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“It was the worst of times,
it was the best of times
BANKC " Adamﬁon from Charles Dickens
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World: Geopolitical backdrop not very inspiring
Global economic policy uncertainty
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World: Positive economic surprises
Citi economic surprise index for World, Advanced and Emerging markets
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World: Trade volumes at a record

Global trade flows (quarterly volumes) . . . .
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Global equities: Record level with a stable P/E
MSCI AC and its 12-month-forward P/E
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World: Earnings expected to hit arecord
Estimated 12-month-forward earnings per share for the MSCI AC _

Onfg now getting back to 2008 levels
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World: Capital expenditures are recovering
Global non-financial capital expenditures
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World: Sales of semiconductors are surging
Worldwide sales of semiconductors (monthly data)
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World: This is finally starting to look like an expansion
Total employment in the advanced economies (G7 and rest of EU 28)
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World: Consumer optimism at the highest in a decade
Aggregate home price index Consumer confidence index in OECD countries
for OECD countries and major non-member economies
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@ WORLD

Best is yet to come for
global economy,
according to IMF’s
Christine Lagarde

Even the
pessimists have
become optimists !

“In our assessment, the United States, Germany and Japan are now close to full employment”

NATIONAL
BANK Tao Zhang, IMF Deputy managing Director
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Japan: Best labour market in a generation
Unemployment rate vs. job-to-applicants ratio, last observation: July 2017
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Euro: Perspective on the economic situation improving
Economic sentiment indicator, EU, Seasonally Adjusted, last observation: September 2017
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China: Volume imports of key commodities

The trend is still our friend

Timber Copper
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World: Perspective on commodity prices
CRB metals vs. WTI

Economic backdrop s suppertive !
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World: Perspective on inflation in G7 countries
Consumer price index, year-on-year growth

Does it go lower or do we not go higher?
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United States

Where are we in the cgcl-e?
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U.S.: The second longest business cycle on record
Duration of economic cycles since 1945 (peak to peak)
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Where are we in the business cycle?
Anatomy of a business cycle

Real GDP
Trend GDP Growth
late
expansion
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expansion -~
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U.S.: GDP exceeds potential for the first time in a decade
Actual vs. potential* real GDP
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U.S.: Yield curve unusually steep at this point in the cycle
Output gap* vs. yield curve (10-year Treasury yield less 2-year rate)
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U.S.: Core inflation tends to move higher at this point in the cycle
Core PCE deflator vs. output gap*
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U.S.: Perspective on wage growth by age group
Median wage growth
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U.S.: Perspective 55+ workers
Share of 55+ in the labor market
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U.S.: Perspective on profit margins
Non financial corporate profits as a percentage of non-financial corporate business GDP
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Janet Yellen Says Fed Plans to Keep Raising Rates

By BINYAMIN APPELBAUM  SEPT. 26, 2017
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U.S.: Markets and Fed don’t see eye-to-eye

Expectations for level of the fed funds rate
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U.S.: Financial conditions have not tightened !
Fed funds rate vs. GS financial conditions index
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U.S.: Greenback is stabilizing
Broad dollar index (26 currencies)
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Canada

Still resilient!
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Canada: Economy has done very well in recent quarters
Nominal GDP growth
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IPEM for four largest provinces
Quarterly average level
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Canada: Strong growth warrants rate hikes
Real gross domestic product, constant 2007 dollars
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Poloz on the run: Where is he going?

¥7&

:
l Business + Economy

No set path for interest rates
says Bank of Canada governor
Stephen Poloz

Palozis seeking to bring interest rates back to more normal evels hile not harming
the fledling economie recovery.
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Canada: Market expectations have changed in recent months
2-year Treasury yields: Canada vs. the U.S.
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Canada: BoC induces currency volatility
Canada-U.S. exchange rate
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Canada: Operating profits of non-financial industries
Seasonally adjusted, energy and ex-energy

NBF Economics and Strategy (data via Statistics Canada)
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Canada: The prime-age workforce nearing full employment

Labour force participation rate for Employment/population ratio
people aged 25-54 for people aged 25-54
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Comparative growth of wages and salaries
June 2017 over June 2016*

