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Global Outlook 2025: Just Tariffic

Chief Economist

Douglas Porter, CFA

douglas.porter@bmo.com

Heading into the turn of the year, economic forecasters are dealing with a serious
bout of cognitive dissonance—we keep projecting steady growth and moderate
inflation, even when faced with cascading risks to the outlook, which could easily
result in conditions that are the opposite of steady or moderate. In fairness, those
risks cut both ways; geopolitical and trade risks point to the downside, but ebullient
financial markets point to upside risk for growth in 2025. And we will note that this
is not dissimilar to the position we found ourselves in exactly a year ago—fraught
geopolitics, robust markets—and 2024’s economy turned out to be characterized as
steady growth—in the U.S., Canada and globally—with moderate inflation.

Table 1 A brief review of last year’s forecasts shows that we
All Is Calm, on the Surface and the consensus were again too cautious on the
Actual Estimate Forecast growth outlook, especially for the tireless U.S. economy,
a— 2023 2024|2025 2026 but were pretty much on target for the cooldown in
anada . . .,
Real GOP (hchg) 15 13 2.0 16 consumer price trends. So, after inflation’s twq-year
Unemployment rate (%) 5.4 6.3 6.9 6.7 reign of terror, central banks were able to begin the
Canadian dollar (Us¢) 741 731 | 708  73.0 process of unwinding heavily restrictive policies, albeit
Pl (ochg) 39 241 18 22 at wildly different paces. While the Fed’s step down
Overnight rate (% : year-end)  5.00 3.25 2.50 2.50 't fl th. the 100 b f total rat to—
United States wasn't exactly smooth, the ps of total rate cuts—
Real GDP (% chg) 2.9 2.7 2.3 2.0 assuming it meets market expectations with a 25 bp clip
Unemployment rate (%) 3.6 4.0 4.3 4.2 next week—was precisely what we were anticipating
CPI i 29 |25 22 at the start of the year. The big surprise in the U.S. was
Fed Funds rate (% : year-end)  5.38 4.38 3.38 3.13

Sources: BMO Economics, Haver Analytics

another year of nearly 3% GDP growth, but the upside

was driven by solid productivity gains, so inflation ebbed
and unemployment nudged up, both mostly as expected.

The friendly combination of still-solid growth, calming inflation, and easing central
banks helped power global equity markets—the MSCI All Countries index now sits
20.6% above end-23 levels, on track for the second-best year of the past decade
(topped only by 2019). Given that stocks tend to lead the economy, and that central
banks have aggressively cut rates with inflation back close to target, we would
normally be looking for sturdy economic growth in 2025. Even the yield curve is back to
normal, with 10-year Treasury bonds moving above 3-month bills this week after more
than two years of inversion. But the darkening cloud of trade protectionism counsels
caution, especially for Canada, Mexico and China.

What does 2025 hold for the global economy? Even after the Year of the Election

in 2024, a variety of major economies face potential power shifts next year as well,
including France, Germany, South Korea and Canada, while many others will be dealing
with the first full year of a new leader. Despite choppy political waters, the growth
outlook remains constructive amid robust financial markets, central bank rate cuts,
cooler energy and food prices, and normalized supply chains. Even with the tariff
threat, we are looking for the global economy to grind out another year of 3% real GDP
growth, or slightly better, just mildly below the long-term average of around 3.5%.

Among the major economies, we look for the U.S. to step back only slightly in 2025
to 2.3% from 2.7% this year. While milder than recent trends, that call is a bit above
the latest consensus (closer to 2.0%) and above the Fed’s view of the long-run trend
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(1.8%). Yet, we look for the jobless rate to drift higher to 4.3% as growth will continue
to be driven by solid productivity gains. A less-tight labour market and slightly cooler
inflation trends are expected to allow the Fed to continue trimming rates. Similar to
this past year, we look for another 100 bps in total rate reductions in 2025, bringing the
overnight rate down to 3.25%-t0-3.50% by year-end, which is still judged to be slightly
on the restrictive side. That call is more aggressive than market pricing for Fed cuts,
but we would again highlight the magic word: productivity. Moreover, any tax relief
flowing from Washington’s power shift would be a 2026 story, while trade uncertainty
and some government spending cuts could bite soon.

In contrast to global resiliency, Europe is struggling with sub-1% GDP growth.
Germany is particularly challenged, posting a small drop in output for the second year
running. Its major export industries of autos and capital equipment are battling with
the full force of Chinese competition. France is burdened with tough fiscal math and a
political stalemate. Yet, smaller Euro Area economies are faring much better, and 100
bps of ECB rate cuts to-date will support 2025 growth. It’s a similar story in Britain,
where GDP growth has been stuck below 1%, inflation is near 2%, and the BoE is
easing—albeit more cautiously than the ECB.

Japan ran against the grain this year, as per usual. GDP dipped into a small
contraction in 2024. And, yet, the Bank of Japan still hiked by 35 bps (with a meeting to
go), finally leaving behind decades of zero or even negative interest rates. Even as the
BoJ was raising rates while others were cutting, the yen still depreciated almost 10%;
at one point, the dollar pushed above ¥160 for the first time in more than 30 years,
which, in turn, helped the Nikkei to finally top its 1989 high with a 20% y/y gain. With
inflation likely to be around 2% and growth close to 1% in 2025, perhaps Japan is truly
becoming a normal economy again.

China’s economy actually managed to grind out slightly better growth than we
anticipated at the start of the year, although the 4.9% advance was heavily reliant
on exports. The property crisis rolls on, weighing on domestic spending, but China
has pledged forceful stimulus measures, both on the monetary and fiscal fronts. The
economy is going to need it, as incoming president Trump has already threatened

an additional 10% tariff on China’s goods on “Day 1"—and few believe he is bluffing
on this one. Currency depreciation will somewhat blunt the impact, as the yuan has
weakened 2% y/y to around 7.28/USS. Even so, we expect the chillier trade backdrop
to shave China’s GDP growth to 4.5% in 2025.

Pulling these strands together for Canada’s outlook, the global growth backdrop and
broadly stable commodity prices are mostly neutral. Unfortunately, the trade backdrop
is anything but; as the Bank of Canada noted in this week’s rate announcement, the
U.S. threat of 25% tariffs “is a major new uncertainty”. Even if Canada is ultimately
spared, or the punishment is reduced to, say, 10% for good behaviour, the deep
uncertainty will cast a pall on the investment outlook. This threat, and the very real
prospect of retaliation, has unfolded just as the domestic side of the economy looked
to be improving. Home and auto sales are now clearly responding to rate relief,
household debt ratios are falling fast, and some modest fiscal stimulus will further lift
spending in early 2025. Alas, growth will do well to reach 2% in a no-tariff scenario,
and less than half of that with tariffs (even assuming very stimulative monetary and
fiscal responses). Our base case calls for another 75 bps of BoC rate cuts, on top of this

BMO 9 Capital Markets®

December 13, 2024 | Page 3 of 24



year’s world-leading 175 bps, taking the overnight rate down to 2.5% by mid-year. The
Canadian dollar is ending the year barely clinging to the 70-cent level (above $1.424/
USS$), down 7% since end-23. A surprisingly aggressive BoC gave it an initial push, but
the U.S. tariff threat and a broad greenback rally were the mightier blows—it will take
a trade détente to turn the loonie around. A full trade war will send it much lower.

U.S.: The Glass Half-

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

{d N

Full EcConomy

The U.S. economy has a lot going for it right now. Real GDP growth has averaged
around 3.6% a year over the past four years through 2024 (vs. 2.4% a year over the
prior ten years from 2010 to 2019). Professional macroeconomic forecasters, including
the Federal Reserve, have been consistently underestimating the economy’s potential
growth since this pandemic began.

While the 2025 U.S. outlook is cloudier, given uncertainties around changes in taxes,
tariffs, requlation, and immigration policies, the macroeconomic backdrop remains
more favourable than I have seen in most years of my career. The Republican
sweep and impending change in leadership in Washington have already bolstered
consumer and business confidence, and goosed stock prices to new heights. Granted,
we are still in the honeymoon phase and haven't yet seen the downsides to tariffs or
mass deportations, but the positive initial reactions have allowed us to modestly bump
up our 2025 forecast for GDP and consumer spending growth.

Our baseline forecast is for only the gentlest of slowdowns. Real GDP growth is
expected to slow to 2.3% in 2025 from 2.7% this year. The economy should continue
to expand slightly faster than its long-term potential of 1.9% next year. Still-restrictive
monetary policy and a normalizing labour market are expected to be the primary
drivers of this slowdown. We expect the unemployment rate to rise to around 4.3%
and stay there for much of next year, while nonfarm payroll growth slows to 1.1% in
2025 from 1.6% in 2024.

