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ON DECK FOR WEDNESDAY, JUNE 10 

KEY POINTS: 

 Markets hesitant ahead of the Fed 

 Summary FOMC expectations 

 Wall Street’s equity valuation obsession versus the Fed’s dual 

mandate 

 US CPI little changed 

 Chinese financing activity is accelerating with stimulus efforts 

 OECD offers forecast effects of a second-wave… 

 ...but it makes the tenuous assumption that shutdowns would result 

 Chinese inflation eases with pork prices; core unchanged 

 Brazilian inflation drops to lowest since 1999 
 

INTERNATIONAL 

Uncertainty into the FOMC communications this afternoon is driving a generally 

cautious move across asset classes. Warning’s from the CDC head and forecast 

revisions from the OECD including second-wave shock scenarios are adding to the 

cautious mood. Ignored are bullish signals from Chinese financing figures that 

reaffirm stimulus efforts. Inflation updates from China, the US and Brazil were 

generally in line with expectations and not the main focus anyway. Canada remains 

quiet by way of any fresh risk catalysts other than imported developments.  

 US equities are little changed on balance as the Nasdaq gains about ½%, 

the S&P is off by under ¼% and the Dow is down by over 1%. The TSX is 

down by about ½%. European equities are lower with London little changed 

but other European bourses down by about ½%. 

 Global sovereign bonds are somewhat mixed. US Treasury yields are 

rallying in 2s10s bull flattener fashion. Canada’s curve is also rallying by 2–

4bps across maturities and outperforming at the long end. Yields on gilts are 

down by 4–5bps across maturities. EGBs are where the mixed part comes 

in as bunds are slightly dearer across longer maturities, flat in France, but 

cheaper elsewhere. 

 Oil prices are down again by around 2% in the case of both WTI and Brent. 

 The USD is slightly softer in tone overall and mostly due to appreciating 

crosses including the yen, euro, Swiss franc and won. CAD, the A$/NZ$ and 

Mexican peso are leading depreciating currencies versus the USD. 
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Country Date Time Indicator Period BNS Consensus Latest

US 06/10 07:00 MBA Mortgage Applications (w/w) Jun 5 -- -- 9.3

US 06/10 08:30 CPI (m/m) May 0.1 0.0 -0.1

US 06/10 08:30 CPI (y/y) May 0.2 0.3 0.1

US 06/10 08:30 CPI (index) May -- 256.8 256.4

US 06/10 08:30 CPI ex. Food & Energy (m/m) May 0.1 0.0 -0.1

US 06/10 08:30 CPI ex. Food & Energy (y/y) May 1.4 1.3 1.2

US 06/10 14:00 FOMC Interest Rate Meeting (%) Jun 10 0.25 0.25 0.25

US 06/10 14:00 Treasury Budget (US$ bn) May -- -504 -208

US 06/10 14:30 Fed's Powell Holds Press Conference
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China updated financing figures for May and they are tracking strongly in support of recovery. They were roughly in line with 

expectations except for somewhat slower than expected growth in domestic currency loans. Charts 1–4 show how powerful this 

year’s growth in aggregate financing and yuan loan flows have been, and how growth in the stock of aggregate financing vehicles 

has accelerated while the stock of yuan loans has maintained growth at a steady pace. Government and corporate bond issuance 

has supplemented yuan loans as the major drivers of financing activity. 

Chinese CPI slipped a bit more than forecast at 2.4% y/y (3.3% prior, consensus 2.7%). Core CPI was unchanged at 1.1% y/y. 

Food prices were the main driver of slower inflation including a diminished Swine Flu effect upon pork prices. Chart 5 shows the 

deceleration in headline inflation and how core inflation is well below what has tended to be a 3% overall inflation target over the 

years until this year’s suspended if not cancelled targets. 

The OECD updated its macro projections this morning. Charts 6–7 (page 4 given their size) offer the more interesting angle on their 

forecasts in that they seek to estimate the impact of the feared second-wave of COVID-19 cases on world growth this year and next 

if such a second wave emerged this year. The result is perhaps not unexpectedly deeper declines this year and in most cases 

quicker growth next year as economies emerge from deeper pits than in the base case. In one sense this deserves a high degree of 

skepticism since a) none of the COVID effects can be modelled and so the guesswork around the scenarios is super high, and b) 

they assume that a second wave would prompt another round of shutdowns which I’m not sure we’d see this time around. In any 

event, the incremental information is kind of otherwise lagging here as the OECD updates forecasts that were last produced in 

March while consensus and ourselves have been providing fresher views throughout. As a consequence, apart from the value to the 

shock-minus-control second wave effort, the rest is mostly about the OECD updating its stale forecasts. Kudos, however, for at least 

making the attempt as governments and central banks have generally otherwise shied away from forecasting anything. 

