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CA Fiscal Balance vs Budget Projections
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On Deck for Thursday, November 5t

Country Date Time Indicator Period BNS Consensus Latest
us 11-05 05:30 Challenger Job Cuts Total (000s) Oct - - 433
us 11-06  08:30 Initial Jobless Claims (000s) Oct31 195 196 194
us 11-06  08:30 Continuing Claims (000s) Oct24 1710 1710 1701
us 11-05  08:30 Productivity (q/q a.r.) 3QP 25 2.7 14
us 11-05 08:30 Unit Labor Costs (g/q a.r.) 3QP 05 0.5 1.2
us 11-06  08:50 Fed's Hammack Speaks on Panel in Zurich
us 11-05 09:10 Fed's Barkin in Moderated Conversation
CA 11-05 10:30 BoC Gov. Macklem, Senior Deputy Gov. Rogers Speak to Senate
MX 11-05 14:00 Overnight Rate (%) Nov5 6.50 6.50 6.50
MX 11-05 14:00 Overnight Rate
us 11-06  19:00 Fed's Logan Moderates Discussion

KEY POINTS:

e  Stocks (mostly) continue to rally post-midterms

e Canadian Budget Day—pad away!

e  BoE hiked with a mildly hawkish bias

e USlabour market teasers ahead of nonfarm

e  Banxico expected to hold

e Norges, Negara and BCB all held as expected

e BoC’s second day of testimony will be about avoiding headlines

Stocks generally continue to rally this morning, with the exception of Nasdaq futures.
Otherwise, N.A. equity futures are mildly higher and European cash markets are rallying by
either side of 34%. Sovereign bond yields are little changed with a mild cheapening front-
end bias particularly in the UK post-BoE (see below). Currencies are mixed with petro-
currencies (real or stereotyped) like CAD, MXN and NOK rallying on the back of gently
higher oil prices. Sterling is little changed overall post-BoE.

IT'S BUDGET DAY IN OTTAWA

Canada’s federal budget arrives after the market close today. Rebekah did a preview last
week and contributed to my weekly on the topic. Basically the issue is two-fold: bringing
on-budget the tens and tens of billions in off-budget spending announced since the
Spring update on April 28%, and secondly, what further spending they have in mind.

If the Budget focuses on affordability and cultural sovereignty, as FinMin Champagne has
guided, then it might be a bit of a snoozer. Budgets are not what they used to be as so
much off-budget, between-cycle spending has lessened the anticipation around the event
itself. In one sense this is fine, since policy has to have the flexibility to adapt outside of a
regimented, fixed schedule. In another sense, however, it’s not so fine, since piecemeal,
large announcements without a funding plan spark uncertainty around issuance pressures
on the bond market. They've spent a tonne of money already since the last update
including the ‘mega-deduction’ and the recent extension of the gas tax holiday until
March among other items. More spending for cultural groups may be particularly targeted
to Quebec. There is some talk about emphasis upon competition and yet more support
for small businesses that already enjoy heavy policy supports.

The Canadian policy narrative has fiscal policy high-fiving monetary policy on the way
through the door. One is easing, the other has to sterilize some of it as fiscal stimulus
contributes to closing spare capacity with actual GDP growth exceeding potential growth.
As this happens, fiscal policy is likely to increasingly contribute to inflation risk. You'll
never hear the BoC say that explicitly, given tight relations between the BoC and
government.
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Absent a recession, Canada is capitalizing upon being less ugly than the fiscal positions of other countries like the US, France, Japan etc.
There is considerable accounting gimmickry behind the figures.

I've warned throughout the shift in Ottawa’s fiscal stance that deficits and debt issuance will be tracking higher and chasing evolving plans.
That's still my narrative. Take today’s numbers with another mountain of salt. Chart 1shows Ottawa’s horrible track record of deficit
projections; like the BoC's inflation forecasts, Finance is hardwired to always show a magical path back toward balance within the fiscal
horizon. A year ago, we obviously did not anticipate a massive surge in commodity prices that saved Ottawa’s bacon—only to see the
commodity dividend being spent and then some which in fairness is how the terms of trade shifts tend to work through the economy. Yet
the types of initiatives that Ottawa is targeting are notorious for cost overruns and delays plagued by procurement challenges—namely
defence and major projects—and especially given relatively tight markets for labour and materials and skilled labour shortages. It's an open
question whether clamping down on procurement practices will be any more successful as containing costs than has been the case in the
past.

US LABOUR MARKET TEASERS

A few US labour market teasers are out ahead of tomorrow’s nonfarm payrolls. Challenger job cuts held little changed at about 44k last
month. Q3 labour productivity is estimated to have risen by about 2%2% q/q SAAR and that probably means that unit labour costs (ie:
productivity-adjusted labour costs) were up only modestly by around 2% q/q SAAR. If so, then that would be the slowest increase since
2025Q2. Slower ULC growth eases labour contributions to inflation risk all else equal.

THE BANK OF ENGLAND HIKED WITH A MILDLY HAWKISH STANCE

The Bank of England just raised Bank Rate by 25bps to 4% as widely expected and priced. The broad tone of the communications was
mildly hawkish and that’s the way markets took it. The 2-year gilt yield is up by about 3-4bps, sterling is a touch firmer, and December BoE
OIS pricing is up by about 4bps.

This paragraph from the statement about sums it up:

"While the direct effects of higher energy prices are clear, and will continue to feed into firm and household energy bills, there remains
limited evidence of knock-on effects on other prices and wages. However, the degree of inflationary pressure in the pipeline is now
sufficient to warrant an increase in Bank Rate. Activity data in recent months have generally been stronger than expected, adding to the
case for modestly tighter monetary policy."

