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Interest Rate

Oct 31-23 Sep 29-23 Aug31-23 Jul31-23 Jun 30-23 May 31-23 Apr 28-23 Mar-31-23 Feb-28-23

Summary

u.S.

3-Month T-Bill 5.47% 5.45% 5.45% 5.42% 5.30% 5.40% 5.06% 4.75% 4.81%
2-Yr Treasury 5.09% 5.05% 4.87% 4.88% 4.90% 4.41% 4.00% 4.03% 4.82%

10-Yr Treasury 4.93% 4.57% 4.11% 3.96% 3.84% 3.65% 3.43% 3.47% 3.92%

Canada
3-Month T-Bill 5.02% 5.11% 5.12% 5.04% 4.91% 4.64% 4.43% 4.38% 4.50%

2-Year Canada 4.64% 4.87% 4.64% 4.67% 4.58% 4.22% 3.65% 3.73% 4.20%
10-Year Canada 4.06% 4.02% 3.56% 3.50% 3.27% 3.19% 2.84% 2.90% 3.33%

Performance 2021 2020 2019 2018
DEX Universe Bond Index 1.63% -11.69% -2.54% 8.68% 6.87% 1.41% 2.52%
DEX Federal Bond Index 0.94% -9.34% -2.62% 7.28% 3.73% 2.39% 0.13%
DEX Provincial Bond Index 1.04% -15.05% -3.28% 9.86% 9.07% 0.66% 4.33%
DEX All Corporate Index 3.40% -11.54% -1.34% 8.74% 8.05% 1.10% 3.38%
DEX “A” Corporate Index 3.33% -9.87% -2.30% 8.98% 9.65% 0.51% 4.42%
DEX Real Return Bonds -3.45% -14.32% 1.84% 13.02% 8.02% -0.05% 0.72%
DEX High Yield Bonds 5.35% -5.44% 6.18% 6.69% 8.48% 2.15% 5.20%
*As of November 16, 2023
Comments

Bond yields rose sharply in September and continued to climb in October. The U.S. 10-year Treasury yield rose 46 basis points
in September and tacked on a further 36 basis points in October. Thus far in November, this bond has fallen to 4.50%, risen
again to 4.65% before tumbling to 4.45% after a tame inflation report.

Price and yield volatility continue to be elevated as market participants go back and forth on whether the Fed is finished
tightening, and when it will begin to lower its key overnight rate. To be sure, there are lots of signs that the U.S. economy is
slowing, in particular, in the heretofore resilient labour market plus weakening consumer confidence and poor retail sales.
Manufacturing has also weakened.

There were several factors contributing to the rising yields in September and October: Fitch’s downgrade of U.S. sovereign
debt; a U.S. Treasury borrowing program of S1 trillion for the current quarter; a move towards monetary tightening by the
Bank of Japan; several strong economic releases; and the revision of U.S. Q1 GDP up to 2.4% from 1.8%.

) B SBEST
Suite 1100 - 250 Howe Street | Vancouver, BC V6C 359 SMANAGED

Main 604 669 1600 | Toll Free 1888 886 3586 Member-Canadian Investor Protection Fund qSCOMPANlES
VANCOUVER KELOWNA VICTORIA CHILLIWACK COURTENAY LANGLEY ODLUMBROWN.COM T ——



However, after peaking at 5%, 10-year U.S. yield has tumbled this month. At the heart of this decline was another pause by
the Federal Reserve and other major central banks, plus a CPI print displaying improvement across the board. This has left
the year-over-year core rate at 4%. This is the third consecutive inflation report displaying declines.

Closer to home, the Bank of Canada paused in the wake of clear evidence of stalled economic growth. Canadian yields declined
substantially, widening the negative spread from U.S. government securities.

As to the corporate bond market, yields remain relatively tight to government bonds with little evidence of credit problems.
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After reaching a 16-year high of 5%, this bond has fallen to 4.45%
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U.S. Two-Year / 10-Year Yield Spread
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The yield curve remains inverted. Of note is that the inversion moved close to zero before deepening again.
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Change % High Yield Bonds Option-Adjusted Spread
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High yield bond spreads remain near their lows for the past year.
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Real Yield (%) U.S. 10-Year TIPS Yield
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It has taken several years but real yields have now surpassed 2%. They are tracking nominal yields at present.

Outlook

Inflation remains at the forefront of factors influencing bond yields and while it has receded from its worst levels, it has largely
halted its downward progress. Inflation expectations remain in the 3% area. The CPI print on November 14 showed continued
improvement but the year-over-year core number is still at 4.00%. Following this print and, in addition to the Fed pause,
bonds rallied, pushing the bellwether U.S. 10-year note to 4.45% from 5.00%. Speculation that the Fed would soon begin to
lower its Funds rate permeated the market. For its part, the Federal Reserve’s rhetoric throws cold water on this optimism,
stating that the inflation fight is far from finished. The Bank of Canada had similar comments.

However, the factors that contributed to the increase in yields before the recent rally are likely to prevent market yields from
retracing further. Such factors include the still-resilient economy, although it shows clear signs of slowing, the $2.3 trillion
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annual borrowing requirement by the U.S. Government, and the Bank of Japan’s move to allow their 10-year bonds to move
another 50 basis points higher, towards 1%. This may cause Japanese investors to repatriate some of their foreign holdings,
thereby putting upward pressure on bond yields. They own more than $1 trillion worth of U.S. Treasuries.

Also of importance, the recent decline in the inflation rate, combined with the rise in interest rates and bond yields, has
produced something not seen in years — positive real yields! The Fed Funds Rate at 5.5%, is now decidedly punitive. Investors
can earn a pre-tax real yield and borrowers are incurring a real cost of funds. Inflation expectations have not demonstrated
any significant downward movement.

