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China Core CPI
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On Deck for Monday, September 9

US 0909 10:00 Wholesale Inventories (m/m) JulF - 0.3 0.3
US  09-09 15:00 Consumer Credit (US$ bn m/m) Jul - 12.0 8.9
KEY POINTS:

e Markets shake off Friday’s post-payrolls reaction
e Chinese core prices are falling

e Surveying the evidence on Chinese deflation...

e ..and how the Fed might wake up the PBOC...

e ..asUSelectionrisk looms large

As a reminder, please see the Global Week Ahead—What You Thought You Knew About
Canadian Consumers Is All Wrong (here). Key topics include:

e Canadian consumers could pose tsunami risk to the economy
e  US CPI: will core services inflation be rejuvenated?

e ECBto cut, adjust policy rate bands

e BoC’s Macklem to speak on trade post jobs

e Peru’s central bank expected to cut again

e Russia’s central bank may hike again on wartime inflation

e  Harris versus Trump round 1

e  Other global indicators to focus on China, UK jobs

It’s a really light morning with nothing much of consequence by way of macro
developments. Stocks are rebounding somewhat across N.A. futures and European cash
markets with only Asian exchanges in the red as they catch up to Friday’s developments
since they were shut when nonfarm landed. Sovereign bonds are mildly cheaper across
most global benchmarks. The dollar is firmer except versus CAD and MXN. Qil prices are
up by about 1%.

CHINESE CORE CPI FALLS AGAIN

China’s CPl inflation landed at 0.6% y/y (0.5% prior, 0.7% consensus) with core at 0.3% y/y.
That remains very soft. August was an outlier in terms of seasonally unadjusted core CPI
compared to like months of August in the past (chart 1) and core CPI m/m at a seasonally
adjusted and annualized pace is trending lower (chart 2).

But is it deflation? That’s more complex than merely pointing to the price changes at the
margin. Deflation is a sustained, economy-wide decline in a broad set of prices that is
expected to continue and that fundamentally alters behaviour such as toward postponing
consumer spending and business investment into future periods when prices are
expected to be lower. It can be very difficult to arrest which was the problem in the 1930s.

We can look at expectations using a couple of sources. One is the PBOC'’s urban
depositors survey that includes several measures including expectations for prices and
house prices (chart 3 and here). The price expectation index increased in 2024Q2 with
23.5% of respondents saying they expect higher prices next quarter, 54.5% expecting little
change and 9.4% expecting lower prices with about 13% unsure. The overall expected
price index has been softening along a very long-term trend since the aftermath of the
GFC. No real deflation expectations there, but surveys of consumer attitudes are not
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necessarily reliable and perhaps more so in China’s Chart 3

system! PBoC's Urban Depositor Survey-Price
Expectation Index

What about forecasters? Bloomberg consensus shows 68  diffusionindex, %

that forecasters expect prices to rise by 1.5% y/y next year
and 1.9% in 2026. No deflation there either, but let’s just
say that forecasters have been known to make mistakes!

On house prices, the same PBOC survey shows 11% expect

higher prices, 52% expect little change, and 23% expect a

drop with about 14% unsure about the next quarter. sa |
And yet, new house prices are down by about 5.3% y/y 2T
50 .

and existing home prices are down 8.2% y/y (chart 4). s 19 20 1 22 23 a4
Equity prices are in a tailspin. The Shanghai composite Sources: Scotiabank Economics, The People's

Bankof China.
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Could all of this change in future? Perhaps. With the Fed embarking upon an easing path, the PBOC

may have relatively less worry about easing to address the fact that it is blowing its 3% inflation target .

that it rarely hits anyway. That’s because the currency may be less vulnerable to Chinese policy easing
if the Fed is also easing which lessens related financial stability concerns.

On that note, China has enormous untapped room for applying stimulus but it needs to match more
action to recent rhetoric. It is among the rare number of major global central banks that have not
embraced quantitative easing if needed. It has ample room to lower its key policy rates amidst
confusion surrounding another shift in its preferred policy rates, and to inject liquidity. M1 money
supply is falling by 6.6% y/y for the biggest contraction in decades, while M2 is growing by only 6.3%
yly for its slowest rate in decades (chart 7). There remains room to reduce required reserve ratios and
free up bank capital.

