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KEY POINTS: 

 Global asset classes little changed with few macro catalysts 

 CDN CPI: BoC would look through a headline upside… 

 …and we expect stable core 

 BoC expected to stand pat with a mildly more dovish stance 

 Bank Negara delivers a surprise rate cut 

 South Korea’s economy accelerates 

 South African core inflation drops to lowest in 8+ years 

 US home resales likely to tick higher 
 

INTERNATIONAL 

Broad risk appetite is moving to the other side of the ship as the herd thinks 

yesterday’s reaction to the coronavirus concerns was exaggerated. Global 

calendar-based drivers of risk appetite are pretty much absent as scant 

overnight developments affected local markets as summarized below. It’s 

otherwise Canada’s time in the spotlight starting with CPI through to a couple of 

hours of Bank of Canada communications that could present multiple trades as 

argued below. 

 The USD is generally little changed and CAD is roughly flat against it into 

the morning’s suite of new information. The rand, sterling, real, Mexican 

peso and won are leading appreciating crosses while the euro, yen and A$ 

are little changed. 

 Canada’s curve is unchanged ahead of the CPI and BoC. US Treasury 

yields are flat. Gilts are cheaper in a mild bear flattener. EGBs are slightly 

dearer in the 10s space.  

 Oil prices are under downward pressure with WTI and Brent down about 30 

cents. Gold is little changed. 

 US equity futures are up by ¼% to ¾% across the exchanges with the 

Nasdaq leading the way. TSX futures are little changed. European cash 

markets are little changed on average with London down ¼% along with 

small losses in Italy and Spain and small gains in Paris and Frankfurt. 
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Rebounding US Home Sales

Existing home sales

Pending home sales

Country Date Time Indicator Period BNS Consensus Latest

US 01/22 07:00 MBA Mortgage Applications (w/w) JAN 17 -- -- 13.5

CA 01/22 08:30 Core CPI - Common (y/y) Dec 1.9 1.9 1.9

CA 01/22 08:30 Core CPI - Median (y/y) Dec 2.4 2.4 2.4

CA 01/22 08:30 Core CPI - Trim (y/y) Dec 2.2 2.2 2.2

CA 01/22 08:30 CPI, All items (m/m) Dec -0.3 0.0 -0.1

CA 01/22 08:30 CPI, All items (y/y) Dec 2.1 2.3 2.2

CA 01/22 08:30 CPI, All items (index) Dec -- 136.4 136.4

CA 01/22 08:30 New Housing Price Index (m/m) Dec -- 0.0 -0.1

CA 01/22 08:30 Wholesale Trade (m/m) Nov -- -0.4 -1.1

CA 01/22 10:00 BoC Interest Rate Announcement (%) Jan 22 1.75 1.75 1.75

US 01/22 10:00 Existing Home Sales (mn a.r.) Dec 5.4 5.4 5.4

US 01/22 10:00 Existing Home Sales (m/m) Dec 1.0 1.5 -1.7

CA 01/22 11:15 BoC's Poloz Speaks to Reporters
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Bank Negara Malaysia cuts its key rate by 25bps to 2.75% in a surprise move that markets and almost all forecasters did 

not anticipate. The central bank’s accompanying statement (here) positioned the move as an insurance or “ pre-emptive 

measure to secure the improving growth trajectory amid price stability” and concluded that the current it judges “stance of 

monetary policy to be appropriate in sustaining economic growth with price stability.” The ringgit accordingly shook off the surprise 

cut on the view that it could be a one-and-done step. 

South Korea’s economy handily beat expectations for Q4 GDP growth. The economy powered forward at a growth rate of 

1.2% q/q at a seasonally adjusted but non-annualized rate (0.7% consensus). Growth improved to 2.2% y/y (1.9% consensus). 

The yearly growth rate was the best since 2018Q4 but the quarter-ago growth rate was the best since 2017Q3. Quality was decent 

as ten of sixteen sectors either posted faster growth or less of a contraction in quarter-ago terms.  

South African inflation landed on the screws at 4.0% y/y (consensus 4.0%, prior 3.6%) with core CPI at 3.8% (3.8% 

consensus, 3.9% prior). Headline inflation registered the first gain since August but this was expected. Core inflation now 

sits at its lowest since October 2011. The South African Reserve Bank targets inflation at 3–6% with a 4.5% mid-point and it has 

been easing policy with two quarter point rate cuts since last July including last week’s reduction. The rand initially depreciated 

after the inflation figures before other forces took over and continued to drive appreciation. 

