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KEY POINTS: 

 Strong risk-off sentiment sweeps across global financial markets 

 The Fed’s powerful actions need time to work through markets 

 The Fed’s stimulus will start to be implemented today 

 BoK cuts 50bps, expands collateral 

 BoJ adds to purchases of JGBs, ETFs, corporate bonds and CP… 

 …and introduces new lending programs 

 Chinese indicators retreat at record pace  

 US Empire manufacturing gauge on tap 

 CDN home sales due 

 Global week ahead highlights 
 

INTERNATIONAL 

A strong risk-off session is kicking off the week as the weekend headlines 

summing up economic damage stemming from the COVID-19 virus sink in with 

markets constantly on guard for further headline risk and stimulus actions. A 

range of factory closures, border restrictions, school closings and social 

distancing policies including virtually shutting down large parts of Europe’s 

economy as well as the entertainment scenes in New York and LA were among 

the headlines.  

The media is playing up the argument that the Fed’s actions yesterday failed to 

calm markets, but I think that’s off base and being a tad opportunistic for a 

financial market audience and for at least three reasons. First, we’ve only had 

the announcements; the implementation effects are all ahead of us and starting 

today including the start of Treasury and agency MBS purchases, with effects of 

dollar swap line and discount window borrowing among the tools to be 

implemented over time. These are very powerful measures that the Fed has 

introduced and several of them offer theoretically unlimited stimulus (swap lines, 

discount window borrowing) while the Fed can always expand Treasury and 

MBS purchases if needed toward QE1–3 scales or even the open-ended QE3 

program. The proceeds will work their way through the system gradually but rest 

assured that MASSIVE amounts of liquidity are coming to global financial 

markets from the central bank to the world. Patience is nevertheless in short 

supply in the Twitter age, but give time for these powerful measures to work 

their way through markets.  

Secondly, the aim of the actions is not to stamp out downside risk to stocks and 

commodities, rather than to ensure that at least the financial system functions in 

reasonably proper fashion. Go here for my assessment of the Fed’s overall 

actions that was sent last evening. 

ON DECK FOR MONDAY, MARCH 16 

Country Date Time Event Period BNS Consensus Latest

US 03/16 08:30 Empire State Manufacturing Index Mar -- 5.1 12.9

US 03/16 16:00 Total Net TIC Flows (US$ bn) Jan -- -- 78.2

US 03/16 16:00 Net Long-term TIC Flows (US$ bn) Jan -- -- 85.6

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.scotiabank.com/content/dam/scotiabank/sub-brands/scotiabank-economics/english/documents/scotia-flash/scotiaflash20200315.pdf
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 Third, if the concern is that being at the lower bound for the policy rate and ruling our negative rates means the Fed is now out of 

firepower, then forget such talk. They can easily—and dramatically—boost Treasury and MBS purchases to higher volumes if 

needed and several of the forms of stimulus that were rolled out are theoretically unlimited. Pursuing direct assistance tools 

remains an as-yet unexplored option. 

Nevertheless, the Fed obviously needs help from health practitioners, fiscal policy and both employers and households pursuing 

social distancing practices. Through it all, time is required to get to peak case loads and for the lagging effects of stimulus to work 

their way through the system. 

Other central banks joined the fray overnight. In addition to the 75bps cut by the RBNZ and liquidity injections by the RBA that 

occurred last evening, the Bank of Korea cut (see below) and the Bank of Japan offered a series of new measures adding up to 

modest additional stimulus (see below). The Bank of England’s incoming Governor Bailey indicated “you’ll see prompt action again 

when we need to take it” which seems like a bit of an oxymoron to me; prompt, just don’t hold your breath.  

Lost in it all—but not helping—was a series of very weak macro readings out of China that showed record paces of contraction 

(see below). 

 US Treasury yields are down by 14–22bps across the curve with 5s–10s rallying the most. Canada’s curve is rallying by 12–

14bps through 10s. The gilts curve is rallying by much less, but yields are still down by a considerable 4–5bps across 

maturities. Bunds are very slightly dearer. Italian bonds continue to get walloped on virus effects as well as Lagarde’s 

comments last week; yields are up by about 16–18bps through to the 10s section of the curve.  

 Oil prices are down by about 8–11% with WTI slipping beneath US$30 per barrel and Brent at just above US$30 for 

remarkable parity between the benchmarks.  

 Gold is down by US$58 to US$1473/oz.  

 US equity markets will drop sharply at the 9:30amET cash market open after futures tumbled and hit circuit breaker limit 

downs overnight. European cash markets are down by about 7–10% across the exchanges. Asian bourses fell by as little as 2 

½% (Nikkei) and as much as about 8% in India. Mainland China’s stocks fell by 3 ½% to 4 ¾% while HK fell 4% and Seoul 

was off by 3.2%. 

