Market View géggmlﬁ EANK

Economics and Strategy CAPITAL MARKETS

January 27, 2026 — (Vol. X, No. 12)

Provincial credit quality on the defensive?

By Warren Lovely

The 2026 provincial budget season hasn’'t even started, yet the firstrating  perspective. As to whether credit ratings even matter to investors,
downgrade has landed. Specifically, S&P downgraded Nova Scotia a  statistical analysis answers in the affirmative... at least when it comes to
single notch from ‘AA-’ to ‘A+’, maintaining a ‘negative’ outlook. Rather  where provinces trade one vs. the other. Granted, relative liquidity counts
than unpacking this specific downgrade, we put provincial rating trends in ~ for much, while political risk is a growing consideration for some.

Chart 1: Evolution of average provincial credit quality... from COVID pandemic through recovery to a ‘new world order’
Weighted average provincial long-term credit rating score (CRS)
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Source: NBC, S&P, Moody’s, DBRS, Fitch, StatCan | Note: CRS is linear transformation of rating, controlling for outlook; re-weighted monthly using working age population; up to 27-Jan-26
On January 26", S&P downgraded the Province of Nova Scotia a single notch from ‘AA-' to ‘A+’, maintaining a ‘negative’ outlook. As per S&P, the downgrade reflected a “weaker budgetary position”.

Mind you, fiscal pressure is hardly unique to Nova Scotia, helping to explain why the weighted average provincial credit score has mostly given up the ground won during a post-COVID recovery.
There will be much to digest in the upcoming budget season, but we expect provincial finances to remain under some strain. So this may not be the only negative rating adjustment delivered in 2026.

Chart 2: Counting upgrades & (more recently) downgrades Chart 3: S&P relatively more bearish (and/or proactive)

Count of provincial long-term credit rating upgrades & downgrades Weighted average provincial long-term credit rating by agency
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Source: NBC, S&P, Moody’s, DBRS, Fitch | Note: 2026 is up to 27-Jan; simple count of number Source: NBC, S&P, Moody’s, DBRS, Fitch, StatCan | Note: 2026 is up to 27-Jan; re-weighted
of rating notch upgrades and downgrades each calendar year monthly based on working age population; Fitch avg starts 2007 & currently covers 5 provis
Building on three 2025 downgrades, the N.S. move highlights a deteriorating balance of provincial rating adjustments. At present, five of 35 provincial ratings are on ‘negative’ outlook, implying some
risk of further ratings pressure after 2026 budgets are presented. Stay tuned. Of the major rating agencies, S&P has been more decisive (some might say proactive or bearish) when it comes to the
provinces. Indeed, the weighted average rating S&P assigns to the provincial sector is now lower than at any time since 1990. At Moody’s, by contrast, ratings pressure has much more contained.
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Chart 4: Which set of ratings fits best with provi spreads? Chart 5: How much is a rating ‘worth’? [Interpret with caution]
Correlation btw provincial long-term credit ratings & CAD spreads vs. GoC Estimated value of average credit rating notch, based on OLS regression analysis
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Source: NBC, S&P, Moody’s, DBRS | Note: Correlation between current ratings (controlling for Source: NBC, S&P, Moody’s, DBRS, BBG | Note: OLS regression of current spread indications
non-stable outlooks) & CAD spread indications by tenor; as of 27-Jan-26 on average credit rating score, relative liquidity & political risk dummy; as of 27-Jan-26

Time to ask the question: Do credit ratings even matter to provincial spreads? Not surprisingly, the answer is nuanced. Notwithstanding weaker budgetary performance and accumulating debt at the
provincial level, Canada’s federal government is leveraging up at an even faster rate. From a fundamental and technical perspective then, relative budget balances, debt trajectories and net bond
supply dynamics support today’s tight provincial spreads vs. the GoC curve. (To say nothing of the apparent wall of cash actively seeking marginal yield/carry across credit markets globally.)
Where ratings are arguably most useful is when valuing one province vs. another. It's still the case that ratings alone explain much of the dispersion in provincial spreads. Granted, some sets of
ratings appear more useful than others. For example, provincial spreads are currently far more correlated with S&P rating scores than with the equivalent set of ratings assigned by Moody'’s.

