3 June 2025 RICHARDSON
Wealth

Investor

Strategy A
The latest market insights from Opportunistic diversification

Richardson Wealth

1. May flowers
2. Policy to the rescue?
3. Constructive on emerging markets

e Valuations are still attractive
e Earnings growth recovery and momentum

e Favourable dollar dynamics

4, Global in name only
5. Market cycle & portfolio positioning
6. Final note

Visit our website for more market insights and past reports:
https://richardsonwealth.com/market-insights

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



https://richardsonwealth.com/market-insights
https://surveys.campaignbreeze.com/s/9772617f4a874bcad89db07d66bb905669984b44

Investor Strategy 2

May flowers

It may sound cliché, but April showers really did bring May flowers. Global equity markets saw a strong rebound in May
with both Canadian and U.S. equities posting significant gains. The TSX rose 5.56% on a total return basis, hitting
multiple all-time highs and marking a 16.7% rally since its April low, largely supported by gold and metal mining stocks.
Economic data eased some concerns, with Canada’s Q1 GDP growing at an annualized 2.2%, exceeding expectations
due to a spike in exports and inventory buildup ahead of anticipated U.S. tariffs. Still, domestic demand remained weak,
and economists expect this momentum to fade later this year. Despite a strong May, concerns about economic
headwinds, such as high unemployment and tariff uncertainty, persist. While the Bank of Canada’s rate cuts and
potential trade clarity could support markets long-term, analysts remain cautious about short-term volatility and potential
corrections.
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In the U.S., the S&P 500 and Nasdaq posted impressive total returns of 6.29% and 9.65% respectively, buoyed by a
resurgence in Big Tech and improved investor sentiment. The S&P notched its best monthly performance since
November 2023, helped by easing inflation and a sharp rebound in consumer confidence, which rose to a four-year
high. However, softer consumer spending and a narrowing labour market have pointed to some economic deceleration.
The market rally was also supported by hopes for trade resolutions, as President Trump delayed new tariffs to allow
further negotiations between the EU and China. Despite U.S. equity markets clawing back losses, there has been a
notable shiftin markets. Investors in Asia and Europe have reduced exposure to U.S. assets amid rising geopolitical
and fiscal concerns, signaling a potential long-term change in global capital flows.
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Bond markets saw heightened volatility over the month, with the U.S. 30-year yield rising to 5.15%, the highest since
October 2023, before coming back down to just under 5%. The bearish sentiment came amid a U.S. downgrade, a
steep selloff in Japan’s super-long bonds, and the passing of President Trump’s tax-bill in the House. While most of the
activity was on the long end of the curve, U.S. aggregate bonds took a hit, ending the month -0.72% lower. The USD
also continued its decline over the month, falling -0.14% over the month and now sitting -8.4% lower for the year.

Policy to the rescue?

From the late 1980s through the end of 2021, for a long 30+ years, almost without exception, policy was ubiquitously
supportive of markets. If the markets or economy got into trouble, policy would come to the rescue by either cutting
rates, injecting liquidity into the system, increasing fiscal spending, making direct asset purchases or changing reserve
requirements. The financial crisis saw TARP (Troubled Asset Relief Program) and a slew of supportive policies, Covid
saw unprecedented monetary and fiscal policies. Even the tech bubble bursting, which barely impacted the broader
economy, was soothed by policy that cut rates and eased rules around home ownership. Perhaps they soothed one
bubble bursting by creating another, but intentions were good.

The Fed put was cemented in late '80s-2021
Is policy still ubiquitously market supportive, or is that over?
e S&P 500 (left) Fed Funds (right)
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Let’s focus just on the Fed, even though this recent trend in policy spans many channels and countries. The Fed came
to the rescue of markets reliably from 87 to '21 (see chart above with the little green check marks). But before the late
‘80s and more recently, it wasn’t as supportive (little red check marks).

Perhaps we could argue that low/falling inflation allowed the Fed to be super supportive without consequences. In the
1970s and since 2021, inflation remained elevated, limiting the central bank’s rate-cutting ability. But it isn’t just the
Fed’s monetary policy. Policy everywhere, beyond central banks and in most countries, has been very supportive of
markets and the economy during this late ‘80s to 2021 period.

