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Anticipation of rate cuts fuels risk-on sentiment

Performance across asset classes was mixed in

January, following the broad-based rally in the last two

months of 2023 when Jay Powell’s, Chair of the U.S.
Fed, comments raised the prospects of rate cuts. In
the U.S., the S&P 500 Index was propelled to record
highs as optimism around a potential soft-landing
scenario fuelled the continued rally in the mega cap
stocks. Meanwhile, good news was bad news on the
fixed income side with strong economic data pushing
yields higher in mid-January, before settling back
down by the end of the month. U.S. 10-yr yields had
minimal change at 3.9% by the end of January. Global
bonds returned -0.2%, while Canadian bonds returned
-1.5% for the month.

While the S&P 500 returned 2.9% in January, Japan’s
TOPIX Index was the best performing equity market,
up 6.0% for the month, continuing the strong
performance seen last year. The S&P/TSX Composite
Index posted a small gain of 0.5%, while emerging
market equities were down -3.3%, driven by
continuing concerns about China.

Conflict and political uncertainty

From a geopolitical standpoint, the start of 2024 has
been bleak — conflicts in the Middle East continue to
rage on, with an increasing probability that more
countries will become directly involved. The additional
conflict in the Red Sea has threatened the global
supply chain, as this stretch of water is crucial for
trade between Asia, Europe and Africa. Although the
situation continues to escalate, the impact on the
markets has been muted this far.

In addition, there are concerns that major elections
around the world could result in more geopolitical
uncertainty in 2024, with the presidential election in
the U.S. expected to cause the most market volatility.

However, looking at the U.S. market’s historical
behavior in election years going back to 1932, the
S&P 500 index typically delivers positive performance
for the year, with greater volatility and lower
performance in the first half, which then usually turns
around in the second half of the year when there is
better visibility into who the next president will be.

S&P 500 performance typically improves closer to
election date as clarity improves
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Source: Bloomberg, NEI Investments.

Bottomline: Over the long term, the party affiliation of
the U.S. president has had almost no impact on stock
returns. Rather than political outcome, indices are
mostly driven by the growth prospects and
expectations of their underlying companies. Investors
should rather focus on identifying companies that can
deliver long term growth, while commanding a
reasonable price.

Wall of cash

With GIC rates rising along with short term rates,
inflows into short term GICs and money market
instruments have skyrocketed, reaching an
unprecedented level of around U.S.$6Trillion. This
trend may start to reverse shortly, as short-term yields
are expected to decline along with policy rate cuts, at
which point investors who have been on the sidelines
are likely to start reinvesting the money into risk
assets.

Cash sitting on the sidelines
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Sitting on the sidelines has also been costly. The
traditional 60/40 portfolio also performed well in 2023,
gaining strong positive returns as companies
delivered earnings growth at expanding margins
beyond market expectations. The opportunity cost
investors faced sitting on the sidelines was
tremendous.

Bottomline: As short-term rates fall, money market
instruments will become increasingly less attractive
compared to fixed income and equity investments.
This may push investors to get off the sidelines and to
redeploy capital back in the markets, which may
provide a strong technical boost to drive markets
higher.

Global 60/40 portfolio performed well in 2023
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Path of rates drives market direction

With the continued uncertainty about the forward path
for inflation and policy rates, the yield volatility has
continued, and has also remained a key driver of the
markets.

Resilience in U.S. economy pushing yields higher

U.S. 10-year treasury bond yields have been volatile
over the last few months, peaking at just under 5.0%
on October 19", then fell back to a bottom of 3.8% on
December 27", before rebounding back to 4.0% on
January 30%".

Yield on U.S. 10-year Treasuries fluctuates
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We saw a sharp drop in yields in November after
dovish Fed comments suggesting that we may have
seen the end of rate hikes and rate cuts can be
considered at some point. This was the welcoming
news that spurred a market rally across equities and
fixed income assets in the last two months of 2023.

Yields rebounded in early January, as the latest
inflation data was slightly higher than expected. In
addition, several recent data releases also pointed to
the ongoing resilience of the U.S. economy
underpinned by a strong consumer spending in retail
sales, reducing the confidence level that inflation is
firmly under control. The latest CPI data in the U.S.
came in slightly above expectations driven by a rise in
shelter costs and vehicle prices while other core CPI
components continue to show moderation and more
subdued price movements.

