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Central Bank Overview  Mark Johnson MBA, Director Interest Rates

As we reach the end of November and our 
year is 92% complete, I felt it would be wise to 
look ahead to 2020 and what may be the main 
theme of next year. Let’s face it, you aren’t 
going to read the month end report for 
December are you? No. I know this because: 1) 
I know my clients and you need a break, and  
2) I am not going to write it. I will be in Cuba 
dancing with my wife, capturing the scenery 
with my daughter, and drinking Pineapple 
Mojitos with my son (only 7, but they grow up 
soooo fast. Kidding, he’s of age.)

Last month we wrote The Bank of Canada had 
surprised with their pragmatic dovishness at 
their November meeting – suggesting that the 
threat to cut rates, while somewhat idle, was 
definitely in place to keep the yield curve 
appropriately priced and to take a little of the 
focus off the Loonie. It was necessary because, 
aside from the fact that the BoC are concerned 
that the data will slow and bring them to the 
table,

extremely low rates elsewhere in the world had 
meant Canada had the tightest policy setting in the 
G7 - simply by doing nothing as others slashed 
rates. Lucky everyone else right?

Well, next year’s theme may be to question that 
assessment. As we end 2019, the questions that are 
starting to get more airtime and consideration are 
(amongst others);

●  What is the point of having rates this low?

● What good does it do?

● What damage might it be doing?

Most of 2018 – as rates steadily rose (at least in 
North America) – it looked like this debate would go 
be going away for the foreseeable future. But the 
stock market collapse of last December saw a 
reversal in policy globally back towards easier 
policy, looking to be a force for good in support of 
the global economy during the increased trade 
tensions.

The 2nd half of 2019 has seen 46 central banks 
globally cut rates a total of 68 times. Even as I 
type this, more action to ease policy is 
expected to be seen in Europe, Japan, and 
China to name some of the big players (and 
possibly Canada and the US.) On the chart 
below you can see the about-face that the Fed 
has done this year, easing policy rates and 
growing its balance sheet with Treasury Bill 
purchases of late (a sort of QE –lite.)

Source: Bloomberg, ATB Financial Markets
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  However, despite the aggressive action, the 
collective belief of central banks globally 
appears to be that, after a decade of slashing 
rates and extraordinary measures (like asset 
purchases), they are fresh out of policy tools. 
They can do no more to spur growth and 
–particularly - inflation (given that is the 
mandate of the majority). Certainly, global 
interest rate conditions have never been 
easier, driving the amount of sovereign debt 
that trades in negative yields to unprecedented 
levels;

As one can see, the peak of the bond market 
rally saw that number top out at $17 trillion 
(USD terms.) The lust for yield as a home for all 
that easy money sloshing around has driven all 
bond yields lower – including those with 
heightened risks attached. For example, Italian 
bonds –not exactly a safe haven- top the scales 
at merely 1% or so. Mispricing risk is certainly a 
high price to pay for extending liquidity. Some 
would argue it is enough to reconsider the 
whole easy money tactic, even as the only 
negative consequence.

But it is not the only one. There is the small 
matter of leverage to consider and the risk that 
it poses to financial stability. The majority of us 
have to borrow to acquire assets like homes 
and equity portfolios. How is this cheap money 
working out for us? Take a look at the table on 
the next page. We showed a similar chart for 
Canada last month – Household 
Debt-to-Disposable Income overlaid against 
the drop in bond yields in that country. Here is 
a broader pallet.

Source: Bloomberg, ATB Financial Markets

As you can see, countries like Canada (that 
survived the 2007 credit bubble bursting) have 
enjoyed and participated in lower rates as the 
globe looked to balance the impact of those 
countries that did get impacted in the financial 
crisis. In response, borrowing ratios have risen 
steadily as assets have become more 
expensive. Interestingly, only countries that did 
get badly scarred in 2007 have resisted the 
temptation.