CANADA 

Canada will be in the spotlight in three separate episodes spanning the time from about 8:30amET through to about 

noon. It all starts with the latest round of inflation data that markets are likely to treat with a passing glance ahead of the 

Bank of Canada’s full suite of communications that starts with the statement and Monetary Policy Report including fresh 

forecasts (10amET) and ends with the joint press conference held by Governor Poloz and Senior Deputy Governor 

Wilkins (11:15amET).  

Comments follow regarding expectations for each step. 

December Headline CPI (8:30amET) 

I've gone a bit low on this but any upside risk to headline CPI will be ignored if core is unchanged. A wide range of headline 

forecasts runs from 1.9% y/y to 2.6% y/y and with the median call at 2.3% (I’m at 2.1%). A shift in year-ago base effects should 

have no influence. Where I suspect the range of year-ago estimates is being derived traces back to uncertainty over exactly how 

soft December prices will be relative to seasonal norms. December is usually a soft month for seasonally unadjusted month-ago 

prices that should weigh down the year-ago rate to 1.9% y/y as a partial effect. The prior month was a typical month for November 

seasonality (so no distorted month-ago jumping off point) but December last year saw firmer prices than normal at that time of year 

which poses a higher than normal jumping off point for the year-ago comps. Gas prices will add more to inflation and probably 

about 0.2 percentage points more as the main upward influence. All totalled, 2.1% assuming unchanged core inflation. The BoC 

has already said they would look through any upside to headline CPI due to gas price influences with the expectation that into 

Spring-onward it should be drifting lower again. 

Core CPI (8:30amET) 

I’ve estimated unchanged rates of trimmed mean, weighted median and common component CPI that should average out to an 

unchanged rate of 2.2% y/y. Two approaches are taken. One is an ARIMA model that forecasts one period ahead out of sample; 

the other is by dropping December 2018 from the basket and drawing inferences about adding December 2019. The risks to these 

approaches include a) obviously we don’t know the distribution of the 55 components that go into the core measures until release, 

and b) there could be revision effects to the baskets over the prior months. 

BoC Statement, MPR (10amET) 

Detailed expectations for the Bank of Canada outlook and its drivers are here and this week’s Canada section of the Global Week 

Ahead offers more (here). 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
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The OIS market is priced for basically nothing from the BoC this month or in March and one-in-four odds of a cut from April–June 

after which about half a cut is priced by September–October. I’d be surprised to see these go materially lower no matter what the 

BoC does today since even if they go optimistic, it will all depend on how well the story tracks into Spring. There is a better case 

for turning more cautious.  

Among the key debates for today include: 

a) Statement text: Statement comparisons to the last statement are not terribly useful when a new MPR is rolled out given 

the text emphasis upon updated forecasts. Nevertheless, there are a few things to monitor. They said they would update fiscal 

policy developments in the January outlook and I’d expect them to indicate that there is no net incremental Federal-provincial 

stimulus to 2020–21 growth. That means it’s all on monetary policy. They said they would assess the adverse impact of trade 

developments and while we have the ‘phase 1’ deal, pushed out European risks and US passage of the USMCA pending 

Canadian passage, Poloz noted that maintained tariffs and uncertainty would be a large and permanent welfare loss to the world 

economy and so how does this affect their external growth forecasts? Key will be whether they maintain “future interest rate 

decisions will be guided by….” language or upgrade/downgrade that concluding bias. There is a solid case for turning more 

cautious/dovish as slight possible improvement in external risks is accompanied by a souring of Canadian risks which is a reversal 

of the Canadian resilience argument relative to the ROW. 

b) 2020Q1 GDP: What is the BoC’s own modelling saying about 2019Q4 GDP (we think roughly 0% growth) and where will 

the BoC put itself on the consensus continuum from 1.3–2.3% projected Q1 GDP growth? That affects how much additional slack 

they think the economy is building. If they go to the high end of consensus then the signal is that widening slack is thought to be 

possibly over. If they go to the lower end, then they’re saying slack keeps modestly building which is disinflationary to them. 

