Hot Charts gﬂgmlﬁ BANK

Economics and Strategy FINANCIAL MARKETS

January 9, 2019 (Vol. XX, No. 3)

Canada Watch

By Krishen Rangasamy

It's looking like the Bank of Canada will be in pause mode for a while. The central bank said today that Canada'’s output gap
at the end of 2018 was larger than first thought, between -1% and 0%. That's in part because of a weak final quarterlast year,
but mostly due to earlier downwardrevisions of GDP data by Statistics Canada. And odds are that the output gap won't close
anytime soon. The oil price collapse of 2018Q4 caused the economic outlook to darken enough as to force the central bank to
chop its 2019 Canadian GDP growth forecast from 2.1% to just 1.7%. While the BoC raisedits 2020 GDP growth forecast slightly
from1.9% to 2.1%, this does not compensate for earlier downgrades. As today's Hot Chart shows, the outputgapis set to remain

openover the forecast horizon. So, unlessthe central bank turns more bullish onthe economy or lowersits forecasts of potential
GDP growth (either of which would help narrow the output gap), the case for further monetary policy tightening is weak.

Canada: Output gap likely to remain open for several quarters
Bank of Canada’s estimate of the output gap (average of Integrated framework and Extended multivariate filter)
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* Projections based on BoC’s GDP growth forecasts and Potential GDP growth of 1.8% over forecast horizon
NBF Economics and Strategy (data via Bank of Canada)



https://www.nbc.ca/content/dam/bnc/en/rates-and-analysis/economic-analysis/boc-policy-monitor.pdf
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General

This Reportwas prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IROC), an indirect wholy 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 butare notguaranteed by us and may be incomplete and may be subjectto change without notice. The
information is currentas 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 securifes
discussed. The opinions expressed are based upon the author(s) analysis andinterpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities menfoned
herein, and nothing in this Report constitutes a representation that any investment strategy or recommendation contained here in is suitable or appropriate to a recipient's individual circumstances. h al
cases, investors should conduct theirown investigation and analysis of such information before taking or omitting to take any actionin relation to securities or markets that are analyzedin this Report
The Reportalone is notintended to formthe basis for an investment decision, or to replace any due diligence or analytical work required by you in making an investment decision.

This Reportis for distribution only under such circumstances as may be permitted by applicable law. This Reportis not directed atyou if NBF or any affiliate distributing this Reportis prohibitd or
restricted by any legislation or regulationin any jurisdiction frommaking 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.

National Bank Financial Inc. or an affiliate thereof, owns or controls an equity interest in TMX Group Limited (“TMX Group”) and has a nominee director serving on the TMX Group’s board
of directors. As such, each such investment dealer may be considered to have an economic interest in the listing of securities on any exchange owned or operated by TMX Group, including
the Toronto Stock Exchange, the TSX Venture Exchange and the Alpha Exchange. No person or company is required to obtain products or services from TMX Group or its affiliates as a
condition of any such dealer supplying or continuing to supply a product or service.

Canadian Residents

NBF or its affiliates may engage in any trading strategiesdesaibed herein for theirown account oron 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 affiliates may also be contrary to any opinions expressed in this Report.

NBF or its affiliates 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 therr
officers, directors, representatives, associates, may have a positionin the securities mentioned herein and may make purchases and/or sales of these securiies fromtime to time in the open market or
otherwise. NBF and its affiliates may make a marketin securities mentioned in this Report. This Report may notbe independentofthe proprietary interests of NBF and its affiliates.

This Reportis notconsidered a research product under Canadian law and regulation, and consequently is not governed by Canad ianrules applicable to the publicationand distribution of research
Reports, including relevantrestrictions or disclosures required to be included in research Reports.

UK Residents

This Reportis a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to p romote the independence of investment research and itis 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 s for information p urposes only and does not constitute a personal recommendation, or investment, legal
or tax advice. NBF and/or its parentand/or any companies within or affiliates of the National Bank of Canada group and/orany of their dire ctors, officers and employees may have or may have had
interests or long or short positions in, and may atany time make purchases and/or sales as principal or agent, or may actor may have acted as market maker in the relevantinvestments or relaed
investments discussed in this Report, or may act or have acted as investment and/or commercial bankerwith respect hereto. The value of investments, and the income derived fromthem, can go down
aswell as up and youmay notget back the amountinvested. Pastperformance is nota guide to future performance. If an investmentis denominated ina foreign currency, rates of exchange may hawe
an adverse effect on the value of the investment. Investments which are illiquid may be difficult to sellor realise; it may also be difficult to obtain reliable information about their value or the extent of he
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 investmens
contained in this Reportare 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 notact or rely uponthe information in this Report. This Report does not constitute or formpart of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for
the securities described herein nor shall itor any part of it formthe 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 Kingdomwithin th e 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 71 Fenchurch Street, London, EC3M4HD.

NBF is notauthorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept dep osits in the United Kingdom.
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U.S. Residents

With respect to the distribution of this reportin the United States of America, National Bank of Canada Financial Inc. (“NBC FI") 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 relaied b
this report, or to effect any transaction, United States residents should contact their NBCFI registered representative.

This reportis nota research reportand is intended for Major U.S. Institutional Investors only.
This reportis not subjectto U.S. independence and disclosure standards applicable to research reports.

HK Residents

With respect to the distribution of this reportin 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. Ithas notbeen approved by, reviewed by,
verified by or filed with any regulator in Hong Kong. Nothing herein is a recommendation, advice, offer or solicitation to bu y or sell a product or service, nor an official confirmation of any transaction.
None ofthe products issuers, NBCFMA or its affiliates 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 willonly be available to, those
persons who are Professional Investors (as definedin the Securities and Futures Ordinance of Hong Kong (“SFO”)). Ifyou are in any doubtas to your status you should consult a financial adviser or
contact us. This material is not meant to be marketing materials and is notintended for public distribution. Please note that neitherthis material northe 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 affiliates’ businesses. These activities and interests include potential multiple advisory, fransactional an d financial and other interests in
securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in othe r investment vehicles which are managed by NBCFMA or its affiliates 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 teir
employees are not pemitted and do notintend to: (i) carry ona business in any regulated activity in Hong Kong; (ii) hold themselves out as camyingona business in any regulated activity in Hong Kong;
or (iii) actively market their services to the Hong Kong public.

Copyright

This Report may notbe reproduced in whole or in part, or further distributed or published or referred to in any manner whats oever, nor may the information, opinions or conclusions containedin it be
referred to withoutin each case the prior express written consent of NBF.




