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The Clock is Ticking on the US Debt Ceiling
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It’s Only Natural

Against the backdrop of rising market concern around the status of the US debt ceiling fracas Chart1

as indicated by this week’s cover chart plus ongoing risks in US banking lies uncertainty toward
how restrictive US monetary policy really is. We might hear discussion on this point toward the
end of the week while the week kick’s off with the tail risk of easier Chinese monetary policy.
Other highlights this week will focus upon Banxico’s expected pause, Canadian inflation, and a
wave of global macro reports plus Turkey’s election and the New Zealand budget.

THE FED’S NATURAL RATE OF INTEREST

On Friday, Federal Reserve Chair Powell and past Chair Bernanke will participate in a joint 45-
minute panel titled ‘Perspectives on Monetary Policy’ at the Thomas Laubach Research
Conference held in honour of the late economist’s contributions (here). There is the mild risk
that they broach the topic of whether or not to reassess estimates of the natural rate of
interest. Even a nuanced reference to this could be impactful to markets. So could a rejection of
any such sentiment. Bear in mind throughout it all the history of retrospective reassessments of
natural rates after the fact and the high uncertainty around the inputs to such estimates such
as potential GDP growth. My frank view is that estimates of the natural rate tend to be more
about trial and error rather than having excess confidence in various frameworks that rely upon
shaky inputs.

The natural rate of interest can be thought of as the real (inflation-adjusted) rate of interest
that would exist in an economy at equilibrium with inflation on target and therefore offers a
benchmark by which to evaluate how restrictive current monetary policy may be. In monetary
policy circles, Laubach’s work was well known because it made valuable contributions to the
literature on the natural rate of interest among other accolades. It might have been helpful
having his perspective on whether this rate has changed today and, if anything, possibly moved
higher than previously judged.

One argument for the possibility of reassessing the natural rate of interest is that we’re about
18 months into the lagging effects of when bond markets began to price tightened monetary
policy, and yet jobs, core inflation and the broader economy remain resilient and sticky. One
possible reason for this is that it could suggest that there are differences in this cycle that are
serving to maintain momentum, such as stronger household finances than past cycles and
improving supply chains in a tightening cycle. Or it could mean that the full lagging effects are
still ahead, or some combination thereof.

An entirely different possibility is that this recent resilience is revealing that the natural rate
may have shifted higher now and perhaps higher than the FOMC’s stock answer of 2%2% in
nominal terms, or 50bps in real terms assuming a 2% equilibrium target rate of inflation. The
FOMC chased estimates of the natural policy rate lower through the prior decade and despite
the plethora of changes since then has left its estimate unchanged (chart 1). Chair Powell hasn’t
really offered much of a convincing explanation for why.

If the natural rate is being underestimated, then perhaps monetary policy is not as tight as we
think. That, in turn, should counsel caution toward related issues like is monetary policy as tight
as we think and is it possible that the Fed funds target rate needs to move higher yet.

For instance, an alternate approach to estimating the range of real natural rates of interest is
shown in chart 2 that shows how it has risen over time and at an accelerating rate of late, and
within a very wide interval of possibilities. The Richmond Fed’s economists continue to publish
their estimates of the natural rate as explained here. From a real R* of about 4% just after the
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GFC, their median estimate of R* now sits at almost 2% which would suggest that today’s
equilibrium nominal Fed funds policy rate should be around 4%. Their methodology employs
a very wide range of possible natural rates of interest in real terms that run anything from just
over 0% to about 4%, or 2-6% in nominal terms. With such estimates, it's possible that
today’s real fed funds policy rate is not anywhere close to being as restrictive as often thought
and may therefore have to push higher to restore price stability.

Another way of looking at it could be the Bank of Canada’s recent estimate US neutral rate
that they said remained unchanged at 2-3% (here). Of course, when central banks try to
estimate each others’ neutral rates it isn’t always necessarily the end of the debate. For
instance, the Laubach-Williams model applied to Canada by the New York Fed’s economists
had estimated the Canadian real R* rate at 1.4% which is well above the BoC’s own recent
update of their neutral rate (here).

A market perspective is offered in chart 3 using a proxy for how markets may have adjusted
their view toward the nominal R* to being above the FOMC’s estimate.

