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ON DECK FOR FRIDAY, JULY 12
Country Date Time Indicator Period BNS Consensus Latest
US  07/12 08:30 PPI(m/m) Jun 0.1 0.1 0.1
US 07112 08:30 PPIex. Food & Energy (m/m) Jun 02 0.2 0.3
KEY POINTS:

e Equities continue to reap benefits of a dovish Fed

e China’s exports aren’t buoyant....

e ...but they’re not cratering either

e China’s financing figures are holding up strongly

e Indian core inflation dips, supports further RBI easing

e US core producer prices firmer than expected

e Fed dove Evans to speak on trade and the economy

e An economist’s MAGA scorecard

e Scotia Economics will issue a global forecast update today

INTERNATIONAL

Global equities are ending the week in a generally positive manner. There is
relatively little new information to incorporate after dovish testimony by Fed Chair
Powell over the past couple of days. Chinese exports were a little softer (see
below) but financing figures beat expectations for the same month of June (see
below). Indian inflation supports further RBI easing. US core producer price
inflation was firmer than expected, but represents little new information (see
below).

Scotia Economics will issue fresh global forecasts this morning. I've also included
an updated MAGA scorecard that assesses the performance of markets and the
economy under President Trump’s mandate thus far and compared to past
Presidents.

e The USD is flat on a DXY basis but mixed against individual crosses. The
strongest upside performers are the Swiss franc and yen (both safe havens)
but also CAD and the A$. The weakest crosses are the won, a few other
Asian plays, and the Euro and euro-related currencies.

e Treasuries, Canadas and gilts are generally little changed. European
government bond yields are firmer with 10 year benchmarks up by between
2bps (Germany) and 6 (Spain).

e Qil prices are little changed with a slight positive bias. WTI sits just over
US$60 and Brent is just under US$67.

e US equity futures are up by about 2% while TSX futures are flat. European
cash markets range from flat (Dax) to up by 0.3—0.4% in Paris and Milan.
Asian equities were mostly higher across the Nikkei, Kospi, mainland China
and HK.
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China Export Growth
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china’s export figures were in Iine with China's Total China's Stable Loan Growth

. o “or Financing Growth 40 o
expectations while imports were softer than 9 {Ayoésﬁgﬁgﬁz

expected. Currency volatility is distorting 3 yly % change in outstanding 35 T yuan loans
aggregate financing

trends as valuation effects are influenced by the  , |
yuan’s depreciation during June. Exports were
down by 1.3% y/y in USD terms but up 6.1% in
yuan terms. Imports were down by 7.3% y/y in 10 +
USD terms but only by -0.4% y/y in yuan terms.
Chart 1 depicts the trend in export growth that is
generally not exactly buoyant but not cratering 8 r 10 ¢
either. One possible explanation is that export
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growth was front-loaded ahead of tariffs at points
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over the past year (imports might also have been 18 02 04 06 08 10 12 14 16 18
front-loaded). Another is that China is diverting Sources: Scotiabank Economics, Bloomberg. Sources: Scotiabank Economics, Bloomberg.

exports through other countries, adding minimal
incremental value, maybe just changing the labels, and getting its products out to its main markets through different channels.
Another is that exports and supply chains react slowly to shocks like tariffs and future risk may rear itself more to the downside.

China also updated its financing figures for June. This is a strong year for aggregate financing (chart 2) and new yuan
loan originations (chart 3). These are flow figures, however, and so one should also look at the change in the outstanding amounts
of total financing products (chart 4) and just yuan denominated loans (chart 5). Any way you slice it, financing is at worst holding
up if not under upward pressure. This conforms to the narrative that China stimulates its domestic economy through credit
channels in order to adapt to the increased external risks.

India’s inflation rate was roughly in line with expectations. CPI was up 3.2% y/y (3.0% prior, 3.1% consensus). Core
inflation ebbed to 4.1% y/y (4.2% prior). So headline inflation is below the mid-point of the RBI's 2—-6% inflation target range, and
core is roughly in the middle. At the margin, the persistent downward trend in core CPI from a peak of 6.3% last July incrementally
supports an easing bias.

UNITED STATES

US producer price inflation shouldn’t matter one iota to markets this morning. Yesterday’s up-tick in core CPI (recap here) fed
expectations for an up-tick in the Fed’s preferred core PCE inflation gauge when it lands on July 30" and hence the morning of the
start of the FOMC'’s next two-day meeting. For what it matters, however, core producer prices were firmer than expected. They
were up by 2.3% y/y which is unchanged from the prior month and two-tenths firmer than consensus. This is third tier stuff to the
Fed after Powell set the table for rate cuts yesterday and in the wake of the firmer core CPI reading.

