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KEY POINTS: 

 Risk-off driven by two China developments 

 China expresses skepticism toward a meaningful trade deal… 

 ...that should arguably surprise no one 

 Chinese PMIs disappoint 

 BoJ leaves policy measures intact… 

 …abandons time-dependent forward guidance… 

 …jawbones room for stimulus… 

 …and revises GDP and CPI even lower 

 CDN GDP could face upside risk 

 US consumer spending probably exited Q3 strongly 

 US core PCE: downside risk? 

 Eurozone core CPI ticks up but remains range bound 

 Eurozone GDP growth remains soft, but positive… 

 …partly because German consumers remain a frugal lot 

 BanRep expected to hold 
 

Please see recaps of the FOMC (here) and BoC (here) communications that 

were published yesterday.  

Global asset classes are in mild risk-off mode this morning and China is at 

the center of it all. I’m not sure it should be ‘news’ per se, but Bloomberg 

broke a piece indicating Chinese officials have little faith in trade negotiations 

with the US and don’t trust President Trump (see below). Ringing the all-clear on 

trade frictions was quite likely a premature move by the Fed yesterday. Chinese 

PMIs also disappointed. The BoJ refrained from adding stimulus. Fed watchers 

will also have an eye on the freshest batch core PCE inflation figures. Canada 

updates GDP and I wouldn’t fall off my chair if consensus expectations were 

materially beaten, but we’ll see. Eurozone inflation ticked up but remains range 

bound while GDP growth remains weak in no small part due to the ongoing 

frugality of German consumers. Across Scotia’s foot print we also expect no 

change in BanRep’s policy rate later today. 

ON DECK FOR THURSDAY, OCTOBER 31 

Country Date Time Indicator Period BNS Consensus Latest

CA 10/31 08:30 IPPI (m/m) Sep -- 0.2 0.2

CA 10/31 08:30 Raw Materials Price Index (m/m) Sep -- 2.5 -1.8

CA 10/31 08:30 Real GDP (m/m) Aug 0.3 0.2 0.0

US 10/31 08:30 Employment Cost Index (q/q) 3Q -- 0.7 0.6

US 10/31 08:30 Initial Jobless Claims (000s) Oct 26 215 215 214

US 10/31 08:30 Continuing Claims (000s) Oct 19 1680 1679 1679

US 10/31 08:30 PCE Deflator (m/m) Sep 0.0 0.0 0.0

US 10/31 08:30 PCE Deflator (y/y) Sep 1.4 1.4 1.4

US 10/31 08:30 PCE ex. Food & Energy (m/m) Sep 0.1 0.1 0.1

US 10/31 08:30 PCE ex. Food & Energy (y/y) Sep 1.8 1.7 1.8

US 10/31 08:30 Personal Spending (m/m) Sep 0.2 0.3 0.1

US 10/31 08:30 Personal Income (m/m) Sep 0.3 0.3 0.4

US 10/31 09:45 Chicago PMI Oct -- 48.0 47.1
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 US equity futures are down by about ¼% with TSX futures a little worse off. European equities are down by up to 1% in 

London. Asian equities got the China memo late so they didn’t have time to react to the trade piece. 

 Sovereign bond yields keep falling not only post-Fed and BoC, but also after the trade news this morning. The US 10 year 

yield is down another 3–4bps and driving a mild bull flattener again. Canada’s curve is about 2bps richer across maturities. 

EGB 10s are down by 5–7bps. Japan’s 10 year yield is down 2bps. 

 Oil prices are a touch lower with gold gaining about US$12 to back over US$1500 again. 

 Safe haven currencies are in vogue which is consistent with the trade piece. The yen and Swiss franc are gaining some 

ground. So is pound sterling. CAD is little changed are being tossed in the gutter following yesterday’s BoC communications. 

USDCAD is about 1.3 pennies weaker to the 1.3170 range. 

 OIS markets are pricing about one-in-three odds of a BoC rate cut in December and about 50–50 odds into early next year. 

Fed funds futures are pricing a full Fed cut by next May and about half of a cut into Q1. 