Whether it’s truly disinflationary depends on your faith in malleable, often revised, imprecise output gaps that offer soft connections 

to average core CPI. 

c) Drivers of core CPI: I wouldn’t be surprised to see a box or at least focused comments on drivers of core CPI. They’re 

gaga over output gaps regardless of the merits, but there are very good reasons to view the top three drivers of inflation as being 

driven by transitory idiosyncratic factors. Auto prices, new home price influences upon shelter costs, and grocery costs are the 

three top weighted contributions to CPI by far and none of them has anything to do with output gaps. If they don't address 

idiosyncratics then their inflation guidance will be deficient. 

d) Investment and slack: Poloz spoke to how they are reassessing slack in light of the stronger than expected gain in 

investment in Q3 and upward revisions. Output gap estimates get updated with each MPR. The last time they formally estimated 

slack it was between -0.4% and -0.7% as at Q3 before they then loosely described the economy as at capacity because inflation 

said so. I think that’s playing fast and loose on inflation drivers and slack drivers. With no growth in Q4 they have to say there is 

more slack than previously judged especially given stronger investment. 

e) Household debt: There has been a lot of distorted coverage of this issue. Poloz softened his tone markedly a couple of 

weeks ago when he said that “the stock of household debt is becoming less of a threat over time” because of B20 and other fed/

prov measures and it now appears more manageable. 

f) What’s their updated global forecast? They could leave world GDP either unchanged or revise up. They had 3.1% in 

2020 and 3.3% in 2021. The IMF published 3.3% and 3.4%. Again, the risk is they revise up ROW but not the US and revise 

Canada down. 

BoC press conference (11:15amET) 

This one will have Poloz and Wilkins instead of Poloz solo. The main focus will likely be on some reporter asking the usual 

question: did you contemplate easing now or would you in the fairly near term? What are the criteria that you will be monitoring? 

That second/third trade after the statement and MPR details are absorbed will be the clincher on the day. I would also expect 

some questions on inflation drivers and durability. There is a fair amount of talk in the community on how core inflation is peaking 

or close to peaking with downside risk. What do they think? The MPR won't answer that because they don't forecast core per se. 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
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UNITED STATES 

The US macro calendar only faces existing home sales for December (10amET). The seesaw pattern of ups and downs is 

expected to revert to an up month. It’s the trend that matters, however, and the trends have generally been favourable with rising 

pending home sales likely to continue to fan trend strength in completed transactions (see chart). 

 

 

 

 

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. 1.53 1.53 1.55 1.58 1.58 1.60 1.77 1.78 1.78 2.23 2.24 2.24 Canada - BoC 1.75

CANADA 1.62 1.62 1.63 1.54 1.53 1.55 1.52 1.51 1.53 1.63 1.63 1.66

GERMANY -0.59 -0.58 -0.59 -0.54 -0.53 -0.50 -0.26 -0.25 -0.20 0.25 0.26 0.31 US - Fed 1.75

JAPAN -0.12 -0.12 -0.12 -0.11 -0.10 -0.09 0.00 0.01 0.01 0.45 0.45 0.46

U.K. 0.46 0.43 0.47 0.45 0.43 0.44 0.65 0.63 0.65 1.15 1.15 1.18 England - BoE 0.75

CANADA 9 8 8 -4 -4 -5 -26 -26 -25 -60 -61 -58 Euro zone - ECB 0.00

GERMANY -212 -211 -214 -212 -210 -210 -203 -202 -198 -198 -198 -192

JAPAN -165 -166 -168 -169 -168 -169 -177 -177 -177 -178 -179 -178 Japan - BoJ -0.10

U.K. -108 -110 -109 -113 -115 -116 -113 -114 -113 -108 -108 -106

Equities Mexico - Banxico 7.25

1 Day 1-mo

S&P/TSX -0.1 2.7 Australia - RBA 0.75

Dow 30 -0.5 2.6

S&P 500 -0.3 3.1 New Zealand - RBNZ 1.00

Nasdaq -0.2 5.0

DAX 0.2 2.0

FTSE -0.2 0.2

Nikkei 0.7 0.9 Canada - BoC Jan 22, 2020

Hang Seng 1.3 1.7

CAC 0.1 0.5 US - Fed Jan 29, 2020

Commodities

WTI Crude -0.6 -4.0 England - BoE Jan 30, 2020

Natural Gas 0.5 -18.2

Gold -0.2 5.2 Euro zone - ECB Jan 23, 2020

Silver -0.4 5.6

CRB Index -0.7 -1.9 Japan - BoJ Mar 19, 2020

Currencies

USDCAD -0.1 -0.7 Mexico - Banxico Feb 13, 2020

EURUSD 0.0 -0.1

USDJPY 0.1 0.5 Australia - RBA Feb 03, 2020

AUDUSD 0.1 -1.0

GBPUSD 0.5 1.4 New Zealand - RBNZ Feb 11, 2020

USDCHF 0.2 -1.1

              Spreads vs. U.S. (bps):               

Government Yield Curves (%):
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