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We have upgraded growth forecasts for Canada and the United States with the Forecast changes 2-3
former expected to benefit from fiscal tailwinds especially in 2026. Changes to U.S.
growth were limited to Q2 this year, reflecting statistical quirks. That said, growth in Central bank bias 4
both countries is still expected to slow over the second half of 2025.
Issue in focus: Monitoring 5-7
We have removed further interest rate cuts from the Bank of Canada as direct the real time pulse of the
trade uncertainty facing Canada recedes, while the inflation outlook remains Canadian economy
’ uncertain.
Interst rate outlook 8
Trade policy continues to fluctuate with impacts for many countries. Average U.S.
@ tariffs edged slightly higher from a month ago due to increased rates on steel and Economic outlook 9
aluminium products. Early trade data reinforces our view that Canada'’s better
placed among major U.S. trade partners given CUSMA exemptions. Currency outlook 9

Issue in focus: Trying to gauge the impact of tariffs on the Canadian economy

/\/\/I]I] H through distorted and lagging economic data is challenging. Therefore, we are
turning to alternative data that shows broad resilience in the economy amidst tariff
headwinds, and despite a plunge in consumer sentiment this spring.
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Forecast changes:

Comfortably numb best describes our reaction to the latest trade news, that has been relatively quiet over the last month—
at least compared to the barrage of tariffs threatened and imposed from February to April.

Higher tariffs imposed on steel and aluminium products in May pushed the average effective tariff rate in the U.S.
(slightly) higher. The big story doesn't change that U.S. tariffs at (its highest level since at least the 1930s) are still enough
to slow growth, particularly, in trade sensitive sectors like manufacturing that have already reported softening but won't
push the economy into a recession.

July 8 will mark the end of the 90-day pause on larger, country-by-country tariffs announced on Liberation Day in April. Still,
the tone of the U.S. administration on prospective trade deals has been broadly positive, and the most severe downside
scenarios look less likely than they did in March and April.

US Imports from Canada by tariff schedule: April 2025
% of total U.S. imports from Canada
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Overall, our growth forecasts have been moderately upgraded for the U.S. and Canada. Changes to the Canadian outlook
was primarily driven by an increasing likelihood that additional government fiscal deficit spending will add more
significantly to growth tailwinds later this year and into 2026..

Canada is also the largest exporter of steel and aluminium products to the U.S. Existing excess domestic capacity in the
U.S. (often at much higher costs) could help, but won't nearly be enough to fill the supply gap. That means the cost of
additional levies will more likely be paid by U.S. buyers than foreign exporters (like Canada).tional levies will more likely be
paid by U.S. buyers than foreign exporters (like Canada).
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Importantly, Canada also remains better positioned among major U.S. trade partners as it continues to face one of the
lowest tariff rates thanks to CUSMA exemptions. The first round of trade data post Liberation Day in April confirmed nearly
90% of Canadian exports (by our count) continued to access the U.S. market duty free.

«  We have upgraded our Q2 U.S. gross domestic product forecast from 1% to 2.5% on an annualized basis as we ex-
pect a surge in imports in Q1 (a statistical quirk) to reverse. Average growth in the first half of the year is likely a better
gauge of economic activities and is still slowing. The pace of slowing however is more consistent with the gradual
cooling in labour markets than with the beginning of a recession.

«  Canadian GDP growth forecast has been revised higher in 2026 by 0.3 percentage points from 1 to 1.3%. The new
Liberal government has announced tax cuts and additional defence spending in this fiscal year to meet NATO com-
mitments. Expanded deficit spending will add to GDP growth later in 2025 and into 2026.

+ Canadian unemployment rate projections are little changed. The unemployment rate rose to 7% in May, but early
plateauing in job openings suggests hiring conditions have stabilized after softening. It leaves us comfortable with
the view of limited further deterioration in the labour market and the unemployment rate to peak at 7.1% in Q3.

+ Inflation forecasts are higher in the U.S., but unchanged in Canada. The doubling in U.S. steel and aluminum tariffs
(for all countries but the U.K.) led to upgrades to our U.S. consumer price index forecast. U.S. inflation surprised to the
downside in April and May, but we expect tariff-related price increases are still ahead, and core U.S. CPI will end the
year at 3% %.

