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On Deck for Thursday, January 29"

Country Date Time Indicator Period BNS Consensus Latest
us 01/29  08:30 Initial Jobless Claims (000s) Jan24 200 205.0 200.0
us 01/29  08:30 Continuing Claims (000s) Jan 17 1890 1850.0 1849.0
us 01/29  08:30 Productivity (g/q a.r.) 3QF - 4.9 4.9
us 01/29 08:30 Trade Balance (US$ bn) Nov -- -44.0 -29.4
us 01/29  08:30 Unit Labor Costs (g/q a.r.) 3QF - -1.9 -1.9
us 01/29  10:00 Factory Orders (m/m) Nov - 1.6 -1.3
us 01/29  10:00 Wholesale Inventories (m/m) Nov - - 0.2
CA 01/29  08:30 Merchandise Trade Balance (C$ bn) Nov - -0.7 -0.6

KEY POINTS:

e Gold crosses $5,500, oil up 2%+ as Iran risk returns
e BoC:Likes and dislikes

e FOMC: Likes and dislikes

e Light overnight developments

e  Apple earnings, light data on tap

Congratulations. You survived. I'm speaking in reference to the week’s main events that
were concentrated upon yesterday and including the Fed, the BoC and tech earnings in
the after market.

Stocks are keeping it together with US futures flat, TSX futures up a smidge, and European
cash markets mostly higher except for Germany. Gold just keeps charging ahead and is
crossing US$5,500/0z this morning. Oil futures are up by about 2% as Trump rattles
sabers over Iran with social media posts last evening. Sovereign bonds are mostly just
treading water. The dollar is little changed.

So on we go. On to the next things on the docket, namely next week’s US payrolls. Onto
the slow grind toward trade negotiations. In the more immediate context the risk of
another partial government shutdown in the US is creeping too close for comfort given
the weekend expiration of funding.

Overnight and early morning developments were light. Markets are taking last evening’s
tech earnings in stride. Dow announced 4,500 job cuts this morning to add to 30,000
from UPS and 16,000 from Amazon this month, among smaller layoffs elsewhere. Two
central banks held as expected (Riksbank, Brazil). SARB delivers a decision shortly after
publication that has consensus divided between a cut and a hold. MSClI’s warning on how
Indonesia may be downgraded to frontier market status drove a plunge in local stocks and
depreciation of the rupiah with some spillover to neighbouring markets. GDP figures
disappointed in Sweden (0.2% q/q, 0.5% consensus) and the Philippines (0.6% g/q, 0.9%
consensus with mild negative revision).

On tap for today are relatively light developments until the after-market when Apple
releases earnings (EPS consensus US$2.68). Trade figures will be released by Canada and
the US (8:30amET). Canada updates SEPH payrolls for way back in November and they
don’t matter anyway (8:30amET). There will also be US Q3 productivity and labour cost
revisions but they’re likely to be minor on the heels of minor GDP revisions (8:30amET). US
weekly claims (8:30amET) and factor orders in November (10amET) round out the
releases.

BOC—WHAT I LIKED, WHAT I DIDN'T
There were likes and dislikes in what the BoC delivered yesterday (recap here).

The big like on what | heard from the BoC is the circumspection toward the future
direction and timing of the policy rate path. Sell side doves only heard a dovish bias, but
that’s not what Macklem conveyed. Macklem said this in the presser:
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“The clear consensus was that it's very difficult to predict either the direction or timing of the next move in our policy interest rate. You need
to be able to assign probabilities to the risk to assign probabilities to the rate changes.”

Fair enough, which is why we have the BoC treading water with a neutral stance, balancing risks in a prolonged hold until Fall at which point
our analysis and assumptions point to higher risk of moving back up to the upper half of the neutral rate range.

