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As early as mid-December, after opting for the status quo, the Federal Reserve declared that it still didn’t
know what the effects of its accelerated rate tightening would be on the economy, employment and
inflation. Despite this, the market was still expecting 150 basis points of cuts over the course of 2024,
double those forecast by the Fed. The Bank of Canada also abstained on January 24, stating that the
“discussion of monetary policy is shifting from whether our policy rate is restrictive enough to restore
price stability, to how long it needs to stay at the current level.” With such a restrictive monetary policy,
we would expect to see a rise in unemployment. This is not the case, however, due to the scarcity of workers.
To give itself time to properly assess the effects of its measures on employment and the economy, the Fed
took no action as we publish our newsletter.

As we saw in Quebec with the common front strike, wage increases could keep inflation above target. We'll
be keeping a close eye on wage levels. Yes, rate cuts will help equities perform well, but we re not counting
on a rapid easing. This still allows us to take advantage of attractive bond opportunities. These offer
attractive yields that are nothing like those of the past 10 years. What’s more, many fixed-income securities
are sold at a discount, offering tax advantages to buyers.

! The Magnificent Seven: Apple, Microsoft, Amazon, Alphabet, Nvidia, Meta Platforms and Tesla.
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Artificial intelligence is still generating passion and excitement for a second year. Generative AP and,
more specifically, the use of conversational robots, such as ChatGPT, looks set to spread like wildfire in
2024. If Microsoft has been a pioneer in Al, Nvidia has been the big winner with its meteoric rise on the
stock market. A number of companies are joining forces to try and make their mark. Everyone wants in.
Even Walmart has announced that it intends to rely on Al to improve its customers’ experience. Some
companies, including Nvidia and Microsoft, are already generating revenue from Al. But identifying those
that will benefit most from Al is difficult. Finding stocks trading at a reasonable price, even more so. We
carefully scrutinize chipmakers, software publishers, cloud specialists and cybersecurity firms for stocks
that can stand out from the crowd.

In this edition, we review two non-traditional funds. The Kensington Private Equity Fund invests in three
types of private placements in Canada and the United States.? It does so either directly by acquiring shares,
or via holdings in other private equity funds. The fund had a rather disappointing year in 2023, with a
return of 0.2%. Rising rates limited the fund’s ability to carry out private equity transactions, put pressure
on the multiples of those that were completed, and led to a downward revaluation of assets in this category.
A stabilization of interest rates in 2024 should lead to better results for private equity. One of the fund’s
key investments is Montreal-based Hopper, creator of a travel app that is now an industry leader in
North America.

Hazelview’s Four Quadrant Global Real Estate Partners Fund provides exposure to well-diversified real
estate investments. The fund focuses on both private and public equity and debt. This flexibility allows the
manager to evolve the portfolio’s exposure to these different asset types as opportunities arise in each
quadrant. Management currently favours private equity. Consequently, around 70% of the portfolio is
allocated to this type of investment. The fund was affected by a difficult environment in 2023 and suffered
its first decline (-3.4%) since its inception in 2011. We believe the portfolio is well positioned for 2024.
Over 70% of its assets are in Canada, with almost a third in the multi-residential sector, which benefits
from an imbalance between supply and demand. We visited several of the fund’s buildings and were
impressed by the quality of the assets and the favourable locations.

Concluding remarks

We continue to carefully select our equities as we believe the market is overvalued, especially the
NASDAQ. Risk-adjusted returns favour Canadian and global equities. The MSCI World Index trades at
14x realized earnings, while the S&P 500 is at 22x. We avoid buying a stock when its shares are
overbought. Other buying opportunities will arise. The odds of a Fed cut in March are now below 50%,
and inflation could rise again. This would limit central bank intervention. We are keeping a larger
weighting in money market, especially as it is paying off rather well at the moment. In Al, we are holding
Netapp and Oracle, and watching with interest the Magnificent Seven and Arista Networks, which stands
out according to our indicators. We are keeping our non-traditional funds, which provide healthy
diversification to a portfolio of bonds and equities.

2 Generative Al is a type of artificial intelligence that generates new content by modelling the characteristics of data drawn from the
large datasets that feed the model. Whereas traditional Al systems can recognize patterns or classify existing content, generative Al can
create new content in many forms (text, image, audio file, software code, etc.).

3 That is buyout, growth, and venture capital. A summary table as well as detailed factsheets of all funds are available upon request.
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