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“What's going on in Quebec?"

By Stéfane Marion

We've been receiving calls from more and more foreign institutional clients wondering “What's going on in Quebec?” Since
investors from abroad hold one-third of Quebec's provincial debt (versus 20% for Ontario), the question is pertinent. The Quebec
government has responded to the Omicron wave with public-health measures much stricter than in the rest of North America.
The difference measured by the Bank of Canada between restrictions on Quebecers and the Canadian national average has
never been greater (Chart 1). As a result, we have been obliged to reduce our outlook for Quebec real GDP growth in 2022 by
more than half a percentage point. However, the Quebec situation in terms of daily new Covid-19 cases is not that different
from those of other Canadian provinces or countries. Similarly, Quebec intensive-care hospitalization is near the average for
industrial countries that release such data (Chart 2). So what is prompting our authorities to such stringency? An inadequate
vaccination campaign? On the contrary. Our clients’ eyes widen when we tell them that more than 85% of Quebec’s population
has been vaccinated at least once (Chart 3) and 90% of adult Quebecers are twice vaccinated, a percentage that many
countries would envy.

Yet the provincial government has stated in recent days that unvaccinated people impose a large financial burden on the
majority of Quebecers and that it is thinking of levying a substantial financial penalty on them. It points to evidence that 13% of
all Quebecers who could be vaccinated are unvaccinated, compared to 28% of new admissions to hospital for Covid-19. In other
words, twice their proportion of the population. But these government counts include children 5 or older. Do our authorities intend
to levy a penalty on unvaccinated 5- to 18-year-olds, a cohort that is not stressing the hospital system? If not, and the measure
would apply to the 8.2% of unvaccinated adults (as of January 10) who are a financial burden on Quebecers, should there not
be an age distinction in the application of this new measure, for consistency with its spirit? If so, those 60 and older need to
fasten their seatbelts. The 5% of people in this age group who are unvaccinated — barely 1.7% of the adult population —
account for 60% of daily new hospitalizations for Covid attributable to unvaccinated people (Table 1). Could a severe
financial penalty substantially increase the vaccination rate for an age group of whom 95% have been vaccinated at least twice
- already a resounding success?

In the circumstances, we doubt punitive measures would be effective in clearly and durably relieving pressures on our health-
care system, especially since we know little about the socio-demographic make-up of the unvaccinated and the true
vaccinatable population (there are certainly some people who are medically exempt). In any case, if the presence of 282 Covid
patients in Quebec intensive-care units — not that big a number, thanks to a highly successful vaccination campaign — can slow
the momentum of an economy of more than 8 million people, we have a health-care capacity problem that may require an
injection of public funds (Chart 4). In which case we suggest that the government should rapidly revisit its position and revive
the Health Contribution that ended in 2017. However, such a contribution, levied on all Quebec taxpayers, should take a form
different from the previous version to ensure greater accountability of the system. As the holder of the Université de Sherbrooke
chair in taxation and public finance, Luc Godbout, has suggested, a health contribution would gain much in relevance if it were to
fund a specified portion of the health care budget, a proportion that would in turn determine the annual amount. Such a
mechanism would prompt the public to demand more effectiveness in services so as to avoid excessive growth of health-care
spending and therefore of the health contribution. We think this proposal merits consideration as we move toward endemic
management of Covid-19.

Conclusion

The pandemic has revealed inadequate capacity in the health-care system that might well compromise Quebec potential GDP
and the government’'s ambitious objective of catching up with Ontario in GDP per capita. For now, the spread of Quebec
government bonds will continue to do well, but this is not a time for complacency. The government in its next budget should
revisit its priorities to ensure that our health-care system does not become a structural obstacle to economic growth when
Covid-19 comes under endemic management.
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Chart 1: An unprecedented gap with the national
Harshness index of sanitary measures (7-day moving average): Quebec and Canada to January 13, 2022

90
80
70
60
50

40

30

20

10

[
.ll.'

0 [
2020Q1 2020Q2 2020Q3 2020Q4 2021Q1 2021Q2 2021Q3 2021Q4 2022Q1
NBF Economics and Strategy (data via Bank of Canada)
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Chart 2: International comparison of critical care
People in intensive care with COVID per million population as of January 13, 2022
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NBF Economics and Strategy (data from https://ourworldindata.org/grapher/covid-icu-patients-per-million, https://ici.radio-
canada.ca/info/2020/coronavirus-covid-19-pandemie-cas-carte-maladie-symptomes-propagation/)

Chart 3: A successful vaccination campaign in Quebec
Percentage of the population partially and fully vaccinated against COVID-19 as of January 13, 2022
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Table 1: The impact of non-vaccinated people in Quebec
Vaccination and hospitalization profile of population with COVID as of January 10, 2022
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Chart 4: Profile of hospitalizations with COVID in Quebec
Age distribution of people hospitalized with COVID-19 (as of January 16, 2022)*
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General

This Report was prepared by National Bank Financial, Inc. (NBF), (@ Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may
be subject to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this
Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient'’s individual
circumstances. In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any
due diligence or analytical work required by you in making an investment decision.

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.
Canadian Residents

NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its offiliates may also be
contrary to any opinions expressed in this Report.

NBF or its aoffiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this
Report. This Report may not be independent of the proprietary interests of NBF and its offiliates.

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.
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UK Residents

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount
invested. Past performance is not a guide to future performance. If an investment is denominated in a foreign currency, rates of exchange may have an adverse
effect on the value of the investment. Investments which are illiqguid may be difficult to sell or realise; it may also be difficult to obtain reliable information about
their value or the extent of the risks to which they are exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority). Persons who are retail clients should not act or rely upon the
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
U.S. Residents

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI") which is regulated by the Financial
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCFl registered representative.

This report is not a research report and is intended for Major U.S. Institutional Investors only.
This report is not subject to U.S. independence and disclosure standards applicable to research reports.
HK Residents

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA")which is licensed by the Securities and Futures
Commission (“SFC") to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers,
NBCFMA or its offiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume
any loss suffered by you in reliance of such information.

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO")). If
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus
for full details.

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its aoffiliates, or in other investment vehicles which
are managed by NBCFMA or its offiliates that may purchase or sell such securities and instruments.

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (i)
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (i) actively market their services to the Hong Kong public.

Copyright

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information,
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF.
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