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KEY POINTS:

e Market risk focused on nonfarm, US stimulus, Brexit

e  Why nonfarm faces high uncertainty

e High noon drama in US fiscal stimulus talks

e Canada’s CIB announcement is like finding lost money

e Mexican peso gains on Banxico guidance

e Eurozone CPI could face downside risk to consensus estimates
e Australia’s restrictions expected to hit retail sales

TODAY’S NORTH AMERICAN MARKETS

We could be in for a sprint to the finish line overnight through tomorrow with
several forms of significant market risk. US nonfarm payrolls is an obvious stand-
out candidate; as argued below, given the volatility in temporarily laid off workers
coming back on payroll, no one should have terribly high confidence in the
change in payrolls. US fiscal stimulus negotiations did not appear to make
material progress today with the House scheduled to leave after tomorrow
following a likely symbolic vote on its own separate package. Brexit risks remain
material. The largest currency mover was nevertheless the Mexican peso.

e Equities wavered but closed higher across most markets. The S&P500
ended up 2% while the Nasdaq led the way with a 1 2% gain. The TSX
closed just under 2% higher. European cash markets were mixed with most
exchanges up by %% to 2% except for a 4% drop in Germany.

e Sovereign bond yields slipped a touch toward the longer ends except for
mild cheapening in gilts and spread compression in Italy that was partly an
offshoot of the country’s plan to bring its deficit in line with EU rules within
three years.

e  Qil prices fell by about 4%. Gold was up 1%. Copper prices plunged by over
5%; they had rallied from March through to about mid-September but have
slipped more recently partly on growth and stimulus concerns. Copper
inventories fell a touch today which doesn’t explain the incremental price
move.

e The USD was little changed over the day. In general, this morning’s
dispersed movements generally held into this afternoon as sterling and the
yen remained among the softer crosses, while most other major and semi-
major crosses were up by %% to 2% except for the 1 ¥2% rise in the
Mexican peso that followed last evening’s remarks by Banxico Deputy
Governor Guzman that room to cut rates is “getting even more limited” and
“the probability that we’ll have to take a pause has increased.”

A US fiscal stimulus package remains elusive, but headline risk will remain
high. Treasury Secretary Mnuchin’s US$1.6 trillion offer still falls shy of the
Dems’ $2.2T bill that they may vote on tonight as a purely symbolic move that
wouldn’t make it through the Senate. In my view, the main stumbling block
remains the White House and GOP don’t want to give the Dems a victory by
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Chart1

Temporarily Laid Off US Employees
Continue to Return to Work
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gravitating to their number but the spirit of cooperation among the Dems one month ahead of the election and two days after
Trump’s tactics in the debate is probably just as low.

Canada’s announcement that it would target C$10 billion in infrastructure spending through the Canada Infrastructure
Bank over the next three years is one part new and one part old. It is part of the original C$35B plan that was announced in
2017 but that has only doled out $4B to date. So, you could say the announcement is old, but the spending had been largely
written off given the track record. If revitalizing and repurposing the CIB is successful then it’s like finding money you thought you
had lost. Still in an economy that is roughly C$2 trillion in terms of inflation-adjusted GDP, $10B spread over three years won't
move the needle on growth.

OVERNIGHT MARKETS
Overnight calendars are pretty light ahead of nonfarm payrolls.

Australia updates retail sales figures for September tonight (9:30pmET). An advance estimate based on incomplete data
suggests that retail sales fell -4.2% m/m in August. An outbreak of cases in July led to the reintroduction of restrictions in state of
Victoria. These restrictions were upgraded in early August and likely had a significant impact on economic activity in Melbourne.
Sales in the state of Victoria fell by 12.6% m/m and report goes on to say that sales excluding Victoria would be a more modest
decline of 1.5% m/m.

Eurozone inflation during September will be updated at 5amET. There may be downside risk to the consensus estimate of -
0.2% yly with core at 0.4% yly because most economists did not update their estimates after downside surprises to individual
country estimates that were released this past week. Euro area inflation is expected to be significantly impacted by German’s
stimulus package through the rest of 2020. The package—introduced in July—lowered the standard VAT rate from 19% to 16%
and the reduced VAT rate from 7% to 5% until the end of the year. Energy prices will also continue to drag on inflation, which we
have seen consistently since the start of the pandemic.

TOMORROW’S NORTH AMERICAN MARKETS

Bring on nonfarm! The week could go out with either a bang or a whimper partly depending on what happened to US jobs last
month. Off-calendar risk will continue to monitor US stimulus and Brexit headlines. There might be a pure play on nonfarm for a
short interval, but either one of these could conceivably overwhelm any possible nonfarm market effects just as the House leaves
town after tomorrow. The House will hold a vote today on the Dems go-it-alone package but that could still just be a pressure tactic
so still be careful with conclusions. Also keep an eye on downside risk to consensus estimates for Eurozone inflation but it may
already be priced given earlier country releases this week.

