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Chart1
BoC's History of Jumbo Cuts
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Chart 2

BoC's Policy Rate Surprises
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On Deck for Wednesday, October 23

Country Date Time Indicator Period BNS  Consensus Latest
us 10-23 07:00 MBA Mortgage Applications (w/w) ocT18 - - -17.0
us 10-23 09:00 Fed's Bowman Gives Opening Remarks
uS 10-23 09:00 Fed's Bowman Gives Opening Remarks
CA 10-23  09:45 BoC Interest Rate Announcement (%) Oct23 375 3.75 425
usS 10-23 10:00 Existing Home Sales (mn a.r.) Sep 3.9 3.9 3.9
us 10-23 10:00 Existing Home Sales (m/m) Sep 0.0 0.5 2.5
us 10-23 12:00 Fed's Barkin Speaks About Community Colleges
us 10-23 14:00 Federal Reserve Releases Beige Book

KEY POINTS:

e Markets priced for the BoC to cut 50bps with two tailed risk of less and more
e Bank of Canada: 25, 50, or more?

e Recent data may be what changed things for the BoC to probably upsize...

e ..though this cycle’s differences merit a more gradual pace

e  Minor US data on tap

e  More central bankers speaking at IMF-World Bank meetings

Today is 100% about the BoC as far as I’'m concerned. Other calendar-based risk will be
practically non-existent with just US existing home sales (10amET) and more central
bankers speaking at the IMF-World Bank meetings.

WHAT TO EXPECT AND WHEN

The Bank of Canada’s policy statement arrives at 9:45amET along with the Monetary
Policy Report’s forecasts and analysis. Governor Macklem and SDG Rogers host a press
conference at 10:30amET.

Scotia expects a 50bps cut that is priced and widely expected among domestic shops,
plus no change in balance sheet policies. For a full preview go here. Chart 1 shows the
times when the BoC has cut by 50bps or more. Chart 2 shows the times when the BoC has
surprised consensus in either direction.

| see the case for cutting 50bps judged through the lens of how the BoC is probably going
to look at conditions, but would personally prefer that they cut by 25bps in a more careful
manner.

RECENT DATA PROMPTED UPSIZING THE CALL

Why would the BoC cut 50bps (or more) today? Judged through the way they would look
atit, recent data is very likely to have raised the alarm at the BoC and that’s why you've
seen expectations change fairly rapidly. Prior speculation toward upsizing was on a lark
and baseless in the absence of data. The data we've gotten recently would give the BoC
cover to up the size of a cut while saying 'look, we told you, we were increasingly
concerned about undershooting 2%, and developments since we said that have raised our
concern." It wouldn't be just a mere validation of market pricing, but it would be more
difficult for the BoC to explain why it undershot with a smaller cut.

1. Spare capacity unexpectedly widened in Q3 and hence it is amplifying the risk of
undershooting the BoC’s 2% inflation target. The BoC had forecast 2.8% q/q SAAR GDP
growth in Q3 and we're getting something as low as 1% by my tracking. Fresher data
across a suite of readings shows the economy continuing to lose momentum. Hours
worked slipped 0.1% m/m in August which was no big deal after the large surge in July,
but they fell by another 0.4% in September’s LFS report on October 11™. I've estimated
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August GDP at -0.1% m/m SA and September is tentatively tracking poorly which is a soft hand-off to Q4. Thus, the already negative output
gap was expected to narrow in Q3 but instead widened and could be tentatively viewed as facing the risk of becoming more negative in Q4.

2. Days after the LFS report, the BoC’s preferred core inflation gauges were weaker in the latest batch. Trimmed mean and weighted median
CPl averaged 2% m/m SAAR in September (weighted median 2.3%, trimmed mean 1.7% m/m SAAR). Headline CPI inflation fell to 1.6% y/y,
surprising forecasters to the downside. The BoC targets 2% headline inflation over the medium-term but uses the core gauges as the
operational guide to achieving this. The fact that these core gauges are on 2% now with headline well under 2% y/y amid widening spare
capacity shifts the focus more strongly toward concern that inflation will undershoot 2% inflation which requires a more assertive policy
response. That could mean -50bps or an even bigger cut.

3. Wage figures have shown a steady deceleration of late and in m/m SAAR terms. September’s gain was one-handled. Job growth was
solid, though significantly slanted toward youth, but the drop in hours worked as a GDP signal and the deceleration in wages may count for
more to the BoC.

4. We also got the BoC’s surveys on October 11th—same day as the LFS. The BoC can point to very slight improvement in the measures of
inflation expectations.

5. On labour supply, Canada’s immigration policy changes are a welcome course correction from the mismanaged non permanent resident
program’s runaway excess and the BoC has far bigger issues to focus upon. We can’t beseech governments to curtail their numbers one
moment because their numbers were driving higher unemployment especially among youths and housing imbalances in pockets of the
housing market, and then admonish them for doing so the next! The labour supply was rising too rapidly, but focused in the temps area, not
the core labour market that remains tight.

| don’t believe the BoC feels any great need to validate market pricing. | do, however, think that it would be a more difficult narrative for
them to less dovishly surprise with 25 instead of 50 given the above arguments. Macklem has said they are increasingly concerned about
the risk of undershooting 2% inflation and now they have added reason to be concerned which to me is a signal to pick up size and pace.