Only a minority of four members on the FOMC think the nominal natural rate is higher than
2%2% with the highest estimate being the midpoint of a 3.5-3.75% range. That most definitely
is not Chair Powell! There is also a time varying aspect to the estimates. Any light that he and
Bernanke shine on the topic—given they are holding a conference in honour of someone who
was famous partly because of his work on this topic—may be relevant to markets as a tail
event to end the week.

Or they could just honour the man and his work and wish everyone a wonderful weekend.
Either way, this issue remains key to assessing the possible future direction of Federal Reserve

policy.
CENTRAL BANKS—TURNING POINTS?

Three central bank decisions are on tap over the coming week with one of them having the
ability to impact global markets and the other being of greater significance to regional
markets including within a key market for Scotiabank and its clients.

PBOC—A DELICATE BALANCE

Most within consensus expect no change to the central bank's 1-year Medium-Term Lending
Facility Rate at the start of the week (Sunday 9:20pmET). That's not the same as saying the
scope for surprise is immaterial or that there is no case for easing. There may well be such
potential to kick off the week in a possibly favourable manner in the context of the outlook for
the global economy including China’s part of it and the outlook for several types of
commodities.

For starters, Reuters reported on April 24™ that Chinese authorities were reportedly
pressuring banks to cut their deposit rates that were last cut back in September. The next 1-
and 5-year LPR settings will be on May 21 after the PBoC sets its 1-year MTLFR this week. A
PBoC cut this week would set the stage for banks to follow suit.

Furthermore, inflation is non-existent and miles beneath the central bank’s inflation target
(chart 4) and the initial reopening impulses upon economic growth appear to be softening as
evidenced by softening PMIs and a steep drop in imports. Headwinds to Chinese
manufacturing including downside risk to key export markets and bloated industrial
inventories (chart 5). Credit easing has been a very powerful effect this year with assistance
from reductions to required reserve ratios, but the latest figures for April point to lost
momentum in April while still keeping year-to-date growth at elevated levels (chart 6).
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The concern that remains a powerful argument against easing, however, is the risk of stoking Chart7

yuan instability. If the PBoC begins easing while it is not readily apparent that the Federal Mexico: Overnight Rate Forecasts

Reserve is totally done with raising rates, then carry could become a more negative risk to 2oy Market implied rate
destabilizing the yuan and hence the Chinese financial system. A lot will depend upon how 1 :
PBoC officials view the outlook for the US economy and financial system and the Fed’s part 10 i
within it all alongside assessments of domestic prospects. 9 i
8 i
BANXICO—GAMBLING ON A PEAK 7 '
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another 25bps for which markets are not priced. 3 r
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19 20 21 22 23 24
Sources: Scotiabank Economics, Banxico,
Bloomberg. INEGI.

greater easing priced in 2024.

What the hold camp has in its favour are the nascent signs that inflationary pressures have
been ebbing and not just on headline CPI. Core CPI inflation peaked at 8.5% y/y in November
and April’s reading was 7.7% with headline inflation falling back to 64%. Month-over-month

Chart8

seasonally unadjusted changes in Mexican core CPI were unusually hot last year but so far this .
. . ) _ Canada: Services vs Wage Growth
year have been tentatively reverting back toward a more typical seasonal pattern especially in
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Bankgo Sentral ng Pilipinas is expected to hold its overnight borrowing rate at 6.25% on
Thursday but a small minority of economists think the central bank could extend its hiking 00 r
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evidence that inflation may be cooling in the wake of April's headline and core CPI readings is
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The sausage grinder of Canadian inflation statistics will whir to life again on Tuesday. The Sources: Scotiabank Economics, Haver Analytics.
impact upon markets will depend upon whether it’s sweet like relish or smothered in mustard.
Any such impact could be temporary in the face of required evidence that inflation has to

move durably lower over time to convince the BoC that it can ease up on the brakes or even Chart9
avoid pressing them harder. That evidence might be harder to come by than may be Sticky Canadian Core Inflation
desirable. 101 m/m %, sAAR
I've estimated an increased of 0.5% m/m NSA and in seasonally adjusted terms given that 8 Core CPI
April's seasonal adjustment factor isn’t much of an issue compared to other months. Gasoline Core CPI
prices should be a fairly neutral contributor to the month-over-month rates. I've assumed e - Median
that services will remain a significant contributor (chart 8) alongside shelter costs with 4
vehicles playing a minor role.

