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THE WEEK AHEAD 

Europe, The U.S., & Asia Will Compete For The Biggest Headlines Next Week 

 Please see our full indicator, central bank, auction and event calendars on pp. A3-A8. 
 
European markets have entered a dangerous new phase of the crisis as bond auctions across core euro-
member states are no longer a sure bet.  This will be tested further next week as Italy, Belgium, Spain and 
France conduct bond auctions.  Germany’s recent failed bund auction was under-subscribed by about one 
third of the maximum target.  This is unusual given the safe haven appeal of German bunds as Eurozone 
growth vapourizes, but could well reflect concerns that we elaborate upon on pages 3-5.  The crisis has also 
taken a turn for the worse as Greece is now demanding a 75% bond write down that further calls into 
question the ‘voluntary’ aspect of write downs, and raises contagion risks including through CDS markets 
that face a higher possibility of incurring a credit event.  Policy and headline risk will also flow from a 
meeting between EU President Herman Van Rompuy, EC President Jose Barroso and US President Barack 
Obama on Monday in Washington.  Euro Area finance ministers meet in Brussels on Tuesday, followed by a 
meeting of EU Finance Ministers the next day.  A wildcard for event risk on Wednesday stems from the 
German constitutional court as it debates the Green Party assertion that Parliament has a right to be informed 
about planned measures related to the euro region’s debt crisis.  That same day, the German Parliament’s 
finance committee holds a hearing on the proposal to implement a financial transactions tax.  A small 
transaction tax on fixed income and equity transactions in Sweden beginning in the mid-1980s and ending in 
the early 1990s killed off trading volumes, widened bid-ask spreads, and raised funding costs as volatility and 
risk intensified under low levels of liquidity.  It is difficult to see such a policy as being in the interests of 
stabilizing Eurozone bank funding costs.  Across other elements of speech risk, a key could well be German 
Chancellor Angela Merkel’s speech to her CDU Party members on Friday. 
 
Without a doubt, the key development in Asian markets will occur Wednesday evening (ET) as China 
releases state and private sector versions of purchasing manager indices for the manufacturing sector.  They 
follow on the heels of the decline back into contractionary territory in the private sector ‘flash’ version based 
upon an incomplete sample that sideswiped the risk trade.  In addition, four central banks are on tap for rate 
announcements next week but one in particular stands out as the Central Bank of Brazil is expected to cut by 
50bps now that inflammatory talk of currency wars subsides. 
 
US markets will start off the week being influenced by early readings for Black Friday sales results (see 
pages 6-7 for how to track them). The traditional start of the holiday sales season typically begins with 
discounting efforts to lure shoppers.  The earliest readings will trickle in throughout the weekend starting 
with satellite imaging reports of mall traffic and on-line transactions data, followed by company-specific 
reports that will influence the market open at the beginning of the week.  Key elements of data risk are spread 
throughout much of the week.  After Black Friday sales results and new home sales for October are digested 
on Monday, the Conference Board’s consumer confidence gauge hits Tuesday and could show a marked 
improvement keyed off healthier labour market readings, followed by a big day on Wednesday with the Fed’s 
Beige Book of regional anecdotes, ADP private payrolls, pending home sales and the Chicago Fed’s PMI.  
The two most influential of all U.S. indicators, ISM-manufacturing (that consensus expects to buck the global 
trend toward waning manufacturing sector indicators) and nonfarm payrolls hit markets on Thursday and 
Friday, respectively.  It is also a key week for Fed speak with three 2012 FOMC voters on tap. 
 
Canadian markets will broadly follow the global tone which has been particularly unkind to domestic equity 
market performance this year compared to the US, but could be influenced by three key domestic developments 
next week.  The week starts off slowly, but builds to a crescendo from Wednesday forward.  First up will be Q3 
GDP figures on Wednesday with consensus looking for a print of around 3% q/q annualized.  The bigger 
uncertainty lies in whether this is sustainable into Q4 and beyond, particularly given that the year to date has 
been marked by a powerful inventory building phase that has contributed heavily to GDP growth against a 
mixed variety of other influences.  Friday’s jobs report has analysts playing it safe via an expected rebound in 
job growth following the sharp 54k loss that was registered in October.  The key, however, remains that cyclical 
support to consumer spending has disappeared as real wages continue to decline.  Given the large role played by 
banks in shaping the corporate credit and equity space, the tone of the domestic market will also be heavily 
influenced by bank earnings reports for fiscal Q4 that ended October 31st. 
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EUROPE’S DEBT CRISIS 

 

 Three key factors could further transition the Eurozone crisis deeper into the German 
heartland. 

 
Europe’s debt crisis is transitioning toward a dangerous new phase marked by concerns over the bond markets 
of the core eurozone economies.  Yields on 10 year German bunds have drifted 50bps higher since their low on 
November 9th, especially following a recent failed German auction at which about one-third of the maximum 
issue target was left unsubscribed.  This reverses the safe haven pattern that had been previously evident in low 
yields for bunds, since the continued sell-off in European equities would have normally driven a flight toward 
German bunds.  The sell-off in bunds may be occurring for three reasons that work out in such a manner as to 
suggest flows will continue to migrate away from bunds toward gilts and Treasuries into next year.  This article 
explains a key discussion point we’ve been marketing over the past month. 
 
1.  Massive German Refinancing Requirements 
 
First, a factor operating 
against German bunds could 
well concern Germany’s 
ability to roll over its own 
debt into capital markets and 
also meet its incremental 
funding requirements without 
having to pay a heftier 
yield.  According to 
Bloomberg’s debt distribution 
statistics, the maturity profile 
of German government debt 
has €578 billion in bonds to 
be refinanced over the next 
three years including €273 
billion next year, followed by 
a further €192 billion in 2013 and €113 billion in 2014 (chart 1).  Contrast this to the UK gilt market that is 
benefiting from flows out of bunds.  Her Majesty’s Treasury punted refinancing pressures much further down 
the road through a more even maturity profile and only has £93.5 billion maturing next year, £52 billion in 
2013 and £73 billion in 2014.  While this UK debt maturity reprofiling garnered criticism in the past, in 
retrospect, large retroactive bonuses should be considered for the minds that pushed for it.  Also contrast this to 
Italy which, while itself facing enormous refinancing requirements, funds most of its debt internally whereas 
the entire German economy sits atop US$4.7 trillion in external debt in USD equivalent terms for a total 
external debt to GDP ratio of 171% in contrast to Italy’s 131%.  Germany's ratio of sovereign external debt to 
GDP is a little lower than Italy's, but large rollover risk across all sectors of the German economy will be 
competing for capital flows that may be harder to come by going forward. 
 
2.  Eurozone At Risk Of German Voter Angst Over Domestic Growth Leading Up To Elections 
 
Secondly, German growth and politics could well conspire against the bunds curve over 2012-13.  Scotia 
Economics is forecasting less than 1% real GDP growth in 2012 and the risks would appear to be to the 
downside in my opinion.  I continue to think that Germany’s export “miracle” that propelled growth to date was 
no miracle at all; it just reflected the recovery off one of the weakest base effects anywhere as German 
industrial production went down harder than it did in most other countries during the last recession.  With 
industrial production having recovered all of its crisis period losses, growth will now be much more difficult to 

  

Why Germany Could Become The Next Shoe To Drop 
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come by.  This is especially so as the country grapples with euro appreciation from the mid-2010 lows (though 
that problem is being gradually lessened as the euro has resumed depreciation from 1.48 highs against the USD 
in early May) and rapidly waning growth prospects in its key export markets.  This is already being reflected 
through three consecutive monthly declines in Germany’s industrial order book that stands in stark contrast to 
dated misperceptions that its order book is full.  Combined with deteriorations in Germany’s manufacturing 
sector purchasing managers’ index that point to continued weakness, the cracks in German growth are already 
evident. 
 
Now, normally weak growth and soft inflation would put a bid to bunds at the expense of the risk trade, but that 
story had been generously baked into the bunds curve.  Thus, at the margin, the discussion now tilts toward 
what impact diminishing growth prospects will have upon the health of German government finances as 
revenue growth suffers at the expense of soft growth in nominal GDP while automatic stabilizer forms of 
spending may be put under upward pressure.  In my opinion, softer revenue growth, upward pressure upon 
some types of expenditures, and an upward bias on interest expense which is the whole point of this article 
would put upward pressure upon Germany's deficit-to-GDP and debt-to-GDP ratios throughout our forecast 
horizon.  Indeed, Germany is at risk of a continued upward bias in its debt-to-GDP ratio as the cost of 
borrowing rises above nominal GDP growth and hence revenue growth into the year ahead. 
 
How domestic growth concerns meld with politics as German voters ramp up toward Chancellor Angela 
Merkel’s re-election bid in 2013 may also be unfavourable.  The risk here is that German voters increasingly 
turn their attention toward growth concerns within their own economy, agitating the political process and thus 
lessening odds for Germany to continue to advance measures that will backstop the fuller Eurozone economy. 
 
3. Eurobonds Would Crush The Bunds Curve 
 
Third, even just the risk of a Eurobond issue is not favourable to German bunds.  Though German Chancellor 
Angela Merkel continues to pour cold water upon the idea of a Eurobond issue in contrast to powerless EC 
lobbying efforts, she does so principally by stating that the conditions are not yet right for it which leaves open 
the possibility of Eurobonds if and when the stated criteria of integrated fiscal oversight is in place across the 
Eurozone.  Bunds would suffer under a pooled Eurozone issue that would essentially have the peripheral 
countries leveraging off of German coffers.  This process would converge borrowing costs across the Eurozone 
toward a weighted average of debt market 
prospects in a transfer of wealth from holders of 
German bunds toward holders of bonds issued by 
more beleaguered Eurozone countries. 
 
Another concern over Eurobonds is that in markets 
where a national pooled issue exists — like US 
Treasuries, or Canada bonds — a thriving market 
for sub-sovereign issuers exists that still enables 
credit risk to be separately evaluated.  A Eurobond 
issue that gradually sweeps aside national markets 
is therefore no panacea if it removes or diminishes 
fiscal accountability across the more pressured 
states.  
 
There are additional problems with a Eurobond 
issue that have been flagged by others.  A key one 
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is the moral hazard issue associated with a 
common pooled issue that lessens the incentive 
of more fiscally beleaguered states to get their 
acts together.  
 
As a side note, it is not just convergence of 
fiscal policy oversight that is likely a German 
pre-requisite to Eurobonds.  It may well be that 
yields on bunds would have to rise much 
further yet relative to yields elsewhere across 
the eurozone in order to lessen the risk 
associated with shifting toward eurobonds. As 
charts 2 and 3 demonstrate, there is a long way 
to go before Germany would feel that spreads 
had converged enough to remove the 
incremental risk to bunds associated with a 
pooled credit issue. 
  
In conclusion, a Eurobond issue runs the risk of 
bringing Europe’s credit crisis more aggressively into Germany.  Understanding this must be juxtaposed with 
the real threats posed by a massive wave of refinancing requirements and a marked slowdown in the German 
economy next year.  Such forces could well intensify an inward focus upon pressures within the German 
economy in the lead-up to Chancellor Merkel’s re-election bid in 2013 — thus further testing the resolve of 
German voters to backstop major EU initiatives. 
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U.S. MACRO COMMENT 

 

 Sales results to be released over the weekend will help shape the tone of Monday’s 
market open. 

 
U.S. retail sales results that will be reported over this weekend will influence the Monday market open, so we 
provide a round-up of sources and perspectives on the weekend’s sales results. 
 
The fact that more retailers have switched to Thanksgiving openings may come at the expense of Black 
Friday’s reported sales as some of the sales would be recorded for Thursday rather than Friday in an 
extension of the Black Friday kick-off to what is now a five day in-store and on-line phenomenon.  Thus, 
more than ever, markets will need to consider the multi-day trend.  Black Friday is the day when retailers 
traditionally go into the black for the year and accounts for about 10% of holiday season sales, but the full 
weekend accounts for about 25% of holiday sales and this latter figure may push higher now that 
Thanksgiving Day has come into the fold for more retailers in contrast to the limited few that have 
historically opened on Thanksgiving night.  Cyber Monday following Black Friday generates the highest 
daily online sales of the year; internet sales on that day hit $1 billion last year and are forecast to rise by about 
a further 20% this year. 
 
In terms of tracking timelines, the first reports 
will come from Remote Sensing Metrics which 
uses satellite imaging of mall parking lots across 
the United States to calculate estimated fill rates 
as a crude proxy for how many shoppers were out 
kicking tires.  Expect reports on this metric today 
and over the weekend and hope that it’s done 
through some computer algorithm or else we’ve 
found a new low on the job quality score.  Be 
careful regarding this metric, however, since on-
line sales are increasingly taking over (see table).  
Reporting sales over the weekend has become a 
cottage industry as individual retailer results are 
released and tallied up across at least five 
organizations by our count.   
 
1.  IBM Coremetrics provides online sales results on Saturday and offers a substantial volume of data on 
their web site.  Last year’s site is at: (http://www.coremetrics.com/solutions/benchmark-report-black-friday-
cyber-monday-2010.php). 
 
2.  ComScore provides online sales results for the both Thanksgiving Day and Black Friday on the Sunday 
following Thanksgiving.  Last year they provided Cyber Monday results on Dec. 1, the Wednesday following 
Cyber Monday.  This firm provides a breakout between Thanksgiving Day, Black Friday, the weekend 
altogether and Cyber Monday (same table).  Last year’s link is at:  (http://www.comscore.com/Press_Events/
Press_Releases/2010/12/Billion_Dollar_Bonanza_Cyber_Monday_Surpasses_1_Billion_in_U.S._Spending). 
 
3.  National Retail Foundation — reports the Sunday following Thanksgiving. It reports the number of 
shoppers to visit stores and websites over the 4 days and the total amount spent in a survey of 4,306 
consumers last year. 
 
