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On Deck for Tuesday, September 24

Country Date Time Indicator Period BNS Consensus  Latest
US 0924 09:00 S&P/Case-Shiller Home Price Index (m/m) 04 0.4 04
US 0924 09:00 S&P/Case-Shiller Home Price Index (yfy) Jul 64 59 6.5
US 0924 09:00 Fed Governor Bowman Speaks at Kentucky Bankers' Association
US 0924 10:00 Consumer Confidence Index Sep 103.0 104.0 103.3
US 0924 10:00 Richmond Fed Manufacturing Index Sep -12.0 -19.0
CA 0924 13:15 Fireside Chat with BoC's Governor Tiff Macklem

KEY POINTS:

e Risk-on sentiment driven by Chinese announcements with light spillover effects
e  Hereis what China announced

e  While Chinese policymakers are finally waking up...

e ..thereremain serious headwinds to achieving success

e Will BoC’s Macklem continue to inject caution into an exuberant rates market?
e RBA stayed on a hawkish hold

e US to update confidence, house prices, manufacturing gauge

e Please see the Global Week Ahead here, sent yesterday

Stock market gains are being led by gains of about 4% across China's main indices but
with little follow through elsewhere as European exchanges are mixed, US S&P futures are
flat, and TSX futures are slightly higher. Commodities are rallying including about a 2%2%
gain in oil prices. Commodity and higher-beta currencies are outperforming to the dollar
including ones like CAD, the Scandies, the A$/NZ$ and MXN.

The driver is a suite of policy measures that was announced by Chinese authorities
overnight. Aussie sovereign yields are outperforming other benchmarks after the RBA
noted it did not explicitly discuss a rate hike, although the rest of its messaging was purely
hawkish. BoC Governor Macklem is on tap alongside US data.

CHINA'’S IMPRESSIVE SUITE OF MEASURES FACES MULTIPLE OBSTACLES TO SUCCESS

China let off some fireworks overnight, as if the Lunar New Year arrived early! The positive
is that at least the authorities are showing the most aggressive signs to date of rising to
the challenges faced by China’s economy. Plenty of concerns remain about whether the
initiatives will work or create further problems. There are a lot of details to digest over
time so treat what follows as tentative initial thoughts.

First, here is a summary of key measures that were introduced:

The People’s Bank of China cut its key 7-day repo rate by 20bps to 1.5%. The rate has
been reduced from 2.4% just before the global pandemic and this has done little for
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China’s economy. Chart 1includes this change and other rate changes noted below;

e The one- and five-year Loan Prime Rates were guided to be cut by 0.2% to 0.25%
when they get updated on October 20th. The 5-year LPR is key to the property
market and has fallen from 4.8% pre-pandemic to probably 3.6% after
implementation and yet this has done little to help appetite for housing;

e The one-year Medium-Term Lending Facility Rate is to be cut by 0.3% tonight. This
used to be the key policy rate before the rates complex was shifted toward managing
the 7-day repo rate. The MTLFR has been cut from 3.25% pre-pandemic to 2% after
implementation;
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e  Funds, insurers and brokers will be allowed to tap
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Still, there is hardly any guarantee of success here. Here are

some of my thoughts: Chart7 Chart 8
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the next point.

e Wil borrowers respond? Or will the outcome be like the proverbial ‘pushing on a string’ problem that characterizes ineffective
monetary policy initiatives given falling house prices, weakening core CPl and soft confidence? China has eased multiple times to date
with little effect.

e Catch afalling knife? Chart 7 shows falling new home prices and a similar chart could be made for resale home prices. Confidence to
buy has to be rooted in positive capital gains expectations.
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The road to riches in the stock market is not paved
by inducements to buy as opposed to better
earnings growth. Cheap credit—pending details on
terms—can simply wind up feeding more of a
bubble. That is less of a concern in light of the
plunge in equity valuations over time (chart 8) but
could be resurrected depending upon whether
cheap funding is enough of an inducement which in
turn depends upon how institutional investors view
prospects for capital gains driven by fundamentals
over time.

China also needs complementary fiscal measures,
yet its governments are deeply indebted especially
at the local level. Chart 9 shows the Chinese
government’s fiscal deficits running at over 4%2% of
GDP and above the target they never hit and the
figures on debt are widely viewed as incomplete.
Local governments are particularly indebted.

China also faces more restrictive trade policies
across its trading partners that are likely to weigh
against growth while global supply chains may pivot
away from the country over the long term and
already have been doing so. Its biggest export
markets do not trust the state’s role in China’s
economy and its ambitions abroad in the context of

an economy guided less by market mechanisms than

political goals. If Trump wins the US election then
tariffs against China could be a severe risk.

China has a really bad case of inventory bloat (chart
10). No bottle of Tums will help that, only growth will.
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The jury remains out on deflation but recent data has leaned more in that direction. August posted the weakest month for core CPI on

record compared to like months of August (chart 11) and seasonally adjusted core CPI has been trending around very soft numbers this

year (chart 12). Deflation is a sustained, broad decline in prices that is expected to persist and that alters behaviour by postponing

spending and investment. A much longer period of price weakness and much more evidence of a spiralling effect is required so at this

point it remains prudent to focus on risks.

