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On Deck for Thursday, August 20"

Country Date Time Indicator Period BNS Consensus Latest
CA 08-20  08:30 IPPI (m/m) Jul - -0.5 1.4
CA 08-20 08:30 Raw Materials Price Index (m/m) Jul - -2.0 -6.9
us 08-20 08:30 |Initial Jobless Claims (000s) Aug 15 200 210 209
us 08-20 08:30 Continuing Claims (000s) Aug 08 1790 1788 1777
us 08-20 08:30 Philadelphia Fed Index Aug - 24.8 414
us 08-20 08:30 Fed's Daly Appears on Bloomberg TV
us 08-20 10:00 Leading Indicators (m/m) Jul - 0.1 -0.2
us 08-20 11:10 Fed's Musalem on CNBC

KEY POINTS:

e Higher oil prices and trade enthusiasm are pumping CAD gains

e  WTI futures curve testing new highs; higher for longer may provoke the BoC

e Bessent’s buyback intervention shaken off, and recall his Yellen criticism

e Reinforcing and updating our Canadian yield curve forecasts

e How would a Canada-US trade deal impact effective tariff rate calculations?

¢ Doing the math: does Canada need two new pipelines?

e A Canada-US deal is resoundingly positive...

e ..butis72hours too rapid for an agreement?

e Dairy’s treatment in the talks remains a mystery; a primer on supply management
e Australian jobs disappointed, tamping down RBA pricing

e Riksbank held, guidance still points to year-end hike

e Canadian core industrial prices point to continued pass through risk into core CPI
e USclaims, limited Fed-speak on tap after yesterday’s dull minutes

e Trump tees up broader Iran-related sanctions, Treasury still mum

Treasury Secretary Bessent’s intervention in the US Treasury market worked for a few
hours yesterday but is being shaken off already. Ditto for Trump’s expected but still rather
shoddy effort yesterday to school everyone on why the US should have lower rates
‘because the economy is doing so well’ which made my face turn as red as a Mcintosh on
his behalf. US Treasury yields are higher by 2-6bps with a steeper curve. Canada’s front-
end is underperforming the US on higher BoC rate hike bets. Gilts and EGBs are also
cheapening while Aussie (jobs, see below) and Swedish (Riksbank, see below) rates
outperform all others. FX land is mixed on dollar appetite but CAD is the class leader and
is being buoyed by another $3 gain in oil prices as the WTI futures curve is challenging
fresh highs (chart 1). Trade talks + oil + rebounding economy gives us greater conviction in
our long held off-consensus BoC hike call (see below). Equities are playing slight defence in
N.A. futures and European cash markets.

After recapping more mundane stuff, I'll provide an updated Canadian rates forecast, spit
balled estimates of new overall tariff rates on Canada, views on the positives and cautions
around trade talks, question whether Canada needs two new pipelines, remind folks
about dairy marketing issues and wrap up with what Bessent did that strikes a parallel to
his vicious criticisms of Yellen.

WEAK AUSSIE JOBS TAMP DOWN RBA PRICING

Australia’s job market disappointed expectations in July which drove a rally across the
rates curve. September’s RBA meeting is priced for a hold and only half a 25bps hike is
priced by year-end.
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About 16k jobs were lost last month, but a) they were all part-time (-32k) as full-time jobs increased (16k), and b) the dip followed a massive
80k rise in June that followed a modest 4k upward revision. The unemployment rate ticked up to 4.5% even though the participation rate
fell a tick to 66.9%. Chart 2 shows the continued rise of the UR.

RIKSBANK HELD, GUIDANCE STILL POINTS TO YEAR-END HIKE

Sweden’s Riksbank held its policy rate unchanged at 1.75% as widely expected. Its guidance tamped down pricing for a move in the near-
term but continues to support pricing for a 25bps hike by year-end. Key is that they retained reference to “the probability of a rate increase
later this year remains” and flagged that inflation has been stronger than anticipated over the summer while warning that if energy prices
spill into broader inflation, then they would have to tighten. Overall, however, markets took it as a little less convincing by pushing the two-
year yield down 3bps while the krona underperformed.