«  We no longer expect any rate cuts from the BoC this year. The central bank was already approaching the end of its
easing cycle. It opted to pause at the last two policy meetings after an earlier and more aggressive easing cycle over
the past year. Near term growth has shown resilience and future inflation after the recent upside surprises is still
uncertain. Fiscal support is stepping up, and better able to provide timely, targeted, and temporary support needed to
address the immediate impact of tariffs.

«  We still believe the U.S. Federal Reserve will cut rates in September. Softening growth and rising unemployment in

the U.S. later this year are expected to prompt the Fed to start cutting interest rates in September from currently high
levels.targeted and wouldn't be significant enough to change our inflation outlook.
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Central bank bias:

Central bank Current policy rate

0 bps

0 bps in Jun/25 Jul/25

The Bank of Canada chose to hold rates steady in June citing a lack of clarity about future U.S. trade
policies and the initial impact of tariffs on the Canadian economy. With the overnight rate square in
the middle of neutral, we think the BoC is done cutting in this cycle but will leave the door to easing
open, should additional softening in the economy shows up while inflation remains broadly in check.

@ Fed 4.25-4.50%

0 bps
0 bps in May/25 Jun/25
The Fed is still firmly stuck in “wait and see” mode given highly volatile trade and fiscal policies.
In May, it kept the Fed funds rate unchanged, while repeating the need for patience to assess the
impact of the trade shock on its dual mandate. We expect deterioration in economic data later this
year will drive the Fed to react with rate cuts in September, October and December.

% BoE 4.25%

0 bps
0 bps in May/25 Jun/25

Next decision

The Bank of England cut the Bank Rate by 25 basis points in May as expected. Guidance of a “gradual
and careful” approach to future decisions was retained. The accompanying MPR forecasts showed
marginal economic impact from U.S. trade policy, but the minutes cautioned of uncertainty. We expect

two more 25 bps cuts from the BoE in August and November for a terminal rate of 3.75%.

‘ ECB 2.00%

0 bps
-25 bps in Jun/25 Jul/25

The European Central Bank cut its deposit rate by 25 bps to 2% as expected in June, but with a sur-

prisingly hawkish spin. President Christine Lagarde described policy as “well-positioned,” suggesting

limited appetite for further cuts. Revised staff forecasts showed little changes to the growth outlook

and underlying inflation from tariffs. We continue to expect one more 25 bps cut in September for a
terminal rate of 1.75%

@ RBA 3.85%

0 bps
-25 bps in May/24 Jul/25

The Reserve Bank of Australia cut the cash rate by 25 bps to 3.85% in May. The tone was
dovish. Growth and inflation forecasts were revised lower due to global trade uncertainties and
weaker domestic consumer data. The bank now sees inflation risks as “more balanced,” and
has shifted focus back to full employment. We expect two more cuts in August and November
to leave the terminal rate at 3.35%.
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Issue in focus: Monitoring the real time pulse of the Canadian
economy

Gauging the direct impact of tariffs on the economy can be tough. Data can be distorted like U.S. GDP growth in Q1 and Can-
ada due to businesses front running tariffs. A run-up in inventory could then create further distortion in consumer price data
as it delays the impact of tariffs. Data can also lag. In Canada, for example, we won't see the official tally for GDP in April until
later this month.

Recently, these challenges were highlighted in the BoC's latest interest rate announcement and a subsequent speech from
Deputy Governor Sharon Kozicki. To complement traditional data releases, the BoC emphasized a focus on alternative, higher
frequency data. These data have limitations but are often available well before official market reports from statistics agen-
cies.

Below, we summarize our monitoring of the real time pulse for key areas of the economy from “non-traditional” data sources.
Our early and careful read is of a Canadian economy that continues to demonstrate resilience amidst trade turbulence.

Consumer spending indicators: Card spending shows persistent strength into the
summer

RBC's tracking of credit and debit cardholder transactions has been stronger in Q2. Total retail spending estimates aver-
aged a 0.6% monthly increase in April and May after taking into account weaker auto sales that tapered from abnormally
high levels in March when consumers rushed to buy cars ahead of tariffs.

