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On Deck for Friday, December 8

Country Date Time Indicator Period BNS Consensus Latest
CA 12-08 08:30 Capacity Utilization (%) 3Q -- 81.4 81.4
us 12-08 08:30 Average Hourly Earnings (m/m) Nov 0.3 0.3 0.2
us 12-08 08:30 Average Hourly Earnings (y/y) Nov 4.0 4.0 41
us 12-08 08:30 Average Weekly Hours Nov -- 34.3 34.3
us 12-08 08:30 Nonfarm Employment Report (000s m/m) Nov 210 183.0 150.0
us 12-08 08:30 Unemployment Rate (%) Nov 3.9 3.9 3.9
us 12-08 08:30 Household Employment Report (000s m/m) Nov - - -348.0
us 12-08 10:00 U. of Michigan Consumer Sentiment DecP  62.5 62.0 61.3

KEY POINTS:

e US payrolls will be a segue into a massive week for global central banks
e  Will nonfarm payrolls reaccelerate?

e US UofM consumer sentiment and inflation expectations on tap

e BoC’s Gravelle poured cold water on early cuts...

e ...and markets ignored him perhaps because of poor coverage

It's nonfarm Friday. Therefore, nothing else really matters and ignore all present market
readings that may be vulnerable to post-data swings. The report starts the march to next
week’s massive line up of global central bank decisions and key data like US CPI. Overnight
developments were very light as the rumour mill on Chinese fiscal policy measures and the
BoJ’s good cop, bad cop routine continued. The RBI held as expected. UMich consumer
sentiment is also on tap after nonfarm with its measures of inflation expectations. Also see
my review of the BoC speech and key passages that pushed back against near-term
easing while retaining a hike bias.

NONFARM PREVIEW

The US updates nonfarm payrolls, wages and other labour market readings for the month
of November this morning (8:30amET). Highlights of expectations follow.

e Consensus median: 183k

e Consensus average: 181k (so, little skewness)

e  Scotia: 210k

e Range: 130k-275k across most credible shops

e Stddev: 36k

e  90% confidence interval: +/- 130k

e Shadow estimate: 175k

e UR:3.9% unchanged, range 3.8-4.0, Scotia 3.9

e  Wages: 0.3% m/m SA from 0.2% prior, Scotia 0.3
Drivers:

Most of the signals drawn from other indicators suggest that the US labour market
continues to be on strong footings. Add in a potential reversal of strike effects and the job
gain could bounce higher.

e Challenge layoffs are still low at 45k in November

e initial claims were up a bit between nonfarm reference periods but only by around
10k which is negligible

e NFIB plans to hire increased a tick, but not much
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e NFIB jobs hard to fill fell 3 points to the lowest since February 2021
e JOLTS job vacancies fell back to 8.73 million from 9.35 million last month

e  Consumer confidence jobs plentiful increased by 1.6 points to 39.3 which conflicts with fewer openings in the JOLTS report in terms of
what consumers say they observed.

e |SM-services-employment was little changed at 50.7 from 50.2, so it only registered a mild pick-up
e ISM-mfrg-employment fell a full point to 45.8 as mfrg employment fell at a quicker pace
e  ADP was soft at 103k. Meh. Weak connection between initial ADP and initial private nonfarm estimates.

e There might be a positive effect from the end of strikes by the UAW and Hollywood (the Screen Actors Guild etc). BLS figures show
10,500 on strike in November, down from 48.1k in October. That said, despite what one might think, accounting for the impact of
strikes on jobs data is anything but simple and the effect isn’t big enough that it would carry the day in any obvious way.

e  Onwages, part of what drove the market reaction the last time around was that wage growth at 0.2% m/m SA was the softest since
February 2022. Most are betting on a mild pick-up partly due to a strong holiday shopping season and the need to fill openings.

BoC’s Gravelle Spoke, But Markets Failed to Listen

Bank of Canada Deputy Governor Toni Gravelle said fairly directly that the BoC is nowhere close to cutting rates and markets still didn’t
listen. A possible reason is that his key comments were not picked by major newswires and perhaps the BoC should be calling around and
asking why not.

So what did he say?

There were two keys in his press conference. The combined takeaway, to put a spin on a Fed quote, is that the BoC doesn't even appear to
be thinking about thinking about when to cut. He said two things.

"What we are seeing in the data will be informative to see if we are on a path to 2%. We are not there yet. We've seen one month of good
data that doesn't make a trend. Given the other indicators that we have seen it's pretty clear that we are not on a sustainable path yet."

