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Good morning all and Happy New Year, 

 

Hopefully everyone had a happy holiday season with friends and family…2018 has 

come to an end, which is something we can all be grateful for, and 2019 has 

started off on the right foot. This week, investors have approached markets with a 

more positive attitude with piles of money flowing into stocks and other beaten up 

assets from 2018. Canadian stocks led the charge with a 3% gain, while US stocks 

fared well too, gaining just under 2%. European and Emerging Markets stocks 

gained a little over 1%. Oil prices rallied hard, gaining 8% after a tough 2018 and 

for Canadians, there has also been a marked improvement in the price of Western 

Canadian Select, which makes up most of what Alberta sells. The US dollar gained 

about 0.5%, despite the jump in oil prices.  

 

Much of the market anxiety over the last few weeks has been a result of a growing 

expectation of a potential US recession in the next two years. Economists put the 

risk of a US recession at the ‘highest’ in more than six years amid volatile financial 



markets, a trade war with China and the federal-government shutdown. Analysts 

surveyed by Bloomberg over the past week see a median 25% chance of a slump in 

the next 12 months, up from 20 percent in the December survey, while 56% of 

economists surveyed anticipate a recession starting in 2020. Despite this, the 

median projection for 2019 economic growth is still at 2.5% following 2.9% in 

2018 as the boost from fiscal stimulus fades. Growth is still expected to be buoyed 

by a strong jobs market, rising wages and some lingering effects from tax cuts. If 

the expansion that began in 2009 lasts until July, it would mark 10 years and 

become the country’s longest on record. While things could change, as it stands 

right now I still think the odds of a recession in the US are slim and I would 

categorize the slowdown in economic growth as a ‘normalization’ of growth rates 

to more sustainable, and still very high, growth rates. As the Fed Chair, Jerome 

Powell said this week: “Recessions are most often caused by two things: high 

inflation that forces the Fed to hit the brakes, and bubbles in assets. We don't see 

the two most basic recent causes of recession.''  

 

One of the best metrics for getting a glimpse into the economic outlook is 

purchasing surveys and the US surveys (which are broken down into 

manufacturing and services sectors) showed that the growth outlook has slowed 

markedly from a month ago, though it remains very strong. Much was made about 

the fact that the actual survey results were worse than expected, but on an 

absolute basis they remain very strong. At this stage of the market we are seeing a 

continual regurgitation of ‘me-too’ opinions that, indeed the economic outlook is 

slowing and it’s being reacted to as if it’s new data that the market must re-price 

itself for when in fact it’s usually just a repetition of similar opinions. The World 

Bank, for example, posted an update of their global economic outlook this week 

and lowered their growth expectations. But because they only update their 

outlook every 6 months this is just them catching up to what we already know and 



the market is already priced for. This is one of the ways that market sentiment 

often builds on itself for a period of time before rationality sets in.   

 

One of the catalysts for the extreme volatility at the very end of December was the 

decision by the Fed to raise interest rates, accompanied by a statement of 

confidence about the US economic outlook. The market’s negative reaction was 

somewhat perplexing to me since, at the end of the day, a strong economic 

outlook is good, right? The naysayers (Trump among them), however, are 

suggesting that the Fed runs the risk of going too far and hiking rates too many 

times which may increase the odds of a recession. I do think there is some merit 

to this argument and it is time for the Fed to take a pause and see how the rate 

hikes of the past few months play out in the economy (this generally takes 6-12 

months). The Federal Reserve released the minutes from its policy meeting on 

December 18 and 19 and the minutes signaled that the Fed is acutely aware of the 

delicate balance of ‘removing the punch bowl’ without spoiling the party too 

much. The minutes showed they are likely to hold rates steady for at least a few 

months while they assess the stability of the US economy given the recent 

financial market volatility: “A few participants, however, favored no change in the 

target range at this meeting, judging that the absence of signs of upward inflation 

pressure afforded the Committee some latitude to wait and see how the data 

would develop amid the recent rise in financial market volatility and increased 

uncertainty about the global economic growth outlook.” The Bank of Canada has 

already taken the wait and see approach the Fed is now embarking on and this 

week’s snoozer of a BOC meeting was further confirmation of that. There was no 

change to interest rates, but the BOC lowered their GDP forecast to catch up with 

the rest of the economic forecasts, citing lower oil prices, a housing slowdown, 

trade uncertainty and a notch down in the global economic outlook. It’s the same 

old, same old! 