And, the human nature to acquire more aside, 
why has this happened? Well, the Fed in the US 
and other central banks have gotten back on 
the easy money horse and look what that has 
done for the S&P – at all time highs of late. 
Global equity performance is similarly 
impressive. 
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Source: Bloomberg, World Bank, ATB Financial Markets

Household Debt to Disposable Income & 10Yr Bond Yields: As Rates Decline, Some De-levered and Some Did Not
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  November, ECB: “ Very low interest rates, 
coupled with the large number of investors 
which have gradually increased the duration of 
their fixed income portfolios, could exacerbate
potential losses if an abrupt repricing were to 
materialize.”

November, Sweden’s Riksbank: “This type of 
environment can lead to an increase
in risk‐taking, to assets being overvalued and 
to indebtedness increasing in an unsustainable 
manner.”

November, Bundesbank: “Many investors are 
focused on the search for yield and could
be tempted to take on greater risk.” 

 

 

November, Carolyn Wilkins, Bank of Canada 
Deputy Governor: “And while Canada’s 
economy is performing well overall and 
financial vulnerabilities have stabilized on the 
back of more stringent regulations, the nation’s 
debt levels remain elevated - a situation 
unlikely to change if global interest rates 
remain low.”

As we can see in the quotes above, central 
banks have concerns around the ability to 
transmit the “risk mechanism.” The 
force-feeding on riskier assets for the prospect 
of potentially acceptable returns that it creates, 
as it were. It would be easy to criticize this 
behavior, but consider investment funds or 
pension funds that need to maintain a level of 
returns that can fund obligations ahead. Are 
they supposed to abstain, shrug and say “due 
to unforeseen circumstances, your financial 
future is cancelled”?

What of that other major asset –property? Outside 
of Alberta, you will not need me to tell you what 
the prices have done as rates have fallen (and I 
cannot show the chart as it triggers too many 
Albertans). So is it any wonder that debt levels 
have risen as we regular working folk stretch to 
acquire these assets?

This is worrying central bankers. Despite these 
myriad efforts to keep conditions loose - in what 
might be filed under “do as I say not as I do” - 
central banks around the world are increasingly 
vocal in their concern for these negatives if we 
experience a further extended period of such 
accommodation. Some recent musings from the 
world’s central bankers:

November, Federal Reserve Paper: “Lower rates 
spur reach-for-yield behavior, thereby increasing 
the vulnerability of the financial sector to 
subsequent shocks.”

Source: Bloomberg, ATB Financial Markets
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  Is this not inflation? Of course it is - Asset price 
inflation. It seems that the Fed are really very 
good at creating inflation after all. Just not the 
type that they are trying to create. But rising 
prices are rising prices and they cost people 
more money in all forms.

Now, none of this cannot have come as a huge 
surprise to the central banks. They would have 
seen the trends since the 80’s. They clearly saw 
no alternative following the financial crash, no 
doubt hoping that their actions would have 
broadened demand and economic growth 
enough to allow them to start raising rates 
eventually. The pivot by the Fed this year has 
shown that hope to have been forlorn. The 
equity market and the debt bubble is too 
precious now. In the US alone, non-financial 
corporate debt is 74% of GDP ($15 trillion), and 
with the pricing on the not-inconsequential 
tranche considered “vulnerable” (CCC) drifting 
away from risk-free treasuries and the Dow 
having a hissy fit, what could the Fed do but 
“help out” in the short run? 

Keep equities bubbling and funding readily 
available. Do not rock the boat.

Despite this, as we have noted, we have seen 
central banks start to mutter concerns about 
the risk-taking culture and the threat to 
financial stability via the rising debt burden 
that evolves as one of the unintended 
consequences of ultra loose policy. But, they 
have yet to really publically consider the other.

The problem with such asset inflation is that 
these assets are held neither broadly, nor 
equitably. Simply put, those with capital can 
put it to work with extraordinary returns, while 
those without it see their living standards 
stagnate or fall as their buying power erodes. 
As a result, the price explosion feeds 
inequality. Which fuels the socio-economic 
damage that growing inequality inflicts. 

Why have central banks allowed this to occur? The 
quest for inflation. However, look below;

Yet traditional measures of inflation have 
remained subdued in the modern global economic 
paradigm. We have all read many pages on this 
“issue.” But as we have discussed, low rates have 
driven equities - look at the performance of the 
Dow over the same timeframe.  

