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SCOflabank Country Date Time Indicator Period BNS  Consensus Latest

us 11-02  07:00 MBA Mortgage Applications (w/w) Oct28  -- -- 17
us 11-02  08:15 ADP Employment Report (000s m/m) Oct - 185.0 208.0
GLOBAL ECONOMICS US  11-02 1400 FOMC Interest Rate Meeting (%) Nov2 400 400 325
us 11-02  14:30 Powell Holds Press Conference Following FOMC Meeting
KEY POINTS:
DAILY POINTS
November 2, 2022 @ 715 EST e  Markets little changed into Fed-day

e  For Powell to point to truisms isn’t a pivot...

e ...and he’s likely to emphasize high-for-long guidance
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e German trade revisions offset

Chart1 e Canada’s world-beating immigration stimulus

NZ Hourly Wage Growth The way Fed day ends may bear little resemblance to the way it started depending upon

2 a/q % change annualized SA one’s expectations into it all. Additional catalysts include more buy-the-rumour mentality
out of China, and ripping NZ wages with spillover effects across Antipodean markets. For
now, the dollar is broadly softer, sovereign bonds are mixed with the US Treasury curve
bull steepening as 2s richen a bit and hence reverse yesterday’s move, gilts are doing
likewise but EGBs are mildly cheaper across the board and Canada’s curve is unchanged.
US equity futures are little changed, TSX futures are slightly higher and European cash

markets are also little changed with a slightly negative bias. Oil is down a couple of dimes.

Federal Reserve expectations are offered below but I'll get other overnight developments
out of the way first.
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Sources: Scotiabank Economics, Bloomberg.

NZ wages drove the NZ$ to the top of the heap and motivated a 12bps spike in the 2-year
yield. Hourly wage growth landed at 2.6% gq/q SA non-annualized, or about 11% at an
annualized pace which is the fastest rate since 2004Q2 (chart 1). This fans wage-price
spiral concerns. The overall job market remains hot with employment up by 1.3% g/q SA
non-annualized in Q3 (0.5% consensus) while the unemployment rate held near a record-
Chart 2 low at 3.3% because of a significant increase in the labour force participation rate to a
record-high 71.7% from 70.9%. Markets are pricing almost a full 75bps RBNZ hike on

[ m/m % change, SA November 23. There may have been spillover effects into Australia’s curve and the A$

ahead of its own wages data in mid-November.

Cleveland Fed Nowcast

Headline CPI . . . . N . . .
cacine Buy the rumour sentiment continues to drive equity gains in China with local equities up

by between 1% and 2%2%. The drive is the same as yesterday in that markets are
speculating that Covid Zero policies may be relaxed, despite all signs that restrictions are

Core CPI

actually tightening.
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German trade disappointed in September but mostly due to upward revisions to the prior
10 b month. Exports were down 0.5% m/m (consensus +0.5) but August was taken up to a gain
O 0 0 0O 00 T I g N NN
T YT YAYY of 2.9% from 1.6%. Ditto for imports as the 2.3% drop in September (-0.6% consensus)
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was mostly due to a 1.5 ppt upward revision to August’s growth that is now 4.9%.
Sources: Scotiabank Economics, Cleveland Fed.

FEDERAL RESERVE—TRUISMS DON’T MAKE FOR A PIVOT

The Fed is obviously going to be the main game in town with a few sideshows along the
way like ADP head fakes at 8:15amET. The statement lands at 2pmET, we're in between
updates to the Summary of Economic Projections and dot plot with the next ones due out
next month, and Chair Powell’s press conference starts at 2:30pmET.
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Bottom line: Powell doesn’t want financial conditions to ease and short circuit what they’ve done to date, so expect somewhat of a repeat of
the last appearance with what | think will be a generally hawkish bias that says they’re not there yet and to lean against premature easing.
The economy rebounded with 2.6% growth in Q3 and ‘nowcast’ tracking that is above consensus for Q4, core inflation is not cooling and the
next reading for October is likely to be hot again which he would have folks telling him about, and the US labour market is not opening up
any slack to date. Witness the Cleveland Fed’s core CPI ‘nowcast’ that points to another hot reading next week (chart 2).