The Fed’s optimism toward global trade policy developments and the macroeconomic impact suffered a one-two pair of 

sucker punches to the gut overnight.  

First, equities abruptly turned lower just as Bloomberg published a piece quoting “people familiar with the matter” principally in 

China that indicated low expectations for any trade deal beyond a sketchy ‘phase one’ agreement. Chinese officials indicated low 

chances of any broader agreement unless the US drops its insistence that existing tariffs would remain in place and softens its 

demands for broader Chinese reforms.  

Secondly, China’s government versions of purchasing managers indices (PMIs) disappointed expectations overnight. The 

composite PMI fell to 52 (53.1 prior). Both the manufacturing PMI (49.3, 49.8 prior) and the non-manufacturing PMI (52.8, 53.7) 

declined. Readings below 50 indicate contraction and so the manufacturing decline slightly intensified and the primarily service 

sector component of the non-manufacturing PMI cooled. On the manufacturing side, the deterioration was driven by softer current 

output and new orders components. Softer new orders contributed to the weaker services PMI. 

The Bank of Japan’s latest policy decision and communications were shaken off by the yen and JGBs overnight. Policy 

measures were left unchanged, including the policy balance rate at -0.1%, the 10 year JGB target range of around 0% +/-20bps, 

and the pace of bond buying except for a small tweak that raises near-term buying of inflation-linked bonds. The statement (here) 

gave up on time-dependent forward guidance after eons of pushed out guidance and did so by striking out prior reference to 

maintaining an unchanged policy balance rate until next Spring. It now more realistically says: 

“As for the policy rates, the Bank expects short- and long-term interest rates to remain at their present or lower levels as 

long as it is necessary to pay close attention to the possibility that the momentum toward achieving the price stability 

target will be lost.” 

Governor Kuroda’s press conference emphasized that the BoJ believes it has more room to lower its policy rate than the ECB 

given larger exemptions granted through Japan’s tiering of the application of negative rates to bank reserves. The central bank’s 

revised projections (here) revised GDP growth a little lower in 2019 and 2020 with the whole 2019–21 period forecast to achieve 

hardly any growth. The projections also took down CPI forecasts throughout the time period. 

Eurozone core inflation ticked up to 1.1% y/y which is a tenth higher than consensus expectations. It’s the second 

consecutive monthly rise, but core inflation has remained in the tight range of 0.8–1.1% y/y throughout the year. The figures were 

released simultaneously to another quarter of weak GDP growth at 0.2% q/q in Q3. 

German consumers remain a frugal lot. Retail sales volumes grew by only 0.1% m/m in September are two prior months 

of declines that followed a one-off large gain in June. Prices also slipped which drove the value of sales down by 0.2%. Germans 

spent less on clothing and shoes (-2.2% m/m), IT products (-2.1%), as well as food (-1.1%). The only notable increase came in 

spending on pharmaceuticals and cosmetics (+2.3%). 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.boj.or.jp/en/announcements/release_2019/k191031a.pdf
https://www.boj.or.jp/en/mopo/outlook/gor1910a.pdf
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Colombia’s central bank delivers a policy decision this afternoon (2pmET). BanRep is expected to remain on hold with 

the repo rate remaining at 4¼%. Colombian inflation has been running toward the upper end of the 2–4% inflation target 

range. Headline CPI was up 3.8% y/y in September while core CPI stood at 3.4% y/y. Governor Juan Jose Echavarria has recently 

guided that peso depreciation has had a muted effect on inflation and is expected to remain a muted influence, while a temporary 

rise in inflation due to food prices should abate with inflation returning to 3% within the next year.  

CANADA 

Canada updates GDP growth in August (8:30amET). I’ve gone a little higher than consensus on this one at 0.3% m/m. 

Growth of 0.2% m/m with upside risk is feasible, but it may be a transitory gain in the context of a soft overall quarter. In August, 

hours worked soared by 0.7% m/m but then gave just under half of that back in September. Retail sales volumes advanced by 

0.2% m/m in August, manufacturing shipment volumes were up by 0.6%, and housing starts were up by 2.2% but then fell again in 

September. The only blemish was a 1.3% drop in wholesale trade during August.  

