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Capital Markets Overview
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Equity

In Q1 2024, the global equity markets appreciated significantly. The S&P 500 Index surpassed
the 5,000 level for the first time, driven by a positive outlook on a solid earnings season, easing
inflation data, signs of economic resilience, and rallies from the tech giants. The MSCI World
Index rose 10.1% in local currency terms and 11.7% in Canadian dollar (CAD) terms.

The Bank of Canada (BoC) held its benchmark interest rate at 5% but continued its policy of
qguantitative tightening. Governing Council officials indicated it is still too early to consider
lowering the policy interest rate and members want to see more evidence of further and
sustainable slowdown in core inflation.

The U.S. Federal Reserve (Fed) kept its interest rate unchanged at 5.25%-5.5%. The Federal
Open Market Committee (FOMC) similarly stated that the committee does not expect it will be
appropriate to reduce the target range until it has gained greater confidence that inflation is
moving sustainably towards 2%. According to the latest Fed “dot plot”, the FOMC members see
three quarter-point cuts this year.

The Bank of England (BoE) kept its interest rate stable at 5.25% for the fifth consecutive
meeting. The Monetary Policy Committee (MPC) voted eight to one to maintain the current
interest rate. The MPC indicated that monetary policy will need to remain restrictive for
sufficiently long to return inflation to the 2% target sustainably in the medium term.

The European Central Bank (ECB) kept its interest rate unchanged at an all-time high of 4.0%
as it lowered its annual inflation forecast. The Governing Council (GC) is determined to ensure
that inflation returns to its 2% medium-term target in a timely manner. Based on its current
assessment, the GC considers restricting key ECB interest rates for a sufficiently long duration,
will make a substantial contribution to this goal. The GC’s future decisions will ensure that policy
rates will be set at sufficiently restrictive levels for as long as necessary.

The Bank of Japan (BodJ) ended its era of negative interest rates by raising its interest rate to O-
0.1% from the previous - 0.1%, becoming the last central bank to end using negative interest
rates. The Bod Governor Kazuo Ueda said, “It is important to maintain accommodative financial
conditions even as we carry out a normal monetary policy”.

Past performance is no guarantee of future results. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all

distributions and do not reflect fees and expenses.
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Capital Markets Overview
Canadian Equity

S&P/TSX COMPOSITE SECTOR RETURNS (CAD) AS OF 03/31/2024 W First Quarter 2024
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Past performance is no guarantee of future results. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all
distributions and do not reflect fees and expenses.
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Capital Markets Overview
U.S. Equity

S&P 500 GICS SECTOR RETURNS (CAD) AS OF 03/31/2024 m First Quarter 2024
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Past performance is no guarantee of future results. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all
distributions and do not reflect fees and expenses. oronri dont 5
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Capital Markets Overview
Global Equity

GLOBAL MSCI INDEX RETURNS (CAD) AS OF 03/31/2024 W First Quarter 2024
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Past performance is no guarantee of future results. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all

distributions and do not reflect fees and expenses. oronri dont 6
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Capital Markets Overview
Fixed Income
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Past performance is no guarantee of future results. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all
ON distributions and do not reflect fees and expenses.
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Executive Summary - Sinking Fund and Long-Term Fund

Performance (%)

Market value Fees Objective

Quarter 1 Year 5 Year ($000) (bps) Met
Sinking Fund Return 0.3 6.1 -
Sinking Fund Benchmark 0.3 5.9 - 2.176.342 13.9 N/A
Value Added 0.0 0.2 -
Long Term Fund Return 1.9 6.8 -
Long Term Fund Benchmark 1.5 6.8 - 4,083,886 15.6 N/A
Value Added 0.4 0.0 -

