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KEY POINTS: 

 Markets digest dovish ECB versus strong US macro 

 ECB comes through… 

 …with more dovish offerings than markets expected… 

 …as a total package of stimulus measures from rate cuts to QE… 

 …seems on offer for the September meeting 

 ECB’s “symmetry” codification is uber-dovish 

 Draghi sounds downright depressing in the presser 

 Bullish US investment and claims reports… 

 ...may be offset by Trump focusing upon a wider than expected trade 

deficit while complaining about the euro post-ECB 

 The Hows, Whys and Why Nots to USD intervention 

 German IFO adds to bleak survey evidence… 

 …that suggests softening Eurozone GDP growth 

 Canadian wage growth soars 

 Turkish lira sinks as central bank slashes rate by 425bps 

 US to auction 7s 
 

INTERNATIONAL 

The more dovish than expected ECB statement (see below) and President 

Draghi’s press conference that began at 8:30amET are clearly the main 

focal points for global markets. Soft German business confidence, a greater 

than expected rate cut by Turkey’s not-so-independent central bank, US macro 

reports, US earnings and a US debt auction are all tangential developments by 

comparison to the ECB. I also explore the threat of USD intervention below. 

 Currency markets are rather volatile to say the least, following strong US 

data and a more dovish than expected ECB. The euro initially depreciated 

post-Draghi but then recovered versus the USD as strong US data hit the 

wires. The euro is appreciating on net on the day along with sterling and the 

Mexican peso. CAD is little changed along with the yen. 

 Sovereign bond yields are equally volatile. Initial reactions put downward 

pressure upon EGB yields but this is being significantly reversed post-US 

data. 

 Equities are rallying. US equity futures are up a little in terms of the S&P and 

Dow but the Nasdaq is slipping in the face of earnings risk. TSX futures are 

ON DECK FOR THURSDAY, JULY 25 

Country Date Time Indicator Period BNS Consensus Latest

US 07/25 08:30 Durable Goods Orders (m/m) Jun P 0.0 0.7 -1.3

US 07/25 08:30 Durable Goods Orders ex. Trans. (m/m) Jun P 0.2 0.2 0.4

US 07/25 08:30 Initial Jobless Claims (000s) JUL 20 215 218 216

US 07/25 08:30 Continuing Claims (000s) JUL 13 1690 1688 1686

US 07/25 08:30 Wholesale Inventories (m/m) Jun P -- 0.5 0.4
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up about 1/4%. European cash markets jumped higher post-ECB on average with the Dax flat but other exchanges up by 

approaching 1% across the Eurozone and with the FTSE100 up by about 1/4%.  

 Oil prices jumped post-ECB with WTI and Brent both up by about a buck this morning. Gold is up US$7. 

The ECB dovishly surprised markets as ‘Super Mario’ came through once again. The euro depreciated and Eurozone 

sovereign debt yields rallied after the ECB statement. While nothing was offered by way of immediate policy action, a strong hint at 

a total package of stimulus efforts was provided in such fashion as to expect several measures to be announced at the 

next meeting on September 12th. Key in this regard is the final paragraph in the statement (here) 

“In this context, the Governing Council has tasked the relevant Eurosystem Committees with examining options, including 

ways to reinforce its forward guidance on policy rates, mitigating measures, such as the design of a tiered system for 

reserve remuneration, and options for the size and composition of potential new net asset purchases.” 

This indicates movement toward the market nirvana of rate cuts, reserve tiering to mitigate the negative effects upon 

bank profitability and hence appetite for lending, and another round of quantitative easing through an expanded Asset 

Purchase Program that has flat-lined at about 2.6 trillion since the ECB shut down purchases late last year (chart 1).  

The first steps toward this were relatively muted. The policy rates were all left unchanged, but forward guidance was altered to flag 

that Governing Council expects “interest rates to remain at their present or lower levels at least through the first half of 2020.” 

Reference to symmetrical inflation goals was new and is a powerful alteration of prior guidance that stipulated targeting 

of inflation rates “below, but close to, 2% over the medium term.” The changed statement-codified reference to a symmetrical goal 

implies emphasis upon overshooting 2% for a time in an averaging framework which is very dovish. President Draghi’s press 

conference is ongoing as this note is being published, but his “worse and worse” reference to the outlook is adding to 

the dovishness, if not downright depressing. 

