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Q. Reference: Dr. Booth Evidence, Page 36, Lines 21-23

“QOverall, RBC’s forecast reflects the passing of some unique events and unfortunately
a return to normal for the province as one of the weakest sectors of the Canadian
economy.”

Please provide the referenced RBC forecast.

A. Provided as attachment to NP-CA-037.
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Absence of inflation

Uncertain global growth outlook and persistently soft inflation readings are taking a toll on fi-
nancial markets, with stocks faltering and government bond yields remaining low. For the euro
area and the UK, we have altered our central bank outlook, given the absence of inflationary
pressures related to the persistent decline in oil prices and the lack of upward pressure emanat-
ing from the labour market. While growth indicators remain healthy, the lack of price pressure
is likely to result in the European Central Bank (ECB) reducing its policy rate by an additional
10 basis points later this quarter while the Bank of England (BcE) is likely to hold the policy
rate steady at 50 basis points until early 2017. The lack of inflation pressures, financial market
turmoil, and falling dairy prices has built the case for further easing by the Reserve Bank of
New Zealand (RBNZ) as well.

Uncertainty about the outlook for inflation was also evident in the US Fed's recent policy state-
ment that suggested the persistent decline in energy prices and recent slide in market-based
measures of inflation expectations raised the bar slightly for the Fed to act quickly to implement
another interest rate hike. We now expect the Fed will exercise near-term patience, leaving the
fed funds rate unchanged in March. In Canada, the Bank projected that the combination of slack
in the economy and lower energy prices will keep downward pressure on inflation in 2016.
Both the Fed and Bank of Canada (BoC) expect that as these transitory factors ease, inflation
will gravitate toward the medium-term objective of 2%, and thus, we expect the Fed will re-
sume gradually raising rates in the second quarter of 2016 while the Bank of Canada remains on
hold.

, m.m:n..m_ bank near-term bias

| I

Three-months out, policy rate _
The BoC reportedly entered January’s meeting with an easing bias, but
expected support from fiscal stimulus and potential for a further weak- —

ening in the Canadian dollar stayed its hand. We expect rates will be
held steady for the remainder of the year. _

The Fed continues to see the domestic economic backdrop as supporting |
further, gradual rate hikes, but recent market volatility and tighter finan-
cial conditions have increased risks to the outlook. We expect the Fed will

hold rates steady in March before raising the fed funds target again in Q2. 7

With indications of less momentum in the economy, limited wage ,
growth, and greater disinflationary pressure from lower oil prices, we _
now expect the BoE will stay on the sidelines this year. [

The ECB indicated a willingness to provide further stimulus given a _
lack of inflationary pressure, downside risks from lower energy prices,
and recent tightening in financial conditions. We expect a 10bp cut in

the deposit rate to -0.40% in March.

Resilience in domestic activity saw the RBA hold the policy rate steady
but maintain an easing bias. The RBA is monitoring global develop- i
ments and said low inflation “may provide scope for easier policy.”

With inflation undershooting expectations once again, we now expect |
further casing from the RBNZ with 50bp of rate cuts in H1/16 beginning
at the next meeting in March. |

NP-CA-37
Attachment
page 1 of9



Government bond yields fell significantly as risk-averse investors put funds into fixed-
income securities. In this period, 10-year yields in the euro area and UK dropped by 31
and 39 basis points, respectively, to stand at 0.33% and 1.56%. In the US, the 10-year
yield also fell substantially (-33basis points) to 1.94%; while in Canada, the rate was
down 17 basis points to 1.22%. The slide in global stocks and long-term government
bond yields continued in February.

Highlights Global stocks sagged in January 2016, with the MSCI world index dropping by 5.8%.

Oil price forecasts lowered

Part of the low global inflation story reflects the sharp drop in oil prices that built momen-
tum late last vear and continued into January 2016. A myriad of factors drove the recent
leg downward in oil prices, ranging from the anticipation of Iranian supply coming to the
market to growth concerns about China and the implication for energy demand. Following
the 8.4% drop in the price of West Texas Intermediate (WTI) in December 2015 and
17.9% plunge in the first half of January 2016, we marked to market our price forecasts.
This resulted in a significant downgrade to our 2016 WTI price forecast to $40.00/barrel
from $52.00/barrel previously. Maintaining the lower trajectory for prices in 2017 contrib-
uted to a downgrade in the price forecast to $57.00/barrel from $62.00/barrel. Despite
these downgrades, our underlying view remains intact, with conditions in the energy mar-
ket expected to become more closely aligned as global demand continues to grow at
slightly faster than a 1% pace in 2016 and 2017 while supply by non-Organization of the
Petroleum Exporting Countries (OPEC) producers finally declines.