4.  NPD group (a market research firm) reports the preliminary results of an online survey of US 
consumers on Sunday, with the final results on Tuesday which will include Cyber Monday.  
 

  

How To Track Black Friday & Cyber Monday Sales 
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2009 2010 % change

November 1-29 12,008 13,553 13

Thanksgiving Day (Nov. 25) 318 407 28

Black Friday (Nov. 26) 595 648 9

Weekend (Nov. 27-28) 805 886 10

Cyber Monday (Nov. 29) 887 1028 16

Total Holiday Long Weekend 2,605 2,969 14.0

Source: comScore, Scotia Economics

2010 Online Holiday Season vs Corresponding Days in 
2009*

*Total U.S. non-travel (retail) spending, excluding 
auction and large corporate purchases. 

Millions ($)

http://www.coremetrics.com/solutions/benchmark-report-black-friday-cyber-monday-2010.php
http://www.comscore.com/Press_Events/Press_Releases/2010/12/Billion_Dollar_Bonanza_Cyber_Monday_Surpasses_1_Billion_in_U.S._Spending
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U.S. MACRO COMMENT 

… continued from previous page 

5.  ShopperTrack records sales and customer traffic at more than 70,000 stores and malls and reports this on 
Saturday and Sunday. Projections for this year are available at: (http://www.shoppertrak.com/news-resources/
national-sales/2011-11/shoppertrak-reports-year-over-year-sales-up-3-8-for-week-ending-november-19). 
 
Of course, getting the Black Friday and Cyber Monday sales results is only part of evaluating the bigger 
picture.  The next parts include whether sales over the extended weekend will cannibalize sales over the 
remainder of the holiday retail season, particularly given sentiments that this year’s discounting is drawing 
parallels to 2008-09.  Thus, careful with any temptation to alter forecast views for the entire Q4 consumer 
outlook based upon just this weekend without considering the weekend’s impact on the rest of the season.  So 
far, however, with October’s consumer spending results we’re tracking mild consumption growth of 1.8% q/q 
in Q4 at an annualized rate assuming flat spending in November and December in order to focus upon what 
we know by way of the Q3 hand-off and October’s monthly results.  Further, lagged earnings reports that will 
be preceded by updated earnings guidance from retailers for Q4 will round out the equity market 
implications; the greater the degree of discounting, the lesser the degree to which any volume upsides will 
flow through to the bottom line. 
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U.S. HOUSING 

 

 Housing-related activity is unlikely to play a significant role in the fledgling U.S. 
economic recovery. However, improving fundamentals paint a much more positive 
picture of the sector by mid-decade. 

 
Barring another major setback in the U.S. economy, the deep U.S. 
housing slump of the past five years appears to be bottoming. Home 
sales, prices and construction have trended sideways in 2011, albeit at 
depressed levels (see chart). Mortgage delinquency and foreclosure 
rates, while historically high, are coming down.  
 
At the same time, we do not foresee an imminent turnaround.  
Demand will be held back for the time being by high unemployment 
and weak income growth. Restrictive mortgage lending conditions 
also are constraining purchases, particularly among first-time buyers 
key to sustaining any recovery.  
 
Given a continuing large oversupply of housing, there also appears 
limited near-term upside potential for either prices or construction. 
While distressed sales have helped to trim the number of existing 
homes for sale to its lowest level in six years, stocks remain elevated. 
There also remains a large overhang of foreclosed and held-off-market properties in the pipeline, units that 
will be returned to the market as conditions improve. The number of vacant properties held off the market for 
reasons other than occasional or seasonal use is about 600,000 above its long-term trend. 
 
However, by mid-decade, housing could begin to make a significant contribution to U.S. growth. Housing 
affordability is near record highs, with prices down roughly 30% from their 2006 peaks. Adjusting for 
inflation, average U.S. home prices are at their lowest point in over a decade. Based on common measures 
such as price-to-income and price-to-rent ratios, average home prices are now in line with, or slightly below, 
long-term ‘fair-value’ estimates. Meanwhile, the expected sub-par pace of the economic recovery will likely 
keep borrowing costs at historically low levels relative to other mid-cycle expansions.  
 
Rental markets have tightened, pushing up rents. Between 2006 and 2011, the number of renter households 
increased by 4 million, while the number of homeowner households fell by almost 1 million. Tighter rental 
markets raise the relative attractiveness of owner-occupied housing, and can help absorb excess housing 
inventory. Falling rental vacancy rates are behind the gradual firming in multi-unit permit demand and 
construction this year, even as the single-family segment continues to languish. 
 
Strained household balance sheets are being repaired. Aggregate debt ratios, though still high, have improved 
alongside a combination of debt repayment and defaults. Household credit market liabilities as a share of 
disposable income have fallen from a peak of 164% in early 2009 to roughly 144% in mid-2011. 
 
Persistently weak household formation is generating significant pent-up housing demand. A total of 2.7 
million new households were formed between 2007 and 2011, the fewest for any four-year period of the post-
war era, and about half the number that would be expected in more normal times. The slow pace of 
household formation reflects in part weak labour market conditions that are compelling a rising proportion of 
young adults to remain in their parents’ home. 
 
The current level of new residential construction, at just over 600,000 annualized units, is well below long-
term replacement requirements estimated at around 1.5 million per year. Despite weak new home sales, the 
dearth of new construction has pulled the outstanding unsold stock of new homes to record lows. An eventual 
pick-up in demand combined with reduced resale inventory should prompt a strong rebound in construction.  
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The Downs & Ups Of The U.S. Housing Market 
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U.S. MONETARY POLICY 

 

 The December 13th FOMC statement is likely to contain a shift toward a more explicit 
communications strategy that could spell out further details behind a conditional 
commitment to keep rates on hold until mid-2013. 

 
The most instructive portion of the minutes to the November 2nd FOMC meeting (go to: http://
www.federalreserve.gov/newsevents/press/monetary/fomcminutes20111102.pdf) is on pages 2-3 under the 
“Monetary Policy Strategies and Communication” section.  We encourage clients to read this passage for 
further clarity regarding next steps being considered by the Fed.  While divided on next steps, the FOMC 
members held a focused debate upon additional communication tools that can be deployed as a stimulus and 
policy guidance tool.  It seems quite likely that the December 13th FOMC statement will contain strengthened 
guidance language as the communications subcommittee has been asked by Chairman Bernanke to “consider a 
possible statement of the Committee’s longer-run goals and policy strategy.”  The debate resembles the 
discourse that preceded and followed the pursuit of conditional commitments at the Bank of Canada. 
 
The Fed, in our opinion, is likely to be less successful than the BoC was even given the latter’s mixed 
experience with conditional commitments.  To us, there are three prime reasons why a conditional commitment 
by the Fed is likely to meet with minimal success: 
 
1.  Unlike when the BoC pursued its conditional commitment to remain on hold until the end of June 2010, 
today’s market is already largely there.  While there are many factors influencing Treasury yields in addition to 
monetary policy expectations, the fact that US 5s are trading at about 90bps would yield little curve flattening 
benefits.  This is also part of our answer in response to those who ask whether the BoC itself would 
contemplate using this tool again in the near-term.  Granted, should the forces weighing down Treasury yields 
reverse and put what is judged to be prematurely upward pressure upon yields, then a conditional commitment 
may be more influential in that environment.  That could help anchor the front end of the curve throughout 
bouts of market volatility.  For now, however, shifting communication strategies should not be construed as 
offering additional stimulus since markets have already moved toward assuming that the Fed Funds target will 
be on hold for a long time yet. 
 
2.  The BoC’s experience with its conditional commitment was generally favourable, but mixed as some 
influential fast money accounts took it as an iron-clad promise and ignored the conditionality.  That’s one factor 
that made our lonely (but successful) call for the BoC to resume interest rate hikes just before the end of its 
conditional commitment difficult to convey to clients — even as the condition of not breaching the BoC’s 
inflation target was being broken.  In the end, the BoC’s conditional commitment was a successful experiment, 
but it posed its own set of communication challenges. 
 
3.  Unlike the BoC, the Fed is not a pure inflation targeting central bank — although the BoC’s inflation 
targeting framework and its variable operational lags lend considerable flexibility to the BoC’s policy guidance 
beyond what a strict, inflexible inflation target would connote.  The Fed’s dual mandate focus makes it much 
more difficult to express suitable targets for the unemployment rate and inflation that would prompt a shift in 
policy bias whether expressed through general or numerically specific means.  For example, an expectations 
augmented Phillips curve is fraught with uncertainty over the short- versus long-run trade-offs between 
inflation and unemployment in today's context compounded by difficulties associated with estimating the non-
accelerating-inflation-rate-of-unemployment (NAIRU). 
 
We think a possible move toward a more explicit targeting framework is a positive development at the Fed. 
That’s because its current loose commitment to leave the Fed Funds Target unchanged until the middle of 2013 
may ultimately lack credibility to the detriment of volatile markets.  That said, current market dynamics and the 
mixed mandate of the Fed make the application of a conditional commitment much more difficult than it was 
for the BoC — the BoC had a generally positive but still mixed experience. 
 

  

The Fed Is Unlikely To Share The BoC’s Commitment Success 
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U.S. MONETARY POLICY 

… continued from previous page 

Of added note is that the FOMC appears to have rejected a move toward price level targeting, noting that this 
“could heighten uncertainty about future monetary policy, risk unmooring longer-term inflation expectations, 
or fail to address risks to financial stability.”  In this regard, pilot research on the behavioural aspects of a 
price level targeting framework at the BoC have also led the BoC to conclude that price level targeting would 
be an inappropriate pursuit at this juncture.  Concerns regarding the credibility of the commitment and 
current circumstances also steered the FOMC’s discussion away from price level targeting.  This stands in 
contrast to recent comments offered by BoC Governor Carney that sounded like advice to the United States: 
“Price level targeting may merit consideration as a temporary unconventional policy tool in countries faced 
with extraordinary circumstances, notably those with policy at the zero lower bound and with a heavy burden 
of debt.” 
 
Where The Individual FOMC Members Stand 
While the FOMC minutes aggregate comments, we provide a summary list below of some aspects of the bias 
of voting FOMC members.  We have now heard from almost every Fed member — voting, alternate and non-
voting — since the November 2 FOMC statement.  Given that the FOMC is hugely divided in terms of its 
next steps for monetary policy, the Fed road show has provided pretty clear guidance as to where each 
member stands on this topic. 
  
Fed President Evans (dove) — The Fed should keep the target rate near zero until either the unemployment 
rate falls below 7% or the medium-term inflation outlook rises above 3%.  
 
Governor Yellen (dove) — Yellen has generally agreed with Evans’ suggestion to provide targets for 
inflation and the unemployment rate, arguing that this plan is “potentially promising.” However, she also 
suggests that the plan has its “potential pitfalls”, including the chance that “such thresholds could potentially 
be misunderstood as conveying the committee’s longer-run objectives rather than the conditions surrounding 
the likely onset of policy firming.” 
 
Minneapolis Fed President Kocherlakota (neutral) — The Fed should provide “a public contingency plan 
— that is, provide clear guidance on how it will respond to a variety of relevant scenarios.” 
 
Philadelphia Fed President Plosser (hawk) — The Fed should adopt a 2% long-term explicit inflation 
target to improve economic stability and make the Fed’s commitment to price stability a credible one, 
especially since the “FOMC’s inflation mandate has been interpreted as being 2 percent or a bit less.”  The 
Fed should also publish each policymaker’s economic projections released every quarter which convey that 
policymaker’s assessment of “appropriate policy” via their projections for output, inflation and 
unemployment as those projections “provide a useful picture of the range of views of future policy as 
envisioned by the policymakers”. Lastly, the Fed should provide information on the FOMC’s reaction 
function i.e. tie future actions to changes in a set number of indicators. 
 
New York Fed President Dudley (dove) — The Fed could “elaborate on [its] forward commitment to keep 
short-term rates low,” ideally via “additional guidance as to the economic conditions that the committee 
would expect to see before raising interest rates.” 
 
Governor Tarullo (dove) — The Fed should loosen monetary policy further by moving “back up toward the 
top of the list of options the large-scale purchase of additional mortgage-backed securities.” 
 
Dallas Fed President Fisher (hawk) — “The Federal Reserve is exhausting the limits of prudent monetary 
policy. The programs popularly known as QE2 and Operation Twist are, to my way of thinking, of doubtful 
efficacy, which is why I have not been able to support them.” 

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

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

 

 Western Canada stands to gain the most from outperforming Asian markets. 
 
Canadian exporters are facing a changing global marketplace, as the ascendency of emerging markets over the 
past decade has shifted global trade patterns. These markets will likely play an even larger role over the next few 
years given slower economic growth in the United States and Europe, which still account for over 80% of 
Canada’s international shipments. A strong Canadian dollar will also pose a challenge, necessitating further 
efficiency gains in order to increase competitiveness in both traditional and non-traditional markets.  
 
Canadian export growth in nominal terms was relatively flat from 2001 
to 2010, although its performance was heavily skewed by the sharp 
decline in global trade in 2009. Ontario and Quebec generally 
underperformed over the course of the decade, as a number of industries 
in both provinces restructured. In contrast, Canada’s resource-rich 
provinces, Saskatchewan, Alberta and Newfoundland and Labrador, 
experienced dramatic growth prior to 2008-09, in line with 
outperforming commodity markets, and have since rebounded strongly. 
New Brunswick also benefitted from this trend, as refined petroleum 
exports and potash more than offset declines in forest product shipments.  
 
