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Chart1
Global Vehicle Sales by Region
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Chart 2
Global Auto Production
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Global Auto Sales Saw Weakness Continue Despite
Easing Supply Challenges

e Global auto sales posted a slight decline of -0.5% m/m (sa) in September, bringing
the annualized sales rate to 69.5 mn saar units, but the year-to-date shortfall
narrowed to -1.1% relative to 2021.

e Salesin North America and Western Europe have been playing catch up (+1.9% m/m
and +1.7% m/m sa, respectively) as strong momentum in Asia-Pacific markets
stabilizes (-1.6 m/m sa, with year-to-date sales rate 10.7% higher than in same period
last year).

e Aswe continue to expect levels of supply to be a major factor in determining sales
and pricing trends, deteriorating financial conditions worldwide are becoming
more prevalent. A global recession is assured in light of dim economic prospects in
China and Europe, which weighs on demand going forward.

e The production outlook turned brighter around the world (although still gloomy
here in Canada). The energy crunch in Europe could impose new risks on the global
auto supply chain through parts and components supplied by European
manufacturers.

e Past downturns in the auto industry were mostly the result of a demand erosion
associated with deteriorating labour markets and softer income. This report
discusses our assessment of labour market conditions in Canada and the US, which
should support continued recovery in auto sales.

e  We expect continued pressures on vehicle prices (especially new cars) and
financing costs—car ownership will likely remain expensive for the foreseeable
future.

WHEN AUTO PRODUCTION RECOVERY MEETS GLOBAL RECESSION

Global auto sales slid further by -0.5% m/m (sa) in September following a slight
contraction in August. Sales in Asian-Pacific markets have started to level off after several
months of strong growth with a setback of -1.6% m/m (sa) in September, yet still at
elevated levels. Outside of Asia-Pacific, sales have been recovering slowly but surely in
most parts of the world—purchases in Western Europe climbed back further by 1.7% m/m
(sa) in September, and North American sales also posted a sizable gain of 1.9% m/m (sa)
on the back of strength in the US. South American sales seem to have run out of steam
after strong gains in the first half of this year and declined by -4.2% m/m (sa) in
September. As of the third quarter, global sales stood at 67.5 mn saar units year-to-
date—a slight improvement from the 66.7 mn light vehicles sold in 2021 as we expected—
but still below pre-pandemic sales of 75 mn units in 2019.

In the near-term, global auto sales recovery should continue to be supported by strong
performance in Asia-Pacific, while a looming global recession weighs on demand and
production going forward. China’s property market correction imposes imminent risks to
growth and combined with a dim outlook in Europe, a global recession is inevitable.
Heightened inflation and significantly tighter international monetary conditions remain
the main drag to global growth, with a strong US dollar presenting additional risks to the
outlook.

SUPPLY PRESSURE GRADUALLY EASES AS NEW CHALLENGES EMERGE

The global auto production landscape is improving but still facing challenges (chart 2).
Automakers worldwide continue to cut production targets, but nowhere near the scale of
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last year’s revisions—AutoForecast Solutions estimated a total cut of 4.26 mn vehicles
from their 2022 production plans, well below the 10.5 mn units lost in 2021. As the effect
of COVID-19 restrictions subsides, production in Asia-Pacific has rebounded to levels
close to its 2017-18 highs. German production has picked up but still struggles to recoup
the sharp losses from the past two years.

In North America, vehicle inventory saw significant improvements in September, yet
is still well below normal levels, especially for Asian brands and European luxury
brands. 70-80% of North American purchases are manufactured in the region, which
has roughly returned to pre-pandemic levels despite declining production in Canada.
The easing supply outlook should offer some relief to market tightness and allow for
downward pressure on pricing as we enter 2023.

That said, as the industry slowly recovers from production disruptions caused by the
semiconductor shortage that started a year ago, climbing production costs could
impose further pressure to supply. The energy crunch in Europe resulting from Russia
further restricting natural gas exports could likely increase costs of gas and electricity by
over 14 times per vehicle, as estimated by S&P Global Mobility. As EU countries take
measures to address the energy shortage, the potential utility restrictions could affect
automakers around the world through parts and components supplied by European
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Inflation is Forecast to Come Down
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next year (see here for details on Scotiabank Economics’ latest economic outlook). This is due to the additional monetary tightening needed
to stave off persistent inflationary pressures faced by both sides of the border, particularly in the US, which would lead to an uptick in
unemployment rates. That said, given that the recessions will likely be mild and short-lived, unemployment rates would remain far below
the recessionary-type spikes. Hence, we anticipate strengthening sales alongside inventory improvements over the remainder of this year
and next.