N.A. CALENDAR

Chart 3
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There is very little on tap into the N.A. session. Canadian producer prices in July saw headline
industrial prices edge up 0.6% m/m but prices ex-energy slipped —0.2% m/m NSA which is

common for July with the broad trend in y/y industrial prices ex-energy (+8.8% y/y) still pointing to 6
pass through into core CPI ex-food and energy (chart 3). 5

y/y % change 7 16

US weekly initial jobless claims remain low at 206k with continuing claims continued to stabilize
since April.

There will also be a bit of Fed-speak with San Fran’s Daly (8:30amET) and St. Louis President
Musalem (11:10amET) due to speak. This follows the uneventful FOMC minutes that drove avery 2
slight front-end Treasury rally yesterday.

UPDATED CANADIAN RATES OUTLOOK
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Where do trade developments potentially leave us from a rates perspective? With greater
conviction on longstanding forecasts.

Chart 4 shows our current house view Chart 4
that was submitted yesterday in fresh 2025 2026 2027
polls. There are relatively minor tweaks 6,154, QIf Q2f Q3f Q4f QIf Q2f Q3f Q4f QIf Q2f Q3f Qdf
that are mostly about a little near-term  |BoC Overnight Target Rate| 2.75 275 250 225 2.25 2.25 2.25 2.75 3.00 3.00 3.00 3.00
marked to market changes compared to |Prime Rate 495 495 470 4.45 445 445 445 495 520 5.20 520 5.20
prior forecasts, but the broad strokes of | 3-month T-Bil 261 265 242 219 234 2.26 240 2.80 3.05 3.05 3.05 3.05
h t . inintact 2-year Canada 246 259 247 259 282 275 295 3.05 3.15 3.15 3.15 3.15
ourhouse rates views remain intact. 5-year Canada 261 282 275 297 3.09 301 325 330 3.35 3.35 3.35 3.35
We've had BoC rate hikes in our 2026 | 10-year Canada 297 327 318 343 347 3.38 3.65 3.60 3.65 3.70 3.70 3.70
. 30-year Canada 322 357 363 3.86 3.90 3.77 4.00 4.00 4.00 4.00 4.00 4.00
forecast since last November—well ahead
of consensus and markets and well ahead of the Iran war and commodities surge and partly Chart5
conditioned upon viewing last fall's insurance BoC cuts that went below a Taylor Rule Bank of Canada
approach as unsustainable. Chart 5 shows our forecast along with what markets were pricing Policy Rate Projections
) ) . . 6%
last November when we first forecast hikes plus what markets are now pricing along with
5

consensus. In turn, we’ve had constructive views toward an improving outlook that we're
now seeing and cautious optimism on how trade policy could evolve that we’re also seeing.

| would suggest keeping a very open mind toward October and December BoC OIS that will
be further informed by developments over the next eight days. If we do indeed get a decent
trade and security deal by the weekend and then we get 4% Q2 GDP next Friday, with
another Budget waiting in the wings, ongoing elevated commodities, ripping jobs etc, then
there is a decent case for wiping the insurance cuts from a year ago off the map. Stay tuned.

There remains high uncertainty on timing action by the BoC as well as magnitudes which
continues to support multiple scenarios and probabilities. | still think our forecast is relatively
modest in expecting 75bps of hikes into early next year as it would still leave the policy rate in
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neutral territory at 3% despite an alternative scenario that it could well move into restrictive territory. The cut bias that many other shops
had over the year is clearly gone.

SPIT BALLING NEW EFFECTIVE TARIFF RATES

Going by unconfirmed media reports that indicate sharp Chart 6 Chart 7
reductions in tariff rates on autos and metals, what would Effective Tariff Rate on Effective Tariff Rate on
: ; : US Imports From Canada All Canadian Exports
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remains exempt, then the tariff on autos Overall WOUld drop Current Tariff Tariff Rate After US Deal Current Tariff Tariff Rate After US Deal
Source: Scotiabank Economics. Source: Scotiabank Economics.

sharply. One reason for this is that parts matter more to
Canada than assembled autos by accounting for around two-thirds of Canadian autos exports. Canadian auto parts companies are among
the world’s biggest players.