Chicago Fed President Charles Evans speaks on trade and the economy this morning (10amET). He’s a dove, but a
moderate one by way of the magnitude of expected easing that he currently supports.

Periodically it is worth tracking MAGA progress against the hype, slogans and made-in-China hats (I’ve got a snappy red
one in my drawer that was given to me). What better way to do that than to let the pictures do the talking with brief
observations.

e Trade deficits: the US trade deficit has significantly increased since the November 2016 election. The trend over the
past year has been toward the biggest deficits since 2008. Strike one for progress toward reining them in. The deficit will likely
keep on rising and taking the broader current account deficit with it in the years ahead given the lagging effects of the tight
correlation with the USD (chart 6).

e Fiscal deficits: Washington’s deficit was 3% of GDP in November 2016. It started last year at 3.4% of GDP. It's now
4.3%. So much for tax cuts paying for themselves. Further, there has been zero progress toward addressing important issues
like the future impact of rising health care and social security costs that the CBO figures will drive the deficit much further over
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the long run (chart 7). Strike two.

e Stocks: I'll come back in a minute to the performance of stock markets, but for now, why have they been resilient?
One significant reason is that the Tax Cuts and Jobs Act diverted deficit funding toward company share buybacks (chart 8).
That worked well for the stock market, but it's leveraging the future tax burden. Half a strike.

e Manufacturers: The sharply falling ISM-manufacturing gauge pours cold water on the notion that manufacturers are coming
back in droves (chart 9). In fact, many of America’s top multinationals are struggling to reassess their supply chains given the
disruptive impact of tariffs and the evidence doesn’t point to this resulting in manufacturing coming home. Another strike.

Now how does President Trump compare to other past Presidents by way of the performance of key metrics for the economy and
markets to this point in his mandate and compared to identical points in the mandates of past Presidents? Here we go:

e Stocks: Not bad, but not great. Obama did better. Trump ranks fourth on the list of past Presidents in terms of the
S&P500’s performance to this point in his mandate (chart 10).

e Bonds: Not long ago, Trump was the worst President ever when judged in terms of the performance of the 10 year US
Treasury. The yield had climbed up by the most during his tenure of any past President. But thanks to the trade policy related
safe haven seeking that his administration’s policies have pursued and thanks to the Fed’s move toward accommodating the
effects, Trump is now only the fourth worst President on record in terms of the bond market’s performance (chart 11). Strike.

e GDP: Trump is roughly in the middle of the pack compared to past Presidents in terms of the performance of broad
GDP growth to this point in his mandate (chart 12). That's despite juicing the economy with transitory deficit-financed stimulus
including the spending bill in February 2018 and the Tax Cuts and Jobs Act at the start of last year.

e Wage gains: Trump is a little worse than average on this metric (chart 13). It’s inflation adjusted, so there is no
artificial advantage given to prior eras of more rampant inflation.

e Inflation: Trump is a little better than average on this measure (chart 14).

e Unemployment: Trump has done well on this count. The unemployment rate has drifted lower under his tenure than it
has under most other Presidents (chart 15).

e Employment: Curiously, however, Trump is at best middle of the pack on employment growth (chart 16). Better on
the unemployment rate, but middle of the pack on job growth means the labour force has grown more slowly under Trump’s
tenure than it did during past Presidents.

Overall, the MAGA hype should be discounted in favour of an approach to forecasting in this environment that is depicted by the
final chart 17 which depicts the feedback loop we’re now stuck in between damaging trade policy and Fed rescues. A theme to our
forecast update today is that we’re going to be stuck in this loop for some time. It's a loop that started with damaging protectionism
that the US Congress is too weak to stand up to and that damages growth, only for the Federal Reserve to respond to its mandate
set by said Congress by easing and thus throwing a big security blankie over the administration. The Fed is enabling the damaging
consequences of trade wars. Why have stocks held up through it? Simple. The Fed’s easing is being combined with transferring
future wealth through deficit financed stimulus into stock buybacks. If not for these two effects, stocks would almost certainly be
considerably lower than they are now and Trump’s performance compared to past Presidents would likely be below average.
We’'re now left debating recession risk via inverted sovereign curves. Infrastructure investment has made zero progress while trade
and fiscal deficits balloon. Overall, America was already great, | have enormous regard for many features of the US economy and
markets, and respect. That notwithstanding, a frank discussion of the true MAGA scorecard needs to be encouraged in order to
ensure America’s future greatness.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate

