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Money Making Real Money

One of the goals of putting idle (i.e., not needed right now) money into financial markets is to generate a return
that, at minimum, retains the purchasing power of that capital in the future. Due to the tendency for prices to rise
over time, it is unlikely that one dollar placed under a mattress today will be able to buy the same amount of
goods and services in a year.

Thus, this need to compensate investors for the lost “real” value of money due to inflation is a key underpinning
of the incentive structure of financial markets. After all, why would anyone invest if they ultimately end up
worse off in inflation-adjusted terms?

For much of the last decade, central banks’ zero interest rate policies and intervention in financial markets have
kept bond yields at historically low levels. While Canada did not see negative nominal yields like in Europe and
Japan, rates were still below (both actual and expected) inflation, which meant that real yields were less than
zero (the average yield on a 10-year Government of Canada real return bond was -0.45% for the decade ended
December 2022).

Bonds offer real value again
(10-year bond yield; percent)

4.0 -
Government of
35 4 Canada bond yield
3.0 -
2.5 H
2.0 -
1.5 3
1.0 4
ua | m M \
0.0 T T V\A\N \/AV\\/\_/\/ T T T -rA\l T T T
48 1 \/\/F\{éél\/jeturn bond
yield
-1.0 -
2008 2010 2012 2014 2016 2018 2020 2022

Shaded regions represent periods of US recession; source: Guardian Capital based on data from Bloomberg to August 28, 2023
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Negative real yields on government bonds meant that these safe investments were guaranteed to lose real value
if held to maturity and, as a result, investors were forced out into riskier segments of the market (such as equities
and lower credit quality bonds) to have any prospect of making adequate returns accounting for inflation over
their investment horizons.

The aggressive shift from central banks over the last year in the face of multi-decade high price pressures,
however, has spurred on a sharp increase in rates that, combined with normalizing longer-term inflation
expectations, has seen real yields move meaningfully into positive territory and touch their highest levels since
2009.

While there are clear negatives to this development — borrowing has become more expensive, just ask anybody
that has had to renew their mortgage recently — it is beneficial for savers since it means there are more
opportunities to earn an adequate return on cash while taking on less risk.

What this means is that for the first time in the adult lives of the millennial generation — and the higher income
earning and investing years of older cohorts — there actually is a real alternative to stocks when it comes to
saving for the future.

Accordingly, this represents an important opportunity to review investment portfolios with a particular focus on
risk exposures that have likely drifted higher over time. Fixed income assets that have often been overlooked by
investors now offer compelling risk/reward trade-offs while also providing the added value of a diversifier in
balanced portfolios.

Follow us on LinkedIn and stay in the know.
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https://www.linkedin.com/company/guardianpartners/?viewAsMember=true
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This document is confidential and may not be copied, reproduced, or distributed, in whole or in part, to others at any time without the
prior written consent of Guardian Partners Inc. ("Guardian Partners"). The material contained herein is not intended for distribution to,
or to be used by, any person or entity in any jurisdiction or country in which distribution or use would be contrary to law or regulation.
Except as otherwise permitted herein, distribution of this material to any person other than the person to whom this was originally
delivered and to such person's advisors is unauthorized and any reproduction, in whole or in part, or the divulgence of its contents,
without the prior consent of Guardian Partners in each such instance is prohibited. This document is not intended to be, nor should it
be construed or used as legal or tax advice. The material contained herein has been prepared solely for informational purposes and is
not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any trading strategy. It
is not offered as investment advice and does not account for individual investment objectives, risk tolerance, financial situation or the
timing of any transaction in any specific security or asset class. The statements and opinions expressed herein are as of the date hereof
(unless otherwise indicated) and are subject to change as economic and market conditions dictate. This document includes information
and commentary concerning financial markets that was developed at a particular point in time. This information and commentary are
subject to change at any time, without notice, and without update. This commentary may also include forward-looking statements
concerning anticipated results, circumstances, and expectations regarding future events. Forward-looking statements require
assumptions to be made and are, therefore, subject to inherent risks and uncertainties. There is significant risk that predictions and
other forward-looking statements will not prove to be accurate. Investing involves risk. Equity markets are volatile and will increase and
decrease in response to economic, political, regulatory and other developments. The risks and potential rewards are usually greater for
small companies and companies located in emerging markets. Bond markets and fixed-income securities are sensitive to interest rate
movements. Inflation, credit and default risks are also associated with fixed income securities. Diversification may not protect against
market risk and loss of principal may result. Effort has been made to ensure that the material presented herein is accurate at the time
of publication. Trademarks and logos belong to their respective owners.

Guardian Partners Inc. provides private client investment services and. is a wholly owned subsidiary of Guardian Capital Group Limited, a
publicly traded firm listed on the Toronto Stock Exchange. For further information on Guardian Capital Group Limited and its affiliates,
please visit www.guardiancapital.com. For further information on Guardian Partners Inc., please visit www.guardiancapital.com/gpi. All
trademarks, registered and unregistered, are owned by Guardian Capital Group Limited and are used under license.
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