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On Deck for Wednesday, July 24

Country Date Time Indicator Period BNS  Consensus Latest
us 07-24 (07:00 MBA Mortgage Applications (w/w) Jul19 - - 3.9
us 07-24 08:30 Wholesale Inventories (m/m) JunP - - 0.6
CA 07-24 09:45 BoC Interest Rate Announcement (%) Jul24 450 4.50 4.75
us 07-24 10:00 New Home Sales (000s a.r.) Jun 620 640.0 619.0
us 07-24 16:05 Fed's Bowman, Logan Give Opening Remarks

KEY POINTS:

e US, European earnings drive risk-off sentiment

e Mixed global PMIs were largely ignored by markets

e BoC to cut, leave QT on autopilot, deliver minor forecast tweaks

e The street’s economists failed to do their jobs for the last two Cdn inflation reports
e US homebuilders have a burgeoning inventory problem

A few soft global earnings reports are driving a mild risk-off market tone into the Bank of
Canada’s decision, forecasts, and press conference. US equity futures, for instance, began
falling in yesterday’s after-market in response to earnings and guidance from Alphabet
and Tesla. Then Deutsche Bank and LVMH—owner of multiple global luxury goods and
services brands—added to negativity on signs that the top end is, well, looking toppish.
Mixed global PMIs have not really altered the broad market tone as they were slightly
stronger in the UK, Japan and India, but slightly softer in the Eurozone—Iled by German
weakness—and Australia. See the back of this publication for charts showing the PMls.

Bank of Canada—Cut, QT on Autopilot, Forecast Tweaks

| expect a -25bps BoC cut, no change to QT plans, and minor tweaks to forecasts. | also
expect Macklem’s press conference to have a dovish tone that is similar to his June
presser. | don’t expect any explicit set-up for the September meeting with Mackem simply
saying they’ll watch incoming data and developments and decide at that time while
wishing everyone a wonderful summer with no communications on the docket until the
September meeting.

Macklem will be asked about whether the last two inflation reports change anything in his
mind and watch whether they adjust the statement reference to how “recent data has
increased our confidence that inflation will continue to move towards the 2% target.” |
suspect he’ll say no, even though I think he should be much more careful and circumspect.

One reason he can say no is that the street’s coverage gave Macklem cover, though
inappropriately. The community of economists—especially ones with undiversified
clientele exclusively serving real estate audiences —failed to do their jobs over the past
two months of inflation reports while pumping a confirmation bias. Most of the street’s
economists slept walk through the last two inflation reports, nodding their heads in
agreement over lower inflation by pointing to y/y headline CPl. Some persist with lies
about the role of mortgage interest in inflation data even though it has never been
included in the BoC'’s trimmed mean and weighted median gauges of inflation at any point
in the pandemic and previously.

| am totally comfortable being the only one who pointed out that m/m SAAR trimmed mean
and weighted median inflation accelerated to 4.1% in May and 2.9% in June (chart 1), thereby
ending the four-month soft patch we had over January through April that was driven by
unusual temporary factors. The three-month moving averages for trimmed mean and
weighted median CPIl have now moved back up to their highest since January at 2.9% m/m
SAAR 3moMA in both cases. The BoC targets headline CPI over the medium-term but relies
upon its preferred core gauges as the operational guides to achieving the headline target.
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Expect Macklem to nevertheless reject this observation and to instead point to ‘ups and downs’ in the data and the expectation that the
path forward will be uneven toward achieving their 2% inflation goal into next year. Maybe he’ll have his fingers crossed under the table; if
not, then surely his toes. We'll see. The recent data doesn’t support another cut if they’re truly data dependent, but they’re shifting to
forward-looking model-dependency and yet models have stunk throughout the pandemic era.

Needless to say, the oddest thing the BoC could do today would be to have hurried only to wait. To have rushed a cut in June against
Macklem’s guidance that he wanted “months” of more data, and to then turn around and whiff. To have sounded very dovish in June, and
then waver now. To not cut when anyone of note and markets are expecting it after all that would serve as an entry into the BoC’s hall of
shame. It would tighten financial conditions after sounding so uber dovish just a few weeks ago.

Five out of six times since the late 1990s when the BoC has begun an easing cycle, they’ve followed it with another cut at the next meeting
except for the inapplicable circumstances of early 2015 when the policy rate was already deeply stimulative at 1% before two cuts. When the
BoC decides to begin a cycle, they tend to keep at it for a meaningful period before possibly reassessing.

