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Diversification gone awry

One would think that if markets sell off due to a material rise in
geopolitical risk (outbreak of war between U.S./Israel and Iran),

gold should be a good diversifier. That was clearly not the case this
past week. Bonds weren’t so great either. But riding to the rescue of
portfolios is bitcoin and software stocks — that certainly is not following
the traditional script. And of course, commaodities thanks to a huge rise
in oil prices.

Certainly hard to find diversification
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It isn’t just this past week that portfolio diversification has been more
challenging. Everyone remembers 2022/23 when the bond/equity
correlation became much more positive than previous years. Making
the market drop of 2022 much more painful. Bond / equity correlations
remained strong positive into 2024, but nobody minded as both equities
and bonds were moving higher in price. Funny that.

While bonds have not helped much this past week, we would point

out their correlation to equities has been falling. That is good news, and
certainly a vast improvement from 2022/23. International equities,
while strongly correlated, given they are part of global equities, have
seen their correlations fall a bit too.

The other unique diversifiers are perhaps even more interesting.

For many years U.S. dollar exposure has been a good diversifier

for Canadian investors. From a correlation perspective this has been
diminishing lately. Bitcoin, gold and commodities all generally have
positive correlations to global equities, but are certainly on the

lower side.

Sign up here if you do not already receive the Market Ethos directly to your inbox.
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Bonds are actually Other diversifiers are
working again even more interesting
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Correlations just tell one part of the story, the average relative direction. The other part is the degree of the move. The
following scatter chart is a basket of asset class categories plotted with correlation to global equities on the y-axis and
slope on the x-axis. For example, U.S. high yield is strongly correlated to equities, but the slope is much lower. That
means the direction will often be the same but high yield will move much less. This helps diversification.

This is just one week of market weakness that once again highlights the need to really think about portfolios
construction, namely diversified defense. With the COVID correction in 2020, bonds worked well after liquidity was
restored, as did the U.S. dollar. Then came the inflation correction of 2022 — bonds sucked, gold did well, as well as
more exotic income strategies that were less interest rate-sensitive. The Liberation Day tariff-induced correction saw
different defensive strategies work best. Simple fact, these markets require multiple types of defense as corrections
have become less atypical.

Not just correlations, slope matters too US Equities
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We were joking in the opening highlighting bitcoin and software as diversifiers this past week. The math adds up, given
during this week that most things went down they went up. But don’t read too much into this, they went up because they
had already fallen SO MUCH. Bitcoin was over $120k in October and had fallen down to low $60ks. U.S. software
based on one of the more popular ETFs had fallen from over $115 to below $80.

Final thoughts

This market is fragile and the sudden ramp of geopolitical risk is clearly being felt. Bombing campaigns can end as
quickly as they begin, but risks are now high. While markets have fallen, we’re still not anywhere near correction
territory. We do wonder though if markets fall more, does the TACO playbook apply to armed conflicts or is it just tariffs?

For now, we’re staying a bit defensive and most importantly we have a diversified defense within portfolios. We combine
our core bond positions with gold, and higher cash. This allows options to act should parts of the market become too
oversold. Never a dull moment.
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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 Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger 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.

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, noris it a
recommendation or solicitation to buy, hold or sell any security.

Richardson Wealth Limited is a subsidiary of iA Financial Corporation Inc. and is not affiliated with James Richardson & Sons, Limited. Richardson Wealth is a trade-mark of
James Richardson & Sons, Limited and Richardson Wealth Limited is a licensed user of the mark. Richardson Wealth Limited, Member Canadian Investor Protection Fund.
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