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Sources: Scotiabank Econormics, Ministry of Internal rebalancing effects. Only a month? It felt like a year in some respects. This month-end

Affairs and Communications. coincides with significant calendar-based and off-calendar risk.

There are big moves in some markets to consider and a lot of data on tap into the N.A.

Chart 2 session. CAD instantly depreciated by almost a cent when the headline hit just before

yesterday’s close that Trump was going to go ahead with tariffs on Canada and Mexico on

ECB Measure of Inflation Expectations i ) i ) ] ) )
Saturday and is working on China tariffs. MXN also depreciated. Neither currency is close

T to fully incorporating tariff effects including retaliation. USDCAD has been largely
6 r sleepwalking since mid-December around the 1.44 zone in the hope that tariffs can be
s L avoided and now that looks unlikely.
4l Further, EGB yields are pushing lower across the board after soft data on inflation and
activity readings.
’ Stocks are rising across the board. Apple’s earnings helped out after the close. Stocks are
2r nominal price gauges and so inflationary tariffs help pricing power in some industries and
L o YeorCPl  ———3Year CPI some countries—at least until the consequences shine through.
o . . . . . Tokyo Core CPI—Scorekeeping
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A A Tokyo CPI climbed to 3.4% y/y in January from 3.1% (consensus 3%), CPI ex-fresh food
Sources: Scotiabank Econornics, ECB. was up 2.5% y/y (2.4% prior, 2.5% consensus) and ex-food and energy was up by 1.9%
(1.8% prior), matching consensus. At the margin, CPl ex-food and energy was up 0.2% m/

m and 2.4% m/m SAAR for a second straight month (chart 1).
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There are no direct implications for the Bank of Japan with another possible hike likely several meetings away and data merely keeping
score in the meantime.

Eurozone CPI—More Disinflationary Evidence

We don’t get the Eurozone tally until Monday along with Italy’s component, but this morning, Germany and France delivered dovish
readings that fanned a rally in EGB yields.

French EU-harmonized CPI slipped -0.2% m/m (-0.1% consensus).

German states’ CPI readings were already pointing to a soft national release before it landed at -0.2% m/m SA, matching consensus on an
EU-harmonized basis. Of the six states that released, four saw CPI decline in m/m terms, one was flat, and the other was up a tick.
Consensus is for national EU-harmonized CPI to be -0.2% m/m.

Other data also fanned lower yields. Germany retail sales volumes fell 1.6% m/m in December (consensus 0%) with most of that being a
surprise and part being due to an upward revision to the prior month (0% m/m instead of -0.6%).

Further, the ECB’s measures of CPI expectations inched a little higher in the short-term. The 1-year measure was up two-tenths to 2.8% and
the 3-year measure was flat at 2.4% (chart 2).

Markets are priced for another cut and then some at the March 6™ ECB meeting and on the fence between 75-100bps of cuts by year-end.
Canadian GDP—Did Canada End the Year on a Higher Note?

We’'ll get GDP for November and December this morning (8:30amET). Who cares with tariffs and retaliation looming. November was initially
guided by Statcan to be down -0.1% m/m back on December 23" Most economists are at -0.1% m/m or 0% and I'm in the latter camp. The
bigger issue may be early guidance for December. Gains in hours worked and a variety of indicators including consumer spending point to a
healthy gain but with many unobservable components. The BoC'’s revised Q4 GDP forecast of 1.8% q/q SAAR on an expenditure basis may
be low compared to monthly production-side GDP account tracking.

US Core Inflation—A Mere Footnote to a Fed on Hold

Headline PCE is expected to rise by 0.3% m/m SA and 2.6% y/y (2.4% prior) and core PCE is forecast to be up by 0.2% m/m SA and an
unchanged 2.8% y/y (8:30amET). | went over the estimates in the weekly including conversion of CPI to PCE weights and incorporation of
the PPl components that matter to PCE. Too bad this reading doesn’t matter, at least not for the foreseeable future with the Fed saying it's
on hold for a while.

US Consumer Spending and Incomes—How Good Was the Holiday Season?

Solid consumption and income gains are expected this morning (8:30amET). December’s readings are expected to post 0.4% m/m income
growth and 0.5% m/m spending growth. The 0.7% m/m SA rise in the retail sales control group that month is the ingredient for the
consumer spending call along with an expected decent services gain. Consumption estimates range from 0.4% m/m to 0.7%. Given what we
may know about inflation, this could translate into a modest real consumption gain.