Action
Required

No

No
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Total Sinking Fund

Asset Allocation Compliance
As of 31 March 2024 ($000)

sovarcauty [ 2005

$600,455 27.7%
Ganadian Fixed Income —?ﬂ-ﬂ%
$1,522 237 70.2%
e
$0 0.0%
Cash Equivalent |D—U%
$44,650 2.1%
I
0.0% 8.0% 16.0% 24 0% 32.0% 40.0% 48.0% 56.0% 64.0% 72.0% 80.0% 88.0% 06.0%
m Target Allocation Actual Allocation
Market Market Target . Minimum Maximum I
Value Value Allocation D"'T%}E‘ ces Allocation Allocation ;‘::::;
($000) (%) (%) (%6) (%)
Global Equity 600,455 27.7 20.0 7.7 0.0 30.0 Yes
Canadian Fixed Income 1,022,237 70.2 70.0 0.2 50.0 100.0 Yes
Real Estate - 0.0 10.0 -10.0 0.0 10.0 Yes
Cash Equivalent 44,650 2.1 0.0 2.1 0.0 5.0 Yes
Total Fund 2,167,342 100.0 100.0 0.0

AON
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Asset Allocation Compliance
As of 31 March 2024 ($000)

Total Long Term Fund

$1.072.886 26.3%
Ganadian Fixed Income —mﬂ%
$2,986,268 73.1%
e | o~
$0 0.0%
Cash Equivalent |D~U%
$24732 | 0.6%
[
0.0% 10.0% 20.0% 30.0% 40.0% 50.0% 60.0% 70.0% B0.0% 90.0% 100.0°
m  Target Allocation Actual Allocation
Market Market Target i Minimum Maximum I
Value Value Allocation D'"T; \ces Allocation Allocation ;‘:::::
($000) (%) (%) (%) (%)
Global Equity 1,072,886 26.3 20.0 6.3 0.0 30.0 Yes
Canadian Fixed Income 2,986,268 73.1 70.0 3.1 50.0 100.0 Yes
Real Estate - 0.0 10.0 -10.0 0.0 10.0 Yes
Cash Equivalent 24,732 0.6 0.0 0.6 0.0 5.0 Yes
Total Fund 4,083,886 100.0 100.0 0.0

AON
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Strategy Performance

Value Added (%)

Objective Above Median Action
Strategy Rating Quarter S|* Met 5 Years Required
Addenda LDI Buy 0.1 0.1 n/a n/a No
Fiera LDI Buy 0.0 0.3 n/a n/a No
CC&L Core Fixed Income Buy 0.3 0.5 n/a n/a No
Leith Wheeler Core Fixed Income Buy 0.3 0.6 n/a n/a No
Pier 21 Global Equity Buy -2.4 -0.2 n/a n/a No
Oakmark Global Equity Buy -3.6 -3.3 n/a n/a No
Fiera Global Focused Equity Buy -0.2 0.9 n/a n/a No
LGIM Multi-Factor Global Equity Buy -1.5 -2.4 n/a n/a No

*Since Inception Dates:

» Addenda LDI: 7/1/2019

= Fiera LDI: 7/1/2019

» CC&L Core Fixed Income: 7/1/2019

» |_eith Wheeler Core Fixed Income: 7/1/2019

= Pier 21 Global Equity: 11/1/2019

» Oakmark Global Equity: 11/1/2019

» Fiera Global Focused Equity: 2/19/2020

* LGIM Multi-Factor Global Equity: 12/14/2020

Ao N Proprietary and Confidential
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Manager Updates

Manager Name

Addenda

CC&L

Leith Wheeler
Pier 21 (C. Worldwide)
LGIM

Fiera

Quarterly Update ESG Rating

* lan McKinnon was promoted to Chief Investment Officer
* Charles Leblanc was promoted to Chief Operating Officer

« David George, Director, Portfolio Manager, & Co-Head of Fixed Income, has announced that he
will be transitioning towards his retirement over the next two years.
« TJ Sutter has been promoted to Co-Head of the fixed income team.

* No significant updates impacting City of Toronto
* No significant updates impacting City of Toronto
* No significant updates impacting City of Toronto

 There were several personnel changes in Q1 2024, no significant updates impacting City of
Toronto

Advanced

Advanced

Proprietary and Confidential
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ESG Rating Scale

The rating assesses the integration of financially material ESG risk factors
into the investment decision-making process.

The ESG factor is assighed a rating and can be interpreted as follows.

Rating Description

Advanced (A) The fund management team demonstrates an advanced
awareness of potential ESG risks in the investment
strategy. The fund management team can demonstrate
advanced processes to identify, evaluate and potentially
mitigate these risks across the entire portfolio.

Integrated (l) The fund management team has taken appropriate steps
to identify, evaluate and mitigate potential financially
material ESG risks within the portfolio.

