Bank of Canada Delivers a Hawkish Cut

Scotiabank.

e BoC cut 25bps as expected
GLOBAL ECONOMICS e The bias was on the hawkish side of neutral as expected

e Ottawa photobombed the BoC by adding to inflation risk

SCOTIA FLASH e  Markets responded by reducing priced expectations for BoC cuts

March 12, 2025 e  Full press conference transcript

The Bank of Canada met our expectations by cutting its policy rate by 25bps. Markets

were already priced for this and all but two shops got the call right. What mattered,

Derek Holt however, was the way in which they conveyed a neutral-hawkish policy bias going forward
\S/Eo%:beaa:k?ffciizi:r?ilc?arkets Economics that leans a little more toward the hawkish side of things which was my expectation. They
416.863.7707 are saying their principal focus will be upon ensuring that inflation and inflation
derek.holt@scotiabank.com expectations are well anchored. The view on other parts of the street that the BoC would

be unambiguously dovish in response to tariff wars was struck a blow.
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BOC WITH MORE TARIFFS

Chart3 The Federal government unusually called a press conference right in the middle of the

Inflation Expectations Have Risen BoC’s communications to announce retaliatory tariffs. This caused some brief confusion

6.0 o around the start of the BoC'’s press conference that nevertheless remained on track.

BLP, T-year-ahead Ottawa normally coordinates such communications.
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What was announced was a 25% tariff rate against another $30 billion of imports from the
US. This is in addition to the 25% rate against $30B of imports that has already been
implemented. Today’s 25% on another $30B pulls forward a portion of the remaining
$125B of targeted imports that had been postponed, leaving $95B of postponed targeted
imports.
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The effect is to modestly add to imported price pressures. | found that odd in terms of

25 timing while the BoC was communicating its decision. Nevertheless, the strategy appears
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to be for Canada to coordinate with the Europeans disproportionate retaliation against

P the US imposition of tariffs on steel and aluminum. Canada exported about $35B of steel
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sum total of $60B of imports from the US is almost double what the US has targeted to

date.

Thus far, Trump has not responded despite speaking after the announcements. We'll see
how this strategy works, but for now, it tips the balance toward being more inflationary
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through import prices than disinflationary through the demand shock from the US tariffs. The overnight European retaliatory moves and
now Canada’s make it clear to the US administration that its trade partners will not merely roll over in response to abusive US trade policies.

STATEMENT EMPHASIZES TARIFF EFFECTS ON INFLATION

A comparison of today’s statement with the previous one is attached. The money quote is in the final paragraph that ends with a neutral-
hawkish spin on the statement:

“Monetary policy cannot offset the impacts of a trade war. What it can and must do is ensure that higher prices do not lead to
ongoing inflation. Governing Council will be carefully assessing the timing and strength of both the downward pressures on
inflation from a weaker economy and the upward pressures on inflation from higher costs. The Council will also be closely
monitoring inflation expectations.”

In plain English, this is not committing to any path for the policy rate as they wish to see where the balance of risks ultimately lie in terms of
their mandate to achieve 2% inflation over the medium-term. They are being very clear that this will be their focus.

Other keys include the second paragraph’s mention that “heightened trade tensions and tariffs imposed by the United States will likely slow
the pace of economic activity and increase inflationary pressures in Canada.” That’s a clear nod to stagflation risk.

They backed that up by saying that “preferred measures of core inflation remain above 2% mainly because of the persistence of shelter
price inflation” which is debatable, and that “short-term inflation expectations have risen” due to tariffs.

They also acknowledged that growth to date has been “stronger than expected at the time of the January MPR” when they last published a
forecast, but that “economic growth in the first quarter of 2025 will likely slow.”

The fifth paragraph warned of warning signs in the job market, but did not elaborate. If they mean flat employment in February, then | still
think that was a weather report distorted by fake seasonal adjustments (recap here).

OPENING REMARKS
Governor Macklem’s opening remarks to his press conference are here. They generally reinforced the statement’s core messages.

Macklem's comment on the end of the GST/HST tax break lifting inflation will happen sooner than the March reading despite his guidance.
It will probably start next week. The GST/HST cut ended in mid-February, and so half of the downward effect on CPI from the cuts will
reverse in Feb, the other half in March. That was the pattern on the way down for CPI in response to the tax cut within December and
January CPIl readings as it was spread over both months because the tax cut kicked in at mid-December.

