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Global Auto Sales Rebound Waning in August

Global auto sales are starting to normalize in August following three
consecutive months of acceleration. On a month-over-month basis, global
purchases contracted by -4% (sa). On a year-over-year basis, sales were
down by -15% yly before adjusting for seasonality, which may overestimate
the slowdown as August contained two fewer selling days in most markets.

This pales relative to the robust 22% m/m (sa) pick-up in July sales—but
not alarmingly so—suggesting rather that the immediate impacts of pent-
up demand are starting to wear off. Global sales are down by -24% ytd.

Chinese auto sales posted a modest -3% m/m (sa) retreat in August.
Sales appear to have more or less stabilized over the summer months
following the very strong rebound between March and May that
propelled sales into positive territory on a year-over-year basis. Year-to-
date sales sit at -15%.

The sales rebound in Japan similarly slowed with a -3% m/m (sa) decline
that translated into a -16% y/y decline for the month. Weaker activity in
China and Japan was very modestly offset by improving sales in India
and Indonesia, albeit from very low levels.

European auto sales pulled back in August for the first time following
three months of accelerating month-over-month sales. Western
European sales, for example, were down -14% m/m (sa)—or -15% yly—
driven by slowdowns of similar magnitude in its key markets such as
Germany and France.

US auto purchases saw a fourth month of increased activity since April
with sales expanding by 4% m/m (sa), but down by -19% yly. A four-
month rebound is exceptional relative to other major markets, but the
US sales trough was much shallower than in other major markets while
the strength of its rebound is weaker.

Canadian auto sales lost some steam in August with a -7% m/m (sa)
decline (or -9% yly). A more fulsome take on Canadian and US August
sales is found here. With September data imminent, Labour Day
weekend sales are likely to show some strength in Canadian and US
sales activity, but both are expected to normalize in the months ahead.

Latin American economies posted mixed results in August auto sales
but, overall, sales were relatively flat. The summer rebound appears to
be waning with Mexican auto sales slowing by -1% m/m (-29% yly),
Brazil by -3% m/m (-25% yly), Colombia by -17% m/m (-44% yly), and
Peru by -1% m/m (-41% yly). Chilean sales defied the regional trend,
surging by 41% m/m (but were still down by -42% yly). South American
regional sales are down by -37 ytd, with Mexico only slightly better at
-31% ytd as these economies never really experienced a flattening of
pandemic curves over the summer.

*All numbers reported are not seasonally adjusted (nsa), unless otherwise indicated (sa).
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e In our baseline, global auto sales are expected to stabilize around more
normal ranges of monthly variability as the pop from pent-up demand has
largely been exhausted. This is consistent with other economic indicators
such as job growth and retail sales where numbers are starting to normalize.

e That said, there are still plenty of risks on the horizon for the remainder of
the year as second waves are overtaking most major markets, policy
supports are starting to sunset in many countries, and pending elections in
the US threaten to upend markets.

e We have not revised our outlook for 2020 (-20%), but flag near term
developments that we are watching carefully in this issue.

1. WILL SECOND WAVES STALL THE AUTO SALES REBOUND?

While re-openings around the world in the spring fueled early economic (and auto
sales) rebounds that continued playing out over the summer months, a
resurgence of COVID-19 in many countries could stall the recovery. The US curve
never truly flattened and cases are expected to continue to surge this fall, while many
European countries are experiencing second waves. Latin America—notably Brazil and
Mexico—struggled to control the spread over the course of the summer. Curves
flattened in Canada, but cases are starting to tick-up across most provinces from
Quebec westward (chart 2) with Canada’s health agency raising alarm about a possible
rapid escalation in cases. Ontario has already announced a “second wave” is official.

Our economic baseline (September 3rd) assumes that the virus will be
circulating over the course of the fall and winter, but that measures to control
outbreaks will be more targeted than the broad-based shutdowns in the spring.
Consequently, we would not expect the unprecedented economic contractions
witnessed around the world in the first half of the year (chart 3) that forced shutdowns
across all activities, leading to extensive and broad-based job losses. However, a
second wave would reinforce the unevenness of the recovery across sectors,
particularly for those deemed higher-risk, while it could also slow the recovery through
confidence channels with an escalation in uncertainty.

In this baseline scenario, auto sales would decelerate into the fall months mostly
on the basis of pent-up demand having worked through the system over the
summer months (chart 4). Heightened uncertainty from a pandemic resurgence
would weigh further on what was already deemed to be a multi-year recovery as
consumers hold back on a precautionary basis. Evidence from the first wave in many
countries shows that households changed their behaviours and spending patterns well
before governments imposed lockdown so it is possible that second waves trigger
some of this restraint once again even if lockdowns are avoided. In the US, even
though early August indicators including jobs were solid, while July hand-offs in retail
and housing were strong, there was already a weakening of consumer sentiment with
respect to future auto purchases (chart 5). Admittedly, the prospects of fading income
supports could be affecting sentiment, as discussed later.

