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KEY POINTS: 

 Euro dragged lower by weak inflation 

 China PMIs stagnate 

 German, Spanish CPI inflation rates remain very weak 

 German consumers spring back 

 Canadian bond market participants eye bigger deficits 

 Global Week Ahead 
 

Please see the Global Week Ahead here. Key risks this week will include: 

 Trumpgate 

 US-Europe trade tensions 

 Fed funding guidance 

 US nonfarm, wages, ISM 

 CPI: Eurozone, Switzerland, Peru 

 PMIs: China, UK, Spain 

 CBs: RBA, RBI 

 Canadian GDP, trade 

 US other macro 

 Other European macro 

 CDN auction  
 

INTERNATIONAL 

Global markets are generally little changed on balance across asset classes to 

kick off an active week for everything from Trumpgate to US-EU trade policy risks, 

the build up toward formal US-China trade negotiations next week and a heavy 

global macro release schedule. Chinese PMIs were little changed and Eurozone 

inflation came in very soft. Canadian bond market participants received new 

information from the Liberal Party’s fully costed election platform (see below). 

 Sovereign bonds are underperforming in Canada and the US compared to 

the rest of the world. The 10 year benchmark yields are up by 2–3bps in the 

US and Canada respectively compared to slightly cheaper EGBs and JGBs 

and somewhat richer gilts. 

 The USD is appreciating on average. The Euro and related crosses like the 

Swiss franc and Danish krone as leading decliners, the yen is little changed, 

CAD is flat and sterling is very slightly firmer to the dollar. 

 Oil prices are down by almost a buck in the case of Brent. Gold is off by 

US$14/oz. 

ON DECK FOR MONDAY, SEPTEMBER 30 

Country Date Time Event Period BNS Consensus Latest

CA 09/30 08:30 IPPI (m/m) Aug -- -- -0.3

CA 09/30 08:30 Raw Materials Price Index (m/m) Aug -- -- 1.2

US 09/30 09:45 Chicago PMI Sep -- 50.0 50.4

US 09/30 10:30 Dallas Fed. Manufacturing Activity Sep -- 1.5 2.7
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Debt Maturity Profile
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Source: Scotiabank Economics, Bloomberg.

Sensitivity of Fiscal Projections to Economic Shocks

Year 1 Year 2 Year 5

Total Tax Revenues -4.2 -4.3 -5.0

Budgetary Revenues -4.2 -3.9 -4.5

Total Expenses 0.7 0.9 0.6

Budgetary Balance -4.9 -4.9 -5.1

Year 1 Year 2 Year 5

Total Tax Revenues -3.8 -3.1 -3.0

Budgetary Revenues -4.0 -3.3 -3.3

Total Expenses -1.5 -1.3 -2.2

Budgetary Balance -2.5 -2.0 -1.1

Year 1 Year 2 Year 5

Federal Revenues 1.3 2.0 3.0

Federal Expenses 1.9 3.4 5.7

Budgetary Balance -0.6 -1.4 -2.7

Sources: Scotiabank Economics, Government of Canada Budget 2019 Details of Economic 

and Fiscal Projections

Shock: One-Year, One Percentage Point Decline in Real GDP 

Growth, change in billions of dollars

Shock: One-Year, One Percentage Point Decline in GDP 

Inflation, change in billions of dollars

Shock: Sustained One Percentage Point Increase in All Interest 

Rates, change in billions of dollars

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.scotiabank.com/content/dam/scotiabank/sub-brands/scotiabank-economics/english/documents/the-global-week-ahead/globalweekahead20190926.pdf
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 Most global equity benchmarks are little changed. US and Canadian equity futures are little changed but slightly positive, 

London is slightly negative, and European bourses are a touch firmer. 

China’s purchasing managers’ indices were little changed overnight. The September 

readings saw the composite PMI flat (53.1, 53.0 prior) given we’re talking about a survey 

with statistical bands of error surrounding the results. That makes it laughable to read 

headlines about how the economy improved last month. The manufacturing PMI was also 

little changed (49.8, 49.5 prior) and the non-manufacturing PMI was flat (53.7, 53.8 prior). 

