Chilean central bank will maintain the reference rate unchanged at 5.25% at the next meeting on December 
13th, with the inflation rate getting closer to 4.0% y/y and mixed signs on the economic front. 

Global Central Bank Watch 

North America 

Europe 

Asia Pacific 

CENTRAL BANKS 

A9 

Forecasts at time of publication. 
Source: Bloomberg, Scotia Economics. 
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Forecasts as at December 1, 2011* 2000-10 2011f 2012f 2013f 2000-10 2011f 2012f 2013f

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

  World1 3.7 3.8 3.7 4.0

   Canada 2.2 2.3 1.8 2.4 2.1 3.0 1.8 2.0
   United States 1.8 1.8 1.8 2.2 2.5 3.2 1.8 2.1
   Mexico 2.1 3.9 2.9 3.7 4.9 3.6 4.0 4.1

   United Kingdom 1.9 0.8 0.8 1.8 2.1 4.4 2.1 2.5
   Euro zone 1.4 1.6 0.0 1.3 2.1 2.6 1.5 1.8

   Japan 0.9 0.1 3.2 1.8 -0.3 0.2 0.4 0.5
   Australia 3.1 2.1 4.2 3.3 3.1 3.0 2.8 2.5
   China 9.5 9.1 8.9 8.5 2.3 5.0 4.5 4.3
   India 7.5 7.6 8.1 8.0 6.4 8.1 6.5 6.0
   Korea 4.6 3.8 4.3 4.5 3.1 3.7 3.3 3.0
   Thailand 4.1 2.8 3.5 4.5 2.6 3.5 3.0 2.8

   Brazil 3.7 3.5 4.0 4.5 6.6 6.5 5.7 5.0
   Chile 3.8 6.5 4.7 5.8 3.3 3.5 2.8 3.8
   Peru 5.5 6.9 5.5 5.6 2.4 4.8 3.5 2.5

Central Bank Rates (%, end of period) 11Q4f 12Q1f 12Q2f 12Q3f 12Q4f 13Q1f 13Q2f 13Q3f

Bank of Canada 1.00 1.00 1.00 1.00 1.00 1.00 1.50 2.00
Federal Reserve 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.75
European Central Bank 1.00 0.75 0.75 0.75 0.75 0.75 0.75 1.00
Bank of England 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.75
Swiss National Bank 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.25
Bank of Japan 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.25
Reserve Bank of Australia 4.50 4.25 4.25 4.25 4.25 4.25 4.50 4.50

Exchange Rates (end of period)

Canadian Dollar (USDCAD) 1.04 1.02 1.01 0.99 0.98 0.98 0.97 0.97
Canadian Dollar (CADUSD) 0.96 0.98 0.99 1.01 1.02 1.02 1.03 1.03
Euro (EURUSD) 1.30 1.29 1.28 1.27 1.25 1.25 1.26 1.28
Sterling (GBPUSD) 1.55 1.56 1.59 1.62 1.63 1.65 1.66 1.67
Yen (USDJPY) 78 78 80 80 82 83 83 84
Australian Dollar (AUDUSD) 1.00 1.02 1.04 1.06 1.08 1.09 1.09 1.10
Chinese Yuan (USDCNY) 6.3 6.3 6.2 6.1 6.1 6.0 6.0 5.9
Mexican Peso (USDMXN) 13.5 13.5 13.2 13.0 13.0 13.1 13.2 13.3
Brazilian Real (USDBRL) 1.80 1.79 1.77 1.76 1.75 1.77 1.80 1.82

Commodities (annual average) 2000-10 2011f 2012f 2013f

WTI Oil (US$/bbl) 54 95 95 104
Brent Oil (US$/bbl) 52 111 108 110
Nymex Natural Gas (US$/mmbtu) 5.81 4.05 3.50 4.25

Copper (US$/lb) 1.93 4.00 4.00 3.50
Zinc (US$/lb) 0.75 0.99 0.99 1.10
Nickel (US$/lb) 7.36 10.35 9.00 8.00
Gold, London PM Fix (US$/oz) 586 1,565 1,675 1,600

Pulp (US$/tonne) 694 977 912 950
Newsprint (US$/tonne) 575 640 680 725
Lumber (US$/mfbm) 273 255 260 300

1 World GDP for 2000-10 are 
IMF PPP estimates; 2011-13f 
are Scotia Economics' 
estimates based on a 2010 PPP-
weighted sample of 38 
countries.                                     
2 CPI for Canada and the 
United States are annual 
averages. For other countries, 
CPI are year-end rates.