. ! . . : . 2t Core CPI
At issue is whether the measures of core inflation remain as sticky as they have been of late - Trim
with all readings at or slightly above 3% m/m SAAR (chart 9). That matters the most to o . .
assessing price pressures and the implications for the Bank of Canada, but too often it’s
missed on first passes. There has been progress toward lower month-over-month core 2 L
inflation measured in seasonally adjusted terms at an annualized rate, but the main gauges 21 22 23
are showcasing persistence at rates above the BoC’s 2% inflation target. These various Sources: Scotiabank Economics, Haver.

Global Economics 4



Scotiabank.

THE GLOBAL WEEK AHEAD

measures weed out extraneous drivers to varying degrees. For instance, mortgage interest
cost is just not a factor in driver trimmed mean and weighted median inflation despite its
rapid increases in lagging fashion to policy rate adjustments and so it doesn’t impact the
BoC'’s thinking toward the drivers of inflation.

So what does it matter if inflation remains sticky or not? Governor Macklem has been placing
extra communications efforts into convincing markets that he is serious toward getting
inflation durably down to the 2% target as the midpoint of the 1-3% target range. He warns
that the next leg lower could require additional policy tightening. The question is the degree
to which he really means that, and this isn’t clear.

In my view, there is a stronger case for the next nearer-term move being higher than lower.
Inflation risk is pivoting higher in Canada over the coming months and quarters. There is more
pent-up services demand in Canada than the US. Housing is at an inflection point that is
headed higher in the context of no inventories, a surge of immigration, idled first time
homebuyers waiting to pounce with higher down payments, an increasing array of forecasts
pointing toward rising expectations for capital gains, another housing stimulus program that
was introduced on April 1 (1) and robust job markets. Fiscal policy remains supportive of
growth and with that persistent inflationary pressure. Canada has not even begun to take
steps toward creating excess capacity in the economy that would be disinflationary. And then
there are all of the other layered on structural drivers of inflation over the longer run that I'm
still of the view have moved higher compared to the prior decade.

GLOBAL MACRO—SOMETHING FOR EVERYONE

Across the rest of the line-up will be several main focal points that cut across global markets
such as consumer updates in the US and Canada, UK and Australian jobs, evidence on
momentum in China’s economy, New Zealand’s Budget, Turkey’s weekend election, plus
Japanese inflation and GDP.

US retail sales are due on Tuesday and could show a large pop higher. April’s reading should
benefit from about a 7% m/m SA rise in new vehicle sales that on its own would add about 1%
to m/m retail sales, plus a 3% m/m SA gain in gasoline prices that should add about another
quarter point. CPl components pointed toward gains in retail categories that are more
oriented toward goods than services. Key will be core sales excluding vehicles and gasoline.

The US will also update readings on industrial production (Tuesday), the Empire (Monday)
and Philly Fed (Thursday) manufacturing gauges that will start to inform ISM expectations,
plus a pair of housing gauges including starts (Wednesday) and resales (Thursday). Initial
jobless claims will be closely monitored to see if the latest week’s increase has legs to it.

Canada will primarily focus upon CPI, but a few other readings will be on offer. On Friday, we'll
get a pair of retail sales reports that will further inform momentum in a part of the consumer
sector. March’s retail sales were previously guided to have declined by 1.4% m/m, but a key
problem was the very low 28% sampling rate behind that ‘flash’ measure from Statistics
Canada that was the lowest since Statcan started to offer the preliminary readings in 2020.
As chart 10 demonstrates, this might indicate high risk of revision in one direction or another.
Then the focus will turn to the agency’s preliminary reading on April’s retail sales but with a
hopefully improved sampling rate.

Canada will also update housing starts during April (Monday), an expected dip in wholesale
trade (Monday) and an expected rise in manufacturing sales. The Bank of Canada will also
release its Financial System Review on Thursday after its sales loan officer opinion survey
showed significant incremental tightening of lending conditions for mortgages but little
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change in other household lending products or business lending (chart 11). It’s vital to interpret
these gauges as indicating the net percentage of lenders who say they are tightening at the
margin rather than interpreting them to mean cumulative tightening.

