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On Deck for Wednesday, July 15"

Country Date Time Indicator Period BNS Consensus Latest
CA  07-15 05:00 Existing Home Sales (m/m) Jun - - 55
US  07-15 07:00 MBA Mortgage Applications (w/w) Ju10 - - 2.2
CA  07-15 08:30 Manufacturing Shipments (m/m) May 1.0 141 4.2
CA  07-15 08:30 Wholesale Trade (m/m) May 0.7 0.7 06
US  07-15 08:30 Empire State Manufacturing Index Jul - 9.2 5.7
us  07-15 08:30 PPI(m/m) Jun 01 0.0 11
US  07-15 08:30 PPIex. Food & Energy (m/m) Jun 03 0.3 04
US  07-15 08:45 Fed's Williams Delivers Keynote Remarks
CA 0715 09:45 BoC Interest Rate Announcement (%) Jul1s  2.25 2.25 2.25

US  07-15 10:00 Fed Chair Warsh Testifies Before Senate Banking Committee
CA  07-15 10:45 Bank of Canada Rate Decision Press Conference

US  07-15 13:00 Fed's Cook Speaks on the Economic Outlook

US  07-15 14:00 Fed Releases Beige Book

US  07-15 18:30 Fed's Musalem Delivers Welcoming Remarks

KEY POINTS:

e Oil, earnings and central banks driving mixed markets

e BoC expected to stand pat

e Few things are more Canadian than labour strife impacting the BoC
e Recapping what Chair Warsh said in round 1ahead of round 2 today
e China’s slowing economy

e US PPI to further inform PCE estimates

e Canadian home sales up again, other minor data on tap

e Earnings beating analysts’ expectations remains the safest bet in US markets
e Fed’s Cook to share her economic outlook

e  Forest fires risk renewed turmoil across Canadian indicators

Oil, earnings and central banks are jostling with one another for the upper hand on market
influences. Oil is winning with another small gain this morning. Sovereign bond yields are
slightly higher again. Stocks are mixed with slightly firmer US equity futures, slightly lower
TSX futures, and small losses across European markets. The dollar is mixed but mostly
little changed. England-Argentina at 3pmET may be the day’s most watched
development.

BANK OF CANADA—WHAT COULD BE MORE CANADIAN?

It's a poignant reminder of pressures on its mandate that are emanating from labour
market strife. I'm speaking in reference to the irony that the BoC will not be sharing its
communications on an embargoed basis with media because of striking security guards
and PSAC'’s protests over replacement workers. How very Canadian, given the country’s
one-third unionization rate.

As far as I'm concerned, this is a welcome development that could be habit forming. Too
often, | find that the media interpretations by journalists are slanted, skewed, and often
generally biased. Another example being a recent WSJ article on the BoC that falsely said
no one expects the BoC to hike rates this year (we do!) while playing up dovish views in the
article. Leave it to the street to make its judgements without select headlines driving the
bots who are running markets these days. As always, I'll cover it in real-time within chats
for markets and management staff and clients.

The statement and Monetary Policy Report including fresh forecasts as well as Governor
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Macklem’s opening remarks will be released on its
website at 9:45amET. The press conference has been
delayed until 10:45amET—15 minutes later than
usual—because of the same labour issue.

No policy changes are expected. Key may be refreshed
forecasts. On guidance, Governor Macklem is
commonly perceived as being dovish until a problem
is staring him squarely ahead, so | expect little from
the communications beyond wishing everyone a good
summer and see you at the next decision in
September. A full preview was available in my weekly
which | won’t repeat at this late stage.

CHINA’S SLOWING GROWTH

Overnight China data is shown in charts 1-5. China’s
economy met expectations for slower GDP growth in
Q2 (0.9% g/qg SA nonannualized) but ended the
quarter on a high note based on higher frequency
readings. In year-over-year terms, GDP was two-ticks
beneath consensus at 4.3% (5% prior) which extended
the slowdown. Industrial output volumes in June grew
by 5.3% y/y (4.6% consensus, 4.5% prior) and the
value of retail sales also beat, rising by 1% y/y in June
(-0.1% consensus, -0.6% prior). Property investment
fared worse, however, and shrunk by -18% y/y ytd.
Further, house prices continue to fall with new home
prices down by -0.15% m/m and resales down by -
0.3%—both extending the declines since mid-2023.

