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On Deck for Wednesday, August 10 

KEY POINTS: 
 Why the Fed’s commitment is more problematic than the BoC’s past 

conditional commitment 
 What does the Fed's move mean to the Bank of Canada? 
 Why the dissenters won’t matter for QE3 
 Chinese exports accelerate 
 BoE's inflation report turns more dovish 
 Norges bank expected to hike, but hold risk is high in our view 
 French factory output plunges 
 South Korea will likely stay on hold 
 MBA mortgage applications surged on refis once again 
 US and CDN auctions today 
 No CDN releases today 
 
CANADA 
The Fed's loose commitment to keep rates on hold until mid-2013 or later is 
in contrast to the BoC's conditional commitment that used the BoC’s explicit 
inflation target as the metric.  I say ‘loose’ because it was not a promise; the 
Fed said it thinks conditions are “likely to warrant” a rate hold through “at 
least mid-2013.”  Likely suggests two tail risks to this and leaves the Fed an 
out in either direction.  We don't know what the conditionality is to this loose 
commitment and that is disconcerting.  Yes, directionally, it’s obviously the 
requirement that the Fed come closer toward achieving its full employment 
and price stability mandates.  But operationally what does that mean in the 
conduct of monetary policy?  The Fed has soft targets for inflation but is not 
an explicit inflation targeting central bank like the ECB or BoC, and who 
knows at what point the Fed believes it is getting close enough toward con-
verging upon full employment in order to justify when to begin raising rates 
off the emergency floor and cooling unconventional policy.  In other words, 
what's the magic figure for the unemployment rate or inflation in an expecta-
tions framework that would trigger tightening?  How can markets judge if 
and when it’s close?  For now, the point is moot, but this may well come 
back to one day haunt the Fed's credibility.  The BoC’s experiment with the 
conditional commitment that said it would remain on hold until the end of 
June last year worked because it had an explicit reference point by which to 
judge such conditionality.  When we went against the grain and forecast that 
the BoC would actually hike just before the end of its conditional commit-
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Key International Events 

BoJ 
Current Rate:  0.10% 
Next Move:  September 7 @ 0.10% 
Bias:  Dovish 
 
BoE 
Current Rate:  0.50% 
Next Move: September 8 @ 0.50% 
Bias:  Dovish 
 
ECB 
Current Rate:  1.50% 
Next Move: September 8 @ 1.50% 
Bias:  Neutral 

BoC Overnight Lending Rate  
Current Rate:  1.0% 
Next Move:  Sept. 7 @ 1.0% 
Bias:  Neutral 
 
 

BoC Events 

Fed Events 

Fed Funds Target Rate 
Current Rate:  0-0.25% 
Next Move:  Sept. 20 @ 0-0.25% 
Bias:  Dovish 
 
 
 

Country Date Time Event Period Actual Consensus Prior
US 08/10 07:00 MBA Mortgage 

Applications (WoW)
5-Aug 21.7 -- 7.1

Country Date Time Event Period BNS Consensus Latest
US 08/10 10:00 Wholesale Inventories 

(MoM)
JUN - - 1.0 1.8

US 08/10 14:00 Monthly Budget 
Statement (US$ bns)

JUL - - -133.0 -43.1
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ment, too many took that as a broken promise by the BoC not to raise rates just yet but we never bought that since the commit-
ment was made on the condition that it not risk breaching its inflation target which, at the time, it was.  I guess the bottom line 
to this stream of thought on rate commitments is that the Fed will be less successful than the BoC was at managing such a 
commitment in the eyes of the market because I’m not sure it works as well for a central bank with fast and loose policy tar-
gets, and for one that operates under much greater transparency than the BoC by fostering a culture of public dissent.  You can 
bet every single voting member on the FOMC will be grappling with this issue of appropriate targets going forward and the 
lack of comfort in doing so was reflected in the three dissenting voices. 
 
What it means for the BoC is that we have even greater conviction toward our forecast that the BoC is on hold until next 
Spring or possibly much longer.  Whether they cut or maintain a longer hold is six-and-one-half-dozen of the other for the 
most part.  The market has mostly caught up to this view in recent weeks, but perhaps not fully across the whole front end and 
that could justify taking down 3s at auction today.  The consensus of economists, however, is all tangled in the hammock still 
having a summertime nap and forecasting rate hikes as soon as September.  It is difficult to imagine the BoC running ahead of 
the Fed in RBA fashion given we don’t have the China effect, given how tightly interwoven the Canadian and moribund US 
economies are, and given the implications for CAD.  Not to mention geopolitical risks, a weak domestic Canadian economy 
that largely grew in Q1 only because of inventory stockpiling and then went flat in Q2, and given rapidly retreating inflation-
ary pressures that have core inflation down to 1.3% y/y.  A longer BoC hold is especially likely as the Fed not only remains on 
hold for a potentially much lengthier period of time, but is perhaps also teeing up market expectations for QE3 - for better or 
for worse.   
 
