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= Highlights

Annualized real GDP contracted in Germany (-1.1%), France (-0.1%), the

United Kingdom (-1.4%) and Japan (-0.4%), indicating that the global
economy clearly continued to struggle in the fourth quarter of 2023. Growth is
expected to remain relatively weak in early 2024. In addition, shipping
disruptions in the Red Sea™ could potentially lead to higher-for-longer
inflation, although the effects are likely to be less severe than in 2021-2022. In
contrast, China's economy is becoming increasingly bogged down in
deflation, with consumer prices falling 0.8% year-over-year in January.

In the United States, economic activity continues to hold up rather well.
Although some indicators, such as retail sales, disappointed in January, we
expect Q4 2023's 3.3% annualized real GDP gain to be followed by an

increase of about 2% in early 2024. Job creation was fairly strong at the start
of the year, and several price indexes have begun climbing again. Expected
inflation rates were also revised upward, in part due to the potential impacts of
higher transportation costs.

In Canada, economic data have surprised to the upside since we published
our last forecast. Households have been unexpectedly resilient given the high
interest rate environment, with retail sales—particularly of autos—remaining



healthy. The housing market also showed renewed signs of life around the
turn of the year. The sustained surge in population growth has been providing
a tailwind to domestic demand as growth in real GDP and consumption per
capita have languished. The ongoing strength of the US economy also
supported net exports in Q4 2023, and that momentum is likely to moderate
but remain supportive to growth this year. Taken together, this has caused us
to revise up our outlook for real GDP growth modestly in 2024. But growth is
still expected to be sluggish overall, as ongoing mortgage renewals will
continue to act as a headwind to growth. As a result, the Bank of Canada
should begin cutting interest rates around the spring.

In Quebec, strikes in the education and healthcare sectors likely caused
economic disruption in late 2023 and early 2024. Real GDP probably fell again
in the fourth quarter of 2023—echoing the declines of the previous two
quarters—due to the number of hours of work lost in November and
December. As the healthcare and education sectors return to normal, we're
likely to see an economic rebound in the first quarter of 2024. Beyond this
temporary upheaval, Quebec's economy will remain sluggish until mid-2024.
However, we should begin to see an improvement in the second half as the
Bank of Canada starts to gradually cut interest rates this spring.

Risks Inherent in Our Scenarios

Inflation has come down, though it remains above target in most countries. The
odds of additional interest rate hikes have dropped significantly, but interest rate
cuts could be delayed if progress on inflation stalls. And other inflationary shocks
aren't out of the question, especially amid the ongoing Red Sea shipping
disruptions. There's also a great deal of uncertainty surrounding the lagged effect of
higher interest rates on economic growth. Economic activity materially slowed in
Canada and other developed countries in 2023, but not in the US. We could see
sustained headwinds in the coming quarters. As mortgages taken out at low interest
rates during the pandemic come up for renewal, many Canadian borrowers could
feel the squeeze. And if the global economy gets stuck in a major rut, Canada could
see its exports fall and terms of trade deteriorate dramatically. Higher
unemployment and interest rates could also mean a bigger housing market
correction in Canada. Then there's the risk of additional banking sector turmoil as
commercial real estate loans sour. This could make matters worse by further
tightening credit conditions. This could mean an increase in bankruptcies and



sharper price corrections across several asset classes. The US presidential election
in November could be an inflection point that adds even more uncertainty while
inflaming partisan tensions and undermining confidence. Fiscal deterioration in the
US and elsewhere could prompt credit ratings downgrades and possibly push
longer-term interest rates higher. This would work at cross-purposes with the
expected normalization of monetary policy. The situation in China remains
worrisome as well. Worsening geopolitical tensions could spell instability for the
global economy, financial markets and commodity prices, particularly as the Israeli-
Palestinian conflict escalates. From a currency perspective, if the global economy
falls off a cliff, many investors may park their assets in US dollars, sending the
greenback soaring.

