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ON DECK FOR WEDNESDAY, SEPTEMBER 15

Country Date Time Indicator Period BNS Consensus Latest
us 09-15 07:00 MBA Mortgage Applications (w/w) Sep10 - - -1.9
CA 09-15 08:30 Core CPI - Common (yly) Aug - 1.7 1.7
CA 09-15 08:30 Core CPI - Median (yly) Aug - 2.6 2.6
CA 09-15 08:30 Core CPI - Trim (yly) Aug - 3.1 3.1
CA 09-15 08:30 CPI, All items (m/m) Aug 0.2 0.1 0.6
CA 09-15  08:30 CPI, All items (yly) Aug 41 39 37
CA 09-15 08:30 CPI, All items (index) Aug - 142.3 142.3
us 09-15 08:30 Empire State Manufacturing Index Sep - 18.0 18.3
us 09-15 08:30 Export Prices (m/m) Aug - 0.4 1.3
us 09-15 08:30 Import Prices (m/m) Aug - 0.2 0.3
CA 09-15 09:00 Existing Home Sales (m/m) Aug - - -3.5
us 09-15  09:15 Capacity Utilization (%) Aug - 76.4 76.1
us 09-15  09:15 Industrial Production (m/m) Aug 05 0.5 0.9

KEY POINTS:

e CAD flat, curve slightly flatter into CPI

e Less Delta, more reopening = firmer Canadian CPI than US?
¢ UK inflation overshoots, markets little fussed

e China’s consumers disappoint

e Light US industrial releases on tap

Either it was priced or viewed as transitory, but either way, China’s greater than
expected weakness is largely being shaken off by world markets this morning.
Higher beta crosses are gaining on broad USD weakness. Sovereign curves are
mixed with the gilts front-end underperforming others, but not by much post-CPI.
The US longer end is outperforming the most, but again not by much. Stocks?
Well, N.A. futures are slightly higher, with European exchanges little changed in
London and Frankfurt by a touch lower elsewhere. HK and Tokyo fell the most
overnight while mainland China barely reacted.

Faster than guesstimated UK inflation drove a mild market reaction with sterling
slightly appreciating, yet not outperforming other crosses to the USD, while the
two-year gilt yield ticked up a basis point. Big deal. Core inflation climbed to 3.1%
yly (2.9% consensus, 1.8% prior) with headline jumping to 3.2% y/y (2.9%
consensus, 2.0% prior). Going over 3% means Governor Bailey must write an
explanatory letter to Chancellor Sunak which the BoE’s forecast was expecting
anyway at some point before year-end and the BoE thinks much of the
inflationary pressure is transitory. The broad drivers were in line with what was
expected as year-ago base effects including the influence of sales tax and
voucher programs plus a strong reopening impulse in August over July drove the
gains. Had the only thing that changed been the reference point a year-ago then
headline inflation would have risen by a half point to 2.5% y/y so the other seven-
tenths acceleration was driven by incremental price pressures. The month-ago
inflation rates overshot expectations at 0.7% m/m (0.5% consensus) for headline
and likewise for core.

China developments include weaker than expected macro readings, tighter state
controls on internet companies and a looming skipped interest rate payment by
a large developer.
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China’s economy slowed by more than expected last month and mainly on the consumer side as COVID-19 restrictions drove
weaker spending. Retail sales were up only 2.5% y/y (7% consensus) which takes us back to the weakest reading since last
August. Base effects should have been a solid driver which makes the reading even worse. Industrial output disappointed by less,
rising 5.3% yly (5.8% consensus).

CANADA

Will today’s Canadian CPI follow yesterday’s US CPI refresh with a downside surprise (8:30amET)? The drop in the Canada 2-
year yield that shed about 2bps post US CPI and the dip in CAD relative to multiple non-USD crosses suggests markets may be
positioned that way.

Never say never, but | think the drivers are distinct and here’s why.

1. For one thing, expectations are already set somewhat modestly into today. I'm at 0.2% m/m NSA and there is typically little
seasonal effect in August during ‘normal’ times so the seasonally adjusted reading could be similar. I'm also at 4.1% yly, up
from 3.7% prior. The consensus median is at 0.1% m/m NSA and 3.9% y/y. See the week ahead for drivers.

2. The Delta variant has been a much bigger deal in the US. During August, the US averaged about 8 times as many new
COVID-19 cases per capita as Canada averaged (chart 1). Over the back half of August this ratio was still about 6—1 and now
it's about just over 4-to-one. Canada’s cases also started to pick up later than in the US. Maybe that’s because of a higher
vaccination rate and/or more antibodies because Canada had a third wave that the US previously skipped (but the US had a
bigger second wave). So, we might not see the same magnitude of issues for the high contact service sector issues and their
prices as the US did last month.

