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CA 07-28 08:30 Core CPI - Common (yly) Jun - 1.9 1.8 Scotiabank Economics

CA 07-28  08:30 Core CPI - Median (yly) Jun - 2.3 24 derek.holt@scotiabank.com

CA 07-28 08:30 Core CPI - Trim (yly) Jun - 2.6 2.7 Chart 1

CA 07-28 08:30 CPI, All items (m/m) Jun 0.6 0.4 0.5 Trend in US Daily New Cases

CA 07-28 08:30 CPI, Allitems (yly) Jun 35 32 3.6 120 [ daily cases per 100k

CA 07-28  08:30 CPI, All items (index) Jun - 141.6 141.0 population

us 07-28 08:30 Wholesale Inventories (m/m) JunP - 1.1 1.3 100 |

us 07-28 14:00 FOMC Interest Rate Meeting (%) Jul28 0.25 0.25 0.25 7-Day Moving

us 07-28 14:30 Powell Holds Press Conference Following FOMC Meeting 80 | Average of

Daily New
Cases
60 |
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e ...but the rates curve flattened on lockdown extensions Sources: Scotiabank Economics, Bloomberg.
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INTERNATIONAL Daily Cases Trend in US Regions

100 1 daily cases per 100k population,

At least so far, there is not as much movement across global asset classes into o0 | 7-dayMA
the North American session as there has been over the last couple of days and 80 |
that’s not terribly surprising given uncertainty ahead of the Fed’s 70 L Northeas
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longer maturities while EGBs are little changed. The dollar is little changed but 0o | South
CAD is outperforming ahead of CPI. US and Canadian equity futures are little
changed while stocks in Europe are gently higher. The Hang Seng rallied by 1 40 West
2% overnight and milder selling occurred on average across mainland China’s 30T
exchanges as overall China risk eased somewhat compared to the past couple 20
of days. 10
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Sydney was extended by another month until at least August 28" and global Chart3 Case Rates in Republican &
markets are more focused upon the Fed today while Chinese financial market Democrat Governed States
instability is weighing on. sen.tlment. In any event, the core measure.s of inflation 100 ¢ dailynew cases per 100k, 7dma
landed on the screws with trimmed mean up 0.5% g/q (non-annualized) and 90
1.6% yly while weighted median CPI was up 0.5% q/q and 1.7% y/y. Headline 80
inflation was up 0.8% qg/q and 3.8% y/y which were both a tick above consensus. 70
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effects given that the annualized rates of quarter-over-quarter inflation are all in 20
the ballpark of the RBA’s 2—3% inflation target range. Headline CPl is running at 30
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The two-day FOMC meeting concludes today with a statement at 2pmET and §5328828% 385 §53

Chair Powell’s press conference at 2:30pmET that will run for about an hour or = Sum of Republican Governed States

so. There are no forecasts or dots until the September meeting as the FOMC Sum of Demacrat Governed States
Sources: Scotiabank Economics, Bloomberg,
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takes its usual pass on August other than the month-end Jackson Hole symposium. Below are some highlighted expectations and
views on how Powell might play the Delta variant.

1. The smartest route at this point is probably to avoid rocking the boat given nearer term uncertainty toward the debt ceiling’s
effects and the rise of the Delta variant.

2. Powell is likely to repeat that 'substantial further progress' “is still a ways off” as he put it in recent testimony before Congress.
That keeps the focus upon jobs and inflation over 'coming meetings' as they've been guiding.

3. He has not generally reflected the full suite of FOMC officials' views to date versus his own, so watch for follow-up remarks into
next week and the minutes 3 weeks hence.

On the Delta variant, let’s start with a basic depiction of the facts on the rise of new Chart 4
cases nationwide (chart 1) and by region that demonstrates it’'s the South that is the

worst culprit followed by the western states (chart 2). Chart 3 shows that the fastest US: Cases, Hospitalizations, Deaths

increase in new cases is occurring in red states. It's also worth noting that 900 - o9 12

hospitalizations are definitely rising but at a relatively modest pace in both the US and soo | permillion permillion

UK (charts 4, 5). | keep reading comments about how hospitalizations are not 700 | Newcases, 170

increasing in either country but that’s just not true. Further, given the lagging effects, oo | fdmaltns) 1g

it's premature to judge the deaths curves on both charts. I'm not saying that 500 b

hospitalizations and perhaps lagging deaths are alarming overall, but we have 400 + Deaths, 7dma| ©

something to monitor rather than dismiss and some regions are definitely much worse 300 | (RHS) | 4

than others on these measures. 200 |

So now how might the FOMC—and Chair Powell in particular—view the rise of the 100 + pati':'e?,f‘spﬂs) ’