Limited (L) The fund management team has taken limited steps to
address ESG considerations in the portfolio.

Not applicable (N/A) ESG risks and considerations are not applicable to this
strategy, for example, on the grounds of materiality or
asset class relevance.

AON




Thought Leadership Highlight

AON
Investing in Infrastructure
- - . Investing in Infréstructure:
Click the image to read the article . 13 Questions With Iftikhar Ahmed

AON
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https://insights-north-america.aon.com/investment/3qs-in-investing-in-infrastructure-article

AON

Thought Leadership

Investing in Infrastructure

The Opportunity

Infrastructure assets are long-life, hard assets
serving as the backbone of global economies
and societies.

The assets provide essential services,
are resilient to economic cycles, have high
barriers to entry and high cash flows.

Cash flows are underpinned by a long term and
often inflation-linked contractual or regulatory
framework.

Infrastructure can be implemented through
private infrastructure or public vehicles.

Private vehicles are Aon’s recommended
approach as they are a pure play and have a
large and diverse opportunity set.

Private infrastructure outperformed public
infrastructure on a total return basis (see chart
at right).
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Thought Leadership

Investing in Infrastructure

The Growth The Players
* Infrastructure assets under management (AUM) more than  Number of open-end funds is limited, with 35 institutional

quadrupled over 10 years from just over $220 billion (USD) in quality funds with established track records.

2011 to over $1.1 trillion (USD) at the end of 2022. . As of Q3 2023, there were an estimated 342 funds in the
« On average, over 100 individual funds are raised annually by market seeking more than $S420 billion in aggregate

over 70 managers across core, core+, value-add, and commitments. The majority are non-core strategies including

opportunistic infrastructure strategies. core+, value-add, and opportunistic risk funds.

140 Capital Raised —Number of Funds 180
160
2 120 ﬁ_ \ 140 .
2 P =
0 o \ =
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3 80 \ 100 o Raising
S 0 80 g S420 bn+
= 60 @
T 40
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=T L L] e =) o L] — o
é é é é é é % % ﬁ Opportunistic m Closed-End
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Thought Leadership

Investing in Infrastructure

The Program

« Goal: build a well-diversified program across risk,
sectors, geographies, and vintage years.

o Include infrastructure as part of a “Real Assets”
allocation, given its similarity to real estate and other
private assets.

o Set target policy allocations to open-end and closed-
end real assets to ensure portfolio liquidity.

o Broad guideline ranges between infrastructure, real
estate, and other real assets to provide enhanced
flexibility.

 Aon recommends using open-end vehicles for building
core infrastructure exposure for greater portfolio and
valuation visibility, lower fee burden and higher liquidity.

« Aon recommends closed-end vehicles for non-core
Infrastructure exposures as the limited life structure
suits such strategies.

o Closed-end funds invest over a 4-5-year period and
exit in 8-12 years.

SR
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Appendix
SciBeta Multifactor Benchmark
Performance Attribution
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Performance attribution - Scibeta Multi-factor benchmark
1 Quarter - As of March 31, 2024
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Performance attribution - Scibeta Multi-factor benchmark
1 Year - As of March 31, 2024
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Performance attribution - Scibeta Multi-factor benchmark
2 Year - As of March 31, 2024

14.00%

12.24%

12.00%
_0.27 % I

-0.44% I ] 10.51%

-0.55% —

10.00% -0.28% _0.20%

8.00%
6.00%
4.00%

2.00%

0.00%
MSCI World Value index Momentum index Low Vol index High Profitability index Low Investment index Multi Factor index

B MSCI World
Positive contribution
B Negative contribution

| Multi Factor index

Ao N Proprietary and Confidentia

21



AON

Performance attribution - Scibeta Multi-factor benchmark
3 Year - As of March 31, 2024
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Performance attribution - Scibeta Multi-factor benchmark
Since Inception* - As of March 31, 2024

14.00%
12.00% 11.61%
]
-0.37%
10.00% -0.88% I oo
] 0
-0.54% — .21%
- 0
0.35% _0.26%
8.00%
6.00%
4.00%
2.00%
0.00%
MSCI World Value index Momentum index Low Vol index High Profitability index Low Investment index Multi Factor index
B MSCI World
Positive contribution
B Negative contribution
The since inception date is Jan.06, 2021 B Multi Factor index

Ao N Proprietary and Confidentia

23



Appendix
Asset Allocation Views

G

Ao N y Proprietary and «

) ’.‘




AON

Key Market Issues

What do higher rates
for longer mean for
risk assets?

