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On Deck for Wednesday, January 31

Country Date Time Indicator Period BNS  Consensus Latest
US  01-31 07:00 MBA Mortgage Applications (w/w) Jan26 - - 3.7
US  01-31 08:15 ADP Employment Report (000s m/m) Jan 145 150.0 164.0
CA  01-31 08:30 Real GDP (m/m) Nov 0.0 0.1 0.0
US 0131 08:30 Employment Cost Index (q/q) 4Q 1.0 1.0 11
US  01-31 09:45 Chicago PMI Jan - 48.0 472
US 0131 14:00 FOMC Interest Rate Meeting (%) Jan31 550 5.50 5.50
US  01-31 14:30 Fed Chair Holds Press Conference Following FOMC Meeting

KEY POINTS:

e  Markets await the Fed

e Key FOMC expectations

e USECI probably remains hot

e  US ADP to tease markets pre-nonfarm

¢ Did Canada’s economy end the year on a brighter note?
e CPladds to RBA rate cut pricing

e Mixed Eurozone inflation readings

e China’s state PMIs post miniscule improvements

e BanRep:-25o0r-50?

e BCChlikely to deliver 100bps cut

e Brazil’s central bank to cut 50bps, guide another one coming

Markets got out the noise rattlers after several overnight developments that are
highlighted below, but the real focus will be upon the Fed this afternoon. Canadian
markets will track GDP before being potentially buffeted by the Fed a few hours later. So
far, US Ts, gilts and EGBs are benefitting from a gentle bid, the USD and slightly firmer,
and equities are generally flat to a touch lower. US earnings from Microsoft, Alphabet and
AMD were solid but didn’t meet what was priced as bigger tech names await in
tomorrow’s after-market.

Eurozone CPI tracking was further informed by softer than expected French figures but
firmer than expected German readings in the wake of Spain’s hotter than expected core
CPI print yesterday. French CPI fell -0.2% m/m (0% consensus) in January which was a
little softer than a typical January (chart 1). Individual German states posted readings
between 0% m/m and +0.4% which suggests some upside risk to the national estimate
that arrives at 8amET. EGBs rallied after the French numbers that followed weaker than
expected German retail sales volumes in December (-1.6% m/m SA, +0.6% consensus) but
reversed that following the figures from German states.

The A$ depreciated and the Aussie rates curve rallied by double digits after Q4 inflation
came in weaker than expected. CPl was up 0.6% q/q SA nonannualized (0.8% consensus)
which was half of the prior quarter’s rise. Trimmed mean (0.8% q/q SA, 0.9% consensus)
and weighted median (0.9% on consensus) were also softer than the prior pattern (chart
2). The RBA meets next week as markets added about 7bps to May cut pricing that stands
at about 18bps now, and added about 5bps to June cut pricing that is almost at a full
quarter point.

China’s state PMIs posted a very slight improvement but remained soft (chart 3). The
composite PMI rose 0.6 points to 50.9 in January as tiny improvements were registered in
non-manufacturing and manufacturing PMls.
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Japanese macro readings further suggested that the BoJ should tread carefully on ending
negative rates anytime soon. Retail sales fell by 2.9% m/m in December (consensus +0.2%) and
industrial output disappointed expectations (+1.8% m/m, 2.5% consensus, -0.9% prior).

On tap into the N.A. session will be the following developments.

Canadian GDP for November with details and the preliminary estimate for December sans
details are likely to show little to no growth in November but perhaps stronger growth in
December based on limited activity readings (8:30amET). Statcan had guided November was
up 0.1% m/m before fresher data arrived. Consensus estimates are between 0% (mine and
others) and +0.2%. I'm a bit surprised no one went with a dip. Preliminary guidance for
December could be positive based upon readings available to date. See the Global Week Ahead
for more about Canada’s economy.

US labour market readings will include ADP private payrolls (8:15amET) that aren’t worth much
by way of providing insights into expectations for Friday’s nonfarm payrolls, plus the key
Employment Cost Index that is expected to be another hot one at 1%+ g/g SA nonannualized
(8:30amET). Chart 4 shows the accelerating trend that began before the pandemic. That will
help to further inform expectations for Q4 unit labour costs when we get that and productivity
on Thursday.

BanRep is expected to cut 50bps (1pmET).

Then it's the Fed's turn. The statement arrives at 2pmET sans SEP and Chair Powell’s press
conference is at 2:30pmET. Here is a summary of key FOMC expectations and please see the
Global Week Ahead for more:

e The FOMCis expected to hold at a Fed funds upper limit of 5.5%.

e  Watch for whether they eliminate or tweak the statement reference to “any” further rate
hike(s). If they blow it off, then this could ignite March cut pricing at least until Powell's
presser expands upon the decision. | doubt they will, given developments since the last
statement that have included stronger than expected growth, strong payrolls and wages,
rising shipping costs including from China to the US (chart 5), and the mostly positive tone
of other data. Core PCE has cooled on a trend basis, but upside risks remain material and
probably higher than in December. In December's presser, Powell said that Committee
participants thought they were probably at a peak but did not want remove the option
from the table. If they didn't want to then, Powell would have to have a very good
explanation for why they would suddenly wish to do so now.