In January, the Fed left its key policy rate unchanged,
and has pushed back on dovish market speculation
for rate cuts starting in March. The result is a market
repricing via bond futures of a probability of a Fed rate
cut in March going from a high of over 80% to current
level at under 20%. That is still too optimistic
compared to the Fed’s forecasts, as it is projecting
only three rates cuts in 2024 to a policy rate of
4.625% at the end of 2024, while the market is still
pricing in six rate cuts and expecting rates to be at
3.9% by the end of the year.

March cut by the Fed drastically less likely
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Canadian and European economies are closer to
rate cuts

At the same time Canada's economic landscape is
undergoing a notable shift, with disinflation emerging
as a key trend. The Bank of Canada’s (BoC) latest
monetary policy stance reflects this changing
inflationary environment. In its recent meeting, the
BoC maintained its policy rate at 5%, signaling a
dovish shift by removing language that indicated a
readiness to hike rates if necessary.

Economic data continues to point towards a slowdown
in Canada. The inventories to sales ratio is rising, and
business outlook surveys are pessimistic and pointing
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towards a slowdown. Unlike our southern neighbor,
Services PMI Index remains in contractionary territory,
similar to the reading in Manufacturing PMI Index.

Canadian business outlook declining
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The European Central Bank (ECB) also kept interest
rates unchanged and indicated that the first rate cut is
most likely in the summer.

Bottomline: Normalization of monetary policy is
rooted in the declining trajectory of core inflation. The
key question for investors is whether the normalization
happens in the context of a resilient economy or in a
recession, which leads to very different paths for asset
prices.

The outlook in the U.S. remains optimistic. Positive
real wage growth and a strong labour market are
supportive of consumer spending and GDP growth. It
could, however, feed into renewed inflationary
pressure hence impacts the Fed'’s ability to cut rates.
With the S&P 500 Index making new highs and priced
to perfection, the potential downside could be higher if
the Fed cannot deliver on the anticipated rate cuts.

In Canada, we believe the economy may experience a
more significant pullback than the BoC is expecting.
Slowing economic growth coupled with easing core
inflation may allow the BoC to cut rates sooner.

Magnificent 4 driving S&P 500 to
new high

Bullish sentiment continued in January, helping the
S&P 500 index reach a new record with the megacap
names driving most of the gains. The recent earnings
reports point to an extremely narrow market, with
“Magnificent 4” (Nvidia, Apple, Microsoft and
Alphabet), being responsible for the majority of returns
in the fourth quarter of 2023, magnifying concerns
about these companies moving into euphoria territory.

A closer look at the dispersion between these
companies’ earnings growth prospects vs. the rest of
the market helps to explain the performance gap.
Mega cap tech broadly beat consensus 4Q revenue
estimates with an average positive surprise of 1.3%.

The seven companies in “Magnificent 77 generated
$523 billion in sales during 4Q, representing a year-
over-year increase of 14%. Revenue growth for the
remaining 493 companies in the index was a
comparatively meager 2%. Margins for the
“Magnificent 7” expanded by nearly 750 bp year-over-
year to 23% vs. a 110 bp contraction to 9% for the
remaining 493 companies in the U.S. Index.

Magnificent 7 stocks posted strong y/y growth
Q4 2023 Results

Sales Net Margins

Ticker Level YIY Level YIY

($bn) growth (%) growth
NVDA $20 233% 51% 2775 bp
META $40 25% 35% 2048 bp
MSFT $62 18% 35% 412 bp
GOOGL $86 14% 24% 594 bp
AMZN $170 14% 6% 606 bp
TSLA $25 3% 23% 1619 bp
AAPL $120 2% 28% 276 bp
Mag 7 $523 14% 23% 747 bp
S&P 493 $3,398 2% 9% (110) bp
S&P 500 $3,921 3% 1% 671 bp

Source: Bloomberg, NEI Investments.

Bottomline: We don't believe the “Maginficent 7”
companies are in bubble territory given their growth
characteristics. The narrowness of the market may
well persist given their above-market level of growth.
However, given the range of industries they represent,
it's more prudent to analyze the growth adjusted
valuation of each of the 7 companies to better
understand their relative attractiveness to the overall
index.

