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whether that affects the outlook for multiple other central banks. The dollar is broadly
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stronger, except against the yen. Equities are broadly lower with European cash markets
all down by 12-2%, except for a milder 2% drop in London after the BoE whiffed and
following widespread declines of 1-2% across Asian equity benchmarks. N.A. equity
futures are down by about ¥2% to over 1% across the main benchmarks. Sovereign yields
are up by single digit basis points across gilts and EGBs after Australia’s curve
underperformed the most. There is little carry over into the N.A. front-ends this morning

but the rest of the US Treasury and Canada curves are slightly cheaper.

It all boils down to the believability of the Fed’s dots and | have to admit that I'm a bit
surprised by the extent to which markets suddenly believe in the dot plot. This recap was
sent yesterday.

| don’t have a big quibble with the FOMC showing a further hike this year that will come
down to monitoring the data; if the string of softish core inflation gauges continues and/or
payrolls and other data sharply disappoint then maybe that doesn’t get delivered. Or
perhaps they deliver it as a final insurance hike as per comments this morning by former
St. Louis Fed President Bullard.

If markets are reacting to the higher for longer guidance that cut in half the magnitude of
cuts next year, then that’s where the rub lies in my view. The dots are largely useless
beyond the near term and have at best a soft track record in terms of lining up with what
actually happens to the policy rate (chart 1). The dots are one part what the Committee
members think may happen and one part dirtied by efforts to control markets through an
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extension of the Fed’s long history of seeking to manipulate them. The FOMC doesn’t wish to
have anyone piling into rate cut pricing just yet and is not yet prepared to ring the all clear on
a final hike. That day will come, but not yet.

Furthermore, recall the roughly three percentage point range of opinions on the magnitude of
easing in 2025 that Committee members anticipate. They have no better idea what will
happen by then than markets do.

The Bank of England decided to leave Bank Rate unchanged at 5.25% in a close 5-4 vote while
unanimously deciding to increase the pace of reducing holdings of gilts by £100B over twelve
months starting in October from £80B over the past year. The minutes (here) described
today’s decision as “more finely balanced” between doing too much and too little.

"Given the significant increase in Bank Rate since the start of this tightening cycle,
the current monetary policy stance was restrictive. This meant that the decision on
whether to increase or to maintain Bank Rate at this meeting had become more
finely balanced between the risks of not tightening policy enough when underlying
inflationary pressures could still prove persistent, and not placing sufficient weight
on the impact of the previous tightening that was still to come through on activity
and inflation."

“Monetary policy will need to be sufficiently restrictive for sufficiently long to return
inflation to the 2% target sustainably in the medium term, in line with the
Committee’s remit. Further tightening in monetary policy would be required if there
were evidence of more persistent inflationary pressures.”

This bias toward higher for longer instead of more now heavily rests upon whether markets
believe the MPC. Voters who preferred to pause including Governor Bailey, Broadbent,
Dhingra, Pill and Ramsden while those preferring to hike again included Cunliffe, Greene,
Haskel and Mann. No forecasts or press conference accompany this decision.

Here are brief highlights of the other overnight central bank decisions:
e Brazil's central bank cut the Selic rate 50bps to 12.75% as expected last evening.

e  SNB unexpectedly held at 1.75% as inflation has ebbed and guided that further tightening
may be required.

e Sweden's Riksbank hiked 25bps to 4% as expected, announced it was selling a quarter of
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Norges Bank Policy Rate Projections
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reserves and guided the possibility of one more hike. The updated forward path is shown Chart 4
in chart 2. US Initial & Continuing
Jobless Claims
e Norges Bank hiked 25bps to 4.25% as expected and guided to expect another 25bps hike 300 0005 ofweekly 000s ofweekly | 2000
in December. The updated forward path is shown in chart 3. 280  claims claims 4 1900
260 { 1800
e  BSP held at 6.25% as expected. 240 4 1700
220 4 1600
e Bl heldat5.75% as expected.
200 4 1500
e CBCT held at 1.875% as expected. 180 | nitial Jobless] 1400
160 F Claims (LHS) 4 1300
e  Turkey’s central bank hiked its one-week repo rate by 500bps to 30%. It has been raised 140 | Continuing 1 1200
by 22.5% since May. What has the lira done? It’s weaker again this morning and has been 120 } Claims (RHS) J 1100
selling off throughout the hiking campaign. The country remains in the throes of a 100 r 1000
currency crisis as restoring policy credibility post-election after President Erdogan 2 23
. . . Sources: Scotiabank Economics, US Dept of
destroyed it cannot be achieved overnight. Labor.
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The South African Reserve Bank is expected to hold again at 8.25% at around 9:15amET.