Source: Bloomberg, ATB Financial Markets
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  After all, the rich spend proportionally less 
than the poor. Plus, since the war, the 
percentage of children who will grew up to 
earn more than their parents has dropped 
from 90% to less than 50%. What to do? How 
will demand hold up with reduced buying 
power, more debt and less disposable income 
for the average person?

Well, the boost to demand will have to be 
created fiscally. This is the message that I 
believe will dominate the 2020 discussions on 
helping the world’s economy. Central banks 
will push the focus onto governments 
whenever possible, resisting the demands for 
further monetary measures and highlighting 
the need for progressive fiscal ones, all the 
while knowing that such efforts - if undertaken-  
will keep deficits high and borrowing levels 
elevated for years to come. How can they help? 
By keeping rates low to reduce the costs of 
financing it all.

They put them there and they will have to keep 
them there (both absolutely and relative to 
growth) for some time to come –assuming that 
governments do the right thing. Welcome to 
2020 and beyond, folks.

What does this look like? Well, quite literally at its 
most extreme it looks like the streets of Santiago 
and Bogota right now. However, in the more stable 
developed world it looks like some scary numbers 
(with Canada and the US at the top of the tree). 
Over the last 35 years (rates having oscillated but 
remained on a downward trajectory over that 
timeframe) the percentage of wealth owned by the 
top 10% has risen in Canada and the US from 35% 
to 49%. That is an increase only “bettered” by 
Russia and India. China is not far behind. Assets 
have soared while wages - linked to the broader 
and more subdued traditional global measures of 
inflation and pressured by global trade - have 
stagnated. Leaving aside the sociological and 
political ramifications for the collective and general 
realization of all this (again – see Chile and 
Colombia), and the drain on trust that it creates in 
our politics (see any election of the last 3 years - 
literally anywhere), central bankers will be 
considering the impact on the capacity of 
aggregate demand in the future. 
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Canadian Dollar     Chris Fricke MBA, Director FX Sales

At a 2.5% gain, the Canadian dollar remains the 
strongest performing major currency vs. the 
USD calendar year-to-date, though its 1.6% 
decline in November also makes it the weakest 
performing currency vs. the USD over the past 
month. Its turn of fortunes can be almost 
entirely pointed to the sudden cautionary tone 
put forward by the Bank of Canada at its 
October 30 rate announcement and Monetary 
Policy Review. While dialed back some by BoC 
Governor Poloz during a recent interview, it 
remains in focus for us moving forward, so 
much so that the historic drivers of rate 
spreads, WTI, and equities, are firmly in a 
back-seat position.

At this point the market is pricing in a 3% 
chance of a 25 bps cut for its meeting next 
week (Dec 4), building to 22% for January, and 
approximately 60% for one year out. Still 
underpriced in my opinion.

And I would still argue that any relief via 
positive developments on trade are just as 
likely to help the Fed as least as much as the 
BoC, if not more. Remember, in FX it's all 
relative. 

This change in focus to the BoC plays itself out 
in interesting ways, and reminds me of past 
trading experiences when the BoC was dovish. 
To explain, since the BoC's last rate 
announcement on October 30th, following 
each and every quasi-major economic release 
out of our country, the market was more likely 
to sell CAD than buy it as it weighed the 
possible ramifications to the BoC rate policy. 
Let's look at the evidence.

Weaker than expected releases since last 
month's meeting included: GDP on Oct 31; 
Trade Balance on Nov 5: Employment (ex-wage 
growth), Housing Starts and Building Permits 
on Nov 8. 

 

Better than expected releases included 
Manufacturing Sales on Nov 19; Retail Sales on 
Nov 22; and Wholesale Trade Sales on Nov 25. 
As Expected releases included CPI on Nov 20 
and GDP on Nov 29.  