e asfor setting up a March cut in the statement or presser, | highly doubt it. Upon removing
the ‘any’ reference to additional policy firming they would have to replace it with
something more open, but in that scenario, | would expect Powell to indicate caution
against moving too soon during the presser. The last dot plot showed 75bps of cuts this
year and so starting now would mean two more 25bps cuts over the other six meetings
which would be a pace that wouldn't signal much conviction they should be easing. Several
voting FOMC members have cautioned against easing prematurely.

e They might strengthen the opening sentence’s reference to strong US growth; technically
they could still say the economy is slowing from the Q3 pace, but 3%2% isn’t slow and so
they might want to revamp the sentence.

e  Forward rate guidance is likely to continue to refer to the December dot plot with the next
one due in March.
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e No QT changes are expected.

e watch the presser for any potential QT set-up. Reserves and repo facility balances are

Chart6

The Fed's Funding Challenge
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expected to further tighten funding market pressures into Spring, likely requiringthe Fed 18 [ % OfAUSI g % of US nominal gdpy 12
nomina
to reduce QT run-off of maturing bonds (chart 6). | think Powell’s safest route for now is 16 8P 10
to tease. He'll likely say they discussed it further, watch the minutes in 3 weeks time, say
no decisions were made at this meeting and that they plan on discussing it further in b 8
March at which point most folks expect an announcement to be made and implemented 12 6
shortly thereafter. The QT taper timeline is uncertain but they will probably opt for a 10 4
meeting by meeting approach that lowers the roll-off amounts to zero over multiple
meetings into 2025. 8 2
Another pair of LatAm central banks will then follow the Fed. Chile’s central bank is expected 6 19 20 1 2 23 >4 0
to deliver a -100bps whopper (4pmET) while Brazil’s central bank sticks to its well telegraphed US bank reserves (LHS)
. e NY Fed reverse repo (RHS)
plan to cut another 50bps and set up another cut of the same size in March (4:30pm). Sources: Scotiabank Economics, Federal Reserve,
BEA.
Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day 1wk | Last 1-day I-Wk [ Last 1-day I-WK | Last I1-day I-wk
u.s. 432 434 438|396 397 409 | 403 403 418 | 425 425 4.41 |Canada-BoC 5.00
CANADA 402 404 403 | 348 349 355 | 340 341 350 | 332 332 346
GERMANY 251 253 271 | 214 216 226 | 224 227 234 | 246 250 252 |US-Fed 5.50
JAPAN 0.08 0.06 007|031 030 032] 073 072 072 183 1.8 1.80
UK. 433 434 442 | 384 3585 396 | 388 390 401 | 452 453 4.61 |England - BoE 5.25
Spreads vs. U.S. (bps):
CANADA 30 29 35 | 48 47 54 | 63 63 68 | -93 93  -95 |Eurozone-ECB 4.50
GERMANY -181 181 167 | -182 181 -183 | -179 -176 184 | -179 176  -189
JAPAN 424 428 431 | -365 367 -377 | -329 -332 346 | -242 243 -261 |Japan -BoJ -0.10
UK. 1 0 4 12 41 13 | 14 13 47 | 27 28 20
|Equities | Level % change: Mexico - Banxico 11.25
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 21228 27.8 0.1 0.9 1.3 2.2 Australia - RBA 435
Dow 30 38467 133.9 0.3 1.5 2.1 12.9
S&P 500 4925 -3.0 -0.1 1.2 3.3 20.8 New Zealand - RBNZ 5.50
Nasdaq 15510 -118.1 0.8 0.5 3.3 33.9
DAX 16970 2.0 0.0 0.5 1.3 12.2 Next Meeting Date
FTSE 7669 3.1 0.0 1.9 0.8 -1.3
Nikkei 36287 220.8 0.6 0.2 8.4 32.8 Canada - BoC Mar 06, 2024
Hang Seng 15485 -218.4 -1.4 -2.6 -9.2 -29.1
CAC 7690 12.5 0.2 3.1 1.9 8.6 US - Fed Jan 31, 2024
Commodities Level % change:
WTI Crude 76.85 097 12 2.3 73 2.6 England - BoE Feb 01, 2024
Natural Gas 2.05 -0.02 -1.2 -22.3 -18.4 -23.5
Gold 2037.68 0.67 0.0 1.2 1.2 5.7 Euro zone - ECB Mar 07, 2024
Silver 23.08 0.07 0.3 3.7 -3.0 2.4
CRB Index 274.00 3.12 1.2 22 3.9 -1.5 Japan - BoJ Mar 19, 2024
Currencies Level % change:
USDCAD 1.3430 0.0032 0.2 0.7 14 0.9 Mexico - Banxico Feb 08, 2024
EURUSD 1.0842 -0.0003 0.0 0.4 1.8 0.2
USDJPY 147.82 0.2100 0.1 0.2 4.9 13.6 Australia - RBA Feb 05, 2024
AUDUSD 0.6581 -0.0021 0.3 0.1 3.4 6.7
GBPUSD 1.2686 -0.0014 0.1 0.3 0.3 3.0 New Zealand - RBNZ Feb 27, 2024
USDCHF 0.8628 0.0010 0.1 0.0 26 5.8
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