Talking Points
The latest view on the economy

February 15, 2019

Somebody Call 9-1-1…

Douglas Porter, CFA, Chief Economist • douglas.porter@bmo.com • 416-359-4887
...And, no, not because there is an emergency on the border—it’s up to the reader to
decide whether that’s the case. And, no, not because markets are struggling
mightily—it’s quite the opposite, with stocks rolling higher yet again this week.
Instead, it’s because the run of economic data globally has been so awful lately.
The dismal 1.2% decline in December U.S. retail sales almost made us long for the
days of the data void. It also raises some serious doubts on arguably the last
remaining stronghold for global growth—the U.S. consumer. At the same time, initial
jobless claims have been quietly drifting higher, moving to a one-year high on the
rolling average and raising a flicker of doubt on whether even the vaunted job market
is still so healthy. Piling on, manufacturing production fell 0.9% in January, the
second-largest monthly drop in the past five years.
Even Canada got into the act. Following the encouraging pop in January jobs,
manufacturing sales volumes fell 1.2% in December, leaving them below year-ago
levels for the first time since 2016. This drop comes on the heels of a 0.1% sag in
November GDP, and raises the distinct possibility of a two-month setback—all just
before Alberta’s mandated oil production cuts began in January. The economy will
do well to top 1% growth in both Q4 and Q1 given this lacklustre background.
The story hardly improves as we head overseas. Europe and Japan are slow, period.
In a refreshing burst of clarity, the ECB’s Coeure bluntly stated that “the slowdown
has been stronger and broader than we expected”. This week’s official Q4 GDP
results were not bad, they just weren’t good. Looking past the quarterly quirks, the
best gauge is the annual trend, and on that measure, growth in the Euro Area is now
just 1.2% y/y (and just 0.6% in Germany) and nil in Japan. It’s little better in the
U.K., where Brexit uncertainty seems to be finally weighing heavily on growth.
While Q4 was no worse than expected (up 0.2% and 1.3% y/y), a deep drop in
December GDP was a bad hand-off to 2019.
China had already sent up flares around a cooler economy, notably in some of the
PMI figures. The key report this week was January’s trade data, and they were better
than anticipated, albeit with the usual caveats over any economic data and the timing
of Lunar New Year. Exports managed to pop 9% y/y, although imports were still
down 1.5% y/y. Specifically, imports from the U.S. plunged 41% y/y, down from
double-digit advances as recently as mid-2018. (Curiously, imports from Canada
have rocketed 37% y/y at the same time, a divergence previously unheard of, and a
heavy hint that massive trade diversion is underway amid the U.S./China wrangling.)
Markets took most of the economic news in stride, aside from a brief shudder on
the U.S. retail result. In part, the mild investor response was because softness was
already known/suspected, or the weakness was suspect (e.g., retail sales). As well,
this week brought a pair of non-negative events. A second U.S. government
shutdown was averted (albeit at the price of a national emergency), and there actually
did seem to be some bi-partisan cooperation on the spending agreement (votes in the
House and Senate had strong majorities).
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Next, optimism continues to build on the U.S./China trade talks, even with some
stark warnings on structural issues. It seems quite likely that the March 1 deadline
will “slide” out a month or two. We have long railed that hopes for a quick, full-meal
deal on IP protection and technology transfers are pie in the sky, but a partial deal on
trade (with an agreement to keep negotiating on other issues) would be a reasonable
outcome. This may not be a full win-win resolution, but it also is certainly not a loselose proposition, which a deepening of the trade battle would be.
With hope springing eternal among investors on the trade file, the soft economic data
have had little lasting impact on markets. For example, despite this week’s run of
disappointing figures, Treasury yields actually rose a tad on net, with 10s up 3 bps to
2.67% (not far from where they started the year) and 2s up 5 bps to 2.52%.
Meantime, stocks had a solid week overall, with the S&P 500 up more than 2% and
the Dow aiming for its eighth consecutive weekly advance. The TSX also had a
hearty gain and is now up 10.7% so far this year. Fun fact: that is already a better
gain than all but one of the past eight full-year totals (only 2016 was stronger at
+17.5%). The U.S. dollar was slightly firmer on the week, despite the hit from the
retail figure, although it held about steady against the Canadian dollar. The loonie
benefited from a further recovery in oil prices, as fresh evidence that OPEC had
indeed cut output meaningfully at the start of 2019 spurred WTI up 5% this week to
over $55.
Next week should be much quieter on the economic front—a holiday-shortened affair
with few major economic releases. However, we will hear from the Fed in the FOMC
minutes for the sea-change January meeting, as well as from BoC Governor Poloz on
Thursday. We doubt either will be declaring any emergency, but the tone is likely to
take a much more cautious turn on both fronts, appropriately so.
The highlight economic report of the week was no doubt the stunning drop in U.S.
retail sales for December. We won’t drag this result through the mire any further, as
it’s amply covered off elsewhere (see below). Instead, we will note that this (quite
important) report had been delayed by more than four weeks by the 35-day
government shutdown—and wouldn’t it have been oh-so-helpful to have had this
crucial piece of data on hand when the Fed met in late January? But what really irks
is that even with the said 35-day shutdown, the U.S. government still managed to get
December retail sales out eight days BEFORE Statistics Canada will release its
version of the shopping event (out next Friday). It remains baffling that it takes 53
days for StatsCan to produce an estimate of retail sales in this day of instant info,
when the retailers likely know their sales tallies for a month when the clock strikes 12
the last day. Rant finished.
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With deep apologies to Gordon Lightfoot and to those who were already subjected to
this in AM Charts, here is my response to the December U.S. retail sales report:

The Wreck of the Retail Consumer
The legend lives on from the economists on down
Of the big force they called ‘U.S. consumer’
The buyer, it is said, never gives up fer dead
When the skies of December turn gloomy
With a load of shutdown, eight hundred thousand less round
Ran the Retail Consumer nearly empty
That good shop and crew was a bone to be chewed
When the gales of December came early
The force was the pride of the American side
Coming back from some spree on Amazon
As the big buyers go, it was bigger than most
With a crew and good outlets well seasoned
Concluding some terms with a couple of car firms
When they left fully loaded for Mall-land
And later that night when the shop's bell rang
Could it be the stock slide they'd been feelin’?
When holidays came, the old clerk came on line sayin’
Shoppers, it's too rough to see ya
At 8:30 am a main report caved in, he said
Shoppers, it's been good t’know ya
Commerce had wired in, we had water comin’ in
And the good shop and crew was in peril
And later that night when its lights went outta sight
Came the wreck of the Retail Consumer
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