Otherwise, broad-based shutdowns would have a more serious impact on the
auto sales outlook. Mandatory shutdowns of auto dealers in the spring drove monthly
declines in the order of -80% y/y at the peak, whereas even in less stringent
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shutdowns (e.g., the US), sales declines were in the order of -50% y/y. It would not
be unexpected in such a scenario of second waves where broad-based shutdowns
are again implemented that global auto sales would face a second dip in sales—or
essentially a “w-shaped” profile.

Some of the downside in both the base-case and worst-case scenarios could
be offset by several factors. For one, the strength of the Chinese auto sales
rebound, coupled with its capacity to tamp out new outbreaks (though not
necessarily fully replicable in democratic countries), would likely soften the blow to
global auto sales as it is already doing. Under our baseline, Chinese auto sales will
contract by “only” -11% versus our forecast for the global auto sales contraction at
-20% for 2020.

Second, many auto dealers ramped up their capacity to operate more flexibly
in a pandemic-context. This should put them in a better position to continue to
operate under second waves while offering options to health-concerned customers.
For example, a recent survey by the Ontario Motor Vehicle Regulator (OMVIC)
indicated that 46% and 38% of new and used car shoppers did not test drive the
vehicle before making their purchases during COVID-19. This suggests consumers
may be more flexible in the purchasing process, though 19% signalled they would
still like to see more safety measures at dealerships. Nevertheless, in the same
survey, dealers indicated that the biggest driver for future sales will be improved
consumer confidence in the economic recovery so safety measures alone would not
fully compensate.

2. WILL NEW ROUNDS OF FISCAL STIMULUS UNDERPIN THE RECOVERY?

Massive waves of fiscal (and monetary) support have helped prop up
economies around the world and avoid an otherwise worse economic
contraction. The IMF estimated global spending in the order of USD10 tn in its
June round-up. In some major economies, fiscal support exceeded household
income losses, part by design, part by luck. In Canada, for example, government
transfers to households in the second quarter (i.e., May—June) were estimated to be
in the order of $50 bn, while aggregate household income losses were around

$20 bn (chart 6). Not surprisingly, Canada’s household savings rate shot up to 28%
(from pre-crisis levels of around 2—-3%) in that same quarter (chart 7).

This was not typical ‘precautionary savings’ behaviour. It is common in typical
recessions to see households save as confidence wanes. In this crisis, this may
have been one factor, but arguably has been overshadowed by generous
government transfers and substantial tax and loan deferrals, coupled with an
inability to consume during the lockdown. These factors likely underpinned the
faster-than-anticipated rebound in retail sales across the board in many countries.
Retail spending in both the US and Canada, for example, surpassed pre-pandemic
levels in July (chart 8). Auto sales would have been riding this retail rebound, and
we are likely to see third quarter household savings drawn down when data is
available in Canada, while the more recent data from the US is already starting to
show unwinding in July (chart 9).

With the early recovery decelerating around the world, those countries that
provide fresh rounds of stimulus may experience softer landings. Canada has
sunset its income support (the Canada Emergency Response Benefit, aka the
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CERB), but announced a 1-year CERB-like benefit at the end of August. It now provides
an equivalent weekly amount (e.g., $500) for up to 26 weeks, while the recipient can
earn up to $38.4 k in annual income before a claw-back in benefits starts. As we have
argued here, this should provide continued support to the recovery, provided there are
no broad-based shutdowns. There will still likely be a normalisation in retail spending as
the pop from shutdowns is exhausted with data already showing this in Canada. This
should support a continued recovery in Canadian auto sales with a more normal range of
volatility over the next few months for end-of-year sales around 1.6 mn units. The
renewed fiscal support (and possibly more to come) puts more upside on this number.

However, the fate of additional US fiscal stimulus is in a precarious position.
Employment benefits (USD600/week) expired at the end of July. The Republicans have
tabled a bill to reduce this to USD200, while the Democrats would keep it whole. Not
surprisingly, the two differ substantially on the size of an overall package: USD500 bn
versus USD2.4 tn. With elections pending, it is increasingly unlikely that this will be
passed in the near term. While unemployment claims have been trending downward,
this may nevertheless curb the recovery with Fed Chairman Powell roiling markets last
week with a statement to that effect.

