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ON DECK FOR FRIDAY, FEBRUARY 26 

KEY POINTS: 

• Global central bankers diverge into G20 meetings 

• BoE’s Haldane warns on inflation, gilts frown 

• ECB’s Schnabel follows Lane on bond warning 

• RBA exerts control over 3s target in broader steepening 

• US House starts the horse trading on path to stimulus bill 
 

INTERNATIONAL 

There is a bit more variety across central bank perspectives toward the bond 

market this morning and it’s driving some divergence across markets. This 

follows yesterday’s yield spike that was in place prior to but aggravated by the 

weak 7s auction (chart 1). The narrative on the bond market changed markedly 

post-US election, as momentum built toward two US fiscal relief bills within three 

months of one another that add around a dozen points of nominal GDP to the 

picture and as vaccine take-up has become much more positive in the US. A 

booming US consumer lies ahead. This remains, in my view, a fundamentals-led 

cheapening with technical factors following. 

On what we are hearing from central banks into this morning it’s either that they 

are uncoordinated as a group into the G20 finance ministers and central bankers 

meeting today into tomorrow, or merely speaking toward local conditions. I think 

it’s a bit of both and one shouldn’t expect a unified stance toward the bond 

market out of the G20.  

For one thing, no other central bank faces as material a pick-up in fiscal policy 

combined with as much progress on vaccines as the Federal Reserve and so 

that perhaps explains its complacency toward the bond selloff. The BoC has 

adopted a similar line. What about the others? Markets are being influenced by 

remarks and action by three other central banks this morning.  

The Bank of England’s Chief Economist Andy Haldane drove yields higher 

across the curve this morning when he warned: 

“There is a tangible risk inflation proves more difficult to tame, requiring 

monetary policymakers to act more assertively than is currently priced 

into financial markets. People are right to caution about the risks of 
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Country Date Time Indicator Period BNS Consensus Latest

CA 02-26 08:30 IPPI (m/m) Jan -- 1.9 1.5

CA 02-26 08:30 Raw Materials Price Index (m/m) Jan -- -- 3.5

US 02-26 08:30 PCE Deflator (m/m) Jan 0.3 0.3 0.4

US 02-26 08:30 PCE Deflator (y/y) Jan 1.4 1.4 1.3

US 02-26 08:30 PCE ex. Food & Energy (m/m) Jan 0.0 0.1 0.3

US 02-26 08:30 PCE ex. Food & Energy (y/y) Jan 1.3 1.4 1.5

US 02-26 08:30 Personal Spending (m/m) Jan 3.0 2.5 -0.2

US 02-26 08:30 Personal Income (m/m) Jan 11.2 9.5 0.6

US 02-26 08:30 Wholesale Inventories (m/m) Jan P -- 0.4 0.3

US 02-26 09:45 Chicago PMI Feb -- 61.0 63.8

US 02-26 10:00 U. of Michigan Consumer Sentiment Feb F -- 76.5 76.2
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central banks acting too conservatively by tightening policy prematurely. But, for me, the greater risk at present is of 

central bank complacency allowing the inflation (big) cat out of the bag.” 

I’m with him, at least across the Anglo-American markets. 

Over at the ECB, Executive Board member Schnabel followed up yesterday’s remarks by the ECB’s Chief Economist 

Lane about being flexible with the PEPP with her own warning that there is a limit to what the ECB will tolerate via higher 

yields. She argued that higher real long-term rates “even if reflecting improved growth prospects” could be premature and “Policy 

will then have to step up its level of support.” The Eurozone is behind on vaccinations, not facing the same fiscal impulse as the 

US and frankly more growth-challenged at the best of times. Still, even a powerful central bank faces its own limits on the upside of 

the global recovery slope if it seeks to interfere with where bond markets wish to go. My personal belief is that the ECB shouldn’t 

be worried about the moves in 10 year bunds or French 10s or Italian 10s that collectively are approaching pre-pandemic yields in 

the context of reasonable expectations for a stronger global outlook. That can hardly be labelled a clear overshoot. 

The RBA again stepped up purchases at the 3-year section of the curve in a further attempt at enforcing its 0.1% target. 

This time it generally worked—sort of—by bringing the yield to about 0.1% whereas it had strayed above that target since February 

17th and was stubbornly refusing to edge lower following prior efforts over recent days. Still, the curve massively bear steepened 

as Australia’s 10 year yield soared another 17bps and is up by about 110bps since November with accelerated selling since mid-

February.  

Overnight releases on the macro calendar were of little consequence.  