"Once we have more confidence we are on a sustainable path to 2% then we might be in a position to even start thinking about cutting
rates but we're not even there."

And so "pretty clear we are not on a sustainable path yet" and that only then will they "even start thinking about cutting rates but we're not
even there" were hawkish signals to anyone who's listening to them. Clearly markets were not as they continue to price cuts beginning in Q1.

Gravelle also said:

"The economy is now roughly in balance, but we are closely watching inflation expectations, wage growth and corporate pricing behaviour.
These indicators are helping us assess whether inflation is on a sustained path to 2%. Given the risks to the inflation outlook, we remain
prepared to increase the policy rate further if needed."

And on recent inflation, this part was just repeating earlier guidance:

"Our preferred measures of core inflation dipped slightly in October. And on a three-month annualized basis, which is more volatile, it
dropped to about 3%. While we saw some welcome improvement in inflation measures in October, we must remember it's just one month.
We need to see further progress."

Why are Markets Ignoring Guidance?

Maybe El-Erian has some good points here on why markets may be aggressively diverging from Fed guidance. | think the credibility issue is a
key one that is portable to the BoC since they blew it on inflation and forward guidance when they overreached by saying there wouldn’t be
any hikes for years and years and then retracted that guidance upon discovering what they had done to ignite inflation. Why believe what
they say now? It may also be that markets are captured by history in terms of looking at the average amount of time after hitting terminal
rates—if we're there yet—and when cuts first begin and without taking into consideration today’s differences.

There were also some other considerations worth flagging in Gravelle’s speech.
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Immigration’s Effects on Inflation

To date, Gravelle says that immigration has had little effect on inflation (+0.1%), but the strong intimation is that it may very well have a
greater effect going forward, given sharp housing imbalances that was a major part of his speech.

Gravelle spent a lot of time in his speech talking about housing. | think the message on population growth and shelter inflation is that they
have no desire to add fuel to it given its large weight in CPI. Ergo, don't be in a rush to cut.

Immigration’s Contribution to Potential GDP
Be careful with what Gravelle said about potential GDP, defined as the level of output that could be achieved with full resource utilization.

The footnotes and the body of the speech say that they are estimating that between Q122 and Q223, population growth has expanded the
level of potential output by 2-3%. That doesn't mean that's their estimate of potential GDP now; it's just part of it.

An offset is that productivity blows and that’s a surprise to the BoC given that Governor Macklem has repeatedly stated he expects it to pick
up. Clear it's not. More people are arriving in Canada with greater potential to raise output, but the overall working population is producing
less and less per hour worked with each passing quarter. Unless Canada turns this around and fast, then it’s a rather large offset to
immigration’s effects on potential GDP. Ditto for weak investment.

Immigration’s Impact Upon Short-term and Longer-term Inflation Chart1

One of the more important paragraphs in the speech was this one: Canada Real GDP Per Capita
78 r realGOP percapitain 000s,

"Now let’s turn to how the arrival of newcomers affects inflation. As | just explained, higher 75 | SAAR

immigration has improved Canada’s supply of workers, and that will greatly strengthen our economic
prospects over the long run. But we are living in the present. And when newcomers first move to
Canada, there is an initial burst of demand for goods and services as they set up home, which can
put pressure on inflation."

That's the money quote on how population affects their outlook in the shorter-run timeline of
monetary policy actions versus the longer run. Their focus is 1-2 years out, not in the long run when,

as Keynes darkly put it, we're all dead. Cheery fella.

g2 | Real GDP Percapita
Real GOF Per capita ex temps

The Per Capita GDP Myth &0 ————r—r—
13 14 15 16 17 18 19 20 21 22 23
Gravelle had a good section in his speech where he decomposed immigration flows. It's important to  Sources: Scotisbank Economics, Statistics Canada

my view that the crowd that laments poor performance on per capita GDP growth over the past couple of years is getting it wrong.

Nonpermanent residents account for about 60% of newcomers over the past year and include temporary foreign workers, international
students and refugees. International students accounted for one-third of the population surge in 2022 and it's continuing.

International students are today's human capital story, but also today’s productivity drag and a drag on per capita GDP numbers. But the
future holds out promise that as they transition to the workforce (assuming they stay in the country) then we'll get the GDP per capita and
productivity boost as they move through their peak productivity growth years.

This is the problem | have with some of the folks lamenting per capita GDP's weakness as previously written.