Last 1-day 1-WK | Last 1-day I1-WK | Last 1-day I-WK | Last I1-day I1-wk
u.s. 1.87 1.86 1.86 1.89 1.89 183 | 214 214 2.03 266 266 2.54 |Canada-BoC 1.75
CANADA 1.61 1.60 1.62 1.58 1.57 1.53 1.63 1.63 1.57 1.82 1.80 1.74
GERMANY -0.73 -073 -075]| -057 -058 -064] -020 -023 -036] 039 0.37 0.24 |US - Fed 2.50
JAPAN -0.18 -0.19 -0.21| -020 -022 -025] -0.11 -0.14 -0.16| 039 0.36 0.34
U.K. 0.60 0.61 0.56 0.63 0.64 0.54 0.84 0.84 0.74 1.44 1.44 1.36 |England - BoE 0.75

Spreads vs. U.S. (bps):
CANADA -26 -26 -24 -32 -33 -30 -51 -51 -46 -85 -86 -80 |Euro zone - ECB 0.00
GERMANY -260 -259  -261 -246  -247  -247 | -235 -236 -240 | -227 -229  -230
JAPAN -205  -206 -207 | -210 -211 -208 | -226  -227  -219 | -227 -230 -220 [|Japan -BoJ -0.10
U.K. -127 125 130 | 126 -126 -129 | 130 -130 -130 | -122 -122 -118
Equities | Level % change: Mexico - Banxico 8.25
Last Change 1 Day 1-wk 1-mo 1-yr

S&P/TSX 16528 -35.4 -0.2 -0.4 1.9 -0.2 Australia - RBA 1.00
Dow 30 27088 227.9 0.8 0.5 4.2 8.7
S&P 500 3000 6.8 0.2 0.1 4.2 7.2 New Zealand - RBNZ 1.50
Nasdaq 8196 -6.5 -0.1 0.3 5.2 4.8
DAX 12343 10.8 0.1 -1.8 1.9 -1.2 Next Meeting Date
FTSE 7517 7.3 0.1 -0.5 2.0 -1.8
Nikkei 21686 42.4 0.2 -0.3 26 -2.3 Canada - BoC Sep 04, 2019
Hang Seng 28472 39.8 0.1 -1.1 43 -0.0
CAC 5577 24.7 0.4 -0.3 3.8 3.2 US - Fed Jul 31, 2019
Level % change:
WTI Crude 60.19 -0.01 -0.0 4.7 17.7 -14.4 England - BoE Aug 01, 2019
Natural Gas 2.46 0.05 1.9 1.9 3.2 -11.9
Gold 1405.89 2.15 0.2 0.5 54 12.7 Euro zone - ECB Jul 25, 2019
Silver 15.27 0.17 1.1 -0.1 3.9 -4.1
CRB Index 183.67 -0.01 -0.0 1.6 6.0 -5.3 Japan - BoJ Jul 30, 2019
Level % change:
USDCAD 1.3037 -0.0035 -0.3 -0.3 -2.3 -0.9 Mexico - Banxico Aug 15, 2019
EURUSD 1.1242 -0.0012 -0.1 0.2 -0.4 -3.7
USDJPY 108.27 -0.2300 -0.2 -0.2 -0.2 -3.8 Australia - RBA Aug 06, 2019
AUDUSD 0.6987 0.0013 0.2 0.1 0.9 5.7
GBPUSD 1.2539 0.0018 0.1 0.1 -1.2 -5.1 New Zealand - RBNZ Aug 06, 2019
USDCHF 0.9869 -0.0031 -0.3 -0.5 -0.9 -1.5

Source: Bloomberg. All quotes reflect Bloomberg data as at the time of publishing. While this source is believed to be reliable, Scotiabank cannot guarantee its accuracy.
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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 or act 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.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.; Citadel
Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited; Scotiabank
Inverlat S.A., Institucién de Banca Muiltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. — all members of
the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with limited liability and is
authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is authorised by the UK
Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation by the UK Prudential
Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation Authority are available
from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the UK Financial Conduct
Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated by
the Mexican financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.
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