3. WILL SUPPLY CONSTRAINTS MATERIALLY IMPACT SALES?

A slower recovery in auto production continues to create supply pressures with
inventories at all-time lows. North American auto production achieved positive year-
over-year growth in July as automakers canceled summer downtime; however,
according to Ward’'s Automotive, activity dipped again in August (-6% y/y). Production
still trails the rebound in demand, particularly for sought-after models, with tight
inventory expected to persist through the fall. North American light vehicle sales tallied
7.6 mn units between March and August, whereas production stood at 5.2 mn. While
this is not a one-for-one, it gives a sense of the trend.

Dealers are reporting challenges with tight inventory. In the aforementioned OMVIC
survey, 78% of Ontario dealerships reported difficulty obtaining vehicles (new and
used), while 26% ranked supply as the biggest driver to future sales (after improved
consumer confidence and financing conditions). On a brighter side, only 7% of car
shoppers in the survey indicated that their desired vehicle was unavailable.

There is still potential for further supply disruptions in the fall related to the
pandemic, either in OEM facilities or supply chains. However, again, much has been
learned in the first wave that should minimize the overall impact. Meanwhile labour
negotiations in Canada are off to a smooth start with an agreement just ratified between
UNIFOR and Ford. This reduces one supply risk that had been looming following last fall's
supply disruptions owing to stalled labour negotiations in the US that resulted in GM strikes.

Longer term, we do not expect broad-based re-shoring of auto production and
supply chains as a result of the pandemic. The exception may be for strategic
sectors such as medical equipment, though for the auto sector, there was already some
re-shoring in production to the US set in motion as a result of the USMCA agreement
last year, along with the threats of further actions towards other countries and regions
around the world. With trade policy likely to pivot more positively under a new
Presidency, the effects of the pandemic are more likely to fuel a re-think around
inventory management and supply chain diversification for greater resiliency to future
shocks rather than a broad-based retreat from globalization.
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4. HAS THE PANDEMIC CREATED NEW DEMAND FOR VEHICLES?

Pent-up demand was clearly a factor behind the initial rebound in auto sales around the world as dealerships re-opened
following the shutdowns. But the strength of the rebound in countries including Canada, the US, and China surprised many
observers, particularly as auto sales had been anaemic in most major markets heading into the pandemic and auto sales
recoveries in past recessions have been multi-year.

Consumer intention surveys are pointing to potentially new demand creation as a result of the pandemic including fears
of using public transit and ridesharing services. Polling by CarGurus in the US and Canada over the summer, for example,
showed over one in five purchase “intenders” indicated they had not planned to buy a vehicle prior to the pandemic. An August
survey by AutoTRADER:.ca reported that first-time car buyers in Canada are three times more likely to state they’re purchasing a
vehicle because of the pandemic, while one in 10 respondents indicated their decision to buy was a direct result of the pandemic.
An intention to purchase does not translate one-for-one into an actual purchase, but it signals interest in the right direction.

This provides some upside to the global auto sales outlook, but it would be Chart 11
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but this could be accompanied by a shift towards household relocations to more
affordable suburban areas where vehicle ownership is often necessary. Needless to say, the net impact is guesswork at this stage,
but at a minimum, behavioural impacts are likely positive for now and will likely remain so for as long as the pandemic is around.

5. WILL THE PANDEMIC BE A BOOM OR BUST FOR ELECTRIC VEHICLE SALES?

The answer is mostly ‘it depends’ in the near term. Electric vehicle sales in China and Europe stand to benefit from pandemic-
related incentives along with supportive policy and regulatory environments prior to the pandemic. In China, EVs were exempt
from the 10% sales tax early in the pandemic (though clarity for Tesla eligibility was only confirmed in late August). It also delayed
the sunsetting of EV production subsidies for Chinese OEMs until 2022. Germany has doubled its EV purchase incentive, while
stricter emissions regulations that pre-date the pandemic are also pushing manufacturers to deliver more affordable models.
McKinsey estimates that EV market share will actually increase as a result of the pandemic in these markets with China growing
from 5% of new sales (2019) to 13% in 2022, while Europe is expected to grow from 3% to 14% in the same period, both modestly
higher than pre-pandemic growth forecasts.

On the other hand, the US EV market is expected to face headwinds from the pandemic. Lower gas prices, along with a less
stringent regulatory environment will favour internal combustion engines in the near term. McKinsey's baseline forecasts put US
EV’s on a modestly slower growth trajectory (from 2% to 6% between 2019 and 2022). Unlike European production trends, US
manufacturers have been delaying EV production through the pandemic to ramp-up ICE vehicle production.
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The global EV outlook has suddenly become interesting for Canada. The
Canadian EV market is relatively small. At 3% of total sales in 2019 (or 50 k units for
Zero Emission Vehicles, chart 12), this is a decimal point in the global outlook with the
McKinsey forecasts putting the three major markets (i.e., China, Europe, and US) at
almost 7.3 mn vehicles. While data is limited, preliminary estimates suggest mid-year
EV sales in Canada may be modestly north of 3%—essentially holding their ground
despite higher sticker prices as wealthier households have been less impacted by the
pandemic.