There has been a dramatic shift in regional trade patterns over the past 
decade, with declining values of exports to the U.S. (declining 1.4% on 
average from 2001-2010) counterbalanced by rising exports to Europe, 
Asia and Latin America (up 6%, 6.5% and 7% respectively on an annual 
basis). Observing 2010 export shares in the table below, Western Canada will reap the most benefit from Asian 
markets, as the region’s agricultural, commodity and resource products will continue to attract robust demand from 
the region. Alberta’s U.S.-focused position reflects the infrastructure available for its energy exports, with all main 
lines leading to the United States (although projects to diversify shipping through pipelines to B.C. have been 
proposed). While further export diversification for Central and Atlantic regions is needed to fully offset lagging U.S. 
and European demand, significant progress is being made. One notable trend is that trade with Latin America is 
growing rapidly but remains relatively small. Exports to the region have increased 70% over the past decade, a trend 
that will continue as efforts to boost the 
flow of trade, in the form of trade 
agreements and trade missions, develop 
further.  
 
Going forward, most provinces are better 
equipped to cope with the challenges 
posed in a slower global growth climate. 
This is evidenced by a turnaround in 
manufacturing shipment volumes in 
Ontario, Quebec, Nova Scotia and New 
Brunswick, despite the fact that 
employment in the sector still sits well 
below pre-recession levels. Productivity 
for goods producing industries increased 
2.9% in 2010, compared with a 0.6% 
increase for services.   
 
The slowdown in global growth will 
affect all Canadian regions, as export demand slows in the coming months. However, Canadian enterprises have 
made significant efforts to diversify their exports to higher growth markets, and a continued focus on capital 
investment and efficiency gains is helping to boost competitiveness.  

Alex Koustas (416) 866-4212 
alex_koustas@scotiacapital.com 

 

Shifting Provincial Trade Patterns 
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Provincial Exports By Destination 

% of total export receipts, 2010 

  U.S. 
European 

Union 
Asia                   

(ex Middle East) 
Latin America                 
(incl Mexico) 

Other 

NL 69.6 14.8 11.3 1.8 2.4 
PE 76.2 8.8 7.6 5.2 2.3 

NS 76.0 10.5 7.3 3.0 3.2 

NB 87.6 4.7 3.4 3.3 1.1 

QC 69.4 12.6 7.1 4.9 5.9 

ON 78.8 11.0 3.8 2.2 4.2 

MB 63.2 7.9 21.2 6.2 1.5 

SK 63 4.3 19.7 6.9 6.1 

AB 86.8 1.5 7.7 1.8 2.2 

BC 45.6 7.0 41.0 3.2 3.2 

Canada 74.7 8.6 9.7 3.0 4.0 

Source: Industry Canada Strategis Database, Scotia Economics   
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LATIN AMERICA 

 

 Renewed global financial market volatility and policy shifts undermine Argentina’s risk 
profile and weigh on the local currency outlook. 

 
The Republic of Argentina remains largely unable to tap private and 
multilateral financing sources. The spectre of the large-scale sovereign 
debt default early in the decade will not dissipate from investors’ 
mindset overnight. Lack of accuracy and transparency in national 
account data reporting prevents long-term debt holders from 
conducting a thorough country and market risk management 
assessment. However, the current excess global liquidity due to near-
zero interest rates in advanced economies has allowed opportunistic 
short-term portfolio investment trading. The increasing risk of a 
disorderly currency adjustment also weighs on the sovereign debt 
outlook. Argentina is a single-B rated sovereign credit with a “stable” 
outlook according to rating agencies. Nevertheless, credit default swap 
(CDS) market metrics anticipate that a revision to the country’s credit 
ratings (or outlook) may materialize in the near term. Argentina’s 
sovereign CDS spreads are valued over the 1,100 basis points mark, 
implying at present a default risk higher than that of Venezuela. 
 
The Argentine peso (ARS) has decoupled from other floating currencies in the developing Americas. The 
lack of domestic confidence in the peso combined with an erratic policy framework continues to fuel 
expectations of steep depreciation versus the US dollar (USD). The sudden introduction of disrupting 
exchange controls has essentially created multiple exchange rates and eroded investors’ perception of country 
risk. Market metrics indicate further currency weakness in the months ahead. In line with our forecast, non-
deliverable forward (NDF) markets imply an exchange rate of ARS 6 per USD over the next 15 months. 
 
Excessive private leveraged consumption and uncontrolled public spending are the two major factors driving 
economic activity. The absence of credible economic statistics prevents a thorough assessment of activity and 
employment levels. Following 9% growth in 2010, the economy will expand by 7% this year and decelerate 
to a 3.5% rate in 2012. Consensus points towards steadily declining activity through the end of 2013, which 
could be more pronounced should a scenario of deep currency devaluation and/or global financial stress 
materialize. The unilaterally decreed obligation to repatriate foreign exchange earnings and foreign 
investments will negatively affect energy and mining sector investment. 
 
Relative-price distortions dominate the current macroeconomic landscape. Consumer price inflation is, 
according to reputable private sources, edging the 25-30% mark in sharp contrast with the 9.7% y/y rate as of 
October reported by the official statistics agency. The central bank does not have a traditional way to conduct 
monetary policy through a reference rate, yet rising bank deposit rates (20-30% range) hint at a destabilizing 
inflation context. An erratic approach to controlling prices has failed to contain inflationary expectations, 
causing at times shortages and supply disruptions. The unilaterally imposed exchange-control measures, 
together with the planned elimination of subsidies (water, natural gas and electricity), will also heighten price 
pressures in the near term. 
 
The external environment remains relatively favourable for Argentina, although unexpected shifts in 
agricultural commodity prices may erode the country’s external accounts. The combined effect of relatively 
supportive commodity prices, ongoing demand from China and a growing, yet decelerating, Brazilian 
economy (Argentina’s key trading partner), contribute to keeping the trade balance in manageable territory. 
Very low interest rates in the U.S. and Europe are also placing a lid on borrowing cost. However, the fiscal 
outlook is more worrisome as the current administration deployed vast resources in election-related spending 
to fuel an artificial sense of purchasing power.  

Pablo Bréard (416) 862-3876 
pablo_breard@scotiacapital.com 

 

Argentina Under Renewed Financial Pressure 
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 George Osborne will present the Coalition Government’s Autumn Budget Statement on  
29 November. For now, the UK public finances are broadly on track, so there is unlikely to 
be much change (if any) to this year’s borrowing or Gilt issuance. However, the previous 
economic projections were way too optimistic and this should lead to a reasonable 
increase in the borrowing requirements for future years. We doubt the Chancellor will stray 
far from the current tax and spending plans, but may tweak them at the margins.  

 
Key Themes: 
There are a number of key themes that we expect from the Autumn Budget Statement: 
 GDP growth projections likely to be slashed; 
 Net borrowing for the current fiscal year 2011-12 is likely to be largely on track, in part due to better than 

expected results for the previous fiscal year; 
 From fiscal year 2012 onwards, slower GDP growth will drive increases in the Government’s borrowing 

estimates of up to GBP10bn per year; 
 Similar to last year, revenue and programme spending details are likely to be tweaked, in part to smooth 

proposed reforms, but the net impact of these adjustments will be neutral for the deficit reduction path; and 
 Likely announcement of credit easing by the government. 
 
Borrowing On Track…for now 
We expect the Office for Budget 
Responsibility’s (OBR) projection for 
Public Sector Net Borrowing excluding 
financial sector intervention (PSNBx) 
for the current fiscal year to be little 
changed. While the pace of fiscal 
consolidation has been a little slower 
than initially hoped for, the starting 
point was revised lower. Hence the 
level of borrowing is still on track to 
meet the same end point of around 
GBP122bn (just under 8% of GDP). 
 
GDP Growth Likely to be Slashed 
When the OBR published its 
macroeconomic projections in tandem 
with the March 2011 Budget, its outlook for growth was broadly in line with the consensus. However, the 
outlook for growth has deteriorated considerably since then and a sharp downgrading of the growth outlook is 
nailed on. We suspect that the OBR will hug the consensus by slashing its forecast of 1.7% y/y for 2011 and 
2.5% y/y for 2012 in half. 
 
The sharp deterioration in the growth outlook is likely to point to an upward revision to borrowing over future 
years. Table 1 shows a proxy, based on the Treasury’s own rule of thumb, for what impact lower growth is likely to 
have on the borrowing projections. To summarise, if GDP is 1% lower than previously envisaged, this will increase 
government borrowing by 0.5% of GDP that year and 0.2% of GDP the following year. Applying this rule of thumb 
on a year-to-year basis to our growth projections, would raise the PSNBx forecasts for 2012 onwards by up to 
GBP10bn a year. This estimate could well be understated, given our expectation of growth falling considerably 
short of the Budget assumption for at least four consecutive years, suggesting a substantial cumulative gap. 
 
Mind The Gap! 
Although the level of borrowing is likely to be revised higher during future years, the government’s borrowing targets 
are based on the structural deficit. In other words, the budget deficit adjusted for the size of the output gap. There is a 
high degree of fudge-factor here since the output gap is not something that can be gauged with any degree of certainty.  

 

 

Mary Webb (416) 866-4202 
mary_webb@scotiacapital.com 

Alan Clarke (44 207) 826-5986 
alan_clarke@scotiacapital.com  

UK: Autumn Budget Statement Preview  

 

Chart 1: Cumulative Level of Public Sector Net Borrowing  
(ex-Financial Sector Intervention) 
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We suspect that there will be a 
combination of a lower trend growth 
projection, a lower starting point for 
the output gap, lower growth outlook 
and higher level of borrowing. The 
net result is likely to be that the 
structural deficit is fractionally worse 
than previously presented, but not as 
bad as some have feared. 
 
So what?  
A small deterioration in the outlook 
for the structural deficit would not 
be a disaster because the Chancellor 
built in some wiggle room into his 
fiscal arithmetic. However, if the 
deterioration is bigger than we have 
assumed, the Chancellor has 2 
options. He can either adopt further fiscal restraint (i.e. tax hikes or spending cuts) to get back on track; or extend 
the horizon over which the fiscal targets are met. Given that it is still early days and there would be considerable 
loss of face, we think that this is unlikely to be an issue for this Autumn Statement. Nonetheless circumstances 
might force a more material announcement at some point further down the road. 
 
Discretionary Policy Measures 
Given the widely reported deterioration in the economic outlook and discontent with public sector cutbacks, there is likely 
to be considerable media focus on whether the Chancellor will relax the plans for fiscal consolidation. As illustrated 
above, the Chancellor has zero room for manoeuvre on this, so a relaxation in the austerity programme is very unlikely. 
 
Against a backdrop of the financial market turbulence in the peripheral Eurozone economies, market confidence 
in the credibility of the public finances is critical. We believe it would be suicide for the government to abandon 
its fiscal austerity plans at this stage. Despite having one of the biggest budget deficits in Europe, the market 
(and the rating agencies) has given the UK government the benefit of the doubt. It has never been cheaper for the 
UK government to borrow money. That is rather convenient at a time when it is borrowing more money than 
ever before. The lower level of government bond yields represents a windfall of GBP1bn to GBP2bn per year in 
lower interest costs. It would be madness to risk jeopardising this position. 
 
Hence the Chancellor’s hands are tied with regards to discretionary policy measures. We doubt that the 
Chancellor will budge with regards to the trajectory of the overall budget deficit. However, there are likely to be 
a number of token gestures or fine tuning. Early clues have included: 
 National infrastructure plan to get money from the city to build toll roads, superfast broadband networks etc; 
 New government backed mortgage guarantee scheme to help first time buyers; 
 Credit easing to boost SME lending; 
 Scrap the 3p/litre increase in tax on petrol and diesel… 
 …Financed by reduced inflation-linked uprating of benefits and payments; and 
 A tax on non-essential cosmetic plastic surgery. 
 
Conclusion 
The big adjustments to the UK public finances came in the emergency Budget shortly after the 2010 election. 
The economy has taken a turn for the worse, but the Chancellor has precious little leeway to do anything about it. 
Hence this Autumn Statement is likely to be a fine-tuning exercise. The only things that we can see provoking a 
substantial change of course will be a.) a disaster in the Eurozone  b.) the UK outlook takes a substantial turn for 
the worse, or c.) the next election approaches. For now, it is steady as she goes.  

Table 1: Impact of GDP Forecast Revisions to PSNBx Projection 

2010 2011 2012 2013 2014

GDP % y/y (OBR) 1.7 2.5 2.9 2.9

GDP % y/y (Scotia) 0.8 0.8 1.9 2.3

Difference ‐0.9 ‐1.7 ‐1 ‐0.6

Nominal GDP (GBP bn) 1538 1607 1700 1785

Impact on public finances in yr1 (GBP bn) 6.9 13.7 8.5 5.4

Impact on public finances in yr2 (GBP bn) 0 2.9 5.8 3.6

6.9 16.6 14.3 8.9

Adjustment for Lower Starting Point (GBP bn) ‐9 ‐9 ‐9 ‐9

PSNBx (March 2011) 146 122 101 70 47

Proxy PSNB (Nov‐11) 137 120 106 81 58

Difference (GBP bn) ‐9 ‐2.1 5 11 11



 
 

 
Fixed Income Strategy 

15 

Global Views  

November 25, 2011 

 

 

 

 

 

The level of UK breakevens is surprisingly low. Essentially, the linker market implies that inflation will be 
2.5% y/y on average over the next five years. On the one hand, given that the Bank of England’s RPIX target 
used to be 2.5% y/y, it shouldn’t be unreasonable for inflation to gravitate back down to that level. However, 
there are a number of pre-programmed price hikes which mean it will be hard for inflation to slow to this 
average pace. We examine exactly what is needed in order to get UK inflation as low as is currently implied 
by the linker market. 
 
What Needs to Happen to Get RPI Inflation down to 2.5% y/y on average over the next 
5 years? 
In a nutshell: 
 World Peace (resulting in oil falling gradually then flatling at USD90pb); 
 No more natural disasters provoking food price spikes; 
 Zero house price inflation; 
 Zero utility bill hikes; 
 Zero council tax hikes; 
 Bank Rate unchanged at 0.5% for the next 5 years; and 
 The RPI-CPI gap for clothing disappears very quickly. 
Clearly there are endless possibilities, but these are the most powerful assumptions. 
 