 * See Scotia Economics 'Global Forecast Update' (www.scotiacapital.com/English/bns_econ/forecast.pdf) for additional 
forecasts & commentary.
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Source: Bloomberg, Scotia Economics. 

Canada 2010 11Q2 11Q3 Latest United States 2010 11Q2 11Q3 Latest
  Real GDP (annual rates) 3.2 -0.5 3.5   Real GDP (annual rates) 3.0 1.3 2.0
  Current Acc. Bal. (C$B, ar) -50.9 -64.5 -48.5   Current Acc. Bal. (US$B, ar) -471 -472
  Merch. Trade Bal. (C$B, ar) -9.0 -13.9 1.8 -10.6 (Oct)   Merch. Trade Bal. (US$B, ar) -646 -762 -727 -705 (Oct)
  Industrial Production 4.9 2.4 3.5 5.2 (Sep)   Industrial Production 5.3 3.8 3.4 3.9 (Oct)
  Housing Starts (000s) 192 192 204 181 (Nov)   Housing Starts (millions) 0.58 0.57 0.61 0.63 (Oct)
  Employment 1.4 1.6 1.5 3.1 (Nov)   Employment -0.8 0.9 1.1 2.1 (Nov)
  Unemployment Rate (%) 8.0 7.5 7.2 7.4 (Nov)   Unemployment Rate (%) 9.6 9.1 9.1 8.6 (Nov)
  Retail Sales 5.5 4.1 4.1 4.2 (Sep)   Retail Sales 6.8 8.1 8.2 7.3 (Oct)
  Auto Sales (000s) 1561 1574 1602 1586 (Sep)   Auto Sales (millions) 11.6 12.1 12.4 13.6 (Nov)
  CPI 1.8 3.4 3.0 2.9 (Oct)   CPI 1.6 3.4 3.8 3.5 (Oct)
  IPPI 1.0 5.1 5.3 -4.7 (Oct)   PPI 4.2 6.9 6.9 5.9 (Oct)
  Pre-tax Corp. Profits 21.2 15.1 17.0   Pre-tax Corp. Profits 25.0 1.3 4.2

Mexico Brazil
  Real GDP 5.4 3.2 4.5   Real GDP 6.9 2.9 2.0
  Current Acc. Bal. (US$B, ar) -5.7 -11.9 -15.0   Current Acc. Bal. (US$B, ar) -47.4 -43.4 -42.2
  Merch. Trade Bal. (US$B, ar) -3.0 5.7 -15.3 -5.6 (Oct)   Merch. Trade Bal. (US$B, ar) 20.2 39.3 40.3 7.0 (Nov)
  Industrial Production 6.0 3.5 3.4 3.6 (Sep)   Industrial Production 10.5 0.6 0.1 -2.7 (Oct)
  CPI 4.2 3.3 3.4 7.5 (Nov)   CPI 5.1 6.5 7.1 12.5 (Nov)

Chile Italy
  Real GDP 5.2 6.6 4.8   Real GDP 1.2 0.8
  Current Acc. Bal. (US$B, ar) 3.0 1.0 -11.6   Current Acc. Bal. (US$B, ar) -0.07 -0.08 -0.04 -0.06 (Sep)
  Merch. Trade Bal. (US$B, ar) 11.6 14.8 3.6 7.9 (Nov)   Merch. Trade Bal. (US$B, ar) -39.1 -45.6 -18.6 -30.4 (Sep)
  Industrial Production 0.5 7.8 2.4 -0.8 (Oct)   Industrial Production 6.5 1.6 -0.1 -3.2 (Oct)
  CPI 1.4 3.3 3.1 3.9 (Nov)   CPI 1.6 2.7 2.9 3.4 (Oct)

Germany France
  Real GDP 3.6 2.9 2.6   Real GDP 1.4 1.6 1.6
  Current Acc. Bal. (US$B, ar) 188.2 156.6 168.0 169.3 (Oct)   Current Acc. Bal. (US$B, ar) -44.5 -81.9 -48.6 -71.4 (Sep)
  Merch. Trade Bal. (US$B, ar) 201.9 212.0 225.3 207.2 (Oct)   Merch. Trade Bal. (US$B, ar) -39.0 -52.8 -50.1 -54.7 (Oct)
  Industrial Production 10.1 8.1 8.1 4.0 (Oct)   Industrial Production 4.6 1.9 2.8 1.8 (Oct)
  Unemployment Rate (%) 7.7 7.1 7.0 6.9 (Nov)   Unemployment Rate (%) 9.8 9.7 9.8 9.8 (Oct)
  CPI 1.1 2.3 2.5 3.1 (Nov)   CPI 1.5 2.1 2.1 2.3 (Oct)

