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Cozying up for fall(ing policy rates)
Equities

The third quarter of 2024 was a fine one for developed stock markets, with the S&P/TSX Capped Composite
Index rising 10.5%, the S&P 500 Total Return Index gaining 4.5% and the MSCI EAFE Total Return Index gaining
5.9%, all in Canadian dollar terms — a slightly stronger Canadian dollar reduced these gains from 5.9% in the
US and 7.3% in international markets, respectively, on a US dollar basis.

Central bank interest rate cuts, marking an end to the rate hiking cycle seen in 2022 and 2023 and supporting
stock markets, in particular, sparked gains in yield-sensitive sectors such as Financials, Real Estate and
Utilities, all of which reported double-digit gains in the quarter within Canada. It also prompted a move in
gold stocks, a group of significance domestically, and propelled a double-digit gain in the Materials sector. At
the other end of the spectrum, Energy stocks generally underperformed in the quarter, deflated by
speculation that Saudi Arabia may set aside supply constraints aimed at achieving a US$100 oil price, and
instead look to compete via rising output, contributing to a 16% decline in the price of West Texas crude oil
in the quarter.

These market gains conceal some considerable gyrations that occurred during the quarter. A decision by the
Bank of Japan to increase interest rates for the first time in 17 years triggered a tumultuous move in Japanese
currency and equity markets in early August, with a dramatic fall on the Tokyo Exchange which was entirely
reversed over the following two months. Late in the quarter, announcements from the Politburo in China
had a notable influence on markets, particularly those in Europe and Asia — the series of supportive
measures, including an interest rate cut, a relaxation of bank lending rules and a government fund to support
capital markets triggered a flurry of buying that created the strongest week for Chinese equities in more than
a decade. The impact of these initiatives, critical to the business environment for companies worldwide,
remains to be seen and will likely take time to materialize.

In the meantime, equity market performance in the coming months will likely reflect continued interest rate
cuts in North America and Europe, the ongoing conflicts in the Middle East and Ukraine, and the outcome of
the US presidential election. Amidst all of these uncertainties, a favourable starting point for investors is
reasonable valuations that should provide support for most of the global stock market universe.

Fixed Income

Bond markets turned in their best quarter of the year so far in Q3 as cooperative inflation data permitted
more global central banks to begin to move toward less restrictive policy stances while rising concerns about
the strength of underlying macroeconomic momentum led markets to once again ramp up expectations for
even more near-term rate policy rate cuts.

The downward move in the expected path for policy rates drove broader market interest rates sharply lower
across the curve over the three months ended September — the more policy-sensitive front-end of the curve
recorded the largest declines and actually pushed the gap in yields between the 10-year and 2-year
Government of Canada notes back into positive territory for the first time since June 2022.
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Overall, the domestic benchmark FTSE Canada Universe Bond Index was up 4.7% to finish Q3 at its highest level
since December 2021. All major sub-components finished the period with near-uniform, solid performance —
more rate-sensitive longer duration bonds (FTSE Canada Long Term Overall Index +5.7%) outperformed their
shorter duration counterparts (FTSE Canada Short Term Overall Bond Index+3.4%), while Corporate bonds (FTSE
Canada All Corporate Bond Index +4.7%) kept pace with the gains in government bonds in the period (FTSE
Canada All Government Bond Index +4.7%) in Q3.

The near-term outlook for fixed income securities remains constructive as the anticipated continued moderation
of inflation and further easing of monetary policy look as though they will maintain downward pressure on rates
and support further positive performance for bonds. As well, the ongoing risks over the outlook, including
elevated geopolitical uncertainty against the upcoming US election, appear likely to support investor demand for
the safe, income-generating and increasingly uncorrelated asset class to offset riskier portions of portfolios.
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Commentary

The US Federal Reserve (Fed) joined the ranks of the Bank of Canada, European Central Bank, and Bank of
England (as well as the central banks for other Developed Markets such as Switzerland, Denmark, and
Sweden, and a host of Emerging Markets such as Brazil, Mexico and South Africa) in September in cutting its
policy interest rate.
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The move by the world’'s most important central bank — and the most significant influencer of market interest
rates worldwide — unofficially marks the end of the globally synchronized and historically aggressive
monetary tightening cycle worldwide that began in earnest in 2022.
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Financial markets have so far cheered the move away from highly restrictive policy toward a less tight stance
— the MSCI World Index closed September up 2% and at an all-time high, while bond benchmarks hit their
highest levels since the beginning of 2022 — but those with an eye on history are warranted in being cautious.