Of course, much of the world is pushing back with protectionist measures against China’s over
producing and global ambitions. If Trump gets elected and imposes a big tariff risk then China faces
bigger problems yet, but so will the US and everyone else.

LIGHT N.A. CALENDAR
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Chinese Industrial Inventories
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The N.A. calendar is very light. Mexican CPI for August was flat in m/m erms and landed at 5% y/y, close to expectations because Mexico

releases CPl on a bi-weekly basis. Core CPI landed on the screws at 4% y/y.

The NY Fed’s 1-year inflation expectations measure for August arrives at 11amET. At about 3%, it has been moving sideways this year after

decelerating from a peak of 6.8% in mid-2022.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I1WK [ Last I1-day IWK [ Last 1-day I-WK] Last 1-day I-WK
u.s. 369 365 392 352 349 370 | 374 371 390 | 405 4.02 4.20 |Canada-BoC 4.25
CANADA 3.06 305 333|282 280 303|298 296 316 | 3.14 3.11 3.26
GERMANY 225 223 242 | 207 205 223 | 221 217 234 | 247 244 258 |US-Fed 5.50
JAPAN 040 038 038 053 050 052 | 090 085 091 ] 206 202 212
U.K. 396 395 412 | 379 377 393 | 391 389 4.06 | 447 443 4.57 |England - BoE 5.00
Spreads vs. U.S. (bps):
CANADA -63 -60 -59 -70 -69 -67 -76 -75 -75 -91 -91 -93 |Euro zone - ECB 4.25
GERMANY -144 142 150 | -145 -144 -148 | -153 -154 -157 | -158 -158 -162
JAPAN -329 -327 -354 | -300 -299 -318 | -284 -286 -299 | -199 -200 -208 |Japan - BoJ -0.10
U.K. 27 31 20 26 29 23 17 18 15 42 41 37
m Level % change: Mexico - Banxico 10.75
Last Change 1 Day 1-wk 1-mo 1-yr
S&PITSX 22781 -206.8 -0.9 -1.9 21 13.5 Australia - RBA 4.35
Dow 30 40345 -410.3 -1.0 -2.4 2.1 16.7
S&P 500 5408 -95.0 -1.7 -3.3 1.2 21.3 New Zealand - RBNZ 5.25
Nasdaq 16691 -436.8 -2.6 4.7 -0.3 21.3
DAX 18363 60.8 0.3 -3.0 3.6 16.6 Next Meeting Date
FTSE 8225 43.9 0.5 -1.7 0.7 10.0
Nikkei 36216 -175.7 -0.5 -6.4 34 11.1 Canada - BoC Oct 23, 2024
Hang Seng 17197 -247.3 -1.4 -4.4 0.6 -5.5
CAC 7388 357 0.5 -3.4 1.6 2.0 US - Fed Sep 18, 2024
Commodities Level % change:
WTI Crude 68.35 0.68 1.0 =71 -11.0 -21.9 England - BoE Sep 19, 2024
Natural Gas 2.21 -0.06 -2.8 4.0 3.2 -15.1
Gold 2503.59 6.18 0.2 0.2 123 30.5 Euro zone - ECB Sep 12, 2024
Silver 28.84 0.12 0.4 -2.1 6.6 229
CRB Index 266.86 -4.41 -1.6 -4.7 -3.3 -6.2 Japan - BoJ June 14, 2024
Currencies Level % change:
USDCAD 1.3567 -0.0006 -0.0 0.5 -1.2 -0.0 Mexico - Banxico Sep 26, 2024
EURUSD 1.1042 -0.0042 -0.4 -0.3 1.1 2.7
USDJPY 143.23 0.9300 0.7 -2.5 -2.3 -2.3 Australia - RBA Sep 24, 2024
AUDUSD 0.6654 -0.0017 -0.3 -2.0 1.2 35
GBPUSD 1.3085 -0.0044 -0.3 -0.5 25 4.6 New Zealand - RBNZ Oct 08, 2024
USDCHF 0.8487 0.0057 0.7 -0.4 -1.9 4.7
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to change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as
to their accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct or consequential loss arising from
any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy any financial instrument, nor shall this
report be construed as an opinion as to whether you should enter into any swap or trading strategy involving a swap or any other transaction. The information contained in this report is not intended to
be, and does not constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation 23.434 and Appendix A
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