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Derek Holt e  Expecting a pivot by March is a heroic assumption
VP & Head of Capital Markets Economics

Scotiabank Economics
416.863.7707
derek.holt@scotiabank.com

e  Gilts are outperforming again as UK macro readings disappoint

e Canada has a wartime solution for a war it started and could easily end itself

It's only the Fed that really matters today. The dollar is gaining against all major currencies

perhaps in anticipation of a hawkish feel to the communications. Treasury yields are little
US Unemployment Rate . ) . . .
% changed so far and there is a very mild positive bias across N.A. equity futures and

%
European cash markets.
14
Other overnight developments were light. UK data was weak again across GDP, industrial
2 output, services, construction output and a wider trade deficit. That drove gilts to
10 L outperform others again this morning.
s | THE FOMC IS UNLIKELY TO SUDDENLY PIVOT
6 L The FOMC statement lands at 2pmET along with the Summary of Economic Projections
and the ‘dot plot’. Chair Powell’s press conference follows 30 minutes later.
4 M\‘_J
| gave a preview in the Global Week Ahead (here). It goes over possible changes to the
2 T T T T T statement, dot plot and macroeconomic projections and what to expect during the press
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conference. 50-75bps of projected cuts in 2024 is the most likely outcome imo and that
implies starting later in the year than markets are pricing.

On balance | think it’s highly unlikely that the Fed validates market pricing for 100-125bps
Chart2 worth of cuts starting by about March and by the end of next year or early 2025.

US Core CPI Inflation In the FOMC’s favour in terms of their ability to lean against markets is that the tone of

12 m/m%change SAAR recent data that hardly screams pivot. They are not achieving their dual mandate goals
10 | more than two years into when bond markets began tightening in anticipation of Fed
8 r tightening. Achieving them with enough conviction that it will be sustainable by March is a
61 heroic assumption.
4 |
2 W\ e  GDP growth was over 5% in Q3 and we’d better get slower growth in Q4!!
_2 | o ST e Payrolls were up by 200k in November which remains above the equilibrium pace,
gl and there were 750k additional household survey jobs created that drove a two-
6 | tenths decline in the UR that remains very low (chart 1) while wages accelerated to
gL 4.3% m/m SAAR. Recap here.
FIPLIRIFIINAINANR
53 ‘zé g E; é 53 é rz? El <23 g E (Zg e  Core CPlwas up by 3%2% m/m SAAR last month and it’s pretty clear that the trend

remains uncomfortably high and sticky (chart 2) after the softer readings back in June
and July (recap here).

Sources: Scotiabank Economics, BLS.

e Ontop of all of that, financial conditions are easing which is normally a red flag for
inflation through higher growth at a time when capacity constraints are already
pressing.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by
email at scotia.economics@scotiabank.com



https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
mailto:derek.holt@scotiabank.com
https://www.scotiabank.com/content/dam/scotiabank/sub-brands/scotiabank-economics/english/documents/the-global-week-ahead/globalweekahead20231208.pdf
https://www.scotiabank.com/content/dam/scotiabank/sub-brands/scotiabank-economics/english/documents/scotia-flash/scotiaflash20231208.pdf
https://www.scotiabank.com/content/dam/scotiabank/sub-brands/scotiabank-economics/english/documents/scotia-flash/scotiaflash20231212.pdf

Scotiabank. DAILY POINTS

December 13,2023

Yeah, that all screams pivot. Good one.

