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KEY POINTS: 

 Risk-off bias may transition to a silver lining… 

 …as the Fed altered the leverage rule after the equity close… 

 …but delayed the MSLB by two weeks 

 Massive Canadian issuance needed to fund wage subsidies 

 US challenger job cuts likely to soar  

 US jobless claims to add to all-time record 

 US, CDN trade deficits before trade imploded 

 US factory orders likely to follow durables higher pre-COVID 

 CDN auto sales plunge 

 US ADP falls less than expected, but lagging… 

 …and yet probably rules out tail estimates for nonfarm’s pending 

decline 

 ISM-manufacturing falls less than expected…. 

 …but not for great reasons 

 US vehicle sales pending 

 A sweep of US measures of financial market strains  
 

TODAY’S NORTH AMERICAN SESSION 

Well that wasn’t so nice. A strong risk-off bias returned to global asset classes 

as stocks sold off, the USD was in heavy demand, sovereign yields rallied and 

oil was soft. Righto, no coins made at the lemonade stand today. US equity 

futures are higher so far after the close of the cash market, however, and 

perhaps partly due to a major temporary change to the leverage rule 

applied to US banks that frees up capital from what had been viewed as 

onerous requirements under current circumstances. Canada will be 

cranking up issuance to fund COVID-19 related wage subsidies. US data was 

generally better than expected, but either stale or because of unwelcome 

drivers. Brace yourself for awful US job market figures tomorrow. Please see the 

appendix for a sweep of US measures of financial market strains. 

 US stocks fell by around 4 ½% across the exchanges. The TSX fell by just 

under 4%. European cash markets fell by 3–4% across the exchanges. 

 Oil prices were mixed as WTI gained over a buck but Brent fell slightly. Gold 

is hovering just under US$1600/oz. 

 The US 10 year Treasury yield sank by about 9bps to 0.58% today. 

Canada’s 10 year fell about 8bps with the BoC rolling out the first of its GoC 

bond purchases under its QE program today in the 5 year bucket.  

 The USD appreciated against almost all major and semi-major crosses 

except the yen. The weakest was the Mexican peso that fell from 23.7 to 

24.3 to the dollar.  

The Federal Reserve announced here that it would temporarily exclude 

Treasuries and reserves from the leverage ratio applied against banks for 
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a period of one year. This is a major move designed to free up capital but with the warning from the Fed that they’d better 

use it “to continue to serve as financial intermediaries, rather than to allow banking organizations to increase capital distributions.” 

Shortly before, Boston Fed President Rosengren remarked that details to the Fed’s Main Street Business Lending program would 

be announced with a “couple of weeks.” Naturally a US$4¼ trillion program including gearing requires that the details be 

set right, but it’s a stimulus lag nonetheless. 

Canada’s Finance Minister Bill Morneau was in a spending kind of mood today. He revealed costing estimates for the new 

Canada Emergency Wage Subsidy program (details here). This program will offer a 75% wage subsidy to firms experiencing a 

30% y/y decline in revenues over the March to May period. Presumably this definition of a revenue hit is to a) control for seasonal 

variations in revenues (e.g. retailers), and b) to mitigate the risk of covering a sudden surge of lottery winners disguised as new 

businesses! All businesses large and small as well as charities and not-for-profits will be covered. The wage subsidy will top out at 

the first C$58,700 of earnings and pay up to C$847/week. Companies must prove they are doing everything possible to cover the 

other 25%, but it’s unclear how they are to prove this versus simply making it a requirement. While the Prime Minister and Minister 

Morneau warn against abuse, supervision and enforcement of the thousands of businesses and millions of employees that are 

implied to participate will be a big headache. 

On costing the programs, Morneau said it would land at C$71 billion for the Canada Emergency Wage Subsidy which to our US 

friends would be roughly proportionate to, say, about a half trillion USD program. Morneau guided that they assume C$16 billion 

would be saved from the previously announced Canada Emergency Response Benefit because workers covered by the CEWS 

would not be able to double dip by claiming the CERB. On net, the CEWS and CERB will cost an estimated C$95 billion.  

Scotia’s Rebekah Young will be putting out a note offering greater detail and insight into the broad fiscal stimulus math later this 

evening. The income supports, however, represent the bulk of the implied funding requirement in short-term markets. Rebekah’s 

note will delve into the sum total of fiscal initiatives such as loans assistance and liquidity programs plus deferred tax payments. 

But the issue addressed here is how short-term paper markets may come under increased strain. As of the end of the last 

week, Treasury bills issued by the Federal government and held by the public tallied about C$121 billion. Funding the wage 

supports could see this balloon very rapidly. 

There are still many unknowns in costing this program. For instance, if the COVID-19 containment measures last into July as some 

reports indicate to be the government’s operating assumption, then ending the wage subsidy in May as Morneau guided seems 

unlikely. Extending it by another two months could sharply increase the program cost and issuance requirements.  

To an equity and credit audience—not to mention Albertans in particular— it also appears as if the sector-specific Canadian 

Federal assistance initiatives (e.g. energy, airlines etc) have been delayed until next week. 

US releases were generally better than they could have been, with caveats as follows. 

