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Chart 1

US Mass Layoffs
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US Total Vehicle Sales
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On Deck for Thursday, May 2

Country Date Time Indicator Period BNS  Consensus Latest
CA 05-02 08:30 Merchandise Trade Balance (C$ bn) Mar - 1.2 14
us 05-02  08:30 Initial Jobless Claims (000s) Apr27 210 211.0 207.0
us 05-02 08:30 Continuing Claims (000s) Apr20 1790 1790.0 1781.0
us 05-02 08:30 Productivity (9/q a.r.) 1QP 1.5 0.5 33
us 05-02 08:30 Trade Balance (US$ bn) Mar - -69.7 -68.9
us 05-02  08:30 Unit Labor Costs (q/q a.r.) 1QP 1.9 4.0 0.4
us 05-02  10:00 Factory Orders (m/m) Mar 14 1.6 14

KEY POINTS:

e Bonds continue to richen post Fed decision, BoC comments

e TheFed was dovish relative to market pricing

e BoC's Macklem doesn't sound like he's cutting in June, maybe not July either
e US productivity slowed, labour costs accelerated

e US layoffs fell to their lowest this year

e Canadian trade to inform Q1 GDP growth

e Swiss inflation surprises higher

A quiet overnight session continued to mull over the consequences to what the Fed did
and Governor Macklem said. The Fed was relatively dovish and Macklem was relatively
hawkish as explained in my note to subscribers (here). Bonds are slightly richer and CAD is
a touch stronger to the USD. Pricing for cumulative rate cuts by December is holding at
between one and two quarter point cuts which is about 6-7bps more than before the
announcements began at 2pmET yesterday. There was very little by way of new
information overnight but the focus returns to the US this morning and tomorrow's
nonfarm payrolls.

Governor Macklem and SDG Rogers take another swing at it today when they do round #2
of parliamentary testimony at 8:45amET. The opening statement will be the same as the
one issued yesterday (here). | think the press coverage entirely missed the salient points
and some of the press didn’t even cover it one bit. Therefore I'll repeat the passages that
caught my eye:

“I realize that what most Canadians want to know is when we will lower our policy
interest rate. What do we need to see to be convinced it’s time to cut? The short
answer is we are getting closer. We are seeing what we need to see, but we need
to see it for longer to be confident that progress toward price stability will be
sustained.”

“In the months ahead, we will be closely watching the evolution of core inflation.
We remain focused on the balance between demand and supply in the economy,
inflation expectations, wage growth and corporate pricing behaviour as
indicators of where inflation is headed.”

“To conclude, we've come a long way in the fight against inflation, and recent
progress is encouraging. We want to see this progress sustained.”

Macklem might have said this during his earlier goofy love-in with Chair Powell that was
effusive with praise toward one another. Yet the key parts included the emphasis upon
‘months’ (ie: plural) and “sustained.” Combined, they indicate that Governing Council
wants to see quite a bit more inflation data before pulling the trigger. This guidance goes
back to the narrative advanced by the BoC since last Fall that laid out three steps on the
path to potential easing: a period of weaker core inflation; establishing confidence that
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this will be sustained; and then having a dialogue on whether and when to ease. Macklem is saying Chart3

they’re on that path but haven’t reached the third stage yet. | think that’s the right way to US Labour Productivity Growth
proceed since for all we know the Q1 softening in core inflation readings may have beenaflashin = 6 /9 saar

the pan for reasons I've been arguing. Since we only get one more month of inflation data before
the June 5" meeting it would seem to be inconsistent to turn around and cut so soon, barring a
large shock. It's not even clear that July is when they’ll go since the two months of CPI figures we
get on May 21% and June 25™ would barely meet the “months” test even assuming that they come 0
in softly which is not assured. April CPI, for instance, faces upward pressure at least upon headline

inflation from higher gasoline prices and carbon taxes and we’ll need to see if there is pass ’

through alongside any potential rebound effect in underlying price pressures. 4

US job cuts fell to 64.8k in April which is the lowest tally since December. January, February and o

March had been tracking between 82k and 90k layoffs per month (chart 1). This deceleration 8t

plays to the narrative that seasonal adjustments might not be doing an adequate job of g 8¢9 g g g g g g g % g
controlling for workforce trimming at the start of new financial years in the wake of the massive <} 8 8 3 & 8' 8' é’, & 8 8' E‘;
surge in post-pandemic hiring. If so, then further improvement may lie ahead. That said, the layoff Seurces: Scotiabank Economics, Statistics Canada.
figures offer no material consequences to tomorrow's nonfarm payrolls report. Chart 4