Money markets have
gone from pricing
seven Fed rate cuts to
1.5, but risk assets have
focused on the better
growth outlook - Can
this continue?

Concerns grow on
fiscal debt levels.

U.S. fiscal policy, in
particular, remains
stimulative. Could bond
markets take fright?

Are equities
expensive versus
government bonds?

Our longer-term capital
market assumptions
suggest that the
rewards for holding
equities versus
government bonds will
be compressed. Will
Investors continue to
ignore this?

For more information on Aon’s Views
Market outlook (aon.com)

A%



https://insights-north-america.aon.com/market-outlook

Core Views

U.S. 2024 growth slower than 2023 but still above
trend

Advance estimates of Q1 U.S. growth at 1.6% are slower than we
expected and slower than H2 2023. However, other indicators
Including the labour market suggest economic growth is still
running above trend making a substantial rate cutting cycle
difficult. The Fed’s preferred measure of inflation core PCE also
remains too high.

Credit spreads are too tight

Although yield levels are reasonable, we think that spreads are too
tight to generate an attractive excess return from credit. We think
room for substantial spread compression from these levels is
limited but any adverse shock will see spreads widen.

AON

Inflation and GDP growth slowdowns hint at some
value in government bonds

Our view is that government bond yields will fall over the next year
or two as inflation and policy rates fall. However, another
rollercoaster ride, after the big moves over the last year, looks
entirely possible. We suspect that policy interest rates will fall
moderately with high government bond supply in the U.S. and other
countries another headwind.

Equity challenges remain

The effects of monetary and liquidity tightening and less valuation
support from a falling equity risk premium will challenge equities.

Proprietary and Confidential 2 6



Actions

View Shifts

Within return-seeking fixed income, we are upgrading our bank
N loan's view to become neutral with high yield bonds and upgrading
‘ local emerging market debt. However, we remain cautious on return-
seeking fixed income overall.

economic conditions grow while persistently higher interest rates

/‘\ We are upgrading our EAFE view as the tailwinds from improving
may pose a challenge to the technology-heavy U.S. market.

our low volatility equity style view in light of higher-for-longer interest

/|\ We are also upgrading our value equity style view and downgrading
Vv rates, resilient economic activity and sticky inflation.

We are upgrading our Canadian dollar view to neutral relative to the
U.S. dollar, given recent weakness and improving tailwinds. We still
prefer the euro, yen and emerging market currencies to the Canadian
dollar, however.

AON
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Cross Asset Views

1l
+

Core
fixed
income

AON * Liquid alternative asset classes as shown on the next page.

++

+++

« Whilst we had expected fewer U.S. policy rate cuts this year than the

market at the start of the year, there is a risk that there will be no rate
cuts at all this year in the U.S. which will keep treasury yields higher for
longer and put a base on how low Canadian yields can fall too.
Furthermore, U.S. growth is continuing to be quite resilient, and we are
seeing some signs of improving growth in the rest of the G7.

 We maintain our preference for Federal bonds over corporate bonds,

however, given stretched credit spreads.

Equity still looks to have a poorer return outlook than the liquid
alternatives opportunity set, once equity market risks are taken into
account. An overweight to certain liquid alternatives, such as insurance
linked securities, combined with small underweights to traditional risk
assets will achieve close to long-term target returns but at lower risk, in
our view.

Proprietary and Confidential 28



Relative Asset Class Views?*

Regional views Core Fixed Income Alternatives

- — - — + ++ +++ —— - -

++  +++

I
+

++ +++ --- -- -

USA
Federal

Canada

e
e

Return

seeking
hedge funds
Factor views Credit Currency views vs CAD
- — -+ ++ +++ - - - — -+ ++ +++ . o _ — + + 4 + 4+

Quaity ‘

Growth

US High
Yield

>oz *>mmmﬁo_mmm<_m<<mm8qm_m:<m805mqm<<::_::‘_mmmmmﬁo_mmmmsa:oﬁqm_m:<mﬁooﬁ:mqmmmmﬁqum.._.:mﬂmm:oc_aUm30qmma-mQOmm:oBmnc:_mmﬁooﬁma_rﬂﬂoq
example.
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Relative Equity Views*

Regional views

--- - - = + ++ +++

USA

Canada

With persistently higher interest rates, we think that there are better risk-
adjusted returns available outside of equities. However, we think that equity
markets could continue to forge ahead in the near-term, which is why we
recommend only small underweights relative to strategic targets. In terms of
the regions, we have upgraded our view on EAFE equities relative to the
U.S., as global growth looks set to bounce from here, giving a boost to
industrial and manufacturing heavy sectors in the region.

