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How Low Can You Go? Was the Latest BOC Rate Cut Warranted?

Recent Economic Data has Made a Strong Case to Start Easing Policy Rates in Canada

The BOC recently cut its key policy rate to 4.5% (from 4.75%), leading the US and ECB who have yet to cut.
June 2024 CPI data, which came in at 2.7%, rising unemployment rates, and a reduction in non-essential
consumer spending seem to be the driving force behind the decision to cut. There is still work to do to get
inflation down to the target 2% but the trend seems to be the BOC's friend. It is going to be interesting to
watch the Bank of Canada over the next few months.

Key Takeaways this Month:
* Inflation Is Slowing But Staying Sticky: While inflation has declined from its highs in 2022, certain
components continue to remain persistently sticky. Namely, mortgage interest costs remain at 22%.

* Consumer Spending is Moderating: Consumer spending on non-essential goods has been decelerating
while inflation on essential goods continues to force Canadians to spend more than desired.

* The Labor Market Is Balancing: In response to the BoC's 2022 rate hike campaign, Canada’s labor market
has shown some signs of balance with the unemployment rate reaching 6.4% (as of June 2024) and job
vacancies decreasing by 28% YoY in June 2024.

BoC, US Fed and ECB Historical Target Policy Rate (July 2016 - July 2024)
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After an extensive rate hiking cycle, the BoC has begun cutting its target rate
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Canadian Inflation Measures, Monthly (Jan 2018 - Jun 2024)
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While inflation cooled to 2.7% in June, some elements of inflation remain persistently sticky

Inflation Is Cooling, But Shelter Costs Remain Elevated: After a slight uptick in May 2024 (+2.9%), inflation
continued to moderate downwards to +2.7% YoY in June 2024. The deceleration in inflation has largely
been explained by the slowdown in Goods (+0.3%), but there are several components of inflation that
continue to be sticky. Namely, mortgage interest costs continue to remain elevated at 22%!
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Canadian GDP Growth/Component Contribution, Quarterly (Q1 2022 - Q1 2024)
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Canadian GDP grew by 0.4% in Q1 2024, largely supported by consumer spending (0.6% QoQ growth)

GDP Assessment A Mixed Bag: On the surface, quarterly GDP growth may appear quite depressed but
certain components, namely consumer spending (+0.6% QoQ), continue to remain elevated despite the
BoC's aggressive interest rate hikes. This provided a good indication that the BoC's actions successfully
curtailed demand in the Canadian economy, which continues to experience moderate growth. Early
indications from April’s flash estimate for GDP provided solid growth (+0.3%) and the BoC has expressed
that a ‘soft-landing’ is possible.

Unemployment Rate Rising (Jan 2022 - Jun 2024)
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The Labor Market appears to be balancing with an unemployment rate of 6.4%

Balance Appears To Be Returning To The Labour Market: Over the past 12 months, a total of 165,500 FT
jobs were added to the Canadian economy (compared to 312,400 FT jobs in 2023), signaling that the
labor market is likely re-balancing itself. Overall, the labor market has appeared to moderate with the
unemployment rate increasing to 6.4% (as of June 2024) and job vacancies now, on average, being 28%
below levels seen in 2023 (~605,000 job vacancies in April 2024 vs. ~840,000 in April 2023).
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Canadian Consumer Spending, Quarterly (Q4 2022 - Q1 2024)
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Consumer spending has flattened but is still up YoY

Consumer Spending Lukewarm: While Canadian consumer spending continues to grow at 4.6% YoY (as
of Q1 2024), it has decelerated considerably since the BoC embarked on their rate hiking cycle in 2022.
Essential spending such as Food, Housing, Transportation, Insurance and Financial Services continue to
put strain on the pocket-books of Canadians - on average, these costs are increasing by 6.2% YoY but
accounts for 60% of consumer spending. Non-essential spending is decelerating at an expedited rate.

Canadian Business Investment (Annually, 2019 - 2024F)
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Business investment is expected to increase by 10.6% YoY in 2024F vs. 4.6% in 2023

Business Investment Is Hot, Hot, Hot: Contrary to popular belief, aggregate business investment in
Canada is poised to re-accelerate in 2024 to $354 billion (a growth rate of 10.6% YoY). Substantially all
industries are expected to increase their capital expenditures, however Natural Resource Extraction (15%
YoY Growth), Manufacturing (33% YoY Growth) and, surprisingly, Public Administration (10% YoY Growth)
are leading the growth. We predict that delayed capital expenditures and projects are likely going to play
a key role in the growth in business investment as the BoC reduces its policy rate.
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DWA is a premier financial advisory firm specializing
in securing debt capital for businesses

Typical DWA Client Profile Types of Loans Across All Industries

We secure debt financing for corporate
borrowers and ensure our clients’ businesses are
positioned to obtain the most attractive debt

Company size: $8+ million in revenue

Financing size: $2+ million in debt capital available both now and in the future.

Our experience allows us to solve the most
Situation: growth, acquisition, complex financial situations and we are
turnarounds, optimization, niche committed to upholding the highest ethical
industries and more standards in the industry.

v Term loans v Trade financing
Profitable or clear path to profitability v Acquisition financing v Factoring
A d with a Canadi v" Operating lines receivables

ny sector and with a Canadian presence i
Y P v Refinancing ¥ Equipment

loans/leasin
v Bridge financing J

Exclusions: DWA does not broker ‘ v Revolving
equity/securities and does not directly v Asset-based lending acquisition lines
source mortgage-related debt v" PO financing/WIP v Working

instruments financing capital/lines of credit

Accelerated Expertise & Resource Aligned
Network Timeline Execution Allocation Structure
v'Vast lender v Expedite timeline  v'Customized v'Allow business  v'Heavily weighted
network (~450) via professional process and owners to focus success fee creates
v Network of process and lender-focused on operations strong alignment
trusted ancillary deep |ender materials (financial whil‘e delggating with the borrower
service providers relationships model, CIM, etc.) capital raising v Preference for
v'Create v 65+ years efforts clients with similar
competitive combined values of integrity,
tension and never  experience in accountability,
get a “"maybe” capital markets communication

and execution
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