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KEY POINTS: 

 Mild risk off, on hard Brexit, Boeing 

 Johnson reintroduces hard Brexit risk 

 Canadian manufacturing report on tap 

 737 Max effect on Canada should be small, mostly indirect 

 US housing is on a tear, thanks to bond markets 

 Fade a rebound in US industrial production 

 Sterling ignores solid UK labour market readings 
 

INTERNATIONAL 

A very mild risk off tone is being driven by second thoughts about hard Brexit 

risks in the context of what has always been understood to be an extremely 

ambitious timeline to achieve a trade deal with the EU before the end of next 

year. Boeing’s troubles aren’t helping after the announcement to suspend 

production of the 737 Max and could further dent Q1 GDP after the plane 

dragged on GDP growth over recent quarters. Maybe markets are also finally 

rethinking the shaky math behind the US-China trade deal. Canada updates 

manufacturing figures and the US updates industrial production and housing 

starts. 

 Sterling is the biggest mover among crosses to the USD this morning and is 

depreciating by over 1% (see below). CAD, the yen and Mexican peso are 

little changed. The euro is appreciating. The A$ and NZ$ are also leading 

decliners. 

 Sovereign bond yields are little changed in North America as gilts 

outperform everyone else. The gilts curve is down by 3–4 bps through to 

10s on the Brexit developments. EGBs are slightly richer in 10s except for 

Italy. 

 Oil prices are slightly firmer with Brent and WTI both up by 20 cents. 

 US equity futures are little changed with a tinge of redness. European cash 

markets are down by between 0.2% and 3/4% with Frankfurt leading the 

way. Asian equities followed western markets higher overnight and got the 

Brexit developments late. 

 

ON DECK FOR TUESDAY, DECEMBER 17 

Country Date Time Indicator Period BNS Consensus Latest

CA 12/17 08:30 Manufacturing Shipments (m/m) Oct 0.3 0.0 -0.2

US 12/17 08:30 Building Permits (000s a.r.) Nov -- 1418 1461

US 12/17 08:30 Housing Starts (000s a.r.) Nov 1505 1345 1314

US 12/17 08:30 Housing Starts (m/m) Nov 3.0 2.3 3.8

US 12/17 09:15 Capacity Utilization (%) Nov -- 77.4 76.7

US 12/17 09:15 Industrial Production (m/m) Nov 1.0 0.8 -0.8

US 12/17 10:00 JOLTS Job Openings (000s) Oct -- 7009 7024
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Pound sterling has shaken off the honeymoon effect following the UK election that handed a solid majority to the Conservatives. 

Against the USD, the currency is close to where it was before the election rally kicked in. While sterling was weakening over the 

past couple of sessions, a catalyst to this morning’s softness is a move by PM Johnson to introduce a law that would rule out 

seeking an extension to the deadline at the end of next year to secure a trade deal with the EU. This is a concern in that 

no major trade deal has been secured in such a short period of time (eg. NAFTA 2.0, KORUS, CETA, etc). It’s plausible that this is 

just bluffing by the Johnson administration and that it wouldn’t really pursue a hard Brexit at the end of next year and that it would 

use its majority to change the law again to avoid such an outcome. 

Normally UK labour market figures might have garnered a reaction in sterling and gilts, but the Brexit issue is overwhelming the 

response. UK employment grew by 24,000 in the three months to October (consensus -14k, prior -58k) and that’s the best reading 

since July. Wage growth decelerated by less than consensus expected (3.5% y/y, 3.4% consensus, 3.6% prior). The 

unemployment rate held steady at 3.8% (consensus 3.9%). While this isn’t affecting sterling, it could add to more positive BoE 

sentiment on Thursday when combined with at least the pushing out of hard Brexit risk. 

UNITED STATES 

US data might be more upbeat today but should be faded. Industrial production for November (9:15amET) probably rebounded 

from the prior month’s weakness, but mainly because of the lifting of the GM strike effect that drove auto and parts 

production down by 7.1% m/m. To matter, there would have to be much more breadth to a rebound than just reliance upon a 

transitory gain in autos. 

US housing starts (8:30amET) are also expected to advance in the November reading and largely because of the 

acceleration in permits. Building permits grew strongly in three of the past four months including a 5% advance in October. The 

three month moving average of permits has been cruising around the highest levels since mid-2015. A major driver has been the 

bond market that drove the 30 year fixed mortgage rate from a peak of 4.8% in early November of last year down to the 3.7% 

range now. That juiced new home sales this year that are running at the highest levels since 2007 but that remain about 47% 

lower than the 2005 peak. In turn, construction picked up to deliver on the sales. Tightening inventory as measured by falling 

months’ supply of new homes is combining with the sales upswing (chart 1).  