Excluding auto and gasoline station sales, we estimate core retail sales were up more than 1% on a nominal basis in each
April and May. That pace can be considered strong even during normal times and was led by spending on discretionary
services like restaurant dining and entertainment. This directly contradicts sentiment data that plunged to a record low in
March and remained softer than usual in April and May

Consumer spending strenthens despite plunging confidence
Index, Jan-2025 = 100
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Jan 24 Apr 24 Jul 24 Oct 24 Jan '253 Apr'23
@ Consumer confidence Consumer spending

Source: Conference Board, RBC Borealis, REC Economics

Data from OpenTable.com echoes that strength. Seated diners at restaurants in Canada were about 30% higher than a
year ago in May and early June.

Airport security check-in data,available daily in May, showed Canadians continuing to travel by air. The number of pas-
sengers screened at security checkpoints in Canada’s eight largest airports were about 2% higher than a year ago in June
despite reduced flying to the United States.
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Labour markets: Job postings show early signs of stabilizing in hiring demand

Labour markets were one of the few places where impact from disruptive trade policies were immediately evident. Hiring
demand started to pull back early in Q1. Conditions have softened, but not collapsed.

Still, early job postings data on indeed.com have been looking firmer, suggesting that hiring demand may be stabilizing
alongside business sentiment, and labour markets may not have much further to soften. That's in line with our base case
forecast that expects the unemployment rate to average 7.1% in the second half of 2025—elevated, but up just slightly from
7% in May.

Inflation: Canadian tariff revenue reinforces moderate impact on consumer prices

Customs import duties reported by the Canadian government rose in March after retaliatory tariffs on the U.S. were
imposed. Accounting for remissions, net duties collected were $547 million higher in Q1 from Q4 2024 Still, it was a small
share when measured against total trade flows. We estimate an average import duty of 1% of total goods imports in Q1, up
from 0.7% on average in 2024.

It's not surprising then that official price data in Canadahas seen very little impact from retaliatory tariffs. Prices for
imported machinery and equipment are 6.4% higher than a year ago in March, but driven mostly but a run-up towards the
end of last year instead of early 2025. Excluding energy products, both raw material and industrial prices in April are not
that different from what we saw in January.

The BoC has already highlighted rumbling of businesses that point to cost increases. Additional measures imposed by
Canada on the U.S. content of auto imports in April will also see duties continue to climb. But, a relatively low tariff rate com-
bined with government efforts to remiss tariffs and exempt certain critical products have underlined our expectations for a
more subdued impact on consumer prices later this year.

Household credit stress: Reason for caution as consumer delinquency rates climb

Credit data from TransUnion and the BoC showed 60-plus day delinquency rates for consumer loans in Canada rose
persistently above levels just before the pandemic. Mortgage arrears are still low, but also rising. Delinquency for non-mort-
gage loans including installment loans, credit card and car loans have increased more substantially throughout 2024 and
into Q1 2025.

More households are behind on their debt repayment
%, share of loans in at least 60 day arrears, by product type

1%/\/ —
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— Mortgages Automobile loans
— Credit cards Home equity lines of credit
— Unsecured lines of credit — Instalment loans

Source: TransUnion, Bank of Canada, RBC Economics
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The trend, coinciding with a softening labour market, is concerning because current income remains the most important
source for debt payments for many households.

Earlier rate cuts from the BoC have already brought relief for some variable rate mortgage holders. But, most Canadian
households on 4- or 5-year fixed rate mortgages (dating back to record low interest rates during the pandemic) will still
see significant payment increases when their contracts renew this year.