Delta variant? It might not match one’s initial instincts if Powell'’s comments are e e o o o v e oo 0O

consistent with his views at the time of the second wave. ‘é‘, ‘?‘% 2 ‘g ST g 2 ‘% T2
250288 ¢=<2 3>

1. The US economy previously performed well during the second wave and surprised
many and it shouldn’t be assumed that it won’t do so this time. Even after 33.4%
rebound-fed growth in 2020Q3, the economy grew another 4.3% in Q4 and then 6.4% Chart5
in 2021Q1. Powell has made a point of this second wave resilience in past pressers
and could do the same today. In fact, though it was uncertain, the Fed generally

Sources: Scotiabank Economics, Our World in Data.

UK: Cases, Hospitalizations, Deaths

played its hand better through the second wave than, say, the BoC that wrongly 1000 o million permillion 7 20
forecast the economy would contract in 2021Q1. Tomorrow's we'll get Q2 GDP growth 900 - 1718
in the vicinity of 7-10% (we have 7.7%). We have Q3 guesstimated at 10.3% 800 ' Newcases, 16
(consensus 7.1%), all figures g/q SAAR. 700 ( 7dma(lHs) 14

600 Hospital 12

2. The case for resilience might be stronger this time around. One supporting pointis ~ 500 patie(nts,7)dma
LHS

Deaths,7dma

that at least so far, this is a wavelet, not a wave. It could turn into a wave, but we don’t 400 | (RHS) 8
have that information at this point despite the melodramatic media coverage. 300 6
200 4
3. Furthermore, this wavelet could be even less likely to result in blanket restrictions. 100 2
As long as the vaccinated folks continue to represent a tiny share of hospitalizations, S 0
then restrictions are more likely to be targeted toward the nonvaccinated given that Y % 99 Q ‘:‘,ﬁ ‘; R 2
vaccine choice is a key differentiating factor this time compared to prior waves. It 280288 L=<23°

remains to be seen whether rising concerns will spark renewed increases in Sources: Scotiabank Economics, Our World in Data.
vaccinations. In my personal opinion, vaccinations should be required except in rare

circumstances where it's not possible for other health reasons, but if society chooses not to do so, then the choice not to be
vaccinated should be met by greater targeted restrictions given the effects the unvaccinated have upon other people’s health and
welfare, jobs, businesses and general economic prospects.

4. The implications for the Fed’s dual mandate could pit the two halves against one another. The full employment mandate may be
somewhat more challenged by increased hesitancy to fill vacancies especially in high contact areas like leisure and hospitality.
That could extend labour market tightness but probably not as soon as next Friday’s nonfarm given the recency of the increase in
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cases. I'm more uncertain about the lift we get into the school year if the case trend really rises much further.

5. Wage and price pressures, however, could be more acute for longer if the Delta variant continues to restrain labour force re-
entry and supply chains become challenged for even longer than prevailing views that, among other things, foresee chip shortages
persisting into at least next year.

Bottom line: At this point I'm comfortable with assuming resilient growth, disinclined to over-react to big wave risks but flagging the
dual mandate risks that are likely to keep Powell guarded today. Absent forecasts and dots, his most likely plan of action will
probably be to say that substantial further progress is some distance away and that it’s still too early to consider tapering even as a
more vibrant dialogue unfolds on the committee and to be further revealed in the minutes 3 weeks hence. Also, on the debt ceiling,
expect Powell to defer to Congress for now but he may be pulled further into the consequences later in the summer.

CANADA

We'll get CPI for June this morning (8:30amET). See yesterday morning’s note for a Chart 6
fuller preview. We'll know soon enough, so for now, I'll just repeat the expectation that

f ) M= Canada: Achieving Herd Immunity*
headline CPI lands ~3.5% y/y and 0.5% m/m NSA with an expected up-tick in the

average of the three core measures that the BoC emphasizes. The range of forecasts 85 [ % of population, 12+ .
for headline CPI runs from a low of 2.9% y/y to a high of 3.5% with the biggest cluster 80 |
populating the 3.2% point and the tail of the distribution skewed to higher readings Firstdose
although there is still at least one major Canadian bank shop omitted from the 75
consensus and they too tend to be higher than consensus.
70 Progress stalls

In any event, it was refreshing to see former BoC Governor Dodge weighing in on o | Fully vaccinated: Va"ggﬁg{:g’f%
inflation in comments he delivered yesterday. I've long argued the BoC has been too by ~August9at | reaches onedose %