Euro Zone United Kingdom
  Real GDP 1.8 1.6 1.4   Real GDP 1.8 0.6 0.5
  Current Acc. Bal. (US$B, ar) -77 -120 -66 -42 (Sep)   Current Acc. Bal. (US$B, ar) -56.9 -12.2
  Merch. Trade Bal. (US$B, ar) 32.0 -15.3 5.7 35.5 (Sep)   Merch. Trade Bal. (US$B, ar) -152.5 -162.7 -177.3 -142.9 (Oct)
  Industrial Production 7.4 4.2 4.1 2.7 (Sep)   Industrial Production 1.9 -1.3 -1.3 -1.7 (Oct)
  Unemployment Rate (%) 10.0 9.9 10.1 10.2 (Oct)   Unemployment Rate (%) 7.9 7.8 8.3 (Aug)
  CPI 1.6 2.8 2.7 3.0 (Oct)   CPI 3.3 4.4 4.7 5.0 (Oct)

Japan Australia
  Real GDP 4.5 -1.7 -0.8   Real GDP 2.6 1.9 2.5
  Current Acc. Bal. (US$B, ar) 195.9 75.4 153.5 87.9 (Oct)   Current Acc. Bal. (US$B, ar) -35.2 -18.3 -33.8
  Merch. Trade Bal. (US$B, ar) 74.6 -54.0 -29.3 -71.6 (Oct)   Merch. Trade Bal. (US$B, ar) 19.3 50.2 43.0 43.6 (Sep)
  Industrial Production 16.6 -7.0 -2.0 0.3 (Oct)   Industrial Production 4.3 -1.6 0.8
  Unemployment Rate (%) 5.1 4.6 4.4 4.5 (Oct)   Unemployment Rate (%) 5.2 4.9 5.2 5.3 (Nov)
  CPI -0.7 -0.4 0.1 -0.2 (Oct)   CPI 2.8 3.6 3.5

China South Korea
  Real GDP 10.4 9.5 9.1   Real GDP 6.2 3.4 3.5
  Current Acc. Bal. (US$B, ar) 305.4   Current Acc. Bal. (US$B, ar) 29.4 22.0 27.6 50.8 (Oct)
  Merch. Trade Bal. (US$B, ar) 181.5 185.9 250.5 204.4 (Oct)   Merch. Trade Bal. (US$B, ar) 41.2 33.4 25.2 46.9 (Nov)
  Industrial Production 13.5 15.1 13.8 12.4 (Nov)   Industrial Production 16.6 6.7 5.4 7.6 (Oct)
  CPI 4.6 6.4 6.1 5.5 (Oct)   CPI 2.9 4.0 4.3 6.9 (Nov)

All data expressed as year-over-year % change unless otherwise noted.
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* Latest observation taken at time of writing. 
Source: Bloomberg, Scotia Economics. 

A12 

Interest Rates (%, end of period)

Canada 11Q2 11Q3 Dec/02 Dec/09* United States 11Q2 11Q3 Dec/02 Dec/09*
BoC Overnight Rate 1.00 1.00 1.00 1.00   Fed Funds Target Rate 0.25 0.25 0.25 0.25
  3-mo. T-bill 0.83 0.82 0.85 0.79   3-mo. T-bill 0.01 0.02 -0.01 0.00
  10-yr Gov’t Bond 3.11 2.16 2.12 2.04   10-yr Gov’t Bond 3.16 1.92 2.03 2.01
  30-yr Gov’t Bond 3.55 2.77 2.68 2.62   30-yr Gov’t Bond 4.37 2.91 3.02 3.05
  Prime 3.00 3.00 3.00 3.00   Prime 3.25 3.25 3.25 3.25
  FX Reserves (US$B) 62.3 63.5 65.2 (Oct)   FX Reserves (US$B) 136.6 137.4 137.4 (Sep)

Germany France
  3-mo. Interbank 1.51 1.51 1.45 1.40   3-mo. T-bill 1.18 0.38 0.21 0.21
  10-yr Gov’t Bond 3.03 1.89 2.14 2.14   10-yr Gov’t Bond 3.41 2.60 3.27 3.26
  FX Reserves (US$B) 66.0 66.9 67.1 (Oct)   FX Reserves (US$B) 60.3 51.8 52.9 (Oct)

Euro-Zone United Kingdom
  Refinancing Rate 1.25 1.50 1.25 1.00   Repo Rate 0.50 0.50 0.50 0.50
  Overnight Rate 1.72 1.46 0.74 0.73   3-mo. T-bill 4.85 4.85 4.85 4.85
  FX Reserves (US$B) 317.2 311.0 315.3 (Oct)   10-yr Gov’t Bond 3.38 2.43 2.29 2.16