Some households continue to struggle with rising prices and high levels of credit card
and auto loan debt, but overall household balance sheets have rarely looked this good
in aggregate. With U.S. stocks near record highs, the rise in household net worth since
the Great Recession is staggering: it has increased by $110 trillion or 185% from the
Great Recession low, gaining another $4.8 trillion in the third quarter. These positive
wealth effects will allow consumers to keep spending, despite the headwinds from
still-restrictive monetary policy. The November surge in car sales is a great example of
this resilience. Looking ahead, a gradual moderation in consumer spending appears
to be more likely than a full-scale retrenchment.

Business investment growth is also expected to slow, but not stall. We expect
nonresidential fixed investment to downshift to around 2.5% in 2025 from 3.9%
this year. Strong corporate profit growth, spending and incentives from the CHIPS
and Science Act, Inflation Reduction Act, and Infrastructure Investment and Jobs
Act, combined with the scaling-up of artificial intelligence, will drive further gains in
business spending next year.

So, what could go wrong with this glass half-full economic outlook? In a word:
plenty. Aggressive new tariffs have the potential to delay and undo the progress the
Fed has made on inflation and interest rates. The growth risks to our major trading
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partners could be even worse. Lower net in-migration and mass deportations reduce
potential GDP, aggregate demand, and labour supply, while adding to wage and
inflation pressures. | also worry that stretched asset valuations in equity, bond, and
housing markets, currently priced for perfection, could quickly magnify any unexpected
negative shock to the economy or profits.

U.S. Inflation: Progress, But...

Sal Guatieri
Senior Economist
sal.guatieri@bmo.com

Despite the perky economy, U.S. inflation behaved largely as expected in 2024.

A year ago, we thought annual CPI growth would ease to 2.8% this year and, with

just a month to go, it should come close to the mark. The decline from 4.1% in 2023
reflects several factors, including moderating energy and food costs, a strengthening
dollar, and sturdy productivity growth (2.2% y/y in Q3) which held unit labour costs to
a moderate 2.2% pace. Importantly, labour markets loosened, with the unemployment
rate rising half a percentage point in the past year to 4.2%, a level the Fed deems
consistent with both low inflation and full employment, a.k.a., nirvana.

Not that there haven’t been bumps on the road to price stability. The downward
trend in core CPI inflation has stalled at around 3.3% y/y since early summer. Some of
this reflects challenging base effects. But the real sticking point is the broad services
sector, where inflation clocks in at 4.5%, a stark contrast with a mildly deflating goods
sector. The positive news is that CPI rent increases, though still more than 4% y/y,
have cooled and should continue to do so in a soft rental market. The bad news is that
other services are running hotter due to robust demand. Adding to the sticky situation
is the fact that inflation expectations remain stuck above pre-pandemic levels, with the
University of Michigan’s five-year-ahead measure holding just above 3.0%, compared
with 2.4% in 2019.

still, inflation should renew a downward trend in 2025, with the CPI averaging
2.5% and the Fed'’s preferred measure (the PCE price index) easing to 2.3% by year-end
before hitting the target in early 2026. Wage growth should moderate as the jobless
rate moves slightly above current levels, reinforcing consumers’ sensitivity to price
increases as cited in the Beige Book. Qil prices should hold steady near US$75 in 2025,
with domestic production rising as more federal land is made available for drilling.

The mighty dollar could stay aloft, even as Fed easing clips its wings a bit. A bumper
harvest should tamp down food costs, though deportations might provide some offset.

Tariffs are the main risk to our inflation call. A threatened 25% duty on goods from
Canada and Mexico (and a 10% increase for China) could directly raise U.S. consumer
prices by 1%, though the final impact will be diminished by an appreciating dollar

and foreign producers trimming prices. Layering on a potential 10% tariff for all other
countries and at least a 60% hike for China could easily double the hit to inflation.
However, barring repeated rounds of tariffs, the upward pressure on inflation should
prove transitory, as economic growth will also get dinged by tariffs, especially if other
countries retaliate. Still, regardless of how long the inflation spike lasts, price levels
would remain permanently higher, unless the tariff increases are revoked.

Where goes inflation, so goes interest rates and growth. Barring a trade war, U.S.
inflation should cool further, paving the way for lower rates and healthy growth.
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U.S. Rates Outlook: Wider Confidence Intervals

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

After three straight rate cuts worth 100 bps in the final four months of 2024 (see Key
for Next Week for our thoughts on an expected 25 bp reduction), we look for the
same amount of total easing in 2025 but spread across all twelve months. The
downshift reflects more Fed prudence after having adequately recalibrated policy.
During the May-Augqust period, just before the Fed began easing, real policy rates were
peaking around 2.7%. This was three times the FOMC's neutral level and the highest
since just before the Great Recession.

The 100 bps of easing to end 2024 lowers the nominal policy rate to 4.4% with a real
rate tucked under 1.4%, given current stubborn core inflation readings near 3.0%.
Real policy rates are now within the neutral realm (0.5%-to-1.5%) to begin 2025.
Consequently, further easing can await further disinflation, which we reckon is going
to be grinding... hence the downshift. And, from a risk management perspective, it's
serendipitous that the downshift coincides with increasing inflation uncertainty arising
from potential changes to fiscal and trade policy. The latter emphasizes that the net
risk to our Fed call rests on the upside.

Also, to start 2025, we get the annual rotation of voting regional Fed presidents.
This will see Richmond’s Barkin, Atlanta’s Bostic, San Francisco’s Daly and Cleveland’s
Hammack replaced by Boston’s Collins, Chicago’s Goolsbee, St. Louis” Musalem and
Kansas City’s Schmid. Based on recent comments, the incoming group appears to have
a faint dovish bent compared to the hawkish tilt of the outgoing group. However, we
judge the overall complexion of the Committee will still be slightly hawkish. And, by
mid/late-2025, we expect the Fed will be adjusting its quantitative tightening (QT)
program again. We judge that once bank reserves slip below $3.0 trillion (currently
$3.2 trillion) the Fed will end the roll-off of Treasuries as a precautionary move with QT
continuing via MBS roll-off.

Meanwhile, 10-year Treasury yields have spent 15 of the past 17 months averaging

at least 4.00%. Lately, it seems that the impact of Fed rate cuts is being countered by
market concerns over bigger budget deficits and sticky inflation (perhaps made stickier
by higher tariffs). Given the expected profile for Fed cuts and presuming some fiscal
discipline emerges in Congress, we see yields modestly drifting down as 2025 unfolds,
but staying above 4% for most of the year (and averaging no lower than 3.80%).
Here again, the net risks are skewed to the upside.

Finally, the market’s old U.S. dollar narrative was that it would carve a weakening
trend once the FOMC started cutting policy rates. And, the dollar did depreciate during
the July-to-September period—but, it has been appreciating since, despite additional
Fed rate cuts. The turnaround reflects the market’s new narrative: that the incoming
Administration’s proclivity for tariffs will result in offsetting dollar strength and more
inflation (which could prevent the Fed from easing further). By March 2025, we see
the trade-weighted unit hitting a new record high, surpassing the prior peak

from October 2022. But when the Fed is still seen easing in March and, presumably,
the market’s worst tariff fears aren’t being realized, we reckon the old narrative
should gain some currency again. Amid these dueling narratives we see the dollar
depreciating 2.5% from March’s probable peak and a net 0.6% from last month’s level.
However, the net risk is that the greenback could be stronger than this.
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Canada Rates Outlook: Growth Picking Up as Rates Come Down

Benjamin Reitzes
Canadian Rates &
Macro Strategist

.‘ \I benjamin.reitzes@bmo.com

It was a tale of two halves for monetary policy in 2024, and we’re expecting a similar
bifurcation in 2025. The fight against inflation continued into 2024H1 with policy

rates at multi-decade highs. The script flipped in June as inflation slowed, prompting
the Bank of Canada to start lowering rates. Policymakers ended the year with a

bang, cutting rates 100 bps in Q4, and a cumulative 175 bps for the year. A softening
economy prompted the more aggressive pace of easing. However, there are signs
that the economy is perking up. We anticipate that even as conditions firm, the
Bank of Canada will continue cutting rates through to the middle of the year.
Our forecast has another 75 bps in BoC cuts, with the final move in June, pegging the
bottom for policy rates at 2.50%, where we expect them to stay until the end of 2025.

Economic growth is expected to be led by consumer spending and housing in 2025.
The same way that rising interest rates weighed on highly indebted consumers, falling
rates will be supportive. There are already signs of life in the housing market, with
sales up three months in a row to October (and November tracking firm). Indeed,
turnover is back to historically normal levels after languishing for over two years.
Interest rates matter. On the consumer side, retail volumes rose a solid 5.2% a.r.

in Q3 after falling in the first half of the year. Early indicators suggest that positive
momentum continued into Q4. The sales tax holiday, cash handout in Ontario, and
potentially from the feds will provide a further boost to spending. While those
measures are NOT efficient policy, they will lift Q1 GDP growth. The temporary lift will
buy time for rate cuts to continue and more fully flow through to the economy.