Factor views

e - - = + ++ +++
Quality

Growth

We have upgraded our view on value equities and downgraded our view on
low volatility equities in light of our more moderated outlook on global
economic growth. With activity improving and yields set to remain high, we
think that the improvement in returns for the financial, energy and
industrials sectors will continue. However, we continue to acknowledge that
the Al theme will likely remain an important driver of growth equities,
making value outperformance patchy.

*Asset class views are relative to others within the asset class and not relative to other asset types. There should be no read-across from equities to credit, for

example.

Proprietary and Confidential
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AON

Equities
Markets are in the midst of a cyclical upswing, but risks from higher interest rates remain
- we see better opportunities elsewhere

Equity markets continued to make good progress over Q1, The collapse in the equity risk premium - It hasn’t only been about technology in

despite rising yields and expectations that inflation is likely to markets to face headwinds this year’s rally*
remain sticky in the U.S. and other developed countries. One

main reason for this is the strength of the U.S. economy, with a 8Pe0rcent S&ll:d:(OO Index, Total Return, USD

number of widely-tracked datapoints surprising the consensus ' 1200

by rebounding. We think that U.S. growth could remain 75

relatively strong throughout this year, albeit with some degree 117.5

of slowdown. 7.0 115.0

Meanwhile, we have seen gradual recoveries in activity in 6.5 112.5

Europe and key developing economies, such as China, too. .

These recoveries have helped to trigger a pro-cyclical rally in 6.0

markets, with good returns so far this year from the industrials, 107.5

energy and financials sectors, amongst others. Our view is that 9.5 105.0 |

this rally could endure in the coming months, but we worry that

high interest rates will be a headwind and may limit overall 5.0 102

returns going forward. This headwind is exemplified by the 45 100.0

collapse in the equity risk premium, implying that there are 975

better opportunities in other asset classes. 4.0 .

As for the Al theme, we do not think it will lose relevance in the - January Varch

near-term as the major beneficiary companies are highly ' 5024

profitable and their valuations do not look excessive. However, 2010 2015 2020

the top 10 U.S. stocks are now very dominant in global indices : : : : ~Industrials — Health Gare —Consumer Discretionary
_ _ ’ US Implied Equity Risk Premium —Information Technology —Financials —Energy

and it makes sense to rebalance if portfolios have become

similarly dominated by these big companies. Source: Factset Source: FactSet

*Past Performance is no guarantee of future results. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all
distributions and do not reflect our fees and expenses. Please refer to Appendix for Index Definitions and other General Disclosures.
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Equities

Moving to a preference for European and value equities

U.S. equities continued to outperform over Q1 although it was
not to the same extent as in previous quarters. Stronger than
expected company earnings and accelerating global growth
(led by the U.S.) have been key drivers to the catch up of

performance from sectors outside of U.S. megacap technology.

This catch-up process was evident in the move towards more
expensive valuations in Europe, Japan and the Emerging
Markets. However, these regions still look better value than the
U.S., where valuations are significantly in excess of their 20-
year historical range. Even within the U.S. index, valuations are
more reasonable if we exclude the top 10 stocks. Overall, we
the U.S. market may still perform well in the near-term, but it
may make sense to adjust portfolio weights to take profits and
to rebalance moderately towards the EAFE region. This is
especially the case as we expect the cyclical upswing in
markets to continue in coming months.

Similarly, we have moved to prefer value style equities versus
growth in acknowledgment of this cyclical upswing. The Al
theme is not going away and could mean that growth equities
continue to perform well, but the increasing participation from
key value sectors, such as financials and energy, is likely to
continue in our view. At the same time, we have downgraded
our view for low volatility equities as sectors outside of utilities
and staples are expected to perform better as economic
activity is resilient.

