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Conditions for cuts? More of the same.
By Taylor Schleich, Jocelyn Paquet & Warren Lovely

Rate Statement

Once again, the Bank of Canada left its overnight rate target unchanged at 5.0%, a decision in line with a unanimous consensus. As for its balance
sheet policy, “the Bank is continuing its policy of quantitative tightening".
Here are additional highlights from the rate statement (analysis of the

March 6, 2024: "The Council is still concerned about risks to the
updated MPR and its projections follows):

outlook for inflation, particularly the persistence in underlying

e Governing Council says inflation is “still too high and risks remain” but inflation. Governing Council wants to see further and sustained
price pressures have eased in recent months. Going forward, they'll be easing in core inflation and continues to focus on the balance

looking for evidence that “this downward momentum is sustained". between demand and supply in the economy, inflation
) expectations, wage growth, and corporate pricing behaviour."”
e They'll continue to focus on the balance between demand and supply,

inflation expectations, wage growth, and corporate pricing behaviour.

e The statement reiterated that the economy moved into “excess supply”
in the second half of 2023 but economic growth is forecast to “pick up”
in 2024 on strong population growth, a recovery in household spending
and marginal government spending. Business investment is also [V oML X ARANY a1 Niaile 11 Nk Ik ieleNalle o ke 0 e M e e IR @]
SleCaC e EcelCgelcleNelancylehch gyl eN iy SNl VSNl o core inflation have eased further in recent months. The Council
which is leading to “strenghening” residential investment. . will be looking for evidence that this downward momentum is

e On the labour market, they note that a “broad range of indicators sustained. Governing Council is particularly watching the evolution

suggest that conditions continue to ease”. They also reiterated their of core inflation and continues to focus on the balance between

assessment from March that “there are some recent signs that wage demand and supply in the economy, inflation expectations, wage
pressures are moderating”. growth, and corporate pricing behaviour.”

e As for inflation, easing price pressures have become “more broad-based across goods and services”, although shelter inflation is “very
elevated"”. They say that recent data suggests downward momentum in core inflation.

¢ Inthe opening statement to the press conference, Macklem spoke to the conditions needed for cutting rates: “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”.

Monetary Policy Report

The central bank also released the latest edition of its Monetary Policy Report (MPR), which showed a significantly more robust growth
trajectory in 2024 (from +0.8% to +1.5%). That reflects greater demand from the United States (i.e. sturdier exports), a more supportive fiscal
backdrop, an easing of financial conditions and, above all, stronger-than-expected population growth. Highlighting the importance of this
last factor, the Bank of Canada noted that it is still

forecasting negative per capita GDP growth in 2024. Table: Stronger growth and softer inflation in new MPR

Further out the forecast horizon, the BoC sees the economy  BoC forecasts for real GDP and CPl inflation

expanding 2.2% next year (down from the 2.4% in January's
MPR) and 1.9% in 2026.

Projection source Q4 Q1 Q2 E2023 2024 2025 2026

Despite a sizeable upgrade to the recent growth trajectory a October MPR 0.8 - - 1209 25 -
Q4 GDP fi t k the BoC originall

(Q4 GDP figures were not as weck as the BoC originally | @ | 3,0 vmpr | 00 05 - | 10 08 24 -
anticipated and Q1 is tracking towards a strong increase), 8

the central bank believes that the economy remains in 14 April MPR

excess supply. They've esimated the output gap to be :

somewhere between -0.5% and -1.5% as of the first quarter. 5 October MPR 3.3 - - 3.9 3.0 2.2 -
Reconciling these seemingly contradictory trends was a IS

0.4% upgrade to potential output this year. The BoC now E January MPR 33 32 - 39 28 22 -
pegs potential at 2.5%, reflecting stronger population o )

growth. Moderate excess supply was expected to remain O April MPR 3.3 = 29 | 39 29 2z

through 2024 and then slowly dissipate in 2025 and 2026 Source: NBF, Bank of Canada | All figures are Y/Y except for uarterly GDP which is Q/Q. GDP

"as demand growth remains solid and supply growth —9ures are SAAR:

moderates.” The BoC indeed sees potential growth fading

to 1.7% next year, a number consistent with the federal government’s recently announced targets for non-permanent residents. With this
revision more or less offsetting the one made for 2024, the level of potential output remains roughly unchanged by the end of 2025.
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The central bank also increased its estimate for the neutral nominal policy rate to a range of 2.25% to 3.25%, up 25 basis points from last year's
assessment. The upgrade was made to reflect upward revisions to the U.S. neutral rate (because Canada is a small open economy, its neutral
rate of interest is influenced by global economic conditions) and stronger growth in trend labour input (read: population growth). "A fast-
growing population increases the proportion of young borrowers relative to middle-aged and older savers, and this puts upward pressure on
the neutral rate”, the MPR said.

