
 

June 6, 2019 @ 8:15 EST   

GLOBAL ECONOMICS 

|  DAILY POINTS 

CONTACTS     

Derek Holt, VP & Head of Capital Markets Economics  

416.863.7707 

Scotiabank Economics 

derek.holt@scotiabank.com 

 

 

1 Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 

KEY POINTS: 

 Euro rallies as the ECB mildly disappoints  

 ECB decision wasn’t as aggressive as priced… 

 …pending Draghi and forecasts 

 US-Mexico negotiations continue today  

 MXN peso whacked by ratings, trade concerns 

 RBI eases and guides more to come  

 US trade deficit will keep on rising despite Trump’s efforts 

 CDN trade faces potential downside risk 

 Fed’s Williams could update an external risk assessment  

 Is Germany’s factory order book stabilizing?  
 

INTERNATIONAL 

A mild risk-on bias in global markets will be sensitive to a) what the ECB does, 

and b) continuing negotiations between the US and Mexico. The peso is getting 

hammered by after-market ratings decisions by Moody’s and Fitch downgrades 

and continued tariff uncertainty (see below). The timing of fresh figures for border 

arrests at the Mexican-US border is somewhat unfortunate (first chart). 

 The Mexican peso is the worst performing major or semi-major currency versus 

the USD this morning on ratings and tariff negotiations. The USD is depreciating 

as the Euro rallied post-ECB while pound sterling and the yen are firmer.  

 US equity futures are up ¼% and TSX futures are up by ½%. European cash 

markets are rallying by between about ½% and 1% across all bourses. Asian 

equities were on the softer side of global developments as stocks fell by 1–2% 

across mainland China, were flat in Tokyo and Seoul and up ¼% in HK. Despite 

an RBI cut and guidance for more cuts, the Sensex exchange fell by 1.4%. 

 Oil prices are slightly on the mend this morning with WTI just over US$52 

and Brent just over US$61. Gold is rallying a little further to US$1337 and is 

now up by US$58 an ounce in a little over a week on Fed-driven real rate 

expectations relative to the cost of financing and storage. The broad 

commodities complex remains on a softening path (chart 2). 

 US Treasury yields are down by about 2–3bps across the curve but are 

slightly dearer post-ECB. Canada’s curve is also rallying by about 2bps. The 

gilts curve is flat across maturities. EGBs were disappointed by the ECB 

decisions so far with mild upward pressure across core markets. 
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Country Date Time Indicator Period BNS Consensus Latest

CA 06/06 08:30 Merchandise Trade Balance (C$ bn) Apr -3.2 -2.8 -3.2

US 06/06 08:30 Initial Jobless Claims (000s) JUN 1 215 215 215

US 06/06 08:30 Continuing Claims (000s) MAY 25 1660 1660 1657

US 06/06 08:30 Productivity (q/q a.r.) 1Q F -- 3.5 3.6

US 06/06 08:30 Trade Balance (US$ bn) Apr -49.7 -50.7 -50.0

US 06/06 08:30 Unit Labor Costs (q/q a.r.) 1Q F -- -0.9 -0.9
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The ECB slightly disappointed market expectations so far this morning. The 7:45amET statement (here) left the policy 

rates unchanged as expected, and pushed out guidance for timing a potential rate hike to “at least through the first half of 2020, 

and in any case for as long as necessary to ensure the continued sustained convergence of inflation” to “below, but close to, 2% 

over the medium term.” That’s later than prior guidance “at least through the end of 2019” but markets didn’t believe that prior 

guidance anyway and have been pricing the chance of a cut. Furthermore, terms on Targeted Longer-Term Refinancing 

Operations (TLTRO III) were not as generous as they could have been. The rate on the loans was set at -30bps which compared 

to the range of economists’ expectations (see chart) was greater than some had anticipated but not as great as the largest single 

number of economists had thought possible. There was no mention of tiering reserves and negative rates to help insulate against 

some of the negative effects. The focus now shifts to the forecasts and President Draghi’s press conference at 8:30amET. 

Mexican Foreign Minister Ebrard and his delegation will meet again with US negotiators today but they have reportedly 

yet to broach the topic of tariffs while focusing upon migration proposals and figures. Ebrard cited progress in yesterday’s meeting. 

After being briefed, Trump tweeted that “progress is being made, but not nearly enough!” and “if no agreement is reached, tariffs at 

the 5% level will begin on Monday.” 

Mexico got a stern rebuke by credit rating agencies yesterday because they are concerned about AMLO’s efforts to bail 

out Petroleos Mexicanos (Pemex) and the impact this will have on Mexico’s finances. Fitch cut Mexico’s rating to BBB, down one 

notch from BBB+. Moody’s retained an A3 rating but changed the outlook to negative. 

The Reserve Bank of India met nearly universal expectations for easing overnight. The repo rate was cut by 25bps to 

5.75%. The rupee depreciated because guidance was dovish in pointing to further rate cuts ahead. One indication of this was the 

sentence in the statement (here) that said: 

“Hence, there is scope for the MPC to accommodate growth concerns by supporting efforts to boost aggregate demand, 

and in particular, reinvigorate private investment activity, while remaining consistent with its flexible inflation targeting 

mandate.” 

Governor Shaktikanta Das backed this up in the press conference by saying: 

“Our decision is driven by growth concerns and inflation concerns, in that order.” 