*Past Performance is no guarantee of future results. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all

Rising U.S. valuations have been joined
by similar trends in Europe and Japan as
they start to recover

Forward 12m PE ratio

22.0
20.0 .
18.0

16.0 °

14.0 I
12.0 I I

10.0

8.0
World us UK Europe Japan Pacificex EM
ex UK Japan

Range between 50th - 85th %ile M Range between 15th - 50th %ile

® Expected PE forward 12m e Last quarter PE forward 12m

Source: Factset and Aon

distributions and do not reflect our fees and expenses. Please refer to Appendix for Index Definitions and other General Disclosures.

Value underperformance has been
substantial. We suspect that tailwinds
may be forming now*

Percent Index
5.0 - -0.90
4.5 -

4.0 -
-0.85
3.5 - Value
outperforms
3.0 -
-0.80
2.5 -
2.0 -
-0.75
1.5 -
1.0 -
0.5 - -0.70
2018 2019 2020 2021 2022 2023 2024

= US 10-year Treasury yield, lhs
MSCI AC World Value/Growth total return, rhs

Source: Macrobond
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Core fixed income

We continue to prefer Federal to Corporate bonds

Canadian Federal bond yields continued their rebound that
started at the beginning of the year throughout Q1. This was a
trend seen in most developed economies, led primarily by the
U.S. The main reason for this has been the ongoing resilience
of the U.S. economy and inflation figures that have
disappointed by remaining stubbornly above Federal Reserve
targets. More recently, expectations of U.S. rate cuts have
been scaled back drastically, with pricing implying only one or
two cuts in 2024.

In the case of Canada, while progress towards inflation targets
has also slowed, the measures have continued to move in the
right direction while the economic backdrop is not as strong as
in the U.S. The implication for us is that the Bank of Canada is
still likely to cut the overnight rate this year but may be
restricted by higher market bond rates and the behaviour of the
Fed. Our view is that the chances of the BoC moving before the
Fed has increased now.

Having made changes to our view last quarter, we maintain our
neutral duration view, whilst still preferring Federal bonds to
Corporate bonds where we remain concerned about the
tightness of spreads.

Canadian yields reverse sharply over Q4,
especially in shorter durations

Percent
5.0

4.5
4.0
3.5
3.0 :

2.5
2.0 /‘A/J\ \I
1.5 \/ﬂr;- ,[rr *\

1.0
0.5

0.0
2018 2019 2020 2021 2022 2023 2024

10 year yield =2 year yield

Source: Macrobond

Investment Grade corporate spreads
remain tight

Basis Points
275

250
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200
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2018 2019 2020 2021 2022 2023 2024

IBoxx Corporates Canada Index IG Spread

Source: Macrobond
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Return-Seeking Credit
Upgrades to loans and local EM debt

The effects of higher financing costs can be seen in defaults in lower HY bond and US EMD credit spreads EM local bond real yields are at the
quality names but the higher rate environment is supporting the bank are close to historic lows (bps) highest since late 2009

loan market. Bank loan coupons are now above 9% indicating good Local bond yields deflated by 12m CPI (%) — JPM GBI -
future returns even taking into account expected defaults. We have EM Index

therefore decided to upgrade our view on loans to be in line with HY 2000

bonds. We expect fewer high yield bond defaults as the market’s 4 -  GBIEM Real yields

average credit quality has improved in recent years and corporate 1750 ; GBI-EM ex TRY Real yields

fundamentals are generally quite healthy. However, HY bonds have a | | | | J
lower yield than loans. Technicals are supportive for both sectors - 1500 24 | (AR i
specifically, low issuance of high yield bonds and robust CLO demand 1 | | | I"
for loans. We have therefore decided to bring our return outlook on 1250 u |
return-seeking bonds in line with the downgraded investment grade ’ | - L
bonds even though we think that spreads will widen from current 1000 1 nl |
stretched levels. Y WN
Our outlook for EM debt does not change this stance. EM assets are o0 5

more exposed to geopolitical risks (not all negatively as commodity 2000 2010 2011 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2024
exporters may gain). However, fundamentals are fairly healthy. Local 200

