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Comparing UK Core CPI
for All Months of April
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UK Service Inflation
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On Deck for Wednesday, May 20"

Country Date Time Indicator Period BNS Consensus Latest
us 05-20 07:00 MBA Mortgage Applications (w/w) May 15 - - 1.7
us 05-20 09:15 Fed's Barr Speaks on Consumer Financial Health
us 05-20 14:00 FOMC Meeting Minutes

KEY POINTS:

e Bond sell off turns to global rally led by gilts
e FOMC minutes — how many prefer striking out that one line?

e The FOMC would be terribly unwise to overreact to recent bond market

gyrations...
e ..asTreasurys may have approached the outer bound of sustainable yields...
e ..and most members should be patient toward evaluating dual mandate pressures

e UK CPI sparks rally in gilts...

e ..with BoE’s Bailey to react in pending testimony

e German producer prices undershoot, but were not light
e BI’'s wild west approach stuns with 50bps hike

e Nvidia earnings on tap in the after-market

Hopefully experienced bond investors didn’t overreact to yesterday’s price plunge. Yields
are backing off this morning and with modest conviction I’'m of the view that US Ts are
getting looking cheap to more patient investors (see below).

For now, sovereign yields are falling everywhere this morning and led by the UK which may
be an overreaction to UK CPI. Qil prices are off by $2 or so, until some powerful person
decides to front-run his own headline risk. Stocks are broadly higher by about V4% to %%
across major global benchmarks outside of Asia that merely followed yesterday’s US sell
off. Currencies are mixed.

Overnight developments were focused upon UK CPI, German producer prices and a Bank
Indonesia shocker. The North American session will focus upon FOMC minutes this
afternoon (see below) and then Nvidia’s earnings in the after-market. As others claim that
yesterday’s Canadian inflation report merits standing by forecasts over the year-ahead or
changing them, I'd advocate being more patient; nothing got settled by a mixed report at
a highly nascent stage of developments yet much of the commentary from other street
shops was overly emotional and reactionary if not downright silly.

Gilts Rally Post CPI—BoE’s Bailey on Tap

Sterling is underperforming and gilts are outperforming with a bull steepener that has the
2-year yield down 10bps this morning. The catalyst was UK CPI that landed a bit beneath
expectations.

CPl was up by 0.7% m/m NSA (0.9% consensus) which was around the long-run average
for like months of April (chart 1) and when combined with a shift in year-ago base effects
this drove the y/y rate down half a point to 2.8% (3.3% prior, 3.0% consensus). Last April,
CPI soared by 1.2% m/m NSA which was much warmer than usual for a month of April and
this distorted the year-over-year math. Core inflation undershot for similar base effect
reasons (2.5% y/y, 2.6% consensus, 4.5% prior) but also because the m/m seasonally
unadjusted change of 0.7% was merely average for like months of April over time. Services
inflation ebbed to 3.2% y/y (4.5% prior, 3.5% consensus) as shown in chart 2.
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The most sensible commentary I've seen on the implications for the Bank of England emphasized Chart3
more wiggle room and flexibility to continue assessing the inflation shock. One single report at Bl's History of Surprises
such a nascent stage for developments and their impact upon data shouldn’t be viewed as 30  actual - consensus, in bps
changing a great deal about the rest of the year’s expectations and beyond. We’'ll see what
Governor Bailey thinks during his testimony before Parliament this morning (9:15amET). 201
German Producer Prices—Below Consensus, but Not Light 10 H
German producer prices climbed by less than feared but don’t confuse that as evidence they were

prices jumped by 0.5% m/m NSA after a 0.4% rise in March for the warmest back-to-back

readings since early 2023. Not light.

light. Producer prices were up by 1.2% m/m NSA in April (2% consensus) after a 2.5% rise in March.
Those are the hottest back-to-back gains in producer prices since 2022. Ex-energy producer -10
20 F
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Indonesia’s reputation as the wild west of central banking was reinforced overnight. Bank Indonesia ) )
Sources: Scotiabank Economics, Bloomberg.

hiked its policy rate by 50bps versus all but one within consensus who were in the hold or 25bps

hike camps. Guidance isn’t Bl's thing and it has a long history of volatility and surprising markets (chart 3). Clearly the aim was to address

rupiah stability and it worked, for now. The rupiah appreciated sharply and is among the few strongest crosses to the USD in the aftermath.

Concern about an oil- and currency-driven inflation and uncertainty around potentially expansionist fiscal policy prompted the move.
FOMC Minutes—Stability Needed
Minutes to the April 28""-29™ FOMC meeting land at 2pmET today. | don’t expect much and hope we see signs of a steady hand on the tiller.

Key will be reference to the number of Committee members that prefer striking out the statement-codified reference to possible further
easing that went as follows: “In considering the extent and timing of additional adjustments to the target range for the federal funds rate....”
That implies an ongoing easing bias.

