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ON DECK FOR WEDNESDAY, NOVEMBER 4
Country Date Time Indicator Period BNS Consensus Latest

us 11/04 07:00 MBA Mortgage Applications (w/w) Oct 30 - - 3.8
us 11/04 08:15 ADP Employment Report (000s m/m)  Oct 500 650 365.0
CA 11/04 08:30 Merchandise Trade Balance (C$ bn) Sep -2.5 -2.4 -3.3
us 11/04 08:30 Trade Balance (US$ bn) Sep -62.0 -63.9 -63.9
us 11/04 09:45 Markit Service PMI OctF  56.0 - 56.9
us 11/04 09:45 Markit Composite PMI Oct F - - 56.3
us 11/04 10:00 ISM Non-Manufacturing Composite Oct 57.5 57.5 56.6

KEY POINTS:

e Treasuries and stocks are both rallying post-election...

e ...but discount all market reactions at this premature point

e No winners yet in the US election...

e ..but morning momentum may be leaning toward Biden...

e ...and today will tell us whether the stragglers will even matter

e The state of play in the key remaining states
e US ADP strongly points to downside risk to nonfarm payrolls
e US ISM-services cools, but a composite PMl is likely stable

INTERNATIONAL

Like everyone else, we're in watching and waiting mode in terms of the US
election results. At present, no winner has been declared in the Presidential
contest. Both sides are saying they see pathways to victory. Biden is winning the
popular vote thus far, but the Electoral College vote remains in flux. Trump and
the GOP have put in a much better performance than another apparent poll
failure had been indicating, but you tell me if that's because closet Trump
supporters lied to pollsters, simply changed their minds on election day, simply
got out more than the Dems did on election day, or poll methodologies blew it
again. All are possibilities in my opinion. Whether the results are vindication for
the GOP or a signal to the Dems—Sanders, AOC and Warren in particular—that
too many of them are simply too far left for many Americans and for Biden to be
able to control will be forever debated. With AOC calling herself a socialist she
may as well have written Trump’s rally rants for him. The Senate stands at 46
seats for the Dems and 47 for the GOP and it is unclear who may take 51. The
Dems retained the House which is presently tracking 180—171. Some newswires
have Biden ahead by 224-213 and others are at 238 to 213.

The states where results are still outstanding leave pathways to victory for either
Trump or Biden, albeit with a slim evolving margin very tentatively favouring
Biden in my view. Vote tallies will continue today through to the end of the week
at a minimum. Toward the end of the day, however, we should have a stronger
sense of whether the stragglers where results might not be known until tomorrow
or Friday or possibly later will actually matter or not. I've highlighted the current
status of the uncertainties in the key remaining states below. The risk of a
contested outcome is material after Trump did what most expected by
prematurely claiming victory and saying that vote counting should stop as mail-
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Chart 1

Differences Between Initial ADP and
Private Non-Farm Payrolls 2012-2020

4 frequency

000s; parentheses indicate negative values; positive
values indicate ADP overshoots

Sources: Scotiabank Economics, BLS, ADP.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 1


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

® Scotiabank. ) oatreons

November 4, 2020

ins continue to be counted. So is the risk that either candidate who wins the Oval office may be neutralized by the other party
taking the Senate, but at this point, any combination for the Presidency and the Senate remains viable. Other developments are
irrelevant this morning as markets looked the other way after US ADP private payrolls disappointed the consensus guess with ISM
-services on tap.

In my opinion, it's very premature to read too much into market reactions as all outcomes remain in play and markets are prone to
initially overshoot and undershoot as the flow of information changes. At a minimum, however, the odds of a convincing ‘blue
wave’ are sharply lower so adjusting current pricing for this makes sense but is being applied inconsistently across asset classes.
Maybe stocks like lower discount rates and were looking ahead to a momentum shift as mail-in ballots get counted as the offset to
the risk of lowered fiscal policy stimulus odds, but again, | wouldn’t spend much time fussing over the current state of markets that
could easily swing in either direction as further information is digested. If, for example, it turns out that Biden wins and the Dems
ultimately take the Senate then violent steepeners could come back into play.

e The US Treasury curve is strongly bull flattening so far with 10s down 14bps and 30s -15bps. Canada’s curve is
underperforming but also strongly bull flattening with 10s down 9bps. Ditto for gilts, while EGB 10s are only richer by about 2—
4bps.

e That bull flattening might be helping equities with S&P500 futures up by about 2%%. TSX futures are up by just under %%.
European indices are up by 12-2% almost everywhere.

e  Qil prices are up by about 2%. Gold is flat.

e The USD is flat on balance as the yen, Euro and Mexican peso are little changed, but sterling and the A$/NZ$ and CAD are
slightly depreciating.

UNITED STATES

Here’s a run down of where things stand in the key remaining half dozen or so states for the Presidential vote. Nothing is clear on
net. Both Trump and Biden have pathways to victory. Momentum may be shifting toward Biden but it's extremely tentative. Of the
half dozen, at least a couple of states might not have results until tomorrow/Friday but we should have a clearer sense of whether
that will matter in the hours ahead today.

e Michigan: 16 electoral college votes are at stake. The current vote margin is 49.4% to 49.1% for Biden. Momentum has
swung in Biden’s favour this morning. There are still huge numbers of absentee and mail-in votes to be counted and the
remaining votes may be in strongholds for the Democrats. We should have unofficial complete results by the end of today.

e  Wisconsin: 10 votes. 3% of the vote remains to be counted. Biden up 49.6% to 48.9% with vote counting continuing. The
momentum bias is toward Biden if mail-in votes continue to lean toward the Dems.