3. Recall that Canada was reopening partially in June but especially in July and August. That’s unlike the US that that had more
reopening momentum earlier and didn’t have the lockdowns Canada had in April and May. So, maybe Canada’s reopening
price surge will be timed differently and last longer.

4. There is some evidence for this. Open Table restaurant reservations were getting a touch softer in the US over August. Not so
in Canada that kept climbing (chart 2), although September seems to be softening somewhat. You saw this at restaurants and
patios. Airfare CPI did not experience any reopening-fed gains into the August numbers as airfare CPI fell 0.3% m/m in July,
5.2% in June, 3.5% in May and so as the sector opened up and line-ups built perhaps airfare is a lift to Canadian CPI by
contrast to the US.

5. Canada reopened its borders to vaccinated Americans after August 9th and then to all on September 7th. More cross border
traffic by vehicles and planes might have lifted hotel, airfare and restaurant pricing in Canada.

Canada will also update existing home sales for August this morning (9amET) but even absent CPI the report typically gets
ignored by markets while nevertheless informing housing observers.

UNITED STATES

US releases will be minor today including the Empire manufacturing gauge at 8:30amET that kicks off another march to the next
ISM-manufacturing print, plus industrial output for August (9:15amET) that should showcase how the supply side continues to
struggle to catch up to demand with an expected 0.5% m/m rise.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I-WK [ Last 1-day I-wk | last 1-day I-WK [ Last 1-day I1-wk
u.s. 021 021 022|078 079 081 ]| 127 129 134 | 183 186 1.96 |Canada-BoC 0.25
CANADA 041 040 039 | 080 079 080 | 117 117 120 | 1.73 174 178
GERMANY -0.70 -0.70 -0.70 | -0.65 -0.64 -063| -0.35 -0.34 -0.32| 0.15 0.15 0.17 |US -Fed 0.25
JAPAN -0.13 -0.12 -0.12| -0.10 -0.09 -0.09| 0.04 005 0.05]| 065 065 0.67
U.K. 024 023 021 | 042 042 040 ]| 074 074 074 | 1.04 1.04 1.08 |England - BoE 0.10
Spreads vs. U.S. (bps):
CANADA 20 19 18 1 1 -1 -10 -1 -14 -1 -12 -18 |Euro zone - ECB 0.00
GERMANY -91 -91 -91 -143 -143 -144 | -162 -163 -166 | -168 -171 -179
JAPAN -34 -33 -34 -88 -88 -90 -124 123 129 | 118 121 -129 |Japan - BoJ -0.10
U.K. 3 2 -1 -36 -37 -41 -53 -55 -60 -79 -82 -88
m Level % change: Mexico - Banxico 4.50
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 20553 -113.2 -0.5 -0.9 0.2 25.1 Australia - RBA 0.10
Dow 30 34578 -292.1 -0.8 -1.5 -2.6 235
S&P 500 4443 -25.7 -0.6 -1.7 -0.6 30.6 New Zealand - RBNZ 0.25
Nasdaq 15038 -67.8 -0.4 -2.2 1.4 344
DAX 15703 -20.5 -0.1 0.6 -1.7 18.8 Next Meeting Date
FTSE 7044 9.9 0.1 -0.7 2.4 15.4
Nikkei 30512 -158.4 -0.5 1.1 10.9 30.0 Canada - BoC Oct 27, 2021
Hang Seng 25033 -469.0 -1.8 -4.9 -4.4 1.2
CAC 6618 -35.2 -0.5 -0.8 -4.0 30.6 US - Fed Sep 22, 2021
Commodities Level % change:
WTI Crude 71.40 0.94 1.3 3.0 4.3 86.5 England - BoE Sep 23, 2021
Natural Gas 5.44 0.18 34 10.6 40.8 130.2
Gold 1801.73 -2.78 -0.2 0.7 1.2 -7.8 Euro zone - ECB Oct 28, 2021
Silver 23.60 0.02 0.1 2.7 0.9 -12.2
CRB Index 221.52 0.32 0.1 1.7 2.1 49.9 Japan - BoJ Sep 22, 2021
Currencies Level % change:
USDCAD 1.2692 -0.0002 -0.0 0.0 0.9 -3.7 Mexico - Banxico Sep 30, 2021
EURUSD 1.1821 0.0018 0.2 0.0 0.4 -0.2
USDJPY 109.26 -0.4300 -0.4 -0.9 0.0 3.6 Australia - RBA Oct 04, 2021
AUDUSD 0.7317 -0.0003 -0.0 -0.7 -0.3 0.2
GBPUSD 1.3819 0.0009 0.1 0.3 -0.2 7.2 New Zealand - RBNZ Oct 05, 2021
USDCHF 0.9171 -0.0033 -0.4 -0.5 0.5 1.0
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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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