Inflation’s path will dictate the pace and depth of rate cuts in 2025. Ongoing cyclical
disinflationary pressure is expected to pull core inflation to the 2% target around mid-
year. However, the firming growth backdrop will narrow the output gap, allowing
inflation to then bottom. There are risks on both sides of this relatively benign outlook.
On the upside, tariffs have the potential to drastically weaken the Canadian dollar and
drive input prices sharply higher. Longer-term, tariffs would hit activity, potentially
pulling inflation back down, but that’s a second order effect. We could also see upside
from a resurgent housing market on the domestic front, while global secular upward
inflation pressure could move the needle as well. On the downside, the economy could
remain soft, intensifying disinflationary pressure. Ongoing mortgage resets could hit
consumers harder than anticipated, or the looming tariff risk could freeze business
investment and cast a dark cloud over the broader economy.

Finally, the Canadian dollar, already trading at the weakest non-crisis level in over
two decades, could be in for a wild ride. Canada-U.S. interest rate spreads consistently
weighed on the currency. However, the BoC's change in tone signalling a more gradual
easing path following back-to-back 50 bp cuts helped stem the pain on that front.
Unfortunately, the risk of tariffs has taken the spotlight. Indeed, the loonie would likely
get hammered if tariffs are implemented. We're forecasting the loonie to weaken in Q1
to €$1.43, then slowly appreciate ending the year at ($1.39—that assumes no tariffs.

Key Takeaway: We're forecasting a rebound in Canadian economic growth in 2025,
led by rate-cut-fuelled domestic demand. While we’re looking for the strongest GDP
growth since 2022, risks to the outlook are particularly elevated, with tariffs the main
worry. If the U.S. imposes broad-based tariffs on Canada, all bets are off.
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Global Monetary Policy in 2025? Hark! The Dovish Angels Sing

Jennifer Lee
Senior Economist
jennifer.lee@bmo.com

Every look ahead to the coming year is a challenge, but 2025 seems particularly rife
with uncertainty. Much of this has to do with a looming trade war with the U.S.
given the incoming Administration’s strong protectionist views. How monetary policy
plays out will depend on the evolving political stage and the data, with possible
deeper rate cuts across the Euro region and the U.K.

The ECB can breathe a bit easier, with inflation nearing target. The economy, however,
is slowing and policy is still restrictive, so a further 100 bps of rate cuts are pencilled in,
but there are still plenty of questions. Russia’s continued invasion of Ukraine and the
expanding trade war (with China and likely the U.S.) may, or may not, unify Europe.
Leaders are discussing more spending on defense (to 3% of GDP) as President-elect
Trump threatens to leave NATO. Europe has a trade surplus with the U.S. so Brussels
hopes that by boosting U.S. LNG imports, tariffs can be avoided. Beyond that, Germany
is the weakest link as it struggles to deal with the slow transition to EVs, reliance

on China for key materials for the transition, an aging workforce, and an energy-
intensive manufacturing sector. Relaxing the debt brake to promote investment is
becoming more palatable; and after an expected February election, the new coalition
government, likely led by the CDU, will make it so. Meantime, France is at a standstill
with its broken parliament, as no single party has a majority. It will be challenging

for the government to pass any policies or a budget that will satisfy Brussels, until a
potential early presidential election. Italy’s PM Meloni is making an effort to rein in the
deficit, but it helps that she has a big majority. The EUR may hit parity in Q1.

The U.K. is less concerned about tariffs as it has a small trade deficit with America.
Instead, there are domestic issues. The Labour Party has a large majority and does
not have to face another election until 2029, but public opinion is already taking a hit,
particularly from the business community, thanks to the tax hikes in Chancellor Reeves’
budget. Employers are already dealing with the 6.7% minimum wage hike; now, there
is the increase in National Insurance for their workers. Already, job vacancies declined
the most in four years, and one measure of business confidence fell to a two-year
low. Rumours of slower pay raises are making the rounds. But what may prevent the
BoE from easing more aggressively is that the budget was not as “painful” as the
government had advertised, which may augur stickier inflation. For now, we expect
three cuts by the Bok, vs. four from the ECB, which would widen the spread between
both policy rates, and be more GBP-supportive.

The BoJ will continue to stand out. It tightened monetary policy throughout 2024 and
will continue to do so in 2025, which could help the JPY rally to ¥145 by year-end.
Real wages are finally rising: businesses are stepping up thanks to PM Ishiba’s goal
to lift wages by over 7% by the end of this decade. The largest union pushed for a
more-than-5% pay hike this spring. Households are finally seeing real earnings growth,
and should increase spending. Finally, the RBA, after staying on the sidelines in 2024,
should have enough evidence of inflation returning to the 2%-to-3% target, allowing
Governor Bullock to cut rates in February. The central bank sounded more dovish in
December, stating that it is “gaining some confidence” that inflation is headed to the
midpoint of the target. There is one job and one quarterly CPI report before the first
meeting of 2025; and, they should provide enough reason for that first cut.
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Provincial and Housing Market Outlook

Robert Kavcic
Senior Economist
robert.kavcic@bmo.com

Most provinces are expected to see growth pick up in 2025, but a set of major
macroeconomic factors could make for an interesting landscape. Lower interest rates
should filter through and drive firmer growth, especially in areas that were struggling
with tough housing and consumer spending backdrops. At the same time, an abrupt
slowdown in population growth and the U.S. political backdrop will have varying
degrees of impact across the country.

Ontario, Alberta and British Columbia are expected to lead the country with

growth above 2% in 2025. While Alberta continues to churn out sturdy growth
alongside stable oil prices, B.C. and Ontario figure to benefit most from lower interest
rates. These provinces carry relatively high household leverage and saw some of

the deeper housing market corrections, which now appear to be turning around.
Saskatchewan and Manitoba will likely see stable growth around 1.6%. In Quebec,
underperformance is expected to continue with 1.5% growth. While a weaker loonie
and firm U.S. growth will benefit Central Canada disproportionately, we would judge
Ontario and Quebec among those most at risk to any U.S. tariff action. Ultimately

the provincial impact of any tariffs will come down to their size, duration and, most
importantly, industry coverage—that is arquably the big risk heading into 2025. Finally,
Atlantic Canada looks to grow somewhat below the national average in 2025 (in the
1.6%-t0-2.0% range) as population growth slows significantly. B.C. and Ontario should
technically see the biggest slowdown given their large share of temporary residents,
but Atlantic Canada’s smaller economic base could notice the change more.

In the housing market, activity and prices have firmed alongside Bank of Canada
rate cuts, and that momentum should continue through 2025—but we don’t expect
another exuberant takeoff. Nationally, we see sales volumes rising 12% for the
calendar year, while the MLS benchmark price rises a modest 3%, as still-challenging
affordability and poor investment calculus will keep the rebound in check. Mortgage
rates appear to be nearing their cycle low around 4% given that any further interest
rate cuts are already priced into fixed mortgage rates. Still, easier mortgage rules,
especially in the $1-to-$1.5 min range, will also work to boost activity. Regionally, we
could see the significant outperformance of Alberta and Atlantic Canada step back,
while more beaten-down markets in Southern Ontario and B.C recover. That said, we
expect significant performance discrepancy within the major cities, especially Toronto,
depending on property type. Single-detached housing remains scarcely supplied and
well bid by young Canadian families; yet the condo market is dealing with a flood of
completions, much of which are investor-owned and will be flipped onto the resale
market. Look for condo prices to struggle in 2025 even if the single-detached market
firms.

Finally, a slowdown in population growth on the back of temporary resident caps will
be felt more in the rental market. There is already evidence that investor-owned
completions are adding to supply and putting downward pressure on rent. With a near-
record number of apartment units under construction (both privately-owned condos
and purpose-built rental stock), they could conceivably be reaching completion at a
time when rental demand is backing off—a major change compared to conditions of
recent years.
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China and the Outlook for Commodities

“‘\ Art Woo
\ Senior Economist
- art.woo@bmo.com

Sarah Howcroft, CFA
Senior Economist
sarah.howcroft@bmo.com

Optimism over the Middle Kingdom’s economic prospects has grown in recent weeks
thanks to an array of stimulus measures. Furthermore, China’s authorities earlier this
week effectively doubled down on their recent policy pivot by pledging “to adopt

a more proactive fiscal policy and a moderately loose monetary policy” in 2025. A
stronger Chinese economy would be good news for most commaodities but the direct
benefits/linkages may not as straightforward as one might assume.