Supporting markets and the economy worked well, and it really resonates with voters. Higher markets make people
happy, right? For some reason, that’s not the case anymore, as voters are clearly unhappy with established parties and
continue to vote for material change. Income disparity, lack of opportunities, costs of living and home ownership, trade
injustices, etc. — whether these are real or just perceived, the global trend is voting in politicians to tackle these

other issues.
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So. policy change is afoot in the 2020s, with the downside that policy uncertainty is higher now — relying on policy to
save markets may be more tenuous. This isn't a bad thing; bigger, global problems are starting to be tackled these
days, which is likely good for society.

The challenge is that markets would prefer no change unless they need help. Butthe world has some big challenges,
and these could use addressing. Some may be positive for markets, like an effort to improve productivity or growth.
Some are not, like changing trade/tax rules.
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This isn’t just because we have a new president; this rising policy uncertainty has been rising for a while. The challenge
is that we are now likely to see more policy corrections, like the one earlier this year. A change of policy, whether well -
founded or not, creates a spike of uncertainty in the markets.

The good news, historically, is that policy or event-driven corrections are short-lived. Clearly, this one was, with the one
caveat that a policy or event correction can cause a growth slowdown, which would morph a policy correction into a
more traditional economic weakness variety. Time will tell if this is in the cards in the coming months.

If we’re in an era of higher policy uncertainty, this would likely increase the frequency of policy-induced corrections.
Every correction is different in duration, speed, and the root cause. Most investors are familiar with an economic
slowdown correction: the economy starts to slow, earnings come under pressure, and markets react negatively. This
variety of correction was dominant over the previous 30 years.

But we are now experiencing more unigue corrections, caused by exogenous shocks like Covid (2020), inflation (2022)
or policy (2025). Given higher inflation and a more uncertain policy environment, these more unique corrections may be
more prevalent in the 2020s than the plain vanilla variant.

The challenge from a portfolio construction perspective is that these more unique corrections may require a different
strategy. For a plain vanilla economic slowdown correction, the traditional portfalio diversifiers like bonds and U.S. dollar
exposure work really well. For the other types, these diversifiers often don’'t work as well, while other diversifiers work
really well. The table below highlights the challenge by looking at what helped, hurt or was kind of in the middle from a
defence diversification perspective over each correction.

Diversification benefit during past 3 corrections - peak to trough
International Bonds Gold

Covid 2020 ____
inflation 2022 ! | @
Trade 2025 B

Source: Bloomberg, Purpose Investments, colours based on diversification benefit - red bad, green good, yellow meh
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Even though Covid was an exogenous shock, traditional core diversifiers, including bonds and U.S. dollar exposure,
helped the most. With inflation in 2022, the TSX did relatively well among equities thanks to resources exposure; gold
helped a bit, while the U.S. dollar shone bright. And in this most recent policy correction, the TSX, international, and
bonds maybe helped a bit, while the U.S. dollar sucked and gold came to the rescue.

The takeaway for portfolio construction is that while bonds remain the core defence provider, because of slowing
economic growth, concerns will likely still be the most common correction type. And, atypical corrections are increasing
in frequency, requiring different types of diversifiers. This supports our view that portfolios should have more diversified
defence from more international equity exposure, including incrementally more alternative sourc es from volatility
management, momentum or gold.

Additionally, a more tactical approach is needed for periods of weakness. If that involves policy, or if an exogenous
shock is induced, we recommend a quicker buying-the-dip approach. Inflation or economic weakness-driven corrections
may require more patience, as these take longer to work their way through market prices. It simply isn’t as easy to
diversify as it has been in previous decades, requiring a more thoughtful approach to defence.

Constructive on emerging markets

Instead of “Buy American,” investors are increasingly saying “Bye, America” and looking elsewhere to invest their
capital. So far this year, the S&P 500 has rallied from the brink of a bear market to being flat on the year, while
international developed markets are relative winners, with the MSCI EAFE index up 17%. Looking beyond the
developed nations in the EAFE index, even emerging markets are having a strong year, up around 8% year-to-date.

Over the past year, emerging markets have kept pace with developed markets. However, this headline performance
masks significant dispersion at the country level. China has delivered an impressive 20% return in the past twelve
months, handily outperforming its developed and developing counterparts. In contrast, markets such as India, Taiwan,
and South Korea have faced a more challenging environment. India, for its part, is showing signs of recovery and is how
positive year-to-date after a significant drawdown from its peak last fall. Among the strongest emerging market

performers year-to-date are Brazil (+20%), South Africa (+16%), and China (+14%).