US economy ended 2015 just as it started the year

The US economy was book-ended by weak quarterly growth readings in 2015 with the
advance estimate of fourth-quarter 2015 gross domestic product {(GDP) showing an
0.7% annualized increase almost matching the 0.6% rise recorded in the first quarter of
2015. In the intervening period, the sconomy showed healthier gains of 3.9% in the sec-
ond quarter and 2.0% in the third. Overall, the US economy grew by 2.4% in 2015.

Slower growth in the fourth quarter partially reflected moderate gains in key areas of
domestic spending; however, there are reasons to be optimistic regarding a rebound in
early 2016, While consumer spending growth slowed in the fourth quarter, persistent
robust job gains alongside low energy prices are likely to prompt a return to the solid
trend evident in most of 2016. Business investment dipped in the fourth quarter, reflect-
ing both a retracement in strong equipment investment in the prior quarter and a further
pullback in non-residential construction activity. The latter was partially due to weaker
energy-sector investment, and while low oil prices will prompt further declines, the en-
ergy component’s shrinking share of investment points to less of a drag on overall
spending going forward. Thus, our forecast assumes a rebound in consumer spending,
continued strength in residential investment, and recovery in business investment will
=3 boost domestic demand. Although the drag on growth from net trade is expected to per-
=i : sist, given the weak external environment and the strong US dollar, we forecast first-
quarter 2016 real GDP growth of 2.5%,

Fed watching and waiting
In its January statement, US policymakers acknowledged the weakening in economic
activity in the fourth quarter; however, there was no suggestion that this slowing was
expected to persist in 2016. The Fed highlighted a reduction in underutilized labour re-
sources due to strong job gains and said although inflation is expected “to remain low in
the near term,” it is still likely to rise in the medium term as the “transitory effects” of
the decline in energy and import prices dissipate and labour market conditions tighten
further. In essence, the statement maintained the optimism that accompanied the Fed’s
[BRYN ST den e R L ; decision to raise the policy rate in December that both the economy and labour market
: : i will continue to improve.
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The timing of the next hike will be contingent not only on the Fed’s assessment of current
conditions but also take into account the effect that international economic and financial
market developments are having on its outlook. While we believe the economic fundamen-
tals support the case for the Fed to raise the funds target in March, we expect the Fed will
exercise caution given recent market volatility and tightening in financial conditions. As
evidence emerges that the economic and inflation outlook is not being significantly affected
by these developments, we expect the Fed will resume its tightening cycle with gradual rate
hikes resuming in the second quarter. The fed funds rate is expected to end 2016 at 1.25%.

Canada’s economy snapped back in November
After two months of disappointing results, Canada’s economy grew by 0.3% in November
2015 as goods-producing industries increased output by 0.4% and service-producers post-

Highlights

ed a 0.2% gain. Gains were recorded in manufacturing and energy production accompa- i

nied by strong increases in wholesale and retail trade and transportation. November’s .
rebound was encouraging, although it was insufficient to offset the full 0.5% decline in | .
September that was followed by flat activity in October, meaning that fourth-quarter GDP | =

will likely be reported as unchanged relative to the third quarter.

The solid gain in November points to underlying strengthening activity later in the quar-

ter, This momentum will help temper the downdraft from the rencwed downturn in oil | D.5%ar d-hiohiiohte

prices going into 2016. Given our updated energy price profile, we have incorporated a

larger drag from the energy sector into our forecast for 2017 growth; however, this pull-

back is expected to be largely offset by a strengthening in export activity backed by solid .

US growth and the weak Canadian dollar. On balance, we see the economy likely retum-

ing to a period of above-potential growth early this year, helped along by solid gains in . .=

consumer spending and a modest dose of fiscal stimulus.

Bank of Canada decides to let it ride

It was a close call on whether or not the Bank of Canada would act at its rate-setting meet- ¢

ing on January 20, 2016, with forecasters and market makers divided on the outcome. In A

the event, policymakers decided to maintain the overnight rate at 0.5%. The main rationale
for the patient stance appears to be the Bank’s view that the economy is undergoing a ma- 14
jor transition in the drivers of economic growth and that the anticipated pickup in activity

in the non-resource sector is occurring. The Bank pointed to the economy undergoing
“complex adjustments” as labour and capital are reallocated toward the non-resource sec-
tor, where the Bank states that activity “has been relatively solid and expected to be the
main source of growth going forward.” This adjustment will likely be prolonged, although

the Bank expects growth to accelerate in 2016 and 2017, as the contraction in the resource :

sector “wanes” and the non-resource sectors of the economy firm.

