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wHOa wHOa wHOa! 
Equities have been on a roller coaster ride for the last two months, while global growth con-

cerns, market jitters and less hawkish central bankers have pushed bond yields sharply lower 

since early-November. Those same growth concerns, along with rising supply, have weighed 

heavily on oil prices. Two key international meetings over the last week held the prospect of 

some reprieve. First, a Trump-Xi dinner at the G20 summit raised hopes that the US and Chi-

na might negotiate a truce in their escalating trade war, which has become a key risk to the 

global outlook. A US pledge to delay a scheduled tariff increase in exchange for concessions 

from China initially cheered investors, though sentiment soured with the realization that the 

two countries were far apart on what was actually agreed upon. US tariff hikes appear to have 

been postponed for 90 days while the two superpowers work toward an agreement. Another 

round of tariff threats from Trump provided an inauspicious start to the process and prompted 

a renewed selloff in equity markets. 

After the G20 meeting, it was OPEC’s December 6-7 gathering that drew attention. Producers 

(including Russia) agreed to cut output by 1.2 million barrels per day in an effort to better 

balance the global oil market. The cut was seen as substantial enough to send oil prices to a 

two-week high. The move will be welcomed in Canada, where the Alberta government has 

grown increasingly frustrated by falling oil prices—particularly for domestic crude. They 

were in no mood to wait for OPEC, announcing their own mandatory supply cut of 325 thou-

sand barrels per day that will kick in next year. The decision pushed Canadian heavy oil pric-

es to two-month highs, even before OPEC’s decision pushed global benchmarks higher. 
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A “materially weaker” energy sector and potentially more room for non-

inflationary growth point to the Bank of Canada shifting to the sidelines 

for a couple months. We still think rates are moving higher next year, 

but likely not until Q2. 

Fed officials have sounded a bit more dovish lately but a December rate 

hike still looks very likely, and we think markets are vastly underesti-

mating tightening next year with just one hike priced it. 

We don’t think the Bank of England will get much clarity on Brexit in 

time for their December meeting. A smooth Brexit could see a rate hike 

as soon as February, but there are significant risks around that forecast.  

An extended soft patch in economic data has investors pushing back 

expectations for the first rate hike. We continue to see rates moving 

higher in the second half of next year, but at a snail’s pace. 

Tightening credit conditions and slowing global growth had the Reserve 

Bank of Australia sounding a bit more dovish. We continue to expect 

they’ll remain on the sidelines well into next year. 

 
Josh Nye | Senior Economist | 416-974-3979 | josh.nye@rbc.com 

Central bank near-term bias 
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 Financial market volatility 

spikes as investors worry 

about the global recovery. 

 Data reports have erred 

on the weak side.  

 However there were many 

one-off factors that cur-

tailed activity. 

 As these factors ease, 

growth will accelerate. 

 The US recession was 

deeper than was previously 

reported and GDP output 

stands 0.4 pp below its pre-

recession peak. 

 

 

Highlights US slowdown? Tell that to consumers 
A flattening yield curve and a few soft data points have raised concerns that the US 

economy is heading for a slowdown. Sure, we are likely to see some moderation in GDP 

growth after the best back-to-back quarterly gains in four years. But it’s hard to see 

much evidence that the economy has shifted to a below-trend pace of growth. Most im-

portantly, consumer spending—about 2/3 of GDP—continues to look very healthy. Per-

sonal spending picked up strongly in October and early retail indicators point to a solid 

start to the holiday shopping season. Rising wages and continued job gains are support-

ing incomes, and confidence doesn’t seem to have been dented much by recent equity 

market volatility. Lower gasoline prices (down some 15% since mid-October) are also 

leaving a bit more money in pocketbooks. The stimulative effect of lower income taxes 

is set to fade somewhat next year. But consumers still have room to spend. The house-

hold savings rate remains north of 6%—well above the 3-4% rates seen late in the last 

expansion. All told, we see consumer spending growing at a healthy 2.5% pace next 

year, just short of this year’s 2.7% gain. 