Beijing’s latest announcement is a by-product of two key developments: (1) recent
improvement in the economy, and (2) the prospect of higher U.S. import tariffs when
President-elect Donald Trump takes office in January. Although no accompanying
details were provided, any new stimulus measures will likely be targeted toward
supporting the weakest areas of the economy (e.g., housing, SMEs, consumer
spending) and accelerating the green transition. As a result, we remain comfortable
with our real GDP growth forecast of 4.5% for 2025, compared to an estimate of 4.9%
in 2024. The risks to this projection are balanced given the potential for tariff hikes on
one hand, and more fiscal and monetary stimulus on the other.

It perhaps goes without saying that greater government efforts to help speed up

the construction of pre-sold housing or accelerate EV adoption would be welcome
news for metals. Copper and battery raw materials (e.g., nickel) would be among
the biggest beneficiaries. However, ex-China demand trends remain muted for most
industrial metals and exchange inventories are building, with copper set to post its
largest refined surplus in over a decade this year. Even in the absence of major U.S.
tariff hikes, the outlook for metals prices in 2025 is pointing modestly lower, leaving
these markets highly exposed to rising global trade friction and a stronger U.S. dollar.

Conversely, a pickup in Chinese EV sales would place more downward pressure

on the price of crude oil. Indeed, the sharp, unexpected slowdown in Chinese oil
consumption (+150 kb/d in 2024 vs. +1.4 mb/d in 2023 and an average of +600 kb/d
in the prior decade) has played a key role in the recent downturn in benchmark West
Texas Intermediate (WTI) crude. However, the bigger factor that is likely to continue
weighing on crude oil prices in 2025 is the desire of OPEC+ to gradually unwind the 2.2
mb/d in additional voluntary production cuts. But given the recent struggles in crude
oil prices, the cartel has been forced to the kick the can down the road and is now
targeting April 1, 2025 as the date it will start bringing barrels back to the market. we
think such a timeline is too early for OPEC+ to begin raising production, which would
likely undermine prices and our average annual forecast for WTI of US$75/bbl in 2025.

on the flip side, it’s clear that China’s net-zero carbon emissions objective is likely to
continue benefitting natural gas for some time, as the latter is still considered a vital
fuel in the transition away from coal and oil. The country experienced a hefty 10%

y/y rise in total natural gas consumption in the first three quarters of 2024, which is
impressive given the weak economic backdrop. Demand, particularly for LNG, is likely
to remain in the high single digits in 2025, which should support the North American
gas benchmark, Henry Hub. As a result, we remain comfortable with our average Henry
Hub forecast of US$3.25/mmbtu in 2025.

Key Takeaway: Another step up in stimulus would be good for China’s economy and
commodities, with crude oil likely to be the notable exception.
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Dollar Dominance

Erik Johnson
_ Senior Economist
I erik johnson@bmo.com

As Michael Gregory noted in his Thought, far from getting the modest pullback in the
U.S. dollar in 2024 that we were expecting a year ago, the U.S. dollar index (DXY)

is up 5.5% YTD. A stronger U.S. consumer has given the Fed some runway to take a
more gradual approach to cutting than most of the other G10 central banks—some

of whom are running for the exits far faster than others (the BoC, RBNZ, SNB, and
Riksbank spring to mind). Those rate differentials are one factor that drove the dollar
higher this year, but another is U.S. growth exceptionalism that U.S. assets are offering
in comparison to others. Take labour productivity: U.S. productivity growth has
averaged 1.9% annualized over the past 5 years compared to an average of only
0.2% in Canada, 0.9% in the U.K. and 0.3% in Germany.

Against that backdrop, we expect most of the remaining G10 currencies to weaken
over the near term before recovering through the end of next year. A similar story
is likely to play out for emerging market currencies as well, with a few recent
idiosyncratic developments to mention. The Indian rupee is under pressure after it
was announced that Sanjay Malhotra, a career bureaucrat, will replace outgoing
RBI Governor Shaktikanta Das (his term ended this month). Malhotra is expected
to take the six-member rate setting council in a more dovish direction, which comes
at a challenging time for the country as inflation proves stubborn and growth has
weakened. RBI Deputy Governor Michael Patra’s term will end in January (he is also
viewed to be among the most hawkish), opening the door for the government to exert
even more influence on the future direction of the RBI. The rupee could reach a new
all-time low above 85.00 in early 2025, as the potential for lower policy rates could
drive carry trade activity to unwind.

Brazil’s real is another currency that could see its fortunes change to start 2025.

The BCB hiked the Selic rate by 1 ppt to 12.25% on December 11 and warned that it
may hike by the “same magnitude at the next two meetings, if the scenario evolves
as expected”. Core inflation climbed to 3.8% y/y in November, but that still offers
healthy real rate differentials, and the main countervailing factor was President

Lula’s resistance to fiscal retrenchment that sent the currency reeling at the end of
November. With Lula currently recovering from brain surgery, Vice President Geraldo
Alckmin has assumed some of his duties. The former Governor of Sdo Paulo is seen as
more moderate than Lula, and that could allow the fundamental factors driving the real
to take centre stage.

However, if the incoming U.S. administration proceeds with broad tariffs as

early as Inauguration Day, we can throw the current script out the window. A tariff-
strengthened dollar will weigh heavier than our current outlook on most of the other
G10 currencies in 2025 and will hit EMs with significant USD debt or that peg to the
dollar particularly hard. Chief among them will be the loonie, the peso, and the
renminbi—the trio of countries that Trump’s tariff talk has zeroed in on over the past
few months.

BMO 9 Capital Markets®

December 13, 2024 | Page 11 of 24



Priscilla Thiagamoorthy
= _Q Senior Economist

SR .
4. J prisclathiagamoorthy@bmo.com Indications of stronger growth and a move toward price stability are good news for the economy.
= 4 Good News Bad News

Ca nada Manufacturing Sales Volumes +1.4% (Oct.) Building Permits -3.1% (Oct.)

= BoC cuts 50 bps; signals a
more “gradual approach” next
year

Core Wholesale Trade Volumes +0.4% (Oct.)

Household Debt-to-Income Ratio -2.2 ppts to
173.1% (Q3)

Capacity Utilization +0.2 ppts to 79.3% (Q3)
New Motor Vehicle Sales +7.6% y/y (Oct.)

United States

= President-elect Trump repeats
tariff threats, singling out
Canada

= As-expected CPI report likely
won't deter the Fed from a
25-bp cut next week

Household Net Worth +2.9% to a record
$168.8 trln (Q3)

NFIB Small Business Optimism +8.0 pts to
101.7 (Nov.)

Nonfarm Productivity confirmed at +2.2% a.r.
(Q3)—and unit labour costs revised lower (Nov.)

Consumer Prices +0.3%, +2.7% y/y (Nov.)
—stubborn price pressures

Producer Prices +3.0% y/y; Import Prices
+1.3% y/y (Nov.)

Initial Claims jump 17k to 242k (Dec. 7 week)
Budget Deficit widened to $366.8 bln (Nov.)

China

= Beijing calls its policy stance
“moderately loose”; signals
more stimulus measures are
on the way

Foreign Reserves steady at $3.3 trln (Nov.)

Exports slowed significantly to +6.7% y/y;
Imports -3.9% y/y (Nov.)

Consumer Prices +0.2% y/y; Producer Prices
-2.5% y/y (Nov.)

Aggregate Yuan Financing climbed below
expected to 29.4 trin (Jan.-to-Nov.)—and New
Yuan Loans up to 17.1 trln

Japan

= Yen weakens above
150/dollar on pared back
expectations for BoJ rate hike
next week

Real GDP revised up to +0.3% q/q (Q3)
Bank Lending ex. Trusts +3.3% y/y (Nov.)
Machine Tool Orders +3.0% y/y (Nov. P)

Tankan Large Manufacturing Outlook
-1 pts to 13 (Q4)

EUI'OPE

= ECB cuts by 25 bps for third
straight meeting; signals more
on the way in 2025

= Bundesbank cuts 2025 growth

= Francois Bayrou named
France’s new PM

= SNB cuts by 50 bps
= BoE on deck next week

Euro Area—Industrial Production unch (Oct.)
Italy—Industrial Production unch (Oct.)

U.K.—GfK Consumer Confidence +1 pts to
-17 (Dec.)

Germany—Trade Surplus narrowed to
€13.4 bln (Oct.)

U.K.—Monthly Real GDP -0.1% (Oct.)—and Index
of Services unch

U.K.—Industrial Production -0.6% (Oct.)
U.K.—Trade Deficit widened to £19.0 bln (Oct.)

Other

= RBA on hold but tilts dovish;
Brazil hikes Selic rate 100 bps
t0 12.25%

= OPEC cuts 2025 oil demand
= RBI has a new governor

Australia—Employment +35,600 (Nov.)—and
Jobless Rate -0.2 ppts to 3.9%

Australia—NAB Business Confidence -8 pts to
-3 (Nov.)
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Best Charts of 2024

Through the ups and downs of 2024, here are our picks for charts of the year.

