Weekly Market Update

January 8, 2024

Market Commentary

U.S. Highlights

e Minutes from the December FOMC meeting confirmed that monetary policy was “likely at or near its
peak” for this tightening cycle, but showed no meaningful discussion on rate cuts.

e The U.S. economy added a better-than-expected 216k jobs in December, but downward revisions to
the prior two months kept a cooling trend intact. The unemployment rate held steady at 3.7%, while
wage growth accelerated slightly.

e The ISM surveys overall signaled softness. Manufacturing remained in contractionary territory in
December, albeit slightly less negative, while activity in the services sector slowed but remained in
expansionary territory.

Canadian Highlights

e As the Canadian economy continues to gear down, the focus turns to when the Bank of Canada (BoC)
will cut interest rates. Our view of a 25 basis-point cut at the BoC’s April rate setting date currently aligns
with market expectations.

o Getting inflation back to the Bank of Canada’s 2% target remains the key consideration. We expect
inflation to durably get below 3% in 2024 with a return to 2% in 2025.

e Canada’s job market is continuing to find its balance as job growth stalled in December. Meanwhile,
preliminary housing market data showed surprising strength to end the year.



U.S. — Rate Cut Expectations Ease Slightly at the Start of 2024

After a festive December where a sharp pullback in long-term yields sent risk assets higher, markets have gotten
off to a much more sober start in 2024. Investors have seemingly adjusted their New Year’s resolutions, resulting
in more moderate expectations for interest rate cuts this year. Cuts totaling 150 basis points by the end of 2024
remains the dominant scenario. The probability for more aggressive policy loosening (i.e., 7 cuts) has fallen
sharply, while the probability of slightly less aggressive loosening (i.e., 5 cuts) has increased (Chart 1). In line
with these developments, the 10-year Treasury yield has recouped some of the lost ground, rising from 3.8% at
the end of December to near 4% recently, and equity markets have pared back year-end gains, with the S&P
500 down 1.6% from its recent peak.
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maintaining rates in a restrictive position for too long and the risks of prematurely easing policy. Participants
noted that their outlooks were associated with an “unusually elevated” degree of uncertainty and stressed the

importance of maintaining a data-dependent approach to setting monetary policy.
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Speaking of data, this morning’s payrolls report showed that hiring unexpectedly accelerated in December, with
the U.S. economy adding 216 thousand jobs. However, a downward revision of 71 thousand jobs to the prior
two months limits some of the enthusiasm of this upward surprise.
On a three-month moving average basis, hiring is still trending
lower, which suggests that restrictive monetary policy continues

to work as intended, cooling labor demand. Nonetheless, other ° _;i?;:;i;t:;:;eg;muam)
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easing monetary policy. The unemployment rate held steady at
3.7%. With the labor market still tight, wage growth gained some
ground in December (Chart 2). A recent pullback in the job ‘quits’
rate — a leading indicator of labor costs — suggests that wage
growth is nonetheless poised to cool ahead. Moz Az MZ OiZ mD B M5 ous

Chart 2: U.S. Wage Growth Picked Up in December
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Other data reports were a mixed bag. Consumers increased
vehicle purchases in December (up 3.2% to 15.8 million annualized), although this appears to be partially related
to the return of year-end discounts. Meanwhile, the ISM indexes signaled softness. There was a slowdown in
the expansion of the services side of the economy, and the manufacturing sector remained in contraction for the
14th month in row in December, albeit slightly less so on the month.

All factors considered, a loosening in monetary policy is coming, but we anticipate the Fed will show a bit more
caution, with the first rate cut not likely to come until the second half of the year.