As for how much a single rating notch might be ‘worth’, OLS regressions incorporating (among other things) ratings, liquidity and (if so inclined) political risk provide a rough guide. In the domestic
bond market, each notch on an average rating might be worth ~5 basis points in the 30Y sector. Note that the ratings coefficient can be expected to expand/compress with the overall level of spreads.
Given this, an average rating notch may be worth 7-8% of the underlying spread in CAD 10s or 30s (a higher ratio in 5s given tight underlying spreads). That is NOT to say a given rating change
elicits that magnitude of re-pricing. Alas, markets are efficient and investor attitudes adjust more swiftly than credit ratings. But do credit ratings matter? Statistically speaking, they absolutely do.

Chart 6: Snapshot of provincial credit spreads suggests ratings matter (a lot)... as does liquidity and political risk too!
Average provincial credit rating (horizontal) & constant maturity 10-year CAD spread vs. GoC (vertical), with bubble size a proxy for relative liquidity: 27-Jan-26
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Source: NBC, S&P, Moody’s, DBRS | Note: Snapshot based on current spreads & ratings/outlooks; for each province, three ratings are averaged (with outlooks controlled for)

The above chart focuses on 10-year provincial spreads in the domestic (CAD) market. Vertically, we plot constant maturity indications vs. the GoC curve as of January 27%. A given province's
average credit rating is expressed horizontally. Here, we use the simple average of the three ratings assigned by each of S&P, Moody’s and DBRS, controlling for non-stable outlooks. (We exclude
Fitch since they rate only half the provinces.) At present, average credit rating scores explain 83% of the differentiation in 10Y G-spreads. You can improve fit by controlling for relative liquidity (using
simple rankings, outstanding bond stocks or secondary trading volumes). While not always relevant, political risk is an increasing consideration for some and may help explain current Quebec bond
valuations. Putting it all together, average rating scores plus relative liquidity plus a political risk dummy can yield a R-squared as high as 97%. Relatively simple, yet arguably quite effective.
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Excerpt: NBC’s Provincial Ratings Snapshot as of 27-Jan-26 | Refer to our comprehensive Government Fact Sheet set for detailed notes