By way of Fed implications to the ECB’s actions, I’d be careful here. If anyone has cause for adding stimulus, then it’s a stronger 

case in the Eurozone where trend growth is weaker, slack persists, inflation is lower and inflation expectations are also lower than 

in the US. Don’t infer that more aggressive ECB action automatically equates to more aggressive Fed action than what’s already 

baked in. 

German business confidence slipped again this month. The July reading of the IFO gauge fell to 95.7 (97.5 prior, 97.2 

consensus) as both the current assessment and expectations components declined by similar amounts. Chart 2 shows the 

weakness across the three main survey-based measures that inform risks to growth. Chart 3 shows the broad correlations 

between the composite Eurozone PMI and Eurozone real GDP growth from which one could infer that the improvement in 

Eurozone GDP growth in Q1 will indeed stall out when Q2 GDP growth is released next Wednesday. 

Turkey’s central bank shocked markets with a greater than anticipated rate cut. The one-week repo rate was slashed by 

425bps to 19.75% from 24% and that’s a record for a single policy rate cut. Consensus had expected a cut to 21.5% with all but 

one economist underestimating the magnitude of the cut and the other one substantially overestimating a cut. The Turkish lira 

sank post-announcement. Central bank independence was sacrificed in Turkey when President Erdogan sacked former governor 

Murat Cetinkaya in early July and replaced him with Murat Uysal who quickly gave Erdogan what he wanted. 

UNITED STATES 

US macro data, earnings and an auction make for a heavy calendar but will collectively struggle to matter behind the ECB.  

1. Durables: June’s reading for durable goods orders was stronger than anticipated. Headline orders were up 2% m/m 

(consensus 0.7%) but the overshoot was significantly due to downward revisions to May (-2.3% m/m from –1.3%). Nevertheless, 

the key is that core capital goods orders (ex-defense and air) soared by 1.9% m/m (0.2% consensus) with little assist from 

revisions and core capital goods shipments were up by 0.6% (-0.2% consensus), again with little revision effect. The takeaway is 

that business equipment spending recovered from the sharp drop at the start of Q2 to end the quarter and transition to Q3 on more 

positive foundations. Expect upward revisions to ‘nowcast’ tracking for Q2 GDP growth. 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
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2. Jobless claims: Last week’s initial claims came in lower than expected. At 206k 

(216k prior, 218k consensus), claims are at their lowest since a temporary drop in April and 

otherwise at their lowest level since December 1969. 

3. Advance goods trade: The trade deficit was larger than anticipated at –US$74.5 

billion for the goods trade (-72.5 consensus) and posted a trivial improvement from a 

downwardly revised reading in May (-$75B). The deficit is likely to worsen in July given the 

renewed rise in oil prices since mid-June.  

4. The US Treasury auctions 7 year notes at 1pmET. 

5. Earnings: 52 S&P500 firms release Q2 earnings today with 22 in the pre-market and 

30 in the after-market. Key names include Amazon, Alphabet and Intel. 

Speculation toward USD intervention has risen recently and a Trump tweet (or 

several…) may be likely after the ECB announcements this morning. How would the 

US intervene? What is the probability of success? What other considerations might there 

be? Here’s a quick guide to each of these questions. The conclusion is that I don’t think 

intervention is likely, but if it were to be tried, it might not only fail to debase the USD, it 

could backfire on US markets.  

1. How to intervene 

 The US Treasury would announce it is intervening only once it has begun to do so; 

 It would typically coordinate with the Federal Reserve; 

 Treasury’s actions would be conducted through the Exchange Stabilization Fund that 

the 1934 Gold Reserve Act created. To intervene against dollar strength, the US$ 

denominated holdings of US government securities within the ESF that equal about 

US$22.5 billion would be sold to buy foreign currency; 

 Typically the euro and yen would be 

targeted as the other currency holdings in 

the ESF; 

 The Federal Reserve has usually 

partnered with Treasury in equal 

fashion. Therefore if Treasury bought 

$22+ billion in foreign currencies with 

USD holdings, the Fed would do 

likewise by the same amount for total 

action of up to about US$45 billion. 

Chart 4 shows the combined potential 

amount of buying by tracking the US 

government securities holdings in the 

ESF and then assuming the Fed would 

match 1-for-1 as it has historically 

tended to do; 

 This would not be a change in monetary policy. The intervention would be conducted via the NY Fed as it creates bank 

reserves that would then be sterilized through selling US government securities back into the domestic market and 

withdrawing an identical amount of reserves. 
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 All activities are conducted in spot markets. Intervention isn’t typically through forward or other derivative markets. 

