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ON DECK FOR WEDNESDAY, OCTOBER 16 CONTACTS
Country Date Time Indicator Period BNS Consensus Latest Derek Holt, VP & Head of Capital Markets Economics
US 10116 07:00 MBA Mortgage Applications (wiw) ot - - 52 gli't?:bzzgconomics
CA  10/16 08:30 Core CPI- Common (yly) Sep - 1.8 18 derek.holt@scotiabank.com
CA  10/16 08:30 Core CPI- Median (yly) Sep - 22 2.1
CA 10116 08:30 Core CPI - Trim (yly) Sep - 2.1 2.1 Currency Effects
CA 10/16 08:30 CPI, All items (m/m) Sep -0.1 0.2 -0.1 On UK Inflation
CA 10116 08:30 CPI, All items (yly) Sep 22 2.1 19 40 ryy % change _ index, 1 70
CA 10116 08:30 CPI, All items (index) Sep - 136.6 136.8 35 Ens Ul 4 Inverted scale .
CA 10116 08:30 International Securities Transactions (C$ bn) Aug - - -1.2 30 Excha;ﬂg Rate,
US  10/16 08:30 Retail Sales (m/m) Sep 02 0.3 0.4 1 80
US  10/16 08:30 Retail Sales ex. Autos (m/m) Sep 02 0.2 0.0 25
US  10/16 10:00 Business Inventories (m/m) Aug - 0.2 04 20 18
US  10/16 10:00 NAHB Housing Market Index Oct - 68.0 68.0 15 1 %
US  10/16 10:45 Fed's Evans on Economy and Monetary Policy 10 UK Core CPI,
US  10/16 14:00 U.S.Federal Reserve Releases Beige Book 05 | LHS 495
US  10/16 16:00 Total Net TIC Flows (US$ bn) Aug - - 43.8
US 10116 16:00 Net Long-term TIC Flows (USS bn) Mg - - 843 O e e e 4 s g
Sources: Scotiabank Economics, U.K. Office for
National Statistics, Bank of England.
KEY POINTS:
e Markets playing it safe across asset classes 05 . Canadian Core Inflation
e CDN CPI: the BoC would likely look through this kind of expected rise fgfgggiy"fn‘i’t‘lgﬁ'
e Should the BoC import the Fed’s inflation dialogue... readings, yly % change
e ...and put more emphasis upon symmetry and expectations? 20
e China’s threatened HK retaliation hangs over trade negotiations
e Are US retail sales still going strong?
e US bank earnings continue to beat 15
e UK core CPI climbs as expected
o Beige Book, Fed-speak on tap
e Bank of Korea cuts despite dissenters 10 -
e Canada auctions 2s today 1213 14 15 16 17 18 19
ggtrj];cde:: Scotiabank Economics, Statistics
INTERNATIONAL
BoC Inflation Forecasts
Markets are playing it somewhat safe across asset classes this morning. China’s Ao
threatened retaliation against the US if Congress passes a bill requiring annual Yy o change
review of Hong Kong’s special trading status is one factor hanging over markets s | MPR headline
particularly in terms of the scope for disrupting trade negotiations. Volatile Brexit inflation forecasts
headlines continue and will rise to a crescendo through to Saturday and likely ’
beyond. US retail sales, earnings and Fed-speak are all on tap. Canada updates 2 LN\ ’ Ross
CPI and should have a Fed-style debate on symmetry and expectations (see /
below). UK inflation and an expected cut by the Bank of Korea round things out.
’
e US equity futures are down about %%. TSX futures are flat. European cash ':“," inflation
markets are little changed on average after Asia generally rallied outside of 0 o .' o
mainland China. 10 11 12 13 14 15 16 17 18 19 20 21 22

Sources: Scotiabank Economics, Bank of
Canada, Haver Analytics.
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e Safe haven currencies are somewhat in vogue. The USD is appreciating against sterling, the A$/NZ$, Scandies and several
Asian crosses. The Euro, CAD, yen and Swiss franc are holding their own.

e US Treasury yields are dropping by 2—3bps across the curve from 2s through 10s. Canada’s curve is rallying by less and with
a 2s auction today (12pmET). Gilts are performing similarly to Treasuries but pulled in some of the rally earlier this morning on
volatile Brexit headlines. Italy’s curve is bull flattening.

e  Oil prices are flat (Brent) to up a touch (WTI) with gold dead flat.

UK CPI inflation was in the ballpark of expectations and sterling shook it off. Core CPI climbed to 1.7% y/y as expected
(1.5% prior). That reversed some of the prior month’s decline but keeps it below the Bank of England’s 2% CPI target and still on a
general downward trend since the start of 2018. That slide has been less driven by the currency than in the past (chart 1). BoE
Governor Carney speaks at 9amET and 6pmET today.