CANADIAN RELEASES—HOME SALES,
MANUFACTURING, WHOLESALE, BRIDGEGATE

Chart 2
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Canada’s housing market sprung back to life over the key Spring market. After a large 5.5% m/m

SA rise in May, existing home sales might have been expected to retrench in June but they posted
a mild 0.5% m/m SA gain. That makes it three consecutive monthly gains over April through June
which is consistent with prior guidance that we could see a rebound. CREA reports that new listings
fell 1.3% m/m and total months supply was unchanged at 4.8 while the sales-to-new-listings ratio
increased to 50.2% (49.3% prior), signalling a tighter housing market in generally balanced supply

and demand territory.

Canada will also refresh minor data on the value of manufacturing sales (1% m/m expected) but

watch volumes stripped of price effects, plus wholesale sales, also for May, that are expected to slip 10
in dollar terms and probably more in terms of volumes.

And on this, I'd repeat my first reaction—show us the deal. | want to know if the Moroun family was
paid off one way or another because if so, Canada is feeding foreign corruption which is against the

framework of rules and regulations that apply to businesses.
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Chart5
Chinese Home Prices
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Lastly, extreme heat and storms are lighting up forest fire risk again this year with smoke blowingin ¢ .. < tiabank Economics. Bloomberg.

from northern Ontario into Toronto today. Ontario’s fire map is lit up. Keep an eye on this across

the country for disruptive effects on affected sectors like agriculture, energy and mining, tourism etc.
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US—EARNINGS, PPI, FED-SPEAK

US earnings releases continue. We've already heard from BlackRock that beat (EPS US$13.91,
consensus $12.66). Morgan Stanley also beat EPS expectations. Earnings are generally beating
analysts’ expectations yet again (chart 6) either because they’re not very good, or because

they have tended to do ever since SOX and other pieces of legislation made analysts more risk 100

averse (chart 7).

This morning’s producer prices for June will help us firm up estimates for PCE and core PCE
inflation due at the end of the month post-FOMC. Total prices are expected to be soft after
the price large gain, with core prices ex-food and energy expected to post another modest
gain. Key will be the categories that are included in PCE which may struggle to post another
rise given large prior gains in airline passenger services and portfolio management fees.

Minor releases will include the Empire manufacturing gauge that kicks off a monthly round of
regional reports on the path to the next ISM-manufacturing print (8:30amET) plus the Fed’s
Beige Book of regional economic conditions (2pmET).

And no doubt Trump is eagerly awaiting Fed Governor Cook’s speech on the economic
outlook at TomET. My hope is that it's more sensible than Waller’s on Monday and that she
holds no punches with an objective, lucid and cogent take on the outlook while under farcical
pressure from the administration.

WHAT WE LEARNED FROM KEVIN WARSH’S TESTIMONY

Fed Chair Warsh conducts round 2 of the semi-annual testimony on monetary policy before
Congress this time before the Senate Banking Committee at 10amET.

What did we learn from his testimony yesterday? The short answer is not terribly much
beyond a Chair that genuinely sounds like he wishes to wait for the five task forces he set up to
begin reporting back before having a framework of thinking that would lend confidence to
acting. | still think that merits receiving OIS on nearer-dated contracts and then we’ll see.

Here are a few other takeaways along with my thoughts.
On Which Part of the Dual Mandate Concerns Him the Most

Warsh said "The labour market has been pretty much in balance, we've got some work to do
on the inflation front." That sounded hawkish but in what form and how contestable his
remark may be are worth exploring.

-200
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The first part is debatable imo. Job growth has slowed. The unemployment rate is stable as he frequently noted, but the household survey's

jobs have fallen by 1.567 million since Inauguration Day and this has been offset by a 1.338 million drop in the HH survey's measure of the

labour force. Further, private nonfarm payrolls excluding the health sector that marches to the beat of its own drummer has hardly been

stable (chart 8). Weak job growth offset by crushing immigration policy and folks leaving the workforce is not a good sign for the US job

market. Plus, real wages are weak and so has inflation-adjusted personal disposable income that has not grown for several quarters.

And on the second part of what he said about inflation, it's unclear if he's talking about addressing it with communication tools, maintaining

the current slightly restrictive stance for longer, or hiking.

On Core Inflation Risks and Measures

When asked if he would respond to evidence that the Iran war’s effects on energy prices is spilling into core inflation, Warsh responded in

the affirmative. As he perhaps should have. Except for a few reasons why not.

Like how so far, there is little pass through. Core PCE has averaged 0.3% m/m SA over the past three months during the war and pending

June which may weaken toward the end of the month. PCE has a much lower weight on shelter. Core CPI has averaged 0.2% m/m SA over

the past five months. Trimmed mean CPI was flat at 0% m/m SA last month with weighted median CPI up by just 0.2% m/m SA; | suspect
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that when we get trimmed mean PCE after PCE at month’s end that it will fall to a new 3-month

rolling average just above 2% y/y.