1. They shouldn't use total population in per capita calculations. By using all of them in per capita GDP numbers, the implicit assumption is
that they should be treated the same in terms of output potential as everyone else. Clearly not. Take out the nonperms and particularly
students, and it's nowhere nearly as bad (chart 1).

2. The analog here is to the Alberta oilsands. When it was a capital sink hole with lots of $$ going in and nothing coming out, it was a
productivity drag. Then as the megaprojects kicked in the effects reversed. The sudden surge of immigration should be viewed the same
way.

In other words, as new arrivals get gradually integrated into job markets, housing and consumer markets, start businesses, etc, they will lift
per capital output. You and | were probably doing little by way of contributing to GDP when we were students, but then much more so
afterward. The point being we have to view it as a shock vs control experiment. The folks lamenting per capita GDP trends are only looking
at the shock period either because they're not thinking, or because they're just being political and | think it's a lot of the latter.
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Who is Leading Job Growth?

Chart 2 speaks to what | think is a distorted argument in Gravelle's speech. He's saying Chart 2

permanent residents and nonpermanent residents have been leading job growth in Canada Look Who is Driving

since the start of 2022. He does so by only plotting the % increase in their employment category 100 Job Gains in Canada
r in000s

levels over this time.
350 F

The same data source, however, shows that those born in Canada have accounted for the lion's 300 |
share of the change in 000s of total employment in Canada over the same period. This effectis 250 F
weaker this year. Temps, relatively recent arrivals who have been perms for <5 years and perms 200 |
here for 10+ years have accounted for much of this past year's job growth. BICs and those here 5 150

-10 years have been weaker. 1100 |

50 F
The warning around this data is that there are wider confidence bands around the quality of this

0
data than there are around the estimated total job changes. 5 L
. . . . 2022-23YTD 2023YTD
So, was 2022-23 the norm, or is 2023 the norm in terms of who is driving employment @ Born in Canada u Landed <= 5 yearsago
expansion? More evidence is needed. | know that one of the issues with the student summer B Landed5-10yearsago mLanded > 10 years ago
Temporary workers

jobs market, however, was that temps were taking more of them this year. Ergo there may be a
. . . Sources:Scotiabank Economics, Statistics Canada.
crowding out effect for a portion of the workforce but I'm unaware of evidence beyond the

student market.

Here are some additional questions Gravelle was asked during his press conference.

Builder Complaints About High Rates

Q. Builders say inflation and interest rates prevent them from building. What do you say to them?

A. Lots of factors affect housing supply. We've had low interest periods marked by under supply and the same within high interest periods
which demonstrates there are broader problems. Slow muni approvals, construction worker shortages, complex issue.

Q. You said we need to see further progress on inflation. Can you quantify what you mean by further progress? Does it have to be at or near
2% for a certain number of months before rate cuts are entertained?

A. We are focused upon underlying, core inflation to see if inflation is on a sustained path to 2%. We are looking at other indicators like wage
growth, firm pricing behaviour, inflation expectations. What we are seeing in the data will be informative to see if we are on a path to 2%. We
are not there yet. We've seen one month of good data that doesn't make a trend. Given the other indicators that we have seen it's pretty
clear that we are not on a sustainable path yet. We no longer see any excess demand which should reduce inflationary pressures going
forward.

Q. You seem to be more concerned about upside risks to inflation because of services and housing especially. When you speak of the risk of
over tightening, is it possible growth is hurt but inflation won't come all the way back down to 2%?

A. We are worried about the risks of over- as well as under-tightening. We don't want to over do it, but we also don't want Canadians to live
with high inflation for long. We are concerned about persistence in some of the indicators we are looking at. High wage growth, high
inflation expectations, and we haven't seen the pricing behaviour of corporations come back to normal. I'll remind you that in the summer
we saw inflation go down by June and it popped back up in August. There is volatility and we're holding onto our view that there are
risks to the inflation outlook. October is only one data point. We want more evidence.

Q. Forward guidance was viewed as a helpful tool in the pandemic. Over most of this year, investors have been betting on big interest rate
cuts despite central bank guidance. Is this divergence significant for bank policy now?

A. Forward guidance takes two forms. One during the covid crisis was commitment to holding at the lower bound. The other form was
providing a hint at the next decision like the Federal Reserve does. We are trying to be more transparent so as to help guide markets but
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there is still divergence. There will always be a certain divergence. I wouldn't put a lot of weight on the degree of divergence. The bigger
concern is when there is big divergence on the next decision and the market has been viewing recent decisions the same way.