The vote was 8-1with Catherine Mann dissenting in favour of a 50bps hike. Guidance shifted to make every meeting a ‘live’ meeting by
stating that the MPC will “assess the evidence at each meeting.” The BoE’s forecasts expect inflation to peak at just shy of 5% in 2027Q2.

Guidance from individual MPC members other than Mann was mixed but more hawkish than not. Governor Bailey indicated it’s unlikely to
be one-and-done unless the war with Iran ends while saying he sees an argument for future increases but not necessarily a string of them.
Chief Economist Pill is often hawkish and said one is unlikely to be enough. Lombardelli leaned toward more near-term hikes, while Breeden
advised being careful about assuming that pre-war disinflation has stopped.

This central bank fought the good fight against hike talk but was under insurmountable pressure to buckle. Confidence that it could look
through a transitory shock to inflation has waned as the BoE raises concern toward second-round pass-through effects of soaring energy
costs into broader prices. | recall client marketing in London on two separate occasions earlier this year and there was high—and ultimately
misplaced—conviction that the BoE would never hike in response to an energy shock.

OTHER CENTRAL BANKS

Banxico is widely expected to remain on hold at an overnight rate of 6.5% this afternoon (2pmET), thereby extending the holding pattern
since the last cut in May. Uncertainty surrounding the Federal Reserve’s next move may inform a pause. So may upside risks to inflation.
September’s CPI reading jumped 0.2% to about 3%2% y/y with core CPI at 3.8%. Rising energy prices and the peso’s depreciation of over
10% to the USD since September will keep the inflation hawks on high alert.
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There were no surprises across other central bank decisions overnight. Each of Norges Bank, Bank Negara and Brazil’s central bank held
policy rates unchanged as widely expected.

Round two of the BoC'’s parliamentary testimony starts at 10:30amET this morning, this time before the Standing Senate Committee on
Banking, Commerce and the Economy. Nothing meaningful was said during Tuesday’s testimony and the name of the game today is to
avoid headlines on Budget day in Ottawa.

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

Last 1-day T-WK | last 1-day I-WK | Last I1-day I-WK ] Last 1-day WK
u.s. 460 458 460 | 470 469 474 | 489 489 494 | 527 528 530 |Canada-BoC 2.50
CANADA 323 322 332 | 343 342 354 | 370 370 380 | 403 4.03 4.10
GERMANY 3.04 300 308]| 310 3.08 317 | 328 327 336 | 365 367 3.70 |US-Fed 4.00
JAPAN 188 190 191 | 221 227 228 | 279 282 285 | 389 394 392
U.K. 478 474 490 | 480 478 495 | 514 513 529 | 557 558 570 |England - BoE 4.00

Spreads vs. U.S. (bps):
CANADA 137 136 -128 | -127 -126 -121 ] -119 -119 -114 | -124 -125 -120 |Euro zone - ECB 2.65
GERMANY -156  -158 -152 | -160 -161 -157 | -161 -162 -158 | -162 -161 -160
JAPAN =273 -269  -269 | -249 -242 -246 | -211  -207 -209 | -138 -134  -138 |Japan -BoJ 1.25
U.K. 17 16 30 11 10 21 25 24 35 30 31 40
m Level % change: Mexico - Banxico 6.50
Last Change 1 Day 1-wk 1-mo 1-yr
S&PITSX 36341 809.1 2.3 0.2 2.3 20.7 Australia - RBA 4.85
Dow 30 53356 1569.4 3.0 1.7 4.1 12.8
S&P 500 7689 119.7 1.6 -0.7 -1.1 13.1 New Zealand - RBNZ 2.75
Nasdaq 25737 364.5 1.4 -3.1 -6.3 9.5
DAX 26567 129.2 0.5 2.0 5.2 10.5 Next Meeting Date
FTSE 10899 69.9 0.6 1.7 3.8 11.5
Nikkei 61078 -1110.7 -1.8 -4.5 -13.6 20.0 Canada - BoC Dec 09, 2026
Hang Seng 24797 877.5 3.7 8.0 3.1 -4.4
CAC 8245 67.2 0.8 35 5.2 2.1 US - Fed Dec 09, 2026
Level % change:
WTI Crude 89.57 1.45 1.6 -12.2 0.2 50.3 England - BoE Nov 05, 2026
Natural Gas 2.95 -0.01 -0.4 -0.2 -3.9 -30.4
Gold 4119.63 58.93 1.5 24 -0.5 35 Euro zone - ECB Dec 17, 2026
Silver 52.62 0.39 0.8 0.9 -13.8 9.6
CRB Index 389.01 -9.29 -2.3 -6.0 -5.3 28.7 Japan - BoJ Dec 18, 2026
Level % change:

USDCAD 1.3972 -0.0006 -0.0 -0.1 -2.0 -1.0 Mexico - Banxico Nov 05, 2026
EURUSD 1.1221 -0.0007 -0.1 0.4 -0.0 -2.4
USDJPY 158.46 0.0300 0.0 0.5 0.3 2.8 Australia - RBA Dec 07, 2026
AUDUSD 0.6999 -0.0006 -0.1 -0.4 04 7.6
GBPUSD 1.3466 -0.0005 -0.0 0.7 1.8 3.2 New Zealand - RBNZ Dec 08, 2026
USDCHF 0.8179 0.0007 0.1 -0.8 -1.5 1.0
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