In part, the decision to hold the policy rate steady reflected policymakers’ confidence that
although it will be a slow process, there are signs that the transition toward the non-

resource sectors acting as the engine of growth is underway. Furthermore, in his press , -+

conference, the Governor suggested that if a consequence of further rate declines was ad-
ditional downward pressure on the currency that over time would exert upward pressure '
on inflation as import prices increased, then this would jeopardize inflation expectations -

remaining anchored at the Bank’s 2% target.

Our forecast assumes that the economy will experience a pickup in growth in 2016 as ex-
porters see increased demand and consumers provide ongoing support. And, as long as
indications persist that the economy’s transition is proceeding, we see little need for the
Bank to increase the amount of policy accommodation via a cut to the overnight rate. Fur-
thermore, we expect 2 dose of fiscal stimulus in the upcoming Federal Budget to provide

another buffer for the economy as it continues along the transition process. Our forecast '
for a steady policy rate is contingent on our expectation that oil prices will avoid an even

deeper and more prolonged decline.
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ECB set to boost stimulus in March

The euro area ended 2015 on a solid footing with GDP growth forecasted at 0.3% in the fourth
quarter, just slightly slower than the average pace of increase in the last year. While relatively
modest, the consistency of growth was encouraging, particularly considering uncertainty sur-
rounding the domestic and external outlook in 2015. Recent survey indicators pointed to positive
momentuzm continuing in early 2016. While the composite Purchasing Managers’ Index (PMI)
for the euro arca moderated to an 11-month low in January, the reading was only slightly below
the 2015 average and continued to signal a pace of growth around 0.4% in the first quarter of
2016. PMI surveys, however, continue to indicate a benign inflationary environment, as the euro
area recovery has failed to generate much upward pressure on prices. The recent slide in crude oil
prices added downside risk to forecasts (both ours and the ECB’s) for inflation to pick up mod-
estly this year. At its latest meeting, the ECB signalled a willingness to respond to further disap-
pointment on inflation and recent market turmoil that has tightened financial conditions. In
March, we expect the ECB will cut the deposit rate by another 10 to 40 basis point while leaving
the asset purchase program unchanged after December’s six-month extension.

BokE likely to hold steady this year

The advance estimate of fourth-quarter UK GDP showed a 0.5% increase, thereby matching
market expectations and up from the 0.4% gain in the third quarter. Growth was again largely
driven by the service sector while industrial production and construction activity both edged
lower. The increase left 2015 GDP up 2.2% for the year, down from the 2.9% gain in 2014,
and closer to potential growth in the economy. Recent survey data indicate a slight loss of mo-
mentum heading into 2016, thereby supporting our expectation that 2016 growth will struggle
to exceed 2015’s pace. Despite further labour market tightening, wage growth slipped to just
2% year over year in November. Further accounting for a renewed decline in oil prices, it is
difficult to see headline inflation moving much higher than 1% in 2016, A benign inflationary
environment, weaker growth impulse, and potential for “Brexit” uncertainty to emerge this
year are expected to keep the BoE on the sidelines longer than earlier anticipated. As such, we
have delayed our forecast for the first Bank Rate hike until February 2017, The BoE’s latest
Inflation Report seemed to align with this updated forecast. Alongside a now unanimous deci-
sion to leave rates unchanged (one Monetary Policy Committee member previously dissented,
voting for a hike at the last six meetings), the Bank revised downward projections for GDP,
inflation, and wage growth in 2016.

RBA maintains an easing bias

As expected, the Reserve Bank of Australia (RBA) left the cash rate unchanged at 2.0% and
retained an easing bias as it acknowledged recent global market developments and pondered
the potential effect on domestic activity. Some resilience in the domestic economy kept the
RBA on the sidelines while keeping a watchful eye on global developments. We remain com-
fortable with further cuts in our RBA profile, although the risk is that further easing occurs
later in 2016 rather than our base case of in the first half of 2016.

