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Today’s Topics of Discussion

- Canadian Real Estate Outlook
- Corporate Profitability Outlook
- A “Soft Landing” 1s Not Likely
- Impact on Canadians

- Alberta Economic Outlook

- Key Takeaways
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Canadian Real Estate Outlook

Stagnant for last 15 years...

M Mid Price
High on
Average
Low on 12/31/03 3

Canada Per Capita GDP is the same now as it was in

2006.

2003 2004 2005 2006 2007 2008 2012 2013 2014 2015 2016 2017 2018
WBGDPCA Index (World Bank GDP per Capita at Constant 2010 USD Canada) Yearly 2002-17 CopyrightE Bloomberg Finance L.P. y 2 10:19:325
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Canadian Real Estate Outlook | Housing Prices
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Why 1s there a disconnect
between

Canadian Per Capita GDP
and

Real Estate Prices?




Canadian Real Estate Outlook
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* Total Govt. Debt 1,190.1Bn CAD, Total Bonds 994.36n CAD,
** Bank of Canada; Holdings of Canadian Govt. Bonds now Total 430.1Bn CAD,
*** As of Oct 21,

Change in
Govt. Bond

Issuance

Nov 21
351.4Bn CAD

Change in
BOC Govt.
Since Q2 2019, The Bond Holdings
BOC has purchsed
~87.5% of Federal

Govt. Bond Issuance!***

BOC Holds 43.3% of
Bonds Outstanding

2019 ' 2020 ' 2021
Canada (Change from Q2 2019); Federal Govt. Bonds* Outstanding (401.58n CAD)
—— BOC Assets™; Govt. Bonds Holdings (351.4Bn USD)

Source: Refinitiv Datastream, Acorn
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Since Q2 2019, nearly 90% of
the Federal Govt. Bond 1ssuance
has been purchased by the Bank
of Canada artificially depressing
Interest rates.

The money spent by Federal
Govt landed 1n real estate
“Mostly”.




Canadian Real Estate Outlook

€ WSJNEWS EXCLUSIVE | CHINA

China Insists Party Elites
Shed Overseas Assets,
Eyeing Western
Sanctions on Russia

An internal Communist Party directive bars
senior officials from owning property abroad
or stakes in overseas entities, whether
directly or through spouses and children

Brave New World

With a helping hand from
offshore money, which is
now drying up...

Also, Emergency Act
declaration was a death
knell for capital inflows into
Canadian real estate.




Canadian Real Estate Outlook

M Last Price

Bank of Canada
buying bonds kept
bonds yield low and
allowed HH to add
leverage.

Bank of Canada stops buying Gove#lnment 1500
/ |

~—/ | Bonds |

0.500
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Canadian Real Estate Outlook

Ron Butler

US Fed Suggests Pause After a 4.25% to 4.50% Funds Rate: What's That
Mean for Canada?

Well thats a 4.25% BoC Rate =
6.45% Bank Prime

6.95% HELOC (2.95% in March)

5.65% Variable Mortgage (1.45% in March)

All 1 to 5 Year Fixed Rates with a 5 in front of the number
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Canadian Real Estate Outlook | “Why is it Different”
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Housing affordability index

Housing-related expenses as share of disposable income
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The major difference between 1990 and
2022 is that Household Debt to GDP
ratio 1n 1990 was a mere 50%, however
today it stands at 110% of GDP.




Canadian Real Estate Outlook

Canadian HELOC Debt

The outstanding balance of Canadian home equity line of credit (HELOC) held by
institutions.
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Source: OSFI; Better Dwelling.

