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KEY POINTS: 

 Markets calmed by China developments  

 PBOC continues to fight yuan depreciation… 

 …as the US Treasury was dead wrong to apply the manipulator label 

 Markets may have misread Chinese trade figures... 

 ...that showed stronger than expected exports in value terms… 

 …but volumes excluding price effects are quite soft this year 

 Bunds cheapen after rumour that Germany may add fiscal stimulus 

 Philippines CB cuts after weak GDP 

 Mexican CPI does little to incrementally inform Banxico expectations 

 Brazilian real appreciates after inflation slips further  

 Peru’s CB might ease tonight 

 US faces a light calendar 
  

INTERNATIONAL 

After a wild ride yesterday when a soft US Treasury auction reversed the equity 

market’s concerns about diving market rates, global markets so far face a 

healthier start across this morning’s asset classes. What is helping somewhat is 

continued evidence the PBOC is trying to lean against yuan depreciation (see 

below). Markets also took Chinese trade figures constructively, when they 

perhaps should not have (see below). Another central bank cut, but the Philippine 

peso rallied (see below). Mexican and Brazilian inflation did little to incrementally 

inform the market’s take on Banxico’s and BCB’s policy bias (see below). Peru’s 

central bank might ease tonight (see below). The US faces a light calendar of risk 

with much of the focus likely to be upon the 30s auction after yesterday’s soft 10s 

auction.  

 The USD is little changed on a DXY basis this morning. The currencies 

appreciating against the dollar include the A$, won, real, euro, yen, NZ$, 

krona and Mexican peso. CAD is little changed and sterling is depreciating. 

 Sovereign bond markets are so far calmer than they were yesterday. The US 

Treasury curve is slightly cheaper with yields up 1–2bps across maturities. 

Canada’s curve is slightly outperforming across longer maturities. Gilts and 

EGBs are cheaper across the curves. The German 10 year yield is up 4bps 

at -55bps and dragging others with it after an unsubstantiated rumour hit that 

Germany is contemplating adding fiscal stimulus. The ten year JGB remains 

parked at the BoJ’s lower limit of its around 0% +/- 20bps range. Ah, the road 

to poverty in retirement, or higher risk taking. 
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Country Date Time Indicator Period BNS Consensus Latest

CA 08/08 08:30 New Housing Price Index (m/m) Jun -- -- -0.1

US 08/08 08:30 Initial Jobless Claims (000s) AUG 3 215 215 209

US 08/08 08:30 Continuing Claims (000s) JUL 27 1700 -- 1684

US 08/08 10:00 Wholesale Inventories (m/m) Jun F -- 0.2 0.2
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 Oil prices are firmer with WTI up a buck and a half and Brent trailing a little behind. 

Gold is down a little as the flip of the real rate trade these days. Oil’s gain is being 

driven by jawboning by the Saudis with an anonymous official saying the kingdom is 

exploring “all options” to right the softening pattern. 

 US equity futures are up by about ½% with TSX futures flat. European cash markets 

are up by between about ½% in London and 1¼% in Paris. Asian equities also 

generally closed higher with HK up ½%, mainland China up about 1%, Seoul up ½% 

and Tokyo up 0.4%. 

One reason for why the market tone is a little calmer is ongoing evidence that China 

is resisting market pressures that are depreciating the yuan. Last evening’s daily 

yuan fixing to the dollar was set at 7.0039. Even though that’s the weakest since April 

2008, it was lower than the market rate. Thus, the PBOC is attempting to lean against 

market pressure to depreciate the currency which a) lessens some worry about 

ticking off the Trump administration; b) lessens concern about capital flight from China; and 

c) lessens some concern about currency battles with other Asian economies that compete 

against China.  

In a grander sense, Larry Summers is right to criticize the US Treasury. The US 

Treasury’s assertion under Secretary Steven Mnuchin and at the direction of President 

Trump that China is manipulating its currency has absolutely no credibility. One way of 

depicting this is to show the daily yuan mid-range fixing to the USD and how it has 

persistently been set below the market driven yuan-dollar exchange rate (chart 1). This has 

been true not just of late, but pretty much over the majority of the escalation of trade 

tensions with the US.  

Another reason for somewhat calmer markets is that China appeared to register better 

than expected trade figures overnight. Exports in yuan terms were up 10.3% y/y 

(consensus 7%, prior 6%) and imports were little changed at 0.4% (consensus -3.3%, prior -

0.4%). In USD terms, exports were up 

3.3% (consensus -1.0%, prior -1.3%) 

and imports were down 5.6% y/y 

(consensus -9%, prior -7.3%). See 

charts 2 and 3 for the trade surplus and 

export growth trends. 

To leave it at that, however, would be 

to misread the Chinese figures. 

That’s because the headline figures on 

market news services are reported in 

value terms that include price effects 

stemming from a variety of drivers. 

These include currency swings in the 

yuan exchange rate not only to the USD 

but to all of China’s other trading 

partners, tariff effects on the US portion, 

and other drivers of prices. Market 

participants usually look no further than 

these value based headline readings. 

