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Chart 1 

Chart 2 

KEY POINTS: 

 Strong risk-on sentiment sweeps across asset classes 

 OPEC agreement hangs in the hands of cheaters 

 US mortgage purchase apps are higher than pre-COVID shock  

 US ADP strongly beats… 

 …but nonfarm expectations shouldn’t change 

 US ISM-services posts a solid beat 

 ECB widely expected to expand PEPP stimulus 

 US jobless claims, Challenger, US & CDN trade deficits on tap 

 BoC gets lost in the market shuffle 
 

TODAY’S NORTH AMERICAN MARKETS 

Demand for risk assets steadily built upon gains from earlier today as the day 

wore on. By corollary, demand for safe havens fell across currencies, 

commodities and bonds. Hard data beats are building on the sentiment created 

by reopening expectations and high frequency unconventional readings. US 

ADP payrolls and ISM-services both beat expectations while mortgage purchase 

applications are back to January levels (chart 1). The Bank of Canada was 

ignored by markets absent material surprise and bigger global factors in the 

driver’s seat. Go here for an explanation and analysis of what the BoC did. The 

ECB may dominate market attention into the overnight session and tomorrow’s 

North American session. 

 Stocks rallied everywhere. US equities were up by between ¾% (Nasdaq) 

to just under 1½% (S&P) and over 2% (DJIA). The TSX was up by almost 

1¼%. European cash markets closed up by between 2 ½% and almost 4% 

in the case of the DAX. 

 Sovereign bonds were definitely in need of a hug today. US Treasury yields 

were up by 3–6bps in a 2s10s bear steepener. Canada’s curve performed 

similarly with slight underperformance at the longer end. 10 year EGBs 

cheapened by 5–6bps. 

 Oil prices slipped only slightly following OPEC dysfunction. Oil prices await 

the outcome of efforts by the Saudis and Russians to implement agreed 

upon cut extensions conditional upon other parties accelerating cuts that 

have shortchanged the cartel. Gold fell US$30 to just under US$1700/oz. 

 The USD played defense all day as it along with the yen and Swiss franc 

were on the losing end of the risk trade. CAD and the Mexican peso slightly 

appreciated but underperformed other major and semi-major crosses. 

US ADP private payrolls strongly beat expectations with 2.76 million jobs 

lost (-9 million consensus). What does ADP say about nonfarm private 

payrolls? Chart 2 looks at the spread between nonfarm private payrolls 

and ADP payrolls scaled to each month’s private nonfarm payroll change back 

to 2010 when ADP revised its methodology to more closely track nonfarm. With 

the supporting points below, the punchline is that it would be statistically 
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improbable for nonfarm to drop by as much as feared with nonfarm consensus at -8 million (Scotia -10 million). Such an 

outcome—based solely upon ADP—would be a low improbability occurrence based upon history. I’ll come back to this issue after 

the points below with some big caveats.  

 There is a 2–3% chance that consensus is right on nonfarm with an estimated -7.5 million nonfarm decline that would be 

roughly three times the drop in ADP. 

 there is about a one-in-five chance that nonfarm posts a loss that is 50% bigger than ADP or a greater loss. 

 there is about a one-in-ten chance that nonfarm turns out to be a drop that is double that of ADP or larger. 

Having said all of that, to rely upon ADP to dramatically tamp down expectations for the decline in nonfarm would entail 

ignoring other important signals of how weak job markets were in May. For one, it would mean ignoring weekly jobless 

claims that increased by around 15 million or so between nonfarm reference periods in April and May. Even tamping down the extra 

unemployment insurance benefit claims to account for the fact that they are not likely to be pure firings but also reflect extended 

eligibility would make it very surprising to see nonfarm come in with the same beat as ADP. Further, the employment sub-indices to 

the ISM readings did not post the same kind of improvement. ISM-services employment increased to 31.8 (30.0 prior) which still 

signals strong job losses, while ISM-manufacturing employment only moved up from 27.5 in April to 32.1 in May which still signals 

big job losses. 