EM debt has underperformed USD EMD by 5% since we downgraded

it six months ago. We are now upgrading it back as their real yields 250

are attractive after inflation has fallen. EM currencies have been weak

as a result of local rate cuts and U.S. dollar strength from a U.S. 0 2000 2005 2010 2015 2020

investor viewpoint. However, we still think that they should

outperform US EMD where spreads are very tight. US HY bonds ~USD EMD

Our preferred sector continues to be asset-backed securities, Source: Macrobond, ICE BofA, JP Morgan Source: J.P. Morgan, Bloomberg

especially those with higher quality.
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llliquid Alternatives
Medium-Term Opportunities

Private assets do not lend themselves to medium-term tilts as typically allocations will be locked in for many years, and exit-points are not discretionary. Private asset programs
are best determined by your consultant, using Aon capital market assumptions, together with stochastic and deterministic risk analysis, to create a portfolio that we would
anticipate should achieve investment objectives. That said, market conditions do vary, and investors may want to prioritise areas where we think opportunities may not be as long-
lived and postpone deployment to asset classes where better entry points may be available in later years. The list below includes asset classes where we think vintages over the
next couple of years could be particularly attractive (in alphabetical order).!

Strategy Market Tailwinds
Asset-Based Finance Banks exiting the space and a difficult environment to execute public securitizations
Bank Capital Relief Increasing regulation is driving banks to pay up for capital efficiency solutions

Returns have increased in line with higher rates as well as increased spreads and now offers equity-like returns with fixed

BllcsSElsllute Income volatility

Contracted revenue and escalation clauses continue to support valuations and solid performance during times of economic

Infrastructure Equity volatility

Litigation Finance Fundamentally uncorrelated return drivers and very few other sources of capital for law firms

Significant selling from cash poor originators and natural holders exiting the space combined with a buyer pool that is highly

Mortgage Servicing Rights constrained by regulatory requirements

Real Estate Valuations bottoming out. Further, select sectors like housing, data centers, and logistics have limited supply, and the demand
IS rising
Select opportunities higher in the capital structure in senior commercial and single asset single borrower as well as multifamily

Real Estate Debt . )
residential loans

Secondaries (Venture Capital and Private Equity) Continued investor portfolio repositioning keeping discounts higher

AON 'In alphabetical order as relative level of attractiveness may depend on individual client circumstance.
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Currencies

Moving back to neutral against the U.S. dollar

We were right in our view that over-anticipation of U.S. rate
cuts this year could cause the Canadian dollar to fall into the
lower half of its 19-month 0.72 to 0.76 trading range against
the U.S. dollar.

Currently the market is expecting two policy rate cuts in
Canada compared with the closer to one U.S. cut expectation
this year. Rate expectations have become more realistic,
although it is uncertain whether the Bank of Canada will cut
rates in June or later. Weaker inflation and growth in Canada
compared to the U.S. is already priced into the exchange rate
and speculative positioning is extremely bearish, based on the
Commitment of Traders’ Net Non-Commercial futures. This
suggests limits to further Canadian dollar downside.

The better global growth outlook could become more
supportive of the Canadian dollar given that it tends to be a
pro-cyclical currency and benefits from commodity price gains
which are helped by global growth. Although the euro and EM
currencies are also cyclical currencies, they benefit from
under-valuation and we are maintaining our preference for
these currencies. The yen has continued to fall in spite of the first
policy rate hike since 2007 but Japanese official intervention and
undervaluation are strong short and long-term reasons respectively
to remain positive on the yen.

The Canadian dollar has moved down as
yields have risen less in Canada than in

the U.S.

-0.2
0.3 T Stronger C$
-0.4

-0.5

-0.6

-0.7
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-1.0
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0.750
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0.740
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0.730

0.725

0.720
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2022 2023 2024

—Canada-US 10 Year Yield (3 day moving average), lhs

USD per CAD, rhs

Source: Macrobond

Global economic recovery could support

non-U.S. currencies

87.5
90.0
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95.0
97.5
100.0
102.5
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115.0

2021 2022
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Index
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—JPMorgan Global Composite PMI Output Index SA, rhs

U.S. Dollar Index, lhs

Source: Macrobond
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Economic Highlights