On the bias, | expect Macklem to be data dependent and noncommittal toward future moves other than repeating the line that it is
reasonable to expect further reductions. His forward guidance is weak anyway and so | would spend no time on speculation toward whether
the bias in the aftermath will be incrementally dovish, hawkish, neutral etc. It will be some variation of dovish imo but not in any useful way
that would inform future size and pace pricing.

THE COUNTER-ARGUMENT

Now, the main counterpoint to upsizing (and where | lean) is explained in my Global Week Ahead preview. | short, | believe that going too far
too quickly will risk unleashing the household sector, shutting spare capacity faster than expected, and returning us to facing upside risk to
inflation concerns expressed in the curve later next year and transitioning into 2026. That may not happen if it's just one 50bps move
followed by a more cautious path, but the signal would be consistently more assertive policy easing.

1. Household leverage turns to an outperformance argument for Canada in a declining rate environment as the opposite to how leverage
hurt in a rising rate environment.

2. Pent-up demand is significant.
3. Immigration remains excessive.
4. Pent-up savings to finance this spending remain very high.

But I don't think that for now the BoC will weight their decisions in that direction. They will want to shut spare cap as quickly as possible and
deal with whatever happens later. Ergo, upsize now, then brace for the consequences later.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I-WK| Last 1-day JI-WK [ Last 1-day JI-WK [ Last 1-day JI-WK
u.s. 4.05 4.03 3.94 4.02 4.01 3.84 4.22 4.21 4.01 4.51 4.50 4.30 |Canada - BoC 4.25
CANADA 303 304 301] 299 299 292 | 323 323 314|339 339 329
GERMANY 210 218 217 | 212 214 204 | 231 232 218 | 264 263 248 |US-Fed 5.00
JAPAN 045 045 043 | 060 060 057 | 098 098 096 | 222 221 216
U.K. 4.09 4.07 4.02 4.03 4.00 3.93 4.20 417 4.06 4.75 4.71 4.59 |England - BoE 5.00
Spreads vs. U.S. (bps):
CANADA -101 -100 -93 -103  -101 -92 -99 -98 -87 -112 111 -101 |Euro zone - ECB 3.40
GERMANY -194 -186 -177 | -191 -186 -180 | -191 -189 -183 | -187 -187 -182
JAPAN -359 -358 -351 | -343 -341 -327 | -324 -323 -306 | -230 -229 -214 |Japan -BoJ -0.10
U.K. 5 4 8 1 -1 8 -2 -4 5 23 21 30
w LCevel % change: Mexico - Banxico 10.50
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 24717 -6.6 -0.0 1.1 34 29.8 Australia - RBA 4.35
Dow 30 42925 -6.7 -0.0 04 1.9 30.3
S&P 500 5851 -2.8 -0.0 0.6 2.3 38.8 New Zealand - RBNZ 4.75
Nasdaq 18573 331 0.2 1.4 3.3 42.7
DAX 19436 13.7 0.1 0.0 3.1 31.3 Next Meeting Date
FTSE 8288 -18.1 -0.2 -0.5 0.3 12.4
Nikkei 38105 -307.1 -0.8 -2.7 1.0 229 Canada - BoC Oct 23, 2024
Hang Seng 20760 261.2 1.3 2.3 13.8 20.9
CAC 7509 -26.0 -0.3 0.2 0.0 9.6 US - Fed Nov 07, 2024
Level % change:
WTI Crude 70.88 -0.86 -1.2 0.7 0.7 -17.1 England - BoE Nov 07, 2024
Natural Gas 2.29 -0.02 -1.0 -3.4 -12.5 -21.8
Gold 2750.39 1.38 0.1 2.9 23.3 394 Euro zone - ECB Dec 12, 2024
Silver 34.43 0.43 1.3 10.5 9.9 48.3
CRB Index 284.24 3.17 1.1 0.5 0.0 0.3 Japan - BoJ June 14, 2024
Level % change:
USDCAD 1.3824 0.0006 0.0 0.5 2.1 1.0 Mexico - Banxico Nov 14, 2024
EURUSD 1.0782 -0.0017 -0.2 -0.7 -3.0 1.0
USDJPY 152.71 1.6300 1.1 21 6.3 2.0 Australia - RBA Nov 04, 2024
AUDUSD 0.6656 -0.0026 -0.4 -0.2 2.7 5.1
GBPUSD 1.2977 -0.0007 -0.1 -0.1 -2.8 59 New Zealand - RBNZ Nov 26, 2024
USDCHF 0.8671 0.0017 0.2 0.2 2.3 2.7
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