TABLE 1
World GDP growth (adjusted for PPP) and inflation rate
WEIGHT* REAL GDP GROWTH INFLATION RATE
o 2023 20241 20251 2023 2024f 2025¢
Advanced economies 387 16 13 18 46 26 22
United States 15.7 25 2.1 1.8 41 3.1 23
Canada 1.4 131 0.3 20 39 2.4 23
Quebec 0.3 o1 03 1.6 45 2.8 20
Japan 36 19 a2 1.0 33 22 15
United Kingdom 2.3 0.1 0.1 1.5 74 26 23
Eurozone 11.9 0.5 0.6 1.6 55 22 2.0
Germany 3.3 0.1 0.3 1.5 6.0 25 2.1
France 2.3 09 o7 1.6 49 2.5 1.9
Italy 1.9 0.7 0.6 1.6 57 2.0 1.8
Other countries 432 1.2 14 22 47 28 22
Australia 1.0 1.8 1.4 23 56 35 27
Emerging and developing economies 61.3 38 3.7 39 87 6.9 4.7
Maorth Asia 2618 55 4.8 47 29 23 26
China 185 5.2 4.4 47 oz 0.6 1.7
Inclia 72 6.9 6.3 66 5.7 4.8 46
South Asia 5.2 4.1 43 44 35 27 26
Latin America 57 2.4 19 24 52 3.9 3.6
Mexico 1.7 32 24 23 56 39 37
Brazil 2.3 3.0 1.6 23 4.2 39 39
Eastern Europe 82 25 25 27 195 16.5 9.1
Russia 32 2.6 22 1.3 59 5.1 47
Other countries 15.3 23 2.8 34 199 15.8 9.7
South Africa 06 08 1.3 19 6.1 5.0 46
World 100.0 3.0 2B 31 71 53 38

. fomrcast; PPP; Purchasng Power Parities, exchange rate thategquates the costsof a broad basketof goodsand services across countries; ® 2022,
World Bank, Consensus Forecasts and Degardins Economic Studies

Financial Forecast



Given the strength of some economic data, most major central banks may prefer to
wait another few months before cutting their policy interest rates. Remember that
inflation doesn't have to return to target before monetary easing begins. Any
progress will be enough to increase real interest rates, which will make rate cuts
warranted to prevent them from becoming too restrictive. Softening of the
economy and labour market over the coming months could also push central banks
to start cutting. We expect five 25-basis-point cuts to the Canadian and

US overnight rates this year, with further easing likely to follow in 2025.

Weaker economic data in several countries should curb the recent stock market
rally. Prices for oil and several other commodities are likely to remain weak in the
short term. But stock and commodity prices should rebound later in the year once
investors think global economic growth is starting to accelerate again. And while
lower interest rates in Canada and the tougher environment for commodities will
likely hurt the Canadian dollar in the short term, the loonie should rebound a little
later in the year.



TABLE 2

Summary of finandal forecasts

END OF PERIOD IMN % 2023 2024 2025

(UNLESS O THERWISE INDICATED) Q3 4 Q1f Q2 Q3t Qaf Q1f Q2f Q3f Qaf
Key interest rate

United States 550 5E0 5.50 525 A 75 425 375 325 3.00 3.00
Canada 5.00 5.00 5.00 A TS 425 3.75 325 275 2.50 225
Euroczone 450 450 450 425 375 325 275 2.50 225 225
United Kingdom 525 525 525 5.00 450 4.00 3.50 325 3.00 275
Federal bonds

United States

2Z-year 514 433 415 395 3.70 3.40 3.20 3.00 3.00 3.00
S-year 464 3.86 3.90 3.80 3.55 3.30 3.15 3.10 3.10 3.10
10-year 457 3.87 400 3.90 375 3.55 3.40 3.30 3.30 3.30
30-year 470 4.02 420 A.15 3.90 365 3.50 335 335 335
Canada