Asia-Pacific markets could be impacted the most by whatever the PBoC does, with a few other
gauges of relevance to consider. Momentum in China’s economy will be informed by April’s
readings on industrial output, retail sales, the jobless rate and new home prices. Australian jobs
(Wednesday) are expected to continue rising and indicate a strong employment market and
before that will be the Q1 wages report (Tuesday) that is expected to accelerate from the prior
softer reading (chart 12). Australian job vacancies remain very high (chart 13).

Bank of Japan watchers will have one eye on Q1 GDP (Tuesday) and another on April’s CPI
report (Thursday). GDP is expected to squeeze out slight growth while inflation continues to
edge higher in headline and core terms.

New Zealand’s turn to deliver a budget will be on Wednesday (10pmET). As | wrote in an earlier
note, the recent Australian budget was longer on rhetorical prudence than the numbers
indicated and so we’ll see if NZ Finance Minister Robertson’s recent guidance against measures
that would complicate the inflation fight turns into reality.

Turkey’s weekend election will captivate Europeans with potentially significant geopolitical
implications. Recep Erdogan’s longstanding rule is at risk of losing the first round of elections on
Sunday. Erdogan’s economic policies have been ruinous to the country as he has overtly
meddled in the central bank’s affairs, ordered rate cuts that drove a collapse in the lira and
soaring inflation that presently sits at about 44% y/y. He has let’s just say unorthodox views
that easier money drives lower inflation which isn’'t working out so well. The ruling elite, mind
you, isn’t paying the price being borne by the masses.

European indicators will include UK total employment and wages for March along with payrolls
in April (Tuesday), plus a handful of other measures I'll write about over the week. That the UK
has a serious inflation problem is evident by now, but firm wage growth adds to the risk of
persistence (chart 14).

Q1 GDP readings will arrive in the Eurozone (Tuesday), Thailand (Monday), Colombia (Monday),
and Chile (Thursday).
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Key Indicators for the week of May 15 -19
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Housing Starts (000s a.r.)
Wholesale Trade (m/m)

Empire State Manufacturing Index
Existing Home Sales (m/m)

Total Net TIC Flows (US$ bn)
Net Long-term TIC Flows (US$ bn)
Core CPI - Median (y/y)

Core CPI - Trim (yly)

CPI, All items (m/m)

CPI, All items (yly)

CPI, All items (index)
Manufacturing Shipments (m/m)
Retail Sales (m/m)

Retail Sales ex. Autos (m/m)
Core CPI - Common (y/y)
Capacity Utilization (%)

Industrial Production (m/m)
Business Inventories (m/m)
NAHB Housing Market Index
MBA Mortgage Applications (w/w)
International Securities Transactions (C$ bn)
Building Permits (000s a.r.)
Housing Starts (000s a.r.)
Housing Starts (m/m)

Initial Jobless Claims (000s)
Continuing Claims (000s)
Philadelphia Fed Index

Existing Home Sales (mn a.r.)
Existing Home Sales (m/m)
Leading Indicators (m/m)
Overnight Rate (%)

Retail Sales (INEGI) (y/y)

Retail Sales (m/m)

Retail Sales ex. Autos (m/m)

Indicator

Industrial Production (m/m)
Industrial Production (y/y)

Average Weekly Earnings (3-month, y/y)
Employment Change (3M/3M, 000s)
Jobless Claims Change (000s)

ILO Unemployment Rate (%)

GDP (yly)

Employment (g/q)

GDP (q/q)

Trade Balance (€ mn)

ZEW Survey (Economic Sentiment)
ZEW Survey (Current Situation)
ZEW Survey (Economic Sentiment)
CPI - EU Harmonized (y/y)

CPI (m/m)

CPI (yly)

Euro zone Core CPI Estimate (y/y)
Real GDP (yly)

GfK Consumer Confidence Survey
Producer Prices (m/m)

