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The Cutting Crew... Goes to 11

Douglas Porter, CFA
Chief Economist
douglas.porter@bmo.com

After a lengthy spell on the sidelines, both the Federal Reserve and the Bank of
Canada are expected to resume cutting rates at next Wednesday’s decisions.

A suddenly darker employment picture is the primary driver for both, overriding
somewhat sticky core inflation, and looking past rollicking equity markets. The Fed’s
decision is widely viewed as more of a slam-dunk, as the debate has gravitated from
“if” to “how much”, with some small chance of a repeat of last September’s 50 bp
slice. The Bank's decision is a little less clear-cut, with the added complication of the
CPI report landing just one day earlier. Still, in both cases, we expect a low-drama 25
bp trim, but with plenty of questions on what comes next.

Financial markets have certainly already cast their vote, with the expected rate cuts
re-firing up the bullish parade. All major averages hit fresh all-time highs this week,
led by the Al-fueled strength in mega tech. After lagging briefly, the Nasdaq has since
revived and is now up a crackling 25% from year-ago levels, double the increase in the
venerable Dow over the same period. Meantime, the once-laggard and mostly low-
tech TSX has kept pace with the Nasdaq, boosted by gold and a mining mega-merger
this week (some may call it high Teck).

The sustained upswing in equities is especially remarkable given that we are now
knee-deep in the most challenging month of the year for stocks. The prospect of lower
rates is providing a powerful tailwind, with investors apparently comfortable in the
view that growth will cool just enough to prompt Fed easing, without tipping over into
an outright downturn. Treasuries seem a little less certain on the latter issue. Brushing
away wider fiscal concerns, long-term yields have cascaded lower in recent weeks
amid the chillier growth backdrop. Even with a modest back-up on Friday, 10-year
yields were holding just a bit above the 4% threshold, flirting with the lowest levels of
the year and down from 4.5% as recently as mid-July.

Chart 1 Sidebar on the fiscal backdrop for yields: The U.S. budget
Down We Go deficit narrowed slightly in August from year-earlier
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$165 billion in the first 11 months of the fiscal year, up
$95 billion from a year ago. Very roughly, half of this
increase has been driven by the so-called emergency
tariffs; if they were struck down, it would make a mark
on government finances, but catastrophe? No.

The case for cuts was strengthened by two developments on the jobs front this
week. First, the previously unremarkable benchmark revisions to the establishment
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survey revealed a hefty 911,000 downgrade to payroll gains in the year to March 2025.
In a stroke, more than half of the previously estimated job growth vanished, leaving

a very different context for the economy. Earlier this year, the Fed’s press release
consistently described job market conditions as “solid”—doubtful that word would still
apply given that average payroll gains to March will now be clipped down to 70,000.
And, in the more current environment, initial jobless claims lurched to a four-year
high of 263,000 in the latest week (though bumped by a spike in Texas).

The key inflation reports ultimately did not move the needle much for the Fed,
with producer prices notably cooler than expected, but consumer prices 3 bit on

the warm side. The yearly core CPI pace of 3.1% barely held steady, but the 3-month
annualized rate firmed to 3.6%. To these eyes, what’s remarkable is that it's not

really a tariff story, as core goods have only bumped up to a 1.4% y/y clip—stronger
than normal, but hardly a major source of pressure. Instead, services ex-shelter

and groceries are proving to be surprisingly persistent. In turn, consumer inflation
expectations are also sticky, with the latest University of Michigan survey reporting
that the five-year outlook firmed again to 3.9% (from 3.5% last month and an average
of 3.0% last year).

While we expect the Fed to deliver a low-drama 25 bp rate cut, there of course will
be some drama around the vote. For starters, we're still not certain exactly who
will be voting, as the Administration is attempting to block Governor Cook from
participating with a late appeal. Moreover, there is a strong possibility that at least
one official, and perhaps as many as three, will vote for a more aggressive 50 bp
cut. Perhaps more important than this particular decision is what happens next. We
have been leaning to a steady stream of 25 bp slices every other FOMC meeting until
the end of 2026. It's pretty clear that the world will not unfold in such a neat and tidy
way, with the risks now leaning to “earlier and deeper”.

The Bank of Canada’s decision is not a foregone conclusion, although most believe
that the pronounced weakness in employment in recent months and the heavy drop
in Q2 GDP have weighed the scales to a 25 bp cut next week. There was really no
major new news on the domestic front for the Bank to chew on this week. While the
unveiling of five new “nation-building projects” was intriguing, the reality is that these
were all already on the books and unlikely to move the macro needle. Next week’s
calendar is much heavier, as the Bank will get a raft of new info in the days prior to
the rate decision, highlighted by Tuesday’s CPI, but also including August home sales.

It's noteworthy that while the Bank’s preferred measures of core inflation have
been stuck around 3% for months now, and likely stayed there in August, the official
commentary suggests that underlying inflation is “around 2%%". This may be a nod
to the old tried-and-true core CPI of ex food & energy & indirect taxes, which is at
precisely 2.5% (vs. 3.1% stateside). Besides their own dedicated measures of core
running a bit hot, there’s the added frustration of grocery prices chugging along at
3.4% y/y and now even gasoline prices are working against them. In recent days,
pump prices have somehow climbed above year-ago levels nationally, even with
the consumer carbon tax having been axed and world oil prices down about 10%
y/y. While the Bank typically looks past swings in gasoline, it's no help to inflation
expectations with pump prices suddenly flaring for no obvious reason.
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Despite that curveball, we expect the Bank to trim rates and keep the door open for
more. Our call stands at a total of three cuts, taking the overnight rate down to
2.0%. The stickiness of core CPI is the strongest argument against a more aggressive
rate cut campaign and may even prompt the Bank to move in staggered steps. But
bigger picture, with the jobless rate pushing above 7% and the housing market listing
sideways, there’s a good case for the Bank to bring rates to the low end of their
neutral range (officially 2.25%-t0-3.25%), or even a bit below. True, monetary policy
can't ‘fix’ the trade war, but it can set the stage for the rest of the economy to prosper.

BoC Preview: Leap of Faith

Benjamin Reitzes
Canadian Rates &
Macro Strategist

‘ benjamin.reitzes@bmo.com

The Bank of Canada is expected to cut policy rates 25 bps to 2.50% on September
17 after staying on hold at the prior three meetings. Policymakers have shown a clear
bias to ease policy further, but were waiting for the data to justify a move. The August
employment report was likely enough to satisfy that need, even as inflation remains
well above target. With August CPI coming the day before the policy announcement, a
rate cut isnt a certainty, but it would take a hot print for the BoC to forego easing.

Chart 1 In July, the BoC said “if a weakening economy puts
Output Gap Drives Inflation further downward pressure on inflation and the upward
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post-pandemic world. Indeed, the BoC's commentary
highlights less confidence in forecasts with the Summary
of Deliberations noting that “Members agreed it was
important to emphasize that the unusual degree of
uncertainty meant that they needed to be looking over

a shorter horizon than usual in their monetary policy
deliberations”. There’s still plenty of uncertainty, but the
balance of risks for inflation has likely shifted sufficiently
lower to prompt a cut with rates currently around neutral.

