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DAILY POINTS

KEY POINTS:

September 13, 2022 @ 7:20 EST

e  Are markets correct in dovishly positioning for US CPI?

e Look through the gas-induced softness in headline US CPI...

Derek Holt e ..ascoreis what matters...
VP & Head of Capital Markets Economics
Z:g.tfi}%k;é;;OE;onomics e ..except that the FOMC has likely already made up its mind on next week’s hike...
il Nl Ssanile lar CEpi e ..after passing on the chance to lean against 75bps pricing with data dependent
optionality
Chart1
e The UK lost jobs even as payrolls gained...
UK Employment
333 [ mns, SA mns,SA 7 303 e ..while wage growth firmed
e German investment sentiment is a sour start to monthly sentiment surveys
330 UK total 298
emﬁ()lLogg;ent Global markets are setting up for US CPI with a risk-on bias. Broad dollar weakness is
327 1 293 helping oil gain a buck. US equity futures are up by over %% and ditto for TSX futures
while European cash markets are performing similarly. US Ts are richer by ~4-5bps across
32.4 1 288 most of the curve. Rather mixed UK job market readings have had little to no durable
effect on gilts and sterling; 2-years opened a touch cheaper but faded that and are now
321 eg}i@{;ﬁ%‘ 283 richer wand sterling’s appreciation at the time of release coincided with a broad shift
(RHS) toward dollar weakness with sterling a middle of the pack performer to the dollar so far
38 20 '21 ;2 278 today. The real show for global markets will nevertheless be US core CPI.

Sources: Scotiabank Economics, UK ONS. The UK lost 46,000 jobs in July for the second consecutive decline after losing 71,000
jobs in June, seasonally adjusted. When newswires report 3m/3m rolling tallies they
always miss the turns in m/m terms. All the headlines are about the subset of payroll jobs

Ehant2 that went up with the flash reading for August indicating a gain of 71k after a small upward
UK Wage Growth -
200 - revision to July (77k from 73k). Payroll employment has generally outperformed total
m/m SAAR % employment since the switch got flicked back on early last year and has been on a steady
150 upward trend versus several soft patches in total jobs (chart 1).
100 UK wage growth accelerated to 5.2% y/y (5.1% consensus, 4.7% prior) in July. The more
5.0

useful figure for purposes of capturing pressures at the margin is m/m seasonally adjusted
oo e Y and annualized wage growth that landed at 6.5%, up from 2.1% the prior month but is
pretty consistently trending at a fairly hot rate since last August (chart 2).

50 F
100 + German ZEW investor expectations fell again to their lowest level since October 2008.
50 This rather unpleasantly kicks off the September round of survey-based readings ahead of

next week’s PMIs and the following week’s IFO business confidence gauge. Expect further

200 t weakening and more inflation as Russia plays pipeline games into winter.
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Sources: Scotiabank Economics, Bloomberg.

Then it's the big show, at least for this week and that’s also an indication of a light week
for calendar-based risk. US CPI expectations range from -0.4% m/m to +0.2% m/m with
most estimates in a -0.2 to 0% range. The median consensus estimate is -0.1% m/m and
my estimate for Scotia’s contribution to the surveys is +0.1%.
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Key, however, will be core CPI. Most estimates range from +0.1% to +0.6% with a heavy concentration upon 0.3% as the first choice and
0.4% as second choice. My estimate for Scotia’s contribution is 0.4% that annualizes to just shy of 5% m/m SAAR.

Drivers are in the week ahead and prior notes over the past month. Lower gasoline prices Chart 3

will shave around %2% m/m off headline inflation in weighted contribution terms so ignore Cleveland Fed Nowcast

headline inflation as the Fed’s guns are not pointed at gasoline prices. Natural gas prices 12 -

will likely add back a little to headline CPI but ignore that too. Key is therefore core CPIl. The ;| /M %change,SA

Cleveland Fed'’s ‘nowcast’ for core CPI points to a gain of about 0.5% m/m SA (chart3)and 08 | Core CPI

an acceleration to 6.1% y/y from 5.9%. Vehicle prices are not expected to make material 06 r

contributions this time while food prices should add a little in weighted terms and then 0.4 r

modest seasonality and services-led price effects are expected. 8.(2) . LY~
As argued last week and in the global week ahead | think there is a high bar set for core CPI -0.2 F Headline CPI

to matter. If Powell & Co were uncomfortable with fff pricing 75bps next week, then they 04

probably might have leaned against it or emphasized more data dependent optionality. '8'2 i

