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D After the Midterms

Despite the seismic shift in domestic US politics delivered by the midterm elections,
markets remain relatively calm. That is not all that unusual. Studies show that equity
market volatility is typically a little elevated, relative to average levels, into and just after US
mid-term elections, but uncertainty quickly normalizes, usually within a matter of days.
That may well be the case again, but the swerve left may still have some impact on markets
and the USD in the coming months.

There is little mystery behind the basic motivation for change. Voter fatigue, affordability
concerns and worries about the evolution of the tech/Al sector were all certainly factors in
taming Republican enthusiasm and bolstering Democratic and independent voters’ desire
for a different direction. Voter turnout was very high, resulting in a Democratic sweep that
may assure the party of congressional control through 2032, at least.

FX reaction has been calm, and that is reasonable. The result was not too surprising, given
polling and probability-market pricing, and is highly unlikely to change any of the key FX
drivers for the moment. Democratic control of Congress will likely constrain US fiscal policy,
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via typical “gridlock,” but will not affect tax policies and spending plans already in place. The T
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overstated, but lawmakers will note that voter motivation for change was certainly linked to
worries about Al and data-centre development. The presidential veto will almost certainly
block major legislative moves, but more stringent local and federal oversight could still
result. This may be a headwind for the sector rather than a significant obstacle, and
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perhaps a minor negative for the USD in the months ahead. Note that this does not 105 == DXY R
preclude a correction in the tech sector for another, non-political reasons. 104 == DXY Est . V
Elsewhere, the election result may not affect trade policy, which is largely executive-led, or 103 4---+/ Std Dev“’ o "
foreign policy, which remains primarily the president’s prerogative. But it may prompt a 102 +
greater desire to find an off-ramp from tensions on the trade front, a modest CAD positive % 101,
perhaps, and in the Gulf, a negative for crude. o 100
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Democratic control of Congress should reduce President Trump’s ability to reshape the 98 |
FOMC by blocking loyalist nominees. It may also severely curtail the investigation of 97 . AN ) Y
Governor Cook, a newly minted hawk. That could be a plus for the USD and would certainly 96 J » A et 10039
be a boost for the concept of central bank independence. o5
Overall, the political shock looks bigger than the likely FX shock. Fundamentals and May  Jun Jul Aug  Sep  Oct
monetary policy should quickly reassert themselves as the primary market drivers. The 2026

USD still looks a little rich relative to a basic assessment of fair value, driven by front-end
spreads, and we note that year-end seasonality can be volatile, with the USD typically Source: Macrobond, Scotiabank FICC Strategy
weakening in December. We favour looking to fade short-term USD gains overall.

TM 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 Scotia Capital Inc., Scotia Capital (USA) Inc., Scotiabanc
Inc,; Citadel Hill Advisors L.L.C., The Bank of Nova Scotia Trust Company of New York; Scotiabank Furope plc; Scotiabank (Ireland) Designated Activity Company, Scotiabank Inverlat S.A., Institucion de Banca Miiltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V,, Scotia Inverlat Denvados S.A. de C.V. - all members of the Scotiabank Group and authorized users of the mark. The Bank of Nova Scotia is
Incorporated in Canada with limited liability. Scotia Capital Inc. is a member of CIPF. Scotia Capital (USA) Inc. Is a registered bfo/(er -dealer with the SEC and is a member of the NASD and SIPC. The Bank of Nova Scotia is authorised and regulated by the Offfice of the St m‘ Financial of Canada. Scotia Capital Inc. is authorised and regulated by the Investment Industry
Regulatory Organization of Canada. The Bank of Nova Scotia (London) and Scotiabank Europe plc. are z by the UK Pru jon Authority. The Bank of Nova Scotia is subject to regulation by the UK Financial Conduct Authority and limited regulation by the UK jon Authority. Scotiabank Europe plc is regulated by the UK Financial Conduct Authority and the UK
Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia 's jon by the UK Prudent lation Authority are available upon request. Scotiabank (Irelana)) Designated Activity Company is authorised and regulated by the [B/S[ot/abaﬂ/(/f/ver/at S.A, Scotia Inverlat Casa de Bolsa, S.A. de CV., and Scotia Derfvados, S.A. de C.V., are each authorized and regulated by
the Mexican financial authorities.