For nonfarm, consensus expects 875k. I'm at one million (which this time happens to line up with the whisper number fwiw!) and
the trimmed range within consensus runs from approximately half a million to 1.2 million with a handful of outliers in both tails. |
went with unchanged wage growth of 4.8% y/y but there may be more downside than upside to this partly if lower-than-average
wage workers continue to come back.

There are several reasons for this view:

e there are still 6.2 million Americans on temp layoff, down from 18.1 in April but still way higher than the 801k figure in
February. I'm expecting continued callback of furloughed workers. This is a hugely variable driver that has seen between 1-5
million being called back each month. With little appetite for new hiring, | would think this is the dominant swing factor. As
chart 1 demonstrates, what happens to temp workers getting called back is the dominant driver of nonfarm payroll changes
during the pandemic.

e initial claims fell by around 200k between August and Sept nonfarm reference periods. That doesn’t speak to call backs and
any new job creation though.

e the Conference Board’s consumer confidence report showed the jobs plentiful minus hard to get gauge improving
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e  |SM-mfrg employment improved a bit
e ADP landed at 749k and has tended to lag nonfarm by hundreds of thousands over recent months

| also went with 8.0% for the UR derived from the companion household survey but there is a twist on this one. The household
survey showed 'uuuuge gains in jobs (3.76 million) and the labour force (968k) during August. Neither are likely to repeat in my
opinion. In a relative sense, there is likely more downside risk to the household survey’s job estimate for September compared to
August than there is for the labour force which *could* shift the tail risk higher.

It would still be tough slogging to get back to full employment if another million or so jobs land in your laps tomorrow. Barring
revisions, that would raise payrolls to about 142 million and hence still about 10 million shy of the pre-pandemic level. Put another
way, about 12 million jobs would have been recouped.

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 IWK | Last I1-day I-wk
u.s. 013 013 013 | 027 028 028 | 068 068 067 | 145 146 1.41 [Canada-BoC 0.25
CANADA 025 025 025 | 035 035 035] 055 056 055]| 110 1.1 1.08
GERMANY -0.71  -0.70 -0.70 | -0.72 -0.71 -0.70 | -0.54 -0.52 -0.50| -0.11 -0.09 -0.06 |US -Fed 0.25
JAPAN -0.12 -0.13 -0.14 ] -0.11 -0.11 -0.12 | 0.02 0.02 0.01 061 0.60 0.60
U.K. -0.04 -0.02 -0.05] -0.07 -0.06 -0.07 | 023 023 022 | 080 0.78 0.77 |England - BoE 0.10
Spreads vs. U.S. (bps):
CANADA 12 12 12 8 8 8 -13 -13 -1 -35 -35 -33 |Euro zone - ECB 0.00
GERMANY -83 -83 -83 -99 -99 -98 -121 121 117 | -156  -155  -146
JAPAN -25 -26 -27 -38 -39 -39 -66 -67 -66 -84 -86 -81 |Japan - BoJ -0.10
U.K. -17 -15 -18 -34 -33 -34 -44 -46 -45 -65 -67 -64
ENEN Level % change: Mexico - Banxico 4.25
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 16185 63.2 0.4 1.7 -2.8 -1.6 Australia - RBA 0.25
Dow 30 27817 35.2 0.1 3.7 -2.9 4.7
S&P 500 3381 17.8 0.5 4.1 -4.1 15.0 New Zealand - RBNZ 0.25
Nasdaq 11327 159.0 1.4 6.1 -5.1 43.2
DAX 12731 -30.0 -0.2 1.0 -1.9 3.8 Next Meeting Date
FTSE 5879 133 0.2 1.0 0.3 -20.1
Nikkei 23185 0.0 0.0 0.4 -0.3 6.5 Canada - BoC Oct 28, 2020
Hang Seng 23459 183.5 0.8 -1.2 -6.9 -10.1
CAC 4824 20.6 0.4 1.3 -2.3 -13.8 US - Fed Nov 05, 2020
Commodities Level % change:
WTI Crude 38.66 -1.56 -3.9 -4.1 -9.6 -27.9 England - BoE Nov 05, 2020
Natural Gas 2.49 -0.04 -1.5 10.7 -1.5 9.0
Gold 1904.92 19.10 1.0 2.0 -3.3 28.8 Euro zone - ECB Oct 29, 2020
Silver 23.73 -0.11 -0.5 0.6 -13.3 375
CRB Index 146.06 -2.45 -1.6 -1.6 -4.8 -16.1 Japan - BoJ Oct 29, 2020
Currencies Level % change:
USDCAD 1.3283 -0.0036 -0.3 -0.6 1.7 0.5 Mexico - Banxico Nov 12, 2020
EURUSD 1.1745 0.0024 0.2 0.6 -1.4 7.4
USDJPY 105.57 0.0900 0.1 0.2 -0.4 -2.0 Australia - RBA Oct 05, 2020
AUDUSD 0.7189 0.0027 0.4 2.0 -2.5 7.2
GBPUSD 1.2886 -0.0034 -0.3 1.1 -3.7 4.7 New Zealand - RBNZ Nov 10, 2020
USDCHF 0.9184 -0.0025 -0.3 -0.9 1.0 -7.6
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