Low inflation points to further RBNZ easing

‘We previously expected December’s rate cut would be the last of the RBNZ'’s easing cycle but
that further cuts eould not be ruled out if inflation disappointed relative to the central bank's
already lowered forecast. That has indeed been the case, with the fourth-quarter consumer
price index (CPIO slipping to just 0.1% year over year and short of the RBNZ’s 0.4% projec-
tion for the quarter that it made in December) and the weakest reading since 1999. Inflation
has now fallen below the 1-3% target band for five consecutive quarters and, by our forecast,
is set to remain below 1% until the fourth quarter of 2016. There is Lttle evidence of firming
domestic inflationary pressure, and with wages likely to be held down by weaker terms of
trade and net migration inflows, we expect that inflation will rise to just 1.6% by the end of
2017, Persistently low inflation, recent financial market turmoil, and falling dairy prices have
built the case for further easing, and we now forecast the cash rate will be lowered by 50 basis
points to 2.0% by mid-year. The RBNZ's latest policy statement acknowledged as much not-
ing that “some further policy easing may be required over the coming year.” Our forecast as-
sumes the first rate cut will come at the next policy meeting in March,
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. Interest rate outlook - 1.

%, end of period

Actuals Forecast
501 1502 15Q3 1504 | 1601 16Q2 1603  16Q4 1701 17Q2  17Q3 170
Canada
Overnight 0.75 0.75 0.50 0.50 0.50 0.50 0.50 .50 0.75 1.00 1.25 1.75
Three-month 0.55 0.58 0.43 0.5 0.40 0.40 0.50 0.60 0.85 1.1¢ 1.35 1,80
Two-year 0.50 0.48 0.52 0.48 (.40 0.50 0,65 1.00 1,30 1.60 1.95 2.45
Five-year 0.77 0.82 0.80 0.73 0.60 0.80 1.05 1.35 1.70 2.00 2.35 .70
10-year 1.36 1.69 1.43 1.40 1.20 1.50 1.65 2.00 2.35 2.60 2.80 3.05
30-year 1.98 .3 2.10 2.15 1.85 2,25 2,40 2.70 2.95 3.05 .0 3.35
United States
Fed funds** 0.25 0.25 0.25 0.50 0.50 0.75 1.00 1.25 1.50 1.75 2.25 .75
Three-month 0.04 0.03 0.00 0.17 0.20 0.40 0.45 0.70 1.00 1.30 1.90 2.45
Two-year 0.56 0.64 0.64 1.05 0.85 1.10 1.25 1.60 1.90 2.20 2.60 2.95
Five-year 1.37 1.64 1.37 1.76 1.30 1.60 1.75 2.15 2.40 2,65 2.95 3.20
10-year 1.93 2.35 2.04 2.27 1.85 2.10 2,15 2.55 2.80 3.00 325 3.40
30-year 2.54 3,12 2.86 3.02 2.65 2.90 2,95 3.30 3.45 3.55 3.75 3.85
United Kingdom
Bank rate 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.75 0.75 1.00 1.00
Two-year 0.43 0.55 0.56 0.66 0.40 0.5 0.60 0.75 0.85 0.95 1.10 1.10
10-year 1.58 2.01 1.76 1.96 1.50 1.70 1.75 2.10 2.40 2.50 2.75 3.00
Eurozone
Deposit Rate -0.20 -0.20 -0.20 -0.30 -0.40 -0.40 -0.40 -0.40 -0.40 -0.40 -0.40 -0.40
Two-year -0,25 -0.23 -0.26 -0.34 -0.50 -0.50 -0.50 -0,50 -0.50 -0.50 -0.50 -0.50
10-year 0.18 0.77 0.59 0.63 0,30 0.35 0.40 0.55 0.75 0.95 1.10 1.25
Australia
Cash target rate 2.15 2.00 2.00 2.00 1.75 1.50 1.50 1.50 1.50 1.50 1.75 2.00
Two-year 1.72 2.1 1.81 2.02 1.70 1.60 1.75 2.00 2.10 2.30 2,70 1.00
10-year 2.32 3.0 2.61 2.88 2.55 2.60 2.75 315 3.40 3.60 3.95 4.20
New Zealand
Cash target rate 3.50 3.25 2.75 2.50 2.25 .00 2.00 2.00 2,00 2.00 2.25 2.50
Two-year swap 3.48 3.09 2.69 2,83 2.50 .10 2.20 .30 2.50 .70 3.00 3.20
10-year swap k| 3.89 3.48 3.7 3.20 3.20 3.40 3.80 410 4,30 4.60 4,80
Yield curve*
Canada 86 121 L] 922 30 100 100 100 105 100 85 60
United States 137 17 140 122 100 100 920 95 90 80 65 45
United Kingdom 115 146 120 130 110 115 115 135 155 155 165 190
Eurczone 43 100 85 97 80 85 90 105 125 145 160 175
Australia 60 100 80 86 85 100 100 115 130 130 125 120
New Zealand 23 80 79 90 70 100 120 150 160 160 160 160

