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The Economy

Relative to the mostly dire economic forecasts made a year ago, 2023 turned in a strong all-around performance as inflation fell
across most major economies from the peaks experienced in 2022. Importantly, this performance happened without a recession
as most developed economies performed better than expected, leading to a growing belief that an economic soft landing has
been achieved.

This notion was primarily driven by the much-needed drop in headline inflation (with core rates moderating too, but at a slower
pace) that set the stage for a reversal of the recent cycle of aggressive monetary policy tightening. The world’s most important
central bank, the U.S. Federal Reserve (the Fed), made it clear in December that interest rate cuts were expected later in 2024.
Financial markets reacted positively to these developments and enjoyed a strong year of performance, reversing the poor results
in 2022 for both stocks and bonds.

Expectations for Europe were low for 2023 and the continent, for the most part, delivered an underwhelming performance. GDP
struggled to stay above 0% and lost momentum heading into year-end as third quarter GDP registered a negative result. Being
slower than other central banks in beginning its cycle of monetary policy tightening, the European Central Bank (the ECB) had
to catch up by raising rates 200 basis points in 2023, compared with 100 basis points from the Fed and 75 basis points from the
Bank of Canada (the BoC).

Japan had an interesting year as GDP growth was strong at around 2% and, following three decades of deflation, inflation rose
to 3%.

Despite a number of ups and downs in 2023, China managed to mostly meet growth forecasts. Following the end of pandemic
lockdowns in late 2022, growth did rebound somewhat and was further helped by the drop in commodity prices and stronger
global economic performance. But the ongoing property crisis and a big drop in foreign direct investment driven by government
policy uncertainty weighed on the final tally which should register near 5%. Inflation was below most other developed countries
- CPI actually fell 0.5% in November - so monetary policy can be supportive if needed.

In Canada, GDP managed to grow by 1% in 2023 but considering that the population grew by 3%, this result was very weak and
points to a significant productivity problem.

The Markets

Equity Index Performance (CAD) at December 31, 2023
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The final quarter of the year saw a big drop in rates across the entire domestic yield curve in response to falling inflation, slowing
growth and an increasing belief that the BoC will soon ease monetary policy. The yield curve steepened although it does remain
inverted. Consistent with these developments, market-based inflation expectations fell to their lowest level in almost three
years. Reflecting the market's strong appetite for risk, corporate and provincial bonds spreads each narrowed during the fourth

quarter.

The U.S. dollar (USD) experienced a very weak quarter against many major global currencies. The U.S. Dollar Index (DXY), a
measure of the value of the USD relative to a basket of U.S trading partners’ currencies, fell over 4% in the quarter and was
weaker over the past twelve months as well. The Canadian dollar (CAD) appreciated against the USD in the quarter and remains
up over the past year. The Fed, signalling a willingness to lower rates, was a primary driver of USD weakness this quarter.

Outlook

Following a year in which the consensus forecast a 2023 global growth rate of around 2% - the actual rate looks to be close to
3% - what should we expect for the upcoming year?

To begin, it will be a year full of elections across a number of countries — the U.S., Taiwan, Mexico, Russia, likely the UK., and a
chance of one in Canada too. Needless to say, geopolitics will be an ongoing potential source of instability throughout the year.

The full impact of interest rate hikes has yet to be felt. In previous commentaries, we noted the reasons why the rate hike effects
would be delayed but evidence continues to build that they will ultimately have their desired effect of slowing inflation and the
broader economy. In the near-term, however, the prospect of rate cuts suggest that the global economy can grind out modest
growth again in 2024 although it is likely to lose momentum as the year progresses.

On a country/regional basis, economic performance should be quite varied. Beginning with the U.S., growth is expected to
slow from an above-trend pace in 2023 (around 2.5%) to a below-trend pace in 2024 (about 1.5%). Slower growth and inflation
should open the door to interest rate cuts but not until the second half of the year. Though it is an election year, fiscal policy is
expected to be less supportive following the big jump in 2023 spending that drove the U.S. federal budget deficit to over USD
1.7 trillion — or more than 6% of GDP. A slowing in employment gains and in wage increases, combined with pandemic savings
now being largely spent, will lead to a reduction in consumer spending.

The lagged effects of rate hikes will be felt in Europe for longer than in North America. Demographics continue to be a challenge
in Europe and the ongoing war next door in Ukraine adds unwanted uncertainty. Unlike the U.S., growth in the region will be
sluggish to begin 2024 but recover somewhat later on. Unfortunately, this means that overall growth will not be much different
in 2024.

In Japan, the transition from deflation to inflation led the Bank of Japan to finally prepare to raise interest rates in 2024 at a time
when other major central banks will likely lower their rates. This move is expected to slow economic growth in Japan to below
1%.

In China, the outlook for retail sales and industrial production are positive even though export growth is expected to slow once
again, leaving economic growth to likely decelerate to a 4% to 4.5% pace in 2024.

What does this all mean for Canada? Clearly the external backdrop appears to be less favourable in 2024 but the biggest
challenges for the country are internal, beginning with a heavily indebted consumer sector that continues to grapple with the
rapid rise in interest rates. The debt-service ratio hit an all-time high in the third quarter of 2023 and will increase further until
policy rates begin to ease. For 2024, growth is likely to teeter on the edge of a recession — at least for the first half of the year.
This situation, combined with slowing inflation, means the BoC will be able to cut rates as early as June — ahead of the Fed but
ultimately at a similar pace.

Unless otherwise noted, all figures in this commentary are presented in local currency.
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DISCLOSURES

Unless otherwise indicated, all information is as at December 31, 2023. This document is not for distribution into the U.S. or to
a U.S. Person.

Investment returns are expressed in Canadian dollars unless otherwise noted, gross of investment management fees, net
of fund expenses for FGP pooled funds, and include reinvestment of dividends and income. Returns are time weighted
and annualized for periods greater than one year. Values change frequently and past investment performance may not be
repeated.

This material is not an offer, solicitation or recommendation to purchase any security. Nothing contained in this material
is intended to constitute legal, tax, securities or investment advice, nor an opinion regarding the appropriateness of any
investment, nor a solicitation of any type.

S&P/TSX Index Data Source: TSX Copyright (2024) TSX Inc. All Rights Reserved.

Where an MSCl index forms all or part of a benchmark, returns are calculated by Foyston, Gordon & Payne Inc. using

end of day index level values licensed from MSCI (“MSCI Data"). For the avoidance of doubt, MSCl is not the benchmark
“administrator” for, or a “contributor”, “submitter” or “supervised contributor” to, the blended returns, and the MSCI Data is
not considered a “contribution” or “submission” in relation to the blended returns, as those terms may be defined in any rules,
laws, regulations, legislation or international standards. MSCI Data is provided "AS IS” without warranty or liability and no
copying or distribution is permitted. MSCI does not make any representation regarding the advisability of any investment or
strategy and does not sponsor, promote, issue, sell or otherwise recommend or endorse any investment or strategy, including
any financial products or strategies based on, tracking or otherwise utilizing any MSCI Data, models, analytics or other

materials or information.



