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GLOBAL ECONOMICS + Global auto sales posted a slight decline of -1.3% m/m (sa) in August after three
months of consecutive gains. The year-to-date shortfall relative to 2021 narrowed
to -4.0%.
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« Sales volume improved to an annualized 70.1 mn saar units in August from the
September 22, 2022 66.2 mn saar units at mid-year, closer to the 72 mn vehicles trending over the
first half of 2021.

«  Strong sales in China drove 2022 global auto sales forecast higher and we now

expect sales volume to end the year slightly above last year’s level. Meanwhile,

Laura Gu
Economist recovery has been subdued in North America, Western Europe and Japan in the

Scotiabank Economics . . .
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« Headwinds for auto demand are mounting—rising interest rates, heightened
inflationary pressures and weaker financial markets will likely dampen demand
and curtail purchases down the road—but so far these impacts have been masked
by limited inventory. A demand erosion will alleviate some market tightness, which

could remove some pricing pressure in new vehicles.

Chart1

Global Vehicle Sales by Region « Nevertheless, we expect resilience in Canada and the US as the economic

slowdown unfolds owing to pent-up demand from the past two years, especially
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Index Jan. 2019 =100 (3 mma, sa) given still-healthy household balance sheets and tight labour markets.

100 «  Production recovery in North America has not yet led to a meaningful rebound in
inventory. Due to a continued lack of signs of easing supply constraints, we are
revising down our 2022 sales forecast from 1.65 mn units to 1.60 mn units for

Canada, and from 14.2 mn units to 13.7 mn units for the US.
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50 A SLIGHTLY BRIGHTER GLOBAL PICTURE

Global auto sales saw growth stagnate in August after some encouraging
improvements since May (chart 1). Purchases declined by -1.3% m/m (sa), 13.7% y/y

S@O@«»\}'Oé;,b«@/ £ N X E Y higher than the same month last year, bringing the year-to-date sales rate to -4.0% below

Sources: Scotiabank Economics, Wards 2021. The annualized selling rate reached 70.1 mn units in August, only slightly below the

Automotive, national automotive associations. 72 mn vehicles trending over the first half of 2021 before the microchip shortage largely
disrupted global production. So far, sales recovery in the second half of 2022 has been
sluggish in some major markets, which is especially evident in North America, Western
Europe as well as Japan where supply shortfalls continue to keep sales below

fundamental demand. Strength in Asia-Pacific markets persists despite minor setbacks in

Chart 2 August—China’s incentives drove year-to-date sales rate to +11.8% above last year, while
North America Light Vehicle Sales and India is also having a stellar year of +18.6% sales growth so far this year. China’s incentives
Production mask impact of a broader economic slowdown underway, which, along with deteriorating
2000 . Thous Units, SA sales 100 Outlookin Europe, suggests that a global recession is inevitable. Despite mounting
1800 100  Neadwinds, in an environment of tight supply, global auto sales will likely end the year
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Sources: Scotiabank Economics, Wards Automotive. and North America accounts for over 30% of projected production losses. The good news

is that the semiconductor shortage in North America is seeing signs of relief—the S&P
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units on the back of improved supply and strong ~ Autemotive Group.

pent-up demand in Canada.

US auto sales dropped by -1.1% m/m (sa) after two months of slight improvement, with the year-to-date selling rate sitting at -15.3%
below last year’s level, providing a reminder that the path to recovery will be long and bumpy. Helped by weaker sales, inventory-to-
sales ratio improved very modestly in August and remained at a depressed level, suggesting that the supply-demand imbalance persists
(chart 4). On the demand side, deteriorating affordability likely took a toll on consumer confidence, according to the University of Michigan's
Surveys of Consumers. According to the Cox Automotive/Moody’s Analytics Vehicle Affordability Index, the number of median weeks of
income needed to purchase the average new vehicle set another record in August at 42.6 weeks, much longer than around 33 weeks in
2019. We are removing another 500,000 units of purchases from our 2022 forecast to account for the slower-than-anticipated production
recoveries (chart 5). Anticipating weaker consumer spending next year, we also brought down our 2023 forecast to 15 mn units,
representing a 9.6% sales growth from this year.

..WHILE DEMAND-SIDE CHALLENGES MOUNT

As risks tilted to the upside for policy rates, some erosion in pent-up demand could dampen sales once production catches up next
year. In the context of heightened inflation risks, central banks have been raising interest rates aggressively to tame inflation. Canada's
softer August CPI reading reinforces our view that inflation should pivot in the near term, mainly due to signs of improving supply chains

(chart 6) and slowing global growth—both should remove some inflationary pressure. However, we see increasing upward pressure from
lagged wage effects both in Canada and the US against exceedingly tight labour markets, hence we continue to expect inflation to remain
well above targets through 2023 (4.4% in the US and 3.8% in Canada next year). Consequently, additional policy rate increases are
warranted with heightened uncertainties around terminal policy rates.
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Consumer demand should still have some
steam left—especially in Canada given
healthy household balance sheets and
resilience in the economy. In Canada,
household savings rate remained elevated as
of the second quarter of 2022, suggesting
more spending to be unwound. Stripping the
mortgage component, household debt service
ratio for non-mortgage debt remained close to
the long-term average despite 125 bps rate
hikes by the time the data was collected
(policy rate was raised by another 175 bps
after that), which suggests some financial
buffer against the rising rate environment
(chart 7). Meanwhile, both federal and
provincial governments are at various stages
of rolling out new stimulus amounting to
about 1% of GDP in the coming months which
should provide a boost to household
consumption. The US household savings rate
has returned to pre-pandemic levels, but
labour market tightness and high job openings
should support continued gains in disposable
income. Although growth is clearly slowing, we
continue to view recession as a risk, not a
certainty in North America.