2-year 4 87 3.88 3.85 3.60 3.35 3.00 265 2.35 2.30 2.30
S-year 425 3.17 3.40 3.45 295 2.80 2.70 255 2.50 2.50
10-year 403 3.10 3.35 3.30 320 3.00 2.85 270 265 265
30-year 3.81 3.02 3.30 315 3.10 2.95 2.80 2.70 270 275
Cumency market

Canadian daollar (USDVCAD) 1.36 1.32 1.35 1.35 1.33 1.32 1.32 1.32 1233 1233
Canadian dollar (CAD/USD) 0.74 0.75 0.74 0.74 0.75 0.76 0.76 076 0.75% 0.75%
Euro (EUR/USD) 1.06 1.10 1.08 1.08 1.10 1.1 1.12 113 1.14 115
British pound (GBPAJSD) 1.22 1.27 1.27 1.27 2 1.30 1.32 1:33 1.34 1.35
Yen (USDAPY) 149 141 146 142 138 134 132 130 128 126
Stodk markets (level and growth)*

United States — 5&P 500 4770 Target: 4,800 (+0.6%) Target: 4,970 (+3.5%)
Canada — S&P/TSX 20,958 Target: 21,500 (+2 6%} Target: 22,700 (+5.6%)
Commodities (annual average)

Wl oil (Us$/barrel) 78 1(72%) 82 (85%) 83(82%)

Gold (US$/ounce) 1,940 (2,030%) 1,8301(1,750%) 1,710 {1,700%)

f: forecast; W West Texas Intermediate; ™ End of year.
Datastream and Desjardins Economic Studies



TABLE 3

United States: Major economic indicators

QUARTERLY AMMNUALIZED % CHAMGE 2023 204 ANNUAL AVERAGE
{UNLESS O THERWISE INDICATED) Q3 Q4 Qif Q2f Q3t Qaf 2022 2023 2024f 2025
Real GDP (2017 US$) 49 3.3 19 04 11 2.0 19 2.5 21 1.8
Personal consumption expenditures 31 2.8 A5 0.4 1.4 1.8 25 22 1.9 1.8
Residential construction 6.7 1.1 16 -12 1.1 41 90 -107 1.4 20
Business fixed investment 1.4 19 0.6 09 1.3 1.7 52 4.4 16 1.7
Inventory change (2017 US3E) 77.8 827 55.0 35.0 20.0 200 128.1 50.6 325 2510
Public expenditures 58 33 24 23 19 20 09 40 29 20
Exports 5.4 6.3 205 0.5 0.0 1.5 7.0 2.7 2.0 13
Imports 42 19 12 0.5 05 1.0 86 1.7 09 1.1
Final domestic demand 35 27 22 0.7 1.4 19 1.7 22 20 1.8
Other indicators
Mominal GDP 83 4.8 4.7 28 3.7 3.7 9.1 6.3 46 26
Empigymenf 1.7 16 2.1 0.7 0.6 0.8 4.3 2.3 1.4 0.7
Unemployment rate (%) 37 37 38 40 4.1 40 36 36 40 39
Housing starts® (thousands of units) 1,371 1,454 1,392 1,382 1410 1,435 1551 1,415 1,405 1,478
Total inflation rate* 36 32 32 3.1 3.0 3.0 80 4.1 31 2.3
Core inflation rate* 4.4 4.0 38 3.4 33 29 6.2 4.8 3.3 23
t: forecast; * Annual change; ' According to the establishment survey; * Annualized basis; ¥ Exduding tood and energy.
Datastream and Desjardins Economic Studies
TABLE 4
Canada: Major economic indicators
QUARTERLY AMMUALIZED % CHAMNGE 2023 2024 ANNUAL AVERAGE
{UMLESS OTHERWISE INDICATED) Q3 Qaf Qi Qx Q3f Qaf 2022  2023f 2024f 20254
Real GDP 2017 %) -11 0.5 0.2 -05 15 21 3B 11 0.3 2.0
Final consumption expenditure [of which:] 2.1 20 1.7 0.7 1.3 17 45 2.1 15 1.7
Housshold consumption expenditure 0.1 1.6 1.0 0.0 1.0 1.7 5.1 21 0.8 16
Government consumption expenditure 73 27 36 27 23 20 3.2 1.8 33 20
Gross fixed capital formation [of which:] -1.3 -13 0.0 —1.5 2.1 30 24 24 0.0 2.4
Residential structures 83 -39 0.6 -1.3 22 35 -12.1 -1o.1 0.4 32
Non-residential structures =77 =30 -3.5 -3.6 27 3.1 6.7 5.0 -1.9 2.1
hachinery and eguipment -14.4 a4 1.5 -3.4 33 5.6 -0.3 5.4 0.3 3.9
Intellectual properiy products -4 13 -0.8 -1.4 -1.3 -1.0 6.0 16 0.7 -0.7
Gowernment gross fived capital formation 2.4 37 27 25 2.4 23 42 4.4 25 21
Investment in inventories (2017 $B) 254 124 8.4 B4 5.7 50 553 252 6.4 59
Exports -5.1 47 20 -1.0 2.1 28 32 48 13 29
Imports -06 -2.2 23 -0.4 1.6 20 7.6 0.8 0.6 26
Final domestic demand 1.3 12 1.3 02 85 2.1 2.8 1.0 1.2 19
Other indiators
Mominal GOP 6.4 16 e 12 40 37 11.8 23 25 34
Employment 1.7 19 0.7 0.4 1.7 16 4.0 2.4 1.2 2.2
Unemployment rate (%) 55 58 60 6.7 69 69 53 54 66 65
Housing ctarts' (thousands of units) 256 244 225 212 218 220 262 242 219 235
Total inflation rate* 3.7 32 31 25 2.1 2.1 6.8 39 2.4 2.3
Care inflation rate"": 34 34 3.3 30 2.7 22 5.0 39 28 20
t: forecast; * Annual change; ' Annualized basis; * Exduding food and energy.