Pre-Programmed Price Increases 
There are a number of components of the RPI basket that are pre-programmed to rise at an elevated pace. For 
example, a number of indirect tax increases are scheduled for at least the next 3-5 years which will add to 
headline inflation. Furthermore, while some components of the RPI are extraordinarily elevated currently, 
others are exceptionally low and likely to adjust higher when ‘normalisation’ occurs. Examples of these 
include: 
 
 University tuition fee hikes (which add 0.2-0.4 percentage points to headline inflation for a 3 year 

period beginning in October 2012); 
 Alcohol and tobacco taxes will rise by RPI plus 2% (worth around 0.2 percentage points on RPI 

inflation) until 2014-15. 
 House price inflation is unusually subdued. At some point house price inflation ‘should’ revert to a 

more normal pace — typically in line with the pace of nominal GDP. If house price inflation were to 
resume an average pace of 4% y/y, with a weight of 5½% in the RPI basket, that would point to an 
addition of around 0.3% points to inflation; 

 Council tax was frozen for 2011-12. In the past, increases have ranged from 2% to 12%. Given a 
weight of 4% in the RPI basket, once council tax hikes are reinstated, this will add anything from 0.1 
to 0.5 to y/y inflation. 

 The Mortgage Interest Payments (MIPs) component of the RPI is punching well below its weight 
currently. There are 2 key reasons. First, interest rates are on hold at a low level. When Bank Rate begins 
to rise this component will add significantly to headline inflation — even if the pace of hikes is gradual. 
Because the level of mortgage rates is so low, a small change in the level of interest rates (say just 100bp 
over the first year) would represent a huge percentage change (around 30%) because the level of 
mortgage rates is only around 3%. Given a weight of 3% in the RPI basket, a 100bp rise in the first year 
of the hiking cycle will add around 1% to headline inflation. 

 The second reason that the MIPS component is subtracting from headline inflation is subdued house 
price inflation. The cost of a mortgage on a given home tends to increase over time. This is because the 
mortgage on a specific house 10 years ago that cost GBP100k to buy may have been GBP1k per month. 
However, if that same house now costs GBP500k to buy, the monthly mortgage outgoings to own that 
house will have risen to around GBP5k. In the period prior to the credit crunch, the MIPS component 
would typically rise by an annualised pace of around 7% y/y even in the absence of any interest rate 
changes. However, a recent dynamic has been that house price inflation has been non-existent. Hence the 

Alan Clarke (44 207) 826-5986 
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UK RPI — Is 2.5% Inflation On Average Over The Next 5 Years Possible?   
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… continued from previous page 

MIPS component is currently showing just a 1.2% y/y pace of increase. Normalisation in house price 
inflation to a conservative 4% y/y pace would add 0.1% points to headline inflation. 

 Rail fare hikes of 3% above RPI inflation from 2012 onwards (having previously risen by RPI plus 1%). 
This only has a relatively small weight in the RPI so adds just 0.02% points to headline inflation. 

 
Table 1 below summarises the impact of these various inputs into the RPI calculation. Not all of the 
influences will last over the whole of the next 5 years. In particular, the addition to inflation from mortgage 
rate hikes is large, but will only last for 1-2 years. Taking all of this into account, it is not unreasonable for 
these influences to add a little over 1% to inflation on average over the next 5 years. 

 
 
 
 

Components Punching Above Their Weight 
Just as there are components that are currently more subdued than average, there are several components that 
are much more elevated than normal. Several components will need to fall to well below ‘normal’ levels in 
order to offset the addition to inflation that will come from the components listed above. The prime 
candidates for a slowdown are: 
 
 Alcohol and tobacco. Clearly taxes on alcohol and tobacco are a major contributor to elevated inflation 

in this component. However, tobacco price inflation at 13.4% y/y is more than just a tax story. Adverse 
weather conditions have exacerbated the upside for tobacco prices both in the UK and overseas. As such, 
this extreme elevated level of tobacco price inflation is likely to prove temporary.  

 Food. There have been huge gyrations in food price inflation over the last 5 years. In turn this has 
reflected weather extremes. When these episodes have passed, the spikes in food price inflation have 
tended to subside. The latest spike in agricultural prices has already begun to unwind. Agricultural 
commodity prices have already fallen by 25% from the peak recorded in the spring. Hence there ‘should’ 
be a correction lower food price inflation.  

 For future years, for the purpose of this exercise we have assumed a moderate reacceleration in food 
price inflation. We suspect this assumption will almost definitely be wrong for two reasons: 

Alan Clarke (44 207) 826-5986 
alan_clarke@scotiacapital.com  

 

Table 1: Summary Addition to RPI from Pre-Programmed Price Hikes / Normalisation of Components 

RPI Component Issue

Addition to 

Inflation

Judgement 

Mid‐point

Period 

Affected

Household Services University Tuition Fee Hikes of 100‐200% 0.2 to 0.4 0.3

Oct 2012 ‐ 

Sep 2015

Alcohol Duty to rise by 2% above RPI inflation 0.12 0.12 Until 2015

Cigarettes & Tobacco Duty to rise by 2% above RPI inflation 0.06 0.06 Until 2015

House Price Depreciation

House price inflation currently ‐2% y/y, at 

some point will normalise to 4% y/y 0.3 0.3

Whole 

period

Council Tax

Currently frozen, but will begin to rise 

again at some point 0.1 to 0.5 0.2

Whole 

period

Mortgage Interest Payments (a)

Currently held down by subdued house 

price inflation, which will eventually 

normalise 0.1 0.1

Whole 

period

Mortgage Interest Payments (b)

BoE will raise Bank Rate at some point, 

pushing mortgage rates higher 1 to 1.5 0.25

Period of 

hiking cycle

Fares and Other Travel Costs Rail Fares to rise by 3% above RPI 0.02 0.02

2012 

onward

Sum 1.35

 Firstly because it would be surprising if there isn’t another food-related shock in the coming five 
years related to either the weather, disease or war; and 

 Development in Asia means that demand for food is increasing globally — amplifying the price of meat. 
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 Energy. Rather like the food component, UK energy price inflation is on the cusp of a sharp slowdown. 
Energy prices within the CPI and RPI basket has risen to almost 20% y/y. This has reflected the impact 
of higher wholesale gas prices on household utility bills and higher oil prices on petrol prices. However, 
powerful base effects are about to start bearing down heavily on y/y inflation.  

 In order to engineer an inflation profile that averages 2.5% y/y over the next 5 years, we have had to 
assume that there are no further utility bill increases over the next 5 years. Similarly, in order to push the 
average inflation rate down to 2.5% y/y, we have had to assume that transport energy price inflation is 
much more subdued than it has been of late. More specifically, we have had to assume that the price of 
oil creeps lower to around USD90pb (Brent) and then flat lines at that level. In the very near term that 
means that we experience moderate falls in the price of petrol, before it drifts sideways / marginally 
higher. 

 Clothing. This has been one of the hardest components to call. The biggest risk to clothes price inflation 
going forward is the RPI-CPI gap. According to the CPI, clothes price inflation is currently just above 
3% y/y. By contrast the RPI suggests clothes prices are rising by around 13% y/y. 

 In turn, the reason for the difference is that the RPI averages the prices of the various items of clothing 
together using the arithmetric mean, while the CPI applies the geometric mean. When individual prices 
are more dispersed, the two gauges tend to diverge. In order to get RPI inflation as low as implied by 
breakevens we have had to assume that this gap collapses pretty much imminently. 

 
Other Issues 
 BoE — In order to engineer an RPI forecast as low as 2.5% y/y on average over the next 5 years, the 

likely accompanying CPI profile would have to be particularly subdued. Our scenario points to a 
persistent undershoot of the BoE’s 2% y/y CPI target and an average CPI inflation rate of 1.7% y/y. That 
implies an RPI-CPI inflation gap of around ¾% which is broadly in line with what has been observed 
over the last  20 years. Given the Bank of England has clearly demonstrated its willingness to prevent an 
inflation target undershoot, it is questionable that the Bank would tolerate such a prolonged period of 
subdued inflation. Assuming the Bank can actually control inflation via unconventional policy measures, 
one would assume that the Bank conducted extraordinary policy ease in order to address this target 
undershoot.  

 Asia no longer exporting deflation: Our profile for core inflation shows a path that is not a million 
miles away from where core inflation was in the period from 2000 up to 2010. If core inflation could be 
that low back then, why can’t it be that low going forward? One important difference is that the 
developing Asian economies were previously noteworthy for ‘exporting deflation’. This contributed to 
depressing the prices of goods ranging from clothing to electrical items. We are less convinced that this 
will be the case going forward. 

 Pre-election sweeteners? Leading up to the next election, there is the risk that the Chancellor could take 
his foot off the brake pedal and deliver some pre-election sweeteners. One possibility is that the VAT 
rate is returned to the 17½% level that prevailed prior to the last election. If that did happen, it would be 
likely to subtract around ¾% from headline inflation. However, given that it is touch and go as to 
whether the Chancellor will meet his fiscal goals, and that further austerity is likely following the next 
election, a policy as expensive as a VAT cut is a risk, but not that likely.  

 
Conclusion 
It is not impossible for the average pace of RPI inflation to slow to around 2.5% y/y on average over the next 
five years as implied by breakevens. However, it requires some pretty heroic assumptions — some more 
extreme than others. The biggest issue is that there are a number of components that are pre-programmed to 
rise by an above-normal pace for several years. By contrast, some components of the RPI basket are currently 
running well above average and should be expected to ‘normalise’ at some point. But it is not enough for 
these components to just normalise — they will need to fall to a below average pace in order to offset the 
components that will be punching above their weight.  Our conclusion is that inflation will be higher than the 
linker market implies. 

Alan Clarke (44 207) 826-5986 
alan_clarke@scotiacapital.com  
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At face value, the jump in WTI over the last month is 
screaming out that the US CPI component for motor 
fuel should surge (Chart 1). 
 
However, the weekly retail gasoline prices (which 
have a near 100% correlation with the CPI motor 
fuel component) have been falling, not rising. In 
fact, the RBOB NYMEX wholesale gasoline 
futures point to further downside for retail gasoline 
prices (and hence the CPI motor fuel component) in 
the near term (Chart 2). 
 
Why the divergence? 
The Crack Spread has been the primary driver of 
this disconnect. The crack spread is the gap 
between the price of RBOB NYMEX Gasoline 
futures and WTI. During the 5 years to 2010, the 
average crack spread was USD10pb. However, 
over the last year, the spread exploded to almost 
USD40pb (in late-August) and has plunged since 
then, to reach USD6.5pb in the last week (Charts). 
 
In turn, the gyrations in the crack spread have 
reflected a number of influences. In particular, 
pipeline developments mean that WTI is becoming 
a less relevant benchmark for US gasoline prices. 
Brent has been a better guide to the future path of 
the US CPI component for motor fuel. Although 
the price of Brent has been less buoyant of late than 
WTI, the Brent Crack Spread has slumped into 
negative territory (see Chart 4 on the following 
page). 
 
Rather like WTI, the average Brent Crack Spread 
between 2006 and 2010 has been USD10pb. The 
spread is currently USD-6.5pb which is close to the 
lowest we have seen over the last 5 years. 
 
What does this imply for US CPI? 
The recent surge in WTI in isolation overstates the 
upside to near-term US CPI. Nonetheless, Brent, 
which is a better proxy for US gasoline prices, still 
points to upside pressure on the CPI. In particular, a 
Brent crack spread as low as this has typically been 
short-lived. The last time it happened was in the 
post-Lehman Brothers period and it had ‘normalised’ 
within 4 months.  
 
One way to gauge the likely impact on the US CPI 
(and in turn the July 2012 TIPs contract) is via 
scenarios: 
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US: Oil, Gasoline & The CPI  

 

Chart 1: US CPI Motor Fuel vs WTI (% m/m) 

Chart 2: Weekly Retail Gasoline Prices vs  
Wholesale RBOB NYMEX Gasoline Futures 

Chart 3: WTI Crack Spread 
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Scenario 1 — Neutral: the crack spread remains 
unchanged at current levels until July 2012 
We assume that the level of the price of oil is 
unchanged, meaning that any movement in the 
motor fuel component of the CPI is reflective of the 
normal seasonal pattern. On the basis of this 
scenario, we calculate that the price of the July-2012 
contract should be 103.2 – compared to today’s 
price of 102.26.    
   
Scenario 2 — Favourable: the crack spread 
returns to the long run average of USD10pb 
within 4 months. 
 
On the basis of this scenario, we calculate that the 
price of the July-2012 contract should be 103.67. 
 
Scenario 3 — Adverse: the crack spread continues to fall by a further USD10pb 
On the basis of this scenario, we calculate that the price of the July-2012 contract should be 102.8. 
 
Conclusion 
There has been a striking divergence between WTI oil (which has been rising sharply) while the price of 
short dated linkers such as the July-2012 has been on a steady downward path. In isolation, the surge in WTI 
would have suggested that US inflation will be higher than previously assumed and the price of TIPS should 
have been rising, not falling. However, this has overlooked the collapse in the crack spread (i.e. the gap 
between gasoline prices and the price of oil). Furthermore, WTI is becoming less relevant for US inflation — 
Brent is a better guide. 
 
When the crack spread has been as low as it currently is, it has tended to revert towards a more normal spread 
within 3-4 months. We believe it is most likely that this is repeated over the coming months, which should 
push up the motor fuel component of the US CPI. Based on our scenarios for the crack spread, we believe 
that the price of the July-2012 TIPS contract is between 90bp and 140bp lower than it should be. 
  