A slightly more cautious Fed, but hikes will continue in 2019 
Market volatility and concerns about slowing growth had investors watching remarks 

from Fed officials even more closely than usual. Chairman Powell’s comment that interest 

rates are now close to the range of ‘neutral’ estimates (2.5-3.5%) was seen as dovish—

particularly when contrasted with his earlier view that policy is still a long way from neu-

tral. Investors saw that, and similar comments from his colleagues, as indicating the Fed 

might soon hit pause on their tightening cycle. Minutes of the FOMC’s last meeting rein-

forced that sentiment. Policymakers discussed changing their forward guidance to reflect 

data dependence rather than indicating further gradual rate increases should be expected.  

Markets are now pricing in just one full rate hike next year following a move in Decem-

ber. We think that is an over-reaction. Yes, the fed funds rate will be near the bottom of 

the ‘neutral’ range after a hike in December (to 2.25-2.50%). But the FOMC’s median 

estimate for neutral is 3%, and there is little precedent for the Fed hitting the brakes as 

soon as they get there. In fact, they raised fed funds at least 100 basis points above neutral 

in past tightening cycles. We think the Fed is right to emphasize data dependence as they 

get closer to the neutral rate. But the data points to above-trend growth in an economy that 

is already operating at or beyond full capacity. Core inflation has been well-behaved at 

2%, but we think prices will eventually respond to capacity pressures and rising wages. 

Our forecast continues to assume quarterly rate hikes next year. While risk is skewed to-

ward slightly less tightening, we think market pricing will have to play catch-up in 2019. 

Canadian dometic spending fell flat in Q3…  
Canada’s economy grew at a 2% annualized pace in Q3, matching market expectations 

and coming in slightly ahead of the Bank of Canada’s forecast. But that was where the 

good news ended. Domestic spending was flat quarter-over-quarter for the first time in 

more than two years as consumer spending growth slowed further and the residential 

sector remained a drag on activity. More troubling was a pullback in business investment 

following more than a year of consistent gains. Less contribution from households is to 

be expected given rising rates and regulatory changes. But the pullback in business in-

vestment flies in the face of the BoC’s Business Outlook Survey pointing to stronger 

capital spending. There have been some positive developments for the investment out-

look since Q3—less trade uncertainty (at least within North America) and government 

incentives to encourage capital spending. But at the same time, lower oil prices challenge 

the energy sector capex outlook. On balance, the much-hoped-for rotation toward strong-

er business investment and exports looks a bit less certain than it did a few months ago. 

 

 Q4 is shaping up to be an-

other solid quarter for con-

sumer spending. 

 The Fed is sounding a bit 

more cautious as interest 

rates approach their esti-

mated ‘neutral’ range…  

 …but we think markets 

are underestimating the 

pace of tightening next year.  
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  Canada’s Q3 growth 

matched consensus but 

there was little to like in the 

details.  

  Oil production cuts are 

set to weigh on GDP growth 

early next year. 

  The BoC shifted from 

hawkish to dovish in just six 

weeks…  

  …leading us to push back 

our expectations for the tim-

ing of their next rate hike. 

…and growth isn’t likely to pick up in the near-term…  
After a number of good new stories for Canada—including an updated trade deal with 

the US and Mexico and a major LNG export facility getting the green light—the tide 

seems to have turned lately. Most significantly, lower oil prices have dealt a blow to 

Alberta’s economic outlook. After climbing above US$75/barrel in early-October, the 

WTI benchmark price has fallen sharply, hitting $50 toward the end of November. The 

impact on Canada’s oil sector has been exacerbated by steep discounts on Canadian 

heavy oil. Elevated inventories and lack of export capacity saw WCS oil trading for less 

than $20 through much of November. And unlike during past periods of steep discounts 

on heavy oil, Canadian light and synthetic oil prices have also been impacted. The Al-

berta government, facing sharply lower royalty revenues, responded with the dramatic 

step of mandating production cuts. Producers will have to lower output by 325 thousand 

barrels per day starting in January. Those curtailments will be pared back when inven-

tories reach more normal levels, and should end altogether late next year. 

