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Australia's Unemployment Rate
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Chart2
Is the rise in US Jobless Claims a Hoax?
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On Deck for Thursday, May 18

Country Date Time Indicator Period BNS  Consensus  Latest
US 0518 08:30 Initial Jobless Claims (000s) May 13 255 252.0 264.0
US 0518 08:30 Continuing Claims (000s) May 06 1815 1820.0 1813.0
US 0518 08:30 Philadelphia Fed Index May - -20.0 -31.3
US 0518 09:05 Fed's Jefferson Gives Speech on Economic Outlook
US 0518 09:30 Fed's Barr Testifies Before Senate Banking Committee
US 0518 10:00 Existing Home Sales (mna.r.) Apr 43 43 44
US 0518 10:00 Existing Home Sales (m/m) Apr =32 32 24
US 0518 10:00 Leading Indicators (m/m) Apr - 0.6 1.2
CA 0518 10:00 Bank of Canada Releases Financial System Review
US 0518 10:00 Fed's Logan Speaks at Texas Bankers Association Convention

KEY TOPICS:

e Debt ceiling optimism and jobless benefit fraud drive higher yields

e  Why the debt ceiling optimism?

e Thefakerise in initial jobless claims

e BoE warns QT pace could pick-up

e BoC’s Macklem can’t divorce stability from monetary policy this time
e Banxico expected to pause

e AU jobs mildly disappoint, rates didn’t care

e NZbudget adds to curve pressures

e Chile’s economy probably accelerated in Q1

The prime catalysts to global market movements are optimism around striking a deal on
the US debt ceiling and fresh speculation that the recent rise in US initial jobless claims
has been a mirage (see below for both). There are regional variations around these points
through the overnight session into today.

Stocks are rallying across most markets with the exception of slight softness in TSX
futures perhaps due to soft oil prices and BoC speculation. Sovereign debt curves are
cheaper across European markets as they react to yesterday’s sell-off in US Ts on debt
ceiling optimism. US Ts are also mildly cheaper while Canada’s curve continues to
underperform as BoC risks are being fundamentally reassessed. The USD is broadly
stronger but with the won, yen, NZ$ and CAD somewhat holding their own.

At issue is that if a debt ceiling solution lies at hand in such fashion as to possibly remove a
major near-term source of uncertainty, then the trade-off may be greater conviction for
the FOMC to hike again as members openly debate their stances and with key data still
between now and the June 14" decision. Optimism around the debt ceiling has increased
because a) Treasury’s cash position has diminished more rapidly than expected to just
US$85B as we monitor daily updates, and b) that strengthens the validity of Yellen’s
guidance that June 1% or so may truly be the effective x-date after which technical default
on US government obligations becomes a bigger risk, and because c) all of this is
motivating a more serious attempt toward getting a deal done in the nearer team with the
‘A-team’ of negotiators taking over as both sides speak more optimistically.

Australian jobs mildly disappointed expectations (-4.3k, +25k consensus) with a small
upward revision to the prior month (61.1k from 53k). That was enough to push the
unemployment rate up a couple of tenths to 3.7% (chart 1). The details were weak as full-
time employment fell 27k but with a 10k upward revision to 83k the prior month. Part-
time jobs were up by 23k with a slight negative revision to -21k. The Australian two-year
yield fell by about 7bps initially but then fully reversed that reaction as the overnight
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session continued and wound up about 10bps higher on the day. There were also other developments such as the spillover effects of US
debt ceiling optimism from yesterday’s N.A. session, speculation that the RBA may begin actively selling bonds later in the year and that
China will begin importing Australian timber again.

New Zealand'’s rates curve cheapened by 17bps in 2s and less than that further up the curve as the Budget contributed to other pressures
such as debt ceiling spillover effects and ongoing reassessment of RBNZ prospects. The Budget dropped a recession forecast, increased
debt issuance by NZ$20B over the next four years, and increased spending while shifting to forecast deficits through to 2026 as the
October election approaches.

BoE Deputy Governor Ramsden remarked this morning that “There’s the potential for us to go up a little bit. | don’t see us going down given
the experience of the first year.” This was in reference to the current pace of unwinding holdings of gilts that is set at £20B each quarter.

On tap today are the following developments:

1. Banxico is expected to hold its overnight rate at 11.25% this afternoon according to 19 of 24 within consensus (2pmET). Scotia’s Mexico
City-based economist Eduardo Suarez is in the hold camp. Ed’s a super experienced economist with great connections on the ground. A
minority of 5 economists expect a hike. Part of what they do will depend upon how convinced they are that core inflation is durably ebbing
lower and part of it may depend upon the peso connection to their assessment of what the Fed's next steps may be as mild optimism
around the debt ceiling has crept back into markets.