The individual components for factors like new orders were similarly little changed. The 

overall message remains that of a soft economy being supported by modest growth in the 

non-manufacturing and hence primarily services sector. 

Germany registered flat CPI in month-ago terms that dragged the headline year-ago rate 

down to 1.2% y/y (1.4% prior, 1.3% consensus). On an EU-harmonized basis, German CPI 

dipped beneath 1% again to 0.9% y/y for the first time since November 2016. 

Spanish inflation also remains very soft at 0.2% y/y (0.3% consensus, 0.4% prior). 

German consumers sprang back to life somewhat in August. Not only were retail 

sales up by 0.5% m/m, the prior month’s drop was materially revised to a decline of -0.8% 

instead of the previously estimated -2.2% drop. The three month trend is averaging about 

0.5% m/m growth after taking into account the 1.8% jump in June.  

CANADA 

Canadian markets only faced producer prices for August (8:30amET) that rarely garner 

market attention. Industrial prices unexpectedly posted the first rise in four months. In addition 

to election watch, the two considerations that are on tap for the week ahead include 

tomorrow’s GDP report for July (Scotia 0.0% m/m, consensus 0.1%) and trade figures on 

Friday that will advance our understanding of how the economy performed in August. See the 

week ahead for more of a discussion on the GDP estimates. 

The Federal Liberal Party of Canada released its election policy platform over the weekend 

(here and here) and relied on costing estimates provided by the Parliamentary Budget Officer 

as laid out here for individual elements of the programs. The incremental impact of the 

proposals is judged in relation to the PBO’s baseline 10 year forecasts and related 

assumptions that were made in June (here). Those PBO projections assume no recession at 

any point over the next decade and that both the Fed and BoC will return to raising rates 

beginning in 2020Q1. What follows is an attempt at outlining highlights of the budgetary 

implications. 

To assist clients in drawing their own inferences about the impact of alternative macro 

assumptions that they might feel to be more suitable to their needs while formulating 

assumptions for such important matters as debt issuance and potential market effects, 

section 4.5 at this link shows a series of tables that outline the budgetary impact in years 1, 

2 and 5 of a) a one percentage point decline in real GDP for one year (table A2.15), b) a one 

year one percentage point drop in economy wide inflation (table A2.16), and c) a sustained 

one percentage point rise in all interest rates. For example, for every one percentage point 

weaker real GDP growth, the deficit would be about C$5 billion bigger in every year. Clearly 

for a multi-percentage point deceleration into a recession one would materially scale up this 

estimate. Removing the base case assumption that rates rise would recapture only a 

modest portion of this widened deficit and mostly in the outer years given the debt maturity 
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profile that I’ve shown in chart 1. If a recession scenario were to also result in lower inflation, then for every one percentage point 

softer economy-wide inflation, the deficit would widen by about C$1.1–2.5 billion per year over the five year horizon. The 

accompanying table summarizes these macro sensitivities. 

With such caveats in mind, charts 2–4 graphically summarize the PBO’s estimated impact of the Liberals’ platform compared to 

the June base case fiscal projections. Chart 2 shows that annual deficits would almost double by 2023–24 (C$11.2B to $21B) and 

this would result in almost C$32 billion in greater cumulative deficits over the next four fiscal years compared to the base case. 

Chart 3 breaks down the budgetary impact of the platform compared to the base case in terms of the impact upon revenues versus 

expenditures. Revenues would be more than $7 billion higher per year by FY2023–24 and expenditures would be about C$17 

higher as the platform is more materially skewed toward spending financed by deficits. On a cumulative basis over the next four 

fiscal years, revenues would be C$23.4 billion higher and spending would rise by a cumulative C$56.9 billion. Chart 4 just tallies 

the incremental budgetary deficits as a share of the baseline nominal GDP projections and shows that the impact equates to about 

one-third of one percentage point. Translating that into stimulus to the economy involves various adjustments and assumptions on 

factors such as price deflators and multiplier effects, but for now, note that the impact upon economic growth over the initial stages 

would likely turn toward being just a level adjustment with no further lift to growth after 1–2 fiscal years. 

