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On Deck for Thursday, February 24

Country Date Time Indicator Period BNS  Consensus  Latest
us 02-24 08:30 GDP (g/qa.r.) 4QS 69 7.0 7.0
us 02-24 08:30 GDP Deflator (q/q a.r.) 4QS - 6.9 7.1
us 02-24 08:30 Initial Jobless Claims (000s) Feb19 235 235 232

us 02-24 08:30 Continuing Claims (000s) Feb12 1,580 1,580 1,476
us 02-24 10:00 New Home Sales (000s a.r.) Jan 810 801.5 811.0
us 02-24 09:00 Fed's Barkin Speaks on the Economic Outlook

us 02-24 11:10 Fed's Bostic Discusses Banking in a Digital Era

us 02-24 12:00 Fed’s Mester Speaks on Economic and Policy Outlook

us 02-24 16:00 Fed's Daly Takes Part in BoE Panel Discussion

us 02-24 20:00 Fed's Waller Discusses the Economic Outlook

KEY POINTS:
e Russia invades Ukraine, risk-off sentiment ensues

e China further alienates itself with support for Russia, incursions into Taiwan’s
airspace

e TheFed and BoC should stay on course with planned exits for now

e Fed officials may weigh in on the consequences, BoC in blackout

e Alberta’s budget revisions have started before the budget’s delivery!
e Light US releases & CDN bank earnings don’t matter

That markets were naively expressing hope earlier in the week that Putin might come to
his senses is rather convincingly being exposed as sheer folly this morning. The brutal
Russian dictator has indeed launched a full invasion of Ukraine with the stated goal being
to “demilitarize” Ukraine. Hearts out to Ukrainians including the large community in
Canada that is the world’s third largest population of Ukrainians. Watch for crippling
sanctions today that are very likely to exclude Russia from the Swift global payments
system, block all access to the USD, tighten Russian access to western technology, apply
more sanctions against individuals, and it’s thankfully the final nail in the Nord Stream
pipeline that Germany never should have pursued in the first place.

Apart from sanctions that will again cripple the Russian economy, there are countless
related issues that arise including a very limited list as follows:

e Asevents unfold and markets further digest the consequences, we'll see if the
sustained effects on risk appetite are similar to the modest and fleeting effects of
2014, or something deeper. That’s hard to judge at this early stage. | certainly don’t
know and find it impossible for anyone to know at this point, but | have to admit that
my bias is to treat it as having limited consequences versus irresponsibly fanning
mass hysteria by assuming this develops into a series of escalating moves.

e Apart from words and sanctions, it’s unlikely the West has much appetite for a direct
confrontation unless by accident. Ukraine is not a NATO member and so there is no
treaty-bound requirement to translate the huffing and puffing and sanctions into
anything more than weapons offers and moral support.

e | don’t think one should assume Russian victory and | don’t know how that would be
defined in any event. Even if devastation ensues as a first order outcome, has Putin
put himself into a long conflict with no prospect of exiting? To “demilitarize” certainly
sounds like an occupying force for the long haul. Could this be his grandest blunder?
Might Ukrainians pay the ultimate price for what could eventually turn into Putin’s
downfall? We’ll see what price Russians put upon their view that Ukraine is indeed
theirs as the Russian economy implodes and the oligarchs’ wealth plummets but
thoroughly cutting off Russian from the world is the west’s best policy hope here.
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o  Will central banks like the Fed and the BoC (next week) stay on course with planned tightening, or will they suspend plans? | would think
that at least for now the plans are set for March. The Fed may look at the additional inflationary impulses from higher oil and the lower
bond yields and view them as unsuited to domestic conditions much like they argued in 2014. Watch for comments from Fed officials
today but with the BoC in blackout. Barkin speaks at 9amET, Bostic at 11:10amET, Mester at 12pmET, Daly at 4pmET and Governor
Waller at 8pmET.

e Asfor next week’s BoC decisions, | would expect them to emphasize that the direct ties between the US and Canadian economies and
that part of the world are de minimis in nature, while noting that Canada is getting perversely positive imported effects upon its
economy through lower borrowing costs, mild depreciation in CAD and higher oil prices. If Canada were at a point still marked by
material slack and low inflation then it might be a different matter, but such influences from oil, yields and CAD at a point of full
employment with a shut output gap and inflation at a record distance above target are very likely to keep the BoC focused upon its
guided path toward a hike and carving out a planned reduction in reinvestment as soon as Q2. The bias could be carefully managed as
data dependent and dependent upon the further course of events.

e The serious prospect of a full humanitarian crisis has to be considered as some Ukrainians stay and fight, while some flee toward the
border with Poland (a NATO member) amid risks that the conflict spills across borders.

e Chinais likely to further alienate itself across the West with comments like this morning’s sympathetic remarks from the country’s
foreign minister who said he understands Russia’s “reasonable” security concerns later enhanced by some ministry hack’s remark that
such concerns are “legitimate” and that “the US recently has been escalating tension and hyping up war.” Right, reasonable and
legitimate, like what China does to the Uyghurs. China will be an indirect casualty of this development across the world’s political

capitals. Taiwan’s announcement that 9 Chinese military aircraft were detected in its airspace this morning will only fan the risks.

e Russia’s ability to retaliate against sanctions with cyber attacks was less developed 8 years ago and with that we are potentially in
uncharted waters insofar as the risk of a cyberwar is concerned. If the military conflict is regionalized, then it seems to be that the risk of
cyberwars and how the rest of the world may respond could be more significant.