So why did I go a little high? A reversal of a large 3.5% m/m drop in the mining/oil&gas sector’s output during July is feasible. 

Recall that this was primarily driven by a large 4.7% m/m plunge in oil and gas production excluding the oilsands. This effect on its 

own shaved two-tenths off of July GDP growth and it was partly driven by maintenance issues at east coast energy projects and 

also by a high jumping off point via June’s large gain in this component.  

Canada also updates producer prices at 8:30amET but they almost never catch any market attention. 

UNITED STATES 

The day after the Fed brings uncertainty around another batch of inflation, consumer spending and income figures for September 

(8:30amET).  

Barring revisions, consumer spending may face upside risk in the September reading. What can be inferred between the 

2.9% q/q SAAR gain in consumption during Q3 and the pattern of the monthlies up to August would be a September gain of 0.4% 

m/m. That could be about double the consensus expectation, but again, that depends upon unchanged readings for previously 

reported spending prior to September. If this happens, then the way data exited Q3 could be a good start to tracking Q4 

consumption growth by way of the hand-off effects on the simple math. 

After core CPI held unchanged at 2.4% y/y, core PCE inflation may also remain unchanged at 1.8% versus consensus 

expectations for a down tick. I get unchanged on a combination of a shift in year -ago base effects, typical seasonality in 

September and what we already know by way of the unchanged core CPI reading of 2.4% y/y in September (see chart). 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
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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. 1.58 1.60 1.58 1.58 1.61 1.58 1.74 1.77 1.77 2.21 2.25 2.26 Canada - BoC 1.75

CANADA 1.54 1.55 1.63 1.43 1.45 1.54 1.42 1.45 1.52 1.60 1.62 1.63

GERMANY -0.66 -0.63 -0.67 -0.62 -0.58 -0.63 -0.41 -0.35 -0.40 0.11 0.18 0.11 US - Fed 1.75

JAPAN -0.23 -0.21 -0.24 -0.26 -0.24 -0.27 -0.13 -0.11 -0.14 0.39 0.42 0.40

U.K. 0.50 0.52 0.48 0.44 0.48 0.43 0.64 0.69 0.63 1.15 1.21 1.12 England - BoE 0.75

CANADA -4 -4 5 -15 -15 -4 -32 -32 -25 -61 -63 -63 Euro zone - ECB 0.00

GERMANY -224 -223 -225 -220 -219 -221 -214 -213 -217 -210 -208 -215

JAPAN -181 -181 -182 -184 -185 -185 -187 -188 -191 -182 -184 -186 Japan - BoJ -0.10

U.K. -109 -108 -110 -114 -113 -115 -110 -109 -114 -106 -104 -115

Equities Mexico - Banxico 7.75

1 Day 1-mo

S&P/TSX 0.5 -0.9 Australia - RBA 0.75

Dow 30 0.4 1.0

S&P 500 0.3 2.4 New Zealand - RBNZ 1.00

Nasdaq 0.3 3.8

DAX -0.3 3.6

FTSE -1.1 -2.1

Nikkei 0.4 5.4 Canada - BoC Dec 04, 2019

Hang Seng 0.9 3.1

CAC -0.5 1.1 US - Fed Dec 11, 2019

Commodities

WTI Crude -1.2 0.6 England - BoE Nov 07, 2019

Natural Gas 1.1 16.8

Gold 0.6 2.2 Euro zone - ECB Dec 12, 2019

Silver 1.7 4.1

CRB Index -0.3 2.2 Japan - BoJ Oct 30, 2019

Currencies

USDCAD 0.1 -0.5 Mexico - Banxico Nov 14, 2019

EURUSD 0.0 2.3

USDJPY -0.6 0.1 Australia - RBA Nov 04, 2019

AUDUSD -0.1 2.2

GBPUSD 0.5 5.5 New Zealand - RBNZ Nov 12, 2019

USDCHF -0.2 -1.1

              Spreads vs. U.S. (bps):               

Government Yield Curves (%):
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