Datastream and Desjardins Economic Studies



TABLE 5

Quebec: Major economic indicators

ANNUAL AVERAGE % CHANGE 2021 2022 2023f 20241 2025f
(UMLESS OTHERWISE INDICATED)
Real GDP (2017 §) 6.7 25 01 03 16
Final consumption expenditure [of which:] 6.0 4.1 1.9 1.3 19
Household consumption expendifure 5.5 49 24 1.0 2.1
Government consumgtion expenditure 7.3 2.2 0.4 2.0 1.5
Gross fixed capital formation [of which:] 111 27 7.1 1.1 40
Residential structures 13.7 -11.7 -18.0 1.0 5.5
Nan-residential structures 5.1 6.1 0.8 -1.2 27
Nachinery and equipment 226 4.9 6.2 0.2 23
Inteffectual property produds 12.0 23 23 1.9 3.0
Government gross fixed capital formation 45 74 1.2 32 4.0
Investment in inventories (2017 $h) -462 11,097 1,293 1,500 3,000
Exports 56 05 2.1 1.0 30
Imports 84 60 06 27 46
Final domestic demand 7.1 25 0.0 1.3 24
Other indicators
MNominal GOP 11.6 84 38 28 36
Real disposable persanal income 19 16 09 -02 24
Weekly earnings 29 4.1 34 23 20
Emplayment 473 30 24 05 19
Unemployment rate (%) 6.1 43 45 56 5
Persanal savings rate (%) 14 8 126 mnz 105 105
Retail sales 14.4 85 4.1 26 4.0
Housing starts' (thousands of units) B7.8 57.1 384 45.4 55.0
Total inflation rate 38 6.7 45 28 20

f: fomcast;  Annualized basis.

