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World: Risk off for now

Global equities posted their first back-to-back weekly decline since the U.S. election last week. The MSCI AC is still up 4%
for the year but with four declines in six weeks the benchmark is back to February levels (chart). Geopolitical concern such as
Korea, Syria, Turkey, Afghanistan, European elections and U.S. trade policy are weighing down on investor sentiment.

World: Global equities back to February levels
MSCI AC (weekly data)
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Reflecting some of these concerns, yields on 10-year Treasuries have been declining in all of the main economies since mid-
March. In the U.S., yields are getting dangerously close to 2.2% - an important support level (chart).

U.S.: Treasury yields continue to decline
Yield on U.S. 10-year note (daily data)
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Lower Treasury yields, however, can also be attributed to lower-than-expected U.S. inflation and lacklustre retail sales (down
for two months in a row through March). Yes GDP is likely to be weak in Q1 (perhaps 1% or lower) but do not expect this
situation to endure. As the chart below shows, the leading economic indicator computed by the Conference Board is pointing
to a tangible rebound in Q2.

U.S.: Set to rebound after a weak Q1

Monthly real GDP vs. leading economic indicator (LEI)
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China also remains supportive of global growth. Its GDP data showed an increase of 6.9% in Q1 while the trade report showed
a substantial rebound in volume imports in March with big rebounds for copper, petroleum and iron ore (the latter two rising
to new record highs). So do not expect a collapse in commodity prices (chart).

World: No collapse for base metals
CRB metals
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Interestingly, despite the risk-off sentiment, earnings are currently being revised up globally (chart). This means that the
current market pullback is restoring valuation even faster. As shown, the MSCI AC is now back to trading at less than 16x forward
earnings.

MSCI World AC: change in 12-month forward earnings
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World: PE back below 16
12-month forward PEs
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Against this backdrop of improving earnings and prospects of faster economic growth, we do not expect a big market
correction for equities unless the geopolitical situation goes haywire. Interestingly, the currency market is not behaving the
way one would expect if fear was rampant. As the chart below shows, despite the recent increase in stock market volatility,
the USD has actually weakened.
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World: USD not behaving like it’s really risk off
U.S. broad dollar index (26 currencies) and equity volatility (CBOE VIX)
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U.S.: Q1 2017 earnings season starts well

Although we are still early in the Q1 2017 earnings season, the start has been a good one. Of the 28 companies that have
published their numbers so far, 25 (or 89%) have reported earnings above analyst expectations. We thus remain on track to
beat the 10% growth in EPS expected by the consensus. On the revenue side, however, things are a little soft right now:
though 19 (or 67%) of companies beating expectations, the beat has been minimal (0.54%, see table). We have said many times
since the start of the year that sales will be the focus of attention for investors in 2017. We are at the point in the economic
cycle where sales instead of profit margins offer the key support to overall profitability. This week, 68 companies are expected
to report their results.

U.S.: Q1 2017 earnings season off to a good start
Update on S&P 500 reporting season (as of April 13, 2017)

Sales Surprise Earnings Surprise

Industry (ICB) Reported Positie  Inline  Negatie %  Positive  Inline  Negative %
All Securities 28/498 19 0 9 054% 25 0 3 6.35%
> 0il & Gas 0/ 3 0 0 0 0 0 0

> Basic Materials 0/ 19 0 0 0 0 0 0

> Industrials 6/ 8 3 0 3 012% 4 0 2 -3.02%
> Consumer Goods 7/ 61 3 0 4 1.85% 1 0 0 15.04%
> Health Care 0/ 51 0 0 0 0 0 0

> Consumer Senices 7/ 72 6 0 1 41.03% b 0 1 1.32%
> Telecommunications 0/ 4 0 0 0 0 0 0

> Utilities 0/ 29 0 0 0 0 0 0

> Financials 4/ 9 4 0 0 1.63% 4 0 0 6.00%
> Technology 4 51 3 0 1035% 4 0 0 9.14%

NBF Economics and Strategy (data via Bloomberg)
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Ontario: Province vows to cool housing market

Ontario Finance Minister Charles Sousa promised to target “property scalpers” as he prepares for his April 27 Budget. The
Minister is set to meet with his Federal counterpart Bill Morneau and Toronto mayor John Tory on Tuesday to discuss the state
of the housing sector in the Greater Toronto Area (GTA). With affordability at a multi-year low, a nhumber of measures have
been discussed by Ontario’s politicians: taxing foreign buyers, rent control, a levy on vacant homes, increasing the inclusion
rate for capital gains on real estate. In our opinion, these policies are unlikely to have lasting impact on affordability unless
the supply side of the equation is addressed. As the table below shows, Canada’s immigration policy is a potent elixir to
counteract the impact of an aging population but with more than half of the newcomers settling in Montreal, Toronto and
Vancouver, housing supply is set to remain a major constraint for the foreseeable future. Unless Ottawa opts to revise down
the quota for international immigrants, we need policies that will help foster a greater densification of Canada’s largest urban
areas.