While WCS prices rallied on the news, production cuts will likely reduce Canadian 

GDP growth by 0.1-0.2% next year. Much of that drag will show up in the first quarter, 

setting up for a slow start to 2019. And it looks like that will follow a soft end to this 

year. We have trimmed our current quarter growth forecast on the back of less momen-

tum (September GDP fell 0.1%) and the negative impact of postal strikes and lower oil 

prices (including production curtailments that were announced prior to the Alberta gov-

ernment’s mandated cuts). As a result, we look for average growth of just over 1% in 

Q4/18 and Q1/19—about half the pace seen through the first three quarters of 2018. 

…making a January rate hike unlikely 
The Bank of Canada held rates steady in December with a predictably dovish tone that 

contrasted sharply with October’s hawkish hike. Lower oil prices were front and centre 

with the statement noting energy sector activity will likely be “materially weaker” than 

expected. The bank also noted signs of less growth momentum heading into Q4, hinting 

at a markdown to their current GDP forecast of 2.3%. And given downward revisions to 

historical growth, they raised the possibility that the economy might have a bit more 

room for non-inflationary growth than previously thought. The statement did contain 

some balancing comments. Policymakers attributed Q3’s weak business investment to 

trade uncertainty and remained optimistic on the non-energy capex outlook given US-

MCA, accelerated depreciation and capacity constraints. And once again there was 

mention of two-sided risks around trade policy, even if there are signs that trade ten-

sions are “weighing more heavily” on the global economy. But those mitigating factors 

weren’t enough to keep the Canadian dollar from selling off sharply after the statement.  

The BoC maintained their tightening bias, still indicating rates will eventually need to 

rise to a neutral range (2.5-3.5% by their estimate). But their list of factors that will 

determine the pace of rate hikes has grown longer to include oil price developments, 

business investment and the economy’s capacity limits. Even if we get some progress 

on those issues between now and January (for instance, higher oil prices and a strong 

Q4 Business Outlook Survey), it looks like the bank will be marking down their growth 

and inflation forecasts at their next meeting. Given their data dependent mantra, it’s 

hard to see Governing Council raising rates at the same time. We think they’ll hit the 

pause button until Q2 when they have a better idea of how the economy is adapting to 

another oil price downturn. They’ll likely be hoping for more clarity on the global trade 

backdrop by then as well. While it looks like rate hikes will come a bit later than ex-

pected, our forecast continues to call for two rate increases next year, which would 

bring the overnight rate to 2.25% by year end. 

Highlights 
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Businesses and the BoE waiting for clarity on Brexit 
Recent data provide further evidence that the UK economy’s Q3 pickup was a one-off. Sur-

vey readings have deteriorated sharply over the last two months as key Brexit deadlines come 

into sharper focus. Outside of the immediate post-referendum decline, November’s composite 

PMI was the weakest in six years. The services index saw a particularly steep drop with firms 

noting subdued consumer and business spending. There were reports that some companies are 

holding off on key decisions amid growing Brexit uncertainty. The manufacturing sector pro-

vided some offset, but that may have reflected businesses building inventories to guard 

against potential supply disruptions in the event of a ‘no deal’ Brexit. Deteriorating sentiment 

points to Q4 GDP growth slowing sharply from the previous quarter’s 0.6% pace.  