aent

This publication is not a research report and is considered a marketing communication only. Consequently this commentary is not governed by rules applicable to the publication and distribution of research reports, including relevant restrictions or disclosures required to be included in research reports and has not been prepared in accordance with FU legal requirements designed to promote the
Independence of investment research. This publication is not meant to provide information sufficient upon to base an investment decisfon, or to replace any due diligence or analytical work required by you in making ir decisions. The i jon contained in this publication is not subject to any prohibition in the £U on dealing ahead of the dissemination of investment research. This
communication has been prepared and distributed by staff of Scotia Capital Inc.’s Institutional Equity Sales and Tradling Desk (a Canadian Investment Dealer, member of IROC) solely for the use of sophisticated institutional investors. Past, e or sir past, e [s not a reliable indlicator of future results. Forecasts are notafe//ab/e /nd/(atof of future performance. The opinions
and statements contained herein are intended for information purposes only and are subject to change without notice. In addition, the opinions and statements contained herein are based on information taken from sources believed to be reliable, but no representation or warranty, express or implied, is made as to their accuracy, ¢ or F s, the opinions expressed
herein represent the personal views of the writer and may not be shared by other members of the Institutional Equity Desk or other areas, units, divisions or affiliates of Scotia Capital Inc. Additionally, either the Institutional Equity Desk or other areas or divisions could trade in accordance with the views expressed or trade against these views. Any transactions by US /nsz‘/z‘uz‘/ona/ Investors in any
security mentioned or referenced in this publication cannot be effected through Scotia Capital Inc. and must be executed with a U.S. broker-dealer, including Scotia Capital (USA) Inc., an affiliate of Scotia Capital Inc. Scotia Capital (USA)Inc. is a registered broker-dealer with the SEC and is a member of FINRA, the NYSE and SIPC.

Scotia Capital Inc., its directors, officers, employees, affiliates or clients may currently or from time to time own or hold interests in long or short positions in the securities referred to herein, and may at any time make purchases or sales of these securities as principal or agent. Scotia Capital Inc. or its affiliates may have provided or may provide investment banking, capital markets advice or other
services to the companies referred to in this communication. This email should not be construed as investment advice or as an offer to sell or a solicitation of an offer to buy any securities or other financial instruments. Neither Scotia Capital Inc. nor any of its officers, directors, partners, employees or affiliates accepts any liability for any direct or consequential loss arising from this publication or its
contents. Scotia Capital Inc. recommends that investors independently evaluate each issuer and security discussed in this publication, and consult with any advisors they deem necessary prior to making any investment.

If you are subject to the prohibition on third-party benefits in relation to portfolio and independe advice under MiFiD 1l (Directive 2014/65/EU and the accompanying Regulation (EU) No 600/2014) or the UK Markets in Financial (Amend
communication, please advise us in writing at trade.supervision: @scotwabank com.

LYEU Exit) 2018, each as amended from time to time, and should not have received this

or ding of this emailis strictlyp

d. Ifyou believe that this email was sent to you in error, please forward a message to that effect as soon as practicable to trade.supervision@scotiabank.com

To unsubscribe from receiving further Commercial Electronic Messages click this link: https://www.unsubscribe.gbm.scotiabank.com/.



mailto:shaun.osborne@scotiabank.com
mailto:shaun.osborne@scotiabank.com
mailto:trade.supervision@scotiabank.com
mailto:trade.supervision@scotiabank.com
mailto:trade.supervision@scotiabank.com
mailto:trade.supervision@scotiabank.com
mailto:trade.supervision@scotiabank.com
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/
https://www.unsubscribe.gbm.scotiabank.com/

Scotiabank.



	Default Section
	Slide 1

	bm-att-marker-213432_80e0d5ea-1287-436a-a9e7-cd67661796c9.pdf