In any event, gilts and sterling both shook off the inflation figures with the greater focus upon never-ending Brexit
negotiations. Negotiations between the Johnson administration and the Democratic Unionist Party appeared to have
broken down as the DUP at first reportedly objected to the concessions that PM Johnson offered Brussels on how to treat the Irish
border. Early this morning, however, the FT indicated that an anonymous government official said the DUP supports the customs
proposals but the main point of contention is now over giving Northern Ireland a mechanism to achieve democractic consent over
any special arrangements (here). The gilts curve is rallying by 3—5bps and sterling is among the weakest crosses to the USD. The
two main deadlines ahead are the European Council meeting in Brussels tomorrow and Friday and Saturday’s Benn Act deadline.
It's too late for a deal to be presented to the leaders’ summit and guidance has indicated there will be no negotiations during it.
Ireland’s PM Varadkar speculated there might be time for another summit before the end of October. Saturday requires the
Johnson government to request an extension to the October 31 deadline until January 31%' 2020 upon failing to approve a deal in
a parliamentary vote.

The Bank of Korea cut its 7-day repo rate by 25bps to 1.25% as almost universally anticipated by markets and
economists. Two cuts, with the other being in July, have brought the policy rate down by 50bps and thus reversed the
policy tightening that occurred from November 2017 to one year later. The won depreciated a little after the suite of
communications. Nevertheless, two dissenters out of seven board members offset at least some of Governor Lee’s openness to
further easing if needed as expressed in the statement (here) and his press conference.

CANADA

Canada updates CPI for September this morning (8:30amET). I've gone with -0.1% m/m and +2.2% y/y for headline. That
would be a jump from 1.9% yl/y in August. Consensus sits at -0.2% m/m NSA and +2.1%. The median sample of economists is
skewed by one 1.6% reading and two 2% readings but | can't get it to stay down around such lows. Why?

1. A shift in year-ago base effects is a major reason. September 2018 saw an unusually large m/m seasonally unadjusted drop of
-0.4% that then rebounded the next month. This year-ago transitory dip in September puts transitory upward pressure on
September 2019 CPI. | think the BoC would look through this reason behind a pop higher in inflation especially given the transitory
nature of the shift in year-ago base effects.

2. September is usually a fairly benign month for seasonal influences so m/m NSA CPl is likely to be roughly flat.

3. I tilted the September m/m NSA CPI down -0.1% on gasoline prices since they fell a little with about a 3 1/2% weight. It's a close
call though since it winds up on the dividing line between a 0% m/m weighted gas price contribution and -0.1%.

4. Mortgage interest costs are likely still accelerating.

On 'core' Canadian CPI defined as the average of the three measures, I'd guesstimate unchanged at 2.0% yly.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 2


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.ft.com/content/97969159-d2f2-3b21-be1c-0e8395552649
https://www.bok.or.kr/eng/bbs/E0000634/view.do?nttId=10054361&menuNo=400069

® Scotiabank.

GLOBAL ECONOMICS
| DAILY POINTS

October 16, 2019

What's more interesting than the precise number, however, is that Canada is not
having the same expectations debate as the US, so far. Perhaps it should. The
policy aim is to keep inflation at the 2% midpoint of the 1-3% inflation control target
range, but consider the following points.

1. Canadian core inflation has fallen shy of the 2% mid-point of the target range 81
months out of the 90 months since the start of 2012 on a monthly y/y basis (chart 2).
That’s despite the BoC’s constant forecasts drawn from quarterly MPRs predicting an
imminent return to the 2% target (chart 3). Thus, 90% of the time over the past almost
eight years, the BoC has not hit its inflation target using core as the operational guide
despite its forecasts it would do so. Should they really be content with only having just
hit their target in very recent times? This is where other perspectives are also of added
value below.

2. Obviously if they're not even hitting 2% then the BoC hasn't worked the range to
prove symmetry versus treating 2% as a ceiling. They have only exceeded the 2.0%
target in four months since 2012 and only by 0.1% or less each time. Thus, they've
been in the upper half of their range only about 4% of the time;

3. Market expectations (distorted as they are) are well below target with all RRB
break evens around 1 1/4%. See chart 4.

4. And the last BOS survey showed 64% of businesses expect CPI to land in the
lower half of the BoC's 1-3% target range which may imply they think the BoC's
target is a ceiling and not a range with an implied expected inflation target that is sub-
2%(chart 5). Markets and businesses are alike in that neither source of expectations
thinks 2% is the mid-point versus the nosebleed marker for the BoC.

Amidst all of the back patting at the BoC with respect to the success of the inflation
targeting regime and getting ‘close to home’, there is arguably at least as strong a
case for them to attempt an overshoot or tolerate one as there is for the Fed. There
are risks to such an approach, just as there are risks to persistently undershooting
what you say is your target, but it's a debate worth having and yet we are not doing
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so on this side of the border. In fact, there is an argument for how tightly integrated economies and capital markets between the
US and Canada may see the Fed’s increasing emphasis upon symmetry to its 2% target serving to drag the BoC down the same

path.
UNITED STATES

Earnings releases, retail sales and Fed speak heat things up in US markets today.