While the economy’s ups and downs over the second half of the year are certainly being 

watched by the Bank of England, Brexit remains the key driver of their upcoming policy deci-

sions. The divorce deal that was agreed to with the EU will be voted on in parliament on De-

cember 11, but securing its passage appears to be an uphill battle. If the bill fails, PM May has 

up to three weeks to decide on next steps. There is range of possible outcomes, including 

amendments to the deal, a no-confidence vote that triggers fresh elections, extension (or po-

tentially withdrawal) of Article 50, or even a second referendum. A damaging ‘no deal’ Brexit 

also remains an option. We doubt the BoE will have enough clarity on the outcome to make 

any policy moves at their December 20 meeting. But they’ll likely indicate the economic 

backdrop—including low unemployment and rising wages—warrants higher rates if a 

‘smooth’ Brexit can be achieved. We continue to expect a February rate in that event, but 

acknowledge the odds of that outcome have narrowed. 

Euro area’s Q4 rebound unlikely to impress 
We expect euro area GDP growth will pick up following Q3’s disappointing 0.2% gain, but 

recent survey data suggest any rebound in Q4 will be modest. Some of the previous quarter’s 

weakness reflected transitory issues in the German auto industry that contributed to that coun-

try’s GDP declining for the first time in three and a half years. But soft manufacturing PMIs 

in Q4 suggest the industrial sector’s challenges have continued. Another sub-50 composite 

reading in Italy point to that country’s slowdown extending into Q4. Meanwhile, labour dis-

ruptions in France could keep the previous quarter’s stronger activity from being repeated. On 

balance we expect GDP growth of around 0.3% in Q4—just half the pace seen in 2017, which 

will likely represent the high-water mark for euro area growth this cycle. Softer activity indi-

cators have led markets to push back expectations for the first rate hike by the ECB. Our fore-

cast continues to assume the central bank will begin raising rates in Q3 2019, consistent with 

their current forward guidance. However, we see the tightening cycle pausing once the depos-

it rate is out of negative territory in 2020. 

Australia’s Q3 GDP disappoints, challenging the RBA’s outlook 
Australian GDP fell short of expectations in Q3 with a quarterly increase of just 0.3%, the 

slowest in two years. Net exports and government spending were the largest contributors to 

growth, and we expect strength in those areas will continue in 2019. And while business in-

vestment was disappointing, non-mining capex intentions point to a pickup in the coming 

quarters. But one of the key headwinds we see for 2019, a softer household sector, was evi-

dent in Q3. Consumer spending grew at its slowest rate in five years and a further decline in 

the savings rate (to its lowest in a decade) limits the scope for a pickup next year. We think 

that challenges the Reserve Bank of Australia’s above-trend growth outlook, which they reit-

erated in December prior to the Q3 GDP release. Other comments by the RBA leaned slightly 

dovish—they noted tightening financial and credit conditions, and a growing impact from 

global trade tensions. We think those factors, along with labour market developments (which 

have been quite positive) will shape the policy outlook next year. At present, we see the RBA 

remaining on the sidelines well into 2019. 

 

 UK businesses surveys 

showed further deterio-

ration in sentiment as 

Brexit draws closer…  

 …and a key Brexit 

vote on December 11 

might not give much 

more clarity.  

 It looks like the euro 

area’s Q4 growth re-

bound will be relatively 

modest. 

 Australia’s Q3 GDP 

growth came in at just 

half of consensus expec-

tations. 

Highlights 
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Interest rate outlook 

Central bank policy rate 

%, end of period 

Source: Bloomberg, Reuters, RBC Economics Research 

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

Source: Reuters, RBC Economics Research 

%, end of period 

Current Last Current Last

United States Fed funds 2.00-2.25 1.75-2.00 September 26, 2018 Eurozone Deposit rate -0.40 -0.30 March 10, 2016

Canada Overnight rate 1.75 1.50 October 24, 2018 Australia Cash rate 1.50 1.75 August 3, 2016

United Kingdom Bank rate 0.75 0.50 August 1, 2018 New Zealand Cash rate 1.75 2.00 November 10, 2016