Canadian HELOC Debt is growing at the fastest rate since 2013.
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Canadian Real Estate Outlook |

“The Bubble is popping”

Canada: Record price drop in August
Monthly change in Teranet-National Bank HPI, seasonally adjusted
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Canada: Rapid declines after soaring increases
Price change from February 2020 to peak and from peak to August 2022

Abbotsford Misson <149

759
Brantiord -138 773
Oshawa 133 86.6
Barrie 131 858
Worst Kichener  -125 778
performances 3 3
(31 markets) Windsor  +12 | 876
Guelph -120 842
Peterborough 114 819
Hamiton -105 719
Londen 88 788
Halifax 87 852
Toronto 43 473
4 Largest Vancouver 4.1 -_' 318
markels 3
Montréal 17 = 470
Caigary 00 e—
Composite 11 4.1 = 400
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uPeak to Aug. 2022 sFebd. 2020 to peak

NBF Economics and Strategy (data via Teranet-National Bank)

Canada housing bubble is popping....with record, rapid price declines in August
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Globalization used to be a tailwind for corporate profitability

Sanctioning Trade
Export and import bans are hitting a rising share of global trade
B Export ban M Import ban

(Share of global GDP) 1.6%

1980 1990 2000 2010 2019

Sources: Global Sanctions Data Base, IMF, Bloomberg Economics
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Localization/regionalization is
here.

Bring your supply chains home.
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Moving from “Just
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Now it 1s “Just too much”
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Layoffs picking up in startups

Startup layoffs since COVID-19

Source: https:/layoffs.fyi
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Disability is Rising in the US
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US population 16 years and
over with a disability rises by
3 million people since
January 2021.

The surprising (and tragic)
chart shown above seems to
be having a positive impact
on the demand for robots,
with US robot orders surging
40%, 1n part due to labor
shortages and labor
inflation.




Unionization i1s back

One more headwind for corporate profitability

Do you approve or disapprove of labor unions?
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Unionization i1s back

It’s the reversal of a major trend

Cumulative Union Election Filings at Starbucks
Since August 2021
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FRED -2 — marketieki on U, Treasury Securities at 10-Year Constant Maturity, Quoted on an investment Basis
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The Era of Cheap Energy is Over

China’s economic miracle was a coal miracle But shale revolution (aka energy capex orgy) is now over

China, Energy, Production, Coal Products, Total United States, Oil & Gas, Rig Counts, Number of Rigs, Total

Uinited States, Qil & Gas, Rig Counts, Number of Rigs, Total
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A CANADIAN “Soft Landing” 1s Not Likely




THE STATE OF THE WORLD'S DEBT
_~GOVERNMENT DEBT BY COUNTRY

Debt-to-GDP ratio is a simple metric that compares
a country’s public debt to its economic output. The
higher a country's debt-to-GDP ratio is, the higher

the risk for that country defaulting on its debt,
therefore creating a financial

panic in the markets.

THE DEBT-TO-GDP RATIO 2021 (%) @

Brave New World

“Since 1800, 51 out of 52 countries
with gross government debt
greater than 130% have defaulted,
either  through  restructuring,
devaluation, high inflation or
outright default” (#irstmann capiral)




The vield curve in G-7.. Most inverted since 1990
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Bond market is saying that BOC is driving economy to the ground.
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CAD

from crude
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Never happened before.
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Canadian Real Estate Outlook | “Losing Steam’

Chart 2: Housing and consumption expected to
be hit hard in the downturn

Canada: GDP growth
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Net Exports will keep Canada alive 1n 2023.
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“Canazuela” comes to my mind

Table 1: Change in Employment (in 000s) and % - Feb 2020 to June 2022

Total employed 453.50 2.4%
Public sector employees 417.80 10.7%
Total private sector (inc self-emp) 35.70 0.2%
Private sector employees 284.30 2.3%
Self-employed -248.60 -8.6%

Public sector employees 19% of workforce pre covid.

Public sector employee 24% of workforce post covid

Brave New World

Public %
Private %

92.1%
7.9%




Impact on Canadians

Brave New World




The OECD predicts Canadians will experience the /owest
growth in real wages out of 40 advanced economies.

