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KEY POINTS: 

 Global sovereign bonds rally, led by gilts 

 Dim ‘phase 2’ prospects, a big US earnings miss & Iran’s warning  

 UK core CPI fans BoE cut bets 

 The world’s fakest trade deal ever will be signed today 

 The trade deal’s purchase targets are out of reach… 

 …and unsustainable barring unintended consequences 

 US earnings reports turn mixed  

 US core producer price inflation continues to sharply decelerate 

 US Empire reading slightly improves  

 Fed’s Beige book and limited Fed-speak on tap 

 CDN home sales rebound?  
 

INTERNATIONAL 

A mild risk-off tone is particularly focused upon rallying global sovereign bonds. 

There are three possible catalysts. One is yesterday’s anonymous spokesperson’s 

guidance that pushed out prospects of further tariff relief to after the US election that 

shouldn’t have surprised anyone (see below). The US-China trade deal signing 

today is expected to result in the release of the formal text that raises risks 

surrounding the details, but the centerpiece is farcical purchase targets in exchange 

for minor tariff relief (see below). Second is a big earnings disappointment by 

Goldman. Third is Iran’s warning to European forces in the Middle East. Bank of 

England easing prospects got a big shot in the arm by UK core CPI (see below) and 

that’s driving gilts outperformance compared to other sovereign debt markets. 

Otherwise fairly minor calendar-based risks are on tap in the US and Canada today. 

 Sovereign debt yields are dropping across all major markets through a series 

of correlated bull flatteners. Gilts are outperforming (core CPI, see below) but 

10 year yields are lower by 2–4bps in the US, Canada and EGBs. 

 US equity futures are slightly in the red with TSX futures ever so slightly 

positive. European cash markets are mostly lower except for a small up-tick 

in London on easing prospects. 

 Currency markets are divided in terms of appetite for US dollars across the 

major pairs. The real, A$/NZ$, Swedish krona and sterling are 

underperforming while the euro and euro-related crosses are outperforming. 

CAD and the Mexican peso are little changed. 

ON DECK FOR WEDNESDAY, JANUARY 15 

Country Date Time Indicator Period BNS Consensus Latest

US 01/15 07:00 MBA Mortgage Applications (w/w) Jan 10 -- -- -5.3

US 01/15 08:30 Empire State Manufacturing Index Jan -- 3.6 3.5

US 01/15 08:30 PPI (m/m) Dec 0.2 0.2 0.0

US 01/15 08:30 PPI ex. Food & Energy (m/m) Dec 0.2 0.2 -0.2

CA 01/15 09:00 Existing Home Sales (m/m) Dec -- -- 0.6

US 01/15 14:00 Fed Releases The Beige Book
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 Oil prices are flat. 

A sharp, unexpected decline in UK core CPI resulted in increased bets that the Bank of England will cut rates as soon as 

the January 30th meeting. There is now a two-thirds probability of a rate cut at month’s end. The gilts curve is outperforming 

other sovereign debt markets as the two year bond is down 4bps on the day so far and the curve is bull flattening with 10s down 

7bps.  

UK core CPI pulled back to 1.4% y/y (1.7% consensus and prior) for the weakest rate since November 2016, or a handful of 

months after the Brexit saga began (chart 1). The median call was for no change to core CPI but that masks 13 out of 30 

economists who forecast some deceleration. In month-ago terms, CPI decelerated due to a sharp drop in prices of clothing and 

footwear (-1.8% m/m), the recreation category (-0.3% m/m) and restaurants and hotels (-0.5% m/m) as well as alcohol and 

tobacco prices (-1.4%). In year-ago terms, clothing and footwear prices (-0.8% y/y, 0% prior), restaurants and hotels (1.6%, 2.4% 

prior), food and beverages (1.7%, 2.1% prior) and alcohol and tobacco (1.5%, 1.9% prior) were the main culprits.  

UNITED STATES 

Earnings, the signing of the US-China ‘phase one’ trade deal and the expected text, some Fed communications and limited data 

risk all lie in store for US markets today. 

Goldman missed expectations with EPS of US$4.69 ($5.52 consensus). BofA beat expectations with EPS of 74 cents (69 

cents consensus). BlackRock beat expectations with adjusted EPS of US$8.34 ($7.69 consensus). PNC Financial also beat 

expectations with EPS of US$2.97 (consensus $2.91). 

December’s producer prices were up by 0.1% m/m and 1.3% y/y and roughly in line with consensus. Excluding food and energy, 

prices were up by 0.1% m/m and 1.1% y/y for a mild deceleration from 1.3% previously. Prices excluding food and energy are 

rising at the slowest pace since August 2016 as the year-ago pace of increases decelerates from the peak of 2.9% in 

December 2018 down to 1.1% now. 

The Empire manufacturing gauge of conditions around the NY Fed’s district is the first of the latest round of regional 

gauges to inform ISM manufacturing expectations. It was little changed at 4.8 (3.3 prior). New orders improved (6.6, 1.7 prior), 

hiring slightly decelerated and so did shipments.  

The Fed’s Beige Book of regional economic conditions (2pmET) and addresses by Philly Fed President Harker (11amET), San 

Fran’s Daly (11amET) and Dallas President Kaplan (12pmET) should pose generally low risk to markets with the Fed on hold for a 

time.  

