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OBSERVATIONS AND INSIGHTS GUARDIAN CAPITAL.

Bank of Canada -- Seated on the sidelines

The Bank of Canada (BoC)’'s policy-setting Governing Council opted to, again, leave the policy overnight
interest rate unchanged at 2.25% in today’s decision?, meeting market expectations (every economist polled
by Bloomberg anticipated no change) and resulting in few waves in the market.

The statement accompanying the decision (provided below for ease of reference) noted that the economic
outlook has largely evolved in line with the BoC'’s last set of forecasts from October?, and their updated
forecasts® have not changed significantly with underlying momentum generally improving globally, while U.S.
trade policies are hampering Canadian exports and restraining domestic growth. This is expected to keep
growth “modest” in the near-term with the general caveat that the outlook is “vulnerable to unpredictable US
trade policies and geopolitical risks” and a specific reference to the looming review of the trade pact with the
u.sS.

The BoC acknowledged the strength in Canadian employment data through the end of 2025, but cautioned
that surveys show “relatively few businesses say they plan to hire more workers” and the unemployment rate
“remains elevated.” The indication of the economy operating with excess supply (the BoC’s estimate of the
output gap in the Monetary Policy Report®, released in tandem with today’s decision, is -1.5% to -0.5%) is
expected to keep inflation on a downward trajectory, with the BoC projecting core inflation falling back toward
the 2% target by the end of the year (from its currently estimated 2.5%).

The balance of risks to growth and inflation left the BoC to, again, judge that “the current policy rate remains
appropriate” at the bottom end of neutral range (again, assumed to be 2.25% to 3.25%), though policymakers
continue to monitor risks closely since “uncertainty is heightened” and they are “prepared to respond” if the
outlook changes.

Further to this point, BoC Governor Macklem noted in the opening statement® to his post-meeting presser
that the consensus at the BoC was “that elevated uncertainty makes it difficult to predict the timing or direction
of the next change in the policy rate.”

For what it is worth, my view is that the bar for further rate cuts, which would take the policy stance into the
“easy” territory, is fairly high given concerns around inflation (the communications reiterated that monetary
policy in Canada “is focused on keeping inflation close to the 2% target while helping the economy through
this period of structural adjustment”).
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At the same time, the bar for starting a tightening cycle any time soon is likely considerably higher given the
domestic economy’s estimated output gap and the uncertainty clouding the outlook (“uncertainty” is used
three times in the policy statement, seven times in the Governor’s opening statement and 22 times in the
MPR).

Accordingly, unless there is a material and sustained shift in the outlook, one way or the other, it looks likely
that the Bank of Canada will be comfortable sitting on the sidelines for the foreseeable future.
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STATEMENT
Bank of Canada maintains policy rate at 2V.%

FOR IMMEDIATE RELEASE | Media Relations | Ottawa, Ontario
January 28, 2026

The Bank of Canada today held its target for the overnight rate at 2.25%, with the Bank Rate at 2.5% and
the deposit rate at 2.20%.

The outlook for the global and Canadian economies is little changed relative to the projection in the October
Monetary Policy Report (MPR). However, the outlook is vulnerable to unpredictable US trade policies and
geopolitical risks.

Economic growth in the United States continues to outpace expectations and is projected to remain solid,
driven by Al-related investment and consumer spending. Tariffs are pushing up US inflation, although their
effect is expected to fade gradually later this year. In the euro area, growth has been supported by activity
in service sectors and will get additional support from fiscal policy. China’s GDP growth is expected to slow
gradually, as weakening domestic demand offsets strength in exports. Overall, the Bank expects global
growth to average about 3% over the projection horizon.

Global financial conditions have remained accommodative overall. Recent weakness in the US dollar has
pushed the Canadian dollar above 72 cents, roughly where it had been since the October MPR. Qil prices
have been fluctuating in response to geopolitical events and, going forward, are assumed to be slightly below
the levels in the October report.