Sources: Bloomberg, Scotiabank Economics.
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213.9
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0.5
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0.4
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-0.8
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2.0
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Key Indicators for the week of May 15 -19
ASIA PACIFIC
Country Date Time Indicator Period BNS Consensus Latest
PH 05-13 21:00 Overseas Remittances (y/y) Mar - 3.2 2.4
TH 05-14 22:30 GDP (g/q) 1Q - 1.8 1.1
TH 05-14 22:30 GDP (yly) 1Q - 23 4.6
ID 05-15 00:00 Exports (yly) Apr - -19.9 -11.3
ID 05-15  00:00 Imports (y/y) Apr - -6.0 -6.3
ID 05-15 00:00 Trade Balance (US$ mn) Apr - 3342.0 2827.9
JN 05-15 02:00 Machine Tool Orders (yly) Apr P - -- -15.2
IN 05-15 02:30 Monthly Wholesale Prices (y/y) Apr - -0.4 1.3
IN 05-15 07:30 Exports (yly) Apr - - -13.9
IN 05-15 07:30 Imports (yly) Apr - - -7.9
CH 05-15 22:00 Fixed Asset Investment YTD (yly) Apr - 5.7 5.1
CH 05-15 22:00 Industrial Production (y/y) Apr - 10.8 3.9
CH 05-15 22:00 Retail Sales (y/y) Apr -- 22.0 10.6
JN 05-16  19:50 GDP (g/q) 1QP -- 0.2 0.0
JN 05-16 19:50 GDP Deflator (yly) 1QP - 2.0 1.2
Si 05-16  20:30 Exports (y/y) Apr - -10.7 -8.3
AU 05-16 21:30 Wage Cost Index (g/q) 1Q -- 0.9 0.8
JN 05-17 00:30 Capacity Utilization (m/m) Mar - -- 3.9
JN 05-17 00:30 Industrial Production (m/m) Mar F - -- 0.8
JN 05-17 00:30 Industrial Production (y/y) Mar F - -- -0.7
NZ 05-17 18:45 Producer Price - Inputs (q/q) 1Q -- - 0.5
NZ 05-17 18:45 Producer Price - Outputs (q/q) 1Q -- - 0.9
JN 05-17 19:50 Merchandise Trade Balance (¥ bn) Apr - -600.0 -755.1
JN 05-17 19:50 Adjusted Merchandise Trade Balance (¥ bn) Apr - -1078.6 -1209.9
JN 05-17 19:50 Merchandise Trade Exports (y/y) Apr - 3.0 4.3
JN 05-17 19:50 Merchandise Trade Imports (y/y) Apr - -0.6 7.3
AU 05-17 21:30 Employment (000s) Apr - 25.0 53.0
AU 05-17 21:30 Unemployment Rate (%) Apr - 3.5 3.5
PH 05-18 03:00 Overnight Borrowing Rate (%) May 18 -- 6.3 6.3
HK 05-18 04:30 Unemployment Rate (%) Apr - 3.0 3.1
NZ 05-18 18:45 Trade Balance (NZD mn) Apr - -- -1273.0
Nz 05-18 18:45 Exports (NZD bn) Apr - - 6510.0
Nz 05-18 18:45 Imports (NZD bn) Apr - - 7780.0
JN 05-18 19:30 National CPI (y/y) Apr - 3.5 3.2
PH 05-18 21:00 Balance of Payments (US$ mn) Apr - -- 1267.0
MA 05-19 00:00 Exports (y/y) Apr - -5.0 -1.4
MA 05-19 00:00 Imports (yly) Apr - -6.1 -1.8
MA 05-19 00:00 Trade Balance (MYR bn) Apr -- 21.3 26.7
JN 05-19 00:30 Tertiary Industry Index (m/m) Mar - 0.3 0.7
TA 05-19 04:20 Current Account Balance (US$ mn) 1Q -- - 22095.0
LATIN AMERICA
Country Date Time Indicator Period BNS Consensus Latest
PE 05-15 11:00 Economic Activity Index NSA (y/y) Mar 1.0 1.1 -0.6
PE 05-15 11:00 Unemployment Rate (%) Apr 7.2 7.4 7.5
CcO 05-16  11:00 Trade Balance (US$ mn) Mar - -830.0 -554.9
Bz 05-17 08:00 Retail Sales (m/m) Mar - -0.2 -0.1
Bz 05-17 08:00 Retail Sales (yly) Mar - 0.9 1.0
CL 05-18 08:30 GDP (g/q) 1Q 1 - 0.1
CL 05-18 08:30 GDP (yly) 1Q -0.9 - 2.3
BZ 05-19 08:00 Economic Activity Index SA (m/m) Mar - -0.5 3.3
BZ 05-19 08:00 Economic Activity Index NSA (y/y) Mar - 3.5 2.8

