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KEY POINTS:

e Markets on calmer footings to end the week amid light developments

e ECB speakers continue to push back against nearer-term easing...

e ..as key wage figures won’t be available until the June meeting

e ECB’sinflation expectations remain sticky

o Fed-speakers did likewise...

e ..butWaller’s time-dependent guidance didn’t learn from the first time

e Scotia Economics continues to lead Wall Street on the Fed

e The BC Budget fired the opening salvo on big spending this budget season...
e ..andignored Macklem’s warning almost as if to dare the BoC into Spring
e  Quiet US and Canadian calendars today

Sovereign yields were edging a bit higher this morning but have since shifted toward a
slightly lower bias as they moderate their initial reactions to Fed and ECB comments plus
light data out of Europe. By now, markets have gotten most of the message that officials
are in no rush to cut. Stocks are little changed across the bourses for the most part. The
dollar is little changed on net. Oil is down by about a buck on supply considerations today.

Fed Officials Continue to Rule Out Nearer-Term Easing

Yesterday’s round of Fed comments carried into the evening and was generally
characterized by a tone that pushed back against nearer term easing. Pricing for the May
meeting has been reduced by an extra few basis points to nearly nothing. Vice Chair
Jefferson, Governors Cook and Waller, Philly’s Harker and Minneapolis President Kashkari
have all used different ways of expressing the same sentiment that near-term cuts are out
of the question.

How much attention should we pay to what they say? Frankly, they’re in the same boat
as everyone else as they watch and wait to see further data and developments. When
Waller, for instance, said that they “need to see a couple more months of inflation data
to be sure than January was a fluke and that we are still on track to price stability” it
gave me a sense he didn’t learn after the first time he boxed himself in with time
dependent guidance. Just stop with that. Recall that on November 28™, his remarks set
the tone for markets to jump on March cut pricing when he—a perceived hawk, though
inconsistent in my opinion—said that if declining inflation persists “for several more
months, three months, four months, five months, we could start lowering the policy rate
just because inflation is lower.” Ergo, 3-5 months out from late November sounded to
markets like March. Not.

And so here we are and Wall Street’s ‘best’ forecasters keep pushing out their calls for the
Fed’s first cut and in the process continue to catch up to Scotia Economics. Had to get
that in, heh! Why not, support your local research. The ‘best’ were on the March
bandwagon that | never subscribed to. Then they shifted to May and that’s likely out of
the question, so now they’re shifting to June. Our forecast for a long time was June and
we recently nudged that out to Q3 assuming everything goes just peachily. We'll see. | just
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don’t see a need to rush given the renewed mild upward trends in m/m core inflation and wage growth, ongoing strong economic growth
that indicates no move toward disinflationary spare capacity any time soon, strong household finances, geopolitical risk to shipping costs,
strong wealth effects and resilient stocks etc etc.

ECB Speakers and Data Continue to Lean Against Nearer-Term Easing

Across the ‘pond’ we received comments from the ECB that also leaned against doing anything soon, meaning neither March nor April at a
minimum. Governing Council member Joachim Nagel said “it is too early to cut interest rates” because “the price outlook is not yet clear
enough.” Several officials have persistently flagged the need to see key wage data from the national accounts that arrives only by June 7", a
day after the June 6™ ECB meeting but officials like the Chief Economist Lane have intimated they’ll have access to it by that meeting.

We also heard from ECB Executive Board member Isabel Schnabel who said “Our models tend to suggest the peak impact of monetary
tightening may now be behind us.” If so, then that’s a hawkish signal in that it implies the economy is arriving toward a new equilibrium in
the wake of prior tightening.

Arriving just ahead of these comments, the ECB’s survey of consumers’ inflation expectations was a bit stickier than expected (chart 1). The
median response expects inflation to be 3.3% y/y over the next year which is up a tick from the prior month. The 3-year inflation
expectation reading was stable at 2.5%. The 3-year reading has been largely moved sideways for a while now and seems to be settlingin a
bit above the ECB’s inflation target.

Then Lagarde weighed in, flagged that the tiny improvement in negotiated wages in Q4 (chart 2, 4.5% y/y from 4.7% in Q3) was “obviously
encouraging” even though it was a minor move, but then noted that they need to see Q1 numbers that we won'’t get until late May. She did
so by noting “There are many sectors and employees that are covered by negotiations that will be completed in the course of the first
quarter of 2024 and | think that those numbers will—especially if they continue to be encouraging—will be important for us to assess going
forward in order to reach confidence.”

German IFO business confidence was little changed overall, but the expectations component edged a touch higher while remaining within
the same range since last summer. We now have the suite of soft survey evidence for the month and it showed a mild deterioration in the
composite PMI due to manufacturing, a mild pick-up in the ZEW investor expectations survey, and this IFO reading.