Sourced from TD Weekly Bottom Line on Friday, January 5t, 2024
Chart 1: Markets Pare Back Aggressive U.S. Interest Rate Cut Outlook for 2024. Sourced on Friday, January 5%, 2024
Chart 2: U.S. Wage Growth Picked up in December. Sourced on Friday, January 5t, 2024



Canada — The Year of the Cut

The new year is less than one week old, but the theme that will govern the next 12 months is firmly in place.
After the most aggressive interest rate hiking campaign in over 40 years, the Bank of Canada's (BoC) focus is
now shifting towards rate cuts. The burning questions are when the first cut will occur and how many cuts will
be delivered. Markets had ended the year preparing for a loosening in conditions, with equities up over 10%
from late-October and both Canadian and U.S. yields sliding Chart 1: At Least 100 Basis Points of Rate Cuts
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market expectations of 3.75%. Still, this rate is notably tighter
than pre-pandemic levels.
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Source: Bloomberg, TD Economics.

Make no mistake, the effects of the cumulative 475 bps of interest rate hikes are taking hold. Consumers are
reeling in their spending, and growth is evolving in a manner consistent with inflation inching closer to the BoC's
2% target. But the job is not done yet, as inflation remains elevated and wage growth is still running hot. Thus,
we sit at a critical crossroads between prematurely cutting rates and potentially reigniting inflation, or keeping
conditions too tight, causing more economic pain than necessary.

Recall that Canadian inflation printed on the hotter side in November, with headline and core measures above
3%. The next inflation release, due out on January 17th could see
inflation accelerate on the back of base-effects that saw weak

Chart 2: Canadian Unemployment Rate to Move Higher as
Employment Growth Slows
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cooling is needed to give the Bank of Canada comfort to pull the
trigger on rate cuts. Over the year, we expect labour force growth
to continue outpacing employment gains, pulling the
unemployment rate higher from current levels (Chart 2). Meanwhile, job vacancies are declining across the
country, although it is not occurring evenly across provinces, and wages remain elevated in the in 4-5% range.

Source: Statistics Canada, TD Economics.

Preliminary housing market data for the month of December pointed to strong sales activity and declining listings,
tightening conditions in major markets. The greater-than-expected drop in yields, and subsequently mortgage
rates, in the fourth quarter partially explains this uptick in activity. The BoC will be watching the housing market
as seasonally strong spring homebuying will to fall directly in line with the expected timing of interest rate easing.

Sourced from TD Weekly Bottom Line on Friday, January 5t, 2024
Chart 1: At Least 100 Basis Points of Rate Cuts Expected in 2024. Sourced on Friday, January 5t, 2024
Chart 2: U.S. 10-Year Yield Down Significantly from Mid-October Highs. Sourced on Friday, January 5%, 2024
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Market Summary

The first week of 2024 saw moderate declines in stocks following the strong Q4 rally as economic data pushed
back on the idea of imminent rate cuts. The S&P 500 fell 1.01% on the week.

Stocks declined to start the year last Tuesday amid a disappointing Chinese PMI report while a downgrade of
AAPL amplified selling pressure on big tech. The S&P 500 fell 0.57%.

The selling continued on Wednesday amid some hawkish commentary out of the Richmond Fed’s Barkin (a
voting member of the FOMC) and mostly in-line JOLTS and ISM Manufacturing PMI data. The market attempted
to stabilize midday but rolled over in the wake of the December Fed meeting minutes, which noted “unusually
elevated uncertainty” about future policy. The S&P 500 declined another 0.80%.

An early attempt at a bounce in the market on Thursday was thwarted by a reversal higher in Treasury yields on
the back of some hot economic data including a 0.5% rise in headline German CPI, solid jobless claims numbers,
and better-than-expected ADP private payrolls data. Another AAPL downgrade left mega-cap tech to bleed lower
over the course of the day while the rise in yields pressured the market broadly and the S&P 500 fell 0.34%.

Stocks opened flat on Friday as traders digested the December jobs report which came in on the “hot” side with
a better-than-expected headline, lower-than-anticipated unemployment rate and a surprise uptick in wage
growth. The ISM report released shortly after the open was soft with a drop in the headline, easing price figures,
and a plunging employment subindex that saw some of the week’s hawkish money flows dialed back. The S&P
500 peaked mid-morning before pulling back into the European close and chopping sideways into the end of the
day amid quiet newswires, ending with a slight gain of 0.18%.