SUPPLEMENTING WITH SURVEYS—BUSINESSES AND CONSUMERS EXPECT HIGH TARIFF PASS THROUGH

The press conference acknowledged that the BoC is in between forecast rounds and therefore offered survey-based soft data to help them
assess the effects of tariffs. The survey results are here. What is key to the BoC are the price signals. Chart 2 shows that about half of all
businesses expect to raise prices if tariffs are in place and their report showed that almost all of that half of businesses expect to pass
through basically all of the higher tariffs into end prices. That's very high, and likely overstated in an economy with slack, but it’s soft data.

This hasn’t escaped consumers. The BoC surveys show that 72% of consumers expect higher prices due to tariffs and trade tensions which
is also shown in the same chart. Their business leaders’ pulse survey shows a jump in inflation expectations (chart 3).

PRESS CONFERENCE—FULL TRANSCRIPT

The press conference was insightful in terms of several key matters. What follows is an attempt at providing a full transcript subject to the
limitations of my ability to type fast enough as it was unfolding! Answers are from Governor Macklem unless specifically noted to have been
provided by Senior Deputy Governor Rogers. Any errors or omissions are my own, but | think this accurately captures the broad messages.

Q1. What kind of inflationary impact are we talking about from tariffs and is this a one-off jump in the price level or something that can
feed through inflation?

A1l can't put a number on it. The scenario is changing literally every day. In terms of the channels, we're very clear in identifying a number
of channels. CAD has depreciated and that means more expensive imports. Retaliatory tariffs puts an extra charge on goods coming into
Canada. The uncertainty itself is adding costs, with businesses holding higher inventories (ed. see chart 4), looking for new suppliers and
searching for new markets. There are a number of new costs that businesses are facing and ultimately they will get passed through. There is

Global Economics 2


https://www.scotiabank.com/content/dam/scotiabank/sub-brands/scotiabank-economics/english/documents/scotia-flash/scotiaflash20250307.pdf
https://www.bankofcanada.ca/2025/03/opening-statement-2025-03-12/
https://www.bankofcanada.ca/wp-content/uploads/2025/03/consultations-2025-03-12.pdf

Scotiabank. SCOTIA FLASH

March 12, 2025

uncertainty around how much and how quickly that will happen. We have a lot of data we will Chart 4

be monitoring to be able to trace the effects. The reality is some prices are going to go up. Canada Economy-Wide Inventories
. . . 1.2  stock-to-sal i

We can't change that. We don't want to see knock-on effects with other prices going up and stock-to-salesratio

becoming generalized inflation. We cannot let that happen. 11

Q2. Is there the possibility of a hike in the future given your hawkish stance? 10

A2. Thereis a lot of uncertainty. We cannot provide that forward guidance. | can share how

we are thinking about it. Monetary policy cannot offset the impact of a trade war. What we 09

can do is ensure any rise in inflation is temporary. That means we're going to do as much as 08

we can to help the economy adjust but that is limited by the need to control inflation. We are

focused on two things. First is assessing the upward pressure on inflation coming from new 0.7

costs and second is the downward pressure from weaker demand. It's going to take some 06

time for that to work through. We are also going to focus upon inflation expectations. Well g1 87 93 99 05 1 17 23

anchored inflation expectations will be critically important. Source: Scotiabank Economics, Statistics Canada.

Q3. Can you explain why tariffs will be inflationary and explain why the US administration is arguing against this?

A3. We've been very clear tariffs will weaken the economy. Our exports to the US will be weaker. We're hearing from businesses that will
weaken their investment and hiring intentions. It could well mean layoffs. Consumers are becoming more cautious in their spending. That
will all put downward pressure on inflation. But, there are a number of higher costs that will add to inflation. We're focused upon weighing
those downward pressures and upward pressures to maintain price stability.

Q4. What do you expect will happen to Canada's unemployment rate this year?
A4.1don't have a forecast for you. | would expect some rise in the unemployment rate. [ed. not so sure. immigration is also tightening.]
Q5. Is a recession imminent? How do you feel about a former Governor leading trade negotiations?

AS. Rogers answered this one. We don't have a forecast at this decision. We did supplement our views with the accompanying surveys.
Macklem adding that it's going to depend a lot on what the US does with their trade policy. The BoC operates independently from the
government and that is key.

Q6. Did you consider cutting by 50bps? Did you consider whether cutting more than 25bps could add to uncertainty and a loss of
confidence?

A6. We did not seriously consider a cut of 50bps. Monetary policy needs to be forward looking. The hard data so far still looks good. The
survey data makes it pretty clear that consumer and business confidence has been sharply affected and that will have an impact on the
economy. That's why we decided to cut 25bps. There is a lot of uncertainty and lack of predictability. A trade war weakens growth but also
prices and inflation. Against that background we did not want to get ahead of ourselves. We will proceed carefully with any further changes
to our policy rate.