Q. Canadian bond yields have fallen 100bps since October. How does this affect efforts to tame inflation?

A. We take financial conditions as given when we use our models. A loosening of conditions improves growth but it's a nuanced process that
depends on what is driving those changes in economic conditions. Sometimes they ease because cutting is expected or because of a change
in risks like the term premia. Our decisions are based upon many other factors as well.

Q. What is your message to people speculating upon when rate cuts may begin?

A. We have seen some relatively good news in terms of a slowing economy and no longer excess demand and with inflation coming down in
October, but I want to be clear that we are looking for a sustainable trend in underlying inflation going to 2%. Some of the indicators we
are using to assess this aside from excess demand are wages, inflation expectations, firm pricing behaviour. Once we have more
confidence we are on a sustainable path to 2% then we might be in a position to even start thinking about cutting rates but we're not
even there.

No Balance Sheet Updates

What we did not hear anything about from their markets head was QT plans, reserves, the CORRA-o/n rate spread, etc. Folks in the media
didn’t even ask. The BoC will probably have to address that over H1in my view especially if the market signals that they are getting closer to
optimal reserves than they had previously judged become more acute.

Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I-wK ] Last 1-day I1-Wk [ last 1-day I-WK] Last 1-day I-wk
u.s. 462 460 454 | 417 414 412 | 418 415 420 | 428 426 4.39 |[Canada-BoC 5.00
CANADA 406 4.06 419 | 340 339 363 330 328 355|313 310 3.35
GERMANY 263 260 268 219 214 226 | 224 219 236 | 246 240 263 |US-Fed 5.50
JAPAN 009 010 005 036 035 027 ] 077 076 070| 1.74 170 1.67
U.K. 455 452 454 | 408 403 411 | 403 397 414 | 454 446 4.67 |England - BoE 5.25
Spreads vs. U.S. (bps):
CANADA -56 -54 -35 =77 -74 -50 -88 -87 -65 -115 -116  -104 |Euro zone - ECB 4.50
GERMANY -199 -200 -186 | -198 -200 -186 | -194 -196 -183 | -182 -185 -176
JAPAN -453  -450 -449 | -381 -379  -386 | -341 -339 -350 | -254 -255 -272 |Japan - BoJ -0.10
U.K. -7 -8 -0 -9 -1 -2 -15 -18 -6 26 20 28
m Level % change: Mexico - Banxico 11.25
Last Change 1 Day 1-wk 1-mo A-yr
S&P/TSX 20279 4.3 0.0 0.2 3.8 1.5 Australia - RBA 4.35
Dow 30 36117 62.9 0.2 0.5 5.9 6.9
S&P 500 4586 36.3 0.8 0.4 4.6 15.7 New Zealand - RBNZ 5.50
Nasdaq 14340 193.3 1.4 0.8 5.1 29.4
DAX 16669 39.5 0.2 1.7 9.4 16.9 Next Meeting Date
FTSE 7538 245 0.3 0.1 1.8 0.9
Nikkei 32308 -550.4 -1.7 -3.4 0.4 17.2 Canada - BoC Jan 24, 2024
Hang Seng 16334 -11.5 -0.1 -2.9 -7.0 -16.0
CAC 7489 60.8 0.8 1.9 6.5 12.7 US - Fed Dec 13, 2023
Commodities Level % change:
WTI Crude 70.71 1.37 2.0 -4.5 -6.1 -1.0 England - BoE Dec 14, 2023
Natural Gas 2.60 0.02 0.7 -7.5 -16.2 -56.3
Gold 2030.39 1.92 0.1 -2.0 4.1 13.5 Euro zone - ECB Dec 14, 2023
Silver 23.91 -0.19 -0.8 -4.4 6.1 6.8
CRB Index 260.74 1.09 0.4 -4.7 -4.6 -2.1 Japan - BoJ Dec 19, 2023
Currencies Level % change:
USDCAD 1.3572 -0.0027 -0.2 0.6 -1.6 -0.2 Mexico - Banxico Dec 14, 2023
EURUSD 1.0783 -0.0011 -0.1 -0.9 0.7 2.2
USDJPY 144.57 0.4400 0.3 -1.5 -4.2 5.8 Australia - RBA Feb 05, 2024
AUDUSD 0.6609 0.0007 0.1 -1.0 3.2 -2.4
GBPUSD 1.2585 -0.0009 -0.1 -1.0 2.4 2.9 New Zealand - RBNZ Feb 27, 2024
USDCHF 0.8749 -0.0005 -0.1 0.7 -2.7 -6.6
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