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On Deck for Monday, January 13

Country Date Time Indicator Period BNS  Consensus Latest
us 01-13  11:00 NY Fed 1-Yr Inflation Expectations Dec - - 3.0
us 01-13 14:00 Treasury Budget (US$ bn) Dec - -73.8 -366.8
KEY POINTS:

e Global markets continue to react to US payrolls, tariff developments, week ahead
e Markets are pricing only one Fed cut this year, another one next year

e US 10s cheapening may be interrupted by the debt ceiling before new peaks
emerge

e Reduced BoC pricing points to 50bps of cuts this year and then holding

e Canada throws everything on the table in response to US tariffs

e Canada’s Liberal leadership race has been winnowed down to 2-3 candidates...
e ...and next up is the harder part—outlining and selling their platforms

e Chinese exporters are clearing the decks ahead of Trump

e Nothing material on tap into the N.A. session

e Global Week Ahead — Play the Long Game on Tariffs (here)

This morning is mostly a continuation of Friday’s reaction to US payrolls in the markets
alongside weekend developments concerning tariffs. There is very little truly new
information to assess. Markets also have an eye on the week’s main expected
developments especially on Wednesday when US CPI and US bank earnings tag team with
one another.

Global sovereign bond yields are rising with Asia-Pacific markets leading the way in
lagging reaction to payrolls except for Japan that is shut for ‘Coming of Age Day’ and will
react tomorrow. Australia’s curve bear flattened as an 11-12bps rise in shorter-term yields
led the reaction. US Treasuries, Canadas, gilts and EGBs are also mildly cheapening.
Stocks are broadly lower everywhere including N.A. futures that are down by between 2%
(TSX) and over 1% (Nasdaq) while European cash markets are down by between 4% and
1%. Asia-Pacific markets are down by more on bigger catchups in Seoul, HK, India and with
Japanese futures pointed to a negative cash open tomorrow. The USD is broadly stronger
along with the yen and CHF as safe havens, while CAD is holding its own and
outperforming most other majors after Canada’s strong job readings and repriced BoC
expectations on jobs and tariffs.

Fed and BoC Pricing

As part of the extended reaction in bond markets, pricing for the Federal Reserve’s and
Bank of Canada’s actions this year continues to be scaled back. Cumulative Fed easing this
year has been pared by another few basis points to an even single 25bps cut for the year
as a whole and with only another 25bps cut priced for all of next year. Cumulative BoC
easing this year has been shaved by another 8bps this morning to less than 50bps of
additional cuts.

5% US 10s Face Debt Ceiling Scarcity in the Short-term Before Renewing Upward Path

And in bonds, the issue isn’t whether the US 10s can hit 5%. That seems likely in the short-
term. The issue is how long can they stay there in the short-term and the path beyond. 5%
+ is a view I've previously expressed and it now seems likely as they’re already at 4.77%.
The issue is what'’s the cap above that in the near-term and beyond. As written ever since

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/globalweekahead20250110.pdf

Scotiabank. DAILY POINTS

January 13,2025

last summer, Trumponomics 2.0 risks even higher yields than that. As written since late last year, there is the possible interrupting influence
of the US debt ceiling that becomes binding at tens of trillions of US debt this week (chart 1), thus triggering relative scarcity by stopping net
issuance and prompting emergency measures by the US Treasury. Among those emergency measures—barring heroics in Congress—wiill
be potentially flooding the system with liquidity as Treasury draws down its general account at the Fed and the flows wind up in bank
reserves. That could depress yields for a time, only to see them rise again when the ceiling is eventually addressed and Treasury begins
issuing to replenish its cash holdings—ijust like what happened in 2023. The situation is obviously fluid with many policy variables in play
amid high uncertainty around the global economic outlook.

Chinese Exports are Front-Loading Economic Growth

Chinese exports were strong in December in USD terms (10.7% y/y, 7.5% consensus) and in yuan terms (10.9% y/y) while imports only grew
by about 1% y/y in currency terms. Chart 2 shows the surging exports. This may reflect a rush to get exports out before tariffs, in which case
the GDP jump that is expected on Thursday when Q4 numbers arrive (1.6% g/q SA nonannualized, 0.9% prior) may be transitory on pull-
forward momentum.

Canada Emphasizes a Broad Based Tariff Response

Canada’s foreign minister reaffirmed yesterday that ‘everything is on the table’ by way of a response to potential US tariffs including broadly
applied counter tariffs and energy export restrictions. PM Trudeau reaffirmed that “we are ready to respond with tariffs as necessary” while
emphasizing that Canada is the number one export partner of 35 US states.