* Two-year/10-year spread in basis points, *Top of 25 basis point range

Source: Reuters, RBC Economics Research

© Central bank poficy rate _ .~

%, end of period

Current Last Current Last
United States Fed funds 0.25-0.5¢  0.0-0,25 December 16, 2015 | Eurgzone Deposit rate -0.30 -0.20 December 3, 2015
Canada Overnight rate .50 0,75  July 15, 2015 Australia Cash rate 2.00 2.25 May5, 2015
United Kingdom Bank rate 0.50 1.00  March 5, 2009 New Zealand Cash rate 250 2.75 December 10, 2015

Source: Bloomberg, Reuters, RBC Economics Research
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- Economic outlook " {1 . .

Growth outlook

% change, quarter-over-quarter in real GDP

15Q1 15Q2 15Q3 504 16Q1 16Q2 1603 - 1604 1701 17Q2

Canada* 0.7 -0.3 23 D.rj : 2‘2 F 24 L ZQ 2_5 _. 2.7 5 =R i
United States* 0.6 3.9 2.0 0.7% 25 29 28 27 24 727
United Kingdom 0.4 0.5 0.4 0.5* 06.°05 06 05 06

Euro Area 05 04 03703 04 04705 05 050

Australia 09 03 09 05 03 07 06 07 08 07 Q7 .23 :
New Zealand 02 03 09 04 . G5 05 0505 05 05 06086 37 21 18 21
*annualized, **preliminary actual

Inflation outlock
% change, year-over-year

1501 15Q2 1503 1504 1601 1602 - 1603 . 1604 1701 17Q2 -17Q3 1704 2014 2015F 2016F 2017F

Canada 1.4 09 12 1.3 16 16 17 20 25 . 23 22 21 19 11 .17 23
United States 01 00 01 05 11, 09 1.2  1.9.726 L7 25 23 16 01 13 25
United Kingdom 0.1 0.0 00 0.1 06 07 ‘07 08 13.14. 1.6 48 15 00 07 16
Eurozone 03 02 01 02 06 04 06 09 12 13 14 .15. 04 00 06 13
Australia 13 15 1.5 17 Z2 033 T4 28T 26 e 27 28 25 15 24727
New Zealand 03 04 04 01 06 05 06 14 £5 15 15°16 12 03 08 15

Source: Statistics Canada, Bureau of Labor Statistics, Bank of England, European Central Bank, Reserve Bank of Australia, Reserve Bank of New
Zealand, RBC Economics Research

e Inﬂationtracmﬁg B PO S
Inflation Watch
Measure Current period Period age  Year ago Three-month trend Six-month trend

Canada Bank of Canada core CP!I' Dec 0.1 1.9 1.4 2.1
United States  Core PCE™? Dec 0.0 1.4 1.2 1.5
United Kingdom All-items CPI Dec 0.0 0.2 0.5 0.9
Eurozone All-items CPI' Jan -0.1 0.4 -0.8 -0.1
Australia Trimmed mean CPI' Q4 0.6 2.1 N/A N/A
New Zealand All-items CPl Q4 -0.5 0.1 N/A N/A

1 Seasonally adjusted measurement.
2 Personal consumption expenditures less food and energy price indices.

Source: Statistics Canada, US Bureau of Labor Statistics, Bank of England, European Central Bank, Reserve Bank of Australia, Reserve Bank of New
Zealand, RBC Economics Research
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Level, end of period

Actuals Forecast
15Q1 15Q2 15Q3 15Q4 - 16Q1- 1602 . 16Q3 ~ 1604 ~ 17Q1 1702 © 1703 ' 17Q4
Canadian dollar 127 125 133 138 145 140 136 133 - 13170 129 127 - 1:25