The positive view on emerging market equities, established after a long period of underperformance, as seen in the
chart below, remains intact. The original thesis is underpinned by attractive valuations, an improving earnings outlook,
and supportive macroeconomic conditions. We believe we are in the early stages of a long-term cycle of EM strength.
While the recent gains are but a small blip on the long-term chart and risks remain, including the trade war and
uncertain tariff impacts, we believe the positive fundamentals in the asset class present a compelling counterbalance for
portfolios.

EM: Long time underperformer, but we're seeing a blip
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Valuations are still attractive

Emerging markets currently offer one of the most attractive valuation propositions in decades relative to developed
markets. The EM index trades at approximately 12.5x forward earnings compared to 21.7x for the S&P 500 and 19.3x
for developed markets, representing a substantial 35% discount to developed market equities. This discount reached a
record earlier this year, but with a still lofty 6.8-point spread between emerging and developed markets, they remain
guite attractive from a valuation perspective, providing a significant margin of safety for long-term investors.

The valuation story becomes even more compelling when examining EM value stocks specifically. The MSCI EM Value
Index trades at just 9.5 forward price-to-earnings, in line with its 20-year average. In contrast, the MSCI World Value
Index trades at 14.8x, two points above its 20-year average. The combination of low valuations and improving
fundamental characteristics creates an asymmetric risk-reward profile favouring EM allocations.

With valuations in many countries, such as China, still very depressed, even a modest uptick in sentiment can have a

dramatic impact on share prices. Given that U.S. markets are essentially fully valued, markets that can experience both
earnings growth and multiple expansion offer an attractive runway to outsized returns.
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Earnings growth recovery and momentum

After years of disappointing earnings performance, emerging markets are experiencing a significant earnings revival that
should drive future returns. EM earnings per share growth accelerated meaningfully in 2024 and is expected to continue
growing strongly in 2025, representing a major shift from the previous ten-year average of just 2%. Earnings growth
expectations have slowed for both emerging markets and developed markets, with the growth rates for both staying
about the same.

EM relative earnings are historically depressed compared to developed markets, which skews the risk -reward equation
in favour of emerging markets. With trade tensions easing and global growth conditions expected to remain supportive,
EM relative earnings have significant upside potential over the next six to 12 months, even in scenarios where global
growth moderates.
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Earnings growth in emerging markets roughly on par
relative to DM

Forecast EPS 12-mo change EM minus DM ——12-mo Performance EM vs DM

&9 ﬂ'\ ﬂ'\ § & ﬂ'\ \'\ ﬂ'\ \'\ & § § § § § § §
g ¢ W W ¥ W W W YWY

Source: Bloomberg, Purpose Investments

Favourable dollar dynamics

The U.S. dollar is down considerably in 2025, which has led to fears of dollar debasement and foreign investors
dumping Treasuries and other U.S. assets (perhaps overblown but a popular narrative these days). While we don’t
believe this to be a major cause for concern, our outlook is that a weaker U.S. dollar provides a significant tailwind for
emerging market assets.

In the chart below, you can see the strong correlation between EM outperformance and dollar weakness. There is a
strong historical inverse correlation, and while the correlation may not be as strong now compared to the past, it should
still be a benefit. One of the reasons why the relationship may not be as strong is that the amount of emerging market
government and corporate debt denominated in U.S. dollars has shrunk over the years, with an increasing amount

denominated in local currency.

Emerging markets historically have been inversely correlated with
the USD. Ongoing dollar weakness should benefit emerging
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This currency dynamic has likely already benefited EM equities, with the dollar index down 10% from its highs. Based
onthe chart, it has helped, but the backdrop of a softening U.S. dollar should continue to be a tailwind longer-term.

While the U.S. is busy putting up barriers to trade, globally, most trade happens without the U.S. In the current
environment, it’s likely that foreign companies would be increasingly willing to look to other markets outside of the U.S.
rather than deal with higher tariffs. Emerging markets are in a prime position to benefit, with more trade occurring
outside the US.