UNITED STATES 

US releases will be the main focal point on the macro calendar to close out the week as the US House of Representatives takes 

up the Biden stimulus package as a first step toward passing both chambers and reconciling differences before a bill lands on 

President Biden’s desk for signing before unemployment benefit extensions expire around a mid-March timeline. Personal 

income, consumption, the saving rate and the Fed’s preferred inflation rates will be updated with readings for January at 

8:30amET. 

Personal income growth will be very strong and despite spending some of that, most of it will be hoarded which is the typical 

pattern when stimulus is thrown out. Hoarded amounts sitting around in cash and near-cash holdings will be the stimulus gift that 

keeps on giving and their redeployment could well drive a very strong consumer. 

I’ve estimated nominal personal income growth at +11% m/m SA in January. That’s based on the US$166B cost of US$600/pp 

stimulus cheques plus the extra US$300/week for just under 10 million unemployed Americans, as well as reasonable 

assumptions on other PI components. 

We already know that US retail sales were very strong at 5.3% m/m which should pop nominal total consumer spending up by +/-3% 

given the way the retail control group translates into consumption and the assumption that more dominant services spending growth 

will be weak. 

Given those two points, I figure the personal saving rate will spike to about 24% which would be the highest since May. 

Factoring in assumed passage of the Biden bill in March and disbursements by April translates into forecast quarterly annualized 

consumption growth of 20% in Q1 and about 28% in Q2 (chart 2). April incomes could rise by toward 30% m/m. These would be 

the two strongest back-to-back quarterly gains in total personal income on record. 

As for PCE and core PCE inflation measures, I went with a tick higher on PCE to 1.4% y/y (1.3% prior) but a tick lower on core 

PCE to 1.4% (1.5% prior) based on what we learned about CPI on the 10th, the composition of CPI relative to how it translates into 

PCE and slightly different base effects for PCE. I can’t see that mattering a whole lot as a backward looking inflation gauge in a 

forward-looking market.   
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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. 0.15 0.17 0.11 0.77 0.82 0.58 1.46 1.52 1.34 2.23 2.28 2.14 Canada - BoC 0.25

CANADA 0.33 0.32 0.23 0.95 0.94 0.64 1.46 1.46 1.20 1.92 1.91 1.79

GERMANY -0.65 -0.65 -0.68 -0.55 -0.55 -0.61 -0.25 -0.23 -0.31 0.20 0.24 0.21 US - Fed 0.25

JAPAN -0.11 -0.09 -0.11 -0.06 -0.05 -0.07 0.16 0.15 0.11 0.76 0.75 0.69

U.K. 0.13 0.11 -0.01 0.40 0.37 0.20 0.82 0.78 0.70 1.38 1.39 1.27 England - BoE 0.10

CANADA 18 15 12 18 12 6 -0 -7 -13 -31 -36 -34 Euro zone - ECB 0.00

GERMANY -80 -83 -79 -132 -137 -118 -171 -176 -164 -202 -203 -192

JAPAN -26 -26 -21 -83 -87 -65 -130 -137 -123 -147 -153 -145 Japan - BoJ -0.10

U.K. -3 -7 -12 -37 -45 -38 -64 -74 -64 -85 -89 -87

Equities Mexico - Banxico 4.00

1 Day 1-mo

S&P/TSX -1.4 2.5 Australia - RBA 0.10

Dow 30 -1.8 1.5

S&P 500 -2.4 -0.5 New Zealand - RBNZ 0.25

Nasdaq -3.5 -3.7

DAX -0.7 -0.6

FTSE -1.6 -1.6

Nikkei -4.0 1.5 Canada - BoC Mar 10, 2021

Hang Seng -3.6 -1.4

CAC -1.0 3.6 US - Fed Mar 17, 2021

Commodities

WTI Crude -1.8 18.6 England - BoE Mar 18, 2021

Natural Gas -2.2 2.2

Gold -0.6 -4.9 Euro zone - ECB Mar 11, 2021

Silver 0.6 8.9

CRB Index -0.3 10.9 Japan - BoJ Mar 19, 2021

Currencies

USDCAD 0.4 -0.3 Mexico - Banxico Mar 25, 2021

EURUSD -0.5 -0.4

USDJPY 0.0 2.5 Australia - RBA Mar 01, 2021

AUDUSD -1.6 0.0

GBPUSD -0.7 1.3 New Zealand - RBNZ Apr 13, 2021

USDCHF 0.1 2.1

              Spreads vs. U.S. (bps):               

Government Yield Curves (%):
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