Canada auctions $3 billion in 3s at noon ET today.   
 
UNITED STATES 
We take back some of what we said about dissenting voices at the Fed as a signal of policy paralysis.  That’s likely true in the 
near term, but none of the three dissenting FOMC voters will matter much should the Fed move toward embracing QE3 by 
early 2012.  That’s because they won’t be voting FOMC members next year.  Each of Philly Fed President Charles Plosser, 
Dallas Fed President Richard Fisher, and Narayana Kocherlakota of the Minneapolis Fed vote this year, but will be neither 
voting nor alternate members of the FOMC next year.  They will course the country pounding their fists on tables in Hoenig-
fashion before audiences of staff ringers, but they won’t be able to stamp their names as dissenters on FOMC statements 
throughout 2012.  With the Fed so clearly stating that it is worried about growth and that “inflation will subside to levels at or 
below those consistent with the Committee’s dual mandate,” there is a strong probability of embracing QE3 as 2012 draws 
closer and given our bias that the tone of the indicators will worsen over coming months.  I maintain the belief that QE3 is not 
panacea – indeed it may well do more harm than good as QE2 may well have done – but the Fed’s signals are pointed in the 
direction of repeatedly embracing it just as Japan did in futile fashion for much of the past two decades.  Bernanke’s Jackson 
Hole speech on August 26th will therefore face higher odds now of teeing up market expectations for a move toward QE3 later 
in the year or by early 2012. 
 
MBA mortgage applications soared 21.7% w/w although all of the gains were in refinancing which jumped 30.4% as pur-
chase applications declined 0.9%, suggesting that current homeowners are taking advantage of the low rates to refinance their 
mortgages but prospective homebuyers are remaining on the sidelines. The 30-year fixed rate fell to 4.37% alongside the de-
cline in 30-year Treasury yields over the past week while adjustable rates also fell on the week. 
 
The US auctions $24 billion in 10s at 1pmET today. 
 
INTERNATIONAL 
Equities are in consolidation mode this morning, torn between licking their wounds over the sharp downdraft but keen to 
maintain a cautious wait and see approach that had yesterday’s lottery pointing toward a higher close.  European equities are 
currently flat to higher, and Dow futures are pointing toward a small decline at the open. 
 
China’s trade surplus widened to US$31.48 billion in July, the highest level since January 2009 as exports surged ahead 
20.4% y/y while imports also rose by 22.9% y/y, contrary to expectations for more modest gains. Not only were other Asian 
countries behind the increase in exports but China also increased its exports to Europe by 22.3% y/y, the strongest gain in 
three months with the U.K. and Germany leading the way. While this is positive in the short-term, the decline in confidence 
that we have witnessed especially over the past few weeks, the increased market turmoil and tensions in Europe and the likely 
pullback in growth as austerity plans are put into place suggest that demand from European and North American countries 
will likely wane going forward which will dampen growth in China. As such, analysts are expecting the People’s Bank of 
China to remain on hold at least through the end of this year. 
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The Bank of England released its quarterly inflation report with a more dovish tilt as we expected.  According to our UK econo-
mist Alan Clarke, the BoE’s growth projections for 2011 and 2012 (although the official numbers are not expected to be pub-
lished for another week) look to still be too high although down from the previous quarter. In particular, he notes, that the Bank's 
expectation for Q3 growth looks much too high and will likely to be disappointed which will lead to further downgrading of the 
Bank’s projections and reinforces the case for QE in the quarters ahead.  In particular, the Bank's expectation for Q3 growth looks 
much too high and likely to be disappointed. In terms of inflation, the report also noted that more persistent weakness on the 
growth front, “if accompanied by a widening in the margin of spare capacity,” could bring inflation well below 2% in the medium 
term.  Our bias throughout it all has been that the hawks were off base in expecting the BoE to hike just because backward look-
ing inflation readings were too high; that view which was predicated upon taking Governor King’s guidance over the objections 
of dissenters is panning out. 
 
French industrial production declined by more than double that expected in June, falling by 1.6% m/m, the largest monthly 
decline since June 2010 after a 1.9% gain in May. This marks the third monthly decline over the past four months and suggests 
that factories are turning off the taps in the face of weakening demand.  In fact, for the quarter as a whole, these numbers suggest 
that production declined 0.5% in Q2 which will weigh on economic growth which is expected to be released on August 12. 
Manufacturing production also caught analysts by surprise and plunged 1.9% m/m versus expectations of a 0.1% dip. And the 
details weren’t any better with most of the major components down on the month.  
 