But here’s what still bothers me about the Bank of Canada’s communications yesterday that felt fudged across multiple touch points:

e they upgraded growth everywhere—except Canada. US growth was revised up by almost half a point for 2026, and growth everywhere
else from China to the Euro area was also revised up. But not Canada. Excessive domestic pessimism folks with absolutely no
translation of higher global growth into Canada? Does your Canada group talk to the international group?

e Macklem repeatedly referenced the unpredictability of President Trump's trade actions, but is it unpredictable, or as unpredictable as
at first? It was at first, but since then it seems to me that he’s become entirely predictable. Trump is in a midterm election-year pattern
of repeatedly threatening and repeatedly backing down. Actions—or lack thereof—speak louder than social media posts. I'll come back
to views on CUSMA/USMCA below.

e theywent too farin cancelling out the effects of GDP revisions by raising potential GDP in largely offsetting fashion, leaving the output
gap unchanged toward the end of 2025. We get more of a lift to actual GDP than potential GDP from the multi-year revisions which
should have lowered their estimates of slack. The BoC repeatedly treats potential GDP as a fudge factor to suit its views in the moment.
My concern is that Macklem pre-judged the impact of the GDP revisions in December’s press conference and they made the numbers
fit that pre-judgement yesterday. Recall that in December, Macklem said “We don’t have a new projection” but that the impact of the
revisions “roughly” cancel out through actual and potential GDP. Presto, January’s numbers complied.

e they cherry-picked core measures in chart 7 of their MPR and elsewhere by only emphasizing the recent deceleration in trimmed mean
and weighted median CPI. Nowhere did they reference that traditional core CPI (ex-food and energy) has been firmer with a 3-month
moving average of 2.3% m/m SAAR and December’s reading of 3.1%. Haven't they dumped on trimmed mean and weighted median
and signalled more use of traditional core? Haven't they said they look at all measures? But when it suits them in the moment, they cite
the most dovish measures and ignore the other?

e there was zero reference to rising breadth of inflationary pressures. You won'’t find the word once in the entire MPR.

e there was no mention anywhere—not even in passing during the press conference—of GST rebate changes that will infuse significant
cash into the household sector by Spring and that were announced too late to be include in the MPR forecasts.

FOMC—LIKES AND DISLIKES

There were also likes and dislikes about yesterday’s FOMC communications (recap here). | felt the press in the room were in a state of
adulation that gave Powell a free pass when he should have been more strongly confronted on his depiction of the labour market.

In terms of likes, there is one big one. | like the careful management of moral hazard. It’s well down the list of any Fed watcher and not
central to anyone’s forecasts, but still material. Major further policy easing amid easy financial conditions could embolden other bad policy
developments in other areas, like more tariffs, more reckless fiscal policy, etc. In a game of chess, your next move must consider the
opponent’s reaction lest the administration’s political pressures declare check mate on you.

But the flaw in that thinking is that it supersedes Fed wisdom above other checks and balances in the system such as the courts, voters, etc.
This is why our Fed views have to remain anchored in terms of an understanding of the dual mandate developments. On that count, there
were dislikes in what | saw and heard yesterday.

e the biggest oneis that I'm not comfortable with Powell’s depiction of the labour market. For one thing, he points to a recently
stabilizing unemployment rate. The fact that labour supply and labour demand are cancelling each other out doesn’t address the fact
that weakening nonfarm payrolls means weakening income growth (Q4 disposable income growth is tracking very softly with a falling
saving rate) and hence downside risk to consumption. Further, the unemployment rate is derived from the household survey and has a
massive confidence interval and so it’s silly to place emphasis upon a tenth here or then by way of monthly movement in the UR.

e  Further, Powell faded concerns over job numbers by striking out reference to “downside risks to employment rose in recent months.” |
strongly disagree with this. Downside risks to employment are accelerating in my view. Headline changes in payrolls are weak but
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they’re even weaker after accounting for several points emphasized in notes such as the last nonfarm payrolls report here. Powell’s
reference to private payrolls being up seemed to bow to Trump while ignoring the many arguments behind the distortions and the key
point that taking health care hiring out of the picture points to no breadth and a falling trend in private payrolls.

e there was no mention of the impact of expiring Affordable Care Act subsidies. Some estimates suggest this could cost 25-35k jobs per
month on average this year through direct and indirect effects.