AFFORDABILITY COULD TAKE OVER AS A RESTRAINT TO SALES

While North American auto sales should see some material recovery in 2023 as supply constraint abates, affordability could play a more
fundamental role and impact sales and production in the medium-term (chart 6). Rising vehicle prices and financing costs drove average
monthly obligations of auto loans to $544 for mortgage holders and $496 for non-mortgage holders in Q2 2022 (chart 7). The average auto
loan rate has gone up over one percentage point since then, which easily adds another $100 to monthly payments. The markets have
priced in more monetary policy tightening ahead, yet risks will be tilted to even higher policy rates on both sides of the border until inflation
shows material signs of abating. On the pricing side, used vehicle prices have stabilized with signs of decline, but new vehicle price growth
has been accelerating (chart 8). With supply chain hurdles and high input prices still in play, we don’t expect a sharp loosening in the high
vehicle pricing environment.
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Table 1—Global Auto Sales Outlook (mns units)

2010-19 2019 2020 2021 2022f 2023f Sep-22,SA%  Sep-22,NSA % 2022 ytd, NSA %
m/m yly yly
Total Sales 711 74.8 63.8 66.7 66.3 69.3 -0.5 20.4 -1.6
North America 18.7 20.2 17.0 17.6 16.1 17.5 1.9 6.9 -121
Canada 1.82 1.92 1.54 1.66 1.51 1.65 -3.0 -13.0 -11.1
United States 15.7 17.0 14.5 14.9 13.6 14.8 2.9 9.5 -13.2
Mexico 1.22 1.32 0.95 1.01 1.05 1.10 -3.8 1.6 2.7
Western Europe 13.0 141 10.7 10.5 10.1 10.4 17 7.6 -10.2
Germany 3.2 3.6 2.9 2.6 2.5 2.6 9.7 14.1 -7.4
United Kingdom 2.3 2.3 1.6 16 1.6 1.6 -6.9 4.6 -8.2
Eastern Europe 33 29 2.8 2.8 1.9 23 -3.6 -311 -37.4
Russia 2.1 1.7 1.5 1.6 0.7 1.0 -2.9 -59.6 -60.2
Asia 319 33.8 30.6 32.7 351 35.8 -1.6 35.9 10.6
China 19.7 21.4 20.1 215 23.6 22.9 -3.3 332 14.4
India 33 3.6 2.8 3.6 3.8 45 19 97.5 25.5
Japan 5.1 5.2 4.6 4.4 4.3 4.6 2.4 241 -10.3
South America 4.3 3.8 2.8 31 31 33 -4.2 16.9 0.5
Brazil 2.91 2.67 1.95 1.98 1.90 1.95 -4.2 26.8 -5.0
Chile 0.34 0.37 0.26 0.42 0.43 0.45 -12.9 -13.9 1.8
Colombia 0.26 0.26 0.19 0.24 0.26 0.28 -11.7 43 9.0
Peru 0.16 0.15 0.1 0.16 0.16 0.17 11 -2.1 7.5
Sources: Scotiabank Economics, Wards Automotive, Bloomberg.

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

2010-19 2019 2020 2021 2022f 2023f Aug-22,SA Aug-22,NSA 2022 ytd nsa ZEV* (Q2-22)
% m/m %yly %yly % of new LV sales
Canada 1,817 1,920 1,543 1,663 1,514 1,648 6.9
Atlantic 134 131 109 119 929 105 -6.0 -19.0 -17.3 --
Central 1,179 1,304 1,030 1,070 988 1,081 -7.6 -15.2 -8.5 7.5
Quebec 441 455 378 404 359 391 -9.4 -16.9 -13.2 10.5
Ontario 738 848 653 665 629 690 -6.7 -14.2 -5.6 5.6
West 548 545 453 487 432 469 -4.0 -9.2 -10.3 --
Manitoba 56 58 47 49 4 44 -6.9 -11.8 -13.7 2.0
Saskatchewan 54 49 42 43 39 42 -7.5 -2.8 -6.5 1.4
Alberta 239 223 184 196 183 199 -0.4 -4.7 -8.8 --
British Columbia** 199 216 179 199 170 185 -6.1 -14.3 -11.8 13.8
*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.
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Quarterly Outlook for North American Auto Sector
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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 1.1 13 1.4
United States 10.4 10.5 8.6 8.9 9.9 10.5
Mexico 3.2 3.8 3.0 2.9 3.4 3.7

Sources: Scotiabank Economics, Wards Automotive.
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Wards Automotive North American
Auto Production Outlook
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