Diverging paths of Asian markets

China has been a notable laggard this year under-
performing both developed and emerging markets,
while Japan has been the top-performing market.

China’s woes continues

Negative inflation data in China with both consumer
and producer prices continuing to contract raised
concerns about the economy falling into a deflationary
cycle.

Investor sentiment was also darkened by
disappointing economic growth data from China.
That’s fueled more calls for stimulus measures, with
the action taken by authorities so far underwhelming
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investors including foreign investors who have been
hesitant to invest in China due to policy uncertainty.

Japanese stock market supported by
depreciating Yen

With U.S. yields falling at the end of 2023, Japanese
equities underperformed for foreign investors as
global equities benefited from falling yields, and the
Yen appreciated sharply.

Appreciation of Yen had been weighing on Japanese
stocks since early November 2023, but this has turned
around in January as U.S. interest rates rebounded.
Yen has continued to weaken YTD and Japanese
equities have been quickly making up for the
underperformance over the last two months of 2023.

Depreciating Yen a tailwind for Japanese stocks
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Bottomline: Japanese stocks are expected to
continue performing well in 2024, fueled by a
weakening Yen, robust earnings growth, and investor-
friendly Tokyo Stock Exchange reforms. However,
with the Fed likely to cut interest rates and the BoJ
expected to move away from its negative interest rate
policy, there remains a notable risk to the downside.

Strong earnings growth provide room for
further upside

The S&P index is making new historical highs and
valuations are above historical averages, giving
investors pause and even long-term investors may
question the sustainability of the market strength.

Of the 67% of the companies in the S&P 500 that
reported earnings thus far, 75% have reported
earnings above consensus estimates, by 3.8% on
average, for Q4 of 2023. If the rest of the companies
produced similar results, this would be the second
consecutive quarter that the index has reported year-
over-year growth in earnings, bucking the falling trend
in earnings to a road to recovery and growth.

Although consensus estimates tend to be too
optimistic at the beginning of the year with negative

revisions throughout the year, it can act as a
guidepost for market expectations of corporate
earnings growth, an important metric for equity
valuations. Consensus estimates on earnings for the
end of 2024 and 2025 are starting off on a higher note
relative to historical trends, indicating a year-over-year
earnings growth of 11.5% and 9.6% in 2024 and
2025, respectively. Although economic slowdown is
still on the table and could cause a near-term
pullback, the strength in corporate earnings growth
provide room for more equity upside this year.

Bottomline: The narrow leadership of the markets
conceals many companies that are high in quality, low
in debt, cashflow generating, and have positive
growth. They are much more attractively valued
compared to the mega cap giants that dominate
headlines. We believe this is a good time for active
managers to identify and focus on these companies
that can offer a margin of safety and they also tend to
do well after peak rates.
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Asset class outlook

Overall Equities — Bullish: Resilience in economic growth along with moderation in inflation puts investment
sentiment in a goldilocks scenario. Strong earnings delivery provide support to equities in the near term.

Canadian Equity — Neutral: Valuations are attractive but Canadian equites remain under pressure as earnings
growth has been weak.

U.S. Equity — Bullish: Macro data remains positive with inflation moving lower. Corporate earnings delivery are
showing positive y/y growth for the second consecutive quarter.

International Equity — Neutral: European macro data continue to weaken, making U.S. investments more
favourable. However, weakening economic growth may lead to rising expectations of rate cuts, which can provide
boost to buying sentiment at attractive valuation.

Emerging Markets Equity — Bearish: Continue to be structurally bearish, but near-term downside could be
overdone and ripe for a technical rebound.

Overall Fixed Income — Bearish: Yields may rebound in the near term along with possibility of slight uptick on
inflation. There is a low probability of interest cuts in the near term, making equities more attractive.

Government Bonds — Bearish: Government yields have rebounded in the near term, may have more room to
move higher, making them relatively less attractive than equities in the near term.

Investment Grade Corporate Bonds — Neutral: Spreads tightened recently, making them relatively less
attractive relative to historical levels. Still attractive for coupon clipping in high-quality issues.

High Yield Bonds — to Neutral from Bullish: Recent tightening in spreads makes the segment less undervalued
than two months ago, but default rate expected to remain low and absolute yield levels remain attractive.

