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KEY POINTS: 

 Uneven risk-off sentiment on Iran 

 Did the BoC hit 2% inflation as a transitory fluke? 

 China Caixin PMIs slip 

 Have German consumers rediscovered their mojo? 

 Eurozone, UK PMIs revised up but still signal no growth 

 CDN week ahead: jobs, trade, starts 

 US week ahead: nonfarm, trade, ISM non-man, ADP, Fed-speak 
 

INTERNATIONAL 

Risk off is being driven by geopolitical tensions centered upon Iran/Iraq but with 

soft data either playing a supporting role (China PMIs, Friday’s US ISM) or 

entirely inconsequential given it’s all backward looking in the face of new risks. 

Risk off is nevertheless occurring with a bit of a twist as the movement is 

focused upon equities with little support by way of flows in sovereign bonds or 

safe havens like the USD, Swiss franc and yen. A new year brings the same 

risks and new ones as uncertainty has not abated one bit. Data risk is only 

focused upon strong German retail sales, weak Chinese PMIs and small upward 

revisions to Eurozone and UK PMIs that still signal little to no growth. There will 

be negligible data risk out of Canada and the US today with Friday’s dual jobs 

reports the main focus by far at least in terms of backward data risk.  

 Oil prices are up with WTI up 60 cents to US$63.65 which is drawing even 

with the peak last April for the highest price since November 2018. Brent is 

up 80 cents to US$69.40 and is at its highest since April. WTI has gained 

about US$12 and Brent has risen by nearly US$14 since early October. The 

unique challenges in Canada’s oil patch have restrained prices; Western 

Canada Select is only about $3–4 firmer since early October. 

 Gold is up another US$23/oz to US$1575 this morning. It has gained about 

$45 since last Thursday and hence before the US assassination of Iranian 

General Soleimani. 

 US equity futures are off by between ½% and ¾% across benchmarks. TSX 

futures are down by less (-¼%) perhaps partly on firmer global oil prices. 

Asian markets led the selling with the Nikkei down by almost 2%, HK down 

¾%, Seoul off 1% and mainland China little changed as Shanghai was flat 

but the Shenzhen exchanged was up 0.4%. 

 Sovereign bond yields are little changed on average across the major 

markets. US Treasury and Canada yields are little changed to very slightly 

ON DECK FOR MONDAY, JANUARY 6 

Country Date Time Event Period BNS Consensus Latest

CA 01/06 08:30 Industrial product prices Nov na na 0.1

CA 01/06 08:30 Raw  materials prices Nov na na -1.9

US 01/06 09:45 Markit composite PMI (revision) Dec na na 52.2
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lower through the belly. Gilts are cheaper by 1–2bps in 2s through 10s. EGB 10s are little changed as was the 10 year JGB 

overnight. Sovereign bonds may be grappling with the impact of heightened growth and market uncertainty versus the inflation 

implications that could stem from higher oil prices.  

 The USD is slightly softer on balance. Sterling, the euro, CAD and Mexican peso are all firmer while the yen and A$ are flat to 

the US$. In general, petro-currencies are gaining somewhat. 

German consumers may have rediscovered a bit of their mojo, at least temporarily. Retail sales volumes soared by 2.1% 

m/m in November. That’s the largest gain since January 2019 but it follows four months of stagnation. Most categories came in 

strongly with gains led by clothing and shoes (+3.7%), IT products (2.5%), furniture (1.8%), food (1.6%) and pharmaceuticals 

(1.4%). 

China’s purchasing managers’ indices slipped overnight. The private Caixin version slipped a full point to 52.5 for 

services after the previously reported manufacturing PMI fell by three-tenths to 51.5. The combined results took the composite 

gauge down to 52.6 from 53.2. The December setback in the private composite PMI follows a generally upward trend since June. 

Recall that the state’s version of the composite PMI had also previously slipped in December (53.4) after rebounding in November. 

Eurozone PMIs were revised slightly higher in the final December prints. The composite reading was revised up a bit 

(50.9, 50.6 prior) because both the services gauge (52.8, 52.4 prior) and the previously revised manufacturing PMI (46.3, 45.9 

prior) were revised a bit higher. Given that 50 is the dividing line between expansion and contraction, the readings signal little to no 

overall growth in the Eurozone economy. Germany’s composite PMI was revised upward, France’s was left unchanged, and the 

first estimates for Italy and Spain both registered improvements. 

UK PMIs were also revised a little higher. The composite PMI for December was revised up to 49.3 (48.5 prior) almost 

entirely due to an upward revision to the services PMI (50.0 from 49.0). The composite PMI remains below 50 and thus continues 

to suggest that the UK economy is not growing. 