Note that for each "weaker than expected" 
release USDCAD jumped higher, and stayed 
higher through its close, while for each "better 
than expected" release USDCAD moved lower, 
but then subsequently traded back up to 
pre-release levels, and more often than not, 
actually closed higher on the day. Of course 
other factors are at play, and I am leaving out 
the big move lower on Nov 21 following 
Governor's Poloz speech that signaled a more 
neutral than expected tone. Still, I think this is 
something worth watching out for going 
forward, and remains part of my rationale for 
further USD strength to come.
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Canadian Dollar     Chris Fricke MBA, Director FX Sales

● The Canadian Dollar has performed will this 
year, however it was rough month for the 
Loonie in November

● Even solid economic prints could create 
sustained demand for Canadian Dollars and it 
steadily lost ground all month to the greenback

● We note that we are still in the well defined 
range since July, but are near what looks to be a 
key battleground for bulls/bears at the 1.3300 
level

Source: Bloomberg, ATB Financial Markets
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Canadian Dollar     Chris Fricke MBA, Director FX Sales

● US and Canadian 2 year bond yields have been 
tightening all year

● The move has been precipitated by declining US 
yields as the Fed as eased policy, while the BoC 
has stood firm

● While we have seen CAD strengthen as a result, 
historically when yield differentials have been at 
similar levels we have seen a much stronger 
CAD

● The BoC certainly has done their part recently 
to talk the market into thinking that easier 
policy is also now more probable is Canada

Source: Bloomberg, ATB Financial Markets
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USD Index and G10 FX     Mark Engelking CFA, Director FX Trading

If October was a spooky month for the DXY 
Index, the horrors did not last long. The month 
of November saw the USD bounce back and 
looks to finish as the 3rd best performer of the 
G10. So what drove the return to prominence of 
the greenback? Well with all due respect to the 
G10, it was a relatively quiet month for the 
other major currencies. I know this recap is 
tailored towards the G10 but it is impossible to 
understand the move this month without 
spending a little time on the situation in Latin 
America.

It is not often that Argentina looks like the pillar 
of economic stability, but by giving back only 
half a percent, the Argentine Peso was the best 
performing LATAM currency in November. 

The worst unrest in Chile in decades, along 
with issues throughout the continent including 
USDBRL reaching the highest level in history, 
was a recipe for USD buying despite several 
attempts at Central Bank intervention. The 
LATAM basket was hit hard and whether or not 
this part of the world stabilizes will play a large 
part in the direction of the USD in the month of 
December.

So what will December bring? The key event 
will likely be the UK election where the Tories 
are polling ahead at this point. 

A Tory majority would add some stability to a 
currency that has seen little of late. GBPUSD 
has been unable to close above the 1.3000 
level. One thing that has been lost in the 
election noise has been that the UK data has 
been largely disappointing of late, contributing 
to Sterling spinning its wheels. Across the 
other ocean, the RBA has indicated that while 
negative rates may be a stretch there are 
potentially still two interest rate cuts on the 
table. I do not expect the RBA to cut next week 
but an early 2020 cut looks likely. The 
Australian dollar was the worst performer of 
November and without a resolution to the 
ongoing trade dispute between China and the 
United States I cannot see this getting any 
better. For December I look for the DXY to 
maintain above the 200-day moving average 
heading into the holidays.

Source: Bloomberg, ATB Financial Markets

Source: Bloomberg, ATB Financial Markets
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USD Index and G10 FX  Mark Engelking CFA, Director FX Trading

Source: Bloomberg, ATB Financial Markets

● The US dollar index was pointing to a larger 
pullback with a pretty bearish month from a 
technical perspective in October

● The index recovered somewhat in November, 
although there are some fresh signals that the 
bullish momentum may not last long 

● The move lower in the USD to close the month 
coincided with US yields also moving lower once 
again

● The subchart shows that weekly momentum 
failed near the key 50 threshold and may 
continue to trend towards the lows of the year 
which could see the USD drop further as more 
easing from the Fed may be priced in
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WTI Crude Oil       JP Dore, Markets Analyst

WTI was enjoying a rather bullish month with 
front month prices up as much as 8% late in 
November, before momentum stalled near 
US$58 and finished the month on a sour note 
with a 5% drop on the final day of trading.