We know that three voting FOMC members (Logan, Kashkari and Hammack) dissented in favour of removing this reference. One additional
nonvoting member (Collins) then came out supporting this stance. That makes for three out of twelve voting Committee members who
preferred this option and four in total. The minutes will likely employ language such as ‘a few’ or ‘some’ or perhaps ‘several’ members
preferring this option while ‘most’ or ‘a majority’ supported continued inclusion of the sentence.

If a greater number of members opposing inclusion of the sentence is revealed, then the front-end may sell off further or at least be
validated. If I'm right and it’s still just a minority, then there could be a modest front-end rally.

In any event, this is a Committee that collectively only has one further cut this year and one more Chart 4

next year in the last set of dots/SEP that are poised to be updated in June. They have five more US Treasury Yield Getting

meetings on the docket this year. It would be silly to overreact to inflation and to overreact to the Back In Sync with NGDP

o 0 %
bond selloff at this juncture.

Why? For starters, markets are reacting to what can be readily and quickly observed which is prices. 15
How growth and the full employment side of the dual mandate evolve is a much more patient debate
that will be informed with lagging effects over time. It wouldn’t be terribly wise as a policymaker to a) 1
assume US inflation risk will permanently challenge and b) that the job market and growth will hold

up. Jobs might, but the downside risks to the outlook have risen with falling participation rates

especially over-55, the energy shock, Al, tighter immigration, and weakening consumer fundamentals. o — T :
Should the full employment side of the dual mandate waver and inflation temporarily overshoot then

Generic US 10 Year Yield
greater balance could be restored to the debate going on in markets but we won’t get the answersto > [ enerie earme

——— US Nominal GDP (y/y)

this now, or next month, or the next one etc. We'll get the answers gradually over time. o
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Also, the Committee would be rather wet-behind-the-ears should it overreact to the very recent i i
Sources: Scotiabank Economics, Bloomberg, BEA.

bond sell off that has taken the 10s yield up by about 30-35bps since late April. First, that’s small
in the grand scheme of bond moves.
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Second, over time the 10-year should ride around NGDP expectations (chart 4). Assumptions Charts

around potential real GDP growth plus long-term expected inflation would be a stretch to get up US Term Premium
3.0 10 year Treasury term premium, %

to 4.65% let alone sustainably higher toward 5%.

Third, there is a very, very high bar to the FOMC pivoting toward hikes as a consensus call with a
new incoming Chair in Kevin Warsh. It would be the granddaddy of all about-faces for him to
sound so dovish in the interview period and then pivot toward a hawkish stance in June and |
don’t sense anything close to quorum in favour of entertaining hikes. Some say credibility requires
striking out the sentence to contain the market; | say credibility requires not strongly pre-judging
complex forces or overreacting to very recent market gyrations! One reason for this is that the Fed
is already restrictive by contrast to many other global central banks like the BoC, ECB, BoJ etc.
The policy rate is above most reasonable estimates of neutral and the dots already signal a

Committee bias toward staying restrictive even at year-end and arguably even next year.

20 L
Fourth, term premia have risen (chart 5) but very suddenly against a historical pattern of abrupt 1011121314 1516 17 18 1920 212223242526
swings and the estimated 10-year term premia from the NY Fed’s economists has only gone up by ~ °urces: Scotiabank Economics, New York Federal

Reserve.
around 10bps above trend.
Fifth, inflation pricing has moved higher but mostly =~ Chart6 Chart7
across nearer-term expectations. The US 2s TIPS Breakevens Signalling Fed's Preferred Inflation Expectations
breakeven rate has increased to 2.85% with the 10s Temporary Inflation Spurt Signalling Muted Long-Term Pressures
] 9 r breakevensratesbymaturities, % 4.0 r 5ysyinflation expectation, in %
breakeven at 2.5% (chart 6) while the Fed’s preferred
five-year forward breakeven rate has moved up to 28 | 35
about 2.35% (chart 7). | don’t put a lot of faith in 30
measures of inflation expectations from markets or 27 r
surveys, but for what it's worth, the market is 6 | 25
signalling this may be more of a short-lived inflation ' 2.0
shock to the US that policy shouldn’t overreact 25 t 15
against. ‘
24 F 10
Sixth, it's not clear that liquidity has been impaired to
the point to which bonds are suffering. Far fromitin 23 r r 0.5 ——— T
L. . . . 2-yrbreakeven  5-yrbreakeven 10-yr breakeven 07 09 MM 13 15 17 19 21 23 25
my opinion. For instance, reserves continue to climb ) )
- Sources: Scotiabank Economics, Bloomberg. Sources: Scotiabank Economics, Federal Reserve.
to US$6%4 trillion (chart 8). Measures of bond
market liquidity are healthy; chart 9 shows one Chart 8 Chart9
whereby lower is better because it measures Federal Reserve Banks Total Assets US Treasury Market Liquidity
deviations from estimated fair value on an equally ~ 829 pintrilionsUSD 6  Index, lower is better
weighted portfolio of Treasury securities. 6.85
5 -
There are many more potential drivers of bond 680
i i 6.75 4r
yields. Among the ones not discussed above are US Government
intangibles like sentiment. Frankly, we need tocall 670 Securities
3 Lo
out market manipulation as a risk to the Treasury 6.65 Liquidity Index
market. Investors face enough uncertainty. They . 5
cannot also deal with EM-like tendencies whereby )
policy front-running by the administration creates a 655 1
more uncertain investing regime at higher risk. 630 T T
WWwmw wmw wmw Wy W wwwww
YOG NNNN 0 —
Overall, however, I'm of the view that a lot of the £EP2EE53538588888F 10 12 W 6 B 20 2 24 2
commentary is engaging in pile-on behaviour. Can’t  Sources:Scotiabank Economics, Federal Reserve. Sources: Scotiabank Economics, Bloomberg.