From a portfolio construction standpoint, we are mindful of the long-standing valuation and allocation gap as emerging
markets represent approximately 39% of global GDP but only 26% of global equity market capitalization. While there is
no hard science to determine an optimal allocation, this discrepancy suggests potential for structural rebalancing
over time.

Although we currently have no dedicated EM allocation, we continue to monitor the opportunity set. The combination of
attractive valuations, gradually improving earnings fundamentals, and long -term structural growth drivers make
emerging markets an area worth watching. While risks remain and volatility is expected, the evolving macro
environment could present an attractive entry point for investors with a longer time horizon.

Global in name only

There are certain phrases in portfolio management that we accept at face value, like “balanced portfolio.” “Global equity”
is another one. You would think the title says it all —it sounds like a diversified portfolio with exposure across many
regions. But these days, “global equity” often means one thing: The United States. And you might be holding more of it
than you think.

It is no secret that the U.S. has dominated the last 10-15 years of equity returns, powered by megacap tech and
accretive policy tailwinds along the way. Naturally, that success pulled more capital in, and over time, it’'s changed the
shape of everything it touches, including the funds meant to look beyond it.

After the global financial crisis, North American global equity managers held just over 40% in U.S. equities, a modest
allocation that felt reasonable given the size and influence of the U.S. market. While 40% is still a substantial country
weight, it reflects a more balanced global approach. Today, that number has climbed as high as 62% and currently sits
around 59%.
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This shift has quietly redefined what it means to invest globally. And to be clear, no one’s blaming the managers.
Ignoring U.S. dominance over the past decade would’ve been career suicide. The issue isn’'t how we got here; it's
whether we're still comfortable with where we are.

Roles reversed
North American global equity managers
65%
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As aresult, this has also influenced portfolio construction, often without investors realizing it. You might assume you're
underweight in the U.S. or sitting at a neutral position, but once you look under the hood, the picture tells a different
story. Looking at some advisor model portfolio the U.S. geographic equity allocation is nearly 50%.

A few weeks back, we shared some thoughts on international equities and touched briefly on how global equity

managers are positioned, but we felt it was important to bring the conversation back to the portfolio. There’s been a
clear and consistent pattern: U.S. equity weights across portfolios are almost always dominant, especially relative to
our baseline.

In most cases, there is an awareness that their U.S. allocation is meaningful, but the idea that it might be an overweight

doesn’talways register the same way. We're not saying that's wrong, but it's worth knowing, especially if the positioning
wasn’t fully intentional.
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But here’s the part that is most often missed. That almost 50% U.S. geographic equity exposure is not just coming from
dedicated U.S. mandates. A meaningful portion is coming in through the “global” positions in the portfolio. Looking
across average portfolios, the median allocation to global equity funds was 10% of the total portfolio. And within those
funds, the median U.S. equity exposure was 65%. That means, for a typical balanced portfolio with a 60% equity
allocation, roughly 11% of the equity sleeve ends up in U.S. equities through global funds alone.

Breaking down US equity overweight within portfolios

Direct US Equity Exposure m Indirect US Equity Exposure (Via Global Funds)
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Disclaimer: Analysisisbased on the median portfolio weightsacross a sample of 50 Canadian advisor model portfolios. US equ ity exposure from
global equity fundsreflectsonly those advisorswho hold global equity mandates.

It's one of those things that looks harmless on the surface but changes the entire shape of a portfolio. In many cases,
that indirect exposure contribution brings the total weight to a level well above what is believed and almost entirely
encapsulates the overweight. The global equity funds are meant to diversify regional risk and instead end up

reinforcing it.

Within many of these portfolios, global equity funds have become the primary source of international exposure. And it’s
easy to see why. They’ve consistently delivered, though let’s be honest, that’'s mostly because of their higher U.S.
exposure. That relative strength has driven more allocation to global funds, which in turn increases U.S. concentration
even further. Over time, the cycle has fed itself, leaving many portfolios with less true international diversification than

the labels suggest.

This is not ared flag for everyone. Some investors are very comfortable with having a higher U.S. equity weight. The
idea is to bring this concentration to light and understand what you own. The real risk here is not just overexposure to
the U.S., but underexposure to everything else.

We have had a very strong period for international equities so far this year, and for the most part, many portfolios did not
feel that supportive benefit amidst the U.S. weakness. If the first half of the year has taught us anything, it’s that

diversification is still alive and well.