For more of a BoC preview see my Global Week Ahead article here.
US Housing in Focus

US markets will continue to digest earnings reports plus housing data. New home sales might rebound a touch after the large 11% m/m drop
in May (10amET). The sector nevertheless has a burgeoning inventory problem. Inventories of unsold new homes are rising when scaled to
current selling rates in chart 2. Chart 3 shows that the outright level of unsold new homes has risen to GFC-era levels. There are also rising
inventories of unsold resales, but this is less acute given the unwillingness to list and hence risk giving up a juicy low mortgage rate from
years past (chart 4).

Also watch the US advance merchandise trade balance for June (8:30amET) and S&P PMIs for July that land at the same time as the BoC
statement and MPR (9:45amET).

Chart 2 Chart3 Chart 4
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Global Composite PMI Global Services PMIs Global Manufacturing PMis
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate

Last 1-day T-WK T last 1-day 1-WK | Last 1-day I-WK | Last 1-day I-WK
u.s. 442 449 444 | 414 416 408 | 424 425 416 | 448 449 4.38 |Canada-BoC 4.75
CANADA 369 371 367 | 331 333 331 | 338 339 334 339 339 331
GERMANY 267 271 278 | 237 240 240 | 243 244 242 | 264 263 260 |US-Fed 5.50
JAPAN 037 035 033]| 063 061 058]| 108 107 104 ]| 220 218 217
U.K. 402 403 402 | 393 394 392 | 413 412 408 | 464 464 457 |England - BoE 5.25

Spreads vs. U.S. (bps):
CANADA -74 -79 =77 -82 -83 -76 -85 -86 -82 | -109 -109 -106 |Euro zone - ECB 4.25
GERMANY -175 178 -166 | 177 177 -168 | -180 -181 -174 | 183 -185 -178
JAPAN -405  -414  -411 | -351 -356 -350 | -316 -319 -312 | -228 -230 -220 |Japan - BoJ -0.10
U.K. -41 -47 -42 -21 -22 -16 -1 -13 -8 16 15 19
m Level % change: Mexico - Banxico 11.00
Last Change 1 Day 1-wk 1-mo A-yr

S&P/TSX 22814 -58.9 -0.3 -0.8 4.4 10.8 Australia - RBA 4.35
Dow 30 40358 -57.4 -0.1 -1.5 24 14.0
S&P 500 5556 -8.7 -0.2 -2.0 2.0 22.0 New Zealand - RBNZ 5.50
Nasdaq 17997 -10.2 -0.1 -2.8 29 28.0
DAX 18423 -134.8 -0.7 -0.1 0.5 13.8 Next Meeting Date
FTSE 8151 -16.1 -0.2 -0.4 -1.6 6.2
Nikkei 39155 -439.5 -1.1 -4.7 -0.0 19.8 Canada - BoC Jul 24, 2024
Hang Seng 17311 -158.3 -0.9 -2.4 -4.2 -10.9
CAC 7523 -75.3 -1.0 -0.6 -2.4 1.3 US - Fed Jul 31, 2024
LCevel % change:
WTI Crude 77.69 0.73 0.9 -6.2 -4.8 -1.3 England - BoE Aug 01, 2024
Natural Gas 212 -0.07 -3.2 4.1 -24.7 -21.1
Gold 2413.19 3.55 0.1 -1.9 8.2 23.5 Euro zone - ECB Sep 12, 2024
Silver 29.06 -0.01 -0.0 -5.9 -4.5 17.5
CRB Index 280.44 -2.65 -0.9 -1.9 -4.9 0.1 Japan - BoJ June 14, 2024
LCevel % change:
USDCAD 1.3785 0.0000 0.0 0.7 0.9 4.7 Mexico - Banxico Aug 08, 2024
EURUSD 1.0841 -0.0013 -0.1 -0.9 1.0 -2.0
USDJPY 154.44 -1.1500 -0.7 -1.1 -3.2 9.2 Australia - RBA Aug 06, 2024
AUDUSD 0.6600 -0.0015 -0.2 -1.9 -0.9 -2.1
GBPUSD 1.2907 -0.0001 -0.0 -0.8 1.7 0.6 New Zealand - RBNZ Aug 13, 2024
USDCHF 0.8871 -0.0042 -0.5 0.4 -0.7 2.0
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject
to change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as
to their accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct or consequential loss arising from
any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy any financial instrument, nor shall this
report be construed as an opinion as to whether you should enter into any swap or trading strategy involving a swap or any other transaction. The information contained in this report is not intended to
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thereto. This material is not intended to be individually tailored to your needs or characteristics and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy
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Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as managers, co-managers or underwriters of a public offering
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Scotiabank may receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers, directors and employees of Scotiabank and
its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any issuer and security discussed in this report, and consult
with any advisors they deem necessary prior to making any investment.
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