18Q1 18Q2 18Q3 18Q4 19Q1 19Q2 19Q3 19Q4 20Q1 20Q2 20Q3 20Q4

Canada

Overnight 1.25 1.25 1.50 1.75 1.75 2.00 2.25 2.25 2.50 2.75 2.75 2.75

Three-month 1.10 1.26 1.59 1.65 1.65 1.95 2.15 2.20 2.45 2.70 2.70 2.75

Two-year 1.78 1.91 2.21 2.05 2.20 2.35 2.40 2.45 2.70 2.85 2.90 3.00

Five-year 1.97 2.07 2.34 2.15 2.35 2.55 2.70 2.75 2.95 3.10 3.10 3.15

10-year 2.09 2.17 2.43 2.20 2.45 2.75 2.90 2.90 3.05 3.20 3.30 3.30

30-year 2.23 2.20 2.42 2.35 2.60 2.85 2.95 2.95 3.10 3.25 3.30 3.300.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

United States

Fed funds** 1.75 2.00 2.25 2.50 2.75 3.00 3.25 3.50 3.75 4.00 4.00 4.00

Three-month 1.73 1.93 2.19 2.35 2.65 2.90 3.15 3.35 3.60 3.85 3.85 3.85

Two-year 2.27 2.52 2.81 2.90 3.10 3.25 3.40 3.60 3.80 4.00 3.95 3.90

Five-year 2.56 2.73 2.94 3.10 3.25 3.40 3.55 3.65 3.85 4.05 4.00 3.95

10-year 2.74 2.85 3.05 3.30 3.45 3.60 3.70 3.75 3.90 4.05 4.05 4.00

30-year 2.97 2.98 3.19 3.50 3.65 3.75 3.80 3.85 3.95 4.05 4.05 4.000.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

United Kingdom

Bank rate 0.50 0.50 0.75 0.75 1.00 1.00 1.00 1.25 1.25 1.50 1.50 1.75

Two-year 0.82 0.72 0.82 0.95 1.10 1.15 1.20 1.30 1.40 1.45 1.55 1.70

10-year 1.34 1.28 1.57 1.75 2.00 2.10 2.20 2.30 2.40 2.50 2.60 2.700.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Euro area

Deposit Rate -0.40 -0.40 -0.40 -0.40 -0.40 -0.40 -0.30 -0.20 -0.10 0.00 0.00 0.00

Two-year -0.59 -0.69 -0.55 -0.50 -0.50 -0.50 -0.40 -0.30 -0.10 0.10 0.25 0.25

10-year 0.50 0.31 0.47 0.65 0.80 0.85 1.05 1.10 1.20 1.25 1.25 1.250.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Australia

Cash target rate 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.75 2.00 2.00 2.00 2.00

Two-year 2.00 2.00 2.02 2.10 2.20 2.30 2.45 2.60 2.65 2.70 2.70 2.65

10-year 2.60 2.63 2.67 2.80 2.85 3.00 3.20 3.35 3.60 3.80 3.80 3.750.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

New Zealand 

Cash target rate 1.75 1.75 1.75 1.75 1.75 1.75 1.75 1.75 - - - -

Two-year swap 2.21 2.14 2.02 2.25 2.30 2.35 2.40 2.55 - - - -

10-year swap 3.06 3.02 2.89 3.10 3.15 3.30 3.50 3.65 - - - -

Yield curve*

Canada 31 26 22 15 25 40 50 45 35 35 40 30

United States 47 33 24 40 35 35 30 15 10 5 10 10

United Kingdom 52 56 75 80 90 95 100 100 100 105 105 100

Eurozone 109 100 102 115 130 135 145 140 130 115 100 100

Australia 60 63 65 70 65 70 75 75 - - - -

New Zealand 85 88 87 85 85 95 110 110 - - - -

Actuals Forecast
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Economic outlook 

Inflation tracking 

Source: Statistics Canada, Bureau of Economic Analysis, Bureau of Labor Statistics, Office for National Statistics, Statistical Office of the European 

Communities, Australian Bureau of Statistics, Statistics New Zealand, RBC Economics Research 