 The USD is depreciating somewhat on balance, but unevenly so. The yen, Swiss franc, Euro and sterling are leading the 

appreciating crosses. The weakest crosses are the commodity-related ones including the Mexican peso (down 2.8%), rand (-

2.25%), CAD (-3/4%) and A$ (-½%). The NZ$ fell over 1% to the USD after the RBNZ cut. 

The Bank of Japan held an emergency meeting overnight instead of Thursday’s scheduled meeting and added a modest 

amount of extra stimulus explained in seven statements posted to its web site (here). Three new loan and liquidity programs 

were added. The BoJ expedited purchases of JGBs, exchange traded funds, corporate bonds and commercial paper. It also 

decided to increase purchases of JGBs by an additional 100 billion in each of the 3–5 and 5–10 year buckets. ETF purchases 

were doubled from an annual target of 6 trillion to 12 trillion. Corporate bond and CP purchases were also increased. The BoJ lefts 

its policy balance rate unchanged at -0.1% but Governor Kuroda guided he could take it lower. The nominal 10 year JGB target 

was also left unchanged at around 0% +/- 20bps. 

The Bank of Korea held an emergency meeting and cut its 7-day repo rate by 50bps to 0.75% this morning. A short 

accompanying statement announced that eligible collateral for open market operations would be expanded to include bank 

debentures (here).  

Chinese macroeconomic indicators for February plummeted. The overnight releases showed that retail sales fell 20.5% 

during January and February over the same period last year to control for the shifting timing of the annual Lunar New Year. 

Industrial output fell 13.5% on the same basis. Fixed asset investment shrank by 24.5%. These are unprecedented rates of 

contraction far in excess of the impact of the GFC. The direction is of course not unexpected as the coronavirus shut down much 

of China’s economy, but the magnitude is breathtaking. 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.boj.or.jp/en/index.htm/
https://www.bok.or.kr/eng/bbs/E0000634/view.do?nttId=10057026&menuNo=400069
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The rest of the week’s focus for Asia-Pacific markets will include three central bank decisions on Thursday (or earlier…) 

including Bank Indonesia, Bangko Sentral ng Pilipinas and Taiwan. The PBOC is expected to cut its Loan Prime Rates on 

Thursday. Australia updates its jobs report on Wednesday. Light—and stale—midweek macro reports will include Q4 GDP growth 

in New Zealand and both CPI and trade figures from Japan. 

Calendar-based risk in Latin America will focus upon Brazil’s central bank that is expected to ease (Wednesday) and 

stale Q4 Chilean GDP that same day. 

European markets face light calendar-based risk this week. The Swiss National Bank delivers policy decisions on 

Thursday. Light Eurozone releases will include the ZEW investor expectations figures (tomorrow) as well as industrial sales and 

orders back in January (Wednesday). UK jobs and wages will be updated on Tuesday for wayyy back in January which seems like 

an eternity ago by now.  

UNITED STATES 

Only the Empire manufacturing gauge is on tap for release today (8:30amET). A cooler pace of expansion is likely, but the 

backward reading for February will be ignored. 

With yesterday’s FOMC meeting in lieu of Wednesday’s, the rest of the week’s focus got considerably lighter at least in terms of 

calendar-based risk. Macro reports covering the month of February will include retail sales (Tuesday), industrial production 

(Tuesday), housing starts (Wednesday) and existing home sales (Friday). The Philly Fed’s business outlook gauge will be updated 

on Thursday for March.  

CANADA 

Was Friday’s BoC rate cut a pre-emptive move as they got the veiled heads up from the Fed that it was on the verge of introducing 

major stimulus, or is more to come perhaps this week? The central bank could once again combine actions with expected stimulus 

guidance from Finance Minister Morneau this week. OIS is pricing a full 50bps cut and return to 0.25% for the policy rate by the 

April 15th decision or sooner which remains our forecast. 

Canada updates existing home sales for February this morning (9amET). Zero market effect is ever really anticipated, but 

especially today. February’s sales likely offer a rearview mirror on the housing market as home sales face the competing 

influences of lower rates versus the confidence shocks posed by the COVID-19 virus and OPEC+ breakdown. 

As for the duration of the week, the dominant focus will be upon potential stimulus measures including Alberta’s expected stimulus 

announcement by week’s end. All backward looking macroeconomic indicators will be thoroughly irrelevant, but calendar-based 

risk will include another expected weak manufacturing sales report for January (Tuesday), softer headline CPI in February 

(Wednesday) and volatile retail sales during January (Friday). 
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