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Canada Strong, Deficits Long ECONOMIC RESEARCH

Ottawa is projecting a $65.3 billion deficit (1.9% of GDP) for FY26/27 in the economics.bmo.com
Spring Economic Update, little changed from the $65.4 billion forecast in the
original budget plan (recall that was tabled in November). A broadly stronger o .
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revenue environment has helped, but that improvement was fully soaked up by ey kaushik@bmo.com
new program announcements. The deficit for FY25/26 (the fiscal year that just
ended in March) did come in better than expected at $66.9 billion, down from
the $78.3 billion assumed in the fall. Deficits track very modestly lower through
the forecast horizon, but remain well in the red at $56.2 billion by FY29/30. All
in, the five-year cumulative improvement in the bottom line runs at $12.5 billion,
confirming the better news that Ottawa was floating in recent days.
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Meantime, the debt-to-GDP ratio rises this fiscal year, by 0.4 ppts to 41.5%.

But, the level is tracking notably lower than the 43.1% penciled into the budget
plan, mainly on the back of upwardly-revised Canadian nominal GDP. The ratio
edges up gradually for two more years before finishing little changed at 41.6% in
FY30/31.

The improvement to FY25/26 comes as the result of very positive economic and
fiscal developments, offset partly by new spending/tax measures—perhaps the
government just couldn't get the money out the door fast enough. But that is not
looking like an issue for FY26/27, where $15.7 billion in positive economic and
fiscal developments have been fully offset by new measures. Among those are
the temporary removal of the excise tax on gasoline; removal of the GST on new
homes for all buyers; expansion of the GST/HST credit under the Canada Groceries
and Essentials Benefit banner.

Fiscal Outlook

(CS$ bins, except where noted)
24/25 25/26e 26/27f 27/28f 28/29f 29/30f 30/31f
Revenues 511.0 511.5 529.6 546.8 565.9 589.8 613.7
Expenditures 5433 566.8 594.8 609.6 627.5 651.1 672.5
Program Spending 489.9 512.8 536.1 543.9 555.9 575.4 591.6
Public Debt Charges 53.4 54.0 58.7 65.7 71.6 75.7 80.9

Net actuarial losses (4.0) (11.6) (0.1) (0.4) 3.9 5.2 5.6
Budget Balance (36.3) (66.9) (65.3) (63.1) (57.7) (56.2) (53.2)
Federal Debt 1,266.5 1,333.9 1,399.3 1,462.4 1,520.1 1,576.3 1,629.4
As a percent of GDP:
Budget Balance (1.2) (2.1) (1.9) (1.8) (1.6) (1.5) (1.4)
Federal Debt 40.7 41.1 41.5 41.8 41.9 41.8 41.6
Source: Spring Economic Update () = deficit; e = estimate; f = forecast
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Income taxes drove most of the underlying

Chart 1
improvement to the tune of $6.8 billion in FY25/26 and Revised Fiscal Outlook

$10.0 billion in FY26/27. Revised timing for spending in
some areas such as Clean Economy tax credits and EV
supports also pulled down baseline program spending.
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Major New Measures

New measures announced since the fall budget come in at $15.7 billion this fiscal
year, and average $8.2 billion per year over the following four years. Ottawa continues
its trend of adding significant stimulus into an economy that has held up relatively
well, especially given the headwinds of the trade shock.

Most big ticket measures, including the cut to the gas tax (cost: $2.4 billion this
fiscal year) and the Groceries and Essentials Benefit ($1.4 billion) were previously
announced.

There were few new details on the Canada Strong Fund. This update confirms a $25
billion initial investment by Ottawa through government funding (i.e., borrowing),
retail investment and asset sales. The cost doesn't flow through the operating
statement and to the reported deficit. Suffice it to say this not the "sovereign wealth
fund" that many would think of, such as those that save a dedicated portion of certain
revenues/surpluses for future generations. Rather, it looks like another borrowing
vehicle to tap to fund priority projects. Further details are still forthcoming.

One of the biggest new items is an initiative to train and hire 80-to-100k workers to
the skilled trades by 2030-31. The measure is expected to cost $0.7 billion this fiscal
year and roughly $1.2 billion per year thereafter, after accounting for existing funding
and a small boost to revenues. This will be through wage subsidies, program tuition
grants and cash bonuses for completion of training.

Meantime, affordability challenges remain in focus. Here, the flagship new measure
is a cut to the CPP contribution rate from 9.9% to 9.5%, starting on January 1, 2027.
According to the latest estimates, the lower rate would still be above the minimum
required to keep the plan sustainable for the next 75 years. And, importantly, the
CPP is fully self-funded, meaning this measure doesn't come with a cost for the
government—a rare win-win-win for affordability, fiscal finances, and program
sustainability.

A few other tax measures come with smaller price tags, including tweaks to make
the Disability Tax Credit easier to access, and making permanent the temporary tax
exemption of capital gains on the sale of a business to an employee ownership trust.

