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Market Comment

Market expectations for interest rates are now firmly pricing in the peak in rates, now expecting significant cuts in 2024.
Officials from the Bank of Canada and Federal Reserve have mostly remained cautious and have sought to dampen
expectations of imminent rate cuts. However, Federal Reserve Governor Christopher Waller recently broke from the
trend, speaking optimistically about the progress towards the Fed's inflation goal, one of the first central bank officials to
indicate a light at the end of the tunnel.

“| am encouraged by what we have learned in the past few weeks—something appears to be giving, and it's the pace of
the economy. Data for October indicated an easing in economic activity, and forecasts for the fourth quarter show the
kind of moderation that is more in keeping with progress on lowering inflation”, said Waller. “I am increasingly confident
that policy is currently well positioned to slow the economy and get inflation back to 2 percent.”

In contrast, Federal Reserve Chairman Jerome Powell gave a speech shortly after the comments from Waller which
reiterated the cautious approach to declaring victory on inflation.

"It would be premature to conclude with confidence that we have achieved a sufficiently restrictive stance, or to
speculate on when policy might ease. We are prepared to tighten policy further if it becomes appropriate to do so”,
Powell said.

In any case, there are clear signs of a slowing economy, particularly in Canada, and it is these signs that markets believe
will lead to lower interest rates in 2024. Falling interest rates would provide a nice tailwind for returns in many asset
classes going forward.
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Inflation

CPI Year-Over-Year Change (%)

Measures of inflation in the US and
Canada are now in the mid 3% to 4%

6
/ range, a dramatic fall from the highs of
2022 and a clear downtrend.

P

2
0
o O 0 0 0 O O O O O O — — — — — — N 3 N N N N o o 0O 0o o™
— = = — — — O a4 a4 da o o o o o o o o N o o YN YN YN YN N AN
O O O O O O O O O O O O O O O O O O L O O b o o o o o o o
A QL QU QL QU QU QU QU QE QU QU QU QU L QU QU QUG QU QL QU Gl
SRRl el S ol s oo il (e B S e S e e S S

Canada -Headline Canada - Core Median = JSA - Headline USA - Core

OCEANFRONT

4 | Source: Bloomberg, OceanFront Investment Counsel Inc. INVESTMENT COUNSEL INC.




Interest Rate Expectations

Expected Cenftral Bank Interest Rate
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As inflation subsides, markets are pricing
in about a 1% decline in the both the i
Federal Reserve's and Bank of Canada’s
policy interest rates by the end of 2024.
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Yield Curve

Government of Canada Bond Yields and BoC Overnight

Rate
5.5

Yields on longer dated Government
Bonds are much higher than the Bank 5 5
of Canada’s overnight rate, suggesting
that short term interest rates will 45
decline from here.
The yield on the 2-Year Government of 4 &
Canada bond is often looked to as an
indication of where the overnight rate 3.5 35 - Ve
will be in 2 years time, which would ' ' 3.24
indicate a 1% cut to the current rate. 3
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Data as of December 1, 2023.
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Looking at forward yields, the yields that
markets expect 1-year and 2-years from

now, we see a substantial decline from
where yields are today, including an
expected 2% decline in the 3-month rate
over 2 years.
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Forward Yields

Canada Sovereign Yields - Current and Forward
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Cost of US Debt
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GDP

Canadian per-capita GDP declined for a fifth straight quarter

% change, annualized rate
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o GDP growth continues to be very weak in
' Canada. Over the past 5 quarters, 2 have
2.0 shown negative growth. Per capita GDP
1.0 growth, on the other hand, has been

. negative for 5 straight quarters. Typically,
' . . in such a weak growth environment, the

1.0 Bank of Canada would be considering

oo m Real GDP growth (LHS) interest rate cuts to stimulate a sluggish

economy.
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Source: Statistics Canada, RBC Economics Research
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Mortgages

According to RBC Capital Markets, there Canadian residential mortgages up for renewal
will be about $700 billion in residential Billions of dollars, by renewal year

mortgages up for renewal in the next 3
years. Refinancing at the higher,
prevailing interest rates of today would
put significant financial pressure on
these consumers. By extension, this is

400

300

also bad for the economy as it leaves
less disposable income for these
consumers to spend on other goods
and services.

200

As set out in the Bank of Canada act, 100
the objective of the bank is: “to
promote the economic and financial

Welfare O'F Canada”. ThUS, there is a 2024 2025 2026 2027 2028
significant incentive here for the Bank to
promote a policy of lower interest rates SOURCE: RBC CARTAL MARKETS
in the future to ease the burden on
consumers.
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Bitcoin: It's Alive!
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DISCLAIMER

The particulars contained herein were obtained from sources believed
to be reliable at the time of print, but we cannot guarantee their
accuracy or completeness. gurrent analysis and interpretation of
such information is subject to change. This report is for general
information only and does not constitute tailored advice offered to an
individual. Individuals should consult with their professional advisors,
including tax professionals, prior to making investment decisions.
Certain statements may contain speculative information that carries
known and unknown risks, uncertainties, and other factors. These
factors can potentially lead to significant differences between the
actual outcomes, performance, or accomplishments of OceanFront
Investment Counsel Inc. or the overall industry outcomes, and any
future outcomes, performance, or accomplishments indicated or
suggested by sucE forward-looking statements. It is important to
note that these statements may not be suitable for everyone. Past
performance is not indicative of future results.

OceanFront Investment Counsel Inc. is a subsidiary of OceanFront
Wealth Inc. OceanFront Investment Counsel Inc. is registered as a
Portfolio Manager in B.C., Alberta, Manitoba, and Ontario and as an
Investment Fund Manager in B.C. and Alberta. Information contained
herein, relating to OceanFront Investment Counsel Inc. is intended
only for Canadians residing in the provinces where OceanFront
Investment Counsel Inc. is registered.
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