e Georgia: 16 votes. Trump is up 50.5% to 48.3% with 94% reporting. But the 8% of remaining votes to be counted are in Dem
strongholds around Atlanta.

e Pennsylvania: 20 votes. 25% of vote to be counted and there is a three day grace period for mail-in ballots to be received
and counted. Trump has a large lead at 54.1%—44.8% but a lot of absentee and mail-in votes still have to be counted in
Democratic strongholds within the state. Guidance from local officials is that “If everything keeps up, we’ll have the total results
in the next couple of days.”

e Nevada: 6 votes. Voting on hold, will resume tomorrow. Biden presently up 49.2% to 48.6%. 67% of the vote counted.

e Arizona: 11 votes. Biden up 51% to 47.6%. Vote counting is on hold.
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ADP private payrolls landed at 365k in October (643k consensus, Scotia 500k) and the prior month’s revision was small from
749k up to 753k. This implies high odds that the consensus estimate of 700k is far too high for private nonfarm payrolls
on Friday. Chart 1 shows the rarity of such a large difference between initial ADP and initial nonfarm estimates.

ISM-services also disappointed for the month of October. It fell by 1.2 points to 56.6 (consensus 57.5) due to weaker new
orders (58.8, prior 61.5) and employment (50.1, 55.4 prior) subgauges. The cooler reading likely offers further reason to
expect downside risk to nonfarm payrolls in addition to what we learned from ADP. Still, however, after ISM-manufacturing
climbed by almost four points, the 1.2 point drop in the more highly weighted ISM-services likely leaves us with little change in a
composite PMI.

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

Last 1-day 1wk [ Last 1-day I-wk | Last 1-day I1-WK | Last 1-day I-WK
u.s. 014 017 015 | 032 040 033 )| 076 090 077 | 152 168 1.56 |Canada-BoC 0.25
CANADA 026 027 024 | 038 042 036 )| 060 069 059 | 117 127 1.18
GERMANY -0.80 -079 -079 | -082 -0.81 -0.81| -065 -0.62 -063] -0.25 -0.21 -0.22 |US -Fed 0.25
JAPAN -0.11  -0.11 -012 | -0.10 -0.08 -0.10 | 0.04 005 0.03 | 0.64 065 0.63
U.K. -0.08 -0.04 -0.06 | -0.08 -0.04 -0.07| 020 027 0.21 0.76 0.84 0.75 |England - BoE 0.10

Spreads vs. U.S. (bps):
CANADA 12 10 9 6 3 3 - - -18 -35 -41 -38 |Euro zone - ECB 0.00
GERMANY -94 -96 -94 -114 120 -114 | 140 -152  -140 | -177 -190 177
JAPAN -25 -28 -27 -41 -48 -43 =72 -86 -75 -88 -103 -92 |Japan - BoJ -0.10
U.K. -22 -21 -21 -39 -43 -40 -55 -63 -56 -76 -84 -80
|Equities | Level % change: Mexico - Banxico 4.25
Last Change 1 Day 1-wk 1-mo 1-yr

S&P/TSX 16058 118.5 0.7 3.0 -0.9 -3.7 Australia - RBA 0.10
Dow 30 28028 548.2 2.0 5.7 1.2 21
S&P 500 3452 83.0 25 55 3.1 121 New Zealand - RBNZ 0.25
Nasdaq 11604 443.6 4.0 54 4.8 37.6
DAX 12267 178.4 1.5 6.1 -3.3 -6.6 Next Meeting Date
FTSE 5867 79.8 1.4 5.1 -0.6 -20.4
Nikkei 23695 399.8 1.7 0.9 29 3.7 Canada - BoC Dec 09, 2020
Hang Seng 24886 -53.6 -0.2 0.7 6.1 -9.7
CAC 4905 99.4 2.1 7.3 1.7 -15.8 US - Fed Nov 05, 2020
Commodities Level % change:
WTI Crude 38.31 0.65 1.7 25 3.4 -32.2 England - BoE Nov 05, 2020
Natural Gas 3.02 -0.04 -1.4 0.7 23.7 6.9
Gold 1907.01 -2.16 -0.1 1.6 0.4 26.3 Euro zone - ECB Dec 10, 2020
Silver 2417 0.20 0.8 -1.1 1.3 334
CRB Index 147.45 0.42 0.3 0.5 2.3 -18.6 Japan - BoJ Dec 18, 2020
Currencies Level % change:
USDCAD 1.3145 0.0001 0.0 -1.3 -0.9 -0.0 Mexico - Banxico Nov 12, 2020
EURUSD 1.1709 -0.0006 -0.1 -0.3 -0.6 5.2
USDJPY 104.28 -0.2100 -0.2 -0.0 -1.4 -4.0 Australia - RBA Nov 30, 2020
AUDUSD 0.7165 0.0001 0.0 1.7 -0.2 4.1
GBPUSD 1.3005 -0.0054 -0.4 0.2 0.2 0.9 New Zealand - RBNZ Nov 10, 2020
USDCHF 0.9126 -0.0001 -0.0 0.2 -0.3 -7.6
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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; Scotiabank Europe
plc; Scotiabank (Ireland) Designated Activity Company; Scotiabank Inverlat S.A., Instituciéon de Banca Multiple, Grupo Financiero Scotiabank
Inverlat, Scotia Inverlat Casa de Bolsa, S.A. de C.V., Grupo Financiero Scotiabank Inverlat, 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
authorized 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 authorized 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, Grupo Financiero Scotiabank Inverlat, and Scotia Inverlat 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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