 FX Reserves (US$B) 79.7 78.9 80.5 (Oct)

Japan Australia
  Discount Rate 0.30 0.30 0.30 0.30   Cash Rate 4.75 4.75 4.50 4.25
  3-mo. Libor 0.13 0.13 0.14 0.13   10-yr Gov’t Bond 5.21 4.22 4.00 3.79
  10-yr Gov’t Bond 1.14 1.03 1.07 1.02   FX Reserves (US$B) 40.3 39.7 42.8 (Oct)
  FX Reserves (US$B) 1100.8 1160.7 1167.5 (Oct)

Exchange Rates (end of period)

USDCAD 0.96 1.05 1.02 1.02   ¥/US$ 80.56 77.06 77.99 77.57
CADUSD 1.04 0.95 0.98 0.98   US¢/Australian$ 107.22 96.62 102.15 101.93
GBPUSD 1.605 1.558 1.560 1.565   Chinese Yuan/US$ 6.46 6.38 6.36 6.36
EURUSD 1.450 1.339 1.339 1.338   South Korean Won/US$ 1068 1178 1131 1147
JPYEUR 0.86 0.97 0.96 0.96   Mexican Peso/US$ 11.714 13.897 13.636 13.628
USDCHF 0.84 0.91 0.92 0.92   Brazilian Real/US$ 1.563 1.879 1.791 1.809

Equity Markets (index, end of period) 

  United States (DJIA) 12414 10913 12019 12161   U.K. (FT100) 5946 5128 5552 5528
  United States (S&P500) 1321 1131 1244 1252   Germany (Dax) 7376 5502 6081 5982
  Canada (S&P/TSX) 13301 11624 12075 12043   France (CAC40) 3982 2982 3165 3167
  Mexico (Bolsa) 36558 33503 36756 37072   Japan (Nikkei) 9816 8700 8644 8536
  Brazil (Bovespa) 62404 52324 57886 58194   Hong Kong (Hang Seng) 22398 17592 19040 18586
  Italy (BCI) 1039 796 820 822   South Korea (Composite) 2101 1770 1916 1875

Commodity Prices (end of period)

  Pulp (US$/tonne) 1035 970 950 950   Copper (US$/lb) 4.22 3.23 3.58 3.54
  Newsprint (US$/tonne) 640 640 640 640   Zinc (US$/lb) 1.05 0.86 0.93 0.90
  Lumber (US$/mfbm) 237 240 239 239   Gold (US$/oz) 1505.50 1620.00 1747.00 1709.00
  WTI Oil (US$/bbl) 95.42 79.20 100.96 98.61   Silver (US$/oz) 35.02 30.45 33.15 32.00
  Natural Gas (US$/mmbtu) 4.37 3.67 3.58 3.34   CRB (index) 338.05 298.15 313.55 306.05
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Emerging Markets Strategy 

Portions of this publication have been prepared for Institutional Investors by Fixed Income Strategists of Scotia Capital (USA) Inc. 
(“Scotia Capital”). Fixed Income Strategists are employees of Scotia Capital’s Fixed Income Credit Sales & Trading Desk and 
support the trading desk through the preparation of market commentary, including specific trading ideas, and other materials, both 
written and verbal, which may or may not be made publicly available, and which may or may not be made publicly available at the 
same time it is made available to the Fixed Income Credit Sales & Trading Desk. Fixed Income Strategists are not research 
analysts, and this report was not reviewed by the Research Departments of Scotia Capital. Fixed Income Strategist publications 
are not research reports and the views expressed by Fixed Income Strategists in this and other reports may differ from the views 
expressed by other departments, including the Research Department, of Scotia Capital. The securities laws and regulations, and 
the policies of Scotia Capital that are applicable to Research Analysts may not be applicable to Fixed Income Strategists.  

This publication is provided to you for informational purposes only. Prices shown in this publication are indicative and Scotia 
Capital is not offering to buy or sell, or soliciting offers to buy or sell any financial instrument. Scotia Capital may engage in 
transactions in a manner inconsistent with the views discussed herein. Scotia Capital may have positions, or be in the process of 
acquiring or disposing of positions, referred to in this publication. Other than the disclosures related to Scotia Capital, the 
information contained in this publication has been obtained from sources that Scotia Capital knows to be reliable, however we do 
not represent or warrant that such information is accurate and complete. The views expressed herein are the views of the Fixed 
Income Strategists of Scotia Capital and are subject to change, and Scotia Capital has no obligation to update its opinions or 
information in this publication. Scotia Capital and any of its officers, directors and employees, including any persons involved in the 
preparation or issuance of this document, may from time to time act as managers, co-managers or underwriters of a public offering 
or act as principals or agents, deal in, own or act as market-makers or advisors, brokers or commercial and/or investment bankers 
in relation to the securities or related derivatives which are the subject of this publication. 