The Easy Part in Canada’s Liberal Leadership Race is Coming to a Head

The field is being winnowed down to 2-3 candidates. Canada’s Liberal party leadership contest is expected to see Mark Carney formally
announce he is entering the race by late this week. Freeland is also expected to do so soon. Former BC Premier Christy Clark is still
contemplating entry. The deadline to declare is January 23™. So far, Dominic Leblanc, Melanie Joly, Anita Anand (who also said she will not
run again) and Steven MacKinnon have all rejected entering the race. The only ones who have formally announced their candidacy are two
extreme long shots (Frank Baylis, Chandra Arya).

That's the easy part of the Liberal leadership race—declaring candidacy. Next up will be the pressure on each of them to outline their
platforms. I'm pretty sure Freeland would strike an aggressive tone in response to the US threat, for instance, but we haven’t heard much
from the other two possible leading candidates (Carney, Clark). At least in the short- to medium-term, plans for debt and deficits, spending,
taxes climate and defence policies etc will all be informed by the impact of how trade tensions evolve from here. A candidate that indicates
a passive approach to the US tariff threat is probably D.O.A.

Light US Releases, Nothing from Canada

There are no data material releases to consider either through the overnight session or into the N.A. session. Only the NY Fed’s 1-year
measure of inflation expectations for December (11amET) and the monthly US Treasury budget balance for December (2pmET) are on tap.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day 1-WK | last 1-day I1-WK | Last I1-day IWK ] Last 1-day I-WK
uU.s. 439 438 428 | 459 457 443 | 477 476 463 | 495 495 485 |Canada-BoC 3.25
CANADA 311 307 291 | 320 316 296 | 347 344 324 | 356 353 3.36
GERMANY 229 228 219 | 239 238 226 | 261 260 245]| 280 279 2.66 |US-Fed 4.50
JAPAN 065 065 063 | 083 083 080 | 120 120 114 ] 231 231 232
U.K. 460 454 443 | 460 455 440 | 486 484 461 | 542 541 518 |England - BoE 4.75
Spreads vs. U.S. (bps):
CANADA -129 131 -137 1 139 -141 -147 1 130 -132  -139 | -139 -141 -149 |Euro zone - ECB 3.15
GERMANY -211 -210 -208 | -220 -220 -217 | -216 -217 -218 | -214 -216 -219
JAPAN -374  -373 -365 | -376 -375 -364 | -356 -356 -350 | -264 -264 -253 |Japan -BoJ -0.10
U.K. 20 16 16 1 -3 -3 9 8 -2 47 46 33
m Level % change: Mexico - Banxico 10.00
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 24768 -305.6 -1.2 -1.2 -2.0 18.0 Australia - RBA 4.35
Dow 30 41938 -696.8 -1.6 -1.1 -4.3 11.6
S&P 500 5827 -91.2 -1.5 -0.7 -3.7 21.8 New Zealand - RBNZ 4.25
Nasdaq 19162 -317.3 -1.6 -0.6 -3.8 28.0
DAX 20126 -89.3 -0.4 -0.4 -1.4 20.5 Next Meeting Date
FTSE 8218 -30.1 -0.4 -0.4 -1.0 7.8
Nikkei 39190 -414.7 -1.0 -1.8 -0.7 10.2 Canada - BoC Jan 29, 2025
Hang Seng 18874 -190.2 -1.0 -4.1 -5.5 16.2
CAC 7393 -37.8 -0.5 -0.7 -0.2 -1.0 US - Fed Jan 29, 2025
Commodities Level % change:
WTI Crude 78.11 1.54 2.0 6.2 9.6 7.5 England - BoE Feb 06, 2025
Natural Gas 4.10 0.11 2.8 1.7 25.0 23.8
Gold 2669.83 -19.93 -0.7 1.3 19.7 30.3 Euro zone - ECB Jan 30, 2025
Silver 30.36 0.07 0.2 1.8 -4.8 322
CRB Index 305.97 5.48 1.8 3.1 4.1 15.7 Japan - BoJ Dec 19, 2024
Currencies Level % change:
USDCAD 1.4414 -0.0009 -0.1 0.6 1.3 7.3 Mexico - Banxico Feb 06, 2025
EURUSD 1.0199 -0.0045 -0.4 -1.8 -2.9 -6.9
USDJPY 157.12 -0.6100 -0.4 -0.3 2.3 7.8 Australia - RBA Feb 17, 2025
AUDUSD 0.6152 0.0005 0.1 -1.5 -3.3 -7.6
GBPUSD 1.2119 -0.0088 -0.7 -3.2 -4.0 -4.8 New Zealand - RBNZ Feb 18, 2025
USDCHF 0.9165 0.0001 0.0 1.3 27 71
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