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Anything we can do, they can do better?

By Warren Lovely & Taylor Schleich

It's sometimes said that Canadians possess an inferiority complex
towards the U.S. And at the risk of sounding defeatist, a host of
economic indicators point to significant Canadian economic
underperformance. When it comes to the real economy, it seems
anything we Canadians can do, Americans can do better.

Take real GDP for instance. We haven't fully closed the books on
2023, but it's obvious that Canadian output grew much slower than
in the U.S. last year. The consensus view and our own forecast would
see arelative GDP performance gap extending into 2024.

On productivity growth—the basis for one’s standard of living—there's
no need to put too fine a point on it. Canada’s absolute record is bad
and our relative productivity standing vs. the U.S. is atrocious.

On both sides of the border, employment conditions look to be
softening, even if the well-used 'resilient’ label may still apply. Using
arguably the best gauge of labour market health—the share of
working age population holding down a job or ‘employment rate'—
Canada is underperforming the United States. Consumers appear
more cautious north of the border. Housing markets are likewise less
robust in Canada, judging from growth in existing home prices.

Not for nothing, key financial variobles reinforce the
underperformance narrative. The loonie has shed ~1.6% so far this
year. Meanwhile, Canada's benchmark equity index (the S&P TSX) has
trailed well behind all major U.S. indices. In credit markets, Canada's
relative spread performance may not be a major issue, but there's a
much bigger hickey on YTD total returns for Canadian corporate
credit vs. America (which is part of a rate story we're getting to).

[Lest Canadians despair too much, the country still boasts a
healthy/sound banking sector. Collectively, Canadian governments
aren't racking up nearly as much debt as in the U.S... not that bond

Charts 1-3: Canada’s economy underperforms but inflation fail
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vigilantism is really in vogue at present. Vitally, from a national pride
perspective, a Canadian—one Connor McDavid—handily won the
NHL All-Star Skills Competition recently. So there's that.]

Back to our story.. Normally, big-time economic underperformance
would at leastresult in relative inflation relief. But you won't really find
that in current Canada vs. U.S. inflation comps. At least not yet.

Fresh U.S. CPI data are due to arrive Tuesday. But as we write this,
underlying inflation momentum is as at least as brisk/strong in
Canada as in the U.S. Again, that's despite a northern economy that
seems to be more clearly falling short of its potential.

The failure to secure marginal inflation relief links to one area where
Canada is vastly outgrowing the U.S.: POPULATION! With so many
new Canadians looking for a home, it's perhaps of little surprise that
shelter cost inflation has so much momentum in Canada. A quick fix
to Canada’s shelter inflation problem is hard to see. If anything, the
surge in Canada’s working age population reported in Friday's LFS
report hints at upside to 2024 population growth (vs. prior thinking).

So in the greatest and most painful of ironies, Canada gets the stick
(i.e., relatively slower growth) without the carrot (i.e., relatively tamer
inflation). With the Bank of Canada reluctant to look through shelter
inflation, it suggests a delay in interest rate relief. Specifically, we're
pushing back our first projected BoC rate cut from April to June, as
our upcoming issue of Fixed Income Monitor will detail.
Notwithstanding this delay in the expected policy rate pivot, our
baseline macro forecast (including noted GDP weakness and serious
non-shelter inflation relief) still makes a case for rate cuts. But we
must acknowledge that now, more than in recent memory, Canada’s
interest rate trajectory hinges on the country’s demographic impulse.
Simply put, more heads could mean fewer (and slower) cuts.

s to cooperate, leading to a re-think on relative rates
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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 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 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 affiliates.

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 aninvestmentis 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.
US 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
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This report is not a research report and is intended for Major US Institutional Investors only.
This report is not subject to US independence and disclosure standards applicable to research reports.
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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
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