While the risks have shifted, spot inflation remains an issue. Headline CPI continues
to be distorted by the carbon tax elimination, but underlying inflation remains well
above target. The BoC’s “preferred” core CPI measures haven’t been at 2% since early
2021. CPIX dipped below 2% for most of last year, but has accelerated through 2025.
Inflation remains sticky, and it's possible that the pandemic and shifting global trade
winds have changed Canadian inflation dynamics. Canada has had an output gap for
well over a year, which should start driving inflation lower. The question is whether
the BoC will want to wait to see inflation slow before cutting rates beyond September.
Or, whether institutional faith in the output gap-inflation dynamics wins out.
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Finally, with CORRA setting above target every day this month, the Bank is likely
looking at options to narrow the divergence. The deposit rate was cut to 5 bps below
the target rate earlier this year in an effort to increase the velocity of reserves. That
move had the desired effect. Reserve holdings are imbalanced once again, suggesting
another deposit rate cut could come as soon as this meeting.

Key Takeaway: Despite ongoing elevated uncertainty around the outlook for the
economy and inflation, the persistent output gap and deteriorating labour market will
likely prompt a 25 bp rate cut by the Bank of Canada at the September meeting. Listen
to the tone from Governor Macklem to assess whether the Bank is keen on cutting in
back-to-back meetings and for any clue on how stimulative they’d like policy to be.

Fed Policy: Resuming Rate Reductions

Michael Gregory, CFA
| Deputy Chief Economist
michael.gregory@bmo.com

We look for the FOMC to cut policy rates by 25 bps on September 17, with the fed
funds target range at 4.00%-t0-4.25%. This will resume the rate reduction campaign
commenced last September which has been on hold this year. The pause reflected
heightened uncertainty surrounding the new Administration’s economic policies,
particularly on tariffs. The Fed reckoned a “reasonable base case” was that the effect of
tariffs on inflation would be “short lived reflecting a one-time shift in the price level”
(Chair Powell), but the net risk was that it could be more persistent.

Until recently, solid labour market conditions (acknowledged as recently as the July 30
meeting) afforded the Fed time to wait and see how government policy and inflation
unfolded. But since then, the data have weakened considerably. In both July and
August, the three-month average growth for payrolls fell under 30k. Apart from 2020,
this was the worst short-term trend since immediately after the Great Recession.

Meanwhile, the latest unemployment rate (4.3%) nudged above the FOMC(’s longer-
run level (4.2%) for the first time since October 2021, hinting it could be breaking out
of the 4.0%-t0-4.2% range registered during the prior 15 months. The recent ‘balance’
between slowing labour demand and slowing labour supply (owing to the crackdown
on undocumented workers) could be starting to tip to the former.

However, on the inflation front, the core metrics are staying sticky—if not picking up
—owing to accelerating goods prices (partly due to tariffs) and stubborn services prices.
In August, the three-month change in the core CPl was 3.6% annualized with the
yearly pace at 3.1% y/y. In July, for the core PCEPI, the readings were 3.0% annualized
and 2.9% y/y. This stickiness is unlikely to prevent the Fed from resuming rate cuts
given the labour market weakness, but it will likely keep the cuts gradual.

In the Summary of Economic Projections and the ‘dot plot’, we look for the median
fed funds forecast to show a second quarter-point rate cut for this year (so two in total
for 2025, which was the case in June’s SEP) and probably three moves for next year (it
was only one before). And for this to occur against the (median) background of slightly
weaker real GDP growth, a slightly higher unemployment rate, and slightly faster core
PCE inflation. In the press conference, we suspect Powell will spend time explaining
why the Fed sided with the output/employment team in this policy tug-of-war.

Note that the September SEP extends the forecast horizon by another year, this time to
2028. This is typically when participants sharpen their projections for 2027. As before,
we expect to see another rate cut but with a range midpoint lower at 3.125%.
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The voting pattern should also be interesting this meeting. Last confab, the tally was
9-to-2 in favour of keeping policy rates unchanged. Governors Bowman and Waller
dissented in favour of a 25-bp cut citing deteriorating labour markets. To the extent
one, or both, judge that the Fed is now ‘behind the curve’ in avoiding unnecessary
labour market slack, either could favour a 50-bp action this meeting. Meanwhile,
Governor Kugler was absent in July owing to her forthcoming resignation. Kugler’s seat
is expected to be filled by Stephen Miran in time for the meeting. And will Lisa Cook be
voting? So, amid the likely decision to cut rates by 25 bps, we’ll probably see at least
one dissenting vote in favour of a larger reduction. In the presser, we also suspect
Powell will spend time explaining how the Fed is not ‘behind the curve’.

U.S. Inflation Flame Still Flickers

Sal Guatieri
Senior Economist
sal.quatieri@bmo.com

The August CPI report confirmed that U.S. inflation, while not running away, has
heated up this summer. The source of the heat appears two-fold: tariffs, and resilient
consumers fueled by a booming equity market. While the report is unlikely to derail a
well-telegraphed Fed rate cut next week, it has nearly dashed hopes of a larger move.

The report highlighted two concerning developments. First, it showed the largest
monthly rise in grocery costs (7.2% annualized) since the bad old days of 2022.
Coffee, beef, fresh fruit and vegetables led the surge. With imports accounting for
about a fifth of consumed food and beverages, tariffs are likely a contributing factor.
Second, core inflation (excluding food and energy) accelerated for a third straight
month, rising 0.346%, and pushing the three-month annualized rate to 3.6%. Core
services (excluding energy and rents) are flashing 4-handles on a one- and three-
month annualized basis. This is partly due to outsized increases in airfares, hotel rates
and auto repairs, tempered by a retreat in medical care costs. Core goods prices
also picked up for a third straight month, to 3.4% and 2.8% for one and three
months, led by appliances, clothing, and used vehicles. While new vehicle prices
remain subdued, that may not last as dealers exhaust pre-tariff inventory, pushing
some buyers into the used market.

The Cleveland Fed’s weighted-median and trimmed-mean measures also suggest that
the underlying trend in CPI inflation is running just above 3% annualized. Piling on,
the University of Michigan’s five-year inflation expectations metric popped to a three-
month high of 3.9% in early September.

If there’s any consolation for the FOMC next week, it’s that PCE prices (the Fed’s
preferred inflation measure) will likely rise less than the CPI in August. Given
subdued medical care costs and some substitution away from costlier tariffed goods,
the core PCE gauge is expected to rise a more modest 0.2% following back-to-

back 0.3% increases. This should keep the annual rate at 2.9%, two ticks below the
comparable CPI print.

Still, that’s well above the Fed’s target, meaning there’s some inflationary wood
to chop. The question policymakers face in future meetings is: Can weaker labour
markets alone do the chopping, or should policy rates remain modestly restrictive to
sharpen the blade?
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More Gloomy U.S. Labour Market Data

Scott Anderson
Chief U.S. Economist
scotta.anderson@bmo.com

The U.S. labour market data are getting gloomier, raising the risks of a meaningful
slowdown and pushing the Fed toward a more accommodating monetary policy stance
even as inflation remains a concern.

The New York Fed’s August Survey of Consumer Expectations revealed some
important labour market insights. First, we saw a plunge in consumer expectations

of finding a job over the next three months to a low 44.9%. This is worse than the
pandemic low of 46.2% in December 2020, and 56.0% in October 2024 after the Fed’s
bigger-than-expected 50 bp cut.

