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KEY POINTS: 

 Markets await Powell & Poloz  

 Fed’s Powell could note improvement to ‘crosscurrents’… 

 …and push back on pricing for a series of cuts 

 FOMC minutes: watch for ‘soon’… 

 …and the risk they push back on cumulative market expectations 

 BoC: still neutral? 

 The UK economy rebounded in May on factories and exports… 

 …but that could have been Brexit-related front-running 

 EU factories rebounded 

 Brazilian inflation could reinforce rate cut expectations 

 Krone shakes off lower Norwegian CPI as core was stable 
 

INTERNATIONAL 

Whether the Fed will cut at the end of this month, how inclined it is toward 

further reductions relative to market pricing, and whether the BoC remains 

neutral in light of rebound evidence will all be informed by today’s events. 

Because of the importance of these communications, I’m going to skip the usual 

overview of current market movements that could spin on a dime today. Clean 

readings on the Fed and BoC by markets independent of one another are likely, 

as Powell’s statement (8:30amET) arrives well before the BoC communications 

that include the statement and Monetary Policy Report at 10amET and the press 

conference at 11:15amET when it’s not unusual to hear a different take from 

Governor Poloz. By the time Powell sets up his speaking notes before the House 

Financial Services Committee at 10amET, we should have most of what we need 

to know, after which much of the exchange often turns highly political. This 

afternoon’s minutes to the June 18th–19th FOMC minutes may be stale after this 

morning’s big show, but the main thing to watch will be whether ‘soon’ gets 

referenced as affirmation of July rate cut expectations.  

All of the rest is just a series of sideshows to global markets this morning. 

Chinese inflation was described by headlines as deflation which befuddles 

me. European macro data improved, but durability is doubted. Brazilian inflation 

could reinforce expectations for reductions in the Selic rate.  

 

ON DECK FOR WEDNESDAY, JULY 10 

Country Date Time Indicator Period BNS Consensus Latest

US 07/10 07:00 MBA Mortgage Applications (w/w) JUL 5 -- -- -0.1

US 07/10 08:30 Initial Jobless Claims (000s) JUL 5 220 220 221

US 07/10 08:30 Continuing Claims (000s) JUN 28 1685 1683 1686

CA 07/10 10:00 BoC Interest Rate Announcement (%) Jul 10 1.75 1.75 1.75

US 07/10 10:00 Wholesale Inventories (m/m) May F -- 0.4 0.4

US 07/10 10:00 Fed's Powell Testifies Before House Financial Services Panel

US 07/10 14:00 FOMC Meeting Minutes
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Headlines about China’s latest inflation readings got more than just a little carried 

away with talk of deflation. Charts 1–2 suggest this is no deflationary episode, at least 

defined in the manner most economists would adhere to in that deflation is a sustained, 

broad decline in prices that gets incorporated into durable expectations for this to continue 

such that consumers and businesses postpone purchases in anticipation of cheaper prices 

and thereby drive the economy into the ground. That ain’t China folks. CPI inflation was 

stable at 2.7% y/y and core CPI excluding food and energy was unchanged at 1.6% y/y. 

What is driving deflation talk is something we’ve seen before: weak producer price 

changes. Producer prices were flat in year-ago terms last month and have decelerated 

from a peak rate of change in early 2017 of just under 8% y/y. Every time producer prices 

decelerated to zero or below, we hear talk of imminent Chinese deflation, like in 2015 and 

prior years. 

European factories sprang back to life in May and put some wind beneath the euro’s 

sails for a change, although lagging data is always of questionable relevance. For 

what it’s worth, industrial output growth returned that month in the UK, France and Italy. 

UK industrial output was up by 1.4% m/m (1.5% consensus, -2.9% prior). Italian output 

was up by 0.9% m/m (0.2% consensus, -0.8% prior). French industrial output accelerated 

by 2.1% m/m (0.3% consensus, +0.5% prior).  

The factory rebound helped propel UK GDP by an on-consensus amount of 0.3% m/m 

in May (-0.4% prior). Trade also helped, as the monthly trade deficit narrowed with exports 

up by 3.5% m/m and imports down by 0.6% m/m. What might have driven such export 

strength could have been Brexit fears as the export lift was entirely driven by demand from 

within the EU28 group of economies as exports outside of the EU fell. Front-running 

orders ahead of uncertainty over the future rules of the game seems like a logical motive, 

but if that’s what happened, then the brought-forward effect positions the other shoe to 

drop later. That said, the services side of the picture didn’t help as the monthly services 

index came in unexpectedly flat for that month.  

Norway’s inflation rate ebbed by more than expected last month, but it was all due 

to commodities as underlying inflation was stable (chart 3). The initial sticker shock to the 

krone and two year yield was subsequently shaken off as stable underlying inflation offers 

little incremental information to the outlook for monetary policy set by Norges Bank. CPI came in at 1.9% y/y (2.1% consensus, 

2.5% prior). Underlying inflation—which excludes tax changes and energy—was unchanged at 2.3% y/y (2.4% consensus).  

Brazilian inflation reinforced rate cut expectations this morning. Inflation fell to 3.4% y/y (4.7% prior) and brings the rate 

closer to the lower bound of Banco Central do Brasil’s inflation target range of 3–6% and reaffirm its recent dovish stance given 

movements in the target rate and inflation (chart 4). Consensus expects 100bps of cuts to the policy Selic rate by year-end. 