China’s aging population is a significant headwind to long-term growth.

RBA STAYS ON HOLD

The RBA held its policy rate at 4.35% as universally expected and sounded in no rush to alter its policy stance. The 2-3% inflation target is

not expected to be sustainably achieved until 2026 and the RBA argues that policy easing abroad is because other central banks were more
restrictive than the RBA.

BOC GOVERNOR MACKLEM TO SPEAK

BoC Governor Macklem will deliver a fireside chat (1:10pmET) and prepared remarks (12:55pmET) this afternoon. His topic is "Growth During

Uncertainty." See my week ahead here for more including the tone of recent BoC communications that have broadly sought to inject more

caution into the rates market and some forecasters' beliefs.
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LIGHT N.A. RELEASES

The US will update consumer confidence this morning including measures of inflation expectations and the availability of jobs (10amET).
The US also updates repeat sales home prices for July that are still rising by about 5%2% y/y nationwide (9amET), and the Richmond Fed'’s
manufacturing index (10amET). Fed Governor Bowman—who dissented in favour of a smaller cut—speaks at 9amET.

Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I-WK | L[ast 1-day I-WK | Last 1-day I-WK | Last 1-day I-WK
u.s. 361 359 361 | 354 351 344 ] 379 375 365| 414 4.09 3.96 [Canada-BoC 4.25
CANADA 293 291 292 | 277 274 271299 295 289 319 314 3.07
GERMANY 214 215 2231 201 200 203 ] 218 216 214 | 251 248 240 |US-Fed 5.00
JAPAN 035 039 039] 047 050 049 082 085 083 | 207 207 1.99
U.K. 396 392 382 381 375 364 398 392 377 | 456 450 4.35 |England - BoE 5.00
Spreads vs. U.S. (bps):
CANADA -68 -67 -69 =77 =77 -73 -81 -80 -76 -95 -95 -89 |Euro zone - ECB 3.65
GERMANY -147 144 138 | -154 -151 -141 | 161 -159 -150 | -163 -161 -156
JAPAN -325  -320 -322 | -307 -301 -295 | -298 -290 -282 | -207 -202 -197 |Japan - BoJ -0.10
U.K. 35 33 22 27 25 19 19 17 12 42 40 39
m Cevel % change: Mexico - Banxico 10.75
Last Change 1 Day 1-wk 1-mo A-yr
S&P/TSX 23895 273 0.1 0.8 2.6 20.8 Australia - RBA 4.35
Dow 30 42125 61.3 0.1 1.2 23 24.0
S&P 500 5719 16.0 0.3 1.5 1.5 324 New Zealand - RBNZ 5.25
Nasdaq 17974 26.0 0.1 22 0.5 36.0
DAX 18970 123.6 0.7 1.3 1.8 21.9 Next Meeting Date
FTSE 8281 21.6 0.3 -0.3 -0.6 7.8
Nikkei 37941 216.7 0.6 3.7 -1.1 16.1 Canada - BoC Oct 23, 2024
Hang Seng 19001 753.5 4.1 9.1 7.9 7.2
CAC 7616 107.7 1.4 1.7 0.5 6.0 US - Fed Nov 07, 2024
Commodities Level % change:
W rude 7210 1.73 2.5 1.3 -3.6 -19.9 England - BoE Nov 07, 2024
Natural Gas 2.62 0.01 0.4 12.9 29.7 -0.5
Gold 2626.22 -2.49 -0.1 22 17.8 36.4 Euro zone - ECB Oct 17, 2024
Silver 30.63 -0.69 2.2 -0.9 4.1 29.5
CRB Index 28413 0.00 0.0 2.0 1.9 -0.7 Japan - BoJ June 14, 2024
Level % change:
1.3509 -0.0032 -0.2 -0.7 0.2 0.4 Mexico - Banxico Sep 26, 2024
EURUSD 1.1127 0.0016 0.1 0.1 -0.3 5.0
USDJPY 144.00 0.3900 0.3 1.1 -0.4 -3.3 Australia - RBA Sep 24, 2024
AUDUSD 0.6849 0.0011 0.2 1.4 1.1 6.6
GBPUSD 1.3369 0.0022 0.2 1.6 1.4 9.5 New Zealand - RBNZ Oct 08, 2024
USDCHF 0.8482 0.0007 0.1 0.1 0.1 -7.0
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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
oract 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; Scotiabank Europe plc; Scotiabank (Ireland) Designated Activity Company; Scotiabank Inverlat S.A., Institucion de Banca Multiple, Grupo
Financiero Scotiabank Inverlat, Scotia Inverlat Casa de Bolsa, S.A. de C.V., Grupo Financiero Scotiabank Inverlat, 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 authorized 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
authorized 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, Grupo Financiero Scotiabank Inverlat, and Scotia Inverlat 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.
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