For now, the West and Northeast regions of the country appear to be driving the
labour market deterioration. Both saw a big spike in the mean probability of losing
their job over the next 12 months, to 19.9% and 16.9%, respectively. In comparison, the
Midwest remained relatively stable at 11.8% and the South’s prospects seems to have
improved to a low 11.2% chance of losing their job over the coming year. Parsing the
data by income bracket revealed lower-income workers (making under $50k a year)
are much more concerned about losing their jobs over the coming year than those
making more than $50k. These positions are often the first to go during an economic
downturn and may be most at risk of automation from Al. The consumer survey data
back up the latest BLS employment reports that reveal almost no net nonfarm payroll
growth over the past three months and a rising unemployment rate.

The preliminary benchmark revision for nonfarm payrolls in the year to March 2025
was a whopping -911k, adding to concerns over labour market fragility. It implies the
labour market was on far shakier ground than first reported with average monthly

job growth of only around 70k—about half the initially reported pace, even before we
received the stagflationary tariff and immigration shocks. If that wasn’t enough to coax
the Federal Reserve off the sidelines, initial jobless claims jumped to 263k last week,
their highest level since 2021 and above the October 2024 peak that prompted the Fed
to cut rates by a full percentage point last year.

The difference now, of course, is the outlook for core consumer inflation is
deteriorating in tandem and expected to worsen further in the months ahead. Core
CPlinflation has accelerated for three consecutive months and jumped to a sizzling
4.2% annualized rate in August. We saw outsized increases in grocery prices, gasoline,
rents, apparel, airfare, vehicle prices, and services, squeezing consumers budgets

and spending power. Still, we think the rapidly deteriorating labour market trumps
lingering inflation concerns in the Fed’s real-time risk management calculus of its dual
mandate. So far, tariff-driven global supply chain shocks appear limited, while weaker
consumer and business demand ahead should dampen tariff-driven price increases,
allowing the Fed to look beyond the latest bout of consumer inflation.

The U.S. economy appears to be uncomfortably close to an inflection point where
a lack of hiring could turn into outright layoffs. Just as it did last year, the Federal
Reserve will want to head off any further weakening in the labour market that would
force the unemployment rate far higher than already forecast. With the August jobless
rate already above the estimated full employment level at 4.3%, there is a narrowing
window of opportunity to avoid a hard landing.
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BoE to Hold, Bo) to Hike

Jennifer Lee
Senior Economist
jennifer.lee@bmo.com

The BoE and the Boj will take their turn in the hot seat in September.

After cutting its Bank Rate in August to 4.00%, the BoE is expected to stay on the
sidelines at the September 18 meeting. And the vote is unlikely to be as divisive as it
has been lately. Recall it was a difficult path to get to the last easing, which was the
fifth move this cycle. It took an unprecedented two rounds of voting to reach a wafer-
thin majority. The first round saw 4 votes to cut 25 bps to 4.00%, 4 votes to stay at
4.25%, and 1 vote to cut 50 bps to 3.75%, and that solo voter was not Swati Dhingra.
She was out-doved by Alan Taylor, who saw underlying disinflation, a deteriorating job
market, and weak sentiment, as reasons for a larger insurance cut. He moved to the
other cut camp during the second vote, making it a 5-4 decision. That meeting was just
over a month ago. Since then, Q2 real GDP growth was stronger than expected (+1.4%
a.r.), although Q3 is starting off weak (July GDP flat). On the inflation front, the July

CPI was hotter than expected (+3.8% y/y to an 18-month high). Even Governor Bailey
said that the “risk on inflation has gone up”. And that was before the BoE/Ipsos survey
that showed inflation expectations over the next five years rose to a 4-year high in
August. However, the labour market is clearly softening, with job vacancies at their
lowest in over four years and wage growth at its slowest in 3%; years. Plus, the latest
report by KPMG/REC showed that earnings for new employees rose at the slowest pace
since COVID. Still, the Bank will likely lean towards waiting until Chancellor Reeves
tables her Autumn Budget on November 26 (at this point, just call it the Winter
Budget), particularly after she reportedly said that the government should focus on
helping the BoE “reduce inflation”, along with “controlling public spending and driving
growth”. She needs buy-in from the business community, though. According to the
British Chamber of Commerce, “Our No. 1 ask this budget is for no more tax increases
on business... The only place you could absorb that now is in price rises.”

The BoJ is another story. We've been calling for a September rate hike for some time,
but we may, admittedly, be a bit early (consensus looks for a Q4 hike). However, at
the risk of sounding like a broken record, core inflation has been running above the
Bank’s 2% target for over three years. More recently, it has slowed, but that can be
attributed to government subsidies for utilities. Excluding fresh food and energy, core-
core CPI is up 3.4% y/y, which is still too high. The broader economy, meantime,
grew at a stronger-than-expected 2.2% annualized pace in Q2; households have been
spending more for the third consecutive month; and real cash earnings rose above
year-ago levels for the first time since December. The settling of the trade deal with
the U.S. takes a major source of uncertainty off the table. The JPY remains soft at

¥147, although that is a big improvement from the 38-year lows of ¥160 earlier this
year. But, a rate hike would help strengthen the currency (and perhaps get a nod of
approval from the White House). And, although the selloff in JGBs has been concerning,
the well-received 5-year auction (the first since PM Ishiba stepped down) came

as a relief. There are also reports that the BoJ will continue its bond purchases, but

a little less at the super-long end. All of the above supports the Bo)’s continued
normalization of monetary policy as early as the September 19 meeting. The one
factor that could weigh against an early hike is the leadership race, as the next PM
may push for more fiscal stimulus and put some pressure on the BoJ to stay the course.
Still, that may be a reason to hike early, before the next PM is named.
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Priscilla Thiagamoorthy
Senior Economist

Y priscila thiagamoorthy@bmo _ , »
prsdlahiagamoortty@omo.com Indications of stronger growth and a move toward price stability are good news for the economy.

Good News

Ca nada Capacity Utilization -0.6 ppts to 79.3% (Q2)
Household Debt-to-Income Ratio +1.2 ppts to
174.9% (Q2)

Building Permits -0.1% (July)

= PM Carney announces first of
“nation-building” projects to
be fast-tracked

United States Producer Prices -0.1% (Aug.) Consumer Prices +0.4% (Aug.)

= Payrolls revised down by a Consumer Credit +516.0 bin (July) Initial Claims +27k to 263k (Sep. 6 week)
record 911k in the 12 months  Household Net Worth climbs 4.2% to $176.3 trln U of M Consumer Sentiment Index -2.8 pts to
to March (Q2)—record high 55.4 (Aug. P)—and 5-year inflation expectations

) NFIB Small Business Optimism Index +0.5 pts to  JUMP
= Stocks hover near record highs 190 8 (Aug.)