Chart 1
Running of the Bulls
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Chart 3
Mind the Gap
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Equity Markets

Equity markets are on pace for a banner year, driven

by ongoing disinflation, central bank easing and sturdy
economic/earnings growth. Tech stocks led the charge,
with the Nasdaq up 32% late in the year, but the
previously lowly TSX has been nearly as impressive,

up 21%. Canadian stocks have benefitted from an
earlier and more aggressive easing cycle, cheap relative
valuations and the prospect of improved domestic
economic momentum in 2025. Fun fact: neither the U.S.
nor Canadian economy has grown less than 2.5% in the
year following a 20%-plus gain in their respective equity
market (pandemic year excluded).

Global Inflation

For the first time in five years, inflation was nearly
normal in 2024. While perhaps not all the way back to
pre-pandemic levels, headline inflation ended the year at
close to 2% almost across the industrialized world, albeit
with a bit of lingering firmness in the U.S. CPI. Soggy oil
prices helped dampen inflation in most economies, while
core remains generally a bit stickier. But much calmer
inflation set the stage for rate cuts across a broad set of
major central banks. And the best news is that it didn’t
require a recession to get inflation back to 2%.

Corporate Profits

Higher interest rates, lower energy prices, a sluggish
economy, and sagging productivity have been unkind

to Canadian business earnings. After peaking in 2022,
it's been almost a one-way trip downhill. While profits
among nonfinancial companies are still 23% above pre-
pandemic levels as of 2024Q3, that pales against an
85% surge for U.S. firms. True, the latter reflects torrid
gains in the tech space, but other sectors have also done
well. Meantime, Canadian profits, relative to GDP, are
meaningfully below normal. The differing trends suggest
Canada is ill-prepared to go toe-to-toe with the U.S. in a
tariff tussle.
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Chart 4
Separation Anxiety
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Chart 6
Tens and Trouble
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U.S. and Canadian Households

The U.S. economy again showcased remarkable strength
in 2024, while the Canadian economy still struggled.

The divergence was largely due to the stark difference
between U.S. & Canadian households. American
consumers continued to flex their muscles amid healthy
balance sheets and a robust job market. Meantime,
Canadians were severely pressured under still-elevated
debt burdens, mortgage resets and a sharply rising
jobless rate. But, Canadian households may see better
days in 2025, helping to propel economic activity, amid
deep BoC rate cuts, sturdy income growth, and a bout of
fiscal stimulus.

Canada’s Falling Living Standards

Another sign of the Canadian economy’s
underperformance is the steady drop in real GDP per
capita, one rough-and-ready measure of the standard
of living. This measure fell in six straight quarters to
2024Q3—tied for the longest streak since the series
began in 1961—and could explain why there may be a
disconnect between the macroeconomic data and general
perceptions of the Canadian economy. Looking to 2025,
the decline is expected to dissipate as the economy
recovers and population growth downshifts to a more
manageable pace.

Canada/U.S. Spreads and the Loonie

A direct effect of the persistent growth gap between
Canada and the U.S. was that the Bank of Canada was
much more aggressive in cutting rates than the Fed
(175 bps vs an expected 100 bps in 2024). In turn, this
divergence drove long-term yields into record wide
spreads; at one point, Canadian 10-years dropped more
than 1.2 percentage points below 10-year Treasuries. Not
surprisingly, the record interest rate spreads weighed
heavily on the Canadian dollar, sending it close to 20-
year lows by mid-December.
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Chart 7
The Trump Bump — Season 2 The U.S. Dollar and the Trump Trade

Past is not always prologue, but through the first 37 days,
Trump 2.0 is playing out for the dollar similarly to version

U.S. Dollar Index (Election Day = 100 : as of December 12, 2024)
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to get in the way.

Chart 8 U.S. Government Finances
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Chart 9 Canadian Housing & the Condo Market

suddenly Supply After a two-year slumber, the Canadian housing market
began to stir in the fall following the BoC’s aggressive
rate cuts. Sales moved back above long-term norms,
and the market balance re-tightened, pointing to rising
prices in 2025. However, it’s a very different picture in

8 the condo space, especially in Toronto and Vancouver.

] A sustained surge in building in recent years has seen
supply now coming to market, big-time, while demand

4 has shriveled. Those who for years demanded “more

5 supply” may get more than they bargained for in
condoland.
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Economic Forecast

Economic Forecast Summary for December 13, 2024

2024
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Annual
2024

2023 2025

CANADA

Real GDP (9/q % chng:ar) 2.0 2.2 1.0 1.7 2.8 2.1 1.7 1.9 1.5 1.3 2.0

Consumer Price Index  (y/y % chng) 2.8 2.7 2.0 1.8 1.5 1.8 1.8 2.0 3.9 2.4 1.8

Unemployment Rate (percent) 5.9 6.3 6.5 6.7 7.0 6.9 6.8 6.8 5.4 6.3 6.9
Housing Starts (000s :a.r.) 245 250 237 247 250 240 230 220 242 245 235
Current Account Balance (Sbins:ar) -59 -18.8 -129  -17.3 | -222 -235 -23.6 -240 |-184  -13.7 -233
Interest Rates (average for the quarter : %)

Overnight Rate 5.00 4.92 4.42 3.58 2.92 2.67 2.50 2.50 4.77 4.48 2.65
3-month Treasury Bill 4.94 4.81 4.27 3.40 ¥| 2.70 ¥ 2.55 2.45 2.45 4.74 435V 2504
10-year Bond 3.43 3.58 3.14 3.15 4| 3.00 ¥ 295+ 3.00 v 3.00 ¥| 3.36 3.35 3.00 +
Canada-U.S. Interest Rate Spreads (average for the quarter : bps)

90-day -52 -66 -95 -117 4| -147 ¢ -141 ¢t -127 ¢ -103 4| -53 -82 + -130 ¢t
10-year -73 -87 -80 -105 ¥ -116 ¥+ -110 ¥+ -101 + -92 ¥[ -60 -86 ¥+ -105 +

UNITED STATES

Real GDP (9/q % chng : a.r.) 1.6 3.0 2.8 2.0 224+t 22t 221t 21 2.9 2.7 23 ¢
Consumer Price Index  (y/y % chng) 3.2 3.2 2.6 27t 25¢t 24t 261t 241t 41 2.9 2.5 ¢

Unemployment Rate (percent) 3.8 4.0 4.2 4.2 4.2 4.3 4.3 4.3 3.6 4.0 4.3

Housing Starts (mins :a.r.)  1.41 1.34 1.33 1.34 1.40 1.42 1.43 1.44 1.42 1.35 1.42
Current Account Balance (Strins:a.r.) -0.96 -1.07 -1.13 -1.13 4| -1.14 ¢ -1.15 ¢ -1.15 ¢ -1.16 | -0.91 -1.07 * -1.15 ¢
Interest Rates (average for the quarter : %)

Fed Funds Target Rate 5.38 5.38 5.21 4.63 4.29 4.04 3.79 3.54 5.10 5.15 3.92
3-month Treasury Bill 5.45 5.47 5.22 455 % 415 % 395+ 370 ¥+ 3.45 ¥ 5.28 515 + 3.80
10-year Note 4.16 4.44 3.95 420 ¥| 415+ 4.05+ 4.00 3.90 3.96 4.20 4.00

EXCHANGE RATES (average for the quarter)

us¢/cs 74.2 73.1 73.3 717 ¥ 703 v 704+ 710t 717 741 73.1 70.8
C$/UssS 1.35 1.37 1.36 1.39 142 ¢ 1.42 1.41 1.39 ¥ 1.35 1.37 1.41
¥/USS 149 156 149 152 4| 151 ¢ 150 148 146 140 151 149
USS$/Euro 1.09 1.08 1.10 1.06 1.01 1.02 1.04 1.05 1.08 1.08 1.03
USsS/£ 1.27 1.26 1.30 1.28 1.25 1.26 1.26 1.27 1.24 1.28 1.26

Blocked areas mark BMO Capital Markets forecasts; up and down arrows ( *¥) 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)

Existing Average

Home Sales Prices
Nov. (e) +30.0% y/y +8.0% y/y
Oct. +30.0% y/y +6.1% y/y

MLS Home Price Index
Nov. (e) -2.0%y/y
Oct. -2.7%y/y

Federal Fall Fiscal Update
Monday

Consumer Price Index

Tuesday, 8:30 am

Nov. (e) +0.2%
(+0.4% s.a.)