Driving price action over the last few sessions 
have been the range of possible outcomes from 
the upcoming OPEC meeting Dec. 5-6th in 
Vienna.  With global balances expected to be in 
surplus in the first half of the year before 
moving into deficit in the second half, the 
market is trying to gauge whether OPEC will 
want to support prices by extending or even 
increasing the current set of production cuts 
which were set to run out in March 2020.  

The optics of cutting production in the first half 
only to have to reverse that position in the 
summer seems like a stretch to many.  
Especially if one agrees that US shale production 
growth is expected to tail-off next year. 

However, the onslaught of non-OPEC/non-US 
production growth slated for early 2020 may 
be enough cause for concern that they will at 
least consider extending the cuts until the end 
of 2020 in order assure a balanced market as 
much as possible.  Coupled with the fact that 
the Saudi’s will want to stabilize the market 
over the first few months of trading for 
Aramco’s massive US$25 billion IPO (set to hit 
markets Dec. 5th) and one can easily see the 
rationale for OPEC to keep production lower.

Interestingly, in the options market, we are 
starting to see implied volatilities on WTI put 
options skew higher.  The January 
out-the-money 10 Delta Put is currently priced 
with an implied volatility of 42% which is 
7.26ppt higher than the at-the-money 50 Delta 
Put.  Generally, when implied volatilities start 
to skew higher like this, it means traders are 
scared of a potential price drop and thus they 
start hiking the cost to insure against one.   
Does this mean a drop is coming?  Well, for 
what it’ worth, the last time put skew was this 
high was June 9th 2019, just before prices took 
off on a nice 15% rally from US$51 to US$59.    

Finally, we note that traders have been upping 
their bets on oil prices rising, with the net long 
position rising to 470k contracts recently - the 
highest its been since May.  With put skew 
rising at the same time as a surge in bullish 
bets, expect WTI prices to remain volatile into 
early 2020.

  
Source: Bloomberg, ATB Financial Markets
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WTI Crude Oil       JP Dore, Markets Analyst

Source: Bloomberg, ATB Financial Markets

● Speculative positioning in crude (left chart) has risen to the highest level since May

● Put skew may have moved higher (blue line, right chart), however you can see that it is still well below the highs 
seen in December 2018 when crude prices had a melt down and dropped 22%
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WTI Crude Oil       JP Dore, Markets Analyst

● The market is forecasting a small supply deficit for FY 2019 before returning to surplus to 2020

● How OPEC reacts later this week is key to the development of these balances for 2020

Source: Refinitiv, ATB Financial Markets
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Natural Gas       CJ Hilling MBA, Associate Director Commodities/FX

To start the month, low storage levels and a 
hope for colder weather conditions supported 
AECO prices. By mid month, AECO Forward 
prices had increased significantly; the strip for 
2020 – 2023 is at a 2 year high at $C1.99/gj. 
Near term prices also benefited, with 
December trading at $C2.96, up 0.50/gj week 
over week. Storage inventory was sitting at 297 
bcf, 65% full versus 79% last year, and the 
outlook is still bullish for prices this winter as 
winter heating loads have more upside.

However, as we entered the last week of 
November and peer into December, AECO day 
prices were down $C0.15/gj last week to 
$C2.56/gj. A forecast for milder winter 
conditions in Western Canada and the U.S. 
Midwest pushed AECO prices down. January is 
trading at $C2.27, down $C0.57/gj on the week. 
The weakness in NYMEX prices have pushed 
the forward curve down: the 2020–2023 strip is 
now trading at $C1.86/gj, down $C 0.13 on the 
week.

The Baker Hughes rig count for Canada has 
decreased by 2 to 49, 40% below last year’s 
level and a record low for this time of the year. 
Activity is expected to decline further, and thus 
supply will continue to decline and AECO basis 
should compress further. AECO basis has 
narrowed to the point where exports to 
Eastern Canada and to the Midwest are out of 
the money and the outlook for 2020 is for the 
basis to narrow further.

For the lower 48, winter heating conditions for 
the U.S. Midwest and the U.S. NE are above 
normal versus the last 10 years but the 
strength in production/supply has overcome 
the need to withdraw storage and contrary to 
the Canadian story, inventory levels are strong 
for this time of the year.