Ford Motor Company’s recent announcement that it plans to build five EV
models in Canada (with $500 mn in support from the federal and Ontario
governments) should re-invigorate Canadian interest in domestic and global EV
markets. The federal government has set ambitious targets (10% of all new sales by
2025, 30% by 2030, and 100% by 2040). With initial funding allocations for purchase
incentives almost exhausted, the recent Speech from the Throne promises more, while
it would be surprising not to see the Ontario government reinstate its incentives that
were cancelled last year now that the province has skin in the game.
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Table 1 — Global Auto Sales Outlook (mns units)

201018 2018 2019 2020f  Aug-20,  Aug-20, 2020 YTD, 2020 YTD,
SA% mim NSA%yly NSA%yly  SAAR

Total Sales 69.7 78.9 74.9 60.0 -4.0 -15.3 -23.7 58.2
North America 18.6 20.6 20.2 16.6 2.6 -18.7 -22.7 16.0
Canada 1.81 1.98 1.92 1.57 -6.9 -8.9 -27.4 1.47
United States 15.5 17.2 17.0 141 3.9 -19.1 -21.5 136
Mexico 1.20 1.43 1.32 0.94 0.8 -28.7 -31.4 0.92
Western Europe 12.9 141 141 9.9 -13.7 -15.3 -33.1 9.8
Germany 3.2 34 3.6 27 -14.3 -20.0 -28.8 26
United Kingdom 2.3 24 23 15 -14.1 -5.8 -39.7 1.6
Eastern Europe 3.4 3.2 3.0 2.6 -5.5 0.1 -16.1 25
Russia 2.1 1.8 1.8 14 54 -0.5 -19.8 1.4
Asia 31.6 37.0 33.8 284 -3.1 -1.3 -19.3 27.5
China 19.5 237 214 19.0 -3.2 6.1 -15.3 18.2
India 3.3 4.0 3.6 21 9 2 -41.1 21
Japan 5.1 5.3 52 4.3 -3.3 -16.0 -18.6 4.3
South America 4.3 4.0 3.8 2.6 -0.7 -27.6 -37.2 24
Brazil 2.94 2.48 2.67 1.80 -3.4 -24.9 -35.8 1.73
Chile 0.34 0.42 0.37 0.23 415 -42.4 -47.0 0.21
Colombia 0.26 0.25 0.26 0.18 -16.9 -44.0 -39.3 0.16
Peru 0.16 0.15 0.15 0.10 -0.9 -13.0 -41.4 0.09

Sources: Scotiabank Economics, Ward's Automotive Reports, Bloomberg.

Table 2 — North American Production Outlook

2010-18 2019 2020 2020f 2021f
Aug.
(millions of units, annualised)

North American Production* 16.3 16.8 12.0 13.0 15.2
Canada 2.3 1.9 1.2 1.3 1.6
United States 10.7 10.9 8.0 8.7 10.4
Mexico 3.3 4.0 2.8 2.9 3.2

*Includes light, medium and heavy trucks.
Sources: Ward's Automotive Reports, Statistics Canada, DesRosiers Automotive Consultants Inc.

Table 3 — Provinces Motor Vehicle Sales Outlook (thousands of units ann.)* **
2010-18 2018 2019 2020f 2021f Aug-20, SA  Aug-20, 2020 YTD, 2020 YTD,
% mim NSA%yly NSA%yly SAAR
Canada 1,809 1,984 1,922 1,570 1,783 -6.9 -8.9 -27.4 1,466
Atlantic 133 130 136 114 126 -1.7 -6.3 -29.4 105
Central 1,141 1,285 1,243 1,017 1,157 -8.0 -6.8 -27.6 938
Quebec 432 450 454 371 422 -8.6 -1.4 -25.4 357
Ontario 709 835 789 646 735 -7.6 -9.8 -29.0 582
West 535 565 540 439 500 -3.4 -5.3 -24.5 430
Manitoba 54 66 53 44 50 -8.7 -6.1 -20.0 44
Saskatchewan 53 49 46 36 40 2.6 -0.3 -18.3 38
Alberta 235 230 227 175 197 -11.7 -3.0 -24.8 182
British Columbia 193 220 214 184 213 7.8 -8.6 -26.4 166
*Includes cars and light trucks. **Scotiabank estimates.
Sources: Statistics Canada, Canadian Vehicle Manufacturers' Association.
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