This is not expected in our base case, but further slowing in the labour market and wider-based, more significant job loss-
es will exacerbate the debt payment challenges.
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Interest rate outlook

Policy rates and government bond yields, end of period

Q223 Q323 Q423 Ql-24 Q224 Q326 Q4-26
Canada
Overnight rate 4.50 475 5.00 5.00 500 475 425 3.25 275 275 275 2.75 275 275 2.75 2.75
Three-month 4.34 4.90 5.07 504 499 464 394 3.16 2.62 2.70 2.70 2.70 2.70 2.70 2.70 2.70
Two-year 3.74 4.58 4.87 388 422 399 292 2.93 2.46 2.65 2.80 2.90 295  3.00 3.00 3.05
Five-year 3.02 3.68 425 317 358 351 274 2.96 261 295 305 3.10 315 320 3.25 3.25
10-year 2.90 3.26 4.03 3.10 3.52 3.50 2.95 3.23 2.97 3.35 BI85 3.40 3.45 3.45 3.50 3.50
30-year 3.02 3.09 3.81 302 341 3.39 3.13 333 3.23 3.60 3.60 3.60 365 365 3.70 3.70

United States

Fed funds midpoint 4.88 5.13 5.38 5.38 5.38 5.38 4.88 4.38 4.38 4.38 413 3.63 3.13 2.88 2.88 2.88
Three-month 4.85 5.43 5.55 5.40 5.45 5.48 4.73 4.37 4.32 4.24 3.88 3.48 2.95 2.88 2.88 2.88
Two-year 4.06 4.87 5.03 4.23 4.66 4.71 3.66 4.25 3.89 4.00 3.60 3.20 3.15 3.25 3.40 3.55
Five-year 3.60 413 4.60 3.84 4.28 4.33 3.58 4.38 3.96 4.05 3.70 3.40 3.25 3.30 3.45 3.60
10-year 3.48 3.81 4.59 3.88 4.27 4.36 3.81 4.58 4.23 4.40 410 3.80 3.65 3.65 3.75 3.85
30-year 3.67 3.85 4.73 4.03 4.41 4.51 4.14 4.78 4.59 4.80 4.55 4.35 4.30 4.30 4.40 4.50

United Kingdom

Bank rate 4.25 5.00 5.25 5.25 5.25 5.25 5.00 4.75 4.50 4.25 4.00 3.75 3.75 3.75 3.75 3.75
Two-year 3.42 5.27 491 3.98 417 423 3.97 4.38 4.20 4.25 4.20 4.25 4.30 4.45 4.50 4.60
Five-year 3.33 4.66 4.53 3.46 3.84 403 3.85 4.35 4.29 4.30 4.40 4.40 4.50 4.60 4.75 4.80
10-year 3.47 4.39 4.46 3.54 395 417 4.00 4.57 4.70 4.75 4.70 4.70 4.65 4.70 4.90 5.00
30-year 3.82 4.42 4.92 414 4.49 4.67 4.54 511 5.29 5.35 5.40 5.40 5.30 5.40 5.50 5.50
Euro area*
Deposit Rate 3.00 3.50 4.00 4.00 4.00 3.75 3.50 3.00 2.50 2.00 1.75 1.75 1.75 1.75 1.75 1.75
Two-year 2.66 3.27 3.20 2.40 2.83 2.82 2.09 2.09 2.05 2.00 2.00 2.10 2.15 2.25 2.40 2.50
Five-year 2.30 2.58 2.79 1.94 2.32 2.48 1.97 215 2.34 2.50 2.60 2.50 2.50 2.60 2.70 2.80
10-year 2.28 2.39 2.85 2.03 2.29 2.50 2.14 2.36 2.74 2.85 3.00 3.00 2.90 2.95 3.00 3.10
30-year 2.35 2.38 3.05 2.27 2.46 2.69 2.46 2.60 3.09 3.25 3.10 3.10 3.05 3.15 3.10 3.25
Australia
Cash target rate 3.60 4.10 4.10 4.35 435 435 4.35 4.35 4.10 3.85 3.60 3.35 3.35 3.35 3.35 3.35
Two-year 2.96 4.21 4.09 3.71 376 4.7 3.64 3.87 3.68 3.40 3.25 3.20 3.20 3.30 3.40 3.45
10-year 3.30 4.02 4.49 3.95 3.97 4.31 3.97 4.37 4.39 4.30 4.10 3.85 3.75 3.75 3.80 3.85

New Zealand
Cash target rate 475 5.50 5.50 5.50 550  5.50 5.25 4.25 3.75 3.25 275 275 275 275 275 3.25