US retail sales (8:30amET) will further inform the extent to which consumer spending is performing well against other
risks in the economy. With two-thirds of the quarter in the bag and barring revisions, retail sales are tracking 5.9% higher in q/q
SA terms in Q3 pending September figures. Modest gains are expected for headline and core sales ex-autos and ex-autos & gas.

My estimates are 0.2% m/m for both headline sales and sales ex-autos.

Fourteen S&P 500 firms are on the docket for earnings releases today with an even split in pre- and post-market reports.
Bank earnings generally continue to beat expectations. Bank of America posted adjusted EPS of US$0.75 (consensus 68 cents).
BoNYM beat with EPSE of US$1.07 ($0.99 consensus). Comerica beat with EPS of US$1.93 ($1.9 consensus). PNC Financial
also beat with EPS of US$2.94 ($2.8 consensus). The after-market will bring out Netflix, Kinder Morgan and IBM.

Fed-speak will include release of the Beige Book (2pmET) and three speakers. Governor Brainard speaks at 3pmET but at
a crypto currency conference. Chicago’s Evans (voting) speaks on the economy and policy (9amET) and Dallas President Kaplan
(alternate) speaks at 1pmET. The biggest Fed-speak event of the week may be Vice Chair Clarida’s talk on Friday.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I1-WK [ Last 1-day I1-wK | Last 1-day I-wk | [ast 1-day I-wk
u.s. 160 162 147 | 157 160 140 | 174 177 158 | 222 224 2.08 |Canada-BoC 1.75
CANADA 169 169 147 | 158 158 132 | 156 156 1.31 166 1.67 151
GERMANY -0.69 -069 -0.76 | -066 -066 -0.76 | -042 -042 -055] 0.12 0.12 -0.02 |US -Fed 2.00
JAPAN -0.26 -028 -031] -028 -0.30 -035| -0.16 -0.17 -0.20| 0.39 040 0.39
U.K. 051 053 037 | 045 048 026 | 066 069 046 | 1.13 1.16 0.97 |England - BoE 0.75
Spreads vs. U.S. (bps):
CANADA 9 7 0 1 -2 -9 -19 -21 -28 -56 -57 -58 |Euro zone - ECB 0.00
GERMANY -229 231 -222 | -223 -225 -216 | -216 -219 -213 | -210 -212 -211
JAPAN -186 -190 -177 | -185 -189 -175 | -191 -194 -178 | -183 -184  -170 |Japan - BoJ -0.10
U.K. -109 -109 -110 ) -112  -111  -114 | -109 -108 -112 | -109 -108 -112
EE Level % change: Mexico - Banxico 7.75
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 16418 3.2 0.0 -0.0 -2.0 54 Australia - RBA 0.75
Dow 30 27025 237.4 0.9 3.3 -0.2 4.8
S&P 500 2996 295 1.0 35 -0.1 6.6 New Zealand - RBNZ 1.00
Nasdaq 8149 100.1 1.2 4.2 -0.1 6.6
DAX 12663 335 0.3 4.7 23 75 Next Meeting Date
FTSE 7201 -10.8 -0.2 0.5 -1.6 2.0
Nikkei 22473 265.7 1.2 4.1 22 -0.3 Canada - BoC Oct 30, 2019
Hang Seng 26664 160.3 0.6 3.8 -1.7 4.7
CAC 5699 -2.8 -0.0 3.6 1.7 10.2 US - Fed Oct 30, 2019
Commodities Level % change:
WTI Crude 53.00 0.19 0.4 0.8 -15.7 -26.3 England - BoE Nov 07, 2019
Natural Gas 2.35 0.01 0.4 5.1 -12.4 -27.5
Gold 1481.51 0.44 0.0 -1.6 -1.1 20.9 Euro zone - ECB Oct 24, 2019
Silver 17.67 0.07 0.4 0.7 -2.6 19.9
CRB Index 174.51 -0.24 -0.1 0.7 -4.7 -12.6 Japan - BoJ Oct 31, 2019
Currencies Level % change:
USDCAD 1.3204 0.0005 0.0 -1.0 -0.3 2.1 Mexico - Banxico Nov 14, 2019
EURUSD 1.1028 -0.0005 -0.0 0.5 0.2 -4.7
USDJPY 108.74 -0.1200 -0.1 1.2 0.6 -3.1 Australia - RBA Nov 04, 2019
AUDUSD 0.6728 -0.0025 -0.4 0.0 -2.0 -5.8
GBPUSD 1.2749 -0.0038 -0.3 4.4 26 -3.3 New Zealand - RBNZ Nov 12, 2019
USDCHF 0.9977 -0.0011 -0.1 0.2 0.5 0.7

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.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 4


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics

® Scotiabank. ) oatreons

October 16, 2019

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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