Enter charts 6 and 7 that show the calculations for Canadian goods exports to the US and separately for Canadian goods exports to the
world. Note that services are excluded because they are not what is being targeted. They are tentative to help inform the dialogue until we
get all the facts. For instance, we’ve heard no word on lumber’s treatment.

The overall US tariff rate on Canadian exports would be 3.7% instead of 5.5% going into the talks. The total rate on all Canadian exports to
everywhere would drop from 4.2% to 2.8%.

These are rounding errors. Flesh wounds. They’re not 1% like they were before all of this zero-sum, mischievous, beggar-thy-neighbour
nonsense began with the US launching its trade wars, but at such low rates and with nothing applied to the vast majority of sectors, the
result is next to nothing by way of an incremental overall tariff burden. That would be very positive for Canada.

It’s a green light for growth.

Furthermore, these rates are vastly lower than what the US is applying against anyone else's exports to the US. Consider this alongside all of
the other arguments like the US income/growth elasticity effect on Canadian imports, CAD depreciation, high commodities, Canadian fiscal
policy contributing more to growth, and longstanding evidence that exports and FDI have been diversifying away from the US for many
years into other parts of the world.

The picture that is emerging is that Trump apparently does indeed love Canada—he just has to belittle everyone to make all of this look like
a pathetic victory or some sort like Trump 1.0 that left the original NAFTA agreement almost entirely intact. Despite the endless insults and
threats and name calling, what we're landing on remains a tightly integrated relationship between the US and Canadian economies. US
tariffs against everyone else are vastly higher so he's basically either a) solidifying NAFTA, and/or b) can't effectively drive much of a wedge
against Canada for various reasons such as the pain that more belligerent outcomes would cause through US supply chains and because
the US business lobby and polls are pushing back.

THE POSITIVES IN TRADE TALKS

As for residual pessimism that may be retained by some observers, | have all the time in the world for ongoing caution until we see an
agreement finalized and passed which could take a while, but not for continued extreme negativity. The way both sides are talking makes it
sound like this will be a fully new CUSMA framework alongside addressing security issues, rather than a few tariff tweaks.

After all, the US list of issues with Canada was never really all that comprehensive going back to last Fall’s USTR letter to Congress (here). It
seemed back then to be mostly an irritants list with tariffs then applied on several sectors. They were never really after a wholesale rewriting
of the agreement imo despite Trump’s rhetoric. Supply management, alcohol, digital taxes, procurement programs etc represented a fairly
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limited list. So, when | hear folks suggesting this is just an unwind of the irritants, well, that’s all this was ever really about on both sides!

For starters, it doesn’t look like CUSMA will be torn up as the most bearish camp was leaning toward. It also doesn’t look like nothing will be
done only to stumble into annual reviews that would persist in a way that creates ongoing elevated uncertainty. Instead, it looks like a deal
on trade, security and other matters is upon us but we need to see it. One key will be whether CUSMA is extended for another 16 years as
per the agreement’s provision.

And so the positives when taken step-by-step are looking like they include a) no torn up agreement, b) no additional US tariffs, c) no
additional Canadian retaliation, d) the very real possibility that a renewed trade deal will be passed, e) progress on specific sectoral issues on
both sides, f) progress on other specific irritants like digital issues, g) a reduction of US tariffs, h) a reduction of Canadian counter-measures
that were put in place as a response to US belligerence, and i) a large reduction of uncertainty.

It sounds like the deal won’t be perfect since there is no justification for any tariff measures against Canada, but overall, it may be as close to
perfect as possible when dealing with this US administration.

Importantly, however, it may not prevent the volatile US President from coming back with future mischief. His polling, the likelihood that the
new Congress will be very different in composition, and the US courts and business lobby could serve as checks on his tendencies.

IS72 HOURS TOO QUICK FOR A DEAL?

If we follow this same timeline as during NAFTA 2.0 in Trump 1.0, then be patient on the path toward implementation. That said, I'll offer
suggestions on how this time could proceed more quickly.