UNITED STATES 

Fed Chair Powell’s written testimony will be released at 8:30amET ahead of his appearance before the House Financial 

Services Committee at 10amET to deliver his semi-annual report to Congress.  

I think Powell will push back upon market pricing for cumulative easing. Powell had communicated at the June press 

conference that easing was heavily conditioned upon watching near-term developments to inform the status of “crosscurrents” 

affecting the outlook. Those recent developments have generally been positive. Core PCE inflation held firm at 1.6% against 

consensus expectations for another decline, so maybe the bleeding has stopped. Nonfarm payrolls rebounded. The G20 wasn’t a 

resounding success, but the outcome was taken favourably by markets because a) additional tariffs were averted, and b) US and 

Chinese negotiators agreed to resume talks, toward what we don’t know and won’t for some time, but at least they are talking. 

Recent equity softness has been trivial (-0.65% on the S&P500 since the intraday peak on July 3rd).  
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In my opinion, with July perfectly priced, two and a half rate cuts priced by year end over the next four meetings, and 

most of four cuts priced by the end of next year, the risk to the rates complex is to be disappointed by guidance toward 

less. Powell didn’t sound convincing when he was highly conditional toward easing last month and isn’t likely to sound 

more downbeat today. He’s more likely to sound a bit more pleased by developments, Trump’s rants notwithstanding.  

The 2pmET minutes to the June 18th–19th FOMC meeting will be closely followed for one simple word: ‘soon’. That’s how the Fed 

tends to tee up or reaffirm expectations for near-term policy shifts at the upcoming meeting. If they include that reference as some 

sort of majority or consensus opinion across FOMC members, then July is a go for easing. The minutes, however, may also reveal 

what that consensus thinks about further easing and so what may get reaffirmed for near-term fed funds futures contracts could be 

accompanied by a very different message for future contracts and Treasuries. 

CANADA 

The BoC statement and Monetary Policy Report arrive at 10amET and the press conference hosted by Governor Poloz 

and SDG Wilkins will commence at 11:15amET. See the Global Week Ahead for repetition of several points backing a 

more upbeat perspective this time.  

The BoC is likely to retain the same neutral bias and play up its rebound narrative, but key will be publication of its Q3 forecast and 

revised full year forecasts as an indication of the expected durability of the rebound. I would think that Poloz and the Governing 

Council will sound more upbeat about the rebound since Q2 growth is tracking well above their last forecast in April for Q2 growth. 

Nevertheless, ongoing forward-looking risks and uncertainties and slack are likely to see the neutral bias retained. That would 

mean repeating reference to how “the degree of accommodation being provided by the current policy interest rate remains 

appropriate” but the BoC remains in data dependent mode. Key will remain the signal provided by their Q3 GDP forecast that will 

be revealed for the first time today and in the context of other forecast revisions that will inform the degree to which the BoC thinks 

this rebound is durable going forward. 
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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. 1.92 1.91 1.76 1.91 1.88 1.73 2.10 2.07 1.95 2.58 2.54 2.47 Canada - BoC 1.75

CANADA 1.66 1.64 1.50 1.59 1.56 1.40 1.62 1.58 1.46 1.76 1.73 1.66

GERMANY -0.72 -0.73 -0.76 -0.58 -0.62 -0.64 -0.29 -0.35 -0.39 0.33 0.25 0.21 US - Fed 2.50

JAPAN -0.18 -0.19 -0.22 -0.21 -0.22 -0.25 -0.12 -0.14 -0.15 0.38 0.35 0.35

U.K. 0.59 0.55 0.51 0.58 0.53 0.49 0.78 0.72 0.69 1.40 1.35 1.32 England - BoE 0.75

CANADA -26 -27 -27 -31 -32 -33 -48 -48 -49 -82 -81 -81 Euro zone - ECB 0.00

GERMANY -265 -264 -252 -249 -250 -238 -239 -242 -234 -225 -229 -226

JAPAN -210 -210 -198 -211 -210 -198 -222 -220 -210 -220 -219 -211 Japan - BoJ -0.10

U.K. -133 -136 -126 -132 -135 -124 -132 -135 -126 -119 -119 -115

Equities Mexico - Banxico 8.25

1 Day 1-mo

S&P/TSX 0.5 2.0 Australia - RBA 1.00

Dow 30 -0.1 2.8

S&P 500 0.1 3.2 New Zealand - RBNZ 1.50

Nasdaq 0.5 4.1

DAX -0.4 2.8

FTSE -0.1 2.1

Nikkei -0.1 1.9 Canada - BoC Jul 10, 2019

Hang Seng 0.3 2.3

CAC 0.0 3.5 US - Fed Jul 31, 2019

Commodities

WTI Crude 2.2 11.0 England - BoE Aug 01, 2019

Natural Gas -0.2 2.6

Gold -0.2 5.0 Euro zone - ECB Jul 25, 2019

Silver -0.3 0.8

CRB Index 0.8 4.6 Japan - BoJ Jul 30, 2019

Currencies

USDCAD -0.1 -1.2 Mexico - Banxico Aug 15, 2019

EURUSD 0.1 -0.8

USDJPY 0.1 0.4 Australia - RBA Aug 06, 2019

AUDUSD -0.1 -0.6

GBPUSD 0.1 -1.7 New Zealand - RBNZ Aug 06, 2019

USDCHF -0.2 0.2
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