Statistks Canada, Institut de la statistique du Québec, Canada Mortgage and Housing Corporation and Desjardins Economic Studies



TABLE 6
Major medium-term economic and financial indicators

ANNUAL AVERAGE AVERAGES
5% (UNLESS OTHERWISE INDICATED) 2022 2023 20241 2025¢f 20261 2027¢ 2028f 2018-2022  2023-2028f
United States
Real GDP (% change) 19 25 2.1 18 21 20 20 22 2.1
Total inflation rate (% change) 80 4.1 3.1 23 2.2 2.2 2.0 36 2.7
Unemployment rate 3.6 3.6 4.0 39 39 3.8 3.8 49 3.8
S&P 500 index (% change]f -19.4 242 0B L5 43 4.8 49 9.3 72
Federal funds rate 1.86 5.20 515 3.45 3.00 3.00 3.00 1.37 3.80
Frime rate 4. 86 220 8.15 B.45 B.00 B.00 6.00 4.37 6.80
Treasury bills — 3-month 2.09 528 4.90 3.25 3.00 3.00 3.00 1.32 374
Federal bonds — 10-year 296 3.96 3.85 335 3.30 3.20 3.20 2.07 3.48
— 30-year 3.12 4.09 4.05 3.45 335 3.25 325 248 357
W oil (Us%/barre’) 95 i3 82 83 80 80 78 65 20
Gold (Us$/ounce) 1,802 1,943 1,899 1,800 1,700 1,625 1,600 1,607 1,761
Canada
Real GDP (% change) 3.8 1.1 0.3 20 1.9 2.0 1.9 1.7 1.5
Total inflation rate (% change) 6.8 39 24 23 20 1.9 20 30 24
Employment (% change) 40 24 1.2 22 1.8 22 1.9 1.4 2.0
Employment (thousands) 750 475 249 446 375 464 418 260 404
Unemployment rate 53 54 6.6 6.5 6.2 549 58 6.8 6.1
Housing starts (thousands of units) 217 271 219 235 242 234 232 235 239
SE&PTSX index (% dqange}' -8.7 2.1 2.6 5E 5.0 5.3 56 45 - |
Exchange rate (USDVCAD) 0.77 0.74 0.75 0.75 0.75 0.77 0.77 0.77 0.76
Overnight funds 1.95 474 460 2.85 225 2.50 2.50 1.18 3.24
Prime rate 414 .94 £.80 5.05 4.45 470 4.70 3.38 5.44
IMortgage rate — 1-year 443 714 715 L35 505 515 L.(s 352 581
— S-year 564 068 £.80 6.30 6.20 6.35 640 5.18 646
Treasury bills — 3-month 218 474 440 270 220 250 250 1.15 317
Federal bonds — 2-year 2.90 427 3.60 2.50 245 2.65 270 1.49 3.03
— S-year 278 357 325 260 260 290 295 1.60 298
— 10-year 277 3.36 3.25 275 275 3.05 3.10 1.75 3.04
— 30-year 2.81 328 3.15 2.75 280 285 3.00 2.0 299
Yield spreads (Canada — United States)
Treasury bills — 3-month 0.09 -0.54 -0.50 -0.55 -0.80 -0.50 -0.50 =017 -0.57
Federal bonds — 10-year -0.19 -0.60 -0.60 -0.60 -055 -0.15 -0.10 -0.32 -0.43
— 30-year -0.31 -0381 -0.90 -0.70 -055 -0.30 -0.25 -0.48 -0.59
Quebec
Real GDP (% change) 25 0.1 ] 1.6 1.6 1.5 1.4 1.9 1.1
Total inflation rate (% change) 6.7 45 2.8 2.0 2.1 2.0 1.9 3.0 25
Employment (% change) 30 24 05 19 1.6 1.1 0.9 1.1 1.4
Employment (thausands) 130 105 24 88 76 53 13 49 60
Unemployment rate 43 45 5.6 53 4.5 40 B.4 6.0 5.0
Retail sales (% change) 85 4.1 26 4.0 42 4.0 49 57 4.0
Housing starts (thousands of units) 57 38 A5 55 51 53 57 55 50
T forecast; W Wiest Texas Intermediate; ' Changesare based on end-of-period data.

Datastream, Swatistics Canada, Institut de la statistigue du Québec, Canada Mortgage and Housing Corporation and Desiardins Economic Studies