+2.1% y/y

Consensus +0.1% +2.0% y/y
Oct. +0.4% +2.0% y/y
CPI Core (% y/y)

Trim Median ex. F&E

Nov. (e) +2.5 +2.4 +2.3
Oct. +2.6 +2.5 +2.3

Robert Kavcic
Senior Economist
robert.kavcic@bmo.com

i
4
A

Following the October heat, Canada’s housing market seemed to have stayed on
track for a steady recovery in November. Existing home sales look to rise 30% y/y,
maintaining the previous month’s pace. We expect average prices to increase 8%
over year-ago levels, with the quality-adjusted MLS HPI down 2% in the same period.
Looking ahead, we expect still-falling mortgage rates to continue to drive a broad
recovery, with some regions/sectors remaining laggards. The tough affordability
picture should keep the market from rallying more meaningfully, though market
segmentation and changes to mortgage rules will be key themes in 2025. — S.K.

Benjamin Reitzes
Canadian Rates &
Macro Strategist

benjamin.reitzes@bmo.com

. Shelly Kaushik
b Economist
4 shelly.kaushik@bmo.com

Ottawa will table a Fall Economic Statement, somewhat later than normal, and with
a likely deeper deficit path. As of Budget 2024, the FY24/25 deficit was estimated

at $39.8 billion, or 1.3% of GDP. Since then, we’ve seen various new measures
announced, such a two-month GST/HST holiday on select items ($1.6 billion), and a
$250 cheque for those with 2023 net income under $150k ($4.7 billion—although this
measure hasn’t passed yet). Even before the announcements, there was downside
risk building for the fiscal outlook. In the twelve months through September, Ottawa’s
rolling budget deficit was $56 billion. While there is some upside from a firmer-than-
expected economy and a faster Bank of Canada easing cycle, spending continues to
push higher. Note that the Parliamentary Budget Office estimated a $46 billion shortfall
for FY24/25 in its October update. Suffice it to say that we could easily see the federal
deficit push well above $50 billion this year. Oh, and as for those ‘fiscal guardrails'?
When government has an ongoing propensity to break its own rules, they cease to be
rules that warrant much credibility. — R.K.

Consumer prices look to rise a modest 0.2% in November, lifting the yearly rate a tick
to 2.1%, in line with the Bank of Canada’s latest forecast. Energy prices were subdued
in the month, but are usually even weaker, contributing to the larger anticipated
seasonally-adjusted increase. Recreation is a source of material seasonal softness

in November, but that might have been dampened by the Taylor Swift effect—hotel
prices and live-event ticket prices will likely be stronger than normal. Shelter looks to
continue the general slowing trend that was interrupted by last month’s property tax-
induced jump. Mortgage interest costs are expected to ease with the BoC's October 50
bp cut, while a 0.5% drop in new home prices points to similarly lower replacement
costs. While CPI always has plenty of moving pieces, December will be particularly hard
to read, with the sales tax holiday expected to trim a couple of ticks from the headline
rate and a few specific categories.

Core inflation looks to rise at a 0.1%-t0-0.2% pace, driving the yearly rates about a
tick lower to around 2.4%/2.5% on average. The shorter-term metrics (3-month and 6-
month annualized rates) for the trim and median core CPIs hit the highest since January
in the prior month, so we’ll be watching closely for any further acceleration (which

is not expected). Note that there are favourable base effects for December, so some
further deceleration is likely next month. Unfortunately, the trim and median cores do
not exclude taxes, so it’s going to take some additional work to tease out underlying
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Key for Next Week

Retail Sales
Friday, 8:30 am

Ex. Autos
Oct. (e) +0.7% +0.5%
Consensus +0.7% +0.5%
Sep. +0.4% +0.9%

inflation trends through the turn of the year. Policymakers will do their best to look
through the volatility. — B.R.

Retail sales are expected to extend a three-month streak of gains in October. We're
anticipating a 0.7% gain, in line with StatCan’s preliminary estimate. Higher auto sales
and gas prices likely helped boost the headline figure, with sales ex-autos forecast

to be a touch lighter at 0.5%. Lower goods prices suggest volumes, which have been
posting decent increases since July, could be stronger. The early read on November
suggests another positive month for spending, indicating that momentum is building
amid lower rates to close out the year. — S.K.

United States

Retail Sales
Tuesday, 8:30 am

Ex. Autos/Gas
Nov. (e) +0.6% +0.5%
Consensus +0.5% +0.4%
Oct. +0.4% +0.1%

Industrial Production
Tuesday, 9:15 am
Industrial Capacity
Production Utilization
Nov. (e) +0.3% 77.3%
Consensus +0.3% 77.3%
Oct. -0.3% 77.1%

FOMC Announcement and
Summary of Economic
Projections

Wednesday, 2:00 pm

Press briefing at 2:30 pm

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

A0\ Scott Anderson
as  Chief U.S. Economist
scotta.anderson@bmo.com

&

Sal Guatieri

Yy Senior Economist
sal.quatieri@bmo.com

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

Another big increase in unit vehicle sales to a three-year monthly high is expected

to be an important element of stronger U.S. retail sales growth in November. Retail
spending is being propelled by rising consumer confidence, record-high stock prices,
and solid income growth. As well, gasoline prices increased a seasonally adjusted
0.6% month-on-month in November after three consecutive declines, helping to
bolster gasoline station sales. Headline retail sales are projected to advance 0.6%
following a 0.4% gain in October. Sales ex-autos are expected to rise 0.5%, a strong
improvement from a lackluster 0.1% increase in October. Robust job and earnings
growth, highlighted in last week’s jobs report, should underpin a healthy 0.5% gain in
sales excluding gasoline and autos as well, pointing to a respectable 0.2% increase in
real core retail sales. — S.A.

Industrial production is forecast to rebound 0.3% in November following a 0.3%
decline in October. Business equipment and motor vehicle production has been
contracting over the past two months, holding back overall production. However,
the ISM Manufacturing PMI improved nearly 2.0 points in November to a five-month
high of 48.4, though it still flags contraction. The new orders index, at 50.4, moved
into expansionary territory for the first time since March, while the prices paid index
dropped sharply to 50.3 from 54.8 in October, suggesting an improving operating and
financial environment for many manufacturers. The expected rebound in industrial
production should drive the capacity utilization rate up slightly to 77.3% from an
anemic 77.1% in October. — S.A.

We expect the FOMC to reduce policy rates by 25 bps on December 18, lowering

the target range for the federal funds rate to 4.25%-t0-4.50%. This will bring the total
reduction since September to 100 bps. In the presser, we look for Chair Powell to signal
that there’s more cuts in store for 2025, but potentially not at the same cadence. The
latter should also be evident in the Summary of Economic Projections (SEP).
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Key for Next Week

Housing Starts

Wednesday, 8:30 am

Nov. (e) 1.35 mlin a.r. (+2.8%)
Consensus 1.34 min a.r. (+2.6%)
Oct. 1.31 min a.r. (-3.1%)

Building Permits

Nov. (e) 1.43 mlin a.r. (+0.8%)
Consensus 1.43 min a.r. (+0.8%)
Oct. 1.42 min a.r. (-0.4%)

Existing Home Sales
Thursday, 10:00 am

Nov. (e) 3.98 min a.r. (+0.5%)
Consensus 4.09 min a.r. (+3.3%)
Oct. 3.96 min a.r. (+3.4%)

In September’s SEP and ‘dot plot’, the median projection for the fed funds rate
showed a further 50 bps of easing for this year (after the inaugural 50-bp action)
followed by 100 bps of cuts next year and 50 bps in 2026. This left the policy rate at
2.875%, in line with the longer run level. (There was no change implied by the first
print of 2027 projections.) We look for December’s survey to show a lesser 75 bps of
easing next year, after this year’s total of 100 bps. And the same 50 bps in 2026 with
no further change in 2027. This will leave the policy rate at 3.125% which will be above
the longer run level even though there’s a good chance that could be lifted to 3.00%
(up 12.5 bps). Admittedly, we’ve been on the lookout for this for the past two SEPs. So,
this quarter’s dot plot theme is going to be ‘a little higher for longer... and potentially
forever’.

There could also be some tweaking of the other economic projections, particularly for
this year and next. Real GDP growth has run at a 2.5% annualized rate through the
first three quarters of 2024, making the previous projection of 2.0% Q4/Q4 look a little
light. The unemployment rate was 4.1% in October and 4.2% in November, making the
previous Q4 forecast of 4.4% look a little high. PCE inflation was pegged at 2.3% y/y in
October with core at 2.8% y/y. The previous forecasts were for Q4 averages of 2.3% y/
y and 2.6% y/y, respectively. So, the latter is lagging. A revision pattern of stronger
growth, lower joblessness and faster core inflation would be consistent with a
slightly more cautious Fed policy heading into 2025.

Finally, this will be the second press conference since the election but the first one
since the notion of 25% tariffs on all imports from Canada and Mexico and an added
10% on the ones from China was introduced. Chair Powell will take the stand that
these are still not official policies that should be considered during the policy formation
process. But we reckon he’ll take the occasion to emphasize that uncertainty
surrounding the inflation and other economic forecasts is mounting. Again, this
would be consistent with a slightly more cautious stance next year. — M.G.