Budget Deficit narrowed to $344.8 bin (Aug.)
—from $380.1 bln a year ago

China Foreign Reserves climbed to $3.32 trin (Aug.) Exports slowed to +4.4% y/y; Imports eased to
- Data suggest signs of waning  Ag9regate Yuan Financing ¥26.6 trln (Aug.) +1.3% y/y (Al.JQo) .
domestic demand Consumer Prices -0.4% y/y; Producer Prices
-2.9% y/y (Aug.)
= (ars facing new tariff from
Mexico of 50%
japan Real GDP revised up to +0.5% q/q (Q2)
= PM Ishiba announces Machine Tool Orders +8.1% y/y (Aug. P)
resignation; JPY weaker on Bank Lending Ex. Trusts +3.9% y/y (Aug.)
spending concerns
EU[ope Germany—Industrial Production +1.3% (July) Germany—Trade Surplus narrowed to
= ECB stays on the sidelines; Italy—Industrial Production +0.4% (July) €14.7 bin (July) ‘ .
President Lagarde says the U.K.—BRC Retail Sales Monitor +3.1% y/y (Aug.) France—Industrial Production -1.1% (July)

= French President Macron
names Sébastien Lecornu as
new PM after confidence vote

= Labour Party hangs on to
minority government in
Norway’s election

Othel- Australia—Westpac Consumer Confidence
-3.1% (Sep.)

Australia—NAB Business Confidence -4 pts to
4 (Aug.)

= Qil prices climb on modest
OPEC+ output increase

= Geopolitical risks intensify
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The Mortgage Renewal Wave: Sink or Swim?

The wave of Canadian mortgage renewals is set to crest in the year ahead, but
households, the financial system and economy are well equipped to handle it.

Robert Kavcic
Senior Economist
robert.kavcic@bmo.com

There are roughly 1.8 million Canadian mortgages set to renew over the next 12
months, most of which are coming off the low-rate era borrowing costs of three-to-
five years ago. To be sure, this is a significant volume, but we continue to believe that
households, the economy and the financial system are well equipped to handle it.

Where's the Debt?

0of the $1.6 trillion in bank mortgages outstanding as of mid-2025, more than 40% has
gravitated into short-term fixed-rate products (Chart 7). That is, fixed-rate mortgages
with terms of less than 5-years. Five-year fixed mortgages now make up a relatively
small share (27%), with the rate environment of recent years pushing many Canadians

away from this traditionally popular term.

Variable-rate mortgages account for the remainder (31%).
Note also that roughly 75% of variable-rate mortgages
carry fixed payments, helping to cushion the economy as
rates surged through mid-2023, but also leaving larger
outstanding balances when those mortgages roll over.

New borrowing activity through the first six months of
2025 shows Canadians still mostly avoiding 5-year fixed
mortgages in favour of lower-priced short-term fixed
rates, or variable (given expectations of some further
Bank of Canada easing). All this to say, the Canadian
mortgage market is a smattering of different products
that doesn’t leave the economy facing one particular type
of mortgage resetting at one particular time.

Renewal waves incoming

Given the historically strong period for new home sales
volumes ran from 2020Q4 through 2022Q1, renewal
activity has already picked up sharply. There are roughly
1.8 million mortgages renewing in the next twelve
months, with the absolute peak expected in June 2026
(Chart 2). A smaller wave then rolls through in mid-2027.
The first half of 2026 is noteworthy: not only will that
period see the crest of the renewal wave, but many of
those mortgages will also be coming off the lowest-of-
low interest rates from five years prior. In the first half
of 2021, both variable and 5-year fixed mortgage rates
sat below 2%. Indeed, the bulk of activity that year was
in variable-rate product down at around 1.5%, which, on
five-year terms, leaves the cheapest-of-cheap mortgages
renewing in the first half of 2026. This might sound bad,
but it is going to prove manageable.

Chart 1
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Chart 2
Renewal Waves Incoming
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Rate reductions help

While mortgage rates today are certainly higher than
they were at origination, the Bank of Canada’s easing
cycle has proven very timely. That is, if the interest rates
that prevailed a year ago were still in place today, this
story might not read as well. But, 225 bps of easing has
pulled variable mortgage rates down to the low-4%
range; and expectations of some further easing has 3-
year fixed rates sitting below the 4% mark. This leaves
the interest rate shock for many to run around 2-2.5
ppts, a far cry from 5 ppts or more had the Bank not
been able to ease. Looking ahead, our interest rate
outlook suggests the rate shock will remain meaningful
but manageable through 2026, before dissipating by
mid-2027 (Chart 3).

Stress-test cushion

Borrowers at federally-regulated institutions were stress-
tested in the 4.79%-t0-5.25% range during the peak of
the housing boom, even as their contracted rates were
well below 2%. Suffice it to say that the real estate
industry didn’t love this at the time, but is probably
thankful today. Indeed, the move down in mortgage
rates has now left a solid cushion between rates that
borrowers will face at renewal, and the level of rates
they were stress tested at during origination (Chart 4).
Over the interim, there was also three-to-five years of
income growth for most borrowers. This buffer will serve
to limit delinquency and forced selling which would
otherwise exacerbate the real estate correction and
further undercut the economy.

Meantime, many lenders have been proactive in making
borrowers aware of their upcoming renewals, and the
impact that will have on mortgage payments. Advance
planning and some preemptive payment increases

have likely helped. Lenders are also likely to work with
borrowers at renewal to mitigate the payment shock, for
example by extending out amortization in a pinch.

Payment calculus

About half of borrowers are going to see mortgage
payments rise at renewal in 2026. But, Bank of Canada
data suggest a very wide range of outcomes for
households depending on the timing of origination and
type of mortgage (Chart 5). Perhaps surprisingly, roughly
half of renewals in 2026 are expected to see monthly
payments decline, reflecting the use of, or switching
into, shorter-term fixed rates during the tightening

Chart 3
Rate Relief Arrives Just in Time

Canada (ppts)
Overnight Target

Benchmark 5-Year
Bond Yields

forecast

5-year
change

3-year
change

Sources: BMO Economics, Haver Analytics, Bank of Canada

Chart 4
Stress-Test Cushion

Canada (percent)
Mortgage Rate vs. Past Stress-Test Rates

6 Lowest

Current
Mortgage
Rate

N

Range of
Past Stress-
Test Rates'

forecast
0 L 1 1 1 1 1

15 17 19 21 23 25
Sources: BMO Economics, Haver Analytics, Bank of Canada

Chart 5
Mixed Payment Shock

Canada — 2026 renewal (percent of mortgages)
Distribution of Mortgage Payment Increases

" five years prior

All mortgages
60 50.8
40
20

decline  +0-10% +10-20% +20-30% +>30%

Payment increase:

Short-term fixed ~ 87.7 6.4 5.4 0.4 0.0
5-year fixed 0.0 14.9 323 47.5 53
Variable (fixed pmt.)  58.3 15.1 5.4 4.6 16.6
Variable (var. pmt.)  100.0 0.0 0.0 0.0 0.0

Sources: BMO Economics, Bank of Canada
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cycle, as well as some variable-rate mortgage holders Chart 6

adjusting their payments on the fly. However, about 15%  FRETIT TSR ERCITE (=10
of mortgages look to see payments rise by 10%-t0-20%,
and almost 25% are facing an increase of more than 20%
—the latter are predominately those coming of five-year
fixed rates, or variable-rate mortgages that originated

at the cycle low in rates. To be sure, households that 240
are highly levered will have to cut back on discretionary
spending elsewhere to offset higher payments; and
some investors could face a cash-flow crunch. But this 200
distribution of payment increases suggests we’re not in
for widespread damage.

