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KEY POINTS: 

 Global markets await US slowdown evidence 

 US Q2 GDP: slower, but data holes make it unclear how slow 

 US growth may have slowed, but quality likely improved 

 Russia cuts as expected, guides more to come 

 BanRep expected to remain on hold  

 Eurozone inflation forecasts turn lower… 

 …adding to the risk of unmoored expectations 

 Canada: who you calling ‘left’? 
 

INTERNATIONAL 

Global markets await US GDP (see below) as the closing act for this week. 

Markets may have thrown a tantrum when the ECB didn’t immediately give them 

a sugar rush yesterday, but September looks likely to roll out a whole suite of 

initiatives from a deposit rate cut to tiering of reserves and the resumption of 

asset purchases. This morning’s ECB survey of professional forecasters adds to 

such expectations as inflation expectations are at risk of becoming thoroughly 

unmoored (see below). Russia cut its policy rate as expected and BanRep is 

expected to hold later today.  

 The USD is firmer against most other major crosses this morning. The euro is 

almost perfectly flat to where it was early yesterday morning before the ECB 

announcements. The yen is among the few holding its own, while the 

weakest crosses are the rand, A$/NZ$, krona and won. CAD is slightly 

depreciating and so is the Mexican peso. 

 Sovereign bond yields are under modest downward pressure further out 

along the curves in the US, Canada, UK, Germany and France. Italian 

spreads are about 7–8bps wider over 10 year bunds. 

 Oil prices are a little higher, by about 40 cents for both WTI and Brent. A 

bigger than expected draw down in US oil inventories on Wednesday and 

Iranian tensions are the main catalysts. 

 US equity futures are up by about ¼% on average with TSX futures 

performing similarly. European cash markets are up by about ½% or so 

across most major bourses except in Milan and Madrid where a mild risk-off 

bias exists. 

Russia’s central bank cut its policy rate again. The reduction was again 

25bps to 7.25% and it is the second consecutive cut. The move was almost 

unanimously expected within consensus and so the ruble shook it off. The 

statement (here) provided dovish guidance toward further reductions by noting: 

ON DECK FOR FRIDAY, JULY 26 

Country Date Time Indicator Period BNS Consensus Latest

US 07/26 08:30 GDP (q/q a.r.) 2Q A 1.9 1.8 3.1

US 07/26 08:30 GDP Deflator (q/q a.r.) 2Q A -- 2.0 0.9
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“If the situation develops in line with the baseline forecast, the Bank of Russia admits the possibility of further key rate 

reduction at one of the upcoming Board of Directors’ meetings and a transition to neutral monetary policy in the first half 

of 2020.” 

BanRep is unanimously expected to leave its policy rate unchanged at 4.25% later today. BanRep has not changed its 

policy rate since April 2018 and consensus doesn’t expect it to change over the duration of this year. With headline inflation 

running at 3.4% y/y and core inflation at 3.2%, inflation is generally well within the 2–4% inflation target range. Minutes to the last 

meeting on June 21st stated that the central bank continues to expect a firming recovery with inflation moving closer to the target 

next year. The Colombian peso has remained close to the exchange rate to the USD that existed at the time of the last rate 

decision. Minutes to today’s meeting will be released next Friday and will shed further colour on the dialogue. 

The ECB’s Survey of Professional Forecasters was noteworthy for one thing this morning. It showcased the lowest 5 year 

ahead long-run inflation forecast on record at 1.7% (chart 1). Forget about that being lower than the “below, but close to, 2%” 

inflation goal after Draghi statement codified the goal of proving this to be a symmetrical target which implies tolerance toward 

overshooting 2% for a time. The ECB has a significantly bigger challenge with respect to inflation expectations becoming 

unmoored sharply to the downside than the Fed does. Core inflation is lower in the Eurozone at 1.1% than in the US and market-

based inflation expectations are also lower (chart 2). It’s Europe that is looking far more Japan like than the US. 

UNITED STATES 

US GDP growth during Q2 is due out this morning (8:30amET). The Atlanta Fed’s ‘nowcast’ estimates growth of 1.3%. 

Bloomberg’s consensus poll of 73 economists expects 1.8%. Scotia’s estimate is 1.9%. The range of estimates runs from a low of 

1% (submitted twice by the same firm…) and 2.6% but with most estimates running from 1.4% to 2.3%. Some of the uncertainty 

stems from the fact that forecasters are left inferring what might have happened in June given that we’re missing a fair bit of data. 

Missing June estimates include consumer spending, business inventories, trade and construction spending.  

