July | 2023

QUARTERLY COMMENTARY

Richard Liss, CFP, CIM®, FCSI®
Senior Portfolio Manager
Private Client Group

(416)777-7041
richard.liss@raymondjames.ca

Gala Petrenko
Financial Advisor Associate

(416) 777-7154
gala.petrenko@raymondjames.ca

Raymond James Ltd.
Scotia Plaza - Suite 5300, 40 King
Street West, Toronto, ON M5H 3Y2
Phone: (416) 777-7041
Fax: (416) 777-7020

www.raymondjames.ca/richardliss

Smokescreen

Investors went into the second quarter on high alert for a recession and thinking the Fed
could soon be cutting rates. At the quarter’s end, however, there is still no economic
downturn in sight and the Fed is expected to raise rates once again. There were significant
divergences in performance in the markets. Fixed income values dropped slightly as interest
rates continued to climb and the Canadian equity market essentially went sideways along
with most of the S&P500 while the “Magnificent Seven” tech companies continued their huge
run. Amazingly, the top seven US stocks by market capitalization have accounted for almost
all of this year’s gains and eight of the market’s largest stocks—Alphabet, Amazon, Apple,
Meta, Microsoft, Netflix, Nvidia and Tesla—now account for 30 per cent of the S&P 500’s
market capitalization. Said another way, market breadth has been extremely narrow. The
large tech companies have become such a large part of the US markets, the Nasdaq 100 index
is going to undergo a rare "special rebalance" later this month which will decrease the
weighting of most of the above mentioned companies and increase the weighting of
companies outside of the sector. That comes as these tech stocks now make up more than
50% of that particular index while Apple and Microsoft alone represent about 25% of it with
their $3 trillion valuations. Their strong stock rallies this year helped push the Nasdaq 100 up
nearly 40% in the first half of 2023. Don’t forget though that this amazing recovery has taken

place after a brutal 2022 bear market where it was down over 32%!



https://markets.businessinsider.com/stocks/aapl-stock?utm_medium=ingest&utm_source=markets
https://markets.businessinsider.com/stocks/msft-stock?utm_medium=ingest&utm_source=markets
https://markets.businessinsider.com/news/stocks/apple-bigger-than-france-economy-india-stock-market-3-trillion-2023-7?utm_medium=ingest&utm_source=markets
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The collective weight of the large tech companies will be down-sized to 40% of the Nasdaq 100. Last Monday, investors sold
the mega-cap tech stocks down as much as 2% in anticipation of the reweighting. Meanwhile, some stocks gained on the
expectation that what's mega-cap tech stocks' pain will be their gain. According to Wells Fargo equity analyst Chris
Harvey, potential winners of the index shake-up that could see an increased allocation include Starbucks, Mondelez, Booking
Holdings, Gilead Sciences, Intuitive Surgical, Analog Devices, and Automatic Data Processing.

2023 YTD S&P 500 Separating Big 7 Tech Stocks Vs. Rest Of S&P 500 So would it make sense to hop on the train
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https://12ft.io/proxy?q=https%3A%2F%2Fseekingalpha.com%2Fnews%2F3986698-wells-fargo-highlights-nasdaq-100-rebalance-trade-opportunities
https://12ft.io/proxy?q=https%3A%2F%2Fseekingalpha.com%2Fnews%2F3986698-wells-fargo-highlights-nasdaq-100-rebalance-trade-opportunities
https://markets.businessinsider.com/stocks/sbux-stock?utm_medium=ingest&utm_source=markets
https://markets.businessinsider.com/stocks/mdlz-stock?utm_medium=ingest&utm_source=markets
https://markets.businessinsider.com/stocks/bkng-stock?utm_medium=ingest&utm_source=markets
https://markets.businessinsider.com/stocks/bkng-stock?utm_medium=ingest&utm_source=markets
https://markets.businessinsider.com/stocks/gild-stock?utm_medium=ingest&utm_source=markets
https://markets.businessinsider.com/stocks/isrg-stock?utm_medium=ingest&utm_source=markets
https://markets.businessinsider.com/stocks/adi-stock?utm_medium=ingest&utm_source=markets
https://markets.businessinsider.com/stocks/adp-stock?utm_medium=ingest&utm_source=markets
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The Bank of Canada just raised