Scotiabank.

GLOBAL ECONOMICS

DAILY POINTS
March 18,2024 @ 9:00 EST

Contributors

Derek Holt

VP & Head of Capital Markets Economics
Scotiabank Economics

416.863.7707
derek.holt@scotiabank.com

Chart1
US Core CPI Inflation Sticky
12 r m/m% change SAAR

On Deck for Monday, March 18

Country Date Time Indicator Period BNS  Consensus Latest
CA 03-18 08:30 IPPI (m/m) Feb - 0.0 -0.1
CA 03-18 08:30 Raw Materials Price Index (m/m)  Feb - 0.6 1.2
CA 03-18 09:00 Existing Home Sales (m/m) Feb - 0.0 3.7
us 03-18 10:00 NAHB Housing Market Index Mar - 48.0 48.0
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KEY POINTS:
e It'salight start to an active week
e Arecap of this past week's key global macro developments

e Global Week Ahead highlights

It's a very quiet start to a packed week. There is a mild risk-on feel with equities gently
higher across global exchanges and led by the Nikkei ahead of the BoJ this week.
Sovereign yields are little changed and so is the USD with little variation among the major
crosses.

China data was mixed overnight. Retail sales were in line with expectations, industrial
production beat and so did fixed investment, while the unemployment rate edged up.

Eurozone CPI revisions left the initial prints unchanged for February.

There will be very little into the N.A. session. Canadian existing home sales slipped by 3.1%
m/m SA during February and took a breather after two strong months and ahead of the
key Spring season. Canadian resale home prices were flat and ended a string of five
monthly declines. Canada also updates producer prices for February but they are mostly
driven by CAD and commodities and therefore typically contain little new information
(8:30amET). The US updates the NAHB homebuilder confidence measure for March
(10amET).

The rest of my morning note will recap key observations from the past week when | was
away and expectations for this week’s key global developments.

KEY HIGHLIGHTS FROM THE PAST WEEK

Here are my observations on key developments during the past week when | was not
publishing. | do them for my own purposes anyway and figured they may be worth sharing

as arecap.

e US core CPI: February’s print surprised higher than expected at 0.4% m/m SA, or
4.4% m/m SAAR. That’s the second consecutive 0.4% print after a pair of 0.3%
readings over November and December. Clearly it’s premature to declare victory over
inflation as the readings are on an upward trend (chart 1).

e USretail sales: February’s reading mildly disappointed expectations. Sales were up
0.6% m/m (0.8% consensus) with downward revisions to the prior month (-1.1%
instead of -0.8% m/m). The key ‘control group’ that serves as input into total
consumption was flat (0.4% consensus). Q1is tracking a decline in nominal terms so
far (chart 2).

e Japan wages: The annual Shunto round of Spring wage negotiations between unions
and large employers resulted in a preliminary estimate of a 5.3% wage gain when the
figures were released on Friday. They arrived before this week’s BoJ decision (see
below). This gain follows the 3.8% rise last year and makes for the strongest back-to-
back gains since the early 1990s (chart 3). The challenges that remain include Rengo’s
negotiations only affect less than a fifth of the workforce and that wage gains are not
yet moving through the broader economy in real terms (chart 4).
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Japan's Spring Wage Negotiations
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Still No Real Wage Inflation In Japan
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e Chinese fake 'deflation' is over: Inflation figures for February were released just before the start of last week and provided cover for the
PBOC to hold. CPl was up 0.7% y/y (0.3% consensus). Core CPI in month-over-month seasonally unadjusted terms was tied for the

strongest month of February on record (chart 5). China was never in true deflation defined as a sustained decline in a broad array of

prices that was expected to persist and alter behaviour. The casual definition of declining y/y headline CPI was distorted by base effects

and narrow drivers, and we now have significant m/m momentum in core prices. What is happening is basically in line with what I've

previously argued (here).

e The PBOC held: China’s central bank met most forecasters’ expectations by holding its key 1-year Medium-Term Lending Facility Rate
unchanged at 2.5% on Thursday. A minority expected a cut that made no sense.

e Expansionary Canadian provincial budgets: Two more of the larger provinces conformed to my expectations that bloat in government
spending would intensify and further complicate challenges facing the Bank of Canada. Quebec and Alberta added spending and you
can read recaps here and here. BC kicked off the season with an expansionary budget on February 22", Other than that, Canada was

very quiet but posted beats in housing starts and wholesale sales and a miss in manufacturing sales.

e UK wage growth moderated: Wage growth cooled in January in m/m terms at a seasonally adjusted and annualized rate but remains

along a volatile path (chart 6).

e Mexican wage growth remains hot: Mexican wage growth also eased but remains high (chart 7).
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China’s credit growth slowed: Chinese financing activity eased off in February after a torrid start to the year in January. The stronger
than usual surge in January and moderation in February may have been due to shifting timing of the Lunar New Year effects. Still, the
two months combined are shaping up to be the second strongest on record (chart 8).