German factory orders surprised higher with a gain of 0.3% m/m in April (0% consensus) and an upward revision to 0.8% 

m/m in March (0.6% previously). A net beat on the order of a ½% is significant, but it is still to be weighed against a pretty lousy 

trend that began to unfold at the beginning of 2018 (see chart 3). 

UNITED STATES 

US markets face relatively light developments today. I’d watch a speech by NY Fed President John Williams on 

international economics at 1pmET because of the scope for assessing external risks but also because we haven’t heard much 

from him in quite some time. Dallas Fed President Kaplan (nonvoting 2019, voting 2020) speaks at 8:40amET after remarking 

yesterday that on rate cuts “I think it’s early to make a judgement on that.” 

US data risk is minor today with just April’s trade balance on tap (8:30amET). We already know much of the report 

through the advance goods trade report last week that registered a slightly wider trade deficit onto which today’s numbers will track 

a usually fairly stable services surplus. The bigger picture remains focused upon the scope for trade deficits to keep on widening. 

The return of trend strength in the trade-weighted broad dollar exchange rate carries lagging effects that should keep driving a 

wider trade deficit. The accompanying chart depicts the connection between the dollar’s long lagged effects and the deficit. It is 

therefore likely that Trump’s focus upon this measure will continue to drive trade tensions such that it’s likely naïve to assume a 

return to stable US-centric trade policy. 

The Fed releases the quarterly financial accounts of the US economy at noon today. These are the figures that update 

estimates of household net worth and business finances for Q1. There should be a reversal of the US$3.7 trillion in net worth that 

was wiped out in Q4 during volatile equity markets as stocks ripped higher in Q1. Q2 figures three months from now will show this 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
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effect to peter out as the S&P500 is basically flat so far in Q2. Indeed, there is zero equity wealth effect upon consumption 

stemming from changes in equity valuations on net over the past several quarters with the S&P500 not having done 

much over this period other than recoup the downswing in Q4. 

CANADA 

Canada updates trade figures for April this morning (8:30amET). Both export and import volumes may face downside risk 

in the wake of large gains of 2.6% and 1.4% the prior month respectively. Weak trade data would arrive at a sensitive point for 

BoC expectations and note the strong fudge factor on the first pass due to StatsCan’s longstanding caution that the figures are 

estimated through incomplete surveys at first and revised later especially on the energy part of the picture. 

 

 

 

 

 

Source: Bloomberg. All quotes reflect Bloomberg data as at the time of publishing.  While this source is believed to be reliable, Scotiabank cannot guarantee its accuracy. Source: Bloomberg. All quotes reflect Bloomberg data as at the time of publishing.  While this source is believed to be reliable, Scotiabank cannot guarantee its accuracy. 

Fixed Income

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

U.S. 1.84 1.86 2.06 1.85 1.88 2.02 2.10 2.14 2.21 2.60 2.65 2.64 Canada - BoC 1.75

CANADA 1.33 1.34 1.52 1.29 1.30 1.45 1.43 1.45 1.55 1.73 1.74 1.81

GERMANY -0.65 -0.68 -0.64 -0.58 -0.61 -0.56 -0.22 -0.23 -0.18 0.38 0.40 0.47 US - Fed 2.50

JAPAN -0.20 -0.22 -0.16 -0.23 -0.24 -0.18 -0.12 -0.12 -0.08 0.41 0.42 0.49

U.K. 0.57 0.57 0.61 0.62 0.62 0.66 0.86 0.86 0.90 1.45 1.45 1.49 England - BoE 0.75

CANADA -51 -52 -54 -56 -58 -57 -68 -69 -66 -87 -90 -83 Euro zone - ECB 0.00

GERMANY -249 -253 -270 -243 -248 -258 -233 -236 -239 -222 -225 -217

JAPAN -204 -208 -223 -208 -212 -220 -222 -226 -229 -219 -223 -215 Japan - BoJ -0.10

U.K. -127 -129 -145 -123 -126 -136 -124 -127 -132 -116 -119 -115

Equities Mexico - Banxico 8.25

1 Day 1-mo

S&P/TSX 0.3 -1.7 Australia - RBA 1.25

Dow 30 0.8 -3.4

S&P 500 0.8 -3.6 New Zealand - RBNZ 1.50

Nasdaq 0.6 -6.7

DAX 0.3 -2.2

FTSE 0.5 -1.7

Nikkei -0.0 -6.7 Canada - BoC Jul 10, 2019

Hang Seng 0.3 -7.7

CAC 0.4 -3.1 US - Fed Jun 19, 2019

Commodities

WTI Crude 0.7 -16.4 England - BoE Jun 20, 2019

Natural Gas -0.0 -5.8

Gold 0.5 4.4 Euro zone - ECB Jun 06, 2019

Silver 0.8 1.3

CRB Index 0.1 -4.5 Japan - BoJ Jun 20, 2019

Currencies

USDCAD -0.1 -0.3 Mexico - Banxico Jun 27, 2019

EURUSD 0.4 0.6

USDJPY -0.3 -2.4 Australia - RBA Jul 02, 2019

AUDUSD 0.2 -0.1

GBPUSD 0.3 -2.9 New Zealand - RBNZ Jun 25, 2019

USDCHF -0.3 -2.6

              Spreads vs. U.S. (bps):               

Government Yield Curves (%):
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