 

Chart 4: Brent Crack Spread 
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 Policy moves, mishaps, and inactions are to blame for this year's dismal equity performance and global 
leadership. The MSCI World Index is down 15.1% so far in 2011 (S&P500 -7.6%; TSX -13.9% in 
CAD/-18.2% in USD) and emerging markets (-23.1%) are lagging U.S. large caps (Dow Jones -2.8%). 
The 2011 equity slide has unfolded in the second half as policy inaction in the U.S. (failed debt ceiling/
Super committee agreements) and inadequate policy responses in Europe have proven a deadly 
combination. 

 
 Prior to the U.S./EU high-profile fiscal rollercoaster, however, global monetary policy was tightening 

and already impacting risk-appetite. China, Australia, and EM central banks embarked on a tightening 
campaign late in 2009 and "inflation-fighting" peaked in the first half of 2011. The ECB raised rates 
twice this year (+25 bp in April; +25 bp in July) and the Bank of Canada had also been contemplating 
rate hikes. Since August, global monetary policy has shifted back into neutral/easing, the ECB cut rates, 
and most EM countries are unwinding their "slower-growth" strategy. 

 
 Exhibit 1 show how 

monetary policy has 
evolved in the last 5 years. 
Synchronized easing in 
2H08/2009 was followed 
by China/EM tightening in 
2010/1H11. In our 
opinion, 2012 will see 
more synchronized easing 
bias as China's monetary 
stance is influenced by 
weaker data. Sub-50 PMI 
indicators are typically the 
wake-up call for central 
banks, and the closer these 
surveys get to 45, the 
faster monetary easing is 
implemented. 

 
 China's latest PMI hit 

48.0 (lowest since 
January 2009), and 
although authorities are 
not yet ready to adopt 
broad easing measures, 
the tone should get 
increasingly dovish in the 
1H12. 

 
 Exhibit 2 is our global 

central bank barometer 
which captures the easing/
tightening monetary trend 
based on 6-month 
weighted average change 
in U.S., Europe, China, 
Japan, and Canada short 

Policy Shifts, Mishaps & Inaction 

 Vincent Delisle (514) 287-3628 
vincent_delisle@scotiacapital.com 
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 Exhibit 1: Selected Global Benchmark Rates - 2007-2011 (%) 

Exhibit 2: Global Central Bank Monitor: Easing/Tightening Indicator 
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term rates. Although rate cut flexibility is lower than it was in 2007, we believe a full reversal into easing 
will intensify in 2012. 

 
China policy and the TSX 
 
 Canadian equities have been 

hit by the perfect storm in 
recent months as China 
slowdown fears add to an 
already challenging global 
debt outlook. As depicted in 
Exhibit 3, higher beta/cylical 
markets such as the TSX and 
the Hang Seng indices tend 
to hurt in periods of China 
tightening (reserve ratio 
increases-YOY). When 
policy shifts in to neutral 
(flat YOY reserve ratio 
change) and easing (negative 
YOY change in the reserve 
ratio), TSX/Hang Seng 
rebounds are more likely. 

 
 With lagged effects of China's 2-year tightening cycle likely visible for another 3-6 months, TSX/

commodity/C$ headwinds could prevail heading into 2012. However, China easing prospects by Q2-
2012, pushing the China Reserve Ratio line (blue) in negative YOY territory, could help restore risk-
appetite and trigger a positive reversal for the TSX. 

 
 U.S. and Europe policy risks appear set to remain challenging in 2012 as election intangibles (U.S. and 

France in 2012; Germany in 2013) suppress market sentiment. In our opinion, China's path to more 
accommodative measures in 2012 should be the silver lining in these policy-driven markets. 

… continued from previous page 
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Key Data Preview  

CANADA 
Canadian employment (Friday) unexpectedly declined in October, starting Q4 on a weak footing after a 60k+ gain the 
previous month. However, with an expected rebound in both construction and manufacturing jobs in November, we 
should witness a modest increase in overall employment during the month. What matters more than volatility in the 
headline body count is average wage growth and hours worked, with Canadians getting hit on both fronts right now. 
Indeed, real wage growth has been negative since early this year while nominal gains have now slowed substantially to 
1.3% y/y, suggesting that we will witness a real slowdown in consumption in the near future, especially given the 
structural peaks we are witnessing in most consumption metrics. Aggregate hours worked have also fallen over the past 
two months, putting downward pressure on real GDP in both September and October with the potential for a further 
decline in November due to flooding in Thailand. Indeed, flooding in Thailand is a risk to our headline estimate as well 
after supply disruptions resulted in a decline in auto production for a few major automakers in North America.  
 

Real GDP (Wednesday) contracted by more than expected in Q2 after 
supply shocks stemming from the Spring Japanese disasters led to an 
outsized decline in production and export activity. Indeed, not even a 
substantial inventory stockpiling during the quarter was enough to 
offset this weakness. Nonetheless, as the supply shocks dissipated, 
exports surged ahead, likely contributing roughly 5 percentage points 
to Q3 real GDP which we expect to come in at roughly 2.8% q/q 
annualized. A modest gain in both residential activity and consumption 
should also help to boost economic activity during the quarter. 
Offsetting this strength, however, will be a decline in business 
investment after machinery and equipment imports edged down in 
both July and September. Inventories should also weigh heavily on 
headline real GDP after Q1 and Q2 registered massive inventory 
contributions to GDP growth, with history suggesting that back-to-back gains of this magnitude have generally led to 
a drag on GDP growth in the following quarter. Having said that, inventories remain the biggest wildcard within this 
report as the accompanying chart illustrates.  And, this wildcard will likely be the main reason why the quarterly 
expenditure-based real GDP print will come in weaker than the monthly industry-based GDP add up for the quarter 
would suggest. Indeed, based on the observable factors for the month, September real GDP will likely increase by 
0.3% m/m as an increase in price-adjusted manufacturing shipments, price-adjusted retail sales and housing starts 
outweigh a decline in aggregate hours worked and price-adjusted wholesale sales during the month. This would 
imply a Q3 real GDP gain of 3.1% q/q versus our estimate of 2.8% as we err more cautiously on the inventory effect. 
 

UNITED STATES 
US employment (Friday) was revised up by a cumulative 100,000 jobs over the past two months, highlighting 
once again the difficulty in predicting the initial print for this report. Indeed, the ADP private sector employment 
report released only a few days earlier used to be treated as a leading indicator for nonfarm payrolls. However, 
over the past few years, the correlation between the initial ADP report and the initial nonfarm payrolls report has 
weakened considerably.  In addition, while we would normally use jobless claims data as another predictor for job 
growth in any given month, the change in workshare programs and the continued weakness in the US labour 
market, which has likely resulted in an increased share of unemployed workers who have now exhausted all of 
their eligible benefits, has distorted this number. That said, based on recent trends, we are looking for a 100k+ 
print in nonfarm payrolls in November which would coincide with a similar gain in ADP employment. What will 
be more important, however, are any changes in the unemployment rate — an increased focus by the Fed — and 
the pace of wage growth as continued weakness on both fronts hampers consumer spending further.   
 

The ISM manufacturing index (Thursday) is the other marquee data report out next week given the potential impact a 
surprise in either direction can have on the market. While the correlation between the two most prominent Fed 
regional manufacturing surveys — the Empire and Philly Fed — and the ISM manufacturing index has been weaker 
lately, looking at all of the Fed regional manufacturing surveys together points to a mild increase in the overall ISM 
manufacturing index as an improvement in the Richmond, Empire and most likely the Chicago Fed survey when 
released next week modestly outweighs a deterioration in the Kansas City and Philly Fed surveys. 
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EUROPE 
Inflation releases will be watched closely next week in the euro zone, as 
any sign of a marked deceleration in price gains could have implications 
for the European Central Bank’s (ECB) next meeting on December 8th. 
The ECB cut the benchmark refinancing rate by 25 basis points (bps) 
earlier this month, citing the likelihood of a mild recession through the 
end of 2011 / beginning of 2012. At the time of the announcement, an 
expected slowdown in inflation was incorporated into the interest rate 
outlook. However, faster-than-anticipated or more pronounced 
disinflation in the coming months could prompt a second cut. We believe 
that a further deterioration in the growth outlook driven by continued 
inaction on the debt crisis front will eventually trigger an additional cut, 
bringing the policy rate to 1.00%, or perhaps lower. The November flash 
estimate for the euro zone CPI (Wednesday) will likely show inflation 
staying at 3.0% y/y for the third consecutive month, implying a 0.1% m/
m gain. Germany (Monday) will likely see inflation edge lower to 2.8% 
y/y from 2.9% in October, as will Spain (Tuesday), from 3.0% to 2.9%, 
while Italy (Wednesday) will maintain the same elevated pace as last month, at 3.8%. In this environment, we 
see the ECB leaving interest rates unchanged at the December meeting, waiting until January at the earliest to 
move rates lower.  
 
LATIN AMERICA 
Industrial sector performance has become uneven across Latin America 
and we expect this trend to be maintained in the near term before 
convergence is seen in 2012. On one hand, industrial production (IP) in 
Brazil (to be released on December 2nd) has shown clear signs of 
deceleration. In September the country’s IP decreased by 1.60% y/y, 
fourth yearly contraction, with the backdrop being in part due to falling 
auto sector output. Additionally, the pace of retail sales growth has also 
moderated. On the other hand, countries such as Colombia and Chile 
have shown stronger local demand. Chile’s IP (to be released on 
November 29th) increased 5.2% y/y in September, its third consecutive 
year-over-year increase. This expansion was mainly driven by growth 
in food and beverages production. However, industrial sales growth 
remains stable, which may weigh on IP going forward. 
 
ASIA 
China’s official manufacturing Purchasing Manager’s Index (PMI) is to 
be published on November 30th. Latest observations have displayed a 
fall in manufacturing activity, with new export orders coming down to 
levels not observed in over two years. The decreases have resulted from 
lower demand from a sluggish euro zone. Interestingly, the value of 
foreign sales to the U.S. has yet to dwindle, implying that only about a 
quarter of Chinese exports seem to be struggling. A fall in China’s net 
export volumes is already embedded in our growth estimate for the 
final quarter of this year and through most of next year. Although the 
economy will certainly slow down, it will hardly lose its lustre as there 
is scant evidence of a fall in domestic demand. We anticipate a GDP 
gain of 8.5% y/y in 4Q11, which will imply a 9.1% y/y advance for the 
year.   
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North America 

Key Indicators for the week of November 28 - December 2 

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

A3 

Country Date Time Event Period BNS Consensus Latest
US 11/28 10:00 New Home Sales (000s) OCT 320 313 313
US 11/28 10:00 New Home Sales (MoM) OCT 2.0 0.0 5.7
US 11/28 10:30 Dallas Fed Manf. Activity NOV - - 5.0 2.3

CA 11/29 08:30 Current Account (BOP) (C$ bns) 3Q - - -11.1 -15.3
US 11/29 09:00 S&P/CS 20 City SA (MoM) SEP 0.0 0.0 -0.1
US 11/29 09:00 S&P/CS Composite-20 (YoY) SEP - - -3.0 -3.8
US 11/29 09:00 S&P/Case-Shiller US HPI (YoY) 3Q - - -- -5.9
US 11/29 10:00 Consumer Confidence NOV 41.0 44.4 39.8
MX 11/29 10:00 International Reserves Weekly (US$ mns) 25-Nov - - -- 140025
US 11/29 10:00 House Price Index (MoM) SEP - - 0.1 -0.1
US 11/29 10:00 House Price Purchase Index (QoQ) 3Q - - -- -0.6

US 11/30 14:00 Fed's Beige Book
US 11/30 07:00 MBA Mortgage Applications (WoW) 25-Nov - - -- -1.2
US 11/30 07:30 Challenger Job Cuts (YoY) NOV - - -- 12.6
US 11/30 08:15 ADP Employment Change (000s) NOV 110 130 110
CA 11/30 08:30 Industrial Product Price (MoM) OCT 0.4 0.3 0.4
CA 11/30 08:30 Raw Materials Price Index (MoM) OCT 1.0 1.3 1.4
US 11/30 08:30 Nonfarm Productivity (QoQ SAAR) 3Q F - - 2.6 3.1
US 11/30 08:30 Unit Labor Costs (QoQ SAAR) 3Q F - - -2.1 -2.4
CA 11/30 08:30 Quarterly GDP  (QoQ SAAR) 3Q 2.8 3.0 -0.4
CA 11/30 08:30 Gross Domestic Product (MoM) SEP 0.3 0.3 0.3
CA 11/30 09:00 Teranet/National Bank HPI (MoM) SEP - - -- 0.9
US 11/30 09:45 Chicago Purchasing Manager NOV - - 58.5 58.4
US 11/30 10:00 Pending Home Sales (MoM) OCT 1.5 1.2 -4.6
US 11/30 10:00 NAPM-Milwaukee NOV - - -- 55.5
MX 11/30 15:30 Budget Balance (YTD) (MXN bns) OCT - - -- -179.0

US 12/01 08:30 Initial Jobless Claims (000s) 25-Nov 390 390 393
US 12/01 08:30 Continuing Claims (000s) 18-Nov 3600 -- 3691
MX 12/01 10:00 Central Bank Economists Survey
US 12/01 10:00 Construction Spending (MoM) OCT - - 0.4 0.2
MX 12/01 10:00 Remittances (US$ mns) OCT - - 2000.0 2084.7
US 12/01 10:00 ISM Manufacturing NOV 52.0 51.5 50.8
US 12/01 10:00 ISM Prices Paid NOV - - 45.0 41.0
US 12/01 17:00 Total Vehicle Sales (mns) NOV 13.4 13.4 13.2
US 12/01 17:00 Domestic Vehicle Sales (mns) NOV 10.4 10.4 10.3
US 12/01 ICSC Chain Store Sales (YoY) NOV - - -- 3.7