Two-year swap 5.01 5.46 5.69 4.63 4.78 4.95 3.56 3.36 3.33 3.20 3.10 3.00 3.10 3.20 3.30 3.40

Sources: Refinitiv, BoC, Fed, BoE, ECB, RBA, RBNZ, RBC Economics, RBC Capital Markets | *German government bond yields
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Economic outloo

Real GDP, quarter-over-quarter percent change

Canada* 39 0.8 -0.6 0.7 21 2.5 24 2.1 22 0.5 0.5 0.8 1.5 1.7 2.0 22 1.5 1.6 1.6 1.3
United States* 2.8 2.5 4.4 32 1.6 30 3.1 2.4 -0.2 2.5 0.5 1.0 1.2 1.5 1.7 18 29 2.8 1.6 1.3

United Kingdom 0.1 0.0 0.1 02 0.9 0.5 0.0 0.1 0.7 0.0 0.2 0.3 0.3 0.4 0.4 0.4 0.4 1.1 0.9 09

Euro area 0.0 0.2 0.0 0.1 0.3 0.2 0.4 03 0.6 0.1 0.2 0.4 0.4 0.5 0.5 0.5 06 0.8 1.0 15

Australia 0.5 0.4 0.5 0.1 0.1 0.2 0.3 0.6 0.2 06 0.7 0.7 0.6 0.7 0.5 0.5 2.1 1.0 19 26
*annualized

Inflation, year-over-year percent change

Q123 Q223 Q3-23 Q423 Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425 Q126 Q226 Q326 Q426 2023

Canada 5.1 3.5 37 32 2.8 27 2.0 1.9 23 1.9 2.3 2.0 1.8 2.1 1.9 20 39 2.4 2.1 2.0
United States 58 4.0 35 32 32 32 26 2.7 27 2.4 29 29 2.6 2.8 2.6 2.4 41 29 2.7 2.6
United Kingdom 10.2 8.4 6.7 4.2 35 2.1 2.1 2.5 2.8 24 24 22 22 22 22 22 73 2.5 24 2.2
Euro area 8.0 6.2 50 27 26 2.5 22 22 23 23 2.5 2.5 2.1 22 2.0 1.9 54 2.4 2.4 21
Australia 7.0 6.0 54 4.1 36 38 28 24 24 22 25 28 25 24 2.5 26 5.6 32 2.5 2.5

Sources: StatCan, BLS, ONS, EuroStat, ABS, RBC Economics, RBC Capital Markets

Currency outlook

U.S. dollar cross rates, end of period

USD/CAD 1.35 1.32 1.35 1.32 1.35 1.37 135  1.44 1.44 1.38 1.38 1.37 1.36 1.35 1.35 1.35
EUR/USD 1.09 1.09 1.06 1.1 1.08 1.07 1.1 1.04 1.08 1.14 1.15 1.17 1.19 1.21 1.22 1.24
GBP/USD 1.24 1.27 1.22 1.27 1.26 1.26 134 1.25 1.29 1.37 1.35 1.36 1.38 1.39 1.39 1.38
USD/JPY 133 144 149 141 151 161 143 157 150 143 143 140 135 130 125 120
AUD/USD 0.67 0.67 0.65 0.68 0.65 0.67 069 062 0.62 0.60 0.62 0.63 0.64 0.64 0.65 0.65

Canadian dollar cross rates

EUR/CAD 1.47 144 143 1.46 1.46 1.47 1.50  1.49 1.55 157  1.59 1.60 1.62 1.63 1.65 1.67
GBP/CAD 1.67 1.68 1.65  1.68 171 1.73 1.80 1.80 1.86 1.90 1.87 1.86 1.88 1.88 1.87 1.86
CAD/JPY 98 109 110 107 112 117 106 109 104 104 104 102 99 96 93 89
AUD/CAD 0.91 088 087 090 088 091 093 089 090 0.83 0.86 0.86 0.87 0.86 0.88 0.88

Sources: Federal Reserve Board, Bank of Canada, RBC Economics, RBC Capital Markets
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