The intimation is that what is being experienced today is more of a relative price shock than
generalized inflation outburst with the Fed at risk of misinterpreting inflationary pressures in
opposite fashion to how it did so when it misjudged breadth of pressures in the pandemic.
Going forward, | believe a real wage squeeze after basically no real PDI growth for several
quarters will sharply limit pass through. The supply side is not going through as widespread
shocks this time. There isn't a clear demand surge either. If anything, the supply side may be

expanding via Al.

Further, during his testimony, the BLS released the share of the CPI basket that is estimated by

proxy methods in the absence of real price data due to budget cuts and the failure to pivot toward
new collection methods. The made-up share of the CPI basket is 39% and still very high (chart 9).
The Fed is looking at poor quality data which is among the reasons why Governor Waller’s stance

on Monday that hinged the July decision upon June CPI was so misguided.

As a sidebar, note that trimmed mean CPI
overstates trimmed mean PCE and the latter is
likely to move lower at month-end (chart 10).
And in m/m SAAR terms, TM PCE may see the
bottom fall right out by month end (chart 11).

And charts 12-13 address whether core PCE turns
up before TM PCE. On y/y comparisons, you'd be
cherry-picking the sample to conclude as much.
Sometimes core PCE turns higher before TM PCE,
sometimes it doesn't. On m/m SAAR, the noisy
pattern shows at best an asymmetric one-off
cherry-picking bias drawn from the very different
conditions of the pandemic but nothing clear by
way of leading or lagging relationships between
the measures over time.

A complicating issue is that Warsh said during his
testimony that he does not have a preferred
measure of inflation, whether trimmed mean or
whatever, and that a recent WSJ story about his
preference for trimmed mean PCE was false. He
went on to say that the Fed needs new measures
to understand underlying inflation and that none
of the current measures capture this. Ok, like what
kind of measure? It's disturbing to hear the Fed
Chair basically say that he doesn’t know what'’s
going on with inflation and therefore cannot judge
one-half of his mandate while curiously sounding
so confident about past inflation using the same
metrics he disparages.

Let’s remind Mr. Warsh about what he has said
on the issue in the past, like during his Senate
confirmation testimony:
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Chart 11
US Fed Trimmed CPI Vs. Trimmed PCE
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"The measures | prefer are looking at things that are called trimmed averages, where we take out Chart14

all of the tail risks, all of the one-off items, and we ask ourselves whether the generalized change in  US PCE Price Index Vs. 2% Target Trend

prices is having second order effects on the economy. Again, they're not where they should be, 130 [ Index, Jan 2020 =100

but | think that the trend is quite favorable." o 2% Annual Target Trend
i Actual PCE

Actual Core PCE

Contrast this to yesterday when he said he has no preferred measure of inflation. We have Kevin 10

Warsh when seeking the approval of a dovish President while trying to get the job, versus Kevin
Warsh the politician after he got the job. 115

This is a huge issue. I'm unsure about what he really thinks about the issue now. One possibility is 110

that he is simply deferring to task force #5 that is charged with coming up with views on the

inflation framework and the overlap with task force #3 that is looking at improving data sources. 105

He doesn't wish to be perceived as guiding the outcome but may very well not have changed his g9
personal view. Another possibility is that he has changed his mind upon consultation with others.

95 T T T T T T

The other possibility is that he wouldn’t be the first person I've seen to over-promise what he can
200 21 22 23 24 25 26

doin order to get the job. We'll see how it all winds up. Sources: Scotiabank Economics, BEA.
Sloppy Commingling of Price Levels Versus Inflation

One issue | continue to find confusing about Warsh’s communications is when he mixes price level and inflation references in jumbled
fashion. For instance, he said “my job is to take sticky prices and unstick them" as Warsh emphasized price levels again. He has repeatedly
emphasized—and did so again yesterday—the five-year overshooting of the Fed’s inflation target and said he intends to fix that.

The Fed can't address and shouldn't address price levels. Chart 14 shows that the PCE price level is about 25%+ above a trend line set by
achieving the 2% target each year and the core PCE price level is similar. | don't think Warsh is signalling a bias toward this, but his language
is sloppy at times and when he talks about five years of overshooting being a problem he sounds like he has a retroactive policy bias that
has waved the white flag on ever trying to forecast anything ever again.