Limited Fed-speak will include Dallas President Kaplan (8amET) and Boston Fed President Rosengren (12:30pmET). 

CANADA 

Canada will update manufacturing conditions for the month of October (8:30amET). Consensus expectations are 

scattered with the median estimate calling for no change in the dollar value of shipments after they fell in three of the prior four 

months. My guesstimate is a small rise of 0.3% m/m and the range of forecasts runs from -0.6% to +0.6%. Why the spread? The 

signals were mixed in October. Exports climbed by 0.7% m/m, albeit with mixed composition and yet this might suggest that 

manufacturers moved more product at least internationally and primarily to the US. A soft order book leading up to October dents 

such enthusiasm after new orders fell by 2.7% m/m in September and unfilled orders fell by 0.6%. 

As for the direct effect of Boeing’s 737 Max announcement on Canada, it should be very small in terms of activity readings and 

very modestly more inflationary but we are assessing the fuller impact. Manufacturing of airplanes and parts is about 3.7% of total 

manufacturing shipments in Canada in an aerospace industry that employs about 160,000 Canadians and contributes about $20 

billion to GDP including parts suppliers. Boeing’s share of the industry is modest and primarily through a parts plant in Winnipeg 

that employs about 1,200 workers and that produces parts for multiple planes including some for the 737 Max. But within CPI, 

airfare prices have soared by 27% since the start of 2017 (see chart 2) and for a variety of reasons, not just the grounding of the 

737 Max. After stripping out recent year-over-year airfare changes from headline CPI, the result is only 0.1% lower year-ago CPI 

inflation. A longer lived grounding of the jets may continue to add a small amount to CPI into 2020.  
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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. 1.63 1.63 1.65 1.69 1.70 1.69 1.86 1.87 1.84 2.28 2.29 2.27 Canada - BoC 1.75

CANADA 1.70 1.69 1.67 1.63 1.64 1.61 1.63 1.63 1.60 1.72 1.72 1.70

GERMANY -0.63 -0.63 -0.63 -0.54 -0.54 -0.56 -0.29 -0.28 -0.30 0.23 0.25 0.23 US - Fed 1.75

JAPAN -0.11 -0.12 -0.12 -0.10 -0.11 -0.10 0.00 -0.01 -0.01 0.42 0.42 0.44

U.K. 0.55 0.60 0.59 0.59 0.63 0.61 0.78 0.82 0.80 1.30 1.32 1.29 England - BoE 0.75

CANADA 7 6 1 -6 -7 -8 -23 -24 -25 -56 -57 -56 Euro zone - ECB 0.00

GERMANY -226 -226 -229 -224 -224 -225 -215 -215 -214 -204 -204 -203

JAPAN -174 -175 -177 -179 -182 -179 -186 -188 -186 -186 -187 -183 Japan - BoJ -0.10

U.K. -107 -103 -106 -111 -107 -108 -108 -105 -104 -98 -97 -97

Equities Mexico - Banxico 7.50

1 Day 1-mo

S&P/TSX 0.3 0.2 Australia - RBA 0.75

Dow 30 0.4 0.8

S&P 500 0.7 2.3 New Zealand - RBNZ 1.00

Nasdaq 0.9 3.2

DAX -0.8 0.5

FTSE -0.1 2.9

Nikkei 0.5 3.3 Canada - BoC Jan 22, 2020

Hang Seng 1.2 5.8

CAC -0.4 0.5 US - Fed Jan 29, 2020

Commodities

WTI Crude 0.4 4.7 England - BoE Dec 19, 2019

Natural Gas -1.9 -14.5

Gold 0.1 0.7 Euro zone - ECB Jan 23, 2020

Silver 0.5 0.9

CRB Index -0.1 2.2 Japan - BoJ Dec 19, 2019

Currencies

USDCAD 0.1 -0.3 Mexico - Banxico Dec 19, 2019

EURUSD 0.2 0.8

USDJPY 0.0 0.8 Australia - RBA Feb 03, 2020

AUDUSD -0.5 0.5

GBPUSD -1.2 1.7 New Zealand - RBNZ Feb 11, 2020

USDCHF -0.2 -0.9
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