 

What about China, you may ask? According to a Reuters article, China will set a 

6% to 6.5% GDP growth target for 2019, compared to last year’s growth target of 

6.5% as Beijing gears up to cope with higher US tariffs and weakening domestic 

demand. GDP data later this month is expected to show the Chinese economy 

grew around 6.6% in 2018, which would mark the ‘weakest’ since 1990 and 

analysts are forecasting a further loss of momentum this year before policy 

support steps begin to kick in. As the world’s second largest economy ‘slows’, 

China’s top leaders are closely watching employment levels as factories could 

begin to be forced to shed workers amid a continuation of the trade war with the 

United States despite a more resilient services sector than previous economic 

slowdowns. But really…should we be getting pessimistic about 6 - 6.5% growth?  

 

On the trade front, there were several days of meetings from US and Chinese 

officials this week and although little info was released the market seemed 

optimistic based on the fact the talks went on longer than originally scheduled. 

According to a Bloomberg article, people familiar with internal White House 

deliberations say President Trump wants the US to come to a trade agreement 

with China in order to boost financial markets. Trade officials from the US and 

China gathered in Beijing on Monday to resume face-to-face trade negotiations. 

On Tuesday, President Trump tweeted, “Talks with China are going very well.” 

The meeting was initially scheduled to last two days, but was extended into 

Wednesday. Markets took that as a good sign and reacted positively. The ceasefire 

lasts until March 1, at which time the US is set to increase tariffs on $200 billion 

in Chinese goods unless the two countries come to an agreement. 

 

Have a great weekend, 
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According to a Reuters article, China will set a 6% 

to 6.5% GDP growth target for 2019, 

 

U.S. recession risk hits six-year high amid trade war 

and government shutdown.
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Equities  
Asia is higher overnight while Europe is "at at midday. U.S. 

in"ation numbers will be released at 8:30 ET.. Approximately 

800,000 paychecks are on hold for federal employees as the 

partial government shutdown entered its 21st day. WTI is 

easing after posting nine consecutive sessions of gains. S&P 

futures are down 5 points (-0.2%) ahead of the open. 

Fixed income  
The probability of a U.S. recession is rising, according to 

surveyed analysts who see a median 25% chance (up 10% since 

November) of a downturn in the next 12 months; this puts this 

measure of recession sentiment at its highest level in 6 years. In 

addition to the atrocious December experienced by risk assets, 

other headwinds have piled on to put a cloud over what could 

otherwise become the longest expansion in U.S. history this 

summer.

Markets today

Market Pulse Advancers and Decliners

Equity New Last % Chg S&P/TSX Top Movers

-0.1% Advancers Last % Chg

-0.2%  11.96%

-0.2%  4.35%

 4.33%

Overseas Last % Chg  3.84%

-0.2%  3.80%

-0.5%

-0.3% Decliners Last % Chg

0.5%  -6.83%

1.0%  -6.78%

0.7%  -5.85%

 -5.50%

Commodities Last % Chg  -4.87%

0.3%

0.5% S&P 500 Top Movers

0.9% Advancers Last (USD) % Chg

-0.5%  5.96%

2.6%  5.18%

 4.92%

Currencies Last % Chg  4.31%

0.3%  4.19%

0.3%

-0.1% Decliners Last (USD) % Chg

 -17.69%

Fixed Income Yield Chg (bps)  -4.81%

-2.9  -4.39%

-2.2  -4.13%

-1.2  -4.04%

-1.7

-1.0

Source: Bloomberg
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Strategy and economics
Key developments

 Key U.S. Economic Data Releases

Event Period Survey Actual Prior Commentary

Jobless Claims “Recessions are most often caused by two 

the Fed to hit the brakes, and bubbles in assets. 

``We don’t see the two most basic recent causes 

of recession.’’ 