September 21, 2023

Data risk is light. NZ Q2 GDP solidly beat expectations at 0.9% q/g SA non-annualized (0.4% consensus).

US weekly initial claims fell to 207k last week and therefore to their lowest level since the start of the year (chart 4). So much for the theory
that seasonal adjustments may not have controlled for Labor Day holiday effects leading up to and in the week of the holiday as well this

year as in the past since that might have given way to a reversal higher last week. The US job market appears to remain in strong shape.

The Philly Fed’s gauge is a bad omen for ISM-manufacturing, but the drop to —13.5 in September from +12 on weaker new orders and higher

prices was ignored by markets in favour of the claims data. Existing home sales for August (10amET) are also on tap.

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 I-WK | Last 1-day I-WK | Last I1-day I-wK
u.s. 518 518 5.01 463 459 442 | 448 441 429 | 452 445 438 |Canada-BoC 5.00
CANADA 499 497 469 | 428 423 397 | 396 391 369 | 370 365 3.53
GERMANY 332 326 317 | 281 273 262 | 277 270 259 | 290 284 273 |US-Fed 5.50
JAPAN 0.03 0.02 003 030 029 028 074 073 072] 169 171 1.69
U.K. 493 485 495 | 449 439 448 | 434 422 428 | 474 463 4.61 |England - BoE 5.25
Spreads vs. U.S. (bps):
CANADA -19 -21 -32 -35 -36 -45 -51 -50 -60 -82 -79 -85 |Euro zone - ECB 4.50
GERMANY -186 -192 -185 | -183 -185 -180 | -170 -171 -170 | -162 -160 -165
JAPAN -515 -515  -499 | -433 -430 -414 | -373 -368 -357 | -283 -274  -270 |Japan - BoJ -0.10
U.K. -25 -33 -6 -14 -19 6 -13 -19 -1 22 19 23
Er TCevel % change: Mexico - Banxico 11.25
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 20215 -4.2 -0.0 -0.3 22 5.4 Australia - RBA 4.10
Dow 30 34441 -76.9 -0.2 -0.4 -0.1 14.1
S&P 500 4402 -41.8 -0.9 -1.5 0.1 16.2 New Zealand - RBNZ 5.50
Nasdaq 13469 -209.1 -1.5 -2.5 -0.2 20.0
DAX 15555 -227.0 -1.4 -1.6 -0.3 21.8 Next Meeting Date
FTSE 7696 -35.7 -0.5 0.3 6.0 6.3
Nikkei 32571 -452.8 -1.4 -0.4 22 20.0 Canada - BoC Oct 25, 2023
Hang Seng 17655 -230.2 -1.3 2.2 -0.8 2.7
CAC 7202 -128.4 -1.8 -1.5 0.1 19.4 US - Fed Nov 01, 2023
Commodities Level % change:
WTI Crude 89.82 0.16 0.2 -0.4 11.3 8.3 England - BoE Sep 21, 2023
Natural Gas 2.69 -0.04 -1.6 -0.7 22 -65.4
Gold 1916.10 -14.20 -0.7 0.3 1.1 14.5 Euro zone - ECB Oct 26, 2023
Silver 23.28 -0.06 -0.2 1.6 21 20.5
CRB Index 288.48 -1.52 -0.5 -0.6 5.0 3.7 Japan - BoJ Sep 22, 2023
Level % change:
USDCAD 1.3508 0.0046 0.3 0.0 -0.3 0.3 Mexico - Banxico Sep 28, 2023
EURUSD 1.0641 -0.0020 -0.2 -0.0 -2.3 8.2
USDJPY 147.97 -0.3700 -0.2 0.3 1.2 2.7 Australia - RBA Oct 02, 2023
AUDUSD 0.6402 -0.0046 -0.7 -0.6 -0.2 -3.4
GBPUSD 1.2266 -0.0078 -0.6 -1.2 -3.8 8.8 New Zealand - RBNZ Oct 03, 2023
USDCHF 0.9048 0.0062 0.7 1.0 3.0 -6.4

Global Economics




Scotiabank. DAILY POINTS

September 21, 2023

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject
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