For now, you can see the market response with your own eyes. European stocks are down by 3-5% across the board. N.A. equity futures are
down by 2 2% -3% in the US, 1%2% in Toronto no doubt as the energy weight is helping to insulate against bigger losses. Oil prices are
soaring with WTI and Brent up about US$7-8/barrel. US Treasury yields are plummeting with the whole curve down about 9-12bps. Gilts
are ~8bps richer, EGBs are rallying by between 3-8bps across different countries and parts of their curves. The USD is clearly the hands
down winner along with the yen, while European crosses are falling leading decliners. The ruble is down another 4% to the USD and has
depreciated by almost 15% in two weeks while Russian 2s are up by over 500bps over this period in anticipation of expedited monetary
policy tightening. Russia’s central bank is going to have to expedite monetary tightening (see chart). Kiss goodbye Russia’s economy in
potentially more serious fashion than how it went flat in 2014 and then mildly contracted in 2015. As for Russian inflation, at the time of the
2014 invasion it was running at about 6% y/y and soared to about 17% in early 2015; the starting point this time is already higher at almost
9% so we'll see how Russians feel when inflation hits 20% or maybe higher. The ability to use higher oil prices to mitigate some of the effects
depends upon there being a big enough market for Russian oil abroad which there might be in China and some EMs but not if UK PM
Johnson’s pledge to end European reliance upon Russian energy winds up as something more than just empty words.

Clearly nothing by way of calendar-based risk is at all relevant today. Light data includes US GDP revisions that met expectations for a 7%
annualized growth rate in Q4 which is up just a tick from the initial estimate. Weekly jobless claims fell marginally to 232k from 249k with
continuing claims falling to 1.476 million from 1.588 million. US new home sales (10amET) could slip given advance readings on model home
visits, and jobless claims. Canada’s lagging payrolls release usually does not garner much of a following. Fed and BoE speak is likely to be
more of the same in terms of the general tone.

Canada’s bank earnings parade started this morning with RBC first out of the gates. They beat expectations with adjusted EPS of C$2.87
(consensus was C$2.72). Meh, good for them. Now back to Russia...

Alberta’s budget lands this afternoon (probably ~3:15pmET). Marc Desormeaux will be covering. The budget revisions are in play before the
budget has even been released. Whatever oil price assumption they included in the pre-set projections that were established some time
ago is going to be stale and hence so will be the projected fiscal balance.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I1WK | Last 1-day I-WK [ Last 1-day I-WK | Last 1-day I-wk
u.s. 149 160 147 | 177 190 184 | 186 199 196 | 217 230 2.30 [Canada-BoC 0.25
CANADA 149 157 151|171 180 176 | 189 197 192 ] 216 224 218
GERMANY -041 -0.36 -043| -0.07 0.01 -002| 015 023 023 ] 039 047 0.50 |US-Fed 0.25
JAPAN -0.03 -0.02 -0.01| 0.04 0.03 006 | 020 020 023 ] 089 0.87 0.99
U.K. 122 130 134|125 133 135| 139 148 146 | 150 156 1.55 |England - BoE 0.50
Spreads vs. U.S. (bps):
CANADA 0 -4 4 -6 -10 -8 2 -2 -5 -1 -6 -12 |Euro zone - ECB 0.00
GERMANY -191  -196 -190 | -184 -190 -186 | -172 -176 -173 | -177 -183 -179
JAPAN -152  -162  -148 | -174 -187 -178 | -166 -180 -174 | -128 -142 -130 |Japan - BoJ -0.10
U.K. -28 -31 -13 -52 -57 -49 -48 -51 -50 -67 -73 -75
m Level % change: Mexico - Banxico 6.00
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 20744 -163.7 -0.8 -3.0 0.8 12.2 Australia - RBA 0.10
Dow 30 33132 -464.8 -1.4 -5.3 -3.6 3.7
S&P 500 4226 -79.3 -1.8 -5.5 -4.2 7.6 New Zealand - RBNZ 1.00
Nasdaq 13037 -344.0 -2.6 -7.8 -5.9 -4.1
DAX 13899 -732.3 -5.0 -9.0 7.4 -0.6 Next Meeting Date
FTSE 7268 -229.9 -3.1 -3.6 -0.4 9.2
Nikkei 25971 -478.8 -1.8 -5.4 -4.3 -13.9 Canada - BoC Mar 02, 2022
Hang Seng 22902 -758.7 -3.2 -7.6 -5.5 -23.8
CAC 6477 -303.6 -4.5 -6.8 -4.6 1.7 US - Fed Mar 16, 2022
Commodities Level % change:
WTI Crude 99.56 7.46 8.1 6.3 19.5 57.5 England - BoE Mar 17, 2022
Natural Gas 4.94 0.32 6.9 4.7 227 731
Gold 1958.81 49.80 2.6 3.2 6.3 8.5 Euro zone - ECB Mar 10, 2022
Silver 24.11 0.10 0.4 2.6 -0.9 -13.8
CRB Index 268.32 1.20 0.4 1.2 9.3 375 Japan - BoJ Mar 18, 2022
Currencies Level % change:
USDCAD 1.2823 0.0089 0.7 0.9 1.5 25 Mexico - Banxico Mar 24, 2022
EURUSD 1.1155 -0.0152 -1.3 -1.8 -1.5 -8.3
USDJPY 114.94 -0.0700 -0.1 0.0 0.9 8.6 Australia - RBA Feb 28, 2022
AUDUSD 0.7153 -0.0081 -1.1 -0.5 0.1 -10.2
GBPUSD 1.3364 -0.0180 -1.3 -1.9 -0.9 -5.5 New Zealand - RBNZ Apr 12, 2022
USDCHF 0.9241 0.0062 0.7 0.4 1.1 1.9
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