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KEY POINTS:

e Stocks fall as US stimulus talks collapse

e Trump orders an end to stimulus negotiations

e Was it Trump, or has he lost the confidence of the GOP?

o Tightened financial conditions and a confidence blow add downside
risks to US, world growth

e US stimulus likely on hold until well into 2021

e Powell warns, but holds back

e  FOMC minutes will likely do the same

e Light overnight European releases

e Canada’s all-economy PMI on tap

TODAY’S NORTH AMERICAN MARKETS

Stocks fell as US fiscal stimulus talks fell apart (see more below). Fed Chair
Powell's speech was largely shaken off by markets. Tomorrow’s FOMC minutes
are likely to be treated the same way as stale. The release calendar is light
through the overnight into tomorrow. Any risk catalysts may be derived from US
fiscal stimulus talks that were practically dead quiet today but that post after-
market risk.

e US stocks fell by about 1% across exchanges after the talks fell apart.
European bourses closed up before the headlines by as little as 0.1% in
London and as much as %% to 1 %2% in Italy and Spain, but expect a risk-
off tone to catch-up to US stimulus headlines overnight.

e Qil pared some of its earlier gains but is still tracking a gain of just over 2%.
Gold shed US$20/0z to under US$1900 in part on dollar strength.

e Sovereign bonds reacted to the stimulus headlines with bull flatteners that
drove 10 year yields down by about 4bps in the US and Canada. European
markets will play catch up.

e The USD shot upward on the headlines and is gaining on most currencies
except for against other safe havens like the yen and to a lesser extent the
Swiss franc.

The US fiscal stimulus talks fell apart after President Trump ordered fiscal
stimulus talks to end until after the US election. It is not clear whether this is
his choice or whether he has lost the confidence of his party if the GOP
balked at going any further toward meeting the Dems demands despite Trump’s
earlier support for a larger package. If it was Trump himself who pulled the plug
without coercion from the GOP, then I'm surprised because | had figured his
polling, debate performance and illness might have driven him more

aggressively toward a stimulus bill. That's why I'm inclined to think this was more

about the GOP leaders and the party rank and file opposing further stimulus

(notwithstanding they were the ones complicit to driving the pre-pandemic deficit

upward). Have they seen the polls and abandoned their President? It’s also
unclear that Pelosi was setting up Trump in that her numbers and timeline kept
drifting lower.
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Either way, that leaves the economy more vulnerable than we had judged. Our forecasts had not directly included additional
stimulus, but they had also not yet incorporated a further incremental tightening of financial conditions or confidence shock like we
are tentatively seeing now.

The length of stimulus pause is likely to be considerably beyond the US election at a minimum. The Fed is handicapped
likely until the November 5" meeting and probably beyond and it isn’t even clear what more monetary policy can do here. After the
election is the ensuing lame duck session of Congress. A new Congress convenes on January 3™. The Presidential inauguration
will be on January 20". Any new administration is likely going to need time to get to a new stimulus package if deemed necessary
at that point. Depending on election outcomes in both the executive and legislative branches, that could leave the US economy
entirely vulnerable to rising covid-19 cases, expiring stimulus and with nothing waiting in the wings until well into 2021 after
negotiation and then implementation.

Fed Chair Powell’s speech (here) had a dovish overall tone but contained no incremental policy information. Powell noted
that it's better to overshoot on policy than undershoot especially given second wave considerations, that the US fiscal deficit is
unsustainable but now is not the time to worry about that, and renewed recession risk is material. His most direct quote on the
direction of risks was the following:

"The expansion is still far from complete. At this early stage, | would argue that the risks of policy intervention are still
asymmetric. Too little support would lead to a weak recovery, creating unnecessary hardship for households and
businesses. Over time, household insolvencies and business bankruptcies would rise, harming the productive capacity of
the economy, and holding back wage growth. By contrast, the risks of overdoing it seem, for now, to be smaller. Even if
policy actions ultimately prove to be greater than needed, they will not go to waste. The recovery will be stronger and
move faster if monetary policy and fiscal policy continue to work side by side to provide support to the economy until it is
clearly out of the woods."

OVERNIGHT MARKETS

Germany (2amET) and Spain (3amET) will update industrial output figures for August. Both countries are expected to register mild
gains, but Spain might be more challenged in this regard after a much larger 9.3% m/m rise in July. Italy will update retail sales for
August (4amET) and a rebound from the prior month’s 2.2% drop is widely expected.