7.0
% yly

6.0

5.0

w

5E)
4.2 4.1
4.1 4.0 3.9 3.8
4.0 - 4 3.7
3.2
3.0
2.4

2.0
1.0
0.0

BC QC CA PE ON NB AB NS MB W) SK

* U.S. data is as of September
NBF Economics and Strategy (data via Statistics Canada)

1.3

NL

26



Canada: Provinces may have more leeway next year
Nominal GDP growth for 2017 as estimated by NBF and provincial budget forecasts
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Ontario: Perspective on change in minimum wage
Minimum wage increase in Ontario (as of January of every year)
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Wage distribution of Ontario employees in 2016

thousands Distribution

Total employed 236 100%
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Canada: Perspective on CPl-common
Core inflation based on common component measure
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Canada: 3 month T-bills

Underlying out T-bills forecast is our view that the BoC’s overnight rate will stabilize at 2.0% in 2019
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Canada: Perspective on interest mortgage rates
Benchmark 5-year mortgage interest rate
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Canadian housing sector
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Perspective on home price: Canadian cities and the U.S.
Resale price of existing home
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Canada: Should you trust a Swiss bank?

NEWS TORONTO & GTA

Toronto tops cities at risk of housing hubble, new report

says

THE CANADIAN PRESS

FIRST POSTED: THURSDAY, SEPTEMBER 28, 2017 02:18 PM EDT | UPDATED: THURSDAY, SEPTEMBER 28, 2017 07:01 PM

Sun sets on the Toronto skyline seen from the Gardiner Expressway on July
5, 2017. THE CANADIAN PRESS/Frank Gunn

TORONTO - Toronto has topped the list of
major global cities most at risk of a
housing bubble with Vancouver ranking
fourth, according to a new report by UBS
Group AB

It's the first time Toronto has cracked the
annual rankings compiled for the UBS
Global Real Estate Bubble Index, in which
other “bubble risk” cities include
Stockholm, Munich, Sydney, London,
Hong Kong and Amsterdam.

The Swiss-based global financial services
company said that the bubble risk in all of
these cities has spiked over the last five
years as house prices have climbed by
almost 50 per cent on average since 2011

However, *bubble risk seems greatest in

Toronto, where it has increased significantly in the last year," it noted

UBS Global Real Estate Bubble Index

Latest index scores for the housing markets of select cities
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Toronto
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Munich
Vancouver
Sydney
London
Hong Kong
Amsterdam
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San Francisco
Los Angeles
Zurich
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Tokyo
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Singapore
New York
Milan
Chicago

@ bubble risk (>1.5)

overvalued (0.5 to 1.5)

0.5 1.5
I 212

I +2.01
I -1.92
N +1.80
I 180
. - 1.77
I +1.74
NN +1.59

+1.31
+1.26
+1.13
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+0.92
+0.90
+0.83
+0.45
+0.32
+0.20
+0.09

-0.66

. fairvalued (-0.5 to 0.5)
undervalued (1.5 to -0.5)

Source: UBS Remark: For explanation see the section on Methodology & data on page 21
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Fixed 5-year:
3.42%

Fixed 3-year:
3.22%

Variable:
2.85%

Canada : Perspective on payment shock
Mortgage rate by remaining term (total NHA MBS) and current rates for refinancing*
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IMF report warns of Canada’'s high debt
levels

International Monetary Fund (IMF) Managing Director Christine Lagarde speaks during a news conference at IMF
headquarters in Washington. June 16. 2014. (AP / Pablo Martinez Monsivais. File)
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The Canadian Press
Published Wednesday. October 11, 2017 2:27PM EDT
Last Updated Wednesday. October 11, 2017 4:33PM EDT

The International Monetary Fund warns in a new report about Canada's high debt levels and
higher-than-average pressure on Canadian households' ability to pay down that debt.

The IMF says in its Global Financial Stability report released Wednesday that these dynamics in
Canada's private non-financial sector leaves its economy more sensitive to tighter financial
conditions and weaker economic activity.