Q4 2023’s market expectations of rapid and extensive rate cuts by the major central banks have been gradually chipped away over Q1 of this year to the extent that some
forecasters are now expecting no U.S. monetary policy easing at all. For example, the market was expecting as much as 7 rate cuts by the U.S. Federal Reserve at the start of the
year, but this has now changed to an expectation of only 1 or 2 cuts. The reason for this adjustment has been a U.S. economy that has remained relatively strong, with the labour
market statistics in particular surprising many with their robustness, and inflation figures that have started to creep higher again. Elsewhere, economic activity has been weaker,
but we are seeing signs of a moderate rebound here too. The European Central Bank and the Bank of England remain set to cut rates, but the influence of U.S. monetary policy

may limit how much easing we will see.

As interest rates are likely to remain higher for a prolonged period, we still see headwinds to global economic activity, but we acknowledge that the near-term trends are more
positive. Significant government debt issuance, fraught geopolitics and the U.S. presidential elections are important risks over the medium term.

The U.S. labour market has been rebounding and
strengthening this year

US Nonfarm Payrolls

No. of Persons, thousand

500
400 Average since 2010: 164k 303000

256000 270000

300 -
200 -

100 -
Jan Apr Jul Oct Jan Apr
2023 2024

—Average (2010 to present)=1-Month Net Change

Source: Macrobond

Markets are no longer expecting many Fed rate cuts at
all this year

Fed funds futures
%
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Source: Macrobond

Progress on bringing inflation down is stalling and
inflationary pressures have not dissipated yet

Consumer Price Index

%
12
10
8
6
4 S\
-
2
0
2021 2022 2023 2024

United States —EU —United Kingdom —Canada

Source: Macrobond
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Thought Leadership Papers

Click the icon to read the associated paper

&’
How Public Pension Should Assess Liquidity

Many public pension funds find value in illiquid assets such as private equity,
private credit, and real assets. Read on for research-backed guidance on how
different plan characteristics can impact public pension funds’ ability to invest
In illiquid assets.

e
'I§7
N

04

&
Everything Everywhere All at Once: 5 Insights on
Climate Change within Investments

There are many vocal market participants taking strong and unwavering
stances on how investors should approach climate change risks and
opportunities, yet they express widely differing views. This paper aims to cut
through the noise and get to the heart of five key insights investors should
understand.

Market Outlook

access code

aon!

Investing in Infrastructure

Aon's Iftikhar Ahmed shares insights on what it means to invest in
infrastructure equity, how the asset class landscape has grown over time and
how investors should think about implementing their infrastructure programs.

%

The landscape for impact investing is complex and evolving. Investors need to
balance their impact with other investment characteristics. These tradeoffs
also require a different approach depending on the asset class and investment
structure.

Impact Investing is Hard: Here’s How to Do It Well

In this paper, Aon’s team shares insights on key considerations, recommended
questions and a practical framework.
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https://insights-north-america.aon.com/investment/3qs-in-investing-in-infrastructure-article
https://insights-north-america.aon.com/investment/impact-investing-is-hard-whitepaper
https://insights-north-america.aon.com/investment/how-public-pensions-should-assess-illiquidity-whitepaper
https://insights-north-america.aon.com/public/climate-and-responsible-investing-whitepaper
https://insights-north-america.aon.com/ca-en/investment
https://site-494121.bcvp0rtal.com/detail/video/6319370551112/market-outlook?q=Market%20outlook

About Aon

exists to shape decisions for the better — to
protect and enrich the lives of people around the
world. Through actionable analytic insight, globally
integrated Risk Capital and Human Capital expertise,
and locally relevant solutions, our colleagues in over
120 countries and sovereignties provide our clients
with the clarity and confidence to make better risk
and people decisions that help protect and grow their
businesses.

Follow Aon on D¢ and :
Stay up-to-date by visiting Aon's and sign
up for news alerts

© Aon plc 2024. All rights reserved.

Disclaimer

This document contains confidential information and
trade secrets protected by copyrights owned by

Aon Solutions Canada, Inc. The document is intended to
remain strictly confidential and to be used only for your
Internal needs and only for the purpose for which it was
initially created by Aon Solutions Canada, Inc. No part
of this document may be disclosed to any third party or
reproduced by any means without the prior written
consent of Aon Solutions Canada, Inc.
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https://www.aon.com/home/news
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