What is likely to show through the numbers is strength in consumer spending; tracking points to around 3 ½% annualized quarterly 

growth in consumer spending after inflation versus just 0.9% in Q1. Business investment is likely to stage somewhat of a 

comeback as well; non-defense ex-aircraft and parts capital goods shipments have been bouncing back of late (chart 3). In fact, 

shipments are tracking about 2.4% annualized Q2 growth over Q1 which isn’t greater but it’s an improvement on the recent trend. 

While Q1 growth was distorted by imports and inventories, don’t get too fussed by slower growth in Q2 as the quality of 

the drivers likely improved. 

CANADA 

So, Canada is a bunch of lefties compared to the US, right? The Economist periodical thinks so (subscribers here). But their 

arguments are rooted in social and political angles including matters like pot legalization. Let’s stick to the economics with a few 

facts. 

 Canada has a much lower Federal deficit-to-gdp ratio certainly compared to the US, like try under 1% compared to over 4% 

and this differential is likely to move much further in Canada’s favour over the longer run; 

 Canada has a much lower net general gov't debt to GDP ratio than the US and lower than most other countries’ debt 

consolidated across all levels (chart 4); 

 Who has lower govie yields as a partial reflect of a better fiscal position? Canada’s 10 year GoC yield is 1.44% this morning, 

or 63bps below the US and with no QE; 

 Who is ‘AAA’? Canada. 

 Canada has multiple trade agreements to showcase liberalized trade, like the CETA, Pacific Alliance, CPTPP and Korean 

deals. Lefties in Canada typically haven’t been big fans of free(r) trade yet here we are. Neither apparently is the US 

administration with its widespread use of tariffs and other protectionist measures. 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.economist.com/special-report/2019/07/25/canadians-must-decide-if-they-want-to-remain-a-liberal-beacon
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 Corporate tax reform has occurred in multiple waves including last October’s accelerated depreciation. The result is lower 

marginal effective tax rates on investment than in the US and lower than elsewhere across the OECD average (chart 5);  

 Personal tax revenues as share of GDP are only marginally higher in Canada at 11.6% of GDP versus 10.5% in the US. 

Higher, but not by as much as one might think (and not by much if anything compared to, say, NY, Cali etc); 

 Canada spends less on health care in a public system than the US; 

 Canada reformed social security ages ago in the 1990s while the US has done absolutely nothing to address its time bomb. 
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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. 1.86 1.87 1.82 1.85 1.86 1.82 2.07 2.08 2.06 2.60 2.61 2.58 Canada - BoC 1.75

CANADA 1.44 1.45 1.46 1.38 1.38 1.42 1.45 1.46 1.50 1.72 1.73 1.73

GERMANY -0.76 -0.76 -0.77 -0.67 -0.67 -0.66 -0.38 -0.36 -0.32 0.22 0.24 0.27 US - Fed 2.50

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

U.K. 0.49 0.51 0.52 0.48 0.49 0.51 0.69 0.71 0.73 1.35 1.36 1.36 England - BoE 0.75

CANADA -41 -42 -36 -47 -48 -40 -62 -62 -55 -88 -88 -85 Euro zone - ECB 0.00

GERMANY -261 -263 -259 -252 -253 -247 -245 -244 -238 -238 -237 -231

JAPAN -207 -207 -202 -208 -209 -204 -222 -223 -219 -224 -225 -220 Japan - BoJ -0.10

U.K. -137 -136 -131 -137 -137 -130 -138 -137 -132 -125 -125 -122

Equities Mexico - Banxico 8.25

1 Day 1-mo

S&P/TSX -0.7 1.1 Australia - RBA 1.00

Dow 30 -0.5 2.3

S&P 500 -0.5 3.1 New Zealand - RBNZ 1.50

Nasdaq -1.0 4.2

DAX 0.3 1.3

FTSE 0.6 1.6

Nikkei -0.5 2.7 Canada - BoC Sep 04, 2019

Hang Seng -0.7 0.6

CAC 0.5 1.9 US - Fed Jul 31, 2019

Commodities

WTI Crude 0.8 -4.9 England - BoE Aug 01, 2019

Natural Gas -0.8 -2.8

Gold 0.4 0.8 Euro zone - ECB Sep 12, 2019

Silver 0.0 7.4

CRB Index 0.0 -2.5 Japan - BoJ Jul 30, 2019

Currencies

USDCAD 0.1 0.4 Mexico - Banxico Aug 15, 2019

EURUSD -0.1 -2.1

USDJPY 0.0 0.8 Australia - RBA Aug 06, 2019

AUDUSD -0.3 -0.8

GBPUSD -0.2 -2.0 New Zealand - RBNZ Aug 06, 2019

USDCHF 0.2 1.5

              Spreads vs. U.S. (bps):               

Government Yield Curves (%):
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