OECD PREDICTS CANADA WILL BE THE WORST
PERFORMING ADVANCED ECONOMY OVER 2030-2060
Growth per Projected real GDP per capita growth, CAGR, OECD countries, 2030-2060
annum (%)
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Plans on Moving to Another Country

More than half (57%) of new Canadian immigrants have no plans of moving to another country. Those who are older (55+) and less

Survey of new immigrants

educated are least likely to want to move, while younger (under 44 years old) new Canadians are more likely to say they want to move.

How likely are you to move to another country in 1834
the next two years on a scale from 1 to 5?

New Canadians Panel

35-44 | 4554 | 55+
yrs. yrs. yrs. yrs.

288 858 464

i - 10% 11% 8% 6%  10% 8% 9% 10% 9% 5% 5%
Very Likely 9%
22%
likely to
) move 20% 12% 12% 8% | 13% 12% : 10% 14% 14% 8% 8%
Likely 13%

N&GtE] 21% 23% 22% 20% 16% @ 20% 21% @ 21% 22% 20% 23% = 20%
Unlikely _19% 17% 19% 21% 19% @ 18% 20% @ 21% 17% 20% 18% = 17%
57%
unlikely to
move
Very Unlikely _38% 30% 35% 39% 51% | 38% 38% @ 39% 37% 38% 48% & 50%

Significantly higher/lower vs. at least one other segment of the same group @95cf is highlighted in GREEN / RED
AS. How likely are you to move to another country in the next two years on a scale from 1 to 5, where “1” means that you are very likely and “5” means that you are very unlikely to move?

Base: New Canadians Panel (n=2013)
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30% of 18—-34-year-old
new Canadians and
23% of university-
educated new
Canadians say they are
likely to move to
another country in the
next two years. Citing
high cost of living and
current leadership.




Alberta Economic Outlook
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Why I am bullish on Alberta, Enough signs of diversification

L a3 = - Mortgage payment as share of PRE-TAX
— household income
~  Ritesh Jain 55% W— . .
Q Trend watcher,global Macro , Strategic Advisor and Assumptlons. A\Jg house price seasonally adeStEd,
PVoIcg ZX-CIOEd't Vo s50% dual income from Labour Force Survey, 80% LTV,
mo - iteq -
25-yr amortization, fully discounted mortgage rate. ON
Calgary real estate- Now is your time 45%
| have been bullish on Calgary real estate for last year
or so but now pieces are falling into place. 40%
Hear me out 35%
Something changed in US high end tech scene few 30%
years back where US tech companies stopped
outsourcing their high end work to emerging
countries but Canada is just the backyard of US with 25%
same IP related laws. US tech immigration tightened
but Canada opened its arm to anybody with a tech 20%
experience.. first on work permit with a high chance
of converting into PR in 2-3 years. Toronto being the 15%
financial hub also became a startup hub and also got
some tech giants outsourcing some work to the
techies who were easily getting work permits. The 10%
house price went through the roof .. much more than A O A ) é A N, % 7] A O N,
wages . as average house in Toronto now costs 1 ejq .\C’bq ,-L_QQ .‘90 ,"QQ @Q ,‘9@ ’19'» "9’& ,\9‘\' "9’5- a&'\' 19"'
millions CAD. g 4 g oy Yy g o g &y Yy g 4 g
o O O O O O O O O O O O O

Vancouver on the other hand is always the place of
Chinese money looking for exodus from China
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Resource companies are almost

to their

shareholders than investing in their own businesses.

Commodity Producers: CAPEX vs. Dividends + Buybacks
USD Millions

$400,000 TTM Aggregate CAPEX

= TTM Aggregate Dividend Paid

$350,000 Plus Net Share Repurchase

$300,000
$250,000
$200,000
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$50,000

$0 Dividends &

Buybacks
-$50,000

o0
o
(o}

Commodity Producers With Market Cap Above $1B in the Canadian & US Stock Exchanges
Source: Bloomberg ©2022 Crescat Capital LLC
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This 1s not a sign of a commodities
cycle at its peak.
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Economic war has broken out and wars are inflationary

“War is inflationary,” Pozsar wrote. “Think of the economic war as a
fight between the consumer-driven West, where the level of demand
has been maximized, and the production-driven East, where the
level of supply has been maximized to serve the needs of the West.”
That pattern held “until East-West relations soured, and supply
snapped back,” he said.