To Bank of Canada observers, monetary policy obviously wouldn’t explicitly incorporate platforms until the election outcome is 

known and a budget has been presented and passed. It’s reasonable, however, to assume that the BoC has cause to anticipate 

more stimulus under pretty much any election outcome. There are nevertheless at least two cautions here. The risks to the 

economy especially before fiscal policy is slowly implemented with a long lag may yet come to overwhelm the modest stimulus that 

could be delivered eventually. Plus, the fact it could be a short-lived lift to growth versus the possible level of GDP could still merit 

a still cautious monetary policy outlook. 

Clients are encouraged to review the list of twenty-two individually costed elements of the platform here. It’s obviously too early to 

begin to incorporate elements of a platform into forecasts for the economy until after the election outcome is known and a first 

budget has been delivered. Nevertheless, the broad macro highlights provided above need to be buttressed by the potential 

impact upon individual markets and interests. The implications are potentially far and wide across multiple sectors in a broad 

ranging platform including effects upon investors, housing markets, tax planning, corporate Treasuries, large tech companies, 

families, ‘luxury’ auto and boat dealers, seniors, post-secondary educational institutions, students, environmentalists, the home 

renovations market, small businesses etc. 

Other political parties are likely to release their fully costed platforms subsequent to the Liberals.  

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.pbo-dpb.gc.ca/en/epc-estimates
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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. 1.65 1.63 1.68 1.58 1.56 1.60 1.70 1.69 1.73 2.16 2.13 2.17 Canada - BoC 1.75

CANADA 1.58 1.57 1.56 1.42 1.39 1.41 1.39 1.36 1.37 1.57 1.54 1.53

GERMANY -0.77 -0.77 -0.74 -0.77 -0.77 -0.75 -0.57 -0.57 -0.58 -0.06 -0.08 -0.09 US - Fed 2.00

JAPAN -0.32 -0.32 -0.29 -0.36 -0.36 -0.33 -0.21 -0.24 -0.21 0.37 0.33 0.36

U.K. 0.38 0.40 0.49 0.29 0.31 0.40 0.49 0.50 0.55 0.98 0.97 0.97 England - BoE 0.75

CANADA -6 -6 -12 -16 -17 -19 -32 -33 -35 -59 -59 -65 Euro zone - ECB 0.00

GERMANY -242 -240 -243 -235 -233 -236 -227 -226 -231 -221 -221 -226

JAPAN -196 -195 -198 -194 -192 -193 -192 -192 -194 -179 -180 -181 Japan - BoJ -0.10

U.K. -127 -124 -120 -130 -126 -120 -121 -119 -118 -118 -116 -120

Equities Mexico - Banxico 7.75

1 Day 1-mo

S&P/TSX -0.6 1.5 Australia - RBA 1.00

Dow 30 0.2 1.8

S&P 500 -0.5 1.2 New Zealand - RBNZ 1.00

Nasdaq 0.3 -0.0

DAX 0.1 3.8

FTSE -0.1 2.9

Nikkei -0.6 5.1 Canada - BoC Oct 30, 2019

Hang Seng 0.5 1.4

CAC 0.2 3.1 US - Fed Oct 30, 2019

Commodities

WTI Crude -1.3 0.2 England - BoE Nov 07, 2019

Natural Gas -2.7 2.4

Gold -0.9 -2.5 Euro zone - ECB Oct 24, 2019

Silver -2.5 -1.2

CRB Index -0.7 2.5 Japan - BoJ Oct 31, 2019

Currencies

USDCAD 0.1 -0.5 Mexico - Banxico Nov 14, 2019

EURUSD -0.4 -0.7

USDJPY 0.1 1.7 Australia - RBA Oct 01, 2019

AUDUSD -0.1 0.6

GBPUSD 0.1 2.0 New Zealand - RBNZ Nov 12, 2019

USDCHF 0.6 0.6
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