TOMORROW’S NORTH AMERICAN MARKETS

Minutes to the September 16" FOMC meeting will be the main development but they’re likely to be stale on arrival. That's
because they will arrive post-Powell today, after we have more evidence of climbing covid-19 cases and as fiscal stimulus talks
have not (yet?) made tangible progress. This was the meeting that brought out two voting dissenters, so one question relates to
the breadth of dialogue across voting and nonvoting members if we don’t already know that through their individual
communications since then.

In terms of off-calendar risk the main thing continues to be US fiscal stimulus talks. In the background continues to be efforts to
firm up expectations for the start of the US Q3 earnings season next week that will bring out 32 S&P500 firms including the usual
focus upon financials to kick it off.

Canada will update its all-economy (private and public sectors) Ivey PMI for September (10amET). No market effect is ever
likely. The August reading was looking toppish toward levels that were still around a two and a half year high (chart 1).
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Fixed Income

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 I-wk
u.s. 014 015 013 | 031 034 026 | 074 078 065 | 154 159 142 |Canada-BoC 0.25
CANADA 024 024 024 ]| 036 038 034 )] 058 062 054 | 115 118 1.08
GERMANY -069 -070 -0.71} -0.70 -0.71 -0.73] -0.51 -0.51 -0.55] -0.08 -0.08 -0.12 |US -Fed 0.25
JAPAN -0.12 -0.13 -013] -0.09 -0.11 -0.11] 0.04 0.03 0.02 | 064 062 0.61
U.K. -0.02 -0.02 -0.05| -0.03 -003 -0.09] 029 029 0.18 | 087 087 0.72 |England - BoE 0.10

Spreads vs. U.S. (bps):
CANADA 9 10 12 5 4 9 -17 -16 -12 -40 -41 -34 |Euro zone - ECB 0.00
GERMANY -84 -85 -84 -101  -104 -98 125 129 120 | 162 167  -154
JAPAN -26 -27 -25 -40 -44 -37 -70 -76 -63 -90 -97 -81 [Japan - BoJ -0.10
U.K. -16 -17 -18 -35 -37 -34 -46 -49 -47 -67 -72 -70
EEE Level % change: Mexico - Banxico 4.25
Last Change 1 Day 1-wk 1-mo 1-yr

S&P/TSX 16247 -163.4 -1.0 0.2 0.2 -1.2 Australia - RBA 0.25
Dow 30 27846 -303.1 -1.1 1.4 -1.0 4.8
S&P 500 3369 -39.2 -1.2 1.0 -1.7 14.1 New Zealand - RBNZ 0.25
Nasdaq 11190 -142.8 -1.3 0.9 -1.1 40.2
DAX 12906 77.7 0.6 0.6 0.5 7.4 Next Meeting Date
FTSE 5950 7.0 0.1 0.9 2.6 -16.8
Nikkei 23434 121.6 0.5 -0.4 1.5 9.6 Canada - BoC Oct 28, 2020
Hang Seng 23981 212.9 0.9 3.2 -2.5 7.1
CAC 4895 23.6 0.5 1.3 -1.4 -10.8 US - Fed Nov 05, 2020
Commodities Level % change:
WTI Crude 40.27 1.05 2.7 2.5 1.3 -23.7 England - BoE Nov 05, 2020
Natural Gas 2.52 -0.09 -3.5 -1.4 -2.5 7.3
Gold 1893.28 -20.25 -1.1 -0.3 -2.1 25.8 Euro zone - ECB Oct 29, 2020
Silver 23.92 0.05 0.2 45 -10.8 35.8
CRB Index 149.51 2.13 1.4 1.9 -0.1 -13.8 Japan - BoJ Oct 29, 2020
Currencies Level % change:
USDCAD 1.3294 0.0031 0.2 -0.7 1.5 -0.1 Mexico - Banxico Nov 12, 2020
EURUSD 1.1756 -0.0027 -0.2 0.1 -0.5 7.2
USDJPY 105.50 -0.2500 -0.2 -0.2 -0.7 -1.6 Australia - RBA Nov 02, 2020
AUDUSD 0.7124 -0.0057 -0.8 -0.1 -2.1 5.8
GBPUSD 1.2910 -0.0069 -0.5 0.4 -1.9 5.0 New Zealand - RBNZ Nov 10, 2020
USDCHF 0.9166 0.0012 0.1 -0.3 0.1 -7.9
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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
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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