Turning to inflation, the near-term outlook was revised down reflecting softer-than-expected data in January and February. Specifically, Q1
inflation was downgraded from 3.2% to 2.8%, leading to a revision to the full-year projection from 2.8% to 2.6%. Ongoing excess supply was
expected to help inflation return to target in 2025, although the BoC continued to flag the meaningful risk that it could adjust more slowly.
Specifically, it pointed to sticky services prices and the recent increase in gasoline prices. On the other hand, it mentioned a looser labour
market, early evidence of weaker wage growth and goods deflation as factors that would likely contribute to bringing inflation down.

Press Conference:

Not surprisingly, the first question pertained to the possibility of a rate cut at the next decision in June. Macklem agreed that this is “within
the realm of possibilities”. Expanding on that thought, he explained: “If things evolved broadly in line with the outlook we've published today,
we will be becoming more confident that we're clearly on a path to 2% inflation and it will be appropriate to cut our interest rate”. In addition
to inflation progress, Macklem highlighted that many of the BoC's indicators (e.g., corporate pricing behaviour, inflation expectations) “are
moving in the right direction”. As for inflation risks, housing is one (but not the only one). They expect house prices to pick up but there's a risk
prices could rise faster than they expect. He was also asked about the inflation impacts from a weaker loonie. Not surprisingly, he
downplayed the influence of the currency on setting monetary policy. As for the potential to ‘import’ hotter U.S. inflation, Macklem indicated
that he doesn't see this as likely even if "U.S. developments have an impact on Canada”.

When it comes to the BoC's upgraded economic outlook, Macklem noted that the main factor driving the revision was stronger population
growth in the first half of the year. On the flip side, the central bank downgraded their outlook for population growth in the second half
reflecting new government caps on non-permanent residents. However, by that time they see household spending and business investment
rebounding. He didn’t care to comment on fiscal policy but just stressed that they take government spending plans as is and builds these
into their models. Thus, July's MPR will incorporate the federal budget (which will be released on April 161). Overall, they expect choppiness in
the GDP data ahead but, on average, see growth averaging 2% per quarter this year.

Elsewhere, Macklem indicated that was a “clear consensus” to hold today, although there is some diversity of views when it comes to how
close they are to cutting rates. Speaking to the BoC's upgraded neutral rate forecast, the Governor admitted it's an input to their models,
but it doesn't have much influence on setting policy in real time.

Bottom Line:

This suite of communications came broadly in line with our expectations, clearly reflecting what has been very encouraging inflation data in
the last two months. While the statement doesn't explicitly state that rate cuts are now on the table, this is effectively what was
communicated, particularly in the press conference. Indeed, Macklem said they're already “seeing what [they] need to see” when it comes to
determining when rate cuts will be appropriate. They just need to see it play out for longer. That clearly puts June on the table for a potential
cut (Macklem admitted as much in his press conference) with two CPI reports due to be released before that decision. That said, they've clearly
left themselves plenty of flexibility if the data doesn’t remain as soft as it has been of late. Therefore, we don't see June as a slam dunk for a
rate cut. While policymakers are cautiously optimistic that inflation pressures will continue to subside, we have no doubt they'd delay the onset
of cuts if underlying inflation were to re-accelerate. Simply put, incoming data will guide the June decision but at least policymakers are now
willing to discuss lowering rates.

The Bank's next decision will take place on June 5™. The Summary of Deliberations for today's decision will be released on April 24™.
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Here is the interest rate statement:

Bank of Canada maintains policy rate, continues quantitative tightening

The Bank of Canada today held its target for the overnight rate at 5%, with the Bank Rate at 5%.% and the deposit rate at 5%. The Bank is
continuing its policy of quantitative tightening.