There is absolutely nothing of any interest on US and Canadian calendars this morning.
The BC Government Ramped Up Spending as it Gallingly Criticizes the BoC

Check out Laura Gu’s account of the British Columbia provincial government’s budget that was released after markets closed yesterday
(here). The NDP government added $13 billion of new spending equal to about 1% of nominal GDP which is classic pump priming ahead of
October’s election. Laura goes through the facts and figures in greater detail. This kind of spending is exactly what I've been warning about
into this round of provincial and Federal budgets. Governments just can’t stop spending and hence adding to inflation risk. What is galling
about it all is when they turn around and castigate the Bank of Canada for not cutting rates.

Well, Governor Macklem warned all of these politicians in advance. Back on January 24th during the press conference that followed the
BoC'’s decision, Macklem said “If governments announce more spending then it could certainly get in the way of that inflation goal which
would not be helpful.” He said that after noting that fiscal policy that was already baked in before this round of budgets was adding to
growth and fighting the BoC. So what did BC do? It dared the BoC. Taunted it. Eby poked a finger in Macklem’s eye. Ignored the warning. If
there is hike risk in Canada, then | condition it upon what kind of picture we face into Spring after more data, more government budgets,
and after we have a stronger sense of developments in the rate sensitive sectors and particularly housing with its spillover effects. Inflation
expectations remain at or above the upper end of the BoC’s 1-3% target range amid evidence of changed behaviour in wage demands and
tumbling worker productivity. When folks don’t believe in your inflation target and move on by changing behaviour in such ways, it can
almost be like calling lights out for a central bank.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day TWK | Last 71-day I-WK | Last 1-day TWK | L[ast 7T-day I-WK
u.s. 470 471 464 | 432 433 427 | 431 432 428 | 445 446 4.44 |Canada-BoC 5.00
CANADA 421 423 429 | 361 363 367 | 353 354 358 340 340 342
GERMANY 286 291 282 | 240 245 239 | 239 244 240 | 252 256 254 |US-Fed 5.50
JAPAN 017 017 015 | 037 037 035 | 072 072 074 ] 173 173 1.80
U.K. 457 460 462 | 412 415 414 | 408 411 411 | 462 463 4.65 |England - BoE 5.25
Spreads vs. U.S. (bps):
CANADA -49 -48 -35 -70 -70 -60 -78 -79 -70 [ -1056 -106  -107 |Euro zone - ECB 4.50
GERMANY -184 -181 -183 | -192 -188 -188 | -191 -188 -188 | -193 -190 -189
JAPAN -453  -455 450 | -394 -396 -393 | -359 -360 -355 | -272 -273 -264 |Japan - BoJ -0.10
U.K. -13 -1 -2 -19 -18 -14 -23 -22 -17 17 17 21
m Cevel % change: Mexico - Banxico 11.25
Last Change 1 Day 1-wk 1-mo A-yr
S&P/TSX 21318 145.7 0.7 21 1.3 5.6 Australia - RBA 4.35
Dow 30 39069 456.9 1.2 1.7 3.1 17.8
S&P 500 5087 105.2 21 1.7 4.6 26.8 New Zealand - RBNZ 5.50
Nasdaq 16042 460.8 3.0 1.2 4.0 384
DAX 17376 5.9 0.0 1.5 45 12.3 Next Meeting Date
FTSE 7689 4.7 0.1 -0.3 27 -2.8
Nikkei 39099 836.5 22 25 71 443 Canada - BoC Mar 06, 2024
Hang Seng 16726 -17.1 -0.1 24 4.8 -16.4
CAC 7958 46.7 0.6 24 7.7 8.8 US - Fed Mar 20, 2024
Cevel % change:
W rude 77.30 -1.31 -17 -0.9 3.9 2.5 England - BoE Mar 21, 2024
Natural Gas 1.65 -0.08 -4.8 4.2 -32.7 -28.8
Gold 2028.70 4.32 0.2 0.8 -0.0 11.3 Euro zone - ECB Mar 07, 2024
Silver 23.07 -0.01 -0.0 2.0 3.9 55
CRB Index 27411 0.10 0.0 1.0 2.2 2.7 Japan - BoJ Mar 19, 2024
W Cevel % change:
1.3462 -0.0020 -0.1 -0.2 0.0 -0.6 Mexico - Banxico Mar 21, 2024
EURUSD 1.0835 0.0012 0.1 0.5 -0.2 2.3
USDJPY 150.37 -0.1600 -0.1 0.1 14 11.6 Australia - RBA Mar 18, 2024
AUDUSD 0.6579 0.0022 0.3 0.7 -0.0 -3.4
GBPUSD 1.2696 0.0036 0.3 0.7 0.1 5.7 New Zealand - RBNZ Feb 27, 2024
USDCHF 0.8786 -0.0016 -0.2 -0.2 1.0 -5.9
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with any advisors they deem necessary prior to making any investment.
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