This latest short, sharp rally in the bond market will likely be similar to previous rallies in that it went too far, too fast. The
yield curve is still inverted, with two-year yields some 40 basis points higher than 10-year yields. A hot topic in the bond
market has become the term: “risk premium” or “term premium.” Simply put, it is common sense that, to invest in a long-
term bond, investors should be rewarded with a premium over short-term yields and over inflation. This is not the case right
now, which leads to the conclusion that, if/when short-term yields fall, long-term yields may not follow, and could actually
rise. Thus, we conclude that yields will not end the year much different than where they are presently. The U.S. 10-year could
trade in a range from 4.25% to 5%.

Fixed income investors have earned meager returns this year. As measured by the FTSE Bond Universe Index, year-to-date
returns are barely over 1%. Corporate bonds have returned close to 3%. For the remainder of the year, fixed income investors
will likely realize positive, but modest returns.

Strategy

Inflation remains the chief enemy of the bond market and bond market returns. While we may be close to the end of the
monetary-tightening cycle, we believe interest rates will remain elevated for the remainder of the year. The Fed and the Bank
of Canada will not ease monetary policy anytime soon. Consequently, we recommend maintaining a short-duration, high-
quality portfolio. This approach has proven to be effective in providing income while, importantly, protecting principal value.

Is this the time to extend the average term of one’s fixed income portfolio? It is an important question. We believe the answer
is yes for the Canadian bond market as the Canadian economy has hit stall speed and the Bank of Canada’s pause will continue
despite its hawkish rhetoric. Fixed income investors should consider moving further out the yield curve, to a maximum term
of five years with a duration of two to 2.5 years.

We continue to advocate the use of floating-rate debentures, whose coupons should remain well above 5% even if central
banks pause, in combination with a one- to five-year ladder of high-quality corporate and provincial bonds. The net result is
a short-duration, high-yielding portfolio. We have recommended adding federal and provincial bonds to portfolios to enhance
liquidity and credit quality in the event of some stress appearing in corporate credit.

This year’s increase in yields has caused bonds issued at lower yields to trade at deep discounts to their par values. These
bonds are attractive for taxable accounts, as the capital gains component of the overall return is taxed at preferential rates.

While most of these bonds have rallied, considerable discounts remain. We have created the Odlum Brown Discount

Odlum Brown Limited | Page 6 of 7



Corporate Ladder portfolio to take advantage of this opportunity and note there are a number of Government of Canada
bonds available at deep discounts as well.

We also recommend using the Odlum Brown Corporate Bond Ladder, which features more current coupon bonds. The Odlum
Brown Model Portfolio is well positioned for this market environment with short-duration and floating-rate debentures
included.

We have adopted the use of outside bond investment managers to augment returns. Our top recommended funds are:
e Picton Mahoney Liquid Alt Fund. This is a well-managed long/short fund and is available as an ETF.
e Canso Short-Term and Floating-Rate Fund. This fund protects principal and takes advantage of opportunities in the
floating-rate market.

e Canso Corporate Value Fund. This is a well-managed, long-only corporate bond fund.

Please consult your Investment Advisor or Portfolio Manager for more details and to discuss this strategy.

Please read our Odlum Brown Limited Disclaimer and Disclosure - It is important!

Odlum Brown Limited is an independent, full-service investment firm focused on providing professional investment advice and objective research. We respect your right to be informed of
relationships with the issuers or strategies referred to in this report which might reasonably be expected to indicate potential conflicts of interest with respect to the securities or any investment
strategies discussed or recommended in this report. We do not act as a market maker in any securities and do not provide investment banking or advisory services to, or hold positions in, the issuers
covered by our research. Analysts and their associates may, from time to time, hold securities of issuers discussed or recommended in this report because they personally have the conviction to
follow their own research, but we have implemented internal policies that impose restrictions on when and how an Analyst may buy or sell securities they cover and any such interest will be
disclosed in our report in accordance with regulatory policy. Our Analysts receive no direct compensation based on revenue from investment banking services. We describe our research policies in
greater detail, including a description of our rating system and how we disseminate our research, on the Odlum Brown Limited website.

This report has been prepared by Odlum Brown Limited and is intended only for persons resident and located in all the provinces and territories of Canada, where Odlum Brown Limited's services
and products may lawfully be offered for sale, and therein only to clients of Odlum Brown Limited. This report is not intended for distribution to, or use by, any person or entity in any jurisdiction
or country including the United States, where such distribution or use would be contrary to law or regulation or which would subject Odlum Brown Limited to any registration requirement within
such jurisdiction or country. As no regard has been made as to the specific investment objectives, financial situation, and other particular circumstances of any person who may receive this report,
clients should seek the advice of a registered investment advisor and other professional advisors, as applicable, regarding the appropriateness of investing in any securities or any investment
strategies discussed or recommended in this report.

This report is for information purposes only and is neither a solicitation for the purchase of securities nor an offer of securities. The information contained in this report has been compiled from
sources we believe to be reliable, however, we make no guarantee, representation or warranty, expressed or implied, as to such information’s accuracy or completeness. All opinions and estimates

contained in this report, whether or not our own, are based on assumptions we believe to be reasonable as of the date of the report and are subject to change without notice.

Please note that, as at the date of this report, the Research Analyst responsible for the recommendations herein, associates of such Analyst and/or other individuals directly involved in the
preparation of this report hold securities of some of the issuer(s) referred to directly or through derivatives.

No part of this publication may be reproduced without the express written consent of Odlum Brown Limited. Odlum Brown Limited is a Member of the Canadian Investor Protection Fund.
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