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INTRODUCTION

10

for 2024

This is a special issue of BMO GAM’s Monthly House View.

Our usual format will return in January.

From higher interest rates to near-record inflation, 2023
tested investors’ mettle. On the geopolitical front, conflict in
the Middle East has joined the ongoing Russia-Ukraine war
as a source of uncertainty and potential instability, while in
the United States, a significant presidential election is on the
horizon. Meanwhile, for markets, 2023 may be best
remembered as the year developments in artificial
intelligence (Al) took the world by storm, propelling the stock
prices of the ‘Magnificent Seven’ tech companies—Apple,
Alphabet, Microsoft, Amazon, Meta, Tesla, and Nvidia—into
the stratosphere.

As we look ahead to 2024, questions on these and other
issues remain, and new questions will surely present
themselves. What forces will shape markets and economies
over the next 12 months? And how will they affect investors’
portfolios?

BMO 9 Global Asset Management

Big Investment Trends

Fred Demers, MA
Director,
Multi-Asset Solutions

From higher interest rates to near-record inflation,
2023 tested investors’ mettle.

This special issue of BMO GAM's Monthly House View
represents our best insights into what the coming year may
hold—based on extensive research, hard data, and our team’s
experience and expertise. With topics ranging from fiscal
policy and corporate leverage to the emergence of
Alternative investments and the state of the traditional 60%
equity/40% bonds portfolio, these are 10 big investment
trends to watch in 2024.
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#1: RECESSION

Introduction

#1: Recession HOW Bad |S the ECOHOmlC
#2: Inflation COnsenSUSrP

#3: Fiscal Policy

Predictions of a recession date back more than a year, and many analysts—
including us—still see a mild downturn as the most likely scenario; Canada,
A ronee  in fact, may already be rolling into a technical recession.

#4: Monetary Policy

#6: Geopolitics

S B It's important, however, for investors Bloomberg Consensus Estimates for 2023
not to pay too much attention to the Gross Domestic Product (GDP) Growth
#8: Artificial economic consensus when making
Intelligence long-term investment decisions. 2024 5 0%

is likely to see the peak effects of
monetary policy tightening and reveal a
weaker economy, which is no surprise.

#9: Alternatives 1.5%

#10: Rebooting the
60/40 Portfolio

1.0%

Percentage

For investors, that just means that
2024 could turn out to be the year for 0.5%

Closing Remarks fixed income to shine.
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Source: Bloomberg, BMO GAM, as of October 31, 2023.
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#2: INFLATION

Are Rising Prices Transitory

After All?

Inflation fears dominated 2023, with echoes of the double-digit
inflation of the 1970s reverberating in investors’ minds.

The good news is that over the past
several months, rising prices have
largely normalized, calming some of
those concerns. Our expectation is
that slowing economic growth should
reinforce low and stable inflation into
2025—and that this normalization is
likely to serve as a tailwind for equities
and bonds.
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Global Inflation: The Worst is Behind Us

Year-on-Year
CPI Inflation %
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Source: Bloomberg, BMO GAM, as of September 30, 2023.
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#3: FISCAL POLICY

Will Higher Interest Rates Revive Fiscal Hawks?

Needless to say, higher-for-longer interest rates do not mix well with
governments’ rising debt burden.

In the United States, net interest outlays
for 2023 surged past $1 trillion and are
continuing to rise. At the same time,
public opinion seems to be shifting, with
voters indicating increasing unhappiness
with the ongoing policy mix. Is austerity
the answer? Unlikely—history tells us
that fiscal austerity virtually guarantees
arecession. In our view, the path of least
resistance for policy-makers is lower
interest rates, and perhaps tolerance for
an inflation rate of 3% rather than the
traditional 2% target.
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U.S. Total Public Debt Outstanding: Heading to $35 Trillion in 2024
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Source: Bloomberg, BMO GAM, as of October 31, 2023.
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#4: MONETARY POLICY
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Higher-for-Longer Interest Rates Will Be Tested

#2: Inflation

As the debt burden grows, real economic growth and inflation are

#3: Fiscal Policy poised to continue cooling into 2024.