Here’s the timeline of trade negotiations the last time we went through all of this.
e the process started in August 2017

e the US and Mexico agreed to a deal in August 2018

e Canada joined with agreement the next month

e [t took until October 2018 to achieve an overall formal agreement

e Signed the next month by all three leaders

e A consultation period followed

e  Mexico ratified it in June 2019.

e Changes were incorporated by December 2019

e The US Senate approved it on Jan 16th 2020.

e Trumpsigned itinto law on Jan 29th 2020.

e Canada then ratified it in its parliament on March 13th 2020 at which point all countries had passed it.
e CUSMA/USMCA then came into effect on Canada Day 2020.

What is different this time, however, is that the Trump and the GOP are deeply down in the polls amid the serious risk of losing one or both
chambers on November 7™ and hence Congress could change in January. That could expedite timelines particularly since the Dems are no
friends of Canada or Mexico especially on the far left. It’s still a stretch to get a deal completely finalized and quickly approved, but not
necessarily to get it all done within the current US Congress.

Another point that leans against the lengthy timeline the last time around is that the issues have already been under negotiation for around
a year if not longer which is comparable to the last time. They reportedly were close to a deal last Fall before events drove Trump away.

Still, | find it highly ambitious to say that we'll have an agreement with details by Friday night as the Canadian side is saying. The US has said
it wants to maintain CUSMA/USMCA—as per the overwhelming feedback it got from the US business lobby last fall—but with side
agreements to address separate issues with Mexico and Canada so maybe this is the Canadian part while Mexico has been negotiating
separately into its next round with the US next month.

And recall that during Trump 1.0 with USMCA, Mexico agreed first and then Canada joined and then a full agreement with all three was
merged. Perhaps that’s reversed this time with Canada striking first.
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WHY IS TRUMP TALKING PIPELINES? Chart 8 Chart9
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PIPELINE MATH

Canada appears to face a potential embarrassment of pipeline riches of late. Between the west coast pipeline proposal and possibly
resurrecting US approvals for another pipeline, the question becomes how to fill them. Where are you getting all that oil? What happens if
you don’t get it?

First, as an aside, when he speaks of Keystone XL, it's likely that Trump is mixed up with that project that Biden killed versus the Prairie
Connector on the Canadian side and the other pipelines that would be necessary on the US side along a different route than K-XI.
Backgrounders are here, here, and here.

In terms of the math, Alberta presently ships out egress of about 5 million bpd of oil in total. The Prairie Connector pipeline to the US
border—partly built and fully permitted on the Canadian side but not the US side—would carry about 1/2 million bpd to the US. The west
coast pipeline proposal would carry about 1 million bpd out through the BC coast presumably to Asia. To carry an extra 1% million bpd to
the US and Asia would require—all else equal—about a 30% boost in oil output from Alberta, both conventional and heavy.

How are you going to produce that much more oil to fill both pipelines and capture all the C02 at the same time in order to tick that
environmental box with the Carney administration that seeks to bury the gas?

Which presents an interesting pipeline dilemma for Canada. Do you keep going ahead with a possible pipeline to the west coast in order to
take oil to Asia? Or the Prairie Connector connections in the US? Or both? Can Canada produce enough oil to do both? Is it in Canada's best
interests to increase connections to an increasingly unstable US, or to diversify? Is it in Canada's interest from a unity standpoint to allow
greater connections between Alberta and the US, or Alberta having to work with BC to get oil to the west coast and out?

Maybe you build both from a project optionality standpoint, because the next time you get such a chance may either be, umm, never, or
years/decades from now. Ramping up enough output could be a big challenge unless something else changes, like PM Carney bails on
carbon capture and perhaps heeds warnings from Norway.

The caution is that since Canada is a place with an often unflattering history of white elephants, half-utilized pipelines could be a political
albatross for years and multiple administrations. Maybe there’s a plan for that too.

THE ISSUES ON DAIRY SUPPLY MANAGEMENT

A notable area of uncertainty involves trying to square the circle between what Trump says about US farmers now facing now tariffs into
Canada with the agreement that is in the works, versus guidance from the Canadian side that supply management remains fully intact.