UNITED STATES 

The US only faces revisions to Markit PMI gauges (9:45amET). Note the contrast in the ISM-manufacturing reading that fell 

again on Friday and the same month’s Markit manufacturing PMI that slipped in December pending revisions but that has been on 

a very different trend. ISM-manufacturing has been plummeting since about August 2018 whereas the Markit gauge began to crest 

earlier in April 2018 and bottomed in August 2019. There are multiple methodological differences, but the ISM-manufacturing 

gauge is highly correlated with manufacturing output and thus points to continued retrenchment. Bloated inventories explain some 

of that as one part aftermath of the trade wars and with Boeing’s distortions. 

The US week ahead will focus upon trade for November (tomorrow), ISM non-man for December (tomorrow), ADP for December 

(Wednesday) and nonfarm payrolls (Friday). There will also be some Fed-speak on Wednesday and Thursday. 

CANADA 

Canada only released producer prices for November this morning. Raw materials climbed by 1.5% m/m (-1.9% prior) and 

industrial prices were little changed at 0.1% for the second straight month. The joint release of raw materials and industrial product 

prices is usually ignored by markets. The highly volatile measures only confirm what happened to commodity prices with a lag and 

evidence of pass-through to consumer prices is light such that spending more time than this on the release is time wasted! 

Canada’s week ahead will focus upon trade during November (tomorrow), housing starts during December (Wednesday) 

and the Labour Force Survey for December (Friday). Clearly the jobs report will dominate. 

Did the Bank of Canada land on its inflation target last year by design as the economy returned to Poloz’s ‘home’ with 

lessening slack, or was this temporarily achieved as a fluke? I lean to the latter interpretation with several supporting 

points. 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
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For one, the connection between output gaps and inflation is usually overstated in BoC communications. Governor Poloz and SDG 

Wilkins have tended to say that the fact inflation is around the mid-point of the 1–3% target range is transparent evidence that 

slack has been eroded. Chart 1 shows that this connection is historically tenuous. The two measures of output gaps have often 

moved back to balance or into excess demand without the average of the three ‘core’ inflation gauges moving back to target. In 

any event, output gap measures have a large fudge factor in no small part because nobody knows exactly what is potential growth 

in the overall economy relative to actual GDP growth over time. Thus, it’s overplaying the evidence to say that if inflation is on 

target, then it must be because there is no slack left.  

Secondly, chart 2 highlights the main sources of inflation in Canada including auto prices, 

grocery prices and housing components. Charts 3–5 show some of the multiple 

idiosyncratic drivers of these inflation components that have little to do with broad 

economy-wide slack. House prices primarily feed into CPI through new house price drivers, not 

resale prices and the weakening new house price gauge points to weakening inflation through 

the owned accommodation component of CPI. The lagged effects of the 2018 rate hikes on 

higher mortgage interest cost should begin to drop out into 2020. Auto price inflation is 

significantly driven by lagging movements in the C$ such that the recent auto price inflation 

likely has more to do with the C$ depreciation in 2018 that showed up in the next year’s sticker 

prices with a lag; this past year’s C$ appreciation that is extending into 2020 should halt auto 

price inflation with a lag over the course of 2020 and particularly into setting the next model 

year’s sticker prices over the summer and Fall. 

Further, the second biggest contributor to inflation has been grocery prices and on a fairly 

widespread basis including vegetables, fruit and meat prices that reflect a combination of 

supply shocks (e.g. African Swine Flu on global supply), E.Coli, weather shocks and trade war effects. It’s silly to argue that 

idiosyncratic shocks affecting food prices in the past and forward expectations for such drivers (see here for instance) 

have anything to do with broad economy-wide slack and they may prove to be rather transitory.  

As for whether the BoC’s ‘core’ measures of inflation exclude such influences, that’s not necessarily true. The BoC’s old 

core inflation measures would have excluded some of them and remains just under 2% y/y but still includes some of the other 

potentially transitory components like auto prices. The new ‘core’ measures of inflation don’t necessarily weed out the 

aforementioned components that could face downside risk going forward. For instance, November’s breakdown of the trimmed 

mean CPI gauge is shown in chart 6 (next page). The red bars are what was included in the basket for that month with the black 

bars indicating the trimmed out 20% tails given trimmed mean CPI excludes 40% of the basket on the logic that it shouldn’t include 

more volatile components. Still, prices for things like vegetables, mortgage interest, housing’s replacement cost, and fruit were still 

included in November’s trimmed mean basket and as noted are among the drivers that have little to nothing to do with broad slack 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
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conditions in the overall economy and that may have transitory and 

idiosyncratic drivers. Recall that trimmed mean is reported on a year-

ago basis as the compounded month-ago seasonally adjusted changes 

in the middle 60% of the basket over a twelve month period. Therefore 

what gets included in trimmed mean changes each month. 