e Powell emphasized strong GDP growth as a support to the job market. | think most economists would say that when the job market is
wavering, it’s a matter of time for when GDP growth falters. As a case in point, go back to 2007-08. Nonfarm payrolls started to trend
lower after 2005 and began falling sharply at the beginning of 2008, yet throughout that period, GDP was whistling by the graveyard
posting repeated gains throughout 2005-07 and really only significantly stumbling by late 2008.

e Powell's hasn't always adhered to his advice to his successor to “stay out of elected politics, don’t do it.” At times, he has been nuanced
such as overemphasizing a grand experiment to push toward the outer bounds of fully inclusive maximum employment in the depths
of the pandemic that blinded him to inflation risk. At other times he has definitely locked horns with the administration on topics like
tariffs in moderated discussions which | like to see given his leadership position on policy, but don’t overstate your independence from
politics.

e itshould’'ve been a very short presser with questions cut off well before 35 of them!

Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate

Last ~1-day 1-wk | Last 1-day I-wk | [ast 1-day I-wk | Last 1-day T1-wk
u.s. 429 431 429 | 438 439 435 | 453 453 450 | 474 474 469 [Canada-BoC 3.00
CANADA 274 274 269 | 282 281 276 | 313 312 308 | 332 330 326
GERMANY 211 209 205 | 223 221 215 | 244 242 237 | 268 267 262 |US-Fed 4.50
JAPAN 080 080 080 | 102 100 099 | 136 135 130 | 233 233 229
U.K. 422 418 417 | 423 420 417 | 453 449 448 | 511 508 5.06 |England - BoE 4.50

Spreads vs. U.S. (bps):
CANADA -156  -157  -160 | -156  -158  -159 | -140 -141 -142 | -141  -143  -143 |Euro zone - ECB 2.90
GERMANY -218 -222 -224 -215 -218 -220 -209 -211 -212 -206 -207 -207
JAPAN -349 351 -349 | -336 -339 -336 | -317 -318 -319 | -241 -241  -240 |Japan -BoJ 0.50
U.K. -8 -13 -12 -15 -19 -18 -0 -4 -2 37 34 36
|Equities | LCevel % change: Mexico - Banxico 9.50
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 25699 135.4 0.5 0.6 45 23.0 Australia - RBA 4.35
Dow 30 44711 342.9 0.8 -0.1 52 16.4
S&P 500 6115 63.1 1.0 0.5 4.7 22.3 New Zealand - RBNZ 4.25
Nasdaq 19946 295.7 1.5 0.8 4.7 25.8
DAX 22514 -97.7 -0.4 3.3 11.1 329 Next Meeting Date
FTSE 8747 -18.0 -0.2 0.5 6.6 15.6
Nikkei 39149 -312.0 -0.8 0.2 1.8 1.7 Canada - BoC Mar 12, 2025
Hang Seng 22620 806.0 3.7 7.0 15.5 38.4
CAC 8186 21.6 0.3 2.7 10.3 6.6 US - Fed Mar 19, 2025
Commodities Level % change:
WTI Crude 71.86 0.57 0.8 1.2 -7.3 -6.2 England - BoE Mar 20, 2025
Natural Gas 3.75 0.12 34 13.4 -5.4 133.2
Gold 2926.43 -1.78 -0.1 2.3 9.3 46.9 Euro zone - ECB Mar 06, 2025
Silver 32.28 0.51 1.6 0.8 8.0 411
CRB Index 313.19 1.61 0.5 1.9 1.9 15.9 Japan - BoJ Mar 19, 2025
Level % change:

USDCAD 1.4180 -0.0013 -0.1 -0.8 -1.2 4.7 Mexico - Banxico Mar 27, 2025
EURUSD 1.0476 0.0011 0.1 1.4 1.6 -2.3
USDJPY 152.77 -0.0300 -0.0 0.9 -3.3 1.5 Australia - RBA Feb 17, 2025
AUDUSD 0.6344 0.0027 0.4 1.1 24 -2.3
GBPUSD 1.2589 0.0023 0.2 1.5 3.1 0.2 New Zealand - RBNZ Feb 18, 2025
USDCHF 0.9011 -0.0019 -0.2 -1.0 -1.2 1.7
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