. Prince
Ontario Quebec Br|t|sh. Alberta Manitoba Saskatchewan New. Newfoundland Edward
Columbia Brunswick & Labrador \sland
9| Bloomberg bond ticker Govt ONT Q BRCOL ALTA MP SCDA NS NBRNS NF PRINCE
ﬁ : Gteed OHYD QHEL|FINQUE ALBCAP NSMFC NBMFC NFLAB|NFMF
il Bloomberg T-bill ticker Govt ONTB Q1B ALTATB MPTB NVSCTB NWBRTB NFTB
Long-term rating AA- A+ A+ AA- A+ AA A+ A+ A A
Outlook Stable Stable Negative Stable Stable Stable Negative Stable Stable Stable
Short-term rating A-1+ A-1 A-1 A-1+ A-1 A-1+ A-1 A-1+ A-1 A-1
Stand-alone credit profile (SACP) aa- a+ a+ aa- a+ aa a+ a+ a a
Institutional framework Very predictable & well-balanced — Applies to all provinces equally
Economy 20% ong trong ong Strong ong ong Average Average Average Strong
Financial management 20% Strong Strong Strong Strong Strong Strong Strong Strong Strong Strong
Budgetary performance 20% Weak ea ea Average Average Weak ea Average Average ea
Liquidity 20% eptiona eptiona Adequate eptiona Strong eptiona Adequate eptiona < Adequate Adequate
Debt burden 20% High g High High High Moderate High High g High
Date of rating report 19-Jun-25 16-Apr-25 2-Apr-25 8-May-25 26-May-25 5-Jun-25 26-Jan-26 8-Apr-25 21-Jul-25 1-May-25
Long-term rating Aa3 Aa2 Aa1 Aa2 Aa2 Aa1l Aa2 Aa1 A1 Aa2
Outlook Stable Stable Negative Stable Stable Stable Stable Stable Stable Stable
Short-term rating P-1 P-1 P-1 P-1 P-1 - - - - -
Systemic risk assessment
Baseline Credit Assessment: Indicated|assign allal al|aa3 aa3 |aa2 aa3 |aal3 a2 |aa3 aa2 |aa2 aa3 |aa3 aa2 |aa2 a2|a3 allal
F1: Economy 25% 3.64 422 3.56 3.31 4.10 2.96 523 5.87 3.86 4.89
Regional income 15% 2.06 3.04 1.94 0.51 3.83 0.93 471 478 143 4.15
Economic growth 5% 9.00 9.00 9.00 6.00 6.00 6.00 9.00 9.00 6.00 6.00
Economic diversification 5% 3.00 3.00 3.00 9.00 3.00 6.00 3.00 6.00 9.00 6.00
F2: Inst| framework/governance 30% 2.00 2.00 350 3.50 2.00 2.00 2.00
Institutional framework 15% 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Governance 15% 3.00 1.00 3.00 6.00 6.00 3.00 1.00 1.00 3.00 3.00
I’ F3: Financial performance 20% 5.00 7.66 9.29 6.03 7.94 6.87 8.10 4.93 7.00 7.42
3 Operating margin 10% 7.28 9.66 12.20 5.50 12.03 9.91 8.62 6.53 7.02 8.20
3 Liquidity ratio 5% 4.42 10.33 11.75 12.11 4.69 6.67 12.14 3.65 10.97 10.27
= Ease of access to funding 5% 1.00 1.00 1.00 1.00 3.00 1.00 3.00 3.00 3.00 3.00
F4: Loverage 5% 814 585 926 805 010 IR o0 |
Debt burden 15% 1291 10.65 8.49 853 14.97 9.74 7.26 9.03 13.53 7.83
Interest burden 10% 12.52 12.51 7.62 9.32 11.50 8.54 9.23 9.20 16.45 11.00
Preliminary BCA scorecard-indicated outcome 5.70 (a2) 5.74 (a2) 5.38 (a1) 5.29 (a1) 7.06 (a3) 5.03 (a1) 5.24 (a1) 5.03 (a1) 6.64 (a3) 5.58 (a2)
Idiosyncratic notching - - - - - +1 - +1 - -
Operating environment notching +1 +1 +1 +1 +1 +1 +1 +1 +1 +1
BCA scorecard-indicated outcome 4.70 (a1) 4.74 (a1) 4.38 (aa3) 4.29 (aa3) 6.06 (a2) 3.03 (aa2) 4.24 (aa3) 3.03 (aa2) 5.64 (a2) 4.58 (a1)
ESG Credit Impact Score (CIS) 1-5 (Pos-Neg) CIS-2 CIS-2 CIS-2 CIS-3 CIS-2 CIS-2 CIS-2 CIs-2 CIS-3 CIs-2
Environmental score (E) 15 E-3 E-2 E-3 E-3 E-3 E-3 E-3 E-3
Social score (S) 1-5 S-2 S-3 S-2 S-2 S-2 S-2 S-3 S-2 S-3 S-2
Governance score (G) 1-5 G-2 G-1 G-2 G-2 G-2 G-1 G-1 G-1 G-2 G-2
Date of rating report 28-May-25 18-Jun-25 10-Apr-25 16-May-25 21-Aug-25 31-Jul-25 14-May-25 5-May-25 26-Aug-25 3-Sep-25
Long-term rating AA AA(Low) AA(High) AA A(High) AA(Low) A(High) A(High) A A
Outlook Stable Stable Negative Stable Stable Stable Stable Stable Stable Stable
Short-term rating R-1(High) R-1(Mid) R-1(High) R-1(High) R-1(Mid) R-1(Mid) R-1(Mid) R-1(Mid) R-1(Low) R-1(Low)