US trade restrictions and uncertainty continue to disrupt growth in Canada. After a strong third quarter, GDP
growth in the fourth quarter likely stalled. Exports continue to be buffeted by US tariffs, while domestic
demand appears to be picking up. Employment has risen in recent months. Still, the unemployment rate
remains elevated at 6.8% and relatively few businesses say they plan to hire more workers.

Economic growth is projected to be modest in the near term as population growth slows and Canada adjusts
to US protectionism. In the projection, consumer spending holds up and business investment strengthens
gradually, with fiscal policy providing some support. The Bank projects growth of 1.1% in 2026 and 1.5% in
2027, broadly in line with the October projection. A key source of uncertainty is the upcoming review of the
Canada-US-Mexico Agreement.

CPI inflation picked up in December to 2.4%, boosted by base-year effects linked to last winter's GST/HST
holiday. Excluding the effect of changes in taxes, inflation has been slowing since September. The Bank’s
preferred measures of core inflation have eased from 3% in October to around 272% in December. Inflation
was 2.1% in 2025 and the Bank expects inflation to stay close to the 2% target over the projection period,
with trade-related cost pressures offset by excess supply.

Monetary policy is focused on keeping inflation close to the 2% target while helping the economy through
this period of structural adjustment. Governing Council judges the current policy rate remains appropriate,
conditional on the economy evolving broadly in line with the outlook we published today. However,
uncertainty is heightened and we are monitoring risks closely. If the outlook changes, we are prepared to
respond. The Bank is committed to ensuring that Canadians continue to have confidence in price stability
through this period of global upheaval.
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This commentary is for general informational purposes only and does not constitute investment,
financial, legal, accounting, tax advice or a recommendation to buy, sell or hold a security. It shall under
no circumstances be considered an offer or solicitation to deal in any product or security mentioned
herein. It is only intended for the audience to whom it has been distributed and may not be reproduced
or redistributed without the consent of Guardian Capital LP. This information is not intended for
distribution into any jurisdiction where such distribution is restricted by law or regulation.

The opinions expressed are as of the date of publication and are subject to change without notice. Assumptions,
opinions and estimates are provided for illustrative purposes only and are subject to significant limitations.
Reliance upon this information is at the sole discretion of the reader. This document includes information
concerning financial markets that were developed at a particular point in time. This information is subject to change
at any time, without notice, and without update. This commentary may also include forward-looking statements
concerning anticipated results, circumstances, and expectations regarding future events. Forward-looking
statements require assumptions to be made and are, therefore, subject to inherent risks and uncertainties. There
is significant risk that predictions and other forward-looking statements will not prove to be accurate. Investing
involves risk. Equity markets are volatile and will increase and decrease in response to economic, political,
regulatory and other developments. Investments in foreign securities involve certain risks that differ from the risks
of investing in domestic securities. Adverse political, economic, social or other conditions in a foreign country may
make the stocks of that country difficult or impossible to sell. It is more difficult to obtain reliable information about
some foreign securities. The costs of investing in some foreign markets may be higher than investing in domestic
markets. Investments in foreign securities are also subject to currency fluctuations. The risks and potential
rewards are usually greater for small companies and companies located in emerging markets. Bond markets and
fixed-income securities are sensitive to interest rate movements. Inflation, credit and default risks are all
associated with fixed-income securities. Diversification may not protect against market risk, and loss of principal
may result. Index returns are for information purposes only and do not represent actual strategy or fund
performance. Index performance returns do not reflect the impact of management fees, transaction costs or
expenses. Certain information contained in this document has been obtained from external parties, which we
believe to be reliable; however, we cannot guarantee its accuracy.

Guardian Capital LP manages portfolios for defined benefit and defined contribution pension plans, insurance
companies, foundations, endowments and investment funds. Guardian Capital LP is a wholly owned subsidiary
of Guardian Capital Group Limited, a publicly traded firm listed on the Toronto Stock Exchange. For further
information on Guardian Capital LP, please visit www.guardiancapital.com. All trademarks, registered and
unregistered, are owned by Guardian Capital Group Limited and are used under license.
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