KEY EXPECTATIONS FOR THIS WEEK

Here are brief highlights of key expectations for this week.

FOMC (Wednesday): This will be a full set of communications including the statement (2pmET) and Summary of Economic Projections
with the dot plot (2pmET) and followed by Chair Powell’s press conference at 2:30pmET. Expect a hawkish tone that is in no rush to be
easing and therefore | continue to think market participants should be paying the June contract at a minimum and likely later ones as
well. Our house forecast remains unchanged in expecting a first cut in Q3 and 100bps of cuts by year-end; | think the clear risk is less
than that and perhaps no cuts whatsoever. The dot plot may downshift from 75bps of cuts this year to two given how close the
dispersion of the dots between the two estimates was at the December meeting. Expect a fuller discussion on balance sheet plans
including QT timelines, but with no decision to be announced at this meeting. Nothing I'm reading from key Fed officials makes it sound
like they think the QT plans need to be adjusted imminently. A recent Bloomberg survey showed only 2 participants expecting an
announcement to adjust QT at this meeting and only a minority expecting an announcement in May. Most expect June or later.

BoJ (Tuesday): Will the era of negative rates that was introduced in 2016 come to an end this week? That’s unclear but entirely
possible. A significant minority of 11 forecasters within Bloomberg’s consensus survey of 40 participants expects a hike overnight while
the majority expects no change. The BoJ loves to surprise and puts little stock in the value of setting up policy shifts. Weekend media
reports including a Nikkei newspaper story leaned toward an imminent shift. Friday’s aforementioned wage figures added to sentiment
even though they were in the ballpark of expectations. My views on the BoJ and how | think it needs to tread very carefully were
expanded upon in the prior week’s Global Week Ahead here.

Canadian CPI (Tuesday): I've estimated a headline rise of 0.7% m/m NSA with the year-over-  Chart9

year rate climbing from 2.9% to 3.2%. Key, however, will be whether the trimmed mean and BoC's Preferred Core Measures

weighted median ‘core’ CPI gauges rebound from January’s soft readings (chart 9). | think they 2 [ m/m %, SAAR

might but won’t be fussed if it takes a little longer to get away from unusual distortions that 8 |

pushed the readings lower in January. For a recap of what drove January’s softness go here. 7} Core CPI
- Median

BoC's speech on balance sheets (Thursday): Deputy Governor Gravelle delivers what was 6

once a hotly anticipated speech at least in the minds of those focused upon the BoC'’s 5

Quantitative Tightening plans. Why are you delivering this speech? Oh, because you 4

committed to doing so before Governor Macklem basically made it pointless. Macklem didso 4
back here when he said they didn’t think QT was the reason behind why the CORRA measure

2
. ) . . Core CPI
was overshooting the overnight rate and that this was instead due to demand for long bonds ) ?i‘em
’I -
on rate cut expectations that drove demand for funding higher. I'm less sure of that. CORRA
was overshooting o/n since the end of last Summer when rate cuts weren’t even in the cards. ° o éz '23 24

Instead of curtailing QT, the BoC has invoked a complicated patchwork of messy funding tools

. . . . . . Sources: Scotiabank Economics, Statistics Canada.
ranging from prior use of repo operations to now using receiver general auctions and cash
management bills to address pending maturities of GoC bond holdings into next month. It’s QT that’s distorting funding markets and
instead of admitting it the BoC is messing up funding markets. In any event, Gravelle’s speech might fill in a few details but willl
probably just reinforce the QT plans he outlined in his speech last March, even though, in my view, the BoC should be more open to

reducing QT earlier than planned.

BoC Summary of Deliberations (Wednesday): Pointless, move on. This was supposed to be the BoC’s version of meeting minutes at
the behest of the IMF but it is only a very general rehash of prior communications with little to no value added.