CA 12/02 07:00 Unemployment Rate NOV 7.3 7.3 7.3
CA 12/02 07:00 Net Change in Employment (000s) NOV 10 12 -54
CA 12/02 07:00 Full Time Employment Change (000s) NOV - - -- -71.7
CA 12/02 07:00 Part Time Employment Change (000s) NOV - - -- 17.7
CA 12/02 07:00 Participation Rate NOV - - 66.7 66.7
US 12/02 08:30 Change in Nonfarm Payrolls (000s) NOV 100 120 80
US 12/02 08:30 Change in Private Payrolls (000s) NOV - - 145 104
US 12/02 08:30 Unemployment Rate NOV 9.0 9.0 9.0
US 12/02 08:30 Avg Hourly Earning (MoM) All Emp NOV 0.2 0.2 0.2
US 12/02 08:30 Avg Hourly Earning (YoY) All Emp NOV 2.0 2.0 1.8
US 12/02 08:30 Avg Weekly Hours All Employees NOV 34.3 34.3 34.3
US 12/02 08:30 Chg in Household Survey Emply (000s) NOV - - -- 277
MX 12/02 10:00 Overnight Rate 2-Dec 4.50 4.50 4.50
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Europe  

Key Indicators for the week of November 28 - December 2 

Forecasts at time of publication. 
Source: Bloomberg, Scotia Economics. 
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Country Date Time Event Period BNS Consensus Latest
UK 11/27 19:01 Hometrack Housing Survey (MoM) NOV - - -- -0.2

GE 11/28 02:00 GfK Consumer Confidence Survey DEC 5.3 5.1 5.3
GE 11/28 03:00 CPI - Saxony (YoY) NOV - - -- 2.7
SW 11/28 03:30 Retail Sales s.a. (MoM) OCT - - 0.1 -0.2
SW 11/28 03:30 Trade Balance (SEK bns) OCT - - 6.3 11.9
GE 11/28 04:00 CPI - Brandenburg (YoY) NOV - - -- 2.4
GE 11/28 04:00 CPI - Hesse (YoY) NOV - - -- 2.4
IT 11/28 04:00 Business Confidence NOV - - 93.0 94.0
UK 11/28 06:00 CBI Reported Sales NOV - - -11.5 -11.0
GE 11/28 06:00 CPI - Bavaria (YoY) NOV - - -- 2.7
FR 11/28 12:00 Jobseekers- Net Change (000s) OCT 30 13 26
GE 11/28 Consumer Price Index (MoM) NOV P 0.0 0.0 0.0
GE 11/28 Consumer Price Index (YoY) NOV P 2.3 2.4 2.5
GE 11/28 CPI - Baden Wuerttemberg (YoY) NOV - - -- 2.8
GE 11/28 CPI - EU Harmonised (MoM) NOV P 0.0 -0.1 0.1
GE 11/28 CPI - EU Harmonised (YoY) NOV P 2.8 2.7 2.9
GE 11/28 CPI - North Rhine-West. (YoY) NOV - - -- 2.3

UK 11/29 02:00 Nat'wide House prices sa (MoM) NOV 0.0 0.0 0.4
SP 11/29 03:00 CPI (EU Harmonised) (YoY) NOV P 2.9 2.8 3.0
SP 11/29 03:00 Consumer Price Index (YoY) NOV P - - 2.7 3.0
SP 11/29 03:00 Retail Sales (Real) (YoY) OCT - - -8.0 -5.5
SW 11/29 03:30 GDP s.a. (QoQ) 3Q - - 0.4 0.9
IT 11/29 04:00 Hourly Wages (MoM) OCT - - -- 0.3
UK 11/29 04:30 Net Consumer Credit (£ bns) OCT 0.6 0.5 0.6
UK 11/29 04:30 Net Lending Sec. on Dwellings OCT 0.3 0.5 0.3
UK 11/29 04:30 Mortgage Approvals (000s) OCT 52.0 51.8 51.0
UK 11/29 04:30 M4 Money Supply (YoY) OCT - - -- -1.7
EC 11/29 05:00 Business Climate Indicator NOV - - -0.3 -0.2
EC 11/29 05:00 Euro-Zone Consumer Confidence NOV F -20.7 -20.4 -20.4
EC 11/29 05:00 Euro-Zone Economic Confidence NOV 93.8 93.9 94.8
EC 11/29 05:00 Euro-Zone Indust. Confidence NOV -7.5 -7.6 -6.6
EC 11/29 05:00 Euro-zone Services Confidence NOV -1.0 0.0 0.2
PO 11/29 05:00 Consumer Confidence NOV - - -- -53.0
PO 11/29 05:00 Economic Climate Indicator NOV - - -- -2.9
UK 11/29 19:01 GfK Consumer Confidence Survey NOV -32.0 -33.0 -32.0
SP 11/29 Spain Budget Balance YTD (€ mns) OCT - - -- -31081

GE 11/30 02:00 Retail Sales (MoM) OCT 0.6 0.1 0.3
FR 11/30 02:45 Producer Prices (YoY) OCT - - 5.4 6.1
FR 11/30 02:45 Consumer Spending (MoM) OCT 0.2 0.2 -0.5
SP 11/30 03:00 Total Housing Permits (MoM) SEP - - -- -41.9
SW 11/30 03:30 Current Account (SEK bns) 3Q - - -- 61.3
GE 11/30 03:55 Unemployment Change (000's) NOV 0.0 -5.0 10.0
GE 11/30 03:55 Unemployment Rate (s.a) NOV 7.0 7.0 7.0
IT 11/30 04:00 Unemployment Rate (SA) OCT P - - 8.3 8.3

NO 11/30 04:00 Retail sales - vol sa (MoM) OCT - - 0.3 -0.5
EC 11/30 05:00 Euro-Zone CPI Estimate (YoY) NOV 3.0 3.0 3.0
EC 11/30 05:00 Euro-Zone Unemployment Rate OCT - - 10.2 10.2
IT 11/30 05:00 CPI - EU Harmonized (MoM) NOV P 0.1 0.0 0.9
IT 11/30 05:00 CPI - EU Harmonized (YoY) NOV P 3.8 3.8 3.8
IT 11/30 06:00 PPI (YoY) OCT - - 5.0 4.7
IR 11/30 06:00 Unemployment Rate NOV - - -- 14.4
PO 11/30 Industrial Production (MoM) OCT - - -- -5.9
PO 11/30 Retail Sales (MoM) OCT - - -- -3.7
SP 11/30 Current Account (€ bns) SEP - - -- -1.5
IR NOV 30-DEC 5 Consumer Confidence NOV - - -- 63.7
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KEY INDICATORS 

Europe (continued from previous page) 

Key Indicators for the week of November 28 - December 2 

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

A5 

Asia Pacific 

FR 12/01 01:30 Mainland Unemp. Change (000s) 3Q - - -- -37.0
FR 12/01 01:30 ILO Unemployment Rate 3Q - - 9.7 9.6
SW 12/01 02:30 Swedbank PMI Survey NOV - - 49.0 49.8
NO 12/01 03:00 Norway PMI SA NOV - - 50.2 50.8
SP 12/01 03:15 Spain November Manufacturing PMI
FR 12/01 03:15 PMI Manufacturing NOV F 48.0 47.6 47.6
IT 12/01 03:45 PMI Manufacturing NOV 42.0 43.0 43.3
GE 12/01 03:55 PMI Manufacturing NOV F 48.5 47.9 47.9
EC 12/01 04:00 PMI Manufacturing NOV F 46.5 46.4 46.4
UK 12/01 04:30 PMI Manufacturing NOV 47.0 47.0 47.4
IT 12/01 13:00 Budget Balance (Year to date) (€ bns) NOV - - -- -60.8
UK DEC 1-8 Halifax House Prices sa (MoM) NOV -0.2 -- 1.2
UK DEC 1-8 Halifax House Price 3Mths/Year NOV -0.7 -- -1.8

SP 12/02 03:00 Unemployment MoM Net (000s) NOV - - -- 134.2
NO 12/02 04:00 Unemployment Rate NOV - - 2.4 2.4
UK 12/02 04:30 PMI Construction NOV - - 52.0 53.9
EC 12/02 05:00 Euro-Zone PPI (YoY) OCT - - 5.6 5.8

Country Date Time Event Period BNS Consensus Latest

Country Date Time Event Period BNS Consensus Latest
CH 11/26 21:00 Industrial Profits YTD (YoY) OCT - - -- 27.0
CH NOV 26-28 Leading Index OCT - - -- 100.4

SK 11/27 16:00 Business Survey- Manufacturing DEC - - -- 82.0
SK 11/27 16:00 Business Survey- Non-Manufacturing DEC - - -- 84.0
NZ 11/27 19:00 NBNZ Activity Outlook NOV - - -- 26.1
NZ 11/27 19:00 NBNZ Business Confidence NOV - - -- 13.2
PH 11/27 21:00 GDP sa (QoQ) 3Q 1.0 0.6

JN 11/28 00:00 Small Business Confidence NOV - - -- 46.4
TH 11/28 02:00 Total Capacity Utilization ISIC OCT - - -- 65.4
TH 11/28 02:00 Mfg. Production Index ISIC (SA) OCT - - -- 188.6
TA 11/28 03:00 Leading Index (MoM) OCT - - -- -0.3
TA 11/28 03:00 Coincident Index (MoM) OCT - - -- -0.7
SK 11/28 18:00 Current Account (US$ mns) OCT - - -- 3103.3
SK 11/28 18:00 Goods Balance (US$ mns) OCT - - -- 2371.8
JN 11/28 18:30 Overall Hhold Spending (YoY) OCT - - -1.5 -1.9
JN 11/28 18:30 Jobless Rate OCT - - 4.2 4.1
JN 11/28 18:50 Retail Trade SA (MoM) OCT - - 0.6 -1.4
AU 11/28 19:00 HIA New Home Sales (MoM) OCT - - -- -3.5

TA 11/29 03:20 Bounced Check Ratio OCT - - -- 0.18
NZ 11/29 16:45 Building Permits (MoM) OCT - - -- -17.1
SK 11/29 18:00 Industrial Production (MoM) OCT - - 0.2 1.1
SK 11/29 18:00 Service Industry Output (YoY) OCT - - -- 3.8
SK 11/29 18:00 Leading Index ((YoY)) OCT - - -- 1.5
JN 11/29 18:15 Markit/JMMA Manufacturing PMI NOV - - -- 50.6
JN 11/29 18:50 Industrial Production (MoM) OCT P - - 1.1 -3.3
AU 11/29 19:30 Private Sector Credit (MoM) OCT - - 0.4 0.5
JN 11/29 20:30 Labor Cash Earnings (YoY) OCT - - -0.2 -0.4
JN 11/29 23:00 Vehicle Production (YoY) OCT - - -- -4.5
MA NOV 29-30 Unemployment Rate 3Q - - -- 3.0

JN 11/30 00:00 Construction Orders (YoY) OCT - - -- -9.3
JN 11/30 00:00 Annualized Housing Starts (mns) OCT - - 0.770 0.745
IN 11/30 00:30 Qtrly GDP (YoY) 3Q 7.0 6.8 7.7
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KEY INDICATORS 

Asia Pacific (continued from previous page) 

Key Indicators for the week of November 28 - December 2 

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

A6 

TH 11/30 02:30 Benchmark Interest Rate 30-Nov 3.25 3.00 3.50
TH 11/30 02:30 Total Exports (YoY) OCT - - -- 18.4
TH 11/30 02:30 Total Imports (YoY) OCT - - -- 42.6
TH 11/30 02:30 Total Trade Balance (US$ mns) OCT - - -- 2400
TH 11/30 02:30 Current Account Balance (US$ mns) OCT - - -537.0 400.0
TH 11/30 02:30 Overall Balance (US$ mns) OCT - - -- -1674.2
TH 11/30 02:30 Business Sentiment Index OCT - - -- 48.5
HK 11/30 04:00 Govt Mthly Budget Surp/Def (HK$ bns) OCT - - -- -3.7
AU 11/30 17:30 AiG Performance of Mfg Index NOV - - -- 47.4
SK 11/30 18:00 Consumer Price Index (MoM) NOV - - -0.1 -0.2
SK 11/30 18:00 Consumer Price Index (YoY) NOV - - 4.4 3.9
SK 11/30 18:00 Core Consumer Price Index(YoY) NOV - - -- 3.7
SK 11/30 19:00 HSBC Manufacturing PMI NOV - - -- 48.0
AU 11/30 19:30 Retail Sales s.a. (MoM) OCT - - 0.4 0.4
CH 11/30 20:00 PMI Manufacturing NOV 50.0 49.8 50.4
SK 11/30 20:00 Ext Trade - Export (YoY) NOV 12.0 11.6 8.0
SK 11/30 20:00 Ext Trade - Imports (YoY) NOV 10.0 12.4 15.6
SK 11/30 20:00 Ext Trade - Balance (US$ mns) NOV 4000 2854 4067
TA 11/30 21:00 HSBC Taiwan Manufacturing PMI NOV - - -- 43.7
CH 11/30 21:30 HSBC Manufacturing PMI NOV - - -- 51.0
TH 11/30 23:00 Consumer Price Index NSA (MoM) NOV 0.3 0.4 0.2
TH 11/30 23:00 Consumer Price Index (YoY) NOV 4.2 4.4 4.2
TH 11/30 23:00 Core CPI (YoY) NOV 2.8 2.9 2.9
ID 11/30 23:00 Core Inflation (YoY) NOV - - -- 4.4
ID 11/30 23:00 Exports (YoY) OCT - - -- 46.3
ID 11/30 23:00 Total Trade Balance (US$ mns) OCT - - -- 2716.1
ID NOV 30-Dec 9 00:00 Consumer Confidence Index NOV - - -- 116.2