Forecasts at time of publication.
Sources: Bloomberg, Scotiabank Economics.
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Global Auctions for the week of May 15 -19

NORTH AMERICA

Country Date Time Event
CA 05-17 12:00 Canada to Sell 3 Year Bonds
us 05-17 13:00 U.S. To Sell 20-Year Bonds
us 05-18 13:00 U.S. To Sell 10-Year TIPS Reopening

EUROPE

Country Date Time Event
Fl 05-16 07:00 Finland to Sell Bonds
GR 05-17 03:00 Greece to Sell Bonds
FR 05-17 04:50 France to Sell Bonds
UK 05-17 05:00 U.K. to Sell GBP3.75 Billion of 4.125% 2027 Bonds
GE 05-17 05:30 Germany to Sell EU4 Billion of 2.3% 2033 Bonds
FR 05-17 05:50 France to Sell I/L Bonds
SP 05-18 04:30 Spain to Sell Bonds

ASIA PACIFIC

Country Date Time Event
JN 05-14 23:35 Japan to Sell 5-Year Bonds
CH 05-15 21:30 Ningxia to Sell Bonds
CH 05-15 22:30 Heilongjiang to Sell Bonds
CH 05-16 03:00 Anhui to Sell Bonds
CH 05-16 22:35 China to Sell Bonds
JN 05-16 23:35 Japan to Sell 20-Year Bonds
CH 05-18 22:35 China Plans to Sell CNY 30Y Upsized Bond

LATIN AMERICA

Country Date Time Event
No Scheduled Auctions

Sources: Bloomberg, Scotiabank Economics.
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Events for the week of May 15 -19

NORTH AMERICA

Country Date Time Event
us 05-13 10:30 Fed’s Cook Gives Commencement Speech
us 05-15 08:45 Fed’s Bostic Has Opening Remarks at Financial Markets
us 05-15 09:15 Fed’s Kashkari Takes Part in a Moderated Discussion
us 05-16 08:15 Fed’s Mester Discusses the Economic and Policy Outlook
us 05-16 12:15 Fed’s Williams Discusses Economic Outlook and Monetary Policy
us 05-16 15:15 Fed's Logan Moderates Panel Discussion at Atlanta Fed Conference
us 05-16 19:00 Fed’s Bostic and Goolsbee Discuss the Economic Outlook
CA 05-18 10:00 Bank of Canada Releases Financial System Review
us 05-18 10:00 Fed's Logan Speaks at Texas Bankers Association Convention
MX 05-18 15:00 Overnight Rate
us 05-19 08:45 Fed’s Williams Speaks at Monetary Policy Conference
us 05-19 11:00 Fed Chair Powell, Former Chair Bernanke Speak on Policy Panel

EUROPE

Country Date Time Event
SW 05-15 07:00 Riksbank's Bunge speech on current economic situation
EC 05-15 08:10 ECB's Nagel Speaks
UK 05-15 12:00 BOE's Huw Pill speaks
EC 05-16 04:15 ECB's Makhlouf Speaks
EC 05-16 10:00 ECB's Lagarde Speaks
SW 05-17 05:30 Riksbank's Floden at research seminar
EC 05-17 11:15 ECB's Guindos Speaks
UK 05-18 03:45 BOE's Huw Pill speaks
UK 05-19 05:45 BOE's Haskel speaks
EC 05-19 09:55 ECB's Schnabel Speaks
EC 05-19 11:00 ECB's Schnabel Speaks
EC 05-19 15:00 ECB's Lagarde, De Cos on Brazil Central Bank Panel

ASIA PACIFIC

Country Date Time Event
AU 05-15 21:30 RBA Minutes of May Policy Meeting
PH 05-18 03:00 BSP Overnight Borrowing Rate
PH 05-18 03:00 BSP Standing Overnight Deposit Facility Rate