. . . . . . . . s currentrate
one-sided in how it views inflation and gone further in noting how at times they’ve 60 . PR S S S
offered comments on inflation, wages and productivity that are highly contestable. A 0\59 &ff?’ &95\ q& Q,QP‘ Q,@ q,g‘b Q;@ Q;O/ Q;& q;@ Q;{b
central bank with an inflation mandate should be more circumspect and open torisks. > 3 3 7 ¥ ¥ ¥ g7 7 0 7
Enter Dodge’s comment: *Firstdose rate 7dma: ~37,200

*Second dose rate 7dma: ~291,000
Sources: Scotiabank Economics, COVID-19 Tracker

“By insisting it's all temporary they tend to undermine their own credibility, Canada.

which is unfortunate. It’s better to be humble and say that’s what we think, but
of course there is a chance things could be different.”

As an aside, chart 6 shows that we now forecast Canada will achieve 75% full vaccination of the 12+ population by the end of the
first week of August at present rates of dose administration.
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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 I-Wk | Last 1-day I-Wk | Last I1-day I-wk
u.s. 0.21 0.21 0.21 073 070 074 | 126 124 129 | 192 189 1.94 |Canada-BoC 0.25
CANADA 045 044 046 | 079 077 0.81 119 116 122 | 176 174 179
GERMANY -0.75 -0.75 -0.72| -0.73 -0.72 -0.68 | -045 -044 -040| 0.04 0.04 0.09 |US-Fed 0.25
JAPAN -0.13 -0.13 -0.13] -0.12 -0.12 -0.13 ] 002 0.02 0.02 | 065 0.66 0.66
U.K. 010 0.08 010 | 029 027 030 | 057 056 060 | 099 097 1.06 |England - BoE 0.10

Spreads vs. U.S. (bps):
CANADA 24 24 25 6 7 7 -8 - -7 -15 -15 -15 |Euro zone - ECB 0.00
GERMANY -96 -95 -92 -146  -142  -142 | 171 -168 -169 | -188 -186 -185
JAPAN -33 -33 -33 -85 -82 -86 -124 122 127 | -127  -124  -128 |Japan - BoJ -0.10
U.K. -1 -13 -1 -44 -43 -44 -69 -68 -69 -92 -92 -88
EE Level % change: Mexico - Banxico 4.25
Last Change 1 Day 1-wk 1-mo 1-yr

S&P/TSX 20173 8.4 0.0 0.3 0.1 25.1 Australia - RBA 0.10
Dow 30 35059 -85.8 -0.2 1.6 23 329
S&P 500 4401 -20.8 -0.5 1.8 2.6 36.8 New Zealand - RBNZ 0.25
Nasdaq 14661 -180.1 -1.2 1.1 1.1 40.9
DAX 15564 44.6 0.3 0.9 0.1 21.3 Next Meeting Date
FTSE 7012 15.7 0.2 0.2 -0.9 14.4
Nikkei 27582 -388.6 -1.4 -0.3 -4.3 23.1 Canada - BoC Sep 08, 2021
Hang Seng 25474 387.5 1.5 -6.4 -12.1 24
CAC 6581 48.7 0.7 1.8 0.3 33.5 US - Fed Jul 28, 2021
Commodities Level % change:
WTI Crude 71.91 0.26 0.4 2.3 -1.4 75.2 England - BoE Aug 05, 2021
Natural Gas 3.93 -0.04 -1.1 -0.8 8.6 118.3
Gold 1798.08 -1.01 -0.1 -0.3 1.1 -8.2 Euro zone - ECB Sep 09, 2021
Silver 25.12 -0.25 -1.0 0.1 -3.9 3.0
CRB Index 218.11 -1.40 -0.6 4.4 34 52.0 Japan - BoJ Sep 22, 2021
Currencies Level % change:
USDCAD 1.2574 -0.0028 -0.2 0.1 1.9 -6.0 Mexico - Banxico Aug 12, 2021
EURUSD 1.1804 -0.0013 -0.1 0.1 -1.0 0.8
USDJPY 110.10 0.3200 0.3 -0.2 -0.5 4.8 Australia - RBA Aug 03, 2021
AUDUSD 0.7338 -0.0024 -0.3 -0.3 -3.0 25
GBPUSD 1.3866 -0.0013 -0.1 1.1 -0.1 7.2 New Zealand - RBNZ Aug 17, 2021
USDCHF 0.9153 0.0008 0.1 -0.3 -0.5 -0.3
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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
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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
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