US Employment Cost Index—Upside Risk?

The ECI for Q4 (8:30amET) is expected to accelerate again with consensus at 0.9% q/g SA nonannualized and several of us are at 1%
(Scotia) or higher. Firmer wage growth in gq/q terms might support such a call.

BanRep—Cut, Or Maybe Not

24 out of 32 economists in the Bloomberg consensus expect Colombia’s central bank to cut its overnight rate by 25bps today (1pmET).
Scotia’s Jackeline Pirajan Diaz is in the hold camp.

When it Comes to US Tariffs, Expect Retaliation
And tariffs will be met with retaliation. Have the debate, but be pragmatic.

For starters, there is extremely high support for retaliatory tariffs across Canadian businesses—including in Alberta (here). The survey
questions indicate that businesses are aware of the consequences and support strong fiscal policy supports. This adds to an earlier poll by
Ipsos-Reid of Canadians in general that showed 82% support for retaliatory tariffs (here).
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It's an election year in Canada. Ontario goes to the polls in about a month. A Federal election beckons in May. The NDP is saying they’ll hold
off on bringing down the government in a confidence vote when Parliament returns on March 24" long enough to pass a stimulus support
package. Canadian politics will not cripple the ability to respond. The stimulus and support package is probably ready to hit ‘send’ on. The
dark positive of the pandemic, if you can call it that, is that it made Canada ready for a future shock like this. The experience of rolling out
whatever it takes from job and income supports to targeted stimulus to households and businesses to supporting facilities is still fresh on
the minds of the politicians and bureaucrats who enacted it all.

Reality may also be starting to sink in across the US audience. On that note, it was refreshing to Chart3
see an American economist speaking candidly about how bad the effects of tariffs and
retaliation would be on the US itself compared to a lot of the indifference and pollyannaish

Canada Is a Negligible Share
of America's Fentanyl Imports

nonsense. Most Americans don’t even seem to know their most important trade partners arein 100 fentanyl seizures %

NAFTA. Adam Posen—President of the Peterson Institute and past external member of the Zg shares by border

BoE’s MPC among other accolades—correctly highlighted for Bloomberg TV viewers two 70 |

concerns. One is that he noted it’s not just a one-off price hike via tariffs as he emphasized deep 60 |

ripple effects of tariffs throughout highly integrated supply chains that could well cause 50

pandemic-style shortages; this is what I've been arguing. Two is he expressed the fear that the 40 |

Trump administration is moving toward incorporating tariffs into a budget as a permanent ;8

source of targeted revenue which is a game changer that reveals what this US administrationis 19 L

all about. Maybe the American audience is started to wake up to the consequences. 0 . m— .

Navarro made the same point this morning on CNBC, saying that the goal of the US
administration is to replace revenue sources with tariffs which signals moving toward
incorporation into budget proposals as a broader package.

In that case, Canada has to take the fight to US consumers and US businesses and bypass the
US administration. Raise awareness of the costs to American businesses, American consumers

Canada Other Southwest
*YTD Share Jan-Oct 2024

Sources: Scotiabank Economics, U.S. Customs and Border
Protection.

Chart 4
Canada Isn't the

and American voters. There is no choice when all the signals from this US administration are Source of lllegal Migrants

indicating a highly insular, protectionist and isolationist stance on everything to do with 100 T £ counters % share by border
international relations from trade to climate policy to healthy policy and immigration. The Zg r
ideology guiding this US administration will not be swayed by facts, by jumping through hoops 20 L
on the alleged reasons for tariffs. Canada, Mexico, China, Europe, and whomever else have to 60 |
make it clear to Americans what the costs to this approach will be. 50 G+
And enough with humiliating ourselves by running around hopelessly trying to appease this US :g
administration. Trump’s latest malleable justification for tariffs goes like this: 20 |
10 l
e Tomake Canada address its fentanyl export problem. This is a lie, backed by US data itself [ | . .
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(chart 3). When Canada finds a fentanyl plant, it shuts it down, and the plural of anecdote
last | checked isn’t data. It’s a small issue on the Canadian side and instead of confronting
its domestic drivers and doing something about it, the US administration is sloping off
blame onto Canada. Blame is the one thing that is in abundant supply in Washington.