Now you'll tell me just wait. Everything’s about to crumble and with alarming speed straight Chart3

into a sewer hole. Maybe, but my counter is that you've been telling me that for the past six Consensus Estimates for US GDP

quarters in which US GDP growth expectations have been revised up and up, over and over

Too Bearish
each time and still tending to fall short of the ultimate estimates (chart 3). Doom has been 6.0 /g%, SAAR
postponed six times now. Maybe, just maybe, the US economy’s rate sensitivity is so | 03.23-5.2%
fundamentally different this time around. Maybe, just maybe, we should all respect the
evidence. 40
How so? Households are in vastly better shape with multi-decade bests across multiple 30
measures which lessens their rate sensitivity. A hiking cycle has been accompanied by 20
improving supply chains that have given the opportunity to hire and produce more; when 10
did we last see that happen? We once beseeched governments to help central banks in 0.0
stimulating the economy and now we can’t stop them as they fight central bank efforts to
cool inflation. Wage pressures are well above the Fed’s inflation target. -10 ——Q423 ——Q3.23 ——Q2.23
| think the message we’ll hear from Powell is that it’s much too soon to be talking rate cuts. _Z-I?dar-zz_ Q;zs_zz —Miiig SEp(?zaézz

The dots will say they are coming, but not as soon or by as much as markets wish. He'll S - )
ources: Scotiabank Economics, Bloomberg.

emphasize the same points on progress with respect to the labour market coming back into

better but not complete balance and with inflation making progress. He'll also say we’re some distance from their goals and use the same

lines about how history counsels against prematurely declaring victory against inflation. It’s hard to see all of that changing as soon as the

March FOMC in keeping with market pricing.

How comfortable am | with this view? I'll put it this way: markets have been wishing for rate cuts on and off many times during the
pandemic.

CANADA'’S OWN GOAL ON HOUSING

The Feds’ latest housing solution is prime material for late night comedy. Get this. The Feds started a war on housing. They are now
desperately seeking solutions to the war they started themselves. And right before them lies their very own ability to declare peace that
they are not declaring. It does not get better than that.

e The Feds started the war with excessive immigration combined with serial overstimulation on the demand side over many years.

e Their latest solution that was floated yesterday is to go back to WWII with the solution being to build a tonne of cookie cutter homes
modelled after post-WWII era so-called ‘strawberry boxes’ with a few hundred square feet of living space on tiny lots.

e They could just call it all off by curtailing immigration, maybe even taking a full one-year holiday from any new arrivals before then
reducing the flows in order to let the market catch up.

But they won't. They keep digging deeper and deeper. Scrambling to build a lot of homes very quickly is the solution being touted in order
to address Ottawa’s own goal. Brilliant. Here are some challenges.

e Forone, the economy post-WWII was struggling with replacing defence spending with private activity and with housing all the people
who moved to the cities from rural areas in order to feed wartime production needs. That’s not today’s issue in an economy basically at
full capacity and beyond full employment. Heaping housing stimulus onto the picture of an economy dealing with ongoing inflationary
pressures could only add to them.

e whois going to build all of these ‘strawberry boxes’? There is already an acute shortage of skilled workers in the housing sector.
Immigration has tilted sharply away from the skilled trades during the surge of 2022-23.

e Have they done focus group testing to see if people actually want the type of wartime 'strawberry box houses' the government is
thinking about? Or will they build a lot that will turn out like China’s ghost cities? This sounds like Government mandating production of
too many homes of a type nobody wants. Tastes have changed since WWIl and the housing market is vastly different. Many immigrants
being targeted today are skilled and educated with better income prospects who may not want that type of housing.
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The simpler solution? Cut back on immigration. I've long supported higher immigration targets including a piece | wrote two decades ago,

If these homes become a concentration of low income neighbourhoods thoroughly lacking planning diversity then they may bring other

socioeconomic challenges. It sounds like an urban planner’s nightmare.

then there is former BoC Governor Dodge's criticism that I've also held to. He was by far the most on-the-mark former Governor on the
airwaves yesterday! Canada keeps shovelling money into housing and consumption so this diverts capital away from investment and
productivity. A richer economy is one that improves the latter, not one that takes on too many new arrivals and diverts capital toward

building strawberry boxes in housing ghettos amid a declining standard of living.

| smell arbitrage opportunity! Build cheap houses like these. Knock 'em down and build bigger ones on the same lots and sell for more
later. My long-deceased aunt and uncle had one of these homes when they returned from the War. Their whole neighbourhood has

since been knocked down and rebuilt to reflect changed preferences.
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and still, the estimates are millions of homes that need to be built. If they can pull it off then every bit helps, but good luck.

but gradually and with proper planning. The sudden shock approach that is being imposed now is clearly excessive. The government is

seeking wartime solutions for a war it declared upon itself and the solution for peace lies at its own grasp. Maybe some of that immigration

surge should be allocated toward bringing in better comedians.