Brazil’s inflation rate fell by roughly what consensus had expected and sank to its lowest rate since January 1999. May’s reading 

was 1.88% y/y (1.8% consensus, 2.4% prior). The main drivers of the softening were lower housing (1.7% y/y, 2.9% prior)(, clothing 

(-0.2% y/y, +0.7% prior), weaker transportation prices (-4% y/y, -2% prior), and softer health/personal care prices (2.3% y/y, 3.0% 

prior). The main source of upward pressure was the food and beverage category (+6.9% y/y, 6.1% prior). 

UNITED STATES 

The FOMC is the dominant focus today. The statement and full forecasts including the dot plot land at 2pmET followed by Chair 

Powell’s press conference at 2:30pmET. Summary expectations include: 

 no further new policy measures; 

 No change in forward rate guidance with risk of strengthening; 

 No dot plot expectations for rate hikes until deep into the forecast period; 
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 Potential reference to yield curve targeting with the greatest likelihood being discussion in the minutes three weeks hence; 

 Chair Powell may sound cautiously optimistic toward the outlook but emphasize the length of time needed to arrive back at the 

dual mandate targets in a prolonged period of nurturing the recovery; 

 In the presser, Powell may push back on asset bubble talk by sweeping across asset classes. Price to 2021 forward earnings 

expectations for the S&P500 is not particularly rich. Commodities and housing affordability likewise.  

 Powell is likely to emphasize the Fed has a dual mandate that they focus upon and while they keep an eye on asset markets 

as they feed back on that mandate, the evidence of such effects is very limited and subject to influence by macroprudential 

policy tools. 

In short, Wall Street’s obsessions with the stock market are likely to come up against the Fed’s more main street oriented dual 

mandate and the steep climb toward getting back to targets. 

As a higher frequency indicator for US housing markets, 

mortgage purchase apps continue to rip. They were up by 

another 5.3% w/w last week (same as prior week) and have 

risen every week since April 10th to just a hair below the peak 

in January that had been the highest volume in over 11 years. 

US CPI inflation landed roughly in line with expectations. 

Headline inflation ebbed to 0.1% y/y (0.3% prior and 0.3% 

consensus) while core CPI inflation was 1.2% y/y (1.3% 

consensus, 1.4% prior). The big prior deceleration eased up in 

the May readings that surprised only slightly lower. As chart 8 

shows, core CPI points toward a small further deceleration in 

core PCE inflation at a rate below 1% y/y when we get the PCE 

figures on June 26th. Chart 9 shows the weighted contributions 

to the headline year-over-year rate of overall inflation. Housing 

remains the dominant driver of inflation along with health 

related categories while transportation weighs down the 

reading amidst a lot of other muted contributions. 
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Fixed Income

Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk

U.S. 0.18 0.20 0.19 0.36 0.40 0.37 0.78 0.83 0.75 1.55 1.58 1.53 Canada - BoC 0.25

CANADA 0.29 0.30 0.31 0.41 0.44 0.45 0.60 0.63 0.62 1.14 1.19 1.20

GERMANY -0.62 -0.61 -0.63 -0.57 -0.56 -0.58 -0.33 -0.31 -0.35 0.16 0.20 0.12 US - Fed 0.25

JAPAN -0.14 -0.14 -0.14 -0.10 -0.10 -0.12 0.03 0.02 0.02 0.55 0.55 0.53

U.K. -0.04 0.01 -0.01 0.03 0.08 0.05 0.28 0.34 0.27 0.67 0.73 0.71 England - BoE 0.10

CANADA 10 9 12 5 4 8 -19 -20 -13 -40 -39 -33 Euro zone - ECB 0.00

GERMANY -80 -81 -82 -94 -96 -94 -111 -114 -110 -138 -138 -141

JAPAN -33 -34 -33 -46 -51 -48 -76 -81 -73 -100 -103 -100 Japan - BoJ -0.10

U.K. -22 -20 -20 -33 -32 -32 -50 -49 -47 -88 -84 -82

Equities Mexico - Banxico 5.50

1 Day 1-mo

S&P/TSX -0.5 5.2 Australia - RBA 0.25

Dow 30 -1.0 11.0

S&P 500 -0.4 9.0 New Zealand - RBNZ 0.25

Nasdaq 0.3 9.4

DAX -0.6 15.0

FTSE -0.2 6.5

Nikkei 0.1 14.6 Canada - BoC Jul 15, 2020

Hang Seng -0.0 3.4

CAC -0.7 11.2 US - Fed Jun 10, 2020

Commodities

WTI Crude -2.4 53.7 England - BoE Jun 18, 2020

Natural Gas 1.6 -1.5

Gold 0.5 1.3 Euro zone - ECB Jul 16, 2020

Silver -0.0 17.7

CRB Index -0.4 10.5 Japan - BoJ Jun 16, 2020

Currencies

USDCAD 0.0 -4.2 Mexico - Banxico Jun 25, 2020

EURUSD 0.3 5.2

USDJPY -0.5 -0.4 Australia - RBA Jul 07, 2020

AUDUSD 0.6 8.0

GBPUSD 0.2 3.4 New Zealand - RBNZ Jun 23, 2020

USDCHF -0.6 -2.9

              Spreads vs. U.S. (bps):               

Government Yield Curves (%):
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