Charts 10-13 show how Canada implements its quota and tariff system on dairy products imported from the US and the portion of the
quotas used by US dairy exporters. US exporters always paid no tariffs up to the limit of the quotas after which the tariffs become
punishing. US producers generally don’t come close to the upper limit of these quotas and so they don’t pay the tariffs. And the US has the
same system which Trump agreed to in the Trump 1.0 CUSMA/USMCA deal.

The US grievance, however, is about how Canada effectively allocates those quotas, not to retail, but to other parts of the supply chain. ie:
can't buy American milk at your local grocery store.
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Consumers clearly pay higher prices as a cost to supply ~ Chart10 Chart 11
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so, then political interference in the Treasury market may  Sources: Scotiabank Economics, OECD. Sources: Scotiabank Economics, The Hinrich Foundation.

be a constant across administrations.

Also note that following Trump’s social media post about additional sanctions against Iran (here). There has as yet been no formal
announcement from Treasury on the measures as follow-up to Bessent’s warnings about pending actions last week. See my weekly for
thoughts on what the actions could include and concerns about their potential blowback.
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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 1-WK | Lasf 1-day I-WK | Last 1-day 1-WK
u.s. 419 416 414 | 439 434 432 | 470 465 464 | 525 519 521 |Canada-BoC 2.25
CANADA 3.02 299 293 | 335 330 323 | 374 369 362 | 415 410 4.04
GERMANY 287 287 277 | 300 299 287 | 327 326 313 | 3.76 376 3.64 |US-Fed 3.75
JAPAN 168 168 165 | 212 214 213 | 286 290 289 | 404 412 4.03
U.K. 438 436 431 | 461 458 450 | 508 504 495 | 582 579 570 |England - BoE 3.75

Spreads vs. U.S. (bps):
CANADA -116 118 -122 | -104 -104 -109 -96 -96 -102 | -110  -109  -117 |Euro zone - ECB 2.40
GERMANY -131 130 -137 | -139 -135 -145 | -143 -139 -151 | -148 -143 -157
JAPAN -251 -248 -249 -227 -221 -219 -184 -175 -176 -121 -107 -119 |Japan - BoJ 1.00
U.K. 20 19 16 22 24 18 38 40 31 57 59 48
m LCevel % change: Mexico - Banxico 6.50
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 36402 33.9 0.1 -0.7 4.1 30.6 Australia - RBA 4.35
Dow 30 53463 119.7 0.2 -0.6 3.1 19.0
S&P 500 7708 16.2 0.2 -0.5 3.6 20.5 New Zealand - RBNZ 2.50
Nasdaq 26331 414 0.2 -1.0 3.2 244
DAX 25930 -161.4 -0.6 -1.4 4.4 6.8 Next Meeting Date
FTSE 10693 -49.9 -0.5 -0.7 1.6 15.1
Nikkei 66217 890.4 14 -3.1 -0.0 55.4 Canada - BoC Sep 02, 2026
Hang Seng 25698 203.4 0.8 1.2 2.2 2.1
CAC 8457 -45.3 -0.5 2.2 1.4 6.1 US - Fed Sep 16, 2026
Commodities Level % change:
WTI Crude 89.00 3.17 3.7 9.5 6.9 40.8 England - BoE Sep 17, 2026
Natural Gas 2.76 -0.06 -2.0 1.1 -3.6 0.2
Gold 4463.89 -51.69 -1.1 2.6 11.4 33.3 Euro zone - ECB Sep 10, 2026
Silver 66.30 -0.68 -1.0 2.8 17.5 74.9
CRB Index 400.18 3.40 0.9 1.8 4.3 35.2 Japan - BoJ Sep 18, 2026
Level % change:

USDCAD 1.3779 -0.0030 -0.2 -1.1 -2.1 -0.7 Mexico - Banxico Sep 24, 2026
EURUSD 1.1685 0.0008 0.1 1.4 24 0.3
USDJPY 158.70 0.5300 0.3 -0.5 -2.3 7.7 Australia - RBA Sep 29, 2026
AUDUSD 0.7111 -0.0014 -0.2 0.7 1.6 10.5
GBPUSD 1.3634 0.0028 0.2 1.1 1.5 1.3 New Zealand - RBNZ Sep 01, 2026
USDCHF 0.7979 0.0005 0.1 -2.0 -1.5 -0.8
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