To make Canada address its cross-border migrant problem. This too is a lie, backed again by US data (chart 4). CBC cameras that spot
a half dozen scurrying across the prairie border in the dark of night are not data. Anecdotes don’t prove a large problem. And the bigger
problem is likely to be in the other direction if the US fails to properly secure its side of the border against what could be a rush of
migrants hopping across as the US tightens immigration policy. Canada also has concerns about lax US border controls around the
issue of illegal gun exports to Canada that every policy association in the country pinpoints as the source of guns used in crimes.

To address Canada’s trade imbalance with the US. Lie #3. Trump claims a $200-$250 billion Canadian trade surplus with the US (the
number changes all the time). Try more like $50-60B zone. Take energy out, and Canada runs a trade deficit with the US. And | would
say the US administration needs to understand what drives trade balances and causes them but that falls on deaf ears.

I'll write about the case for retaliation in my weekly as a reminder of my views. The case remains strong.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I1-WK [ Last 1-day IWK | Last 1-day IWK [ Last 1-day I-WK
u.s. 421 421 427 | 432 432 443 | 452 452 462 | 477 476 4.85 |Canada-BoC 3.00
CANADA 271 273 291|279 280 298| 311 312 328 | 328 329 342
GERMANY 214 221 229 | 227 232 238 | 249 252 257 | 274 276 279 |US-Fed 4.50
JAPAN 073 072 072 ]| 091 089 091 ]| 125 122 123 ]| 229 227 228
U.K. 424 426 433 | 424 425 434 | 455 456 463 | 513 513 519 |England - BoE 4.75
Spreads vs. U.S. (bps):
CANADA -150 -148 -135 ] -154 -152 -144 | -141 -140 -135 | -149 -147 -143 |Euro zone - ECB 2.90
GERMANY -207 -200 -198 | -206 -200 -205 | -204 -200 -205 | -203 -200 -206
JAPAN -348 -349  -355 | -341 -343 -352 | -328 -330 -339 | -248 -249 -257 |Japan -BoJ -0.10
U.K. 3 5 6 -9 -7 -9 2 4 1 36 36 34
m LCevel % change: Mexico - Banxico 10.00
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 25808 335.0 1.3 1.5 4.4 228 Australia - RBA 4.35
Dow 30 44882 168.6 0.4 0.7 55 17.6
S&P 500 6071 31.9 0.5 -0.8 3.2 253 New Zealand - RBNZ 4.25
Nasdaq 19682 49.4 0.3 -1.9 1.9 29.8
DAX 21782 54.5 0.3 1.8 9.4 28.9 Next Meeting Date
FTSE 8675 28.3 0.3 2.0 6.1 13.7
Nikkei 39572 58.5 0.1 -0.9 -0.8 9.4 Canada - BoC Mar 12, 2025
Hang Seng 20225 27.3 0.1 0.6 24 30.2
CAC 7977 352 0.4 0.6 8.1 4.2 US - Fed Mar 19, 2025
Commodities Level % change:
WTI Crude 72.79 0.06 0.1 -2.5 1.5 -4.0 England - BoE Feb 06, 2025
Natural Gas 3.02 -0.02 -0.8 -25.0 -16.8 43.9
Gold 2804.96 10.37 0.4 1.2 25.8 375 Euro zone - ECB Mar 06, 2025
Silver 31.00 0.56 1.8 1.7 52 34.3
CRB Index 306.39 -1.20 -0.4 -1.0 33 12,5 Japan - BoJ Dec 19, 2024
m Level % change:
USDCAD 1.4472 -0.0014 -0.1 0.9 0.6 7.7 Mexico - Banxico Feb 06, 2025
EURUSD 1.0390 -0.0001 -0.0 -1.0 0.3 -4.0
USDJPY 154.87 0.5800 0.4 -0.7 -1.5 54 Australia - RBA Feb 17, 2025
AUDUSD 0.6220 0.0011 0.2 -1.5 0.5 -5.3
GBPUSD 1.2429 0.0010 0.1 -0.4 -0.7 -2.0 New Zealand - RBNZ Feb 18, 2025
USDCHF 0.9094 -0.0003 -0.0 0.4 0.2 5.6
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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.
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involving a swap or any other transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or be in the process of acquiring or
disposing of positions, referred to in this report.
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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
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