Canada: Immigration remains key source of demand for housing
Growth in international immigration and impact on cities

Annual growth in immigrant population (3-year average)

Ontario 102,000
Quebec 47,000
Alberta 35,000
BC 27,000

Other provinces 39,000
Total Canada 250,000

QC annual population growth (3-yr avg) ON annual population growth (3-year avg) BC annual population growth (3-yr avg)
Total QC 50,000 Total ON 150,000 Total BC 60,000
Greater Montreal 37,000 Greater Toronto 92,000 Greater Vancouver 34,000
of which: immigrants 39,0004 of which: immigrants 82,0004 of which: immigrants 23,000 L

* International immigration accounts for 70% of total population growth in Canada
*  More than half of international immigrants settle in Toronto, Montreal and Vancouver

* Immigration accounts for virtually all of total population growth in those cities (for Montreal it exceeds
100%: 39K vs. 37K — see arrow above)

Having said this, we do not deny that demand for housing is now running ahead of fundamentals. This is particularly true
for Ontario where 11 of the 15 major markets that we follow show double-digit home price inflation (chart).

Canada: Ontario home price inflation not confined to the GTA
Share of regional markets* in Ontario where price inflation is 10% or more year over year
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Despite the appearance of speculative activity, Bank of Canada governor Stephen Poloz defended his policy of keeping
the overnight rate at a multi-year low last week, arguing that “when you are looking at making an investment you think will
make you 20% or more over the next 12 months, and you have to borrow the money to make that investment, is a quarter point
or a half a point going to make a difference to that decision? | don’t think even a five percentage point difference would take
you away from that”. WOW! Despite above-potential growth and tight labour markets, our central bank is washing its hands
when it comes to using interest rates to slow housing speculation. We think this is a mistake. In our opinion, even a small
increase in interest rates could help cool expectations of ever-rising home prices.




NATIONAL BANK
OF CANADA

Morning Comment

Economics and Strategy

Montreal Office
514-879-2529

Stéfane Marion Marc Pinsonneault Kyle Dahms

Chief Economist and Strategist Senior Economist Economist

stefane.marion@nbc.ca marc.pinsonneault@nbc.ca kyle.dahms@nbc.ca

Paul-André Pinsonnault Matthieu Arseneau - Offi

Senior Fixed Income Economist Senior Economist oronto ce
paulandre.pinsonnault@nbc.ca matthieu.arseneau@nbc.ca 416-869-8598

Krishen Rangasamy Angelo Katsoras Warren Lovely

Senior Economist Geopolitical Analyst MD, Public Sector Research and Strategy
krishen.rangasamy@nbc.ca angelo.katsoras@nbc.ca warren.lovely@nbc.ca

General - National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company listed on Canadian stock exchanges.

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The opinions expressed are based upon our 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.

Research Analysts — The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion and that no part of his/her compensation was,
is, or will be directly or indirectly related to the specific recommendations or views as to the securities or companies.

NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of NBF including, Institutional Equity Sales
and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since the revenues from these businesses vary, the funds for research compensation vary.
No one business line has a greater influence than any other for Research Analyst compensation.

Canadian Residents - In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to this report, Canadian residents should contact their
NBF professional representative. To effect any transaction, Canadian residents should contact their NBF Investment advisor.

U.S. Residents — With respect to the distribution of this report in the United States, National Bank of Canada Financial Inc. (NBCFI) is regulated by the Financial Industry Regulatory Authority (FINRA) and a
member of the Securities Investor Protection Corporation (SIPC). This report has been prepared in whole or in part by, research analysts employed by non-US affiliates of NBCF that are not registered as
broker/dealers in the US. These non-US research analysts are not registered as associated persons of NBCFI and are not licensed or qualified as research analysts with FINRA or any other US regulatory authority
and, accordingly, may not be subject (among other things) to FINRA restrictions regarding communications by a research analyst with the subject company, public appearances by research analysts and trading
securities held a research analyst account.

Al of the views expressed in this research report accurately reflect the research analysts’ personal views regarding any and all of the subject securities or issuers. No part of the analysts’ compensation was,

is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this research report. The analyst responsible for the production of this report certifies that the views expressed herein
reflect his or her accurate personal and technical judgment at the moment of publication. Because the views of analysts may differ, members of the National Bank Financial Group may have or may in the future
issue reports that are inconsistent with this report, or that reach conclusions different from those in this report. To make further inquiry related to this report, United States residents should contact their NBCFI
registered representative.

UK Residents - In respect of the distribution of this report to UK residents, National Bank Financial Inc. has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial
Services and Markets Act 2000). National Bank Financial Inc. 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 thereto. The value of investments can go down as well as up. Past performance will not
necessarily be repeated in the future. The investments contained in this report are not available to retail customers. 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.
National Bank Financial Inc. is authorised and regulated by the Financial Conduct Authority and has its registered office at 71 Fenchurch Street, London, EC3M 4HD.

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

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) regulated activity, 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 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 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 affiliates’ businesses. These activities and interests include potential multiple advisory, fransactional 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 affiliates that may purchase or sell such securities and instruments.

No other entity within the National Bank of Canada group, including NBF, 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; (ii) 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 National Bank Financial.