For a trade deal that’s supposed to be all settled, we’ve sure been getting a number of ongoing announcements ahead of today’s 

trade deal signing (11:30amET)! The text is supposed to be released today so that the agreement can be more effectively 

evaluated. China was scratched off the list of currency manipulators on Monday and yesterday gave rise to the blindingly obvious 

headline about how there would be no further US tariff reductions until after the US election.  

Does that really surprise anyone? One guess is that China may have told Trump to shelve talk of ‘phase 2’ talks as they take their 

chances on the US election. Another guess is to take the anonymous source who spoke with a newswire at face value when they 

say they wish to monitor China’s compliance for the minimum of 10 months before deciding upon next steps on tariffs and those ten 

months just by some random chance happen to correspond to the date of the US election. A third and perhaps best guess is back to 

my theory that the trade deal is set to fail after the election for Trump to take another run after China has had more time to adapt. 

Recall that the US has offered to cancel plans to apply a 15% tariff on US$160 billion of Chinese imports that was to have gone 

into effect on December 15th, lower the 15% tariff rate on about US$120 billion of Chinese imports to 7.5%, but keep the 25% tariff 

rate on the other US$250 billion of Chinese imports that had been announced in July and August 2018 and through subsequent 

actions.  

The quid pro quo is an unrealistic pace of Chinese buying of US exports both in aggregate that would require a massive 2¼ fold 

increase in total US exports within a two year period—after which there is no agreement (chart 2)—and around a fourfold increase in 
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Chinese purchases of US agricultural commodities within two years at a US$40–50 billion annual pace—after which there is no 

agreement (chart 3). Meh, who needs phase 2, ha! We’re waiting for confirmation of the breakdown of the purchase targets amid 

mixed indications. 

Apart from simply not hitting these targets, China could conceivably twist the spirit of the deal in the following ways to get closer to 

the targets. These approaches raise risks to other countries and enforcement risks that bring back tariffs. 

 Stockpile enormous purchases and front-load inventories, only to slash purchases again after the two-year agreement expires. 

China would buy time to further adjust to trade risks in the meantime. 

 Import more and re-export it elsewhere to China’s other trading partners as a substitute for the direct purchases of US goods 

by those other countries. 

 Divert the booking point from Hong Kong (not included in the agreement) to mainland China for imported goods. 

 Reallocate purchases away from other countries and thus weaken the global economy. US isolationism is diverting trade 

without considering that weakened economies elsewhere might not serve US interests well. 

 Since the purchase targets are in nominal US$ terms, either pay inflated prices and/or return to past fake invoicing practices. 

CANADA 

Canada updates existing home sales for December this morning (9amET). The release never catches market attention but informs 

momentum in housing markets. Strength across several local real estate boards is expected to pop sales higher after sales growth 

cooled over recent months compared to the sudden acceleration last Spring and through part of the Summer. 

  

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. 1.56 1.57 1.58 1.60 1.62 1.66 1.79 1.81 1.87 2.24 2.27 2.36 Canada - BoC 1.75

CANADA 1.65 1.66 1.65 1.57 1.59 1.63 1.55 1.58 1.63 1.67 1.69 1.75

GERMANY -0.59 -0.58 -0.61 -0.51 -0.48 -0.52 -0.21 -0.17 -0.21 0.30 0.35 0.31 US - Fed 1.75

JAPAN -0.12 -0.12 -0.12 -0.09 -0.09 -0.11 0.01 0.02 0.00 0.46 0.46 0.43

U.K. 0.44 0.49 0.63 0.42 0.51 0.63 0.63 0.72 0.82 1.15 1.23 1.28 England - BoE 0.75

CANADA 9 8 7 -3 -3 -4 -23 -23 -25 -58 -58 -62 Euro zone - ECB 0.00

GERMANY -215 -215 -219 -211 -210 -218 -200 -198 -208 -194 -192 -206

JAPAN -168 -169 -170 -169 -171 -178 -178 -180 -188 -178 -181 -194 Japan - BoJ -0.10

U.K. -112 -108 -96 -118 -112 -103 -115 -109 -106 -109 -104 -108

Equities Mexico - Banxico 7.25

1 Day 1-mo

S&P/TSX 0.3 2.1 Australia - RBA 0.75

Dow 30 0.1 2.9

S&P 500 -0.2 3.6 New Zealand - RBNZ 1.00

Nasdaq -0.2 5.9

DAX -0.2 1.1

FTSE 0.1 3.8

Nikkei -0.5 -0.4 Canada - BoC Jan 22, 2020

Hang Seng -0.4 3.9

CAC -0.2 1.8 US - Fed Jan 29, 2020

Commodities

WTI Crude 0.0 -3.0 England - BoE Jan 30, 2020

Natural Gas -2.7 -7.3

Gold 0.3 5.1 Euro zone - ECB Jan 23, 2020

Silver -1.2 4.9

CRB Index -0.2 -0.3 Japan - BoJ Jan 21, 2020

Currencies

USDCAD 0.1 -0.6 Mexico - Banxico Feb 13, 2020

EURUSD 0.2 0.0

USDJPY -0.1 0.3 Australia - RBA Feb 03, 2020

AUDUSD -0.3 -0.0

GBPUSD -0.1 -2.4 New Zealand - RBNZ Feb 11, 2020

USDCHF -0.3 -1.8
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