Housing starts are expected to rebound 2.8% to 1.35 mln a.r. in November.
Construction of single-family units look to bounce back, while volatile multis are
expected to climb again, though still hover near subdued levels. Meantime, building
permits, a good proxy for future home construction, are likely to edge up 0.8% to
1.43 mIn annualized. Homebuilders have shown a flicker of optimism post-election
amid expectations that the Trump administration will loosen requlatory requirements.
Despite the improvement in the month, starts and permits have been muted with
residential construction very likely contracting again in Q4. — P.T.

Existing home sales look to edge up 0.5% to 3.98 min annualized in November after
a nice jump in the prior month. Although still elevated, mortgage rates are turning
lower again. As such, pending home sales have shown a bit of revival after plunging to
record lows in July. Despite the overall economy showcasing remarkable strength, the
interest-sensitive housing marking has faced harsh headwinds. Looking ahead, 2025
may prove to be better amid further Fed rate cuts and solid wage growth. —P.T.
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Key for Next Week

Personal Spending & Income  \yith rates falling and wealth rising, there’s little stopping the U.S. consumer. Personal

Friday, 8:30 am
Personal Personal
Spending Income
Nov. (e) +0.5% +0.4%
Consensus +0.5% +0.4%
Oct. +0.4% +0.6%

Core PCE Price Index
Nov. (e) +0.2% +2.9% y/y
Consensus +0.2% +2.9% y/y
Oct. +0.3% +2.8% y/y

spending likely rose 0.5% in November, paced by peppier auto sales and pricier fuel.
Spending volumes should increase 0.3%, putting consumers on track for a healthy
annualized gain of 2.6% in Q4 after accelerating 3.5% in Q3. Personal income should
rise a chunky 0.4%, holding the yearly rate at 5.3%. Both headline and core prices are
expected to rise 0.2%, with moderating rents and subdued goods prices contrasting
with still-stubborn services costs. A tough year-ago comparison means the yearly
rates could nudge up to 2.5% and 2.9%, respectively. That’s not what the Fed wants to
see, but the base effects turn friendlier next year and, with the help of looser labour
markets, should lead to renewed progress toward the target. — S.G.

Central Banks

Boj Monetary Policy
Announcement
Thursday

BoE Monetary Policy
Announcement and Report
Thursday, 7:00 am ET

Press briefing at 7:30 am ET

Jennifer Lee
Senior Economist
jennifer.lee@bmo.com

Between the BoJ and the BoE policy meetings, the Boj will command more attention.
It has been an eventful year for the Bank: in March, it raised rates for the first time

in 17 years, ending NIRP and YCC; in July, it raised rates again, to “around 0.25%" and
released a schedule of reductions in JGB purchases, stretching out to 2026Q1. Inflation
remains above target and the JPY is weak; but, households are seeing real earnings
growth. It helps that the BojJ is pushing for larger base pay increases next year given
labour shortages. Governor Ueda has sounded more comfortable with the idea, citing
the weak yen and its impact on inflation. So the stage should be set for a December
rate hike (25 bps to 0.50%). But there is a great deal of uncertainty out there. The
always-cautious Board is, understandably, concerned about possible U.S. tariffs and
the negative blow to the struggling economy. And, reports have emerged about how
the Bank did not feel that there was a rush, or an urgency, to hike and that “there is
little cost to waiting”. Another media outlet said that the BoJ was weighing “skipping”
a hike at the next meeting. A report on its unconventional monetary easing tools will
also be released at this meeting. Conspiracy theorists would wonder if these stories are
planted to set expectations; otherwise, there’s a risk of a huge selloff in the JPY. Given
all the above, we no longer look for a rate hike next week.

The BoE is not expected to move on rates next week, even after the economy shrank
for two months in a row. The vote could be narrower than 8-to-1 as more policymakers
may slide over to the cut camp. What'’s holding back a cut? Inflation hasn’t improved
in recent months, and wages are “still sticky”, according to Chief Economist Huw Pill.
And Chancellor Reeves’ less-painful-than-advertised budget (for consumers) will be
supportive for spending. However, the November CPI (Wednesday) could sway the
decision. We will also see the jobs report, but that may only be looked at in passing

as the data’s reliability is still in question. In fact, the Office for Statistics Requlation

no longer refers to the labour market survey as “official”. Our Laurence Mutkin,
Director & Head, EMEA Rates Strategy, noted that “notwithstanding Governor Bailey’s
equanimity about rising inflation in 2025, the market remains unconvinced that MPC
will be able to justify 4x25 bp rate cuts next year while inflation accelerates away from
target. So CPI prints are particularly vital for market pricing over the near term.” — ).L.
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Financials Markets Update

Financial Markets Update for December 13, 2024

Dec 13’ Dec 6 Week Ago 4 Weeks Ago  Dec 31, 2023
(basis point change)

Canadian Call Money 3.25 3.75 -50 -50 -175
Money Market Prime Rate 5.45 5.95 -50 -50 -175
U.S. Money Fed Funds (effective) 4.75 4.75 0 0 -75
Market Prime Rate 7.75 7.75 0 0 -75
3-Month Rates Canada 3.14 3.22 -8 -37 -190
United States 4.32 4.39 =7 -17 -101
Japan 0.16 0.16 0 4 37
Australia 4.46 4.43 3 4 11
2-Year Bonds Canada 3.01 2.89 12 -14 -87
United States 4.23 4.11 12 -8 -2
10-Year Bonds Canada 3.17 2.98 20 -10 6
United States 4.38 415 22 -6 50
Japan 1.03 1.05 -2 -3 43
Germany 2.25 2.11 14 -1 22
United Kingdom 4.40 4.27 13 -7 87
Australia 4.29 4.22 7 -35 33
Risk Indicators VIX 14.0 12.8 1.2 pts -2.2 pts 1.5 pts
Inv. Grade CDS Spread 2 47 47 0 -3 -9
High Yield CDS Spread 2 293 288 5 -21 -63
Derce anae
Currencies us¢/cs 70.24 70.64 -0.6 -1.0 -7.0
C$/UsS 1.424 1.416 = = =
¥/USS 153.66 150.00 2.4 -0.4 8.9
UsS/€ 1.0488 1.0568 -0.8 -0.5 -5.0
UsS/£ 1.262 1.274 -1.0 0.0 -0.9
US¢/AS 63.54 63.91 -0.6 -1.7 -6.7
Commodities CRB Futures Index 293.27 286.34 2.4 4.8 11.2
0il (generic contract) 70.86 67.20 5.4 5.7 -1.1
Natural Gas (generic contract) 3.31 3.08 7.7 17.4 31.8
Gold (spot price) 2,662.00 2,633.37 1.1 3.9 29.0
Equities S&P/TSX Composite 25,261 25,692 -1.7 1.5 20.5
S&P 500 6,044 6,090 -0.8 3.0 26.7
Nasdaq 19,835 19,860 -0.1 6.2 32.1
Dow Jones Industrial 43,895 44,643 -1.7 1.0 16.5
Nikkei 39,470 39,091 1.0 2.1 17.9
Frankfurt DAX 20,392 20,385 0.0 6.1 21.7
London FT100 8,286 8,309 -0.3 2.8 7.2
France CAC40 7,398 7,427 -0.4 1.8 -1.9
S&P ASX 200 8,296 8,421 -1.5 0.1 9.3

"=asof 11:10am  ?= One day delay
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Global Calendar — December 16-December 20