Asset allocation outlook summary

Negative Neutral Positive

Equity

Overall Equity B - o
Canada Equity

U.S. Equity

Last month

International Equity
EM Equity

Fixed Income
Overall Fixed Income
Govt

IG Corp

U.S. HY Corp

Cash

This table illustrates the short-term outlook of NEI's Asset Allocation Team on various equity and fixed income asset classes as of
January 31, 2024. If an asset class has a blue box in its row and no green box, it means this month'’s outlook is the same as the
prior month’s.
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Market performance

Percent return in Canadian Dollars

1 Mo 3 Mo 6 Mo YTD 1Yr 3Yrs 5Yrs 10Yrs
Fixed Income
Bloomberg Canada Aggregate TR USD -1.48 6.36 3.75 -1.48 1.99 -2.84 0.74 1.99
Bloomberg Global Aggregate TR Hdg CAD -0.25 6.23 3.35 -0.25 3.72 -2.37 0.74 2.04
Bloomberg US HY 2% Issuer Cap TR Hdg CAD -0.06 8.09 5.65 -0.06 8.36 1.32 3.66 3.98
Equities
MSCI World NR USD 2.54 11.76 6.90 2.54 17.14 9.69 11.78 11.14
MSCI World Growth NR USD 347 14.16 8.57 347 27.70 8.22 15.05 13.63
MSCI World Value NR USD 1.58 9.19 5.11 1.58 6.95 10.43 7.80 8.25
MSCI Canada NR CAD 0.53 12.55 412 0.53 5.20 9.95 8.73 6.88
MSCI USA NR USD 2.88 11.86 7.88 2.88 20.69 11.19 14.10 13.96
MSCI EAFE NR USD 1.91 11.40 4.71 1.91 10.15 6.16 7.29 6.68
MSCI Europe NR USD 1.20 10.89 3.83 1.20 10.33 7.88 8.05 6.43
MSCI Japan NR USD 6.00 14.07 9.75 6.00 18.66 4.08 6.98 7.79
MSCI Pacific Ex Japan NR USD -2.21 8.30 -0.41 -2.21 -5.30 1.66 3.90 6.03
MSCI EM NR USD -3.38 2.99 -4.59 -3.38 -2.81 -6.11 1.34 4.74
World Currencies
US Dollar 1.32 -3.76 1.50 1.32 0.13 1.51 0.34 1.83
Euro -0.36 -1.10 0.00 -0.36 0.15 -2.21 -0.75 -0.35
Pound Sterling 1.22 1.00 0.46 1.22 3.57 -1.01 -0.30 -0.74
Yen -2.28 -0.29 -1.34 -2.28  -10.92 -9.18 -5.41 -1.77

Source: Morningstar data as of January 31, 2024.

This material is for informational and educational purposes and it is not intended to provide specific advice including, without limitation,
investment, financial, tax or similar matters. The views expressed herein are subject to change without notice as markets change over
time. Information herein is believed to be reliable but NEI does not warrant its completeness or accuracy. Views expressed regarding a
particular security, industry or market sector should not be considered an indication of trading intent of any funds managed by NEI
Investments. Forward-looking statements are not guaranteed of future performance and risks and uncertainties often cause actual results
to differ materially from forward-looking information or expectations. Do not place undue reliance on forward-looking information.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the
prospectus and/or Fund Facts before investing. Mutual funds are not guaranteed, their values change frequently and past performance
may not be repeated.

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and may not be used
as a basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as
such. Historical data and analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or
prediction. The MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made
of this information. MSCI, each of its affiliates and each other person involved in or related to computing, or creating any MSCI information
(collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy,
completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without
limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive,
consequential (including, without limitation, lost profits) or any other damages.

NEI Investments is a registered trademark of Northwest & Ethical Investments L.P. (“NEI LP"). Northwest & Ethical Investments Inc. is the
general partner of NEI LP and a wholly-owned subsidiary of Aviso Wealth Inc. (“Aviso”). Aviso is the sole limited partner of NEI LP. Aviso is
a wholly-owned subsidiary of Aviso Wealth LP, which in turn is owned 50% by Desjardins Financial Holding Inc. and 50% by a limited
partnership owned by the five Provincial Credit Union Centrals and The CUMIS Group Limited.
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