2. BoC Governor Macklem makes an appearance to deliver the Financial System Review when it is published at 10amET and when he hosts a
press conference at 11amET. Expect a lot of references to housing, mortgages, other aspects of the stability part of the picture. I'd be
surprised if they don’t try to walk down the middle on housing/mortgages by saying there are further lagging rate effects on payments for
the tail of the most strained mortgages, but at the same time acknowledge that the market is heating up again. In my opinion they should
be more incrementally concerned about evidence that the housing market is overheating once more. The BoC was uncomfortable toward
hiking just because of housing in the past while inflation was low, but today offers a dangerous and destabilizing combination of the two
that requires a monetary policy response. In my personal opinion, there is a need to respond quickly without further delay and 25bps is just
a down payment on possible hikes while OSFI stands ready. In the past, Macklem has tended to say he won’t address monetary policy
considerations during this presser and prefers to focus upon stability issues. That’s a little tougher to do this time! First, the two are
interacting with one another. Second, the speed of recent adjustments in market pricing, inflation and housing may merit a comment on
monpol. Stay tuned. In my opinion, Macklem must drop this convention with the June meeting approaching and offer fresh comments on
monetary policy risks.

3.Is therise in US jobless claims a hoax as another update beckons (8:30amET)? We'll get another update this morning and at issue is
whether the prior week’s increase builds upon itself and into the nonfarm reference period for May. Note the debate over the recent rise in
initial claims and its concentration upon the single state of Massachusetts (chart 2). That has spawned concern that fraudulent claims in
that state account for the rise in total claims. The Massachusetts Department of Unemployment Assistance has openly stated it “is
experiencing an increase in fraudulent claim activities where people attempt to gain access to active Ul accounts or file new Ul claims using
stolen personal information so they can fraudulently obtain unemployment benefits.”

The US will also update existing home sales that are expected to weaken in lagging response to what we know about pending home sales
(10amET).

4. Chile’s economy is expected to post the quickest growth in 2023Q1 since 2021Q4 after last year was basically a write-off (8:30amET).
Meh. It's Q1.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate

Last 1-day T-WK [ Last 1-day I-wk | Last 1-day I-WK [ Last 1-day I-wk
u.s. 418 416 390 | 361 359 336 | 359 357 339] 389 386 3.74 |Canada-BoC 4.50
CANADA 410 405 366 | 335 330 294 | 315 310 283 ]| 315 311 297
GERMANY 275 270 254 | 240 233 217 | 242 234 223 | 261 251 241 |US-Fed 5.25
JAPAN -0.06 -0.06 -004| 011 010 011 ] 038 037 040 | 122 122 1.23
U.K. 393 387 373|375 369 354 | 391 384 371 434 427 4.14 |England - BoE 4.50

Spreads vs. U.S. (bps):
CANADA -7 -1 -24 -26 -29 -41 -45 -46 -56 -74 -75 -77 |Euro zone - ECB 3.75
GERMANY -142  -146  -136 | -121 -126 -119 | 117 123 -116 | 127 -134 -133
JAPAN -423 421 -394 | -350 -348 -325 | -321 -320 -299 | -266 -264 -251 |Japan -BoJ -0.10
U.K. -24 -29 -17 14 10 18 32 27 32 45 41 40
|Equities | LCevel % change: Mexico - Banxico 11.25
Last Change 1 Day 1-wk 1-mo 1-yr

S&P/TSX 20296 54.4 0.3 -0.6 -1.9 1.0 Australia - RBA 3.85
Dow 30 33421 408.6 1.2 -0.3 -1.6 6.1
S&P 500 4159 48.9 1.2 0.5 0.1 6.0 New Zealand - RBNZ 5.25
Nasdaq 12501 157.5 1.3 1.6 2.9 9.5
DAX 16207 2559 1.6 24 2.0 15.7 Next Meeting Date
FTSE 7761 37.3 0.5 0.4 -1.9 4.3
Nikkei 30574 480.3 1.6 5.0 6.9 15.8 Canada - BoC Jun 07, 2023
Hang Seng 19727 166.7 0.9 -0.1 -3.1 -2.0
CAC 7467 67.1 0.9 1.1 -0.9 17.5 US - Fed Jun 14, 2023
Commodities Level % change:
WTI Crude 72.62 -0.21 -0.3 2.5 -10.2 -33.7 England - BoE Jun 22, 2023
Natural Gas 2.40 0.03 1.5 9.6 1.4 -71.3
Gold 1974.06 -7.79 -0.4 -2.0 -1.6 8.7 Euro zone - ECB Jun 15, 2023
Silver 23.69 -0.10 -0.4 7.2 -6.7 8.7
CRB Index 262.28 2.39 0.9 1.7 -6.0 -15.2 Japan - BoJ Jun 16, 2023
Currencies Level % change:
USDCAD 1.3467 0.0012 0.1 -0.2 0.6 4.5 Mexico - Banxico May 18, 2023
EURUSD 1.0817 -0.0023 -0.2 -0.9 -1.4 34
USDJPY 137.84 0.1600 0.1 25 2.8 75 Australia - RBA Jun 06, 2023
AUDUSD 0.6642 -0.0018 -0.3 -0.9 -1.2 -4.5
GBPUSD 1.2446 -0.0041 -0.3 -0.5 0.2 0.9 New Zealand - RBNZ May 23, 2023
USDCHF 0.9000 0.0016 0.2 0.6 0.4 -8.9
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