The US ISM non-manufacturing index rose 3.6 points to 45.4 in May. Most of the sub components saw substantial 

improvements which reflected lockdown measures being reduced throughout the month. The business activity subcomponent rose 

15 points to 41 and new orders rose 9 points to 41.9. Supplier deliveries—an inverse measure of delivery times—fell 11.3 points to 

67, which suggests supply chains were able to operate with relatively fewer disruptions than in April. The employment component 

remained rotten, rising 1.8 points to 31, despite many nonessential businesses resuming operations. No industries reported 

increased employment and respondents’ comments on employment were still focused on minimizing labour costs through 

furloughs and layoffs. We’ll get a better view of the post-lockdown US job market with Friday’s non-farm payrolls. 

OVERNIGHT MARKETS 

Will the ECB disappoint? Policy announcements arrive at 7:45amET and President Lagarde holds the usual press 

conference at 8:30amET. This could be the dominant factor across world markets into tomorrow’s North American session. An 

increase in the Pandemic Emergency Purchase Program from €750 billion to €1 trillion or possibly higher is a fairly common view 

and so the risk of disappointment is likely higher than the market risk of overshooting expectations. 

TOMORROW’S NORTH AMERICAN MARKETS 

Relatively low risk macro releases should leave most of the market excitement to watching what the ECB does. Weekly jobless 

claims (8:30amET) are expected to continue to decline but remain high and Challenger job cuts in May could be worth a look 

(7:30amET). The trade deficits in the US and Canada (8:30amET) are expected to widen for the month of April.    
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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. 0.19 0.16 0.18 0.37 0.32 0.35 0.75 0.69 0.68 1.53 1.49 1.44 Canada - BoC 0.25

CANADA 0.32 0.29 0.30 0.45 0.39 0.42 0.62 0.54 0.55 1.20 1.14 1.10

GERMANY -0.63 -0.65 -0.63 -0.58 -0.62 -0.61 -0.35 -0.42 -0.41 0.12 0.07 0.03 US - Fed 0.25

JAPAN -0.14 -0.14 -0.14 -0.12 -0.13 -0.12 0.02 0.01 0.00 0.53 0.52 0.49

U.K. -0.01 -0.03 -0.02 0.05 0.03 0.00 0.27 0.22 0.19 0.71 0.64 0.62 England - BoE 0.10

CANADA 13 12 12 9 7 7 -13 -15 -14 -33 -35 -34 Euro zone - ECB 0.00

GERMANY -82 -82 -82 -94 -94 -95 -110 -110 -110 -141 -142 -141

JAPAN -33 -31 -33 -48 -44 -47 -73 -67 -68 -100 -96 -95 Japan - BoJ -0.10

U.K. -20 -19 -21 -31 -29 -35 -47 -46 -49 -82 -85 -82

Equities Mexico - Banxico 5.50

1 Day 1-mo

S&P/TSX 1.2 6.5 Australia - RBA 0.25

Dow 30 2.0 10.7

S&P 500 1.4 10.3 New Zealand - RBNZ 0.25

Nasdaq 0.8 12.5

DAX 3.9 15.0

FTSE 2.6 10.7

Nikkei 1.3 15.3 Canada - BoC Jun 03, 2020

Hang Seng 1.4 3.0

CAC 3.4 9.8 US - Fed Jun 10, 2020

Commodities

WTI Crude -0.2 85.8 England - BoE Jun 18, 2020

Natural Gas 1.9 -4.2

Gold 0.0 -0.1 Euro zone - ECB Jun 04, 2020

Silver 0.6 23.1

CRB Index 0.7 14.8 Japan - BoJ Jun 16, 2020

Currencies

USDCAD 0.0 -4.2 Mexico - Banxico Jun 25, 2020

EURUSD 0.0 3.0

USDJPY 0.0 2.0 Australia - RBA Jul 07, 2020

AUDUSD -0.0 7.7

GBPUSD 0.0 1.1 New Zealand - RBNZ Jun 23, 2020

USDCHF 0.1 -0.3

              Spreads vs. U.S. (bps):               

Government Yield Curves (%):
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