Q7. You mention the impact of the weaker C$ on prices. Will the BoC be more sensitive toward movements in the C$ in future rate
decisions?

A7.To some extent the C$ is a shock absorber that helps to offset some of the impact. It also affects costs imported from the US. We're
going to look at CAD in the context of everything else that is going on.

Q8. How much of a role will Canada's retaliatory tariffs play in the shock compared to the US actions?

A8. Rogers speaking. They add to uncertainty and prices. They are decisions made by the government. Governments need all the tools they
need in a trade war.

Q9. Does CAD depreciation have a stronger impact on the economy than rate cuts?

A9. The fact that we have been lowering interest rates has had some effects on the C$ but they are more related to the trade actions and
uncertainty created by the US government. [ed. he basically didn't answer the substitute question which they haven'tin a long time].
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Q10. Is the policy rate neutral or slightly stimulative?

A10. We do our best to estimate neutral. We'll do that again into our April meeting. Right now our neutral rate estimate is centered on the
2.75% mid point. We are in that neutral range. [ed. nothing new there, 2.25-3.25 is what they published last April when they raised the
neutral rate range]

Q11. How is financial stability factoring into your thinking?

A11. Rogers answered this one. We'll have our financial stability report in May. Markets are starting to react to tariffs. They were
underestimating effect but we're seeing markets respond. We haven't seen it have a destabilizing effect so far. [ed. In my view, a central
bank cannot be vague on stability issues. They should have clearly stated that markets are functioning well, engaged in price discovery.]

Q13.Is it better to have a stronger or weaker C$ to keep import costs lower or do we also have to pay attention to the impact on
exporter profits?

A13. We don't focus on or target the C$. What you are seeing in the dollar is reflecting what is going on.

Q14. How do tariffs pass through to consumer prices? In your January scenario most of the pass through happens in year 3 but your
surveys show earlier. Why not sooner and are you prepared in terms of how to manage this?

A14. Rogers answering. The speed and magnitude of pass through are two key questions and uncertainties. A trade war is a supply shock. It
affects production costs and capacity. In that sense it's similar to COVID. But what's different compared to COVID is that these supply
restraints ran into surging demand. What we expect in a trade war is lower demand but with supply constraints. That would mean that we
don't see the same speed or magnitude of pass through. Macklem kicked in that it depends on what you are buying; vegetables and fruit will
likely see faster pass through than durable goods. It will take some time to come to an overall assessment.

Q15. Is there any validity to weighting short-term inflation expectations more than long-term given the uncertainty?

A15. The short answer is we look at them both. Monetary policy cannot stop some prices from going up. We want to make sure those first
direct prices increases don't spill over into second round prices increases. One of the ways we focus on that is through long-term inflation
expectations. And that would be a big warning sign to us.
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RELEASE DATE: March 12,2025

The Bank of Canada today reduced its target for the overnight rate to
2.75%, with the Bank Rate at 3% and the deposit rate at 2.70%.

The Canadian economy entered 2025 in a solid position, with inflation close
to the 2% target and robust GDP growth. However, heightened trade tensions
and tariffs imposed by the United States will likely slow the pace of economic
activity and increase inflationary pressures in Canada. The economic outlook
continues to be subject to more-than-usual uncertainty because of the rapidly
evolving policy landscape.

After a period of solid growth, the US economy looks to have slowed in
recent months. US inflation remains slightly above target. Economic growth in
the euro zone was modest in late 2024. China’s economy has posted strong
gains, supported by government policies. Equity prices have fallen and bond
yields have eased on market expectations of weaker North American growth. Oil
prices have been volatile and are trading below the assumptions in the Bank’s
January Monetary Policy Report (MPR). The Canadian dollar is broadly
unchanged against the US dollar but weaker against other currencies.

Canada’s economy grew by 2.6% in the fourth quarter of 2024 following
upwardly revised growth of 2.2% in the third quarter. This growth path is
stronger than was expected at the time of the January MPR. Past cuts to
interest rates have boosted economic activity, particularly consumption and
housing. However, economic growth in the first quarter of 2025 will likely slow
as the intensifying trade conflict weighs on sentiment and activity. Recent
surveys suggest a sharp drop in consumer confidence and a slowdown in
business spending as companies postpone or cancel investments. The negative
impact of slowing domestic demand has been partially offset by a surge in
exports in advance of tariffs being imposed.

Employment growth strengthened in November through January and the
unemployment rate declined to 6.6%. In February, job growth stalled. While
past interest rate cuts have boosted demand for labour in recent months, there
are warning signs that heightened trade tensions could disrupt the recovery
in the jobs market. Meanwhile, wage growth has shown signs of moderation.