Neither Scotia Capital nor any of its officers, directors, partners, or employees accepts any liability for any direct or consequential 
loss arising from this publication or its contents. The securities discussed in this publication may not be suitable for all investors. 
Scotia Capital recommends that investors independently evaluate each issuer and security discussed in this publication, and 
consult with any advisors they deem necessary prior to making any investment. 
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Portions of this report have been prepared on behalf of Scotia Capital and is not for the use of private individuals.  The Scotia 
Capital trademark is used in association with the global corporate and investment banking and capital markets businesses of The 
Bank of Nova Scotia and some of its subsidiaries, including Scotia Capital Inc., Scotia Capital (USA) Inc., Scotiabank Europe plc; 
Scotia Capital (Europe) Limited; Scotiabank (Ireland) Limited  – all members of the Scotiabank Group and authorized users of the 
mark. The Bank of Nova Scotia, a Canadian chartered bank, is incorporated in Canada with limited liability.  The Bank of Nova 
Scotia, Scotiabank Europe plc, Scotia Capital (Europe) Limited and Scotia Capital Inc. are each authorized and regulated by the 
Financial Services Authority (FSA) in the U.K. 
  
Opinions, estimates and projections contained herein are subject to change without notice. The information and opinions contained 
herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is 
made as to their accuracy or completeness. Neither the Bank of Nova Scotia, its affiliates, employees or agents accepts any 
liability whatsoever for any loss arising from the use of this report or its contents. The Bank of Nova Scotia, its affiliates, employees 
or agents may hold a position in the products contained herein. This report is not a direct offer financial promotion, and is not to be 
construed as, an offer to sell or solicitation of an offer to buy any products whatsoever. 
 
This market commentary is regarded as a marketing communication.  It has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead 
of the dissemination of investment research. 
 
Fixed Income Strategy — Paris 
 
Portions of this report have been prepared on behalf of Scotia Capital and is not for the use of private individuals. The Scotia 
Capital trademark is used in association with the global corporate and investment banking and capital markets businesses of The 
Bank of Nova Scotia and some of its subsidiaries, including Scotia Capital Inc., Scotia Capital (USA) Inc., Scotiabank Europe plc; 
Scotia Capital (Europe) Limited; Scotiabank (Ireland) Limited – all members of the Scotiabank Group and authorized users of the 
mark. The Bank of Nova Scotia, a Canadian chartered bank, is incorporated in Canada with limited liability. The Bank of Nova 
Scotia, Scotiabank Europe plc, Scotia Capital (Europe) Limited and Scotia Capital Inc. are each authorized and regulated by the 
Financial Services Authority (FSA) in the U.K. Opinions, estimates and projections contained herein are subject to change without 
notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no 
representation or warranty, express or implied, is made as to their accuracy or completeness. Neither the Bank of Nova Scotia, its 
affiliates, employees or agents accepts any liability whatsoever for any loss arising from the use of this report or its contents. The 
Bank of Nova Scotia, its affiliates, employees or agents may hold a position in the products contained herein. This report is not a 
direct offer financial promotion, and is not to be construed as, an offer to sell or solicitation of an offer to buy any products 
whatsoever. When a comparison with other products, performance (whether past or future) or simulated performance (whether 
past or future) of financial instruments is displayed in this report, data has been drawn from external sources believed to be reliable 
but which has not been independently verified by Scotia Capital. Scotia Capital expressly disclaims any liability with respect to the 
accuracy, completeness or relevance of such data. Figures related to comparison performance (whether past or future) or 
simulated performance (whether past or future) is not reliable indicator of future returns. Where amounts are denominated in a 
currency other than that of your country of residence, the return may increase or decrease as a result of currency fluctuations This 
market commentary is regarded as a marketing communication. It has not been prepared in accordance with legal requirements 
designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the 
dissemination of investment research. This document is confidential and may be neither communicated to any third party nor 
copied in whole or in part without the prior consent of Scotia Capital.  
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This report is prepared by The Bank of Nova Scotia (Scotiabank) as a resource for the clients of Scotiabank and Scotia Capital. 
Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. 
The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no 
representation or warranty, express or implied, is made as to their accuracy or completeness and neither the information nor the 
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