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Powell’s Incrementally Cautious Testimony CONTACTS
i A ) i Derek Holt, VP & Head of Capital Markets Economics
e Fed Chair Powell’s opening statement and ongoing Congressional 416.863.7707
testimony has succeeded in avoiding significant market surprises thus Scotiabank Economics
far but is incrementally dovish by my read. Markets are ignoring it so far derek.holt@scotiabank.com

with the 2 year Treasury yield and the USD on a DXY basis completely
unchanged post-communications. There are nevertheless two reasons for
putting a more cautious angle on his testimony. Powell’s testimony is ongoing
but at an advanced stage now and will be repeated before the House
Financial Services Committee tomorrow at 10amET.

e First, Powell's opening remarks (here) inserted more doubt into the outlook for
Fed policy:

“With a strong job market, inflation close to our objective, and the risks to
the outlook roughly balanced, the FOMC believes that—for now—the
best way forward is to keep gradually raising the federal funds rate."

e Second, the rest of that same “for now” paragraph gives the risks of going too
fast versus too slow and openness to changing forecasts if needed but not yet:

"As always, our actions will depend on the economic outlook, which may
change as we receive new data."

e None of this is necessarily surprising given data dependency, but “for
now” and "may change" could be taken as indicating somewhat less
confidence in their forecasts.

e The combined insertion of “for now” and “may change” is done with emphasis
by setting the references apart from the surrounding paragraph in pointed
fashion but it does raise the usual risk of over-interpreting Fed
communications. | think the effort is deliberate and rooted in the Fed’s
awareness of the importance of communications derived from its
subcommittee focused upon effectively portraying subtle shifts in risks to the
outlook. That said, there are at least three possible interpretations. One is that
perhaps the references are meaningless and just a statement of the obvious
in a data dependent world for Fed policy. Another is that perhaps they could
be twisted to infer the Fed won'’t raise rates gradually and will instead
expedite hikes if not anchored in any further understanding of the context and
when read literally. To counter this interpretation, Powell largely dismissed it
by stating “gradually raising rates is the way for us to extend this cycle”. The
third possible interpretation is where | lean in that, on net, my judgement is
that it probably leans slightly in the opposite direction as a neutral-dovish
piece of incremental information.

e The reason is that | can’t seriously think that the FOMC is skewed
toward upward forecast revisions to growth and sustainable core
inflation, given escalating trade and geopolitical tensions, the debate over
flat yield curve signals that Powell takes as primarily indicative of the market's
assumptions on the neutral rate, investment uncertainty “put on ice” to use
Powell’s reference and that is showing up in their minutes and discussions
with businesses, plus evidence that inflation may be stalling out (here) with
USD strength setting a possible cap on future inflation risk. Judgement
weighed against the literal interpretation would suggest the Fed wouldn’t add
to the air of uncertainty governing the global business climate by expediting
hikes compared to its existing projections.
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e As such, relative to our house forecast for another 100bps in fed funds tightening to 3% by the end of next year that markets
continue to undercut, | would continue to skew the risks somewhat more toward fewer hikes than more.

e On trade policy, Powell generally dodged questioning and there is only one single “trade” reference in his statement. Powell
reiterates that he is focused upon "staying in our lane and our lane is the economy." One could counter that trade policy does
of course relate to the economy and it lies well within the Fed’s mandate to assess related risks. He goes on to note that "... it
is difficult to predict the ultimate outcome of current discussions over trade policy as well as the size and timing of the
economic effects of the recent changes in fiscal policy. Overall, we see the risk of the economy unexpectedly weakening as
roughly balanced with the possibility of the economy growing faster than we currently anticipate. " Powell also noted that the
effects of tariff changes could go in both directions when he stated “If it results in lower tariffs for everyone, that will be a good
thing for the economy.” One can’t argue with that except by pointing to the broad direction of retaliation across all of
America’s major trading partners as heavily skewed in the opposite fashion.

e Overall, | would have preferred to hear the Fed Chair weigh in more directly on the one-sided risks to global and US
growth from rising protectionism and the uncertainty over the extent to which fiscal policy may juice growth this year
and in future.
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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 or act 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, 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., Institucion de Banca Mdltiple, 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.
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