JN 12/01 00:00 Vehicle Sales (YoY) NOV - - -- 28.3
AU 12/01 00:30 RBA Commodity Index SDR (YoY) NOV - - -- 19.4
IN 12/01 00:30 Exports (YoY) OCT - - -- 36.4
IN 12/01 00:30 Imports (YoY) OCT - - -- 17.2
PH 12/01 03:00 Overnight Borrowing Rate 1-Dec 4.50 4.50 4.50
HK 12/01 03:30 Retail Sales - Value (YoY) OCT - - 20.4 24.1
HK 12/01 03:30 Retail Sales - Volume (YoY) OCT - - 13.7 15.2
JN 12/01 18:50 Capital Spending (YoY) 3Q - - -3.6 -7.8
AU 12/01 19:30 Building Approvals (MoM) OCT - - 3.3 -13.6

CH 12/02 20:00 China Non-manufacturing PMI NOV - - -- 57.7
ID 12/02 23:00 Total Imports (YoY) OCT - - -- 56.4

Latin America 

Country Date Time Event Period BNS Consensus Latest

Country Date Time Event Period BNS Consensus Latest
BZ 11/28 05:30 Central Bank Weekly Economists Survey
PE 11/28 GDP (YoY) 3Q - - -- 6.6

CL 11/29 07:00 Industrial Production (YoY) OCT - - 4.4 5.2
CL 11/29 07:00 Industrial Sales (YoY) OCT - - 2.3 1.1
CL 11/29 07:00 Copper Production Total (tons) OCT - - -- 436743
CL 11/29 07:00 Retail Sales (YoY) OCT - - 9.4 9.6

CL 11/30 07:00 Unemployment Rate OCT - - 7.4 7.4
CO 11/30 11:00 Urban Unemployment Rate OCT - - 9.8 10.2
BZ 11/30 SELIC Target - Central Bank 30-Nov 11.00 11.00 11.50

BZ 12/01 07:00 PMI Manufacturing NOV - - -- 46.5
BZ 12/01 08:00 Trade Balance (FOB) - Monthly (US$ mns) NOV - - 1900 2355
BZ 12/01 08:00 Exports (US$ mns) NOV - - -- 22140
BZ 12/01 08:00 Imports (US$ mns) NOV - - -- 19785
PE 12/01 Consumer Price Index (MoM) NOV - - 0.3 0.3
PE 12/01 Consumer Price Index (YoY) NOV - - 4.5 4.2

BZ 12/02 06:00 Industrial Production sa (MoM) OCT - - 0.1 -2.0
BZ 12/02 06:00 Industrial Production (YoY) OCT - - -1.6 -1.6
CO 12/02 16:00 Producer Price Index (MoM) NOV - - -- 0.9
CO 12/02 16:00 Producer Price Index (YoY) NOV - - -- 7.9
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North America 

Europe 

Global Auctions for the week of November 28 - December 2 

Source: Bloomberg, Scotia Economics. 

A7 

Country Date Time Event
US 11/28 11:00 U.S. Fed to Purchase USD4.25-5.00 Bln Notes/Bonds
US 11/28 11:30 U.S. to Sell 3-Month Bills
US 11/28 11:30 U.S. to Sell 6-Month Bills

US 11/29 11:00 U.S. Fed to Purchase USD2.25-2.75 Bln Notes/Bonds
US 11/29 11:30 U.S. to Sell 4-Week Bills

US 11/30 11:00 U.S. Fed to Sell USD8.00-8.75 Bln Notes
CA 11/30 12:00 Canada to Sell 30-Year Real Return Bonds

Country Date Time Event
IT 11/28 05:00 Italy to Sell I/L Bonds
HU 11/28 05:30 Hungary to Sell 6-Week Bills
BE 11/28 06:00 Belgium to Sell 4.25% 2041 Bonds
BE 11/28 06:00 Belgium to Sell 5% 2035 Bonds
BE 11/28 06:00 Belgium to Sell 4.25% 2021 Bonds
BE 11/28 06:00 Belgium to Sell 4% 2018 Bonds
FR 11/28 09:00 France to Sell Bills
UK 11/28 00:00 U.K. Mini Tender Gilt Cancelled

IT 11/29 05:00 Italy to Sell Bonds/Floating Rate Notes
SZ 11/29 05:30 Switzerland to Sell 3-Month Bills
BE 11/29 05:30 Belgium to Sell Bills
HU 11/29 05:30 Hungary to Sell 3-Month Bills

HU 11/30 04:30 Hungary's Central Bank to Sell 2-Week Bills
SW 11/30 05:10 Sweden to Sell Bonds
HU 11/30 05:30 Hungary to Buy Back Bonds

SP 12/01 04:30 Spain to Sell Bonds
FR 12/01 05:00 France to Sell Bonds
UK 12/01 05:30 U.K. to Sell GBP3 Bln 3.75% 2021 Bonds
HU 12/01 05:30 Hungary to Sell Bonds

UK 12/02 06:10 U.K. to Sell Bills

Asia Pacific 

Country Date Time Event
JN 11/28 22:45 Japan to Sell 2-Year Bond

JN 11/29 22:35 Japan to Sell 3-Month Bills

JN 11/30 22:45 Japan to Sell 10-Year Bond
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Source: Bloomberg, Scotia Economics. 

Events for the week of November 28 - December 2 

North America 

Europe 

A8 

Country Date Time Event
US 11/29 11:30 Fed's Yellen Speaks on Global Recovery in San Francisco
US 11/29 12:15 Fed's Raskin Moderates Panels in San Francisco
US 11/29 12:27 Fed's Lockhart to Speak on U.S. Economy in Atlanta
US 11/29 16:30 Fed's Williams Speaks to Reporters in San Francisco
US 11/29 19:00 Fed's Kocherlakota Speaks to Reporters in California
CA 11/29 19:15 Bank of Canada Deputy Gov. Murray speaks in Plattsburgh, NY
US 11/29 20:00 Fed's Kocherlakota Speaks on Monetary Policy at Stanford

CA 11/30 07:30 Canadian Finance Minister Jim Flaherty Speaks in New York
US 11/30 14:00 Fed Releases Beige Book Economic Survey

US 12/01 09:00 U.S. Treasury Holds Economic Conference With Geithner, Tarullo
US 12/01 09:00 Fed's Lockhart to Give Welcome at Real Estate Conference
US 12/01 09:05 Fed's Bullard Speaks at Bloomberg Event in New York

MX 12/02 10:00 Overnight Rate

Asia Pacific 

Latin America 

Country Date Time Event
NZ 11/25 New Zealand General Election

TH 11/30 02:30 Benchmark Interest Rate

PH 12/01 Overnight Borrowing Rate

Country Date Time Event
EC 11/28 EU's Van Rompuy, Barroso Meet Obama in Washington

EC 11/29 04:00 EU's Van Rompuy, Almunia, China's Ying Speak in Brussels
PO 11/29 07:00 Bank of Portugal Releases Financial Stability Report
UK 11/29 07:00 Osborne Makes Autumn Statement to Commons
EC 11/29 11:00 Euro-Area Finance Ministers Meet in Brussels
EC 11/29 19:30 ECB's Stark Speaking in Dallas

EC 11/30 03:00 EU Finance Ministers Meet in Brussels
EC 11/30 03:00 ECB'S Draghi Speaking in Rome
GE 11/30 04:00 German Court Debates Dispute Between Government, Parliament
GE 11/30 07:00 Parliament Open Hearing on Financial Transaction Tax: Berlin
PO 11/30 09:00 Bank of Portugal's Costa Speaks at Event in Madrid
UK 11/30 19:00 Bank of England Financial Policy Committee Press Conference
UK 11/30 19:00 BOE Publishes Statement on Financial Policy Committee Meeting

EC 12/01 03:00 ECB's Draghi Speaks at European Parliament in Brussels
EC 12/01 13:00 EU's Van Rompuy Speaks at ELEC Dinner

GE 12/02 09:00 Merkel Speaks at CDU Party Headquarters, Berlin
EC 12/02 12:30 ECB's Stark Gives Speech in New York
GE 12/02 Ackermann, Roesler, Austria's Fekter Attend Forum in Hamburg

Country Date Time Event
CL 11/30 06:30 Central Bank Meeting Minutes
BZ 11/30 SELIC Target - Central Bank
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NORTH AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Bank of Canada – Overnight Target Rate 1.00 December 6, 2011 1.00 --

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

Banco de México – Overnight Rate 4.50 December 2, 2011 4.50 4.50

EUROPE
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
European Central Bank – Refinancing Rate 1.25 December 8, 2011 1.25 --

Bank of England – Bank Rate 0.50 December 8, 2011 0.50 0.50

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

Central Bank of Russia – Refinancing Rate 8.25 December 30, 2011 8.25 --

Hungarian National Bank – Base Rate 6.00 November 29, 2011 6.00 6.25

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 4.50 December 5, 2011 4.50 4.50

Reserve Bank of New Zealand – Cash Rate 2.50 December 7, 2011 2.50 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 30, 2011 1.88 --

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

Bank of Korea – Bank Rate 3.25 December 7, 2011 3.25 --

Bank of Thailand – Repo Rate 3.50 November 30, 2011 3.25 3.00

Bank Indonesia – Reference Interest Rate 6.00 December 8, 2011 6.50 --

Central Bank of the Philippines – Overnight Policy Rate 4.50 December 1, 2011 4.50 4.50

LATIN AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Banco Central do Brasil – Selic Rate 11.50 November 30, 2011 11.00 11.00

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

Banco de la República de Colombia – Lending Rate 4.50 November 25, 2011 4.50 --

Banco Central de Reserva del Perú – Reference Rate 4.25 December 7, 2011 4.25 --

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

We expect Banco de Mexico to maintain its monetary policy stance unchanged and leave the reference rate at 4.50%. In recent months, some market 
participants had anticipated that the monetary authorities would start cutting rates. However, although inflation has been decreasing, it still remains 
slightly above 3.0% y/y. Moreover, latest GDP figures for the third quarter of 2011 do not point to any economic deceleration. 

The minutes to the November 2nd FOMC meeting released this week suggested that the December 13th FOMC statement will contain strengthened 
guidance language with the debate resembling the discourse that preceded and followed the pursuit of conditional commitments at the Bank of 
Canada.  In Canada, in a speech by BoC Governor Carney this week, he reiterated that considerable stimulus remains appropriate in the current 
environment, especially in the context of the recent renewal of the 2% inflation target for an additional five years.                                      

The Hungarian National Bank will likely maintain the benchmark policy rate at 6% on November 29th. While inflation has accelerated somewhat in 
recent months, reaching 3.9% y/y in October, this was largely the result of tax increases and a significant, and ongoing, weakening of the forint (which 
recently reached 316 per euro, a level not seen since the peak of the credit crisis in March 2009). Underlying inflationary pressures remain contained – 
the core rate stayed at 3.0% y/y in October – in the context of weakening domestic demand, constrained by still-high unemployment, fiscal 
consolidation and increasingly restrictive lending conditions. While no change in the interest rate is foreseen in the near term, the central bank may 
employ alternative tools in an attempt to reverse, or at least stabilize, the currency's slide.

The Bank of Thailand (BoT) will likely cut the benchmark repo rate by 25 basis points next week. The backdrop for the decision is a combination of a 
significant deterioration in domestic conditions because of excessive flooding and some evidence of lower price pressures embedded in the latest read 
on core inflation. Notwithstanding the slight increase in headline inflation in October, the BoT has traditionally focused on the underlying trends 
captured by the core measure. While the Thai economy had been recovering solidly from previous adverse shocks, the damaging effect of the floods 
has been widespread and is resulting in a significant slowdown in activity. Thailand's GDP expanded at a sub-par 0.5% quarterly rate (3.5% y/y) in the 
third quarter, mainly due to a fall in public spending as a result of the vacuum created as the new government established its policy agenda. While the 
adverse effect of the floods was not evident in the third quarter figure, it will certainly appear in the report for the final quarter.  

We maintain our view that the central bank of Brazil will uphold a dovish tone at its last monetary policy announcement of the year (on November 30th), 
and will cut the Selic reference rate by another 50 basis points to 11.0%. 

Global Central Bank Watch 

North America 

Europe 

Asia Pacific 

CENTRAL BANKS 

A9 

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

Latin America 

Africa 
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A10 

Forecasts as at November 3, 2011* 2000-09 2010 2011f 2012f 2000-09 2010 2011f 2012f

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

  World1 3.6 5.1 3.8 3.2

   Canada 2.1 3.2 2.2 1.7 2.1 1.8 2.9 1.7
   United States 1.7 3.0 1.8 1.7 2.6 1.6 3.0 2.0
   Mexico 1.7 5.4 3.7 2.9 4.9 4.4 3.4 4.0

   United Kingdom 1.9 1.8 0.8 0.8 1.9 3.7 4.5 2.1
   Euro zone 1.4 1.8 1.5 0.3 2.0 2.2 2.6 1.5

   Japan 0.6 4.0 0.3 3.2 -0.3 -0.4 1.1 1.3
   Australia 3.1 2.7 2.9 3.0 3.2 2.7 2.8 2.5
   China 9.4 10.4 9.1 8.9 2.0 4.6 5.0 4.5
   India 7.4 9.0 7.9 8.3 22.5 32.2 7.5 6.0
   Korea 4.4 6.2 4.7 5.0 3.1 3.5 3.7 3.3
   Thailand 4.1 7.8 3.0 3.5 2.6 3.0 3.5 2.8

   Brazil 3.3 7.5 3.5 4.0 6.7 5.9 6.5 6.0
   Chile 3.7 5.2 6.5 4.8 3.5 1.4 3.5 3.3
   Peru 5.2 8.8 6.2 5.6 2.5 2.1 3.8 2.7

Central Bank Rates (%, end of period) 11Q1 11Q2 11Q3 11Q4f 12Q1f 12Q2f 12Q3f 12Q4f

Bank of Canada 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Federal Reserve 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
European Central Bank 1.00 1.25 1.50 1.25 1.00 1.00 1.00 1.00
Bank of England 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Swiss National Bank 0.25 0.25 0.00 0.00 0.00 0.00 0.25 0.25
Bank of Japan 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
Reserve Bank of Australia 4.50 4.50 4.50 4.50 4.50 4.50 4.50 4.50

Exchange Rates (end of period)

Canadian Dollar (USDCAD) 0.97 0.96 1.05 1.02 1.00 0.99 0.98 0.98
Canadian Dollar (CADUSD) 1.03 1.04 0.95 0.99 1.00 1.01 1.02 1.02
Euro (EURUSD) 1.42 1.45 1.34 1.40 1.42 1.42 1.40 1.40
Sterling (GBPUSD) 1.60 1.61 1.56 1.60 1.61 1.62 1.63 1.64
Yen (USDJPY) 83 81 77 80 82 83 84 85
Australian Dollar (AUDUSD) 1.03 1.07 0.97 1.00 1.02 1.04 1.06 1.08
Chinese Yuan (USDCNY) 6.5 6.5 6.4 6.3 6.3 6.2 6.1 6.1
Mexican Peso (USDMXN) 11.9 11.7 13.9 12.9 12.9 12.7 12.7 12.7
Brazilian Real (USDBRL) 1.63 1.56 1.88 1.80 1.79 1.77 1.76 1.75

Commodities (annual average) 2000-09 2010 2011f 2012f

WTI Oil (US$/bbl) 51 79 92 92
Brent Oil (US$/bbl) 50 80 112 112
Nymex Natural Gas (US$/mmbtu) 5.95 4.40 4.25 4.50

Copper (US$/lb) 1.78 3.42 4.00 4.00
Zinc (US$/lb) 0.73 0.98 0.99 0.99
Nickel (US$/lb) 7.11 9.89 10.50 9.00
Gold, London PM Fix (US$/oz) 522 1,225 1,565 1,675

Pulp (US$/tonne) 668 960 977 973
Newsprint (US$/tonne) 572 607 640 680
Lumber (US$/mfbm) 275 254 255 260

1 World GDP for 2000-09 are 
IMF PPP estimates; 2010e-12f 
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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ECONOMIC STATISTICS 

 
Source: Bloomberg, Scotia Economics. 