beat ‘em, join ‘em is the logic. Experienced
forecasters have seen many sudden bond market
moves and normally set a high bar to be knocked
off longer-run views by short-term moves.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate

Last 1-day I-WK| Last 1-day IWK | Last 1-day JI-WK | Last 1-day I-WK
u.s. 410 412 398 | 430 433 412 | 464 467 447 | 517 518 5.04 |Canada-BoC 2.25
CANADA 299 304 295 332 33 322 367 370 357 | 402 403 392
GERMANY 272 276 271 | 28 289 282 316 3.19 310 | 3.68 3.70 3.63 |US-Fed 3.75
JAPAN 145 144 140 | 203 202 193 | 278 279 259 | 410 416 384
U.K. 441 451 449 | 458 467 460 | 505 513 507 | 572 580 5.74 |England - BoE 3.75

Spreads vs. U.S. (bps):
CANADA -110  -108  -103 -99 -98 -90 -97 -97 -90 -115  -115  -111 |Euro zone - ECB 2.15
GERMANY -138 136 127 | -145 -143 130 | -149 -147 137 | -149 -148 -141
JAPAN -264  -268  -259 | -227 -231 -219 | -186 -187 -188 | -107 -102 -120 |Japan-BoJ 0.75
U.K. 32 39 50 28 34 49 40 46 60 56 61 70
m LCevel % change: Mexico - Banxico 6.50
Last Change 1 Day 1-wk 1-mo 1-yr

S&P/TSX 33741 -92.1 -0.3 -1.2 -1.8 29.5 Australia - RBA 4.35
Dow 30 49364 -322.2 -0.6 -0.8 -0.2 15.7
S&P 500 7354 -49.4 -0.7 -0.6 34 23.8 New Zealand - RBNZ 2.25
Nasdaq 25871 -220.0 -0.8 -0.8 6.0 35.1
DAX 24531 130.5 0.5 1.6 0.5 2.1 Next Meeting Date
FTSE 10347 16.6 0.2 0.2 -2.5 17.8
Nikkei 59804 -746.2 -1.2 -5.5 0.8 60.3 Canada - BoC Jun 10, 2026
Hang Seng 25651 -146.7 -0.6 -2.8 -2.7 8.3
CAC 8033 51.7 0.6 0.3 -3.6 1.1 US - Fed Jun 17, 2026
Commodities Level % change:
WTI Crude 102.12 -2.03 -1.9 1.1 14.0 63.2 England - BoE Jun 18, 2026
Natural Gas 3.1 -0.01 -0.3 8.4 15.5 -9.4
Gold 4494 .46 11.85 0.3 -4.1 -6.8 36.6 Euro zone - ECB Jun 11, 2026
Silver 76.04 0.31 04 -9.1 -4.1 133.8
CRB Index 406.18 0.41 0.1 0.3 10.0 36.2 Japan - BoJ Jun 16, 2026
m Level % change:
USDCAD 1.3759 0.0014 0.1 0.4 0.8 -1.1 Mexico - Banxico Jun 25, 2026
EURUSD 1.1596 -0.0009 -0.1 -1.0 -1.6 2.8
USDJPY 159.03 -0.0400 -0.0 0.7 0.1 10.0 Australia - RBA Jun 16, 2026
AUDUSD 0.7127 0.0020 0.3 -1.8 -0.7 10.9
GBPUSD 1.3399 0.0004 0.0 -0.9 -1.0 0.0 New Zealand - RBNZ May 26, 2026
USDCHF 0.7902 0.0012 0.2 1.0 1.5 -4.6
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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.

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
be, and does not constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation 23.434 and Appendix A
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
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.

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
oract as principals or agents, deal in, own or act as market makers or advisors, brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions,
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.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be reproduced without the prior express written consent of Scotiabank.
™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.
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Financiero Scotiabank Inverlat, Scotia Inverlat Casa de Bolsa, S.A. de C.V., Grupo Financiero Scotiabank Inverlat, Scotia Inverlat Derivados S.A. de C.V. - all members of the Scotiabank group and
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