Monday December 16

Tuesday December 17

Wednesday December 18

Thursday December 19

Friday December 20

(O |Industrial Production
C=|Nov.(e) +5.4%yly
o= [Oct. +5.3% y/y
5 Retail Sales
Nov.(e) +5.0%Yy/y
Oct. +4.8% y/y
Fixed Asset Investment (YTD)
Nov.(e) +3.5%Yy/y
Oct. +3.4% y/y
(= | Core Machine Orders BoJ Monetary Policy Meeting (Dec. 18-19 Pl Core CPI
M|0ct.(e) +1.0% +0.5% y/y L. Nov.(e) +2.9%y/y +2.6%y/y
el sep. -0.7% -4.8% y/y Trade Deficit oct. $23%Yyfy +2.3%y/y
(O | Manufacturing PMI Services Nov. ,24 (€) ¥689 bin CPI ex. Food & Ener
—_— Nov.’23  ¥814bln ay
Dec. P Nov.(e) +2.4%yly
Nov. 49.0 50.5 Oct. +2.3% y/y
Composite PMI
Dec. P
Nov. 50.1
(V) EURO AREA EURO AREA EURO AREA GERMANY EURO AREA
.| Manufacturing PMI Services Trade Surplus Consumer Price Index GFK Consumer Confidence Consumer Confidence
© [Dec.P (e) 45.3 49.5 Oct.(e¢)  €12.0bin Nov.F (e) -0.3% +2.3%y/ly |Jan.(e) -23.1 Dec.P(e) -14
‘5 Nov. 45.2 49.5 Sep. €13.6 bin Oct. +0.3% +2.0%y/y |Dec. -23.3 Nov. -13.7
L | Composite PMI GERMANY Core (Pl Services FRANCE FRANCE
Dec.P(e) 48.2 ifo Business Climate Nov.F(e) +2.7%Yy/y +3.9%y/y |Business Confidence Retail Sales
Nov. 483 Dec.(e) 855 Oct. +27%y/y +4.0%y/y |Dec.(e) 96 Nov.
Labour Costs Nov. 8.7 UNITED KINGDOM  [Nov. 9% Oct. -0.2%y/y
i - ZEW Survey_Expectations Consumer Price Index UNITED KINGDOM ITALY
Q LylY ec.(e) 6.6 Nov.(e) +0.1% X1 3,81 7:00 am ET BoE Monetary Policy Consumer Confidence
ATALY Nov. 7.4 Oct. +0.6% +2.3% y/y Announcement Dec.(e) 97.0
Consumer Price Index UNITED KINGDOM C CPI s o Nov. 96.6
Nov.F(e) unch +1.6%y/y |Payrolls ore ervices 7:30 am ET Press Conference
Oct +0.3% +10%y/y |Nov.(e) -8000 Nov.(e) +3.6%y/y +5.1%yl/y UNITED KINGDOM
" UNITED KINGDOM oct. 5,000 Oct. +33%y/y +5.0%Yy/y Retail Sales (ex. Fuel)
. . : ' . Nov.(e) +0.5% +0.8% y/y
Manufacturing PMI Services Avg Weekly Reg. Earnings (3m/3m) oct 0,99 2.0
Dec.P(e) 48.4 51.0 Oct.(e)  +5.0%y/y < - 0% y/y
Nov. 48.0 50.8 Sep. +4.8% y/y
Composite PMI Employment (3m/3m) Jobless Rate
Dec.P(e) 50.6 Oct.(e)  +3k 4.3%
Nov. 50.5 Sep. +220k 4.3%
e AUSTRALIA NEW ZEALAND MEXICO AUSTRALIA
g Westpac Consumer Confidence Real GDP Private Sector Credit
] Dec. Q3 (e) -0.2% -0.4% y/y Monetary Policy Meeting Nov.
(=) Nov. +5.3% Q2 -0.2% -0.5% y/y oct. +0.6% +6.1% y/y

0 = date approximate

Upcoming Policy Meetings | Bank of England: Feb. 6, Mar. 20, May 8 | European Central Bank: Jan. 30, Mar. 6, Apr. 17
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North American Calendar — December 16-December 20

Monday December 16

Tuesday December 17

Wednesday December 18

Thursday December 19

Friday December 20

(O |8:15am  Housing Starts 8:30am  Consumer Price Index  (8:30 am  Construction Investment |8:30 am  Payroll Survey: 8:30 am  Retail Sales Ex. Autos
"© |Nov.(e) 230,000 a.r. (-4.5%) Nov.(e)  +0.2% +2.1%y/y |Oct. Job Vacancy Rate Oct.(e)  +0.7% +0.5%
O |Oct. 240,761 a.r. (+7.8%) (+0.4%s.a.) Sep. +2.1% +7.1%y/ly |Oct. Consensus +0.7% +0.5%
C9:00am Exising  Average  |(orsensus *0.7% +2.0% y/y Sep. 3.0% Sep. +0.4% +0.9%
m| D s Oct. +0.4% +2.0% y/y
9 Home Sales® Prices 8:30am  CPI Core (% y/y) 8:30am  Household Mortgage |8:30am  Wholesale Trade
Nov.(e) +30.0%y/y +8.0%y/y |° - : Credit Credit Nov. A
Trim Median ex.F&E
Oct. +30.0% y/y +6.1% y/y Nov.(e) +2.5 +2.4 +2.3 Oct. Oct. +1.0%
9:00am  MLS Home Price Index® |Oct. 426 +25  +23 sep. *3.6%Y/y +3.5%Y/Y |ottawa’s Budget Balance®
Nov.(e) -2.0%y/y 8:30am Population Estimates (Q3) Noon 5-year bond auction Oct. 24
Oct. -2.7%y/y 8:30am  New Housing Price Index $5.0 bln Oct.’23  -$7.0bin
Nov.(e) unch unch
f::a?(gvaetr:}?er (l\illraecalileerm Oct. @ -0.4% _0.20/0yy//yy 7:00am  MBA 30-year FRM 8:30 am Initial Claims 8:30am Personal Personal
Vancouver Board of 8:30am Intl Securities Transactions | Dec. 13 Dec. 14 (e) 228k (-14k) Spending Income
Trade Inflows Outflows |Dec.6 6.67% Dec. 7 242k (+17k) ?ov. (e) +g.55://o +3.;|://0
. Oct. 8:30am  Housing Starts 8:30am  Continuing Claims onsensus +0.0% *0.4%
Federal Fall Fiscal Update Sep. $293bln  $4.1bIn  [Nov.(e) 1.35 e (+2.8%) |Dec.7 J oct. +0.4% +0.6%
10:30 am  3-, 6- & 12-month bill Consensus  1.34 min a.r. (+2.6%) Nov.30 1,886k (+15Kk) 8:30am  Core PCE Price Index
auction $ﬁ2-$03b1|nbl Oct. 1.31 min a.r. (-3.1%) 8:30am  Real GDP Price |Nov.(e)  +0.2%  +2.9%y/y
(it =GR ) 8:30am  Building Permits GDP Index Consensus  +0.2% +2.9% y/y
11:15am  Cash managementbond - |Noy, () 143 minar. (+0.8%) [Q3T(e) +2.9%ar. +1.9%a.r. |Oct *03%  +28%y/y
buybacks .50'5 t_"" Consensus  1.43 min a.r. (+0.8%) Consensus +2.8% a.r. +1.9%ar.  |10:00 am University of Michigan
Noon 1-month bill auction $2.5 bln | oct. 1.42 min a.r. (-0.4%) Q35S +2.8% ar.  +1.9%ar. Consumer Sentiment
w»[9:45am  s&P Global PMIs 8:30am  RetailSales Ex.Autos/Gas|8:30 am  Current Account Deficit Q2 *30%ar. +25%ar. |Dec.F(e) 74.0
v Mfg. services  |Nov.(e) +0.6%  +0.5% Q3(e)  $283.4bin 8:30am  Real GDP by Industry (@3) [Consensus  74.1
o [Dec.P(e) 49.0 55.7 Consensus  +0.5% +0.4% Consensus  $287.1 bin 10:00 am Existing Home Sales ﬁﬁf, P ;‘1"2
4= |CONsensus  49.8 55.9 Oct. +0.4% +0.1% Q2 $266.8 bin Nov.(e)  3.98 min a.r. (+0.5%) : e
W |Nov. 49.7 56.1 9:15am  Ind. ‘I:rod. Cap. oUt'l- P i | Consensus  4.09 min a.r. (+3.3%) Possible partial shutdown
“=| 11:30am 13- & 26-week bill Nov.(e) +0.3% 77.3% and Summary of Oct. 3.96 min a.r. (+3.4%) of federal government
: Consensus +0.3% 77.3% ; iacti . . starting Saturda
9 auctions $153 bin Oct. 0.3% 771% NN IES P 1 10:00 am  Leading Indicator
.E 10:00 am NAHB Housing Mkt. Index 2:30 pm Fed Chal-r P.owe"’S Nov. (e) -0.2%
Dec.(e) 48 Press Briefing Oct. -0.4%
= Nov. 46 11:30 am  17-week bill auction 4:00 pm  Net TIC Flows
10:00 am Business Inventories Total Long Term
Oct.F(e) +0.2% oct.
g)ct. P +0.1h°/o Sep. $398.4bln  $216.1 bln
=2 CLELI. i 11:00 am 13-, 26- & 52-week bill, 2-
FOMC Meeting beg |ns 5- & 7-year note, 2%year
11:00am  4-, 8- & 17-week bill FRN auction announcements
alicliontaneleEmEnts 11:30am  4- & 8-week bill auctions
11:30 am  42-day cash management 1:00 o TIPS -
bill auction $153 bin L0 pm $2¥T)?rr1 AL
1:00 pm  20%-year bond auction
$13 bln

¢ = consensus; ° = date approximate; ® = reopening Upcoming Policy Meetings | Bank of Canada: Jan. 29, Mar. 12, Apr. 16 | FOMC: Jan. 28-29, Mar. 18-19, May 6-7
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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.

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 2024 BMO CAPITAL MARKETS CORP. A member
of BMO Financial Group
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