Canada (% of total financial liabilities)
Household Cash, Equities and Bonds/Bills

260

220

180

160

|.IC|UId asset buffer 90 95 00 05 10 15 20 25

Canadian households now hold almost $8 trillion in cash, Sources: BMO Economics, Haver Analytics, Statistics Canada
equities and bonds, up 55% from five years ago. So,

while mortgage payment increases have been queuing

up, households have also been building up a strong

buffer of liquid assets on their balance sheets.

In fact, Canadians now hold a record-high $2.50 in cash, equities and bonds for every
$1 financial liabilities (about 75% of which are residential mortgages; Chart 6). The
household savings rate has averaged a hefty 6% in the past year, and equities are in a
strong bull market. Not only does this provide a cushion for future mortgage payments,
but also offers flexibility to reduce outstanding balances at renewal.

To be fair, these are aggregate figures that likely mask different levels of savings
across the income/demographic spectrum. For example, a more mature household
may have no mortgage while feasting on the bull market in equities, while a young
household may have a large mortgage and a modest financial portfolio. That reinforces
the point that there will be pockets of renewal stress in 2026, but it’s not widespread.

Key takeaway

Renewals will dominate the mortgage landscape as activity peaks in mid-2026. While
some borrowers will face a meaningful payment shock, the impact will be mitigated by
sound lending practices, income growth, some proactive adjustments and robust liquid
assets. We suspect this will pose a moderate headwind on discretionary household
spending—the higher mortgage payment still needs to be made—but it won't spill over
into a wave of delinquencies and broader economic damage.
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Economic Forecast

Economic Forecast Summary for September 12, 2025

2025 Annual
Q1 Q2 Q3 Q4 Q1 Q4 | 2024 2025 2026
CANADA
Real GDP (9/q % chng:ar.) 2.0 -1.6 0.5 1.5 1.9 1.8 1.8 2.1 1.6 1.2 1.4
Consumer Price Index  (y/y % chng) 2.3 1.8 1.9 1.9 1.6 2.0 2.1 2.3 2.4 2.0 2.0
Unemployment Rate (percent) 6.6 6.9 7.0 7.3 7.2 7.1 6.9 6.7 6.4 7.0 7.0
Housing Starts (000s:ar) 223 283 266 247 240 232 225 225 245 255 230
Current Account Balance (Sblns:ar.) -53  -84.6 | -73.6 -725 | -696 -66.5 -63.6 -60.5 |-14.1 -59.0 -65.0
Interest Rates (average for the quarter : %)
Overnight Rate 2.92 2.75 2.67 2.42 217 2.00 2.00 2.00 4.48 2.69 2.04
3-month Treasury Bill 2.85 2.63 2.60 2354 210 ¢ 1.95 1.95 1.95 4.37 2.60 2.00 t
10-year Bond 3.12 3.21 340 vV 330+ 330+ 325+ 3.25 3.25 3.34 3254V 3254
Canada-U.S. Interest Rate Spreads (average for the quarter : bps)
90-day -149 -173 -162 + -147 4| -152 ¢ -147 ¢+ -126 *+ -104 | -53 -158 ¢+ -132 ¢
10-year -133 -115 -86 v -81 4% -79¢t -77t -75t -74¢t -87 -104 -77
UNITED STATES
Real GDP (a/q % chng:ar) -0.5 33 1.4 1.0 1.6 1.6 1.8 1.7 2.8 1.7 1.6
Consumer Price Index  (y/y % chng) 2.7 2.5 2.9 3.2 2.8 3.0 2.8 2.3 3.0 2.8 2.7
Unemployment Rate (percent) 4.1 4.2 4.3 4.5 4.6 4.6 4.6 4.6 4.0 4.3 4.6
Housing Starts (mlns :a.r) 1.40 1.35 1.39 1.38 1.40 1.41 1.41 1.42 1.37 1.38 1.41
Current Account Balance (Strlns:a.r) -1.80 -1.10 -1.13 -1.13 -1.14  -1.15 -1.15 116 | -1.19 -1.29  -1.15
Interest Rates (average for the quarter : %)
Fed Funds Target Rate 4.38 4.38 4.29 4.04 3.79 3.54 3.29 3.04 5.15 4.27 3.42
3-month Treasury Bill 4.34 4.37 4254V 380+ 3.60+ 3404 320+ 3.00 5.18 420V 330+
10-year Note 4.45 4.36 425+ 410+ 410+ 4.05+v 4.00 + 4.00 4.21 430 ¥+ 4.05
EXCHANGE RATES (average for the quarter)
us¢/cs 69.7 72.3 72.8 73.7 74.2 74.5 74.7 74.9 73.0 72.1 74.6
C$/usS 1.43 1.38 1.37 1.36 1.35 1.34 1.34 1.33 1.37 1.39 1.34
¥/USS 152 144 147 144 143 142 142 141 151 147 142
USS/Euro 1.05 1.13 1.17 1.18 1.18 1.19 1.19 1.20 1.08 1.13 1.19
UsS/£ 1.26 1.34 1.35 1.36 1.36 1.37 1.37 1.38 1.28 1.33 1.37

Blocked areas mark BMO Capital Markets forecasts; up and down arrows ( t¥) indicate forecast changes; spreads may differ due to rounding
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Key for Next Week

Canada

Existing Home Sales
Monday, 9:00 am (expected)

Average

Prices
Aug. (e) +2.0%y/y +1.0%y/y
July +6.6% y/y +0.6% y/y

MLS Home Price Index
Aug. () -3.5%y/y
July -3.4%vy/y

Consumer Price Index

Tuesday, 8:30 am

Aug. () -0.1%
(+0.1% s.a.)

+1.8% y/y

Consensus +0.1% +2.0% y/y
July +0.3% +1.7% y/y
CPI Core (% y/y)

Trim Median ex. F&E

Aug. (e) +3.0 +3.0 +2.4
July +3.0 +3.1 +2.5

BoC Monetary Policy
Announcement
Wednesday, 9:45 am

Press conference at 10:30 am

Retail Sales
Friday, 8:30 am

Ex. Autos
July (e) -0.8% -1.0%
Consensus -0.8% n.a.
June +1.5% +1.9%

Benjamin Reitzes
o3 (anadian Rates &
- Macro Strategist

N ‘ benjamin.reitzes@bmo.com

 Shelly Kaushik
\ Senior Economist
4 shelly.kaushik@bmo.com

Canada’s housing market recovery took a breather in August. We expect sales activity
rose 2% y/y, implying a small monthly decline in seasonally-adjusted terms. Average
prices look to rise 1% y/y, although the quality-adjusted MLS HPI likely remained
around 3.5% below year-ago levels. While past interest rate cuts have helped boost
demand, affordability challenges (and expectations of more price cuts in the future)
have restrained the broader recovery. With the BoC expected to lower rates another
75 bps in total by early next year, we could see more homebuyers coming off the
sidelines in the coming months. — S.K.

The Canadian inflation landscape isn’t expected to change materially in August.
Headline CPI looks to fall 0.1%, slightly less than last year’s decline, lifting inflation a
touch to +1.8% y/y. Seasonal declines in food prices and airfares will likely dampen
price pressures. Ontario also cut some alcohol prices in the month. Shelter inflation
was surprisingly strong in July, driven by rent, and August tends to be on the firm side,
so we could see a repeat performance in rent. The rest of the shelter category will
provide a decent offset with home prices falling broadly. On the positive side, gasoline
prices rose, but not enough to keep the headline from falling.