4102 . 1.03 7 104 ¢, 1.05 5 1.06

Euro 107 111 112 1.09 ¥ 103 1,00 . 1.00
43 .0 148 151 - 155 159 7 1.63

U.K. pound sterling  1.48  1.57 151 147 ' .41 . 141 -

New Zealand dollar  0.75  0.68 0.64 0.68 ' 0.62°%: 0:60 062 - 0.63 , 064 0.64 " 065 - 086
Japanese yen 1201 1225 119.9 1201 1240 128.0° 1320 1280 1266 1240 - 1220 1200

Australian dollar 0.76 0.77 070 073 067 065 - 0.65 , 065 0.6 .« 0.66 067 . 0:68

Canadian dollar cross-rates
1501 15Q2 15Q3 15Q4 1601~ 16Q2 . 1603  16Q4 ° 17Q1  17Q2 173  17Q4

EUR/CAD 136 139 149 150 149 140 136 <136 © 135 1,34 133 . 133
GBP/CAD 188 1.96 201 204 205 1.97 1947187 < 198 ° 200 202 "~ 204
NZD/CAD 095 085 085 095 090 084 084 - 084 084 0B 083 0.83
CAD/JPY 947 980 90.0 8.8 855 914 - 971 962 92 9.1 .. 961 . 90
AUD/CAD 097 096 093 1.01 097 091 08 086 - 0.8 08 ' 085 . 085

Rates are expressed in currency units per US dollar and currency units per Canadian dollar, except the euro, UK pound, Australian dollar, and New
Zealand dollar, which are expressed in US dollars per currency unit and Canadian dollars per currency unit.

Source: Bloomberg, RBC Economics Research

The following charts track historical exchange rates plus the forward rate (dashed line} compared to the RBC Economics forecast
(dotted line} out one year. The cone for'the forecast period frames the forward rate with confidence bounds using implied option
volatilities as of the date of publication.

Canadian dollar Euro

0.5 2%
Feb15 Aug15 Fetri6 At e s oV prm
Japanese yen U.K. pound
1.00
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1.,
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- S
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Canadlan GDP rebounded by 0 3% in November
2015 following a flat reading in October and a
0.5% decline in September. The earlier weakness
was consistent with RBC and the BoC’s forecasts
for flat Q4/15 GDP.

The Bank maintained the policy rate at 0.5% in
January, thereby pointing to evidence that the tran-
sition toward non-resource sectors is underway.

Canadian real GDF growth
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Federal Reserve e

US GDP growth slowed to an annuahzed 0. 7%
pace in Q4/15, as a drag from net trade and slower
inventory growth accompanied a modest increase
in domestic demand.

The Fed’s January statement acknowledged weak-
er activity and higher market volatility but empha-
sized further improvement in the labour market.
Policymakers are likely to be cautious with the
next hike expected in Q2/16.

U.S. real GDP growth
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Our forecast assumes a moderate 0.3% increase in

Q4/15 GDP, and early indicators point to momen-
tum being sustained in 2016.

Rencewed declines in energy prices add downside
risk to already low inflation forecasts, and recent
market volatility has tightened financial condi-
tions. We expect the ECB will respond to these
developments by cutting the deposit rate by 10bp
in March.
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/> Bank'of England -

UK GDP grew by a sohd 0 5% in Q4 accordmg to
the advance estimate, but recent survey indicators
point to a slight loss of momentum heading into
2016.

Reduced labour market slack has failed to put sus-
tained upward pressure on wages while lower en-
ergy prices add to downside risks on inflation.
With limited price pressure in 2016, we expect the
BoE will hold rates steady for 2016.
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Australaa and New Zealand

The RBA left the pohcy rate unchanged but re-
tajned an easing bias and is watching global devel-
opmenits for the potential effects on external and
domestic demand.

Following a disappointing read in Q4/15, inflation
is expected to remain below the RBNZ'’s 1-3%
target band for much of 2016. We now expect the
RBNZ’s easing cycle will continue with 25bp rate
cuts in both Q1 and Q2/16.

Australia and New Zealand GDP growth
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'Oilffpn;g:e- decline exerting downward pressure on inflation :

The marked decline in oil prices in December 2015 and Janu-  Headline inflation rates are low in the major economies that we
ary 2016 resulted in downgrading our 2016 oil price forecast. monitor...

West Texas Intermediate {WTI} Inflation: Euro zone and United Kingdom
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...and are likely to take longer to get back to central banks’ 2% This suggests policy rates will remain lower for longer.
objective.

Headline CPI: U.S. and Canada Policy rates: International
Year-over-year % change %, eop
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