Why Did Stocks Drop to Start 20247

Markets started 2024 with a relative “thud” as the S&P 500 fell 1% while widely held tech names traded even
worse, with the Nasdagq falling more than 3% last week. But the reason for the declines wasn’t so much because
something bad happened and instead just because the first data points of 2024 didn’t validate aggressive (and
possibly unrealistic) expectations for 2024.

First, we must acknowledge that the S&P 500 rallied more than 11% in the Q4, but virtually all of that rally came
from late October through December. An 11% gain in a year is a big return, never mind in essentially two months;
so it's reasonable we’d have “give back” at the start of the year and we have.

But there are reasons stocks declined last week other than just being short-term overbought. First, inflation data
bounced back and while no one is doubting disinflation, in the context of the market entering 2024 with a 100%
probability of a March rate cut, that buoyant inflation data pushed back on that assumption. Second, growth data
was “ok” but not good enough to validate the market'’s full belief in a “no landing” economic scenario. So, while
the growth data wasn'’t bad, it didn’t meet the current market assumptions.

Put simply, none of the economic data published last week was that bad, but it just wasn’t good enough for the
S&P 500 to be valued at 19.5X next year’s earnings. To that point, if more data this week (including CPI) doesn’t
meet the dual market expectations of 1) A March rate cut and 2) Continued aggressive disinflation, expect a
further pullback in the S&P 500, potentially to 4,600 or lower.
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Estate Planning and You

Estate planning is an essential part of every Wealth Plan. However, it is often left until the very last minute
simply to avoid the difficult discussion with loved ones or delay planning for something that seems far out.

Many assume that without a Will, everything will go to the spouse and/or children upon passing, which might not
be the case. If you were to pass away without a Will, it is referred to as "Intestacy”. This is important to avoid
because a Will is a legal document in which you:

1) Designate someone to administer your property referred to as an "Executor”
2) Instruct the Executor on how your assets will/should be distributed

3) If appropriate, additional expressions of your wishes for minor children or charitable donations

Even if you currently have a Will, it would be wise to review and update it according to any lifestyle changes.
For example, your Will must be made according to the law of the province where you live. Often these
facts/changes are overlooked but our team will always be available to guide you in your Estate Planning process
and serve as a reminder to set the proper planning in place.

Please do not hesitate to reach out if you have any questions or would like to get started on the Estate Planning
process today.
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The information contained herein has been provided by BRITE Wealth Management and is for information purposes only. The information
has been drawn from sources believed to be reliable. Graphs and charts are used for illustrative purposes only and do not reflect future
values or future performance of any investment. The information does not provide financial, legal, tax or investment advice. Particular

investment, tax, or trading strategies should be evaluated relative to each individual's objectives and risk tolerance.

Certain statements in this document may contain forward-looking statements (“FLS”) that are predictive in nature and may include words
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such as “expects”, “anticipates”, “intends”, “believes”, “estimates” and similar forward- looking expressions or negative versions thereof. FLS
are based on current expectations and projections about future general economic, political and relevant market factors, such as interest and
foreign exchange rates, equity and capital markets, the general business environment, assuming no changes to tax or other laws or
government regulation or catastrophic events. Expectations and projections about future events are inherently subject to risks and
uncertainties, which may be unforeseeable. Such expectations and projections may be incorrect in the future. FLS are not guarantees of
future performance. Actual events could differ materially from those expressed or implied in any FLS. A number of important factors including

those factors set out above can contribute to these digressions. You should avoid placing any reliance on FLS.

Index returns are shown for comparative purposes only. Indexes are unmanaged and their returns do not include any sales charges or fees

as such costs would lower performance. It is not possible to invest directly in an index.

BRITE Wealth Management is part of TD Wealth Private Investment Advice, a division of TD Waterhouse Canada Inc. which is a subsidiary

of The Toronto-Dominion Bank.

All trademarks are the property of their respective owners.® The TD logo and other trademarks are the property of The Toronto-Dominion

Bank or its subsidiaries.
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