What we really want to look at, 

however, is how exports are evolving in 
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volume terms as a driver of inflation-adjusted GDP growth. Enter charts 4 and 5. China’s General Administration of Customs 

reports the value and volume figures here, but the volume figures are missing several sectors and no economy-wide add-up is 

provided. Since a majority of industries are reported in value and volume terms, we can compare year-to-date growth in both 

measures. Chart 4 does this by comparing volumes to the yuan-denominated value measures and chart 5 does this by comparing 

volumes to the USD-denominate value measures. In general, the volume-based industry figures are much weaker than the value-

based figures across most industries. China is indeed taking a trade hit from not only the trade war with the US, but also indirectly 

from softening global growth. 

Toss another central bank on the heap of those that are easing. This one, however, started easing in May when inflation was 

softening and trade tensions between the US and China began to escalate. Bangko Sentral ng Pilipinas cut its overnight borrowing 

rate by 25bps to 4.25% overnight for the second cut of its easing cycle. The move was anticipated by 23 out of 26 

economists with only two thinking it might hold and one going too far with a -50bps call. The peso appreciated against the USD 

following the announcements because the 25bps cut was less than market speculation they could go -50bps, because it was 

anticipated by most economists, and because the guidance did not conflict with Governor Diokno’s remark on Monday that two 

cuts over the duration of 2019 are likely. The slightly softer than expected Q2 GDP report that was released last evening also 

reinforced the easing decision. Growth was just 1.4% y/y at a seasonally adjusted by non-annualized pace (1.5% consensus) and 

5.5% y/y (5.9% consensus). In year-ago terms, growth is at its weakest since 2015Q1 and trending lower. 

Banco Central de Reserva del Peru makes a policy decision at 7pmET and consensus is divided toward the potential 

outcome. A slim majority of eight out of 14 forecasters expect a 25bps cut while the remaining six expect the policy reference rate 

to remain unchanged at 2.75%. If the central bank eases, then it would be the first such step since it went on hold after March of 

last year following an easing cycle that brought the reference rate lower by 150bps beginning in mid-2017. Peru’s inflation 

decelerated to 2.1% y/y in July (2.3% prior, 2.2% consensus). That takes inflation closer to the mid-point of the central 

bank’s 1–3% inflation target range. 

Mexican CPI inflation fell bang in line with expectations and the peso slightly appreciated as the figures did little to 

incrementally inform expectations for an easing bias by Banxico. CPI was up by 3.78% y/y (such precision…) which matched 

consensus right to the second decimal point. Imagine that. Inflation has been falling from a peak of 6.8% y/y in December 2017. 

That brings inflation within Banxico’s 2-4% policy target range both in terms of headline CPI and core CPI that was fairly stable at 

3.8% y/y.  

Brazil’s inflation rate also fell to 3.2% y/y (3.4% prior, 3.3% consensus) which continues a downward trend from a recent 

peak of 4.9% y/y in April. The real appreciated but also as part of a strengthening bias across a number of currencies versus the 

USD.  

UNITED STATES 

US markets face little incremental risk in terms of what is scheduled for release which may keep the focus upon random 

tweet risk. Twitter, the scourge of good policy making and the societal manifestation of attention deficit disorder. Weekly 

jobless claims landed at 209k last week and they remain in a tight 207–217k range over recent weeks. The figures do not yet cut 

into the nonfarm reference week, and in any event, just speak to jobless trends as opposed to hiring. 

US markets will face light calendar risk over the duration of the day including wholesale trade for June (10amET) and a 30s 

auction at 1pmET. The 30s auction will be a follow-up test to yesterday’s soft ten year auction. Much of the recovery in equity 

sentiment over the afternoon was driven by the weak auction that lessened market concerns about persistent downward pressure 

upon bond yields and concomitant risks to financials that underperformed other sectors over the morning. The bid to cover ratio for 

the 10s auction was the second lowest behind the May 2019 auction dating back to March 2009. 
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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. 1.61 1.61 1.73 1.56 1.55 1.68 1.75 1.74 1.89 2.27 2.25 2.44 Canada - BoC 1.75

CANADA 1.36 1.35 1.47 1.22 1.22 1.37 1.24 1.24 1.40 1.48 1.48 1.63

GERMANY -0.84 -0.86 -0.78 -0.80 -0.82 -0.71 -0.54 -0.58 -0.45 -0.02 -0.10 0.10 US - Fed 2.25

JAPAN -0.24 -0.23 -0.18 -0.28 -0.28 -0.22 -0.19 -0.19 -0.13 0.26 0.28 0.37

U.K. 0.48 0.46 0.45 0.37 0.34 0.37 0.53 0.49 0.59 1.19 1.13 1.28 England - BoE 0.75

CANADA -25 -25 -26 -34 -33 -31 -52 -50 -50 -79 -77 -81 Euro zone - ECB 0.00

GERMANY -245 -246 -251 -236 -237 -240 -230 -232 -234 -230 -235 -235

JAPAN -185 -183 -192 -184 -183 -190 -195 -193 -202 -201 -197 -207 Japan - BoJ -0.10

U.K. -113 -115 -128 -119 -122 -132 -122 -125 -130 -108 -112 -116

Equities Mexico - Banxico 8.25

1 Day 1-mo

S&P/TSX 0.7 -1.2 Australia - RBA 1.00
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Natural Gas 1.3 -12.2
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