The Bank expects the global economy to continue growing at a rate of about 3%, with inflation in most advanced economies easing
gradually. The US economy has again proven stronger than anticipated, buoyed by resilient consumption and robust business and
government spending. US GDP growth is expected to slow in the second half of this year, but remain stronger than forecast in January.
The euro area is projected to gradually recover from current weak growth. Global oil prices have moved up, averaging about $5 higher
than assumed in the January Monetary Policy Report (MPR). Since January, bond yields have increased but, with narrower corporate credit
spreads and sharply higher equity markets, overall financial conditions have eased.

The Bank has revised up its forecast for global GDP growth to 2%.% in 2024 and about 3% in 2025 and 2026. Inflation continues to slow
across most advanced economies, although progress will likely be bumpy. Inflation rates are projected to reach central bank targets in
2025.

In Canada, economic growth stalled in the second half of last year and the economy moved into excess supply. A broad range of indicators
suggest that labour market conditions continue to ease. Employment has been growing more slowly than the working-age population and
the unemployment rate has risen gradually, reaching 6.1% in March. There are some recent signs that wage pressures are moderating.

Economic growth is forecast to pick up in 2024. This largely reflects both strong population growth and a recovery in spending by
households. Residential investment is strengthening, responding to continued robust demand for housing. The contribution to growth from
spending by governments has also increased. Business investment is projected to recover gradually after considerable weakness in the
second half of last year. The Bank expects exports to continue to grow solidly through 2024.

Overall, the Bank forecasts GDP growth of 1.5% in 2024, 2.2% in 2025, and 1.9% in 2026. The strengthening economy will gradually absorb
excess supply through 2025 and into 2026.

CPl inflation slowed to 2.8% in February, with easing in price pressures becoming more broad-based across goods and services. However,
shelter price inflation is still very elevated, driven by growth in rent and mortgage interest costs. Core measures of inflation, which had been
running around 3%2%, slowed to just over 3% in February, and 3-month annualized rates are suggesting downward momentum. The Bank
expects CPI inflation to be close to 3% during the first half of this year, move below 2%2% in the second half, and reach the 2% inflation
target in 2025.

Based on the outlook, Governing Council decided to hold the policy rate at 5% and to continue to normalize the Bank's balance sheet.
While inflation is still too high and risks remain, CPI and core inflation have eased further in recent months. The Council will be looking for
evidence that this downward momentum is sustained. Governing Council is particularly watching the evolution of core inflation, and
continues to focus on the balance between demand and supply in the economy, inflation expectations, wage growth, and corporate
pricing behaviour. The Bank remains resolute in its commitment to restoring price stability for Canadians.

Information note

The next scheduled date for announcing the overnight rate target is June 5, 2024. The Bank will publish its next full outlook for the economy
and inflation, including risks to the projection, in the MPR on July 24, 2024.
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General

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may
be subject to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this
Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances. In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any
due diligence or analytical work required by you in making an investment decision.

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any offiliate
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.
Canadian Residents

NBF or its aoffiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its offiliates may also be
contrary to any opinions expressed in this Report.

NBF or its aoffiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this
Report. This Report may not be independent of the proprietary interests of NBF and its aoffiliates.

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.
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UK Residents

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount
invested. Past performance is not a guide to future performance. If aninvestment is denominated in a foreign currency, rates of exchange may have an adverse
effect on the value of the investment. Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about
their value or the extent of the risks to which they are exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority). Persons who are retail clients should not act or rely upon the
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
U.S. Residents

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“"NBCFI") which is regulated by the Financial
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCFI registered representative.

This report is not a research report and is intended for Major U.S. Institutional Investors only.
This report is not subject to U.S. independence and disclosure standards applicable to research reports.
HK Residents

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited ("NBCFMA")which is licensed by the Securities and Futures
Commission (“SFC") to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers,
NBCFMA or its aoffiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume
any loss suffered by you in reliance of such information.

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong ("SFO")). If
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus
for full details.

There may be conflicts of interest relating to NBCFMA or its aoffiliates’ businesses. These activities and interests include potential multiple advisory, transactional
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which
are managed by NBCFMA or its dffiliates that may purchase or sell such securities and instruments.

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (i)
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public.

Copyright

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information,
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF.