1 Seasonally adjusted measurement. 

2 Personal consumption expenditures less food and energy price indices.  

 

Source: Statistics Canada, Bureau of Labor Statistics, Office for National Statistics, Statistical Office of the European Communities, Australian Bu-

reau of Statistics, Statistics New Zealand, RBC Economics Research 

*annualized 

Inflation Watch

Measure Current period Period ago Year ago Three-month trend Six-month trend

Canada CPI ex food & energy1 Oct 0.4 2.1 2.2 1.7

United States Core PCE1,2 Oct 0.1 1.8 1.2 1.9

United Kingdom All-items CPI Oct 0.1 2.4 3.1 2.6

Euro area All-items CPI1 Nov 0.0 2.0 2.0 2.2

Australia Trimmed mean CPI1 Q3 0.4 1.8 N/A N/A

New Zealand All-items CPI Q3 0.9 1.9 N/A N/A

Growth outlook

% change, quarter-over-quarter in real GDP

18Q1 18Q2 18Q3 18Q4 19Q1 19Q2 19Q3 19Q4 20Q1 20Q2 20Q3 20Q4 2017 2018F 2019F 2020F

Canada* 1.7 2.9 2.0 1.1 1.2 2.2 1.9 1.7 2.0 1.7 1.7 1.6 3.0 2.0 1.7 1.8

United States* 2.2 4.2 3.5 2.6 1.8 2.4 2.2 1.8 1.8 1.8 1.7 1.5 2.2 2.9 2.5 1.9

United Kingdom 0.1 0.4 0.6 0.3 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.3 1.7 1.3 1.5 1.6

Euro area 0.4 0.4 0.2 0.4 0.3 0.4 0.4 0.4 0.3 0.4 0.3 0.3 2.5 1.9 1.6 1.5

Australia 1.0 0.9 0.3 0.8 0.8 0.6 0.7 0.6 0.6 0.7 0.7 0.7 2.4 3.0 2.8 2.6

New Zealand 0.5 1.0 0.9 0.8 0.8 0.8 0.8 0.8 - - - - 2.8 2.8 3.3 -

Inflation outlook

% change, year-over-year

18Q1 18Q2 18Q3 18Q4 19Q1 19Q2 19Q3 19Q4 20Q1 20Q2 20Q3 20Q4 2017 2018F 2019F 2020F

Canada* 2.1 2.3 2.7 1.9 1.5 1.9 1.8 2.5 2.6 2.5 2.5 2.4 1.6 2.2 1.9 2.5

United States* 2.2 2.7 2.6 2.2 1.8 2.0 2.1 2.3 2.4 2.3 2.3 2.2 2.1 2.4 2.1 2.3

United Kingdom 2.7 2.4 2.5 2.4 2.3 2.3 2.0 2.0 2.2 2.1 2.1 2.1 2.7 2.5 2.2 2.1

Euro area 1.3 1.7 2.1 2.1 2.0 1.9 1.7 1.5 1.5 1.5 1.6 1.6 1.5 1.8 1.8 1.6

Australia 1.9 2.1 1.9 1.9 1.9 2.1 2.2 2.2 2.3 2.4 2.4 2.4 1.9 1.9 2.1 2.4

New Zealand 1.1 1.5 2.0 1.6 1.6 1.6 1.6 1.7 - - - - 1.9 1.6 1.6 -



   

 
   
  7

  

FINANCIAL MARKETS MONTHLY | DECEMBER 2018 

Currency outlook 

RBC Economics outlook compared to the market 

Level, end of period 

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. 
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Japanese yen