While consensus is showing an expected increase in Norway’s deposit rates this morning, from 2.25% to 2.5% after Norges 
Bank signaled that the next rate hike would come in August, the recent global equity rout suggests that there is an increased risk 
that central could remain on hold instead today. Having said that, if the central bank does increase rates, this could be the last rate 
hike for the year as monetary policy moves to the sidelines amid continued uncertainty in the financial markets and global econ-
omy, as well as increased moves by central bankers to start easing monetary policy once again or at least move to the sidelines 
until some calm is restored to markets.   
 
South Korea is expected to keep its 7-day repo rate on hold at 3.25% later today, extending the pause for a second month.  

Source:  Bloomberg. All quotes reflect Bloomberg data as at the time of publishing.  
While this source is believed to be reliable, Scotia Capital cannot guarantee its accuracy. 

Fixed Income

Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk

U.S. 0.17 0.19 0.34 0.95 1.00 1.26 2.23 2.25 2.62 3.63 3.62 3.90

CANADA 0.84 0.85 1.25 1.49 1.52 1.89 2.44 2.45 2.66 3.06 3.08 3.19

GERMANY 0.71 0.78 1.05 1.40 1.50 1.58 2.30 2.37 2.40 3.08 3.13 3.15

JAPAN 0.14 0.14 0.15 0.34 0.35 0.35 1.04 1.05 1.02 1.97 1.99 1.92

U.K. 0.57 0.61 0.63 1.32 1.45 1.48 2.59 2.71 2.74 3.95 3.99 3.95

CANADA 66 66 92 54 53 63 20 20 4 -57 -54 -72

GERMANY 53 58 71 45 50 31 6 12 -22 -55 -49 -76

JAPAN -3 -5 -19 -61 -64 -91 -119 -120 -160 -166 -163 -198

U.K. 40 41 29 37 45 22 36 46 12 32 37 4

Government Yield Curves (%):

               Foreign - U.S. Spreads (bps):               

2-YEAR 5-YEAR 10-YEAR 30-YEAR

E q u i tie s
L a st C h a n g e 1  D a y 1 -w k 1 -m o 1 -y r

S & P /T S X 1 2 1 0 9 .2 6 4 3 8 .3 0 3 .8 -5 .0 -9 .4 2 .3

D o w  3 0 1 1 2 3 9 .7 7 4 2 9 .9 2 4 .0 -5 .3 -1 1 .2 5 .6

S & P  5 0 0 1 1 7 2 .5 3 5 3 .0 7 4 .7 -6 .5 -1 2 .7 4 .6

N a sd a q 2 4 8 2 .5 2 1 2 4 .8 3 5 .3 -7 .0 -1 3 .2 9 .0

D A X 5 2 0 0 .9 2 3 6 .0 0 0 .7 -6 .9 -1 3 .2 -3 .3

F T S E 6 0 0 4 .2 7 8 7 .1 9 1 .5 -9 .6 -1 8 .9 -4 .5

N ik k e i 9 0 3 8 .7 4 9 4 .2 6 1 .1 -6 .2 -1 0 .8 -5 .4

H a n g  S e n g 1 9 7 8 3 .6 7 4 5 2 .9 7 2 .3 -1 0 .0 -1 2 .9 -7 .9

C A C 3 1 7 8 .4 4 2 .2 5 0 .1 -8 .0 -1 8 .8 -1 4 .8

C o m m o d i tie s
W T I  C ru d e 8 2 .5 5 3 .2 5 4 .1 -1 0 .2 -1 4 .2 2 .9

N a tu ra l  G a s 3 .9 9 -0 .0 1 -0 .2 -2 .5 -5 .2 -7 .2

G o ld 1 7 3 6 .0 0 4 3 .0 0 2 .5 6 .0 1 2 .6 4 4 .3

S i lv e r 3 8 .3 1 -0 .0 5 -0 .1 -6 .7 5 .6 1 1 1 .8

C R B  In d e x 3 1 6 .1 2 -1 .6 2 -0 .5 -7 .5 -8 .0 1 6 .1

C u rre n c i e s
U S D C A D 0 .9 8 2 5 0 .0 0 5 3 0 .5 2 .1 1 .4 -4 .7

E U R U S D 1 .4 3 5 1 -0 .0 0 2 5 -0 .2 0 .2 2 .3 8 .9

U S D J P Y 7 6 .5 8 0 0 -0 .3 8 0 0 -0 .5 -0 .6 -4 .6 -1 0 .4

A U D U S D 1 .0 3 4 0 -0 .0 0 1 5 -0 .1 -3 .9 -3 .0 1 3 .2

G B P U S D 1 .6 2 4 4 -0 .0 0 7 2 -0 .4 -1 .1 2 .1 2 .5

U S D C H F 0 .7 2 5 2 0 .0 0 4 3 0 .6 -5 .9 -1 3 .2 -3 0 .8

%  c h a n g e :

%  c h a n g e :

%  c h a n g e :