This is not a call to unwind U.S. exposure or avoid global mandates, although some portfolios may be able to benefit
from it. It's just a reminder that many of the frameworks we rely on were built during a different version of “global,” and
we believe the goal should be to introduce a bit more balance. Moving forward, it may be time to revisit what those
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funds actually hold and how much of your U.S. equity weight is coming from indirect sources. Nothing in portfolio
construction is static, but this trend has moved far enough that it deserves another look.

Global equity isn’t broken, but it's not what it used to be. If true diversification matters, it's worth asking whether your
global exposure is really as global as it claims to be.

Market cycle & portfolio positioning

The market cycle indicators improved decently over the past month. Economic data did get a bit better, looking at the
Citi Economic Surprise Index for the U.S. and the GDP Now from the Atlanta Fed. While not an indicator, Q1 US GDP
revisions were not so great, with consumer spending showing a deceleration. Perhaps cooling policy uncertainty around
tariffs will alleviate; time will tell.

Market cycle indicators - some sign of improving
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Another potential upside: The yield curve has steepened. This may not be a huge positive, though. There is much talk of
longer yields rising because of deficit concerns, and few are citing improving economic activity. The latter is good, the
former not so much.

Nonetheless, an improvementis an improvement. We still believe there may be a period of economic growth weakness
later this year as the impact of tariff uncertainty bleeds into the data. And given markets have largely recovered; there
does appear to be a lot of good news priced in.
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Market cycle indicators

Grouping

Metric

Net Cuts

Credit (3m)

Recession Prob (NY Fed)
Recession Prob (Clev Fed)
Citi Eco Surprise

Better/
Worse Grouping

2/1 Global Economy

Metric

Global PMI

EM (2m)
Fundamentals

Us: PE
US: EPS Growth

12

Better/
Worse

Yield Curve Copper (6m) +
Yield Curve 3m DRAM (3m) +
US Economy Qil (3m) +
Leading Ind (3m) - Commodities (3m) +
Leading Ind (6m) - Baltic Freight (3m) -
Phili Fed Coincident - Kospi (2m) +

GPD Now (Atlanta Fed) US: EPS 2FY v 1FY +

US Unemployment US: 3m EPS Revision -

Consumer Sentiment (3m) Canada: PE -

Canada: EPS Growth -

Manufacturing PMI - Canada: EPS 2FY v 1FY +
PMI New Orders + Canada: 3m EPS Revision +

Energy Demand (YoY) - International: PE -

Truck Demand (YoY) - Int: EPS Growth -

Rail (YoY) - Int: EPS 2FY v 1FY +

Int: 3m EPS Revision

Housing Starts (1yr) -
Months Supply (6m) -
Home Sales -

New Home Sales
NAHB Mkt Activity

Source: Purpose Investments, Bloomberg

After portfolio changes in January and May (more defensive fixed income posture emphasizing reduced duration), we're
holding at about neutral on equities, under on bonds, and over on diversifiers and cash. The speed of this rebound is
impressive, reminding investors that policy-induced corrections are usually quick. But now with TSX and international
indexes around all-time highs, and with the S&P only a few points away, markets certainly have gone back to an
“optimistic” mood. As contrarians, this does make us a bit nervous.
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Portfolio positioning

House View Underweight Neutral Overweight
Overall Equity °
Bonds *
Cash
Equities Canada °
U.s. °

International

Emerging Markets °

Style Allocation (Value<--->Growth °

Size (Small <---->Large Cap)

Fixed Income Government

Credit °

Investment Grade
High Yield °

Duration
Passive

Management Approach °

Final note

Markets sure have recovered from April’s uncertainty -driven correction, as a much less dire scenario appears to be
forming. But make no mistake: policy uncertainty is likely here to stay for some time, and not just in America.

So farthis year, markets have gone from being overly optimistic in the early months that trade policy would not be an
issue, to overreacting to the downside, and now back to optimism. Policy could flare up again, but we do think the
bigger risk is slowing earnings and economic activity, weighed down by such a prolonged period of uncertainty for
investors, consumers, governments, and corporations.

2025 sure does look like a year to be opportunistic. We would encourage keeping a diversified defence and dry powder
on hand in case this optimism fades in the summer months.
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted.
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