This has put continuous pressure on prices 
over the past month, and January Nymex 
settled at $US2.28,

down 0.43/MMbtu on the week and Calendar 
2020 is down $US 0.25 to 2.27/MMbtu, a 
historical low for that strip and the whole 
forward curve is trading at new historical low 
levels. The net withdrawals from storage 
totaled 28 Bcf for the week ending November 
22, significantly below market estimates of 60 
bcf; further pressuring the outlook for near 
term prices. 

Despite the low prices in Europe and Asia, U.S. 
LNG export netbacks will remain positive in 
2020 net of variable costs and will support 
capital cost recovery, however FID for new 
projects are becoming increasingly uncertain. 
U.S. LNG export capacity is expected to rise to 
9.6 bcfd by the end of 2020.
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Natural Gas       CJ Hilling MBA, Associate Director Commodities/FX 

Source: Bloomberg, ATB Financial Markets

● AECO basis has tightened as the hub, short on supply, competes for gas this winter and into spring 2020

● Henry Hub prices are still challenged and have fallen precipitously recently on burgeoning supply and warmer 
seasonal weather
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Monthly and YTD Returns 

Source: Bloomberg, ATB Financial Markets

● Swedish Krona outperforms against the dollar in a month that saw most G10 and LATAM currencies 
being sold for greenbacks

● CAD was a mid-performer, although it still had a rough month with steady losses

● US Equities continued their bullish move YTD; TSX has put up solid returns as well, especially relative 
to energy issues which continue to struggle mightily
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Global PMI Data 

● Readings of global economic activity are represented here by 
Purchasing Managers Indices (PMI) from Canada, China, and 
the US along with JP Morgan’s proprietary reading

● Readings above 50 indicate an overall expansion of activity, 
below 50 would indicate an outright contraction

● Activity has been slowing markedly in the US and Canada 
recently...

● ...while China and the JPM readings have been improving

Brand

https://community.insideatb.net/who-we-are/brand/Pages/default.aspx
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Volatility, Trade Wars, and Equities

Source: Bloomberg, ATB Financial Markets

● Since Trump was elected we have seen two 
distinct volatility regimes 

● From Nov 2016 to Feb 2018 we saw a 
goldilocks period of low vol and rising 
equities with the VIX as low as 9

● Once the trade war began in Mar 2018, 
volatility shifted higher and the VIX entered a 
new regime in which 1) Volatility of the index 
itself was higher and 2) There was a ‘floor’ in 
the VIX near 12.  We haven’t been below 12 
since Feb 2018...

● Can we shift back to the lower pre-trade war 
volatility regime in the coming months?  This 
will be an interesting development to watch 
in 2020….

Trump Elected: 
Goldilocks Period of Low 
Vol+Rising Equities

Trade War Begins: 
Higher Vol Regime
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The Bible: GDP, CPI and Interest Rates

Source: Bloomberg, ATB Financial Markets

● Recently, as Central Banks started cutting 
rates and markets fretted over growth 
concerns, we took a look at the historical 
relationship between US GDP, Inflation, and 
the Fed Funds policy rate

● We noticed that the last two major 
recessions were both preceded by Fed Funds 
policy rates that were significantly higher 
than both CPI and GDP... 

● ...In 2000 and 2008, before GDP plunged, 
you can see that Fed Funds were about 
250-350 bps above GDP and CPI

● At present, you can see that Fed Funds never 
got that far ahead - perhaps rates are at a 
reasonable level and we are in for a 
soft-landing this time around?
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S&P 500 - Major Breakout?

Source: Bloomberg, ATB Financial Markets

● We put this chart out last month, and it 
certainly still seems to be applicable as we 
end in to year end

● The S&P 500 looks to have formed a rather 
bullish pattern recently: a ‘Cup and Handle’ 
breakout

● The deep sell-off and quick recovery in late 
2018 and early 2019 forms the “Cup”...