All of consensus expects +75bps which is fully priced. The absence of forecast updates on the heels of the ones provided on September 21
likely means that the statement will be kept short and sweet, on-script and continue to guide that further rate hikes lie ahead. | expect few if
any notable statement changes.

The presser is where things may be more likely to get interesting, if anywhere. It’s a truism—not a pivot—that we're getting nearer to the
end if they land at 4% today and in relation to the fact that the September dots were evenly split between terminal rates of 4.5%, 4.75% and
5%. 1 don’t find there would be much value to him stating the obvious in that regard and that we’ve understood for quite some time now.
He’s likely to once again diss the dots anyway by saying there is high forecast uncertainty.

That could mean one more and done, which | doubt, or with hikes reaching into Q1 and in data dependent fashion which is our forecast for a
5% terminal rate. | also wouldn’t find it to be of much value if he says that, by definition, as they draw nearer to the end, the pace may be
downshifted from 75bps per meeting but if | were him I’d keep options open. Yes the economy is going to be damaged, but the bigger fight
is to anchor inflation expectations, amid ongoing upside risks to inflation, and to thwart wage-price spiral risks.

A hawkish surprise would be if he said they’re unsure of the terminal rate and that it could be higher than they’ve guided. It would also rattle
market pricing if he said he’s still open to the possibility of another 75bps move on December 14™ with fff only slightly leaning in that
direction and closer to 50.

What again may be more instructive to the market tone would be that | fully expect him to lean against any talk of easing and to repeat
language that he used at the last meeting. That included:

e noting that at 3.25% “We've moved into the very lowest level of what may be restrictive.” He'll say they are now only just getting to be
meaningfully restrictive at 4%.

e saying that in order to downshift the pace of hikes and stop, they want a sustained period of below-potential growth that so far they're
not even close to getting;

e adding to that by saying they also want evidence of cooling labour markets, ditto;
e and saying they also seek hard evidence that inflation is moving back down to 2%, double ditto;

e and positive real rates across the curve which may exist across longer maturities but not yet at the very front-end depending upon
inflation expectations.
Chart 3

e less denial and more acceptance toward a harder landing as he has been gradually

introducing meeting-by-meeting. Proposed Immigration for Canada

600
, 000s Proposed
CANADA'’S IMMIGRATION STIMULUS TO BUOY HOUSING immigration
500 |
In case you missed it, Canada added more immigration stimulus to housing markets yesterday. It
did so by once again raising its annual immigration target to 500,000 folks per year by 2025 while 400 | Annual average

immigration
further emphasizing admittance of folks destined for the workforce. That basically means adding a

new city of Ottawa or city of Edmonton roughly every couple of years. Chart 3 shows the massive 300

surge that is definitely a stand-out compared to other major nations as Canada is the only G7 200

country to be recording accelerating population growth. Within less than a decade the annual

number of immigrants targeted for arrival into Canada will have roughly doubled. Canada is 100

among the few advanced nations doing something about longer run workforce challenges and 0

there is generally high support for the initiative. 70s80s90s00s 17 18 19 20 21 22 23 24 25
Sources: Scotiabank Economics, Statistics

Implications include the following: Canada, Ministry of Immigration, Refugees &

Citizenship Canada.
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e  Canada will have to build more homes. Fast. It already had deep supply issues and now they'll become more acute.

e The stimulus boost leans against a housing correction on the new build side and mitigates it on the resale side. A move like this
reinforces my narrative that as housing corrects, more in resales than new, it is likely to be a replay of the repeated cycle of temporary
improvements in housing affordability and then back up we go. Add in the prospects for Bank of Canada cuts of uncertain magnitude
and timing maybe from late next year into 2024 and here we go again with demand outstripping supply. Sidelined domestic buyers will
be accumulating cash into a softer price environment and ready to buy just as immigration fans supply shortages. That could also mean
that inflation relief derived from housing and spillover effects may be transitory.