ADP payrolls:  

Jobs fell by just 27k (consensus -150k) in March with minor downward revisions. The reference period is methodologically aligned 

toward the nonfarm payrolls reference period, and so it likely offered a stale reading given the expedited deterioration in the 

economy over the back half of the month. Still, what ADP says is that the forecasts for massive declines in nonfarm payrolls on 

Friday are likely going too far. Chart 1 shows the distribution of differences between the initial ADP and initial private nonfarm 

payrolls estimates since ADP revised its methodology in 2010 to more closely align with nonfarm. ADP offers initial misses that 

average out around 50k to nonfarm. The largest ADP overshoot on a down private nonfarm payrolls reading was 184,000 in 

December 2010. It would be a massive tail event for nonfarm to be worse than about -210k on Friday. Never say never, but the 

odds are heavily against ADP being that much of an unreliable gauge as to support the estimates within consensus that forecast 

over 200k losses right out to 3–4 million. Big adjustments lay ahead, but Friday’s is likely to be a relative teaser. 

ISM-manufacturing: 

This also came in better than expected, but not for good reasons. The headline reading fell back to 49.1 (50.1 prior, 44.5 

consensus) but a milder than expected pace of contraction was due to two things. One is the methodology that simply takes an 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
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arithmetic average of the five main subindices including supplier deliveries, inventories, orders, production and employment. Two 

is that a pick-up in supplier deliveries (65, 57.3 prior) and customer inventories (43.4, 41.8 prior) drove the headline. New orders 

fell back by almost 8 points to 42.2 and hence being further below 50 signals accelerating contraction. Employment fell back to 

43.8 (46.9 prior). Watch for this reading to absolutely crater next month. 

US vehicle sales during March are pending as this note is being published. Canadian light vehicle sales plummeted by 20% y/y in 

Q1. 

OVERNIGHT MARKETS 

There are no major releases overnight. Hooray! 

TOMORROW’S NORTH AMERICAN SESSION 

Canada’s calendar should be quiet. The Federal government has pushed out announcements on industry-specific stimulus (e.g. 

energy, airlines) to next week according to reports.  

Bad news for US job markets is likely forthcoming tomorrow in the form of two reports. The Challenger job cut 

announcements reading for March will likely explode. Over 9,000 individual job cut announcements (not jobs lost) have 

been tracked (here). Note, however, that the Challenger folks have stated the figures will not include jobs that are frozen by 

mandatory closures at least until they translate into actual job losses. 

Enter weekly jobless claims (8:30amET) for last week. Another 3+ million reading is expected which would add to the all-time 

record volume. In case you think your job has its unpleasant moments, imagine being on the other side of those counters or 

processing the friends and neighbours who are behind these claims. 

The US total trade deficit for February probably narrowed from US$45.3 billion in January to $38 billion or so based on the already 

known merchandise deficit improvement plus the usually fairly stable services surplus. That stability is about to be sorely tested in 

future reports. 

Factory orders in February are expected to offer a positive reading, but obviously pre-dating the COVID-19 shock that I’ve 

now sadly programmed as a keyword shortcut. We already know that durable goods orders increased by 1.2% m/m but ex-

transportation fell 0.6%. Nondurables will be the new information. 

Canada will update its trade balance including export and import growth figures for February (8:30amET). A wider deficit 

is expected but like everything else trade is on the verge of getting hammered. 

Please see the next page for a sweep of several measures of US financial market strains. 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
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Fixed Income

Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk

U.S. 0.21 0.25 0.33 0.35 0.38 0.53 0.58 0.67 0.87 1.22 1.32 1.45 Canada - BoC 0.25

CANADA 0.40 0.42 0.65 0.54 0.58 0.79 0.62 0.69 0.90 1.21 1.30 1.38

GERMANY -0.64 -0.69 -0.60 -0.61 -0.65 -0.45 -0.46 -0.47 -0.26 -0.02 0.03 0.16 US - Fed 0.25

JAPAN -0.11 -0.14 -0.23 -0.10 -0.09 -0.07 0.01 0.02 0.05 0.42 0.43 0.43

U.K. 0.13 0.14 0.11 0.18 0.21 0.25 0.31 0.36 0.45 0.77 0.83 0.87 England - BoE 0.10

CANADA 20 17 32 19 20 26 3 2 3 -1 -2 -7 Euro zone - ECB 0.00

GERMANY -85 -94 -93 -96 -103 -98 -104 -114 -113 -124 -130 -129

JAPAN -31 -38 -56 -45 -47 -59 -57 -65 -82 -80 -89 -102 Japan - BoJ -0.10

U.K. -8 -11 -22 -17 -17 -28 -27 -31 -42 -45 -50 -58

Equities Mexico - Banxico 6.50

1 Day 1-mo

S&P/TSX -3.8 -22.2 Australia - RBA 0.25

Dow 30 -4.4 -21.6

S&P 500 -4.4 -20.1 New Zealand - RBNZ 0.25

Nasdaq -4.4 -17.8

DAX -3.9 -19.5

FTSE -3.8 -18.0

Nikkei -4.5 -15.4 Canada - BoC Apr 15, 2020

Hang Seng -2.2 -12.2

CAC -4.3 -21.1 US - Fed Apr 29, 2020

Commodities

WTI Crude 4.2 -54.7 England - BoE May 07, 2020

Natural Gas 0.3 -9.3

Gold 0.1 0.2 Euro zone - ECB Apr 30, 2020

Silver -0.9 -18.9

CRB Index -2.7 -27.5 Japan - BoJ Apr 28, 2020

Currencies

USDCAD -0.2 6.3 Mexico - Banxico May 14, 2020

EURUSD -0.1 -1.6

USDJPY -0.0 -1.1 Australia - RBA Apr 07, 2020

AUDUSD 0.2 -7.0

GBPUSD 0.2 -2.8 New Zealand - RBNZ May 12, 2020

USDCHF 0.0 0.7
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