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Market Commentary

Expecting Volatility

As we move towards the end of the year, we continue to debate how this cycle will end,
between the soft landing, mild recession, or deep recession scenarios. Our base case is
for mild recessions in both Canada and the U.S., and that inflation-fighting central banks
will keep rates higher for longer than many might expect. Although inflation has come
down dramatically from its peak in June 2022, the battle to two per cent could drag well
into 2024 or 2025, and although we believe we are near the end of the tightening cycle,
any short-term resurgence in inflation could prompt further interest rate hikes through
the end of 2023. The risk of overtightening remains and as global economic growth is
already slowing, this could put even more pressure on the economy.

Now, the stock market is not the economy, and is generally more forward looking, but
stocks can still react in the short-term to earnings surprises and guidance revisions. This
can set the stage for security prices to be more volatile as we see mixed signals between
low unemployment rates with still tight labour markets, and resilient consumer spending
including continued demand for travel and entertainment, but with shifting spending
patterns as shoppers favour value and trading down. We also see purchasing managers
indicating declines in new orders as profit margins start to be squeezed, although many
companies are also apparently increasing investments, specifically in technology, to
improve efficiencies. This could lead to volatility in the market that might rattle some
investors, but be seen as buying opportunities by others. Overall, we remind investors
that volatility is inherent in public market investing and that it is important to maintain a
long-term plan suited to one’s specific goals and risk tolerance.

In the table below, we track monthly changes to EPS 2023 estimates for the S&P/TSX
composite index. The forward-looking earnings measure has been consistently declining
since the most recent market trough in October 2022, suggesting that analysts are
factoring in the pressure on earnings expected from this economic slowdown. The
number of companies that have seen negative revisions is also increasing. Although one
might expect this deteriorating forecast to pressure share prices, the TSX composite is
actually up ~7% from the end of September, and essentially flat YTD. The P/Entm multiple
has increased from 11x in September 2022 to 12x in January and 13x today, while still
below the 14.5x median, suggesting improving sentiment as investors look forward.

TSX Composite and NTM EPS Moving in Tandem [LHS]; While Lower EPS Forecasts Reflect More Cautious Outlook [RHS]
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The takeaway can be that investors in the companies that
make up the TSX composite are looking beyond the projected
reduction in earnings related to the ongoing economic
slowdown. The rising P/Exntm multiple suggests that investors
are also looking beyond the coming recession and more
towards the growth of a new business cycle, and with the
current P/Entm being below the median (measured since 2000)
there is still room for improvement.

While the TSX composite as a whole therefore looks
appropriately priced for our mild recession scenario, there are
still some sectors that have fared better than others this year.
While the ‘Magnificent 7 and Al enthusiasm have driven up
the Nasdaq Composite and S&P 500, the TSX has its own
information technology sector, which has risen ~37 per cent
YTD, although with only 7.5 per cent weighting in the TSX
composite this has not exerted the same kind of influence that
we have seen south of the border. The TSX composite is more
influenced by the 30.5 per cent weighting of the financials
sector and 17.7 per cent weighting from energy, which were
both essentially flat YTD.

Sectors are reacting differently through this period. As interest
rates put further pressure on consumer borrowing/spending,
we would generally expect discretionary spending to be
constrained. This has been somewhat offset by ‘excess savings’
from pandemic fiscal measures and reduced spending
opportunities during lock-downs that have artificially
supported consumer spending. We are watching to see if that
effect wanes as those balances are exhausted by the end of
the year (in both Canada and the U.S.).

Stocks in the energy sector however are much more impacted
by the price of oil, which is influenced by the economy on the
demand side, but by OPEC and other producers on the supply
side, and while global inventories sit at near six-year lows,
surprises in either direction would prompt price movements.
Additionally, many investors have been watching the Chinese
economy for signs that the government will step in with
measures to aid its sluggish growth, which could also impact
the price of oil and have a more significant impact on our
Canadian index.

The path ahead is far from clear, and we see many
opportunities for both negative and positive surprises as
economic data is released, central bankers react, and markets
adjust both short-term and long-term outlooks. We are also
still waiting for the yield curve to normalize (slope positively)
from its inverted state. As interest rates have risen recently,

fixed income has become a more viable alternative to equities.
Until we see a more normalized environment, we should
expect heightened volatility as investors digest somewhat
conflicting messages as to how the economy, interest rates,
and even different sectors, might fare over the next year.

Stay Invested, Markets Have Always Rewarded Long-
Term and Patient Investors

$600 B S&P 500: Value of $100,000 after ~22 years
B S&P/TSX: Value of $100,000 after ~22 years
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Growth of $10,000 Since 2000
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of U.S. Equities, Canadian Equities and Canadian Fixed Income are represented by S&P
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respectively. The asset allocation of the Balanced Portfolio is 60% S&P/TSX Composite TR
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Ultimately, with heightened volatility amid uncertain markets
we prefer to focus on timeless advice around long-term
planning matching goals and risk tolerance. Additionally,
diversification is always a good tool, and with a more attractive
fixed income environment, is perhaps more welcome now
than in previous years. Staying invested and being patient
through market noise remains a solid piece of advice.
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Important Investor Disclosures

Complete disclosures for companies covered by Raymond James can be viewed at: Disclosures
https://raymondjames.bluematrix.com/sellside/Disclosures.action

This newsletter is prepared by the Private Client Services team (PCS) of Raymond James Ltd. (RJL) for distribution to RJL’s retail clients. It is not a
product of the Research Department of RJL.

All opinions and recommendations reflect the judgement of the author at this date and are subject to change. The author’s recommendations may
be based on technical analysis and may or may not take into account information in fundamental research reports published by RIL or its affiliates.
Information is from sources believed to be reliable, but accuracy cannot be guaranteed. It is for informational purposes only. It is not meant to
provide legal or tax advice; as each situation is different, individuals should seek advice based on their circumstances. Nor is it an offer to sell or the
solicitation of an offer to buy any securities. It is intended for distribution only in those jurisdictions where RIL is registered. RIL, its officers, directors,
agents, employees and families may, from time to time, hold long or short positions in the securities mentioned herein and may engage in transactions
contrary to the conclusions in this newsletter. RIL may perform investment banking or other services for, or solicit investment banking business from,
any company mentioned in this newsletter. Securities offered through Raymond James Ltd., Member-Canadian Investor Protection Fund. Financial
planning and insurance offered through Raymond James Financial Planning Ltd., not a Member-Canadian Investor Protection Fund.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual funds. Please read the prospectus before
investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. The results presented should
not and cannot be viewed as an indicator of future performance. Individual results will vary and transaction costs relating to investing in these stocks
will affect overall performance.

Clients should contact their Financial Advisor to determine if the securities are compatible with their risk tolerance and investment objectives. Some
of the securities mentioned in this report may entail higher risk. Clients should contact their Financial Advisor to determine if the securities are
compatible with their risk tolerance and investment objectives.

Information regarding High, Medium, and Low-risk securities is available from your Financial Advisor.

RJL is a member of Canadian Investor Protection Fund. ©2023 Raymond James Ltd. RIL is a member of Canadian Investor Protection Fund. ©2023
Raymond James Ltd.
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