Yesterday afternoon's gain in US vehicle sales offered some upside to the next retail sales print.
Vehicle sales were up by +1.6% m/m SA to 15.74 million SAAR and in line with prior industry

Canadian Trade Volumes
25 + q/q % change, SAAR

guidance. That should add about two tenths to retail sales (chart 2).
M Exports ®Imports

20
Swiss inflation surprised to the upside but remains low and in line with the SNB's rough
expectations. The franc appreciated a bit on the back of the numbers. 5o Q1Early
Tracking
Other US releases will focus upon the job market and its potential contributions to inflationary 10

pressures. Productivity growth is expected to slow compared to the surge over 2023Q2-Q4 shown

in chart 3 (8:30amET) and productivity-adjusted labour costs are expected to rise at a quicker pace
that could see them rise by +/-4% q/q after being roughly flat in Q4 (8:30amET). This is a huge 0
question mark overhanging the US economy by way of whether the productivity surge and

concomitant softening of unit labour costs was temporary or can be sustained.

Canada and the US will also update trade figures for March (8:30amET). Canada may be S

particularly important as the figures will further inform net trade contributions to Q1 GDP growth Sources: Scotiabank Economics, Statistics Canada.

during what is so far a great quarter for trade (chart 4).
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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 f [ast 1-day I-wk [ [ast 1-day I1-wk
u.s. 494 496 500 | 462 465 472 | 461 463 470 | 474 475 4.81 |Canada-BoC 5.00
CANADA 428 429 435|379 380 390 | 375 376 387 | 363 363 374
GERMANY 300 303 301 | 258 262 263 | 254 258 263 | 265 269 276 |US-Fed 5.50
JAPAN 029 028 030| 049 049 050 | 090 0.89 090 | 199 196 1.96
U.K. 444 451 448 | 418 427 426 | 429 437 436 | 476 480 4.82 |England - BoE 5.25
Spreads vs. U.S. (bps):
CANADA -66 -67 -65 -83 -85 -82 -86 -87 -84 | -111  -112  -107 |Euro zone - ECB 4.50
GERMANY -194  -193  -198 | -204 -203 -209 | -207 -205 -207 | -209 -206 -205
JAPAN -465  -468  -469 | -413 -416  -422 | -371 -374 -381 | -276 -279 -286 |Japan -BoJ -0.10
U.K. -51 -45 -52 -44 -38 -46 -32 -26 -34 1 5 1
E Level % change: Mexico - Banxico 11.00
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 21729 14.0 0.1 -0.7 -1.6 6.5 Australia - RBA 4.35
Dow 30 37903 87.4 0.2 -1.4 -3.2 12.5
S&P 500 5018 -17.3 -0.3 -1.0 -3.6 21.8 New Zealand - RBNZ 5.50
Nasdaq 15605 -52.3 -0.3 -0.7 -3.9 29.2
DAX 17955 224 0.1 -0.7 -2.9 12.8 Next Meeting Date
FTSE 8149 28.1 0.3 0.9 2.7 4.8
Nikkei 38236 -38.0 -0.1 -0.6 -3.1 31.1 Canada - BoC Jun 05, 2024
Hang Seng 18207 4441 25 5.8 8.9 -7.6
CAC 7933 -51.9 -0.6 -2.0 -3.3 5.9 US - Fed Jun 12, 2024
Level % change:
WTI Crude 79.71 0.71 0.9 -4.6 -6.4 11.2 England - BoE May 09, 2024
Natural Gas 1.96 0.03 1.4 19.7 53 -11.5
Gold 2298.54 -21.01 -0.9 -1.5 3.1 14.0 Euro zone - ECB Jun 06, 2024
Silver 26.48 -0.18 -0.7 -2.4 7.9 6.9
CRB Index 285.44 -6.02 -2.1 -3.9 -3.0 9.5 Japan - BoJ June 14, 2024
Level % change:
USDCAD 1.3719 -0.0020 -0.1 0.5 1.1 0.7 Mexico - Banxico May 09, 2024
EURUSD 1.0701 -0.0011 -0.1 -0.3 -0.6 -2.7
USDJPY 154.85 0.2800 0.2 -0.5 22 13.4 Australia - RBA May 07, 2024
AUDUSD 0.6529 0.0006 0.1 0.2 0.2 -2.0
GBPUSD 1.2511 -0.0016 -0.1 -0.0 -0.5 0.4 New Zealand - RBNZ May 21, 2024
USDCHF 0.9123 -0.0033 -0.4 0.0 0.5 21
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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.
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