Core inflation looks to come in around +0.2%, which would put the yearly rates at 3%,
steady for Trim, and a tick lower for Median. The breadth of inflation was unchanged

in July, remaining inconsistent with inflation trending back to the 2% target. While
inflation remains a real concern, increasing economic slack looks to be sufficient to
prompt a BoC rate cut on September 17. — B.R.

See Benjamin Reitzes’s Thought on page 4.

Canadian consumers likely took a step back in July, with an estimated 0.8% decline

in retail sales retracing about half of the prior month’s gain. Our call is in line with
StatCan'’s flash estimate as gas prices fell and overall goods prices were little changed.
A rebound in auto sales from two months of weakness adds some upside risk and
suggests spending ex-autos could post a deeper drop than the headline. With little
movement on prices, volumes could also have a negative print, though we will be
watching the nominal flash estimate for August for a better idea on how Q3 spending
is shaping up. — S.K.

United States

Retail Sales
Tuesday, 8:30 am
EX. Autos/Gas

Aug. (e) +0.3% +0.5%
Consensus +0.2% +0.5%
July +0.5% +0.2%

Sal Guatieri
Senior Economist
sal.quatieri@bmo.com

Priscilla Thiagamoorthy
§ Senior Economist
4 priscilla.thiagamoorthy@bmo.com

Retail sales are expected to climb modestly, up 0.3% in August following broad-
based gains in the prior month. Weekly data from Redbook Research showed sales
held up in the month. The control group, which feeds into GDP calculations, should
point to healthy Q3 consumer spending after tariff uncertainty hit sentiment through
the first half of the year. Although labour market conditions are softening, consumers

BMo O
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Key for Next Week

Industrial Production
Tuesday, 9:15 am
Industrial  Capacity
Production Utilization
Aug. (e) -0.1% 77.4%
July -0.1% 77.5%

Housing Starts

Wednesday, 8:30 am

Aug. (¢) 1.37 min a.r. (-4.1%)
Consensus 1.36 min a.r. (-4.4%)
July 1.43 min a.r. (+5.2%)

Building Permits

Aug. () 1.38 min a.r. (+1.0%)
Consensus 1.37 min a.r. (+0.6%)
July 1.36 min a.r. (-2.2%)

FOMC Announcement and
Summary of Economic
Projections

Wednesday, 2:00 pm

Press briefing at 2:30 pm

continue to showcase resiliency thanks to healthy balance sheets sporting record-high
household net worth. — P.T.

Industrial production likely fell 0.1% in August after slipping by that much in the prior
month. Factory output is expected to decline amid a reduction in hours worked in the
sector and the ISM’s production metric holding in contractionary terrain. Mining likely
also edged down, while utilities output should retrace the prior month’s surge. The
overall decline in industrial production is expected to push the capacity utilization rate
down a tick to 77.4%. — P.T.

Housing starts have gone nowhere for three years while holding close to three-
decade norms, and there’s no reason to believe this pattern changed in August.
Following the first back-to-back gains since late 2023, starts likely pulled back

by around 4% to 1.37 million annualized last month. Elevated mortgage rates, a
weakening labour market, and sagging home values have depressed demand, while
deported construction workers and an earlier spike in lumber costs have hampered
supply. Four straight monthly declines in building permits to the lowest level (1.362
million a.r.) since the 2020 shutdowns flag a pullback in starts. Home building will
remain stalled until easier Fed policy lowers mortgage rates meaningfully. — S.G.

See Michael Gregory’s Thought on page 5.

Central Banks

BoE Monetary Policy
Announcement
Thursday, 7:00 am ET

BoJ Monetary Policy
Announcement
Friday

See Jennifer Lee’s Thought on page 8.

September 12, 2025 | Page 15 of 19



Financials Markets Update

Financial Markets Update for September 12, 2025

Sep 12’ Sep 5 Week Ago 4 Weeks Ago  Dec 31, 2024
(basis point change)

Canadian Call Money 2.75 2.75 0 0 -50
Money Market Prime Rate 4.95 4.95 0 0 -50
U.S. Money Fed Funds (effective) 4.50 4.50 0 0 0
Market Prime Rate 7.50 7.50 0 0 0
3-Month Rates Canada 2.47 2.58 -11 -17 -69
United States 4.03 4.00 3 -18 -28
Japan 0.38 0.41 -3 -2 17
Australia 3.58 3.58 0 2 -82
2-Year Bonds Canada 2.52 2.54 -2 -20 -41
United States 3.57 3.51 6 -18 -67
10-Year Bonds Canada 3.20 3.27 -7 -26 -3
United States 4.07 4.08 -1 -25 -50
Japan 1.59 1.57 1 2 50
Germany 2.71 2.66 5 -7 35
United Kingdom 4.66 4.64 2 -3 10
Australia 4.22 4.34 -12 -1 -15
Risk Indicators VIX 14.6 15.2 -0.6 pts -0.5 pts -2.7 pts
Inv. Grade CDS Spread * 48 50 -2 -2 -2
High Yield CDS Spread ? 310 320 -10 -8 -2
AT ange
Currencies us¢/cs 72.18 72.31 -0.2 -0.3 3.8
CS/USS 1.386 1.383 = = =
¥/USS 147.76 147.43 0.2 0.4 -6.0
UsS/€ 1.1725 11717 0.1 0.2 13.2
USsS/£ 1.356 1.351 0.3 0.0 8.3
US¢/AS 66.39 65.57 1.3 2.0 7.3
Commodities (RB Futures Index 300.32 297.77 0.9 1.6 1.2
0il (generic contract) 63.37 61.87 2.4 0.9 -11.6
Natural Gas (generic contract) 3.00 3.05 -1.7 2.8 -17.5
Gold (spot price) 3,644.02 3,586.69 1.6 9.2 38.8
Equities S&P/TSX Composite 29,331 29,051 1.0 5.1 18.6
S&P 500 6,590 6,482 1.7 2.2 12.0
Nasdaq 22,126 21,700 2.0 2.3 14.6
Dow Jones Industrial 45,937 45,401 1.2 2.2 8.0
Nikkei 44,768 43,019 41 3.2 12.2
Frankfurt DAX 23,680 23,597 0.4 -2.8 18.9
London FT100 9,291 9,208 0.9 1.7 13.7
France CAC40 7,823 7,675 1.9 -1.3 6.0
S&P ASX 200 8,865 8,871 -0.1 -0.8 8.6

"=asof 11:20am  ?= One day delay
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Global Calendar — September 15-September 19

