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The Bank of Canada treated us to its latest Financial System Review (FSR)today. Our related Snapshot offers a summary of this fresh report
and accompanying commentary from key BoC officials. This one-off /nfographicis provided for reference purposes and aims to highlight the
evolution of key/noted financial system risks over the years (since the GFC).

It's perhaps of little surprise that elevated household indebtedness and frothy house prices topped the list of risks. The two are obviously
intertwined. As our Table aims to highlight, the BoC has been worrying over household balance sheets and exuberant housing market
conditions for a dog’s age. Indeed, aside for their temporary displacement at the peak of the COVID panic, household debt and housing have
been 1-2 on the financial system risk list since 2014.

If anything, the BoC is flagging that risks related to household indebtedness and housing prices have increased. Simply put, there's a lot of risk
here, and there's a clear acknowledgement that monetary tightening could exacerbate financial stress. Notwithstanding this risk(y) profile, the
inflation backdrop clearly leaves the BoC on the defensive, needing to jack the policy rate into more neutral territory in a hurry. That likely
means getting to the top of the perceived 2-3% neutral range before year end, an adjustment that could be spurred by a potential 75 bp hike
in July assuming (a) labour markets continue to look healthy (data on June 10*) and (b) core inflation continues to boil over (data on June 22").

Table: The more things change, the more they stay the same, with household debt/housing still very much top of mind at BoC
Key financial system risks identified in each issue of BoC's FSR (with household balance sheet & housing-related risks highlighted)
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Source: NBF, BoC | Note: The above table reflects the key risks outlined in each FSR; we have highlighted risks specific to household balance sheets & housing markets
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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 aoffiliate 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 affiliates 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 affiliates may also be contrary to any opinions
expressed in this Report.

NBF or its offiliates 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 offiliates
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 aoffiliates 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.

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 an investment 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.
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