Inflation remains close to the 2% target. The temporary suspension of the
GST/HST lowered some consumer prices, but January’s CPI was slightly firmer
than expected at 1.9%. Inflation is expected to increase to about 2%2% in March
with the end of the tax break. The Bank’s preferred measures of core inflation
remain above 2%, mainly because of the persistence of shelter price inflation.
Short-term inflation expectations have risen in light of fears about the impact
of tariffs on prices.

While economic growth has come in stronger than expected, the pervasive
uncertainty created by continuously changing US tariff threats is restraining
consumers’ spending intentions and businesses’ plans to hire and invest.
Against this background, and with inflation close to the 2% target, Governing
Council decided to reduce the policy rate by a further 25 basis points.

Monetary policy cannot offset the impacts of a trade war. What it can and
must do is ensure that higher prices do not lead to ongoing inflation.
Governing Council will be carefully assessing the timing and strength of both
the downward pressures on inflation from a weaker economy and the upward
pressures on inflation from higher costs. The Council will also be closely
monitoring inflation expectations. The Bank is committed to maintaining price
stability for Canadians.

RELEASE DATE: January 29, 2025

The Bank of Canada today reduced its target for the overnight rate to 3%,
with the Bank Rate at 3.25% and the deposit rate at 2.95%. The Bank is also
announcing its plan to complete the normalization of its balance sheet, ending
quantitative tightening. The Bank will restart asset purchases in early March,
beginning gradually so that its balance sheet stabilizes and then grows
modestly, in line with growth in the economy.

Projections in the January Monetary Policy Report (MPR) published today
are subject to more-than-usual uncertainty because of the rapidly evolving
policy landscape, particularly the threat of trade tariffs by the new
administration in the United States. Since the scope and duration of a possible
trade conflict are impossible to predict, this MPR provides a baseline forecast in
the absence of new tariffs.

In the MPR projection, the global economy is expected to continue growing
by about 3% over the next two years. Growth in the United States has been
revised up, mainly due to stronger consumption. Growth in the euro area is
likely to be subdued as the region copes with competitiveness pressures. In
China, recent policy actions are boosting demand and supporting near-term
growth, although structural challenges remain. Since October, financial
conditions have diverged across countries. US bond yields have risen,
supported by strong growth and more persistent inflation. In contrast, yields in
Canada are down slightly. The Canadian dollar has depreciated materially
against the US dollar, largely reflecting trade uncertainty and broader strength
in the US currency. Oil prices have been volatile and in recent weeks have been
about $5 higher than was assumed in the October MPR.

In Canada, past cuts to interest rates have started to boost the economy.
The recent strengthening in both consumption and housing activity is expected
to continue. However, business investment remains weak. The outlook for
exports is being supported by new export capacity for oil and gas.

Canada’s labour market remains soft, with the unemployment rate at 6.7%
in December. Job growth has strengthened in recent months, after lagging
growth in the labour force for more than a year. Wage pressures, which have
proven sticky, are showing some signs of easing.

The Bank forecasts GDP growth will strengthen in 2025. However, with
slower population growth because of reduced immigration targets, both GDP
and potential growth will be more moderate than was expected in October.
Following growth of 1.3% in 2024, the Bank now projects GDP will grow by 1.8%
in both 2025 and 2026, somewhat higher than potential growth. As a result,
excess supply in the economy is gradually absorbed over the projection horizon.

CPlinflation remains close to 2%, with some volatility due to the temporary
suspension of the GST/HST on some consumer products. Shelter price inflation
is still elevated but it is easing gradually, as expected. A broad range of
indicators, including surveys of inflation expectations and the distribution of
price changes among components of the CPI, suggests that underlying inflation
is close to 2%. The Bank forecasts CPI inflation will be around the 2% target over
the next two years.

Setting aside threatened US tariffs, the upside and downside risks around
the outlook are reasonably balanced. However, as discussed in the MPR, a
protracted trade conflict would most likely lead to weaker GDP and higher
prices in Canada.

With inflation around 2% and the economy in excess supply, Governing
Council decided to reduce the policy rate a further 25 basis points to 3%. The
cumulative reduction in the policy rate since last June is substantial. Lower
interest rates are boosting household spending and, in the outlook published
today, the economy is expected to strengthen gradually and inflation to stay
close to target. However, if broad-based and significant tariffs were imposed,
the resilience of Canada’s economy would be tested. We will be following
developments closely and assessing the implications for economic activity,
inflation and monetary policy in Canada. The Bank is committed to maintaining
price stability for Canadians.
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject
to change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as
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any use of this report or its contents.
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