NEW VEHICLE PRICING UNLIKELY TO SEE
MATERIAL RELIEF ANY TIME SOON

With still-acute supply-demand imbalance,
vehicle pricing pressure has not seen any
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material relief. CPI inflation for new vehicle prices remained elevated, at a rate of +0.8% m/m in the US and +0.4% m/m in Canada (chart 8).

While shipping costs have been gradually edging down, manufacturers will likely face rising wage pressure. Meanwhile, the producer price

for motor vehicle parts continued to accelerate despite declines in raw material prices (chart 9). Automakers and dealerships have been

able to pass higher input costs to consumers, but with improving supply and weakening demand, it will likely become increasingly difficult to

do so.

SOME SIGNS OF NORMALIZING IN THE USED MARKET

Used vehicle prices have shown some abatement in North America as inventories continue to build up. According to the Black Book

Retention index, wholesale prices in Canada and the US have begun to depreciate to -2.8% and -6.6% below their respective peaks earlier this

year (chart 10). According to Cox Automotive, used vehicle inventory was 10% above year-ago levels at the end of August. Meanwhile,

demand for used cars should start to normalize from last year’s record level, as reflected in sales volume, which was down 16% from 2021 in

the US reported by Cox Automotive. Rebounding inventory and improved availability of new vehicles are likely signs of peaking in used vehicle

prices, yet we expect the used market to remain relatively tight as the economic cycle matures, especially in the low-price segment.

Global Economics



Scotiabank. GLOBAL AUTO REPORT

September 22,2022

Table 1—Global Auto Sales Outlook (mns units)

2010-19 2019 2020 2021 2022f 2023f Aug-22,SA% Aug-22,NSA % 2022 ytd, NSA %
m/m yly yly
Total Sales 71.1 74.8 63.8 66.7 65.4 71.0 -1.3 13.7 -4.0
North America 18.7 20.2 17.0 17.6 16.9 19.2 -13 3.4 -13.7
Canada 1.82 1.92 1.54 1.66 1.65 1.85 -6.5 -2.0 -8.4
United States 15.7 17.0 14.5 14.9 14.2 16.3 -11 3.2 -15.3
Mexico 1.22 1.32 0.95 1.01 1.05 1.10 4.1 16.5 1.7
Western Europe 13.0 141 10.7 10.5 10.1 10.4 3.2 3.7 -12.4
Germany 3.2 3.6 2.9 2.6 25 2.6 2.7 3.0 -9.8
United Kingdom 2.3 2.3 1.6 1.6 1.6 1.6 -2.9 1.2 -10.7
Eastern Europe 33 29 2.8 2.8 1.9 23 12.9 -38.0 -38.0
Russia 2.1 1.7 1.5 1.6 0.7 1.0 375 -62.4 -60.3
Asia 31.9 33.8 30.6 32.7 334 35.8 -2.9 259 7.5
China 19.7 214 201 215 219 229 -3.0 36.9 1.8
India 33 3.6 2.8 3.6 3.8 45 -6.0 21.4 18.6
Japan 51 52 4.6 4.4 43 4.6 -11 -9.3 -13.8
South America 4.3 3.8 2.8 31 31 33 01 15.1 -1.5
Brazil 2.91 2.67 1.95 1.98 1.90 1.95 5.0 22.6 -8.4
Chile 0.34 0.37 0.26 0.42 0.43 0.45 -12.6 -6.8 16.2
Colombia 0.26 0.26 0.19 0.24 0.26 0.28 8.2 13.8 9.7
Peru 0.16 0.15 0.1 0.16 0.16 0.17 -9.7 -3.4 9.0
Sources: Scotiabank Economics, Wards Automotive, Bloomberg.

Table 2—Provincial Auto Sales Outlook (thousands of units ann.)

2010-19 2019 2020 2021 2022f 2023f | Jul-22,SA % Jul-22,NSA 2022 ytd nsa ZEV* (Q1-22)
m/m %yly %yly % of new LV sales
Canada 1,817 1,920 1,543 1,663 1,647 1,853 7.7
Atlantic 134 131 109 19 115 122 -6.0 -19.0 -17.3 -
Central 1,179 1,304 1,030 1,070 1,070 1,21 -7.6 -15.2 -8.5 8.1
Quebec 441 455 378 404 402 453 -9.4 -16.9 -13.2 12.7
Ontario 738 848 653 665 668 758 -6.7 -14.2 -5.6 53
West 548 545 453 487 470 520 -4.0 -9.2 -10.3 -
Manitoba 56 58 47 49 44 47 -6.9 -11.8 -13.7 23
Saskatchewan 54 49 42 43 42 46 -7.5 -2.8 -6.5 15
Alberta 239 223 184 196 193 215 -0.4 -4.7 -8.8 --
British Columbia** 199 216 179 199 191 212 -6.1 -14.3 -11.8 15.5
*ZEV includes battery electric and plug-in hybrid electric vehicles (estimates for NL, NS, and AB unavailable due to limitations in data sharing with Statistics Canada, but are included in
the Canadian aggregate). **British Columbia includes the territories.
Sources: Scotiabank Economics, Wards Automotive, Statistics Canada.

Table 3—North American Annual Production Outlook

2010-19 2019 2020 2021 2022f 2023f

(millions of units, annualised)

North American Production 15.9 16.2 13.0 12.9 14.7 15.6
Canada 2.2 1.9 1.4 11 13 1.4
United States 10.4 10.5 8.6 8.9 9.9 10.5
Mexico 32 3.8 3.0 2.9 34 3.7

Sources: Scotiabank Economics, Wards Automotive.
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