1.00

1.20

1.40

1.60

1.80

Jun-18 Dec-18 Jun-19 Dec-19

U.K. pound

17Q1 17Q2 17Q3 17Q4 18Q1 18Q2 18Q3 18Q4 19Q1 19Q2 19Q3 19Q4

Canadian dollar 1.33 1.30 1.25 1.26 1.29 1.31 1.29 1.33 1.35 1.34 1.33 1.33

Euro 1.07 1.14 1.18 1.20 1.23 1.17 1.16 1.13 1.10 1.10 1.13 1.16

U.K. pound sterling 1.26 1.30 1.34 1.35 1.40 1.32 1.30 1.27 1.24 1.22 1.24 1.25

Chinese Renminbi 6.9 6.8 6.6 6.5 6.3 6.6 6.9 6.9 7.1 7.3 7.4 7.5

Japanese yen 111.4 112.4 112.5 112.7 106.3 110.8 113.7 114.0 117.0 119.0 122.0 125.0

Australian dollar 0.76 0.77 0.78 0.78 0.77 0.74 0.72 0.72 0.68 0.67 0.67 0.67

Canadian dollar cross-rates

17Q1 17Q2 17Q3 17Q4 18Q1 18Q2 18Q3 18Q4 19Q1 19Q2 19Q3 19Q4

EUR/CAD 1.42 1.48 1.47 1.51 1.59 1.53 1.50 1.50 1.49 1.47 1.50 1.54

GBP/CAD 1.67 1.69 1.67 1.70 1.81 1.74 1.68 1.69 1.67 1.64 1.65 1.66

CAD/CNY 5.17 5.22 5.32 5.18 4.88 5.04 5.32 5.19 5.26 5.41 5.56 5.64

CAD/JPY 83.7 86.7 90.2 89.6 82.4 84.3 88.1 85.7 86.7 88.8 91.7 94.0

AUD/CAD 1.02 1.00 0.98 0.98 0.99 0.97 0.93 0.96 0.92 0.90 0.89 0.89

ForecastActuals
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Central bank watch 

Bank of Canada 

Federal Reserve 

European Central Bank 

Bank of England 

Reserve Bank of Australia 

Lack of momentum heading into Q4, transitory fac-
tors, and oil sector weakness all point to Canadian 
GDP growth moderating in the current quarter. 

The BoC is likely to lower their growth and infla-
tion forecasts in January. We expect they’ll remain 
cautious early next year as the economy continues 
to adjust to lower oil prices and higher interest rates. 
The next hike will likely be put off until Q2. 

We expect another quarter of above-trend growth in 
Q4, once again led by consumer spending. Fiscal 
stimulus will start to fade next year, but we still ex-
pect a solid 2.5% GDP gain in 2019. 

The Fed is putting more emphasis on data depend-
ence, but we don’t think that necessarily means 
they’ll slow the pace of tightening. Our forecast as-
sumes four hikes next year after a December move. 

A sharp decline in UK PMI readings point to a 
slowdown toward the end of the year. We expect 
Q4 GDP growth will come in at just half the previ-
ous quarter’s unexpectedly strong pace. 

The BoE is likely to remain sidelined by Brexit un-
certainty again in December. A range of potential 
outcomes following Parliament’s Dec 11 vote make 
forecasting the next policy move difficult. 

Australia’s economy was buoyed by net exports and 
government spending in Q3, but a slowdown in con-
sumer spending helped limit overall growth to a dis-
appointing 0.3% pace. 

We think the RBA’s forecast for above-trend 
growth looks a bit optimistic given a lesser contri-
bution from the household sector. We don’t see the 
central bank raising rates until late next year. 

Survey data point to another quarter of relatively 
modest euro area growth, even if activity does pick 
up from Q3’s 0.2% pace. 

The European Central Bank will likely be marking 
down their growth forecasts in December given 
recent softness in economic data. But we still think 
they’re on track to begin raising interest rates in the 
second half of next year.  

