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US Inflation Dip Adds to Fed Doubts

e Adip in core PCE inflation and soft Chicago PMI...
e ..are adding to richer Treasuries...

e .. following negative trade headlines

e Markets expect a Fed rate cut by Spring

e Few categories are driving overall PCE inflation

e Americans are hording tax stimulus through a higher saving rate

United States, Personal Income / Consumption, % m/m, September:
Actual: 0.3/ 0.2

Consensus: 0.3/0.3

Scotia:  0.3/0.2

Prior: 0.5/0.2 (revised from 0.4 /0.1)

United States, PCE / core PCE deflators, y/ly % change, September:
Actual: 1.3/1.7

Consensus: 1.4/1.7

Scotia: 1.4/1.8

Prior:  Unrevised from 1.4/1.8

Core PCE inflation slipped unlike guidance from core CPI that had held firm.
That's not a big deal, but it's the first dip in the year-ago rate since May and at the
margin feeds the risk that progress toward 2% has stalled out. One day after the
Fed'’s pause signal, softer inflation combined with a big miss in the Chicago PMI
that fell to a nearly four year low to push Treasury yields lower. This adds to pre-
data momentum that was derived from negative headlines on US-China trade
negotiations. Pricing for another Fed rate cut by Spring has strengthened.

Consumption growth in the US slightly disappointed in September due to upward
revisions to prior months. The overall quarter landed at 2.9% consumption growth
in keeping with what was already factored into yesterday’s GDP accounts.

That said, it's a touch weaker than expected hand-off into Q4 momentum for the
consumer. Based solely upon the hand-off to end Q3, Q4 has baked in
consumption growth of 0.7% at a seasonally adjusted and annualized rate before
we get any actual Q4 consumption data.

Furthermore, the hand-off from inflation-adjusted income growth in September
bakes in 1.6% income growth in Q4 before we actually get any Q4 data. That’s
impressive following 2.9% income growth in Q3. Even just modest monthly
average gains in income growth over Q4 could lift quarterly income growth well
over 3%.

As for hand-off math to Q4 inflation expectations, it points to the risk of cooling.
Again, based solely on the way Q3 exited as a hand-off to Q4, headline inflation is
tracking 0% qg/q at a seasonally adjusted and annualized rate while core PCE is
tracking 0.3% q/q. This follows Q3 increases of 1.5% and 2.2% in headline and
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core PCE respectively over the prior quarter. Monthly core PCE gains consistent with the recent trend would lower the pace of
increase in core PCE inflation to under 2%.

The saving rate edged higher again to 8.3%. That on its own is interesting in that at the margin one cannot in any obvious way
deny that a fair portion of the Tax Cuts and Jobs Act of January 2018 has been horded by consumers. Chart 2 shows the saving
rate’s climb since then.
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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, 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.

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


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