Canada was named along with Australia. Brazil. China and Korea as countries where the debt-
NATIONAL service ratio has risen to high levels.
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World: Perspective on household leverage
Household debt as a percentage of net disposable income (major OECD countries)
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Debt to household disposable income
Households & non-profit organizations
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NBF Economics and Strategy, data from Statistics Canada, Federal Reserve and BEA through Thomson-Reuters
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Perspective on the prime-aged workforce
Employment for people aged 25-54: Canada vs. the U.S.
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Canada: Population growth
Population aged 25-54: Canada vs. the U.S.
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Canada: A magnet for young talent

Components of population growth in 2017 Non-permanent residents aged 15-24
(major advanced countries) entering Canada
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Canada: Historical perspective on foreign-born population

Number of people born outside Canada and their proportion in the population
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Canada: Perspective on foreign-born population
Foreign-born population as a share of total
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Canada: Job creation in the main cities
Job creation in greater Vancouver, greater Toronto, greater Montreal and rest of Canada
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Canada: Population is surging in the GTA
Population growth in the Greater Toronto Area (GTA) — monthly data*
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World: Perspective on downtown living cost
Price per square feet in USD for downtown living*
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Toronto: Home resale market

Ratio of active listings to sales, seasonally adjusted, quarterly basis
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NBF Economics and Strategy, data from CREA and TREB seasonally adjusted by NBF.
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Vancouver: Number of homes sold
Seasonally adjusted, last observation: September 2017
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Vancouver: Monthly home sales by category
Seasonally adjusted by NBF. Last observation: September 2017
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Vancouver: Existing home resale market

Active-listing-to-sale ratio, last observation: September 2017
17 _

16 |
15 ]
14 |
13
12 |

Number of months to sell homes listed for sale, at current sales pace

2017.9/2016.9
Active listings: 1.2%
Sales : 25.2%

Buyers’ market

ol el EEEmEEsEEsEEsEssEsEsEssEEEE==.

| -S:eITe-rs-’ -market

L D D O O L O O U O |

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
NBF Economics and Strategy, REBGV data seasonally adjusted by NBF.

NATIONAL
BANK

FINANCIAL MARKETS 18




Canada: Regulators have tried to cool housing sector for a decade
Macroprudential measures implemented since 2006
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Canada vs. United States: Gloves come off as
NAFTA trade talks hit impasse

Foreign Affairs Minister Chrystia Freeland on Tuesday publicly blasted the Trump administration’s
NAFTA approach for the first time, the clearest sign yet of the divide between the U.S. and Canada.

m 07:58 AM by Daniel Dale Toronto Star Hamilton Spectator

SHARE

f |w]S]in|=

Canadian Minister of Foreign Affairs Chrystia Freeland, speaks during the conclusion of the fourth round of negotiations for a new
North American Free Trade Agreement (NAFTA) in Washington on Tuesday - Manuel Balce Ceneta, The Associated Press

WASHINGTON — The vast divide between Canada and the United States over the future of North American trade
burst into public view on Tuesday as top officials for Prime Minister Justin Trudeau and President Donald Trump

traded blame for their negotiating impasse.
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U.S.: Is NAFTA such a bad deal?

U.S. trade balance for goods and services - 2016
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NBF Economics and Strategy (data via U.S. Department of Commerce)
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Conclusion:

« World, U.S.
- Global growth near 3.5% in 2018

- China continues to grow at around 6% (good enough)
- Eurozone, ok
- Geopolitical risks to remain a major source of concern: U.S. Trade Policy?
Interest rates, currency:
- Canadian economy to expand 3.0% in 2017 and 2.5% in 2018. ; U.S. at 2.4% in 2018
Ontario: 2.6% (2018)
- The Fed probably hikes once more in 2017 and 3 times in 2018 ; 10-year Treasury yield near 3.0%.
- Expect the BoC to hike again before the year end, more coming in 2018 (heading towards 2%)
- Canadian dollar in the 1.20-1.30 range ; Oil in the $45-$52 range
- Large correction in housing unlikely unless labour markets deteriorate markedly

or mortgage rates surge.

Stocks over bohd‘s for now
with seme gold (no Httoin‘s)[

Risk factors: Trump / Morneau / Poloz / Yellen
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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 NBCF| 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. All 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. 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.
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