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 1-day IT-wk
u.s. 471 473 459 | 420 422 410 | 418 420 410 | 428 431 4.21 |Canada-BoC 5.00
CANADA 422 422 406 | 352 354 339 | 337 340 328 318 321 3.10
GERMANY 270 271 262 | 219 221 217 | 219 223 220 | 235 240 2.37 |US-Fed 5.50
JAPAN 0.06 007 004 | 027 031 024 | 069 072 064 | 166 173 159
U.K. 443 453 449 | 394 404 400 | 3.87 397 394 | 440 447 4.45 |England - BoE 5.25

Spreads vs. U.S. (bps):
CANADA -50 -51 -53 -68 -68 -71 -81 -80 -83 -110  -110  -112 |Euro zone - ECB 4.50
GERMANY -201 -202 197 | -201 -201 -194 | -199 -198 -190 | -193 -191 -184
JAPAN -466  -466  -455 | -393  -391 -386 | -348 -348 -347 | -262 -258 -263 |Japan - BoJ -0.10
U.K. -28 -20 -10 -27 -18 -10 -30 -23 -16 12 17 23
|Equities | Level % change: Mexico - Banxico 11.25
Last Change 1 Day 1-wk 1-mo 1-yr

S&P/TSX 20234 -84.5 -0.4 -0.7 2.7 1.1 Australia - RBA 4.35
Dow 30 36578 173.0 0.5 1.3 6.5 7.2
S&P 500 4644 21.3 0.5 1.7 5.3 15.5 New Zealand - RBNZ 5.50
Nasdaq 14533 100.9 0.7 2.1 5.6 29.1
DAX 16799 7.6 0.0 0.9 9.5 15.9 Next Meeting Date
FTSE 7563 19.8 0.3 0.6 1.8 0.8
Nikkei 32926 82.7 0.3 -1.6 1.0 17.8 Canada - BoC Jan 24, 2024
Hang Seng 16229 -145.8 -0.9 -1.4 -6.9 -17.2
CAC 7560 16.2 0.2 1.7 6.7 12.1 US - Fed Dec 13, 2023
Level % change:
WTI Crude 68.86 0.25 0.4 -0.7 -12.0 -8.7 England - BoE Dec 14, 2023
Natural Gas 2.29 -0.02 -0.8 -10.7 -28.3 -66.9
Gold 1982.37 2.83 0.1 -2.1 1.8 9.5 Euro zone - ECB Dec 14, 2023
Silver 22.96 0.04 0.2 5.4 2.0 -1.9
CRB Index 258.09 -3.68 -1.4 -3.1 -7.0 6.2 Japan - BoJ Dec 19, 2023
Level % change:
USDCAD 1.3587 -0.0004 -0.0 -0.0 -1.6 0.3 Mexico - Banxico Dec 14, 2023
EURUSD 1.0784 -0.0010 -0.1 0.2 0.8 1.4
USDJPY 145.63 0.1800 0.1 -1.1 -4.0 7.4 Australia - RBA Feb 05, 2024
AUDUSD 0.6558 -0.0001 -0.0 0.1 2.8 -4.3
GBPUSD 1.2525 -0.0038 -0.3 -0.3 2.0 1.3 New Zealand - RBNZ Feb 27, 2024
USDCHF 0.8757 0.0004 0.0 0.1 -2.9 -5.7
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