Canada 2010 11Q2 11Q3 Latest United States 2010 11Q2 11Q3 Latest
  Real GDP (annual rates) 3.2 -0.4   Real GDP (annual rates) 3.0 1.3 2.0
  Current Acc. Bal. (C$B, ar) -50.9 -61.3   Current Acc. Bal. (US$B, ar) -471 -472
  Merch. Trade Bal. (C$B, ar) -9.0 -14.7 1.9 15.0 (Sep)   Merch. Trade Bal. (US$B, ar) -646 -762 -724 -707 (Sep)
  Industrial Production 4.9 2.3 3.1 (Aug)   Industrial Production 5.3 3.8 3.4 3.9 (Oct)
  Housing Starts (000s) 192 192 205 208 (Oct)   Housing Starts (millions) 0.58 0.57 0.61 0.63 (Oct)
  Employment 1.4 1.6 1.5 1.3 (Oct)   Employment -0.8 0.9 1.1 1.1 (Oct)
  Unemployment Rate (%) 8.0 7.5 7.2 7.3 (Oct)   Unemployment Rate (%) 9.6 9.1 9.1 9.0 (Oct)
  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 13.2 (Oct)
  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 5.2 -5.3 (Sep)   PPI 4.2 6.9 6.9 5.9 (Oct)
  Pre-tax Corp. Profits 21.2 14.8   Pre-tax Corp. Profits 25.0 1.3 4.2

Mexico Brazil
  Real GDP 5.4 3.2 4.5   Real GDP 6.7 2.7
  Current Acc. Bal. (US$B, ar) -5.7 -10.4   Current Acc. Bal. (US$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 28.3 (Oct)
  Industrial Production 6.0 3.5 3.4 3.6 (Sep)   Industrial Production 10.5 0.6 0.1 -1.6 (Sep)
  CPI 4.2 3.3 3.4 3.2 (Oct)   CPI 5.1 6.5 7.1 6.9 (Oct)

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$B, ar) 11.6 14.8 3.6 10.0 (Oct)   Merch. Trade Bal. (US$B, ar) -39.1 -45.6 -18.6 -30.4 (Sep)
  Industrial Production 0.5 7.8 2.4 5.0 (Sep)   Industrial Production 6.5 1.8 0.1 -1.9 (Sep)
  CPI 1.4 3.3 3.1 3.7 (Oct)   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$B, ar) 188.2 156.6 168.0 259.1 (Sep)   Current Acc. Bal. (US$B, ar) -44.5 -81.9 -48.6 -71.4 (Sep)
  Merch. Trade Bal. (US$B, ar) 201.9 212.0 226.1 252.2 (Sep)   Merch. Trade Bal. (US$B, ar) -38.8 -52.0 -48.1 -54.9 (Sep)
  Industrial Production 10.1 8.1 8.1 5.4 (Sep)   Industrial Production 4.6 2.0 3.4 2.3 (Sep)
  Unemployment Rate (%) 7.7 7.1 7.0 7.0 (Oct)   Unemployment Rate (%) 9.8 9.7 9.9 9.9 (Sep)
  CPI 1.1 2.3 2.5 2.5 (Oct)   CPI 1.5 2.1 2.1 2.3 (Oct)

Euro Zone United Kingdom
  Real GDP 1.7 1.6 1.3   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) -152.4 -160.1 -174.8 -185.9 (Sep)
  Industrial Production 7.4 4.2 4.2 2.8 (Sep)   Industrial Production 1.9 -0.8 -0.8 -0.8 (Sep)
  Unemployment Rate (%) 10.0 9.9 10.1 10.2 (Sep)   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 4.1 -1.0 -0.2   Real GDP 2.7 1.4
  Current Acc. Bal. (US$B, ar) 195.9 75.4 153.5 247.5 (Sep)   Current Acc. Bal. (US$B, ar) -32.9 -22.4
  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 -3.4 (Sep)   Industrial Production 4.5 -3.3
  Unemployment Rate (%) 5.1 4.6 4.4 4.1 (Sep)   Unemployment Rate (%) 5.2 4.9 5.2 5.2 (Oct)
  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 3.4
  Current Acc. Bal. (US$B, ar) 305.4   Current Acc. Bal. (US$B, ar) 28.2 22.0 28.7 37.2 (Sep)
  Merch. Trade Bal. (US$B, ar) 181.5 185.9 250.5 204.4 (Oct)   Merch. Trade Bal. (US$B, ar) 41.2 33.3 26.4 51.5 (Oct)
  Industrial Production 13.5 15.1 13.8 13.2 (Oct)   Industrial Production 16.6 6.7 5.4 5.6 (Sep)
  CPI 4.6 6.4 6.1 5.5 (Oct)   CPI 3.0 4.2 4.8 3.9 (Oct)

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 Nov/18 Nov/25* United States 11Q2 11Q3 Nov/18 Nov/25*
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 0.89 0.83   3-mo. T-bill 0.01 0.02 0.00 0.02
  10-yr Gov’t Bond 3.11 2.16 2.13 2.10   10-yr Gov’t Bond 3.16 1.92 2.01 1.95
  30-yr Gov’t Bond 3.55 2.77 2.74 2.65   30-yr Gov’t Bond 4.37 2.91 2.99 2.90
  Prime 3.00 3.00 3.00 3.00   Prime 3.25 3.25 3.25 3.25
  FX Reserves (US$B) 62.3 63.5 63.5 (Sep)   FX Reserves (US$B) 136.6 137.4 137.4 (Sep)

Germany France
  3-mo. Interbank 1.51 1.51 1.43 1.42   3-mo. T-bill 1.18 0.38 0.50 0.35
  10-yr Gov’t Bond 3.03 1.89 1.97 2.26   10-yr Gov’t Bond 3.41 2.60 3.47 3.69
  FX Reserves (US$B) 66.0 66.9 66.9 (Sep)   FX Reserves (US$B) 60.3 51.8 51.8 (Sep)

Euro-Zone United Kingdom
  Refinancing Rate 1.25 1.50 1.25 1.25   Repo Rate 0.50 0.50 0.50 0.50
  Overnight Rate 1.72 1.46 0.71 0.72   3-mo. T-bill 4.85 4.85 4.85 4.85
  FX Reserves (US$B) 317.2 311.1 311.1 (Sep)   10-yr Gov’t Bond 3.38 2.43 2.25 2.31

 FX Reserves (US$B) 79.7 78.9 78.9 (Sep)

Japan Australia
  Discount Rate 0.30 0.30 0.30 0.30   Cash Rate 4.75 4.75 4.75 4.50
  3-mo. Libor 0.13 0.13 0.14 0.14   10-yr Gov’t Bond 5.21 4.22 3.99 3.85
  10-yr Gov’t Bond 1.14 1.03 0.95 1.03   FX Reserves (US$B) 40.3 39.7 39.7 (Sep)
  FX Reserves (US$B) 1100.8 1160.7 1160.7 (Sep)

Exchange Rates (end of period)

USDCAD 0.96 1.05 1.03 1.05   ¥/US$ 80.56 77.06 76.91 77.53
CADUSD 1.04 0.95 0.97 0.96   US¢/Australian$ 107.22 96.62 100.08 97.57
GBPUSD 1.605 1.558 1.581 1.550   Chinese Yuan/US$ 6.46 6.38 6.36 6.38
EURUSD 1.450 1.339 1.353 1.328   South Korean Won/US$ 1068 1178 1139 1164
JPYEUR 0.86 0.97 0.96 0.97   Mexican Peso/US$ 11.714 13.897 13.727 14.214
USDCHF 0.84 0.91 0.92 0.93   Brazilian Real/US$ 1.563 1.879 1.787 1.882

Equity Markets (index, end of period) 

  United States (DJIA) 12414 10913 11771 11341   U.K. (FT100) 5946 5128 5363 5191
  United States (S&P500) 1321 1131 1216 1171   Germany (Dax) 7376 5502 5800 5513
  Canada (S&P/TSX) 13301 11624 11892 11518   France (CAC40) 3982 2982 2997 2860
  Mexico (Bolsa) 36558 33503 36111 35666   Japan (Nikkei) 9816 8700 8480 8160
  Brazil (Bovespa) 62404 52324 56731 55304   Hong Kong (Hang Seng) 22398 17592 18491 17689
  Italy (BCI) 1039 796 822 757   South Korea (Composite) 2101 1770 1839 1776

Commodity Prices (end of period)

  Pulp (US$/tonne) 1035 970 950 950   Copper (US$/lb) 4.22 3.23 3.44 3.26
  Newsprint (US$/tonne) 640 640 640 640   Zinc (US$/lb) 1.05 0.86 0.87 0.85
  Lumber (US$/mfbm) 237 240 234         --   Gold (US$/oz) 1505.50 1620.00 1719.00 1688.50
  WTI Oil (US$/bbl) 95.42 79.20 98.82 96.82   Silver (US$/oz) 35.02 30.45 32.25 31.24
  Natural Gas (US$/mmbtu) 4.37 3.67 3.41 3.52   CRB (index) 338.05 298.15 312.21 307.30
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Equity Strategy 
 
The equity research and strategy reports contained herein have been prepared by analysts who are employed by the Research 
Department of Scotia Capital.  Scotia Capital Research produces research reports under a single marketing identity referred to as 
“Globally-branded research” under U.S. rules. This research is produced on a single global research platform with one set of rules 
which meet the most stringent standards set by regulators in the various jurisdictions in which the research reports are produced. 
In addition, the analysts who produce the research reports, regardless of location, are subject to one set of policies designed to 
meet the most stringent rules established by regulators in the various jurisdictions where the research reports are produced. 
 
These reports are provided to you for informational purposes only. These reports are not, and are not to be construed as, an offer 
to sell or solicitation of an offer to buy any securities and/or commodity futures contracts.  
 
The securities mentioned in these reports may neither be suitable for all investors nor eligible for sale in some jurisdictions where 
the report is distributed. 
 
The information and opinions contained herein have been compiled or arrived at from sources believed reliable, however, Scotia 
Capital makes no representation or warranty, express or implied, as to their accuracy or completeness.  
 
Scotia Capital has policies designed to make best efforts to ensure that the information contained in this report is current as of the 
date of this report, unless otherwise specified.  
 
Any prices that are stated in this report are for informational purposes only. Scotia Capital makes no representation that any 
transaction may be or could have been effected at those prices. 
 
Any opinions expressed herein are those of the author(s) and are subject to change without notice and may differ or be contrary 
from the opinions expressed by other departments of Scotia Capital or any of its affiliates. 
 
Neither Scotia Capital nor its affiliates accepts any liability whatsoever for any direct or consequential loss arising from any use of 
this report or its contents.  
 
Canada: These reports are distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia. Scotia Capital Inc. is a 
member of the Canadian Investor Protection Fund and the Investment Industry Regulatory Organization of Canada.  
 
Mexico: This report is distributed by Scotia Inverlat Casa de Bolsa S.A. de C.V., a subsidiary of the Bank of Nova Scotia. 
 
United Kingdom and the rest of Europe: Except as otherwise specified herein, this report is distributed by Scotia Capital (Europe) 
Limited, a subsidiary of the Bank of Nova Scotia. Scotia Capital (Europe) Limited is authorized and regulated by the Financial 
Services Authority (FSA). Scotia Capital (Europe) Limited research complies with all the FSA requirements and laws concerning 
disclosures and these are indicated on the research where applicable. Scotia Capital Inc. is regulated by the FSA for the conduct 
of investment business in the UK. 
 
United States: This report is distributed by Scotia Capital (USA) Inc., a subsidiary of Scotia Capital Inc., and a registered U.S. 
broker-dealer. All transactions by a U.S. investor of securities mentioned in this report must be effected through Scotia Capital 
(USA) Inc. 
 
Non-U.S. investors wishing to effect a transaction in the securities discussed in these reports should contact a Scotia Capital entity 
in their local jurisdiction unless governing law permits otherwise. 
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Fixed Income Strategy — London 
 
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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