The BoC went through all of this assessment of alternative regimes in a prior 5-year agreement renewal with the government. They rejected
price-level targeting on multiple grounds. One issue is where do you start the trend which can be highly arbitrary. The other being the
extraordinary damage you'd have to do to bring the level down to the trend. Bygones be bygones in a forward-looking sense on the 2%
inflation target was the BoC’s default and | think that makes sense. Warsh says he is not trying to litigate the past, but he needs to choose
his words more carefully and emphasize the future more than the past in his remarks

Al Uncertainty Merits Market Caution Pricing the Fed

On Al | found his comments to be more insightful. He said "This is a supply shock we are seeing in the US. We are seeing the capability
growing at exponential rates, like a hyper Moore's Law. What are the consequences of this positive technology shock? I've asked 2-3 experts
for their views over the next 3-6 months." He noted this is by far the biggest technology shock in his career. That may be understating it in
my opinion.

The first takeaway on that comment is that 3-6 months reinforces his patience and leans against pricing any Fed action in the near-term
OIS contracts. | think he means it when he says don't pre-judge the task forces despite markets that are pre-judging them.

Warsh was basically saying that he thinks a productivity boom lies ahead but can't say it with great confidence yet and wants to hear from
the task force on the matter.

Global Economics 5
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day 1WK | Last 1-day IWK | Last 1-day 1°WK | Last 1-day IWK
u.s. 421 420 422 | 434 432 433 | 461 459 458 | 512 5.1 5.07 |Canada - BoC 2.25
CANADA 288 287 286 | 320 318 318 | 359 357 357 | 399 397 3.9
GERMANY 276 276 271 285 283 282 | 314 3.1 3.09 | 364 362 3.64 |US-Fed 3.75
JAPAN 144 144 144 ]| 194 196 199 | 270 272 287 | 378 3.76 4.01
U.K. 436 435 433 | 454 452 451 499 498 497 | 569 568 5.69 |England - BoE 3.75
Spreads vs. U.S. (bps):
CANADA -133 -133 -136 -114 -114 -115 -102 -102 -101 -113 -113 -112 |Euro zone - ECB 2.40
GERMANY -145 144 -151 -149 149  -151 | -147 -148 -149 | -148 -148 -143
JAPAN =277 -276 -279 -240 -236 -234 -191 -187 -171 -134 -135 -107 |Japan - BoJ 1.00
U.K. 15 15 11 20 20 18 38 39 39 57 57 62
w Level % change: Mexico - Banxico 6.50
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 35321 67.8 0.2 0.1 0.1 30.6 Australia - RBA 4.35
Dow 30 52508 9.6 0.0 -0.8 1.6 19.3
S&P 500 7544 28.3 0.4 0.5 -0.1 20.8 New Zealand - RBNZ 2.50
Nasdaq 26107 233.8 0.9 1.1 -2.2 26.3
DAX 24963 -184.1 -0.7 0.3 0.3 3.8 Next Meeting Date
FTSE 10505 -24.3 -0.2 0.2 0.7 17.5
Nikkei 68752 1008.0 1.5 29 -0.9 73.3 Canada - BoC Jul 15, 2026
Hang Seng 24681 340.4 1.4 2.0 -0.7 0.4
CAC 8350 -16.6 -0.2 1.2 -0.4 7.5 US - Fed Jul 29, 2026
Commodities Level % change:
WTI Crude 79.79 0.45 0.6 8.5 -1.2 19.9 England - BoE Jul 30, 2026
Natural Gas 2.90 -0.00 -0.0 -9.6 -7.8 -17.6
Gold 4036.16 -16.69 -0.4 -1.0 -6.4 214 Euro zone - ECB Jul 23, 2026
Silver 58.10 -0.61 -1.0 -0.4 -17.0 54.1
CRB Index 377.46 2.99 0.8 4.0 3.5 24.7 Japan - BoJ Jul 31, 2026
Level % change:
USDCAD 1.4069 0.0010 0.1 -0.7 0.6 2.5 Mexico - Banxico Aug 06, 2026
EURUSD 1.1411 -0.0009 -0.1 -0.1 -1.5 -1.6
USDJPY 162.35 0.1000 0.1 -0.1 1.3 9.0 Australia - RBA Aug 11, 2026
AUDUSD 0.6984 0.0009 0.1 0.8 -1.3 7.2
GBPUSD 1.3407 0.0017 0.1 0.1 -0.1 0.2 New Zealand - RBNZ Sep 01, 2026
USDCHF 0.8112 0.0021 0.3 0.3 21 1.2
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