LATIN AMERICA

Country Date Time Event
UR 05-16 Monetary Policy Rate
MX 05-18 15:00 Overnight Rate

Sources: Bloomberg, Scotiabank Economics.
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Global Central Bank Watch
NORTH AMERICA
Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Bank of Canada - Overnight Target Rate 450 June 7,2023 450 450
Federal Reserve - Federal Funds Target Rate 525 June 14,2023 5.25 525
Banco de México - Overnight Rate 1.25 May 18,2023 1.25 1.25

Banco de México: Our Mexican economist Eduardo Sudrez expects Banxico to hold its overnight rate ate at 11.25%. There may be dissenters within a general
bias that conveys the understanding that tightening to date has been sufficient to return inflation to target over time.

EUROPE

Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
European Central Bank - Refinancing Rate 3.75 June 15,2023 4,00 4.00
European Central Bank — Marginal Lending Facility Rate 4.00 June 15,2023 4.25 425
European Central Bank - Deposit Facility Rate 3.25 June 15,2023 3.50 350
Bank of England - Bank Rate 4.50 June 22,2023 4.75 450
Swiss National Bank - Sight Deposit Rate 1.50 June 22,2023 150 150
Central Bank of Russia — One-Week Auction Rate 7.50 June 9, 2023 7.50 7.75
Sweden Riksbank — Repo Rate 350 June 29,2023 350 350
Norges Bank — Deposit Rate 3.25 June 22,2023 3.50 350
Central Bank of Turkey — Benchmark Repo Rate 8.50 May 25,2023 8.50 8.50
ASIA PACIFIC

Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Bank of Japan - Policy Rate -0.10 June 16, 2023 -0.10 -0.10
Reserve Bank of Australia — Cash Rate Target 3.85 June 6,2023 3.85 3.85
Reserve Bank of New Zealand - Cash Rate 5.25 May 23,2023 5.50 5.50
People's Bank of China - 1-Year Loan Prime Rate 3.65 May 21,2023 3.65 3.65
Reserve Bank of India - Repo Rate 6.50 June 8,2023 6.50 6.50
Bank of Korea - Base Rate 3.50 May 25,2023 3.50 3.50
Bank of Thailand - Repo Rate 175 May 31,2023 175 175
Bank Negara Malaysia — Overnight Policy Rate 3.00 July 6,2023 3.00 3.00
Bank Indonesia - 7-Day Reverse Repo Rate 5.75 May 25,2023 5.75 5.75
Central Bank of Philippines — Overnight Borrowing Rate 6.25 May 18,2023 6.25 6.25

People's Bank of China: Most within consensus expect no change to the central bank's 1-year Medium-Term Lending Facility Rate on Monday. That's not
the same as saying the scope for surprise is immaterial or that there is no case for easing. Inflation is non-existent and the initial reopening impulses upon
economic growth appear to be softening, but the issue that remains is concern toward yuan instability if the PBoC begins easing while it is not readily
apparent that the Federal Reserve is totally done with raising rates such that carry remains a risk to destabilizing the yuan and the Chinese financial system.
Central Bank of Philippines: No change is expected in the overnight borrowing rate of 6.25% on Thursday but a small minority of economists think the
central bank could extend its hiking cycle with another 25bps. At issue is whether the central bank thinks the nascent evidence that inflation may be cooling
in the wake of April's headline and core CPI readings is enough to merit a pause.

LATIN AMERICA

Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
Banco Central do Brasil - Selic Rate 13.75 June 21,2023 13.75 13.75

Banco Central de Chile - Overnight Rate 11.25 June 19,2023 11.25 11.25

Banco de la Republica de Colombia - Lending Rate 13.25 June 30,2023 13.25 13.25

Banco Central de Reserva del Per(i - Reference Rate 775 June 8,2023 775 775
AFRICA

Rate Current Rate Next Meeting Scotia's Forecasts Consensus Forecasts
South African Reserve Bank - Repo Rate 7.75 May 25,2023 8.00 8.00

Sources: Bloomberg, Scotiabank Economics.
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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.
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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.
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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
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