Fixed income markets see higher-for-
longer as the most likely scenario, but

#4: Monetary Policy

#5: Corporate Leverage we think even a soft landing could
mean much lower interest rates—albeit
#6: Geopolitics perhaps not a return to a zero-interest

rate policy (ZIRP) of the 2010s.
#7: U.S. Politics

#8: Artificial
Intelligence

#9: Alternatives

#10: Rebooting the
60/40 Portfolio

Closing Remarks

BMO 9 Global Asset Management

Long-Term Rates Depend on the Economy
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#5: CORPORATE LEVERAGE

Watch for the Rise of

the Zombies

High interest rates mean big problems for European
equities and U.S. small caps.

This stands in contrast to large U.S.
Technology firms (like those listed on
the Nasdaq) and U.K. and Japanese
equities, which are less exposed to
interest rates. In general, there is also
more debt exposure in Canada than
in the U.S. These differences create a
bifurcation across major global equity
markets—meaning that the timing
and magnitude of rate cuts in 2024
could be an important driver of relative
performance across regions and
sectors.
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Debt-to-EBITDA: Higher Corporate Debt Load Means Greater Sensitivity to
Interest Rates

Debt-to-EBITDA Ratio

0

Index

Source: Bloomberg, BMO GAM, as of November 8, 2023. EBITDA: Earnings before interest, taxes, depreciation, and amortization.
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#6: GEOPOLITICS

Introduction

Deglobalization or
#2: Infaton Regionalization?

#3: Fiscal Policy

Tensions between the United States and China ratcheted
#4: Monetary Policy up in 2023, and that may continue into 2024.

#5: Corporate Leverage

#6: Geopolitics But do not confuse the deglobalization Growth of U.S. Imports Since 2020, by Country Friends of U.S. Doing Better
trend with regional, “friendly” shifts in
#7: U.S. Politics global trade. So-called ‘nearshoring’

or friend-shoring’ means that for

50%

40%

#8: Artificial countries aligned with the U.S,, like

Intelligence Canada, trade opportunities are likely 30%
. to grow.
#9: Alternatives 200%
#10: Rebooting the 10%
60/40 Portfolio I
0%
L

Closing Remarks

Percentage

-10%
China Japan EU Germany Mexico Korea Canada
Country
Source: Bloomberg, BMO GAM, as of September 30, 2023.
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#7: U.S. POLITICS

Introduction

U.S. Presidential Election Years Are
#2: Inflation Usually Good for Stocks

R Here's a compelling statistic: since 1952, the S&P 500 has not

#4: Monetary Policy declined in a year in which an incumbent president was running
for re-election.

#5: Corporate Leverage

Yes, stocks have occasionally declined Annual S&P 500 Price Returns in Presidental Election Years
in election years, but in each of

#6: Geopolitics

#7: U.S. Politics those three cases—1960, 2000, and —
2008—it was an open election with 20%
#8: Artificial no incumbent running. Why is this the 10% I l I I I
Intelligence case? In short, presidents tend to use o M I.u. ..... Il. ................ U i EOERN e l. ........ ll
whatever policy levers are needed to g 10% - 5/ - l
boost the economy, shore up their % 20%
[=9 30%

support, and maximize their chances

of being re-elected. 40%
50%

#10: Rebooting the
60/40 Portfolio

Open Election
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Source: Strategas Research Partners.
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#8: ARTIFICIAL INTELLIGENCE

Introduction

#1: Recession J O | n th e
#2: Inflation Revo | Utlo ﬂ

#3: Fiscal Policy

Technology companies, including the ‘Magnificent Seven,’ are

#4: Monetary Policy finding new ways to expand their already-dominant businesses.