Strengths Large, diversified Large, diversified Srmresey [ et Diversified & resilient Re.sponsible.ﬁscal Erraiesy Poliical corpmilmenlb Significant energy Relatively stable
economy economy economy policy commitment fiscal discipline resources economy
o v | sy |Sroptpais| gt | YORASONO. | PSS | St e ot et
” Ekcn;;g;:‘owmg esgl;\ﬁ:gje&:;"t;ing Abul:::;s?éleigas Debt management Dwersrﬁgggznbhn & Strong liquidity positon o un‘f!l;l:;gspenswon Wage certainty Growing populaion
% : Liquidity o manage Abundant low-cost
ol risk hydroelectricity
= n n B P P o [ o
‘z Challenges Re'a"’;]"r’d:ﬁ" 98Bt | igh debtburden ng"r';mpe“d'"g EC;:[‘:(’:Z’:;':’S"& Elevated debtlevels | Economic volay C:::g’“[’fmssures . mﬁ;,m o :g'::)'f S':;']';'f::‘ﬁo":"
c " " . o "
'g : Gbl?i::i’:ymlc Aging population HiE:ertli::isr:gd Labour negofations ngi’;ct::ecsas‘altl:ri;md Revenue volafiity Rer:;:m er Hggzyinl?jzlg;d Elevated debt burden | Elevated debtburden
= E'e“‘:zyi;ys“’" per'::":l";'cyo:?ehm Afordabily challenges 2 ';:;:;Z‘;csnmay emirinm::rz‘lspimes Energy fansifon costs Mﬁf:zi’:;‘m Weak demographics | Limited fiscal capaciy
S&i;ﬁmﬁﬁﬂ d Rising debt burden Inc::::?;;‘:;:m Weak demographics Reharrn::;‘:d &l
ESG consolidated impact Applicable: Y/N N N N Y (Relevant) N Y (Relevant) N N N N
Environment factors YN N N N Y (Relevant) N Y (Relevant) N N N N
Social factors YN N N N N N N N N N N
Governance factors YN N N N N N N N N N N
Date of rating report 12-Dec-25 10-Jun-25 9-May-25 18-Sep-25 20-Nov-25 21-Jan-26 14-Nov-25 4-Jun-25 18-Jul-25 8-Jul-25
Long-term rating AA- AA- AA+ AA - AA - - - -
Outlook Stable Stable Negative Stable - Stable - - - -
Short-term rating F1+ F1+ F1+ F1+ - F1+ - - - -
Stand-alone credit profile (SCP) a+ a+ aa aa- aa-
Support (ad hoc, via federal gov't) +1 notch +1 notch +1 notch +1 notch +1 notch
Risk profile tronge onge onge High Midrange High Midrange
Revenue robustness tronge onge onge Midrange Midrange
Revenue adjustability tronge onge onge onge tronge
Expenditure sustainability Midrange Midrange Midrange Midrange Midrange
Expenditure adjustability tronge onge onge onge tronge
Liability/liquidity robustness tronge onge onge onge tronge
Liability/liquidity flexibility tronge onge onge onge tronge
Debt sustainability category ‘bbb’ ‘bbb’ ‘a' ‘aa’ ‘aa’
ESG relevance score 1-5 (Low-High) 3 (Neutral) 3 (Neutral) 3 (Neutral) 4 (Negative) 3 (Neutral)
Date of rating report 20-Jun-25 20-Jun-25 5-May-25 4-Jun-25 4-Jun-25
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General: This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of CIRO), 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 s for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate 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 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 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 Reportis 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.

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

EU Residents: With respect to the distribution of this report in the member states of the European Union (‘EU”) and the European Economic Area (‘EEA”) by NBC Paris,
the contents of this report are for information purposes only and do not constitute investment advice, investment research, financial analysis or other forms of general
recommendation relating to transactions in financial instruments within the meaning of Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014
(“MiFID 2). This report is intended only for professional investors and eligible counterparties within the meaning of MiFID 2 and its contents have not been reviewed or
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