-2.5

-2.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

% change, quarter-over-quarter

U.K. real GDP growth

Source: Central Statistical Office, RBC Economics Research
Forecasted values:

-3.5

-3.0

-2.5

-2.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

% change, quarter-over-quarter

Euro area GDP

Source: Eurostat, RBC Economics Research Forecasted values:

-10

-8

-6

-4

-2

2

4

6

8

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Quarter-over-quarter annualized % change

U.S. real GDP growth

Source: Bureau of Economics Analysis, RBC Economics Research Forecasted values:

-10

-8

-6

-4

-2

2

4

6

8

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Quarter-over-quarter annualized % change

Canadian real GDP growth

Forecasted values:Source: Statistics Canada, RBC Economics Research

0

1

2

3

4

5

6

7

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: Bank of Canada, RBC Economics Research

%

Forecast

Canadian overnight rate

0

1

2

3

4

5

6

7

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: Federal Reserve Board, RBC Economics Research

%

Forecast

U.S. target rate

1

2

3

4

5

6

7

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: Bank of England, RBC Economics Research

%
U.K. policy rate

Forecast

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Quarter-over-quarter % change

Real GDP: Australia

Source: Australian Bureau of Statistics, RBC Economics Research
Forecast:

1

2

3

4

5

6

7

8

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20

Source: Reserve Bank of Australia, RBC Economics Research

%

Australia  policy rates

Forecast

-1

0

1

2

3

4

5

6

7

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: ECB, RBC Economics Research

%

Forecast

ECB Deposit rate



   

 
   
  9

  

FINANCIAL MARKETS MONTHLY | DECEMBER 2018 

The material contained in this report is the property of Royal Bank of Canada and may not be reproduced in any way, in whole or in part, without express 

authorization of the copyright holder in writing. The statements and statistics contained herein have been prepared by RBC Economics Research based on infor-

mation from sources considered to be reliable. We make no representation or warranty, express or implied, as to its accuracy or completeness. This publica-

tion is for the information of investors and business persons and does not constitute an offer to sell or a solicitation to buy securities. 

Oil, yields and equities have all been under downward pressure 

Equity markets have been on a roller coaster over the last two 

months. Both the US and Canadian benchmark indices closed 

slightly higher in November but are down nearly 10% from late-

September. The US S&P 500 is roughly flat on the year while 

Canada’s TSX is still in the red.  

The same global growth concerns that have weighed on equity 

markets have pushed oil prices lower. Growing US supply has 

also been a major factor, as has limited export capacity from 

Western Canada. Both OPEC and the Alberta government an-

nounced supply cuts in an effort to better balance oil markets. 

Market jitters, growth concerns and less hawkish central bankers 

have pushed government bond yields sharply lower. The 10-year 

US Treasury yield has fallen 30 basis points in the last month 

and Canadian yields are down even more. The Canadian 10-year 

is close to where it started 2018, despite three BoC rate hikes.  

Fed officials are expected to emphasize data dependence as the 

fed funds rate gets toward the range of ‘neutral’ estimates (2.5-

3.5%). Along with growth concerns, that has led markets to 

price in much less tightening next year. Just one full rate hike is 

expected in 2019 following a likely move in December. 

85

90

95

100

105

110

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

US S&P 500

Canadian TSX Composite

re-indexed, 01/Jan/2018=100

US and Canadian equity indices

Source: Wall Street Journal, Toronto Stock Exchange, RBC Economics Research

0

10

20

30

40

50

60

70

80

90

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

WTI

WCS

US$/barrel

WTI and WCS oil prices

Source: Bloomberg, EIA, RBC Economics Research

1.80

2.00

2.20

2.40

2.60

2.80

3.00

3.20

3.40

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

US 10-year yield

Canadian 10-year yield

percent

US and Canada 10-year government bond yields

Source: US Treasury, Bank of Canada, RBC Economics Research

2.60

2.65

2.70

2.75

2.80

2.85

2.90

2.95

3.00

3.05

Jun/2018 Jul/2018 Aug/2018 Sep/2018 Oct/2018 Nov/2018 Dec/2018

percent

Market-implied fed funds rate (upper bound) for Dec 2019

Source: Bloomberg, RBC Economics Research