● While the long period of sideways 
consolidation from May-October 2019 forms 
the “Handle”

● A ‘textbook’ pattern would target a 
measured move equal to the depth of the 
Cup once the market has broken out of the 
Handle...this approximates to a 3,500 target 
for the S&P 500

● Obviously this view is not without risks...but 
it will be interesting to watch how this may 
develop over the coming months

CUPCup

Handle

Target 
3,500
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US 10 Year Yields - Trend Still In Place

Source: Bloomberg, ATB Financial Markets

● US 10 Year yields tried and failed to move 
above the key 200 Monthly Moving Average

● That would have been a sea-change for the 
trend in place since the mid 1990’s...

● The Fed has expressed a clear signal that 
they are concerned with the potential of an 
ultra-low inflationary environment and the 
market seems to interpret this as meaning 
that short term rates are ‘capped’

● That is feeding into the longer end of the 
curve as well, and the downtrend in yields 
continues to be firmly entrenched..

CUPCup

Handle

Target 
3,500
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WTI Model - In Search of “Fair-Value”
● Several factors influence oil prices, making it hard to consistently predict 

changes in market pricing.

● We have focused on 5 fundamental drivers of oil price to model the 
elusive search for “fair-value”:

1) S&P500: Diversified equity market for a robust picture of risk 
appetite. (+Correlation to Oil)

2) Gold: Investable commodity offering a ‘hedge’ against inflation. 
(+Correlation to Oil)

3) USD Index: Weighted index of the USD.  (-Correlation to Oil)
4) Baltic Dry Shipping Index:  Bulk cargo ocean freight rates - a 

leading indicator of economic activity. (+Correlation to Oil)
5) US Total Crude Inventories: A good indicator of the overall 

level of supply and demand in US oil markets. (-Correlation to 
Oil)

● We then regressed WTI prices to these inputs to arrive at an multivariate 
model of a “fair-value” price for WTI

● At current levels for each input, our model implies a price of 
US$57.35/bbl 

Source: ATB Financial Markets Group
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“Dude, Where’s the Loonie Going?”
● Modelling currency values is rather difficult as well, though FX rates do 

tend to exhibit lower volatility than commodities.

● We have focused on 3 main drivers to inform our “fair-value” estimate of 
USDCAD:

1) S&P500: Diversified equity market for a robust picture of risk 
appetite. (+Correlation to USDCAD)

2) WTI: Investable commodity and one of Canada’s largest exports. 
(-Correlation to USDCAD)

3) US/CA 2y Yield Spreads: Sovereign bond yield spreads reflect 
the level of interest rate expectations between two countries, 
and can be a good indicator of relative economic performance, 
foreign direct investment, and thus demand for a given 
currency.  (+Correlation to USDCAD)

● We then regressed USDCAD to these inputs to arrive at an multivariate 
model of a “fair-value” price for USDCAD

● At current levels for each input, our model implies USDCAD at 
1.2780.  We note that there is considerable divergence from the 
model to actual price at present, which has been a decent 
contrarian indicator in the past.

Source: ATB Financial Markets Group
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Crude Differentials: WCS Struggling

Source: Bloomberg, ATB Financial Markets
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Equities At Record Highs, Energy Lags

Source: Bloomberg, ATB Financial Markets
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G10 FX Charts - USD Under Pressure

Source: Bloomberg, ATB Financial Markets
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Oil Storage and Production Charts 

Source: DOE, ATB Financial Markets
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US Oil Exports, Imports, Refining  

Source: DOE, ATB Financial Markets
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Natural Gas Storage Charts

Source: DOE, ATB Financial Markets
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Natural Gas Storage Charts

Source: DOE, ATB Financial Markets
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Bullish Neutral Bearish

Currency EUR CAD, GBP USD, JPY

Energy       WTI, BRENT Henry Hub, 
AECO WCS

Rates BoC Fed, ECB

Equities S&P500, TSX

Markets Near Term Outlook

*Near Term Outlook is the desk view of the Financial Markets Group and not 
representative of ATB Financial or its subsidiaries
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Identify Exposure Develop a 
Plan

Specify your 
goals

Choose your 
tools

Evaluate 
your results

Looking to hedge your risk?

Talk to us...we’re here to listen.
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