Monday September 15

Tuesday September 16

Wednesday September 17

Thursday September 18

Friday September 19

O |Retail Sales
C |Aug.(e) +3.8%Yyly
'_E July +3.7% y/y
7 |Industrial Production
Aug.(e) +5.6%Yyly
July +5.7% y/y
Fixed Asset Investment (YTD)
Aug.(e) +1.5%yly
July +1.6% y/y
(= Trade Deficit Core Machine Orders Pl Core CPI
(17} Aug. 25 (e) ¥510.8 bin July(e) -1.5% +4.8%y/ly |Aug.(e) +2.8%y/ly +2.7%Yy/y
(=1 Aug. 24  ¥711.4bln June +3.0% +7.6%Yy/ly |July +3.1%y/y +3.1%Yy/y
2 CPI ex. Food & Energy
Aug.(e) +3.3%Yyly
July +3.4% y/y
BoJ Monetary Policy Meeting (Sep. 18-19
()] EURO AREA EURO AREA EURO AREA UNITED KINGDOM FRANCE
.| Trade Surplus Labour Costs Consumer Price Index Retail Sales
O|july(e) €12.0bIn Q2 Aug.F(e) +0.2% +2.1%yly Announcement Aug.
'5 June €2.8 bln Q1 +3.4% y/y July unch +2.0% y/y July -1.9% y/y
b Industrial Production Core CPI Services Business Confidence
July(e)  +0.3% +1.7%Y/y |Aug.F(e) +2.3%yly +3.1%y/y Sep.(e) 95
Jun -1.3% +02%Y/y  |july +23%Yy/y +32%Yy/y Aug. %
GERMANY UNITED KINGDOM UNITED KINGDOM
IEW Survey—Expectations Consumer Price Index GfK Consumer Confidence
Sep.(e) 263 Aug.(e) +03%  +3.8%Yy/y Sep.(e) -18
Aug. 347 July +0.1% +3.8% y/y Aug. 17
Consumer Pri c:eTl rﬁilél Core CPI Services Retail Sales (ex. Fuel)
Aug.F(¢) -0.2% 7%y Aug.(e) +3.7%yly +4.8%Yy/y Aug.(e) +0.7% +1.0% y/y
july 1.0% “17%y/y July +3.8%Yy/y +5.0%Yy/y July +0.5% +1.3%y/y
e UNITED KINGDOM BRAZIL AUSTRALIA
v Payrolls Central Bank of Brail Employment
5 Aug.(e) -11k Monetary Policy Meeting Aug.(e) +21,000
o July -8k July +24,500
Employment (3m/3m) Jobless Rate Jobless Rate
July (e) +223k 4.7% Aug.(e) 4.2%
June +238k 4.7% July 4.2%
Avg. Reg. Weekly Earnings (3m/3m) NEW ZEALAND
July(e)  +4.8%y/y Real GDP
June +5.0% y/y Q2(e)  -0.3% unchy/y
Q1 +0.8% -0.7% y/y

© = date approximate

Upcoming Policy Meetings | Bank of England: Nov. 6, Dec. 18, Feb. 5 | European Central Bank: Oct. 30, Dec. 18, Feb. 5
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North American Calendar — September 15-September 19

Monday September 15 Tuesday September 16 Wednesday September 17 Thursday September 18 Friday September 19
(0 |8:30am  Mfg.Sales New Orders |8:15am  Housing Starts 8:30am  Int'l Securities Transactions |7:00 am  CFIB Business Barometer [8:30 am  Retail Sales Ex. Autos
O |july(e) +1.8% +2.0% Aug.(e) 285,000 a.r. (-3.1%) Inflows  Outflows |Sep. July(e) -0.8% -1.0%
O |June +0.3% +6.0% July 294,085 a.r. (+3.7%) July Aug. 47.8 Consensus -0.8% n.a.
% 8:30am  Wholesale Trade 8:30am  Consumer Price Index  |June $0.7bin  $9.0 bin 8:30am  Household Mortgage |JUne *1.5% *+1.9%
w |July (e) +13% Aug.(e) -0.1% Sy LR\ 9:45 am  BoC Policy Credit Credit
June +0.7% (+0.1% s.a.) Announcement; press  |JI11Y
8:30am  New Motor Vehicle Sales | Consensus  +0.1% +2.0% y/y conference at 10:30 am [J[IHis +4.5% Y[y +4T7%y/y
July(e)  +6.5%y/y July +0.3% +1.7%y/y 10-, 30-year bond auction
June +6.2% y/y 8:30am  CPI Core (% y/y) announcements
9:00am Existing  Average Tim Median ex. F&E
Home Sales® Prices Aug.(e) +3.0 +3.0 +24
Aug.(e) +2.0%y/y +1.0%y/y |y *30 +31 425
July +6.6%y/y +0.6%y/y |11:15am Cash management bond
9:00am  MLS Home Price Index® buybacks $0.5 bin
Aug.(e) -3.5%Yy/y
July -3.4% y/y
V1 |8:30am  Empire State 8:30am  Retail Sales Ex.Autos/Gas|7:00 am  MBA Mortgage 8:30am Initial Claims
(<) Manufacturing Survey  |Aug. (e)  +0.3% +0.5% Applications 30-year FRM [Sep. 13 (e) 245k (-18k)
TU' Sep.(e) 45 Consensus  +0.2% +0.5% Sep. 12 Sep. 6 263k (+27k)
; Consensus 4.5 July +0.5% ‘ +0.2% Sep.5 +9.2°/.o 6.49% 8:30am  Continuing Claims
Aug. 1.9 8:30am  Import Prices 8:30am  Housing Starts Sep. 6
O | 11:30am 13- & 26-week bill Aug.(e) -0.3% -0.2%y/y |Aug.(e) 1.37 mina.r. (-4.1%) Aug.30 1,939 (unch)
3 auctions $155 bin July +0.4% -0.2%Yy/y |Consensus 1.36 mina.r. (-4.4%) 8:30am Philadelphia Fed Index
o 9:15am Industrial Capacity UV 1.43 min a.r. (+5.2%) sep.(e) 4.0
(= Production Utilization (8:30am  Building Permits Consensus 1.5
- Aug.(e) -0.1% 77.4% Aug.(e) 1.38mlna.r. (+1.0%) |Aug. -0.3
July -0.1% 77.5% Consensus 1.37 min a.r. (+0.6%) 10:00 am Leading Indicator
10:00 am NAHB HousingMarket | July 1.36 min a.r. (-2.2%) Aug.(e) -0.1%
Index 2:00 pm  FOMC Announcement €= TR E
Sep.(e) 33 and Summary of July -0.1%
Aug. 32 Economic Projections 4:00 pm  Net TIC Flows
10:00 am Business Inventories 2:30 pm Fed Chair Powell’s Total Long Term
JulyF(e) +0.2% Press Briefing July
July P +0.2% 11:30am  17-week bill auction June $77.8bln  $150.8 bln
June +0.2% 11:00 am  6-, 13- & 26-week bill, 2-, 5-,
FOMC Meeting begins 7-year note, 2*-year FRN
11:00 am  4-, 8- & 17-week bill auction announcements
auction announcements 11:30am  4- & 8-week bill auctions
11:30 am  6-week bill auction $85 bin 1:00 pm  10%-year TIPS auction
1:00 pm  20%-year bond auction $19 bin
$13 bln
¢ = consensus; ° = date approximate; ® = reopening Upcoming Policy Meetings | Bank of Canada: Oct. 29, Dec. 10, Jan. 28 | FOMC: Oct. 28-29, Dec. 9-10, Jan. 27-28
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Representative for more information.

Additional Matters

This report is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations. Its contents have not been reviewed by any
requlatory authority. BMO Capital Markets does not represent that this report may be lawfully distributed or that any financial products may be lawfully offered or dealt with, in compliance with regulatory
requirements in other jurisdictions, or pursuant to an exemption available thereunder.

