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US Treasury Auction
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On Deck for Monday, December 11

Country Date Time Indicator Period BNS Consensus Latest
us 12-11  11:00 NY Fed 1-year Inflation expectations Nov n/a n/a 3.57
us 12-11  11:30 US$50B 3s auction
us 12-11  13:00 US $37B 10s reopening

KEY POINTS:

e  Muted risk appetite ahead of a big week for markets

e China CPI: don’t call it deflation

e Yepdips as BoJ speculation pushes back on a December pivot

e Norges Bank likely to hold after CPl was weaker than expected

e US, Canada test appetite for bond auctions today ahead of a key week

e Global Week Ahead—Haste Makes Waste

As areminder, please see the Global Week Ahead—Haste Makes Waste here in
publication format and, for clients, the highlights deck is in your inbox.

A huge week for global central banks and macro data is starting off slowly. Risk appetite is
muted ahead of these developments and with limited follow through from Friday’s
nonfarm payrolls report (recap here). N.A. stock futures are a touch negative, ditto for
European cash markets and Asian equities were mixed with more gainers than decliners.
Sovereign bonds are mildly cheaper in the US and there is a slight richening bias across
EGBs with nothing much happening across the gilts curve. The dollar is flat on a DXY basis.

China’s inflation rate fell by more than expected last month but don’t call it deflation. CPI
was -0.5% y/y (-0.2% consensus). Core CPl was unchanged at +0.6% y/y and -0.3% m/m
NSA. Core typically is typically soft in November in seasonally unadjusted terms and this
time it was a bit softer than usual (chart 1).

Why not deflation? For starters, the headline softening was driven significantly by lower oil
prices last month with a slightly faster rate of decline in food prices. Other categories were
soft, but showed little breadth to the decline.

Second, the definition of ‘deflation’ is typically stricter among economists than used by
some of the coverage. That definition requires a sustained, economy-wide decline in
prices that changes behaviour such that people postpone spending into a future period
when prices are expected to be broadly lower. That, in turn, becomes a dangerous
downward spiral from which policy may find it difficult to escape. To label China as being
in such a situation is highly premature.

We’'ll see how the PBOC views this on Thursday when it decides what to do with its 1-year
Medium-Term Lending Facility Rate, but almost everyone expects a hold as speculation
about another RRR cut is being combined with expectations for further fiscal stimulus into
next year on the back of comments following China’s Politburo meeting last week.

The BoJ rollercoaster ride continues. This morning’s rumour mill is leaning against
speculation that the BoJ may end negative rates next week. The sources are the usual
anonymous folks who point to waiting to see how the Spring wage negotiations proceed.
The yen is leading decliners to the USD this morning.

Norway’s CPl was a touch softer than expected ahead of Norges Bank’s decision on
Thursday. CPl was up 0.5% m/m SA (0.7% consensus) with underlying inflation down -0.2%
m/m (-0.1% consensus). That resulted in a further mild reduction of the market probability
of a rate hike this week to nearly zero. Consensus is split with a mild majority of 9 economists
expecting a hold and 7 a 25bps hike. The uncertainty stems from the fact that the November
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2" Norges Bank statement said there had been more than expected progress on inflation and that the need for further hikes “depends on
economic developments.”

There is nothing terribly notable on tap into the N.A. session. Data wise we’ll only get the NY Fed’s measure of 1-year ahead inflation
expectations for November (11amET) after it has been falling from a peak of 6.8% to 3.6% in October. Bond land will take down a US 3s
auction (11:30amET) and then a 10-year Treasury notes reopening (1omET). The pattern to date in bid-to-cover ratios is shown in chart 2 as
one measure of auction performance.

Canada also auctions $5.5B of 2s at 12pmET.

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. 476 472 464 | 428 424 421 427 423 425 | 435 430 4.41 |Canada-BoC 5.00
CANADA 420 415 412 | 354 349 352 | 342 337 344 | 322 318 3.25
GERMANY 269 269 270 | 222 223 228 | 226 228 235 | 246 247 259 |US -Fed 5.50
JAPAN 009 009 004 03 036 026 ] 077 077 070]| 1.76 174 1.68
U.K. 459 459 462 | 412 4.1 419 | 406 4.04 419 | 454 453 4.72 |England - BoE 5.25
Spreads vs. U.S. (bps):
CANADA -56 -57 -52 -75 -75 -68 -86 -86 -81 -113  -112  -116 |Euro zone - ECB 4.50
GERMANY -207  -203 -194 | -206 -201 -193 | -201 -195  -190 | 189 -184  -182
JAPAN -467 463 460 | -394 -389 -395 | -351 -346 -356 | -259 -256 -273 |Japan -BoJ -0.10
U.K. -16 -13 -2 -16 -13 -2 -21 -19 -6 19 22 31
|Equities | Level % change: Mexico - Banxico 11.25
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 20332 53.0 0.3 -0.6 34 1.9 Australia - RBA 4.35
Dow 30 36248 130.5 0.4 0.0 5.7 8.3
S&P 500 4604 18.8 0.4 0.2 4.3 17.0 New Zealand - RBNZ 5.50
Nasdaq 14404 64.0 0.4 0.7 4.4 30.9
DAX 16766 6.4 0.0 2.2 10.1 16.7 Next Meeting Date
FTSE 7515 -39.0 -0.5 0.0 2.1 0.5
Nikkei 32792 483.9 1.5 -1.3 0.7 17.8 Canada - BoC Jan 24, 2024
Hang Seng 16201 -132.9 -0.8 -2.7 -5.8 -16.8
CAC 7548 211 0.3 2.9 71 13.0 US - Fed Dec 13, 2023
Level % change:
WTI Crude 70.74 -0.49 -0.7 -3.1 -8.3 -04 England - BoE Dec 14, 2023
Natural Gas 2.38 -0.20 -7.7 -11.6 -21.5 -61.9
Gold 1995.45 -9.22 -0.5 -1.7 2.8 11.0 Euro zone - ECB Dec 14, 2023
Silver 23.79 -0.12 -0.5 -5.4 6.0 4.8
CRB Index 262.82 2.08 0.8 -2.9 -3.9 -1.3 Japan - BoJ Dec 19, 2023
Level % change:
USDCAD 1.3579 -0.0004 -0.0 0.3 -1.6 -0.4 Mexico - Banxico Dec 14, 2023
EURUSD 1.0760 -0.0003 -0.0 -0.7 0.6 2.1
USDJPY 146.43 1.4800 1.0 -0.5 -3.5 6.4 Australia - RBA Feb 05, 2024
AUDUSD 0.6559 -0.0020 -0.3 -0.9 2.9 -2.8
GBPUSD 1.2579 0.0030 0.2 -0.4 24 25 New Zealand - RBNZ Feb 27, 2024
USDCHF 0.8812 0.0013 0.1 1.0 -2.3 -5.9
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