Prior Session Highlights & Analysis

Event Period Survey Actual Prior Our Thoughts

Jobless Claims Recession odds rise, though jobless claims fall

weekly jobless claims

recession odds of 

25%

Bloomberg Economist Survey of Recession Probability
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Technical corner
Bob Dickey: A small gusher.
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Source: Bloomberg

Date Time   Event   Survey Actual Prior Revised 

01/07/2019 10:00 US Factory orders/durables data postponed 

by government shutdown 

      

01/07/2019 10:00 US ISM Non-Manufacturing Index Dec 59 -- 60.7 -- 

01/08/2019 6:00 US NFIB Small Business Optimism Dec 103 -- 104.8 104.8 

01/08/2019 8:30 US Trade Balance Nov -$54.0b -- -$55.5b -- 

01/08/2019 10:00 US JOLTS Job Openings Nov -- -- 7079 -- 

01/08/2019 15:00 US Consumer Credit Nov $16.000b -- $25.384b -- 

01/08/2019 11-Jan US Advance Goods Trade Balance Nov -$76.0b -- -$77.2b -$77.0b 

01/08/2019 11-Jan US Wholesale Inventories MoM Nov P 0.50% -- 0.80% -- 

01/08/2019 11-Jan US Retail Inventories MoM Nov -- -- 0.90% 0.80% 

01/08/2019 11-Jan US New Home Sales Nov 568k -- 544k -- 

01/08/2019 11-Jan US New Home Sales MoM Nov 4.50% -- -8.90% -- 

01/08/2019 11-Jan US Construction Spending MoM Nov 0.20% -- -0.10% -- 

01/08/2019 11-Jan US Factory Orders Nov 0.30% -- -2.10% -- 

01/08/2019 11-Jan US Factory Orders Ex Trans Nov F -- -- 0.30% -- 

01/08/2019 11-Jan US Durable Goods Orders Nov F -- -- 0.80% -- 

01/08/2019 11-Jan US Durables Ex Transportation Nov F -- -- -0.30% -- 

01/08/2019 11-Jan US Cap Goods Orders Nondef Ex Air Nov F -- -- -0.60% -- 

01/08/2019 11-Jan US Cap Goods Ship Nondef Ex Air Nov F -- -- -0.10% -- 

01/09/2019 7:00 US MBA Mortgage Applications 04-

Jan 

-- -- -8.50% -- 

01/09/2019 14:00 US FOMC Meeting Minutes 19-

Dec 

-- -- -- -- 

01/10/2019 8:30 US Initial Jobless Claims 05-

Jan 

225k -- 231k -- 

01/10/2019 8:30 US Continuing Claims 29-

Dec 

1700k -- 1740k -- 

01/10/2019 8:45 US Bloomberg Jan. United States Economic 

Survey 

      

01/10/2019 9:45 US Bloomberg Consumer Comfort 06-

Jan 

-- -- 59.6 -- 

01/10/2019 10:00 US Wholesale Inventories MoM Nov F 0.50% -- -- -- 

01/10/2019 10:00 US Wholesale Trade Sales MoM Nov -- -- -0.20% -- 

01/11/2019 8:30 US CPI MoM Dec -0.10% -- 0.00% -- 

01/11/2019 8:30 US CPI Ex Food and Energy MoM Dec 0.20% -- 0.20% -- 

01/11/2019 8:30 US CPI YoY Dec 1.90% -- 2.20% -- 

01/11/2019 8:30 US CPI Ex Food and Energy YoY Dec 2.20% -- 2.20% -- 

01/11/2019 8:30 US CPI Core Index SA Dec -- -- 259.481 -- 

01/11/2019 8:30 US CPI Index NSA Dec 251.08 -- 252.038 -- 

Market snapshot
Calendar of events
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Market snapshot
Number crunching

All values are as at close of previous trading day.

NUMBER CRUNCHING

Utilities
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Market snapshot
Number crunching

All values are as at close of previous trading day.
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Prime Rate US

DEX Univ Bond Indices (As of December 31, 2018)

Money Market*

Economic Indicators**

US Treasury Government of Canada

DEX Univ Overall Bond TR 

US Treasury Government of Canada

DEX Univ Overall Bond TR 
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