To Australian residents: BMO Capital Markets Limited and Bank of Montreal are exempt from the requirement to hold an Australian financial services licence under the Corporations Act in respect of financial services
they provide to wholesale investors (as defined in the Corporations Act). BMO Capital Markets Limited is regulated by the UK Financial Conduct Authority under UK laws, and Bank of Montreal in Hong Kong is
regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission which differ from Australian laws. This document is only intended for wholesale clients (as defined in the Corporations
Act 2001),Eligible Counterparties or Professional Clients (as defined in Annex Il to MiFID I1) and Professional Investors (as defined in the Securities and Futures Ordinance and the Securities and Futures (Professional
Investor) Rules under the Securities and Futures Ordinance of Hong Kong).

To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein subject to the terms set out above. Any Canadian person wishing to effect
transactions in any of the securities included in this report should do so through BMO Nesbitt Burns Inc.

To E.U. Residents: In an E.U. Member State this document is issued and distributed by Bank of Montreal Europe plc which is authorised and regulated in Ireland and operates in the E.U. on a passported basis. This
document is only intended for Eligible Counterparties or Professional Clients, as defined in Annex Il to “Markets in Financial Instruments Directive” 2014/65/EU (“MiFID 11).

To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct Authority. The contents hereof are intended solely for the use of, and
may only be issued or passed on to, (1) persons who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (the "Order") or (Il) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as "relevant persons"). The contents hereof are not intended for the use of
and may not be issued or passed on to retail clients.

To Hong Kong Residents: In Hong Kong, this report is published and distributed by Bank of Montreal. Bank of Montreal (incorporated in Canada with limited liability) is an authorized institution under the Banking
Ordinance and a registered institution with the Securities and Futures Commission (CE No. AAK809) to carry on Type 1 (dealing in securities) and Type 4 (advising in securities) requlated activities under the Securities
and Futures Ordinance (Cap 571 of the Laws of Hong Kong). This report has not been reviewed or approved by any regulatory authority in Hong Kong. Accordingly this report must not be issued, circulated or distributed
in Hong Kong other than (a) to professional investors as defined in the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules under the Securities and Futures Ordinance of Hong
Kong, or (b) in circumstances which do not result in or constitute an offer to the public in Hong Kong.

To Israeli residents: BMO Capital Markets is not licensed under the Israeli Law for the Regulation of Investment Advice, Investment Marketing and Portfolio Management of 1995 (the "Advice Law") nor does it carry
insurance as required thereunder. This document is to be distributed solely to persons that are qualified clients (as defined under the Advice Law) and qualified investors under the Israeli Securities Law of 1968. This
document represents the analysis of the analyst but there is no assurance that any assumption or estimation will materialize.

To Korean Residents: This report has been provided to you without charge for your convenience only. All information contained in this report is factual information and does not reflect any opinion or judgement of
BMO Capital Markets. The information contained in this report should not be construed as offer, marketing, solicitation or investment advice with respect to financial investment products in this report.

To Japan Residents: This report has not been reviewed by any regulatory authority in Japan. This report is provided for information purposes only and it should not be construed as an offer to sell, a solicitation to buy,
or a recommendation for any security, or as an offer to provide investment management or advisory or other services in Japan. Securities may not be offered or sold in Japan by means of this report or any other
document other than to Qualified Financial Institutions within the meaning of item (i) of Article 17-3 of the Government Ordinance to enforce the Financial Instruments and Exchange Act (Kinyu Shohin Torihiki Ho Sekou
Rei). Unless specified otherwise, the securities that may be offered to you are not and will not be registered in Japan pursuant to the Financial Instruments and Exchange Acts.

To Taiwanese Residents: This report is not intended to constitute investment advice nor a public offer for any investment products to investors in Taiwan. This report should only be accessed by investors in Taiwan
that are qualified to invest in investment products pursuant to relevant Taiwanese laws and regulations, and subject to sales restrictions as set forth in the relevant Taiwanese laws and regulations. BMO Capital
Markets has not and will not secure the required licenses in Taiwan for the offer of securities and investment services. Any offer of securities has not been and will not be registered or filed with or approved by the
Financial Commission of Taiwan and/or other regulatory authority pursuant to relevant securities laws and regulations of Taiwan, and may not be issued, offered or sold within Taiwan through a public offering or in
circumstances which constitute an offer that requires a registration, filing or approval of the Financial Supervisory Commission of Taiwan and/or other regulatory authority in Taiwan under relevant securities laws and
regulations of Taiwan. No person or entity in Taiwan has been authorized to offer or sell the securities in Taiwan.

To PRC Residents: This material does not constitute an offer to sell or the solicitation of an offer to buy any financial products in the People’s Republic of China (excluding Hong Kong, Macau and Taiwan, the “PRC”).
BMO and its affiliates do not represent that this material may be lawfully distributed, or that any financial products may be lawfully offered, in compliance with any applicable registration or other requirements in
the PRC, or pursuant to an exemption available thereunder, or assume any responsibility for facilitating any such distribution or offering. This material may not be distributed or published in the PRC, except under
circumstances that will result in compliance with any applicable laws and regulations.

To Singapore Residents: This report is intended for general circulation and does not and is not intended to constitute the provision of financial advisory services, whether directly or indirectly, to persons in Singapore.
You should seek advice from a financial adviser regarding the suitability of the investment products, taking into account your specific investment objectives, financial situation or particular needs before you make

a commitment to purchase the investment product. This report has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, it should not be circulated or distributed, nor may the
securities described herein be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (a) to an institutional investor or a
relevant person as defined in and pursuant to and in accordance with the conditions of the relevant provisions of the Securities and Futures Act of Singapore or (b) otherwise pursuant to and in accordance with the
conditions of, any other applicable provision of the SFA.

To Thai Residents: The contents hereof are intended solely for the use of persons qualified as Institutional Investors according to Notification of the Securities and Exchange Commission No. GorKor. 11/2547 Re:
Characteristics of Advice which are not deemed as Conducting Derivatives Advisory Services dated 23 January 2004 (as amended). BMO and its affiliates do not represent that the material may be lawfully distributed,
or that any financial products may be lawfully offered, in compliance with any regulatory requirements in Thailand, or pursuant to an exemption available under any applicable laws and regulations.

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished, retransmitted, distributed, disclosed, or otherwise made available, in whole

or in part, directly or indirectly, in hard or soft copy, through any means, to any person, except with the prior written consent of BMO Capital Markets.Furthermore, you shall not use (nor enable or procure any third
party to use) these materials, in whole or in part, for the development of any software program, model, algorithm, or generative artificial intelligence (Al) tool or any other derivative content, including, but not limited
to, training or using these materials in connection with the development or operation of a machine learning or artificial intelligence (Al) system (including any use of these documents for training, fine tuning, or
grounding the machine learning or Al system or as part of retrieval-augmented generation). ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate banking products. BMO serves Canadian retail
clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking clients are served by BMO Bank N.A., (Member FDIC). Investment and corporate banking services
are provided in Canada and the US through BMO Capital Markets. ® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere. ™ Trademark Bank of Montreal in the United States and
Canada. © COPYRIGHT 2025 BMO CAPITAL MARKETS CORP. A member of BMO Financial Group
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