#5: Corporate Leverage

#6: Geopolitics o : -
polit technologies like A.l. across all aspects of economic activity,

In 2023, we witnessed the increasing footprint of transformative Tech Platforms: Time to Reach 100 Million Users

Y mcl.udmg the old economy—ln(jus"mes like mapufacturlng ahd Rank Platform Launch Time to 100M Users
TS agriculture. Don't be surprised if Big Tech continues to lead in
2024. 1 Threads 2023 5 days
#8: Artificial 2 ChatGPT 2022 2 months
Intelligence
3 TikTok 2017 9 months
#9: Alternatives 4 WeChat 2011 1 year; 2 months
5 Instagram 2010 2 years; 6 months
#10: Rebooting the 6 Myspace 2003 3 years
60/40 Portfolio 7 WhatsApp 2009 3 years; 6 months
Closing Remarks 8 Snapchat 2011 3 years; 8 months
9 YouTube 2005 4 years; 1 month
10 Facebook 2004 4 years; 6 months

Source: Visual Capitalist.
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#9: ALTERNATIVES

The Quest for
Diversification Will Accelerate

Retail investors increasingly seek to invest like large institutions,
gaining exposure to non-traditional asset classes and investment
styles for greater portfolio diversification.

While interest rates have normalized The Growth of Alternative Investments (2010-2022)
from the low levels of the past decade,

elevated market volatility has provided 12,000

yet another reason for investors to 10,000

diversify with alternative investments 000
like private equity, private debt, real

estate and infrastructure.
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Source: Preqin Pro, as of January 18, 2023.
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#10: REBOOTING THE 60/40 PORTFOLIO

Time to Embrace the Ballast of
Higher Interest Rates

It might not make for news-grabbing headlines, but the traditional
60% equities/40% bonds portfolio has delivered over the years.

In the 2010s, low interest rates left

the burden of expected returns on
equities. But more recently, bond yields
at levels not seen since before the
Global Financial Crisis of 2007-2008
have helped to rejuvenate the 60/40
portfolio and justified its fixed income
allocation.
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The Balanced Portfolio Since 1928
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CLOSING REMARKS

2023 has delivered several positive surprises to investors as the
economy navigated through a challenging environment dominated

by elevated inflation and interest rates.

In many ways, we think investors should feel more confident
heading into the new year as the worst of the storm is largely
behind us. We expect 2024 to be more about the long-and-
variable lags of monetary policy. In contrast to 2023, this
should help limit the scope for meaningful upside economic
surprises and potentially reveal recession scars, most
notably in Canada, but also in Europe. In this context, 2024
should see central banks normalize their policy stance and
cut interest rates. While we think there is a wider set of
macroeconomic paths for fixed income to shine in 2024, the
performance of equities might ultimately depend on how
successful central banks will be at delivering a soft landing,
especially in the U.S. The continuation of immaculate
disinflation" would likely be a moderate tailwind for risk
assets, but we also recognize that history has generally not
been kind to equities when global economic activity rolls into
a recession.

BMO 9 Global Asset Management

In many ways, we think investors should feel more
confident heading into the new year as the worst of
the storm is largely behind us

What recent history has proven is that it's crucial for
investors to be nimble when navigating turbulent financial
markets. While investors might find such environments
nerve-racking, they generally prove ideal for more tactical
opportunities in portfolio solutions as markets can often
switch from exuberance and mania to excessive pessimism
and fear.
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DISCLOSURES

The viewpoints expressed by the Portfolio Manager represents their assessment of the markets at the time of publication. Those views are subject to change without
notice at any time without any kind of notice. The information provided herein does not constitute a solicitation of an offer to buy, or an offer to sell securities nor should the
information be relied upon as investment advice. Past performance is no guarantee of future results. This communication is intended for informational purposes only.

Any statement that necessarily depends on future events may be a forward-looking statement. Forward-looking statements are not guarantees of performance. They involve
risks, uncertainties and assumptions. Although such statements are based on assumptions that are believed to be reasonable, there can be no assurance that actual results
will not differ materially from expectations. Investors are cautioned not to rely unduly on any forward-looking statements. In connection with any forward-looking statements,

investors should carefully consider the areas of risk described in the most recent simplified prospectus.

This article is for information purposes. The information contained herein is not, and should not be construed as, investment, tax or legal advice to any party. Investments
should be evaluated relative to the individual’s investment objectives and professional advice should be obtained with respect to any circumstance.

BMO Global Asset Management is a brand name under which BMO Asset Management Inc. and BMO Investments Inc. operate

®/™Registered trademarks/trademark of Bank of Montreal, used under licence.

BMO 9 Global Asset Management

December Outlook & Strategy SPECIAL EDITION - 14