Previous periods of declining policy interest rates, particularly those instances where central banks decided
to make “larger” moves like the Fed's 50 basis point cut on September 18, 2024, (other central banks have
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been moving in 25 basis point increments), have been followed by negative market performance. For
example, following the 50 basis point cuts that kicked off the 2001 and 2007 easing cycles, the MSCI World
was down 12% and 10%, respectively, six months later and 18% and 22% after a year. Over the last 35 years,
the median decline in the Developed Market equity benchmark one year after a (not just the first move) 50
basis point or greater rate cut by the Fed is 13% (the average decline is 5%).

With that in mind, however, it is important to note that the current easing cycle is taking place against a very

different market and macroeconomic backdrop than most of its predecessors.

Historically, the impetus for easing monetary policy has been economic weakness or an emerging crisis that
necessitates a policy reaction to mitigate downside risks. More often than not, these problems are a product
of earlier central bank tightening causing a rapid unwind of financial excesses (such as the Tech bubble in
2001 and the Housing bubble in 2007) that result in negative repercussions for the broader economy. Since
the greater perceived stress results in greater action, it stands to reason that there would be a negative
correlation between a downward direction in policy rates and the performance of risky assets.

This go-around, however, rates are coming down even as economic momentum worldwide is being sustained at
solid rates, with the uniqueness of the shock from the pandemic and its aftermath creating an environment in
which systemic excesses are not prevalent, in addition to relatively strong household and corporate balance sheets.

Indeed, despite ongoing risks to the outlook and related uncertainty, the base case increasingly looks as
though the global economy will be able to skirt a recession in the absence of some sort of exogenous shock
(such as a potential escalation of already elevated geopolitical stresses) as pressures related to elevated
inflation and high interest rates subside.

As a result, unlike previous cycles that saw a rapid series of large cuts that brought rates to their lower bounds,
the current expectation is that the “jumbo” move by the Fed will not be repeated and rates will follow a
comparably gradual path lower before settling at comparatively higher levels that are viewed as being
consistent with a more “neutral” (neither accommodative nor restrictive) stance.

Accordingly, the template of past easing cycles may not be the best fit for the current (less negative)
environment. While maintaining a focus on risk management is prudent with respect to building long-term
wealth, the outlook remains one in which there is scope for the continued decent performance of financial
markets with opportunities in both equity and fixed income that stand to benefit investors in the months
ahead.

Cozying up for fall(ing policy rates) October 2024


https://www.linkedin.com/company/guardianpartners/?viewAsMember=true

3 GRARRAY e Q3 IN REVIEW

All returns are stated in Canadian dollar terms unless indicated otherwise.

The opinions expressed are as of the published date and are subject to change without notice. Assumptions, opinions and estimates are
provided for illustrative purposes only and are subject to significant limitations. Reliance upon this information is at the sole discretion
of the reader. 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. Investments in foreign securities involve certain risks that differ from the risks of investing in domestic securities. Adverse
political, economic, social or other conditions in a foreign country may make the stocks of that country difficult or impossible to sell. It is
more difficult to obtain reliable information about some foreign securities. The costs of investing in some foreign markets may be higher
than investing in domestic markets. Investments in foreign securities also are subject to currency fluctuations. 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. This commmentary is provided for educational
purposes only. 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. Certain information contained in this document has been
obtained from external parties which we believe to be reliable, however we cannot guarantee its accuracy. These sources include
Bloomberg, Bank of Canada and National Bank Independent Network for the relevant periods cited in this commentary. 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. All trademarks, registered and unregistered, are owned by Guardian Capital Group
Limited and are used under license. Personal experience may vary | All returns are stated in Canadian dollar terms unless indicated
otherwise.
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