Overall, the BoC is still likely to cut rates a couple of times early this 

year as we firm up a global forecast release. There are multiple drivers 

of this view including external risks and made-in-Canada challenges, 

but the one point made here is that the BoC is overplaying its hand by 

declaring victory over inflation. Average core inflation rode beneath the 

BoC’s 2% mid-point for about 90% of the months during Governor 

Poloz’s tenure. It may have misread the drivers of why inflation 

suddenly returned to target last year and the durability of the move.  

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
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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. 1.54 1.53 1.57 1.59 1.59 1.67 1.78 1.79 1.88 2.24 2.25 2.33 Canada - BoC 1.75

CANADA 1.61 1.61 1.67 1.54 1.55 1.65 1.53 1.53 1.64 1.62 1.62 1.71

GERMANY -0.62 -0.62 -0.60 -0.56 -0.55 -0.47 -0.29 -0.28 -0.19 0.24 0.25 0.35 US - Fed 1.75

JAPAN -0.15 -0.13 -0.13 -0.13 -0.12 -0.12 -0.02 -0.01 -0.01 0.41 0.43 0.43

U.K. 0.58 0.55 0.59 0.57 0.55 0.65 0.75 0.74 0.87 1.22 1.22 1.38 England - BoE 0.75

CANADA 7 8 11 -5 -4 -2 -26 -26 -24 -62 -62 -62 Euro zone - ECB 0.00

GERMANY -216 -215 -217 -215 -214 -214 -208 -207 -206 -200 -199 -198

JAPAN -168 -166 -170 -171 -171 -179 -180 -180 -189 -183 -182 -191 Japan - BoJ -0.10

U.K. -96 -97 -98 -102 -104 -102 -103 -105 -101 -102 -102 -95

Equities Mexico - Banxico 7.25

1 Day 1-mo

S&P/TSX -0.2 0.4 Australia - RBA 0.75

Dow 30 -0.8 2.2

S&P 500 -0.7 2.8 New Zealand - RBNZ 1.00

Nasdaq -0.8 4.2

DAX -1.4 -1.0

FTSE -0.9 4.3

Nikkei -1.9 -0.4 Canada - BoC Jan 22, 2020

Hang Seng -0.8 6.5

CAC -1.0 1.9 US - Fed Jan 29, 2020

Commodities

WTI Crude 1.0 7.6 England - BoE Jan 30, 2020

Natural Gas 1.5 -7.4

Gold 1.3 7.7 Euro zone - ECB Jan 23, 2020

Silver 1.6 7.1

CRB Index 0.3 3.5 Japan - BoJ Jan 21, 2020

Currencies

USDCAD -0.2 -2.1 Mexico - Banxico Feb 13, 2020

EURUSD 0.3 1.3

USDJPY 0.0 -0.4 Australia - RBA Feb 03, 2020

AUDUSD -0.1 1.5

GBPUSD 0.5 0.0 New Zealand - RBNZ Feb 11, 2020

USDCHF -0.4 -2.2

Current Rate

Central Banks

Next Meeting Date

-0.0

-2.8

-0.7

0.0

-0.7

-0.7

0.3

-2.4

-2.4

-0.6

2.9

-1.1

8.2

-0.0038

1.2974

1.1200

108.10

0.6946

1.3146

0.9691

-0.0027

0.0039

0.0100

-0.0004

0.0063

Level

Level

2.16

0.62

0.03

187.51

63.68

1572.99

18.21

0.63

20.80

0.28

0.2

-29.00.2

3.2

4.1

2.2

32.8

22.3

17.2

% change:

1-yr

18.3

22.2

27.8

33.9

21.1

10.5

15.9

% change:

0.0

-0.2

-0.0

-2.0

-1.2

0.0

-68.6

-451.8

-225.3

-60.2

% change:

10.1

26.3

1-wk

-0.7

Level

-2.6

-0.9

7554

23205

28226

5984

-179.1

Last

17066

28635

3235

9021

13040

Change

-33.8

-233.9

-23.0

-71.4

              Spreads vs. U.S. (bps):               

Government Yield Curves (%):
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