BoE (Thursday) and UK CPI (Wednesday): While no policy changes are expected at this meeting, key will be whether they signal more
strongly that they are open to nearer-term easing. | doubt they will go out on a limb in doing so just yet even if they have in mind a path
toward easing by summer. There was one dissenter who favoured doing so at the prior meeting and forecasts generally supported
easing over 2024H2. Wednesday's CPI readings for February may inform last minute positioning after a relatively soft m/m core reading
in January.
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e Canadian retail sales (Friday): Statcan had previously guided that nominal sales fell -0.4% m/m SA in January but this number may be

March 18, 2024

revised. More important may be preliminary guidance for February along with the details for January including volumes.

e RBA (11:30pmET): Tonight’s RBA decision is expected to leave the cash rate unchanged at 4.35% and to continue to err on the hawkish
side. It will likely prefer to wait until it sees CPI for Q1 on April 23rd given that Q4 saw only a relatively mild deceleration in weighted

median and trimmed mean CPl in g/q terms.

e Chinese banks' LPRs (Tuesday): Tomorrow night’s (ET) decisions are expected to leave the 1- and 5-year Loan Prime Rates unchanged
after the PBOC held its policy rate last week which matters to the 1-year, and after banks were pressured into cutting the 5-year rate

the last time on February 20th.

e Banxico (Thursday): Mexico's central bank is expected to cut its overnight rate by 25bps this week without waiting for the Fed.

A number of other global central banks will issue decisions this week and I'll expand upon them in daily notes throughout the week. They will
include Norges Bank, the Swiss National Bank, Brazil’s central bank, Bank Indonesia, Taiwan’s central bank and for entertainment purposes |

suppose we can acknowledge Turkey’s decision and begrudgingly Putin’s central bank.

Fixed Income

Government Yield Curves (%):

Central Banks

2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate

Last 1-day I-WK[ Last 1-day I1-Wk [ Last 1-day I-WK ] Last 1-day I-wk
u.s. 473 473 454 | 434 433 409 | 433 4.31 410 | 445 443 4.26 |Canada-BoC 5.00
CANADA 428 425 406 | 366 3.62 343 | 359 354 335 | 346 341 3.26
GERMANY 295 295 280 | 249 247 232 | 246 244 230 | 261 258 246 |US -Fed 5.50
JAPAN 019 019 020)] 038 038 038]| 0.77 0.79 0.76 1.82 1.85 1.82
U.K. 4.31 433 424 | 400 4.02 389 | 410 410 397 | 453 453 4.41 |England - BoE 5.25

Spreads vs. U.S. (bps):
CANADA -44 -48 -48 -69 -71 -66 -74 -76 -75 -100  -102  -100 |Euro zone - ECB 4.50
GERMANY -178 -178 -173 | -186 -186 -177 | -186 -187 -180 | -184 -185 -180
JAPAN -454  -454 434 | -396 -395 -371 | -356 -352 -334 | -263 -258 -244 [Japan - BoJ -0.10
U.K. -42 -40 -30 -34 -31 -20 -23 -21 -13 7 10 15
Equities | Level % change: Mexico - Banxico 11.25
Last Change 1 Day 1-wk 1-mo 1-yr

S&P/TSX 21849 19.3 0.1 0.5 2.8 12.7 Australia - RBA 4.35
Dow 30 38715 -190.9 -0.5 -0.0 0.2 215
S&P 500 5117 -33.4 -0.6 -0.1 2.2 30.6 New Zealand - RBNZ 5.50
Nasdaq 15973 -155.4 -1.0 -0.7 1.3 37.3
DAX 17961 24.4 0.1 1.2 4.9 21.6 Next Meeting Date
FTSE 7741 13.4 0.2 0.9 0.4 5.5
Nikkei 39740 1032.8 2.7 2.4 3.3 454 Canada - BoC Apr 10, 2024
Hang Seng 16737 16.2 0.1 0.9 3.6 -14.3
CAC 8168 3.7 0.0 1.8 5.1 17.9 US - Fed Mar 20, 2024
Commodities Level % change:
WTI Crude 81.28 0.24 0.3 4.3 2.6 21.8 England - BoE Mar 21, 2024
Natural Gas 1.74 0.09 5.3 -0.9 8.3 -25.4
Gold 2158.98 3.08 0.1 -1.1 7.2 8.5 Euro zone - ECB Apr 11, 2024
Silver 25.22 0.25 1.0 3.0 11.5 14.1
CRB Index 284.62 1.68 0.6 24 4.4 11.8 Japan - BoJ Mar 19, 2024
Currencies Level % change:
USDCAD 1.3538 -0.0004 -0.0 0.4 0.3 -0.9 Mexico - Banxico Mar 21, 2024
EURUSD 1.0890 0.0001 0.0 -0.3 1.0 1.6
USDJPY 149.20 0.1600 0.1 1.5 -0.6 13.6 Australia - RBA Mar 18, 2024
AUDUSD 0.6567 0.0007 0.1 -0.7 0.4 -2.2
GBPUSD 1.2733 -0.0003 -0.0 -0.6 1.1 3.7 New Zealand - RBNZ Apr 09, 2024
USDCHF 0.8839 0.0001 0.0 0.7 0.2 -4.9
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