They did not. Their aim is to move into something that is restrictive in front-loaded fashion 2222990908885~ NN
and a 75bps move to 3% would likely tick the box with enough of them. The more 5§53 8 ,:U é = g', §538 5873

important factor will likely be what they show in the dot plot that I suspect will pull forward ¢ e Scotiabank Economics. Cleveland Fed.
the peak policy rate and perhaps raise it compared to the June dots with ~4% in sight. |
don’t get the dovish pivot hopes especially into US mid-terms as the resulting easing of financial conditions would seem to run counter to

getting inflation under control.

ed ome Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day I-wk [ [ast 1-day I-WK | Last 1-day I-wk [ [ast 1-day I-WK
u.s. 351 357 351 339 345 345 331 336 335| 347 351 3.50 |Canada-BoC 3.25
CANADA 356 360 361 318 324 329| 3.07 314 319 | 310 3.16 3.15
GERMANY 131 132 112 | 149 149 141 | 166 165 164 | 1.77 175 1.76 |US-Fed 2.50
JAPAN -0.07 -0.07 -0.08| 0.03 0.06 002]| 025 025 024 ] 123 129 1.26
U.K. 302 303 320|297 299 3.03| 3.07 308 310 | 340 345 3.41 |England - BoE 1.75
Spreads vs. U.S. (bps):
CANADA 4 3 10 -21 -21 -16 -23 -22 -16 -37 -35 -35 |Euro zone - ECB 1.25
GERMANY -221  -225 -239 | -190 -196 -204 | -165 -171 171 | 170 -176  -174
JAPAN -359 -365 -359 | -336 -340 -343 | -306 -311 -311 | -224 -223 -224 |Japan - BoJ -0.10
U.K. -50 -54 -30 -42 -46 -43 -24 -28 -25 -7 -6 -9
M Level % change: Mexico - Banxico 8.50
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 19987 213.9 1.1 4.7 -1.0 -3.3 Australia - RBA 2.35
Dow 30 32381 229.6 0.7 34 -4.1 =71
S&P 500 4110 43.0 1.1 4.7 -4.0 -8.0 New Zealand - RBNZ 3.00
Nasdaq 12266 154.1 1.3 55 -6.0 -18.8
DAX 13495 92.6 0.7 4.8 -2.2 -14.1 Next Meeting Date
FTSE 7509 36.0 0.5 2.9 0.1 6.2
Nikkei 28615 725 0.3 3.6 0.2 -6.7 Canada - BoC Oct 26, 2022
Hang Seng 19327 -35.4 -0.2 0.5 -4.2 -24.2
CAC 6375 41.6 0.7 4.4 -2.7 -4.5 US - Fed Sep 21, 2022
Commaodities Level % change:
WTI Crude 88.94 1.16 1.3 24 -3.4 26.2 England - BoE Sep 22, 2022
Natural Gas 8.32 0.07 0.8 2.1 -5.2 59.0
Gold 1731.10 6.56 0.4 1.7 -4.0 -3.5 Euro zone - ECB Oct 27, 2022
Silver 19.22 0.45 24 54 -5.2 -20.0
CRB Index 287.62 3.50 1.2 1.1 -2.0 30.0 Japan - BoJ Sep 22, 2022
Level % change:
USDCAD 1.2963 -0.0025 -0.2 -1.4 0.4 25 Mexico - Banxico Sep 29, 2022
EURUSD 1.0183 0.0061 0.6 2.8 0.2 -13.8
USDJPY 141.97 -0.8700 -0.6 -0.6 6.5 291 Australia - RBA Oct 03, 2022
AUDUSD 0.6912 0.0024 0.3 2.6 -1.6 -6.2
GBPUSD 1.1734 0.0051 0.4 1.9 -2.7 -15.2 New Zealand - RBNZ Oct 04, 2022
USDCHF 0.9488 -0.0048 -0.5 -3.5 0.3 29
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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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