Fed may have to hike to 5% or 6% as inflation now structural.
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Investment environment has changed,

Brave New World

This move typically occurs when oil prices rise too much and push economies into recession

/ Prices\

Inflationary bust Inflationary boom
Buy: Asset-heavy value stocks,
Buy: Cash in strong currencies commodities, energy
Growth
Deflationary bust Deflationary boom
Buy: Government bonds Buy: Asset-light growth stocks

D A

This move typically occurs when central banks tighten too much an interest rates rise too much




Asset allocation during STAGFLATION (Bridge water)

Global Asset Performance by Environment

Sharpe Ratio Excess Return (Ann)
Stagflation OtherPeriods All Periods Stagflation Other Periods All Periods
Frequency of Environment 18% 82% 100% 18% 82% 100%

Assets

Inflation-Linked Bonds [INNO20 050 057 4.5% 2.2% 2.6%

Gold 023 | 176% @ 18% 4.5%
Broad Commodities 028 [108% | @ 2.4% 4.1%
Nominal Bonds 0.44 -1.2% 3.5% 2.5%
Corporate Spreads -0.66 0.33 0.18 -3.1% 1.8% 1.0%
Real Estate -0.68 038 | -13.8% = 118% 7.3%
Global 60,40 Portfolio -0.70 0.49 -6.6% 6.5% 4.1%
Equities -0.72 0.39 -10.2% 8.6% 5.1%
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Stanley Druckenmiller, the legendary investor

The odds of a recession are high

“With the caveat that I've been doing this for 45 years and between the pandemic and
the war and the crazy policy response in the United States and worldwide, this is the
hardest environment I've ever encountered to try and have any confidence in a
forecast 6 to 12 months ahead -- The odds of a global recession and a change in the
macroeconomy are about as high and as severe as I've seen them in decades..So
there's a high probability in my mind that the market at best will be flat for ten years,
sort of like the 1966-1982 time period, but the nice thing is there were companies that
did very well in that environment back then. That's when Apple computer was
founded, and Home Depot was founded, coal and energy companies and chemicals
made a lot of money in the 70s." - Duguesne Capital Founder Stanley Druckenmiller
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Do not stand 1n front of a Running Train

Take Cover

Change in Fed Funds Rate (%)
4.5
4.0

2004

35
3.0
25
20
1.5

2015

1999

/_/_/

012345678 910111213141516171819202122232425262728293031323334353637
Months relative to the first rate hike

1.0

0.5
0.0

Note: Data is the short-term nterest rate targeted by the Federal Reserve's Federal Open Market Committee (FOMC) as part of its monetary polcy.

Source: Bloomberg, Federal Funds Target Rate - Upper Bound (FDTR Index), using monthly data. Past performance is no guarantee of future results,

Brave New World
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Pain 1s Necessary to tackle inflation

“The Fed needs to break the market”.

Tree Ring: Consensus is the Fed needs to “tatter
people’s savings” (right), “break the market,”
inflict “pain,” and “take away credit until the
economic pain is greater than the inflation”:

Brave New World

Jim Cramer &
R/ " @jimcramer

How do you get people to go back to work? You tatter
their savings, That's the fed's pain thesis

9:16 AM - Sep 19, 2022 - TweetDeck
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- Put your business 1in “Maintenance” mode

- Understand your supply chains “Better”

- Keep extra cash 1in Business

- Get ready for large increase in Bankruptcies

Brave New World




Because Winter 1s Coming

Canada Is Heading For A Hard

Landing, Real Estate Prices To
Drop 30%: Oxford Econ
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PINETREE MACRO

Thank you
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