e Labour markets will welcome the higher targets over time by comparison to soft domestic demographic drivers and skills shortages,
but we’ll have to get through a recession’s likely impact upon the labour market first.

e Longer run neutral rate estimates may be higher due to the workforce impact upon potential GDP growth.

e Canada had better improve integration of new arrivals and distributing them across the country. Fast. This ages old challenge is
nothing new. Neither is the need to improve.

e The move supports remaining DB pensions and a need for infrastructure spending especially in the handful of cities that attract the
most immigration.

Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I1WK | Last 1-day I-WK [ Last 1-day I-WK | Last 1-day I-wk
u.s. 452 455 441 | 424 427 419 | 403 4.04 4.00 | 410 4.09 4.14 |Canada-BoC 3.75
CANADA 391 390 387 | 343 343 341 | 325 324 327 | 326 325 342
GERMANY 198 194 195 | 201 198 200| 214 213 211 ]| 214 214 211 |US-Fed 3.25
JAPAN -0.04 -0.04 -0.02| 0.08 0.08 010 | 025 026 025 154 150 155
U.K. 308 319 328 | 340 350 366 | 346 347 358 | 361 3.59 3.68 |England - BoE 2.25
Spreads vs. U.S. (bps):
CANADA -61 -64 -54 -82 -84 -78 -79 -80 -73 -84 -84 -72 |Euro zone - ECB 2.00
GERMANY -254  -261 -246 | -223 -229 -219 | -189 -191 -189 | -196 -195 -203
JAPAN -456  -459  -443 | -417 -419  -409 | -378 -379 -375 | -256 -260 -259 |Japan - BoJ -0.10
U.K. -144 136  -113 | -84 -76 -52 -58 -57 -43 -49 -51 -46
m Level % change: Mexico - Banxico 9.25
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 19518 91.6 0.5 1.2 5.8 -7.8 Australia - RBA 2.85
Dow 30 32653 -79.8 -0.2 2.6 13.7 -9.4
S&P 500 3856 -15.9 -0.4 -0.1 75 -16.7 New Zealand - RBNZ 3.50
Nasdaq 10891 -97.3 -0.9 -2.8 3.0 -30.4
DAX 13314 -24.8 -0.2 0.9 9.9 -16.6 Next Meeting Date
FTSE 7159 -26.8 -0.4 1.5 3.9 -1.6
Nikkei 27663 -15.5 -0.1 0.8 6.7 -6.3 Canada - BoC Dec 07, 2022
Hang Seng 15827 371.9 24 3.3 -8.1 -36.9
CAC 6319 -9.4 -0.1 0.7 9.7 -8.8 US - Fed Nov 02, 2022
Level % change:
WTI Crude 88.18 -0.19 -0.2 0.3 10.9 5.1 England - BoE Nov 03, 2022
Natural Gas 5.93 0.22 3.8 5.8 -12.3 7.0
Gold 1656.23 8.25 0.5 -0.5 -0.3 7.4 Euro zone - ECB Dec 15, 2022
Silver 20.00 0.84 4.4 5.9 5.2 -16.2
CRB Index 276.34 2.21 0.8 0.9 3.0 15.5 Japan - BoJ Dec 20, 2022
Level % change:
USDCAD 1.3598 -0.0032 -0.2 0.3 -0.2 9.6 Mexico - Banxico Nov 10, 2022
EURUSD 0.9905 0.0028 0.3 -1.7 0.8 -14.5
USDJPY 146.88 -1.3900 -0.9 0.3 1.6 28.9 Australia - RBA Dec 05, 2022
AUDUSD 0.6426 0.0031 0.5 -1.1 -1.4 -13.5
GBPUSD 1.1516 0.0032 0.3 -0.9 1.7 -15.4 New Zealand - RBNZ Nov 22, 2022
USDCHF 0.9967 -0.0025 -0.3 1.1 0.4 9.0
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