27/28 30/31
FY25/26 = estimate
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On the environmental side, and following last year's MOU with Alberta, the
government is expanding eligibility for the Carbon Capture, Utilization, and
Storage investment tax credit to enhanced oil recovery. The credit is set to 30%
for direct air capture equipment, 25% on other capture equipment, and 18.75% for
transportation and storage/use equipment, as long as the captured carbon dioxide is
stored permanently. The measure is expected to raise $0.4 bIn in revenues over four
years, starting in FY27/28.

Economic Outlook

Ottawa is basing this fiscal update on a consensus survey from March, taken as the
conflict in Iran was heating up. The outlook assumes 1.1% real GDP growth this year,
followed by 1.9% growth in 2027. Nominal growth is pegged at 4.0% this year and
3.7% in 2027. BMO Economics currently sees 1.0% real GDP growth in 2026, picking
up to 2.1% in 2027, with nominal growth running at 4.0% in both years. Uncertainty
still abounds on multiple fronts including the Canada-U.S. trade relationship, and in
global energy markets. We are largely assuming status quo on Canada-U.S. trade
unless material progress can be made leading into the CUSMA renewal period, and
we view the impact of higher oil prices as very mixed for Canada—great for producing
regions, but a meaningful drag in others. All told, the Bank of Canada looks to be on

hold through 2026, which is consistent with Ottawa's current interest rate assumptions.

Economic Assumptions
Ottawa Ottawa BMO Capital Markets

Baseline scenario Downside scenario
2025 2026 2027 | 2025 2026 2027 | 2025 2026 2027
GDP Growth Real| 1.7 1.1 1.9 1.7 0.8 1.0 1.7 1.0 2.1
Nominal| 4.3 4.0 3.7 4.3 5.1 3.0 4.3 4.0 4.0
Yields 3-month T-Bill| 2.6 2.2 2.5 2.6 2.5 2.8 2.6 2.3 2.3
10-year GoC| 3.2 3.4 3.6 3.2 3.8 4.1 3.2 3.4 3.4

Debt Management Strategy Update

The Debt Management Strategy Update leaves total gross bond issuance unchanged
at $298 billion for FY26/27. Benchmark sizes are also unchanged, while bill issuance
will be trimmed by $23 billion, to $268 billion.

The Bottom Line

The headline-grabbing new measures announced recently, and in this document, have
rolled more fiscal stimulus out onto the economy. They have also soaked up a better
underlying fiscal position, leaving the deficit little changed for FY26/27 and beyond.
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General Disclosures

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Bank N.A. (member FDIC), Bank of Montreal Europe p.l.c, and Bank of Montreal
(China) Co. Ltd, the institutional broker dealer business of BMO Capital Markets Corp. (Member FINRA and SIPC) and the agency broker dealer business of Clearpool Execution Services, LLC (Member FINRA and SIPC)

in the U.S., and the institutional broker dealer businesses of BMO Nesbitt Burns Inc. (Member Canadian Investment Regulatory Organization and Member Canadian Investor Protection Fund) in Canada and Asia, Bank
of Montreal Europe p.l.c. (authorised and regulated by the Central Bank of Ireland) in Europe and BMO Capital Markets Limited (authorised and regulated by the Financial Conduct Authority) in the UK and Australia.
BMO does not represent that this document may be lawfully distributed, or that any financial products may be lawfully offered or dealt with, in compliance with any regulatory requirements in other jurisdictions, or
pursuant to an exemption available thereunder. This document is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations.
Their contents have not been reviewed by any regulatory authority. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers
covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change without notice. BMO Capital
Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete. However, BMO Capital
Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from
any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report is not intended to be used

as the primary basis of investment decisions, and because of individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This document is not

to be construed as an offer to sell, a solicitation for or an offer to buy, any products or services referenced herein (including, without limitation, any commodities, securities or other financial instruments), nor shall
such Information be considered as investment advice or as a recommendation to enter into any transaction. Each investor should consider obtaining independent advice before making any financial decisions. This
document is provided for general information only and does not take into account any investor’s particular needs, financial status or investment objectives. BMO Capital Markets or its affiliates will buy from or sell to
customers the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities discussed
herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely
solely on this report in evaluating whether or not to buy or sell securities of issuers discussed herein.

Dissemination of Economic Publications: Our publications are disseminated via email and may also be available via our web site https://economics.bmo.com. Please contact your BMO Financial Group
Representative for more information.

Additional Matters

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate banking products. BMO serves Canadian retail
clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking clients are served by BMO Bank N.A., (Member FDIC). Investment and corporate banking services
are provided in Canada and the US through BMO Capital Markets. ® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere. ™ Trademark Bank of Montreal in the United States and
Canada. © COPYRIGHT 2026 BMO CAPITAL MARKETS CORP. A member of BMO Financial Group
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