2. Probability of success 

 Coordinated action with other central banks is highly unlikely this time as the US would attempt to go it alone. Successful 

intervention usually requires coordinated actions across multiple central banks and governments. The Plaza Accord, Louvre 

Accord and the most recent effort to devalue the yen in 2011 after the earthquake/tsunami disasters were examples.  

 The likely amounts of Treasury-Fed intervention would be trivial compared to the roughly US$2 trillion that gets traded in FX 

markets daily. I liken the efforts to being akin to giving a child $5 to buy candy and then watching a brief sugar rush followed 

by a nap and maybe a trip to the dentist later. 

 Observe that even as markets have priced in three Fed rate cuts this year, it has done scant to devalue the USD. If three 

priced cuts and more next year can’t do it, then US$45 billion probably doesn’t stand a chance. 

 Historically, the effects upon the USD on a broad dollar basis, the S&P500 stock market index and the 10 year Treasury yield 

are shown in charts 5–7 with Evan Andrade’s help. They’re messy, which is the point. The charts show what happened to 

each market measure starting at the beginning of the quarter in which past interventions have occurred and then through the 

subsequent two quarters. Intervention can drive very short-term responses but usually little durable effect. For example, there 

is no clear sustained pattern to broad dollar actions through past interventions, nor to stocks. Treasury yields declined more 

often than not, but typically well after intervention episodes. 

3. Complicating factors 

 While even past interventions were not always successful, present interventions might encounter fresher obstacles that didn’t 

previously exist. A famous example of intervention that failed was the part-factual, part-imaginary episode whereby George 

Soros ‘broke’ the Bank of England when it attempted to keep sterling within the ERM bands in 1992. Another episode was the 

Thai baht crisis that kicked off the Asian financial crisis. 

 Today’s era is one in which central bankers and governments have distorted virtually every asset class, at times in concert to 

one another in their actions and at times in competition. If the US attempts to shove dollar strength back onto its trading 

partners, expect a forceful shove back from the ECB and BoJ. 

 The US debt position is at a record high. Its trade deficits are at a record high. Its capital inflows are at a record high to fund 

said trade or broader current account deficits. This status at present asset prices requires confidence in US markets in order 

for it to continue. Sapping confidence by playing with the currency could well spiral into other asset classes through 

unintended adverse consequences in the US Treasury market, stock market, and broader assets. 

 Manipulating the USD could also have a negative impact upon efforts to negotiate trade agreements and thus prolong market 

uncertainty. 

What it all comes down to, however, is understanding why the USD is so strong. Currency intervention won’t fix the root drivers of 

dollar strength such as more attractive real rates in the US, better US economic growth compared to its trading partners, higher 

productivity and savings-investment imbalances. Layer onto these drivers US fiscal profligacy that temporarily overheated the 

economy and safe haven seeking through uncertainty facing the outlook for the world economy that stems from the Trump 

administration’s destabilizing trade policies. 

CANADA 

Canadian wage growth is soaring. Statistics Canada’s SEPH payrolls survey was notable more for the acceleration in wage growth 

than what it said about 32,600 jobs created in May. We have more up to date measures of jobs through the Labour Force Survey 

and ADP, but the wage figure in SEPH is more important and carries a much higher weight directly and indirectly within the BoC’s 

preferred wage common composite metric. Chart 8 (last one, promise!) shows wage growth at 3.4% y/y which translates into a real 
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wage gain of about 1.4% using June CPI or 1% using the matched May CPI. Who has 

faster wage growth than Canada? Not the US. Not Japan. Not Europe. Not Australia. 

Wage growth is ripping in the Great White North, by comparison to other major 

industrialized nations, but it’s rather inconceivable the BoC would get too hawkishly 

agitated by this as the rest of the world’s central banks turn increasingly dovish. 

 

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 1.82 1.76 1.83 1.81 1.77 2.06 2.04 2.03 2.60 2.57 2.56 Canada - BoC 1.75

CANADA 1.44 1.42 1.45 1.37 1.36 1.40 1.45 1.44 1.50 1.72 1.70 1.74

GERMANY -0.77 -0.78 -0.75 -0.69 -0.69 -0.64 -0.38 -0.38 -0.31 0.23 0.21 0.28 US - Fed 2.50

JAPAN -0.21 -0.20 -0.19 -0.24 -0.23 -0.22 -0.15 -0.15 -0.13 0.36 0.36 0.38
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