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Know when to lean

Good news — the world’s largest central bank hit the pause button on
rate hikes last week. After embarking on a rate hiking cycle in March of
2022, it would appear the Fed is done for now after hiking from 0.25 to
5.25%. Yay! And what did the market do? Not much of a celebration, it
trended downward. Maybe after the recent rally, all the good news was
priced in, or more likely, the re-flare up in U.S. regional bank woes,
softening economic data and deteriorating earnings were the culprits.
Any way you slice it, markets have soured a bit, even with a strong
bounce following Friday’s labour report.

Last week we also moved our mild underweight in equities to a more
moderate underweight. As our readers have likely picked up, we did not
believe the recent strength in equities was sustainable given the
softening fundamental underpinnings. And we believe a break lower is
more likely than a sustained move higher in equity markets. This time we
reduced Canadian equity exposure while increasing cash. Combined
with our trimming of international equity in early March (Look through the
zigs and zags), we have moved from a mild to moderate underweight

in equities.

Not bearish, but certainly defensive asset tilts
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Probabilities & return expectations

The future path of markets is always uncertain. The good news is the
very long-term trend creates value for your hard-earned savings,
creating more savings through ‘the eighth wonder of the world’ —
compounding. But there are times to lean into it (the market) and
times to lean back a bit. How and when to lean, that’s the tricky part.

Sign up here if you do not already receive the Market Ethos directly to your inbox.


https://surveys.campaignbreeze.com/s/9772617f4a874bcad89db07d66bb905669984b44
https://richardsonwealth.com/insights/investorstrategy/look-through-the-zigs-and-zags/
https://richardsonwealth.com/insights/investorstrategy/look-through-the-zigs-and-zags/
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Today, you can earn 4-5% on your cash with no risk, often referred to as the risk-free rate. You can earn about the
same in higher-quality bonds that carry duration. Don’t just focus on the comparable yields here; the duration of bonds
plays an important role in a portfolio. Should a recession develop in the coming months or quarters, duration will provide
a better ballast for your portfolio than simply sitting in cash. Hence, our lowered equity weight is spread across both
bonds and cash, bonds just in case the next ‘R’ is approaching, and cash to be more opportunistic.

For equities which have a long-term average return of, say, 8-9%, the question is. With a risk-free rate of 4-5%, is the
risk worth it? Now, ‘averages’ are what people with a little math skill use to mislead. Equities have an average return in
the high single digits, but at times this can be well over 10 or 20% and other times well below 0 or -10%. On average,
we are taller than our parents, but that doesn’t mean many aren’t shorter.

So, what is the probability that the next 12-month equity market returns will be above or below its average? With the
risk-free rate so high, shouldn’t we demand a higher-than-average return from equities of, say, 10-12%? The U.S.
market (S&P 500) may be hard-pressed to deliver simply because valuations are not cheap. At over 18x, multiple
expansions may be hard to come by. So, solid earnings growth would have to deliver, but with the economy slowing and
margins coming under pressure, the odds are not favourable.

Valuations - fair but not a screaming bargain given
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International and Canadian equities certainly have a more compelling valuation starting point between 13-14x. That is a
better safety buffer and is one of the reasons that even after our international trim, we are still a little overweight
international equities. Canadian equities are just a minor underweight which leaves the U.S. a more material
underweight.

The fact is our earnings growth models are not encouraging. Interest costs are starting to weigh on companies’ income
statements. Wages certainly are rising, as are other input costs. And while sales growth has been strong over the past
couple of years, lifted in part by inflation, costs appear to be rising faster of late. The last two quarters for the S&P 500

have seen sales growth combined with negative earnings growth ... that is the literal definition of margin compression.

In simple terms, earnings growth is challenged.
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Final thoughts

Now, we are not overtly bearish on the equity markets. Earnings revisions have turned positive in the past few weeks,

which is encouraging. And the labour report on Friday clearly points to an economy that is not on the brink of anything,
not to mention the billions of cash sitting on the sidelines.
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Nonetheless, given the risk/reward trade-offs, the yield on competing asset classes and with both the S&P 500 & TSX
bumping up against the top end of their recent trading ranges, leaning a bit more to bonds/cash appears prudent.
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted.

The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.

*This report is authored by Derek Benedet, CMT a Portfolio Manager at Purpose Investments Inc. Effective September 1, 2021, Derek Benedet has transitioned to Purpose Investments
Inc.

Disclaimers

Richardson Wealth Limited

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the
completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments contained herein are general in nature and are not intended
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the
tax consequences to them.

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.

Purpose Investments Inc.

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds
are not guaranteed, their values change frequently and past performance may not be repeated.

Forward Looking Statements

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the
author's judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if
necessary, seek professional advice. Past performance is not indicative of future results. These estimates and expectations involve risks and uncertainties and are not guarantees of
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially
from what is expressed, implied or projected in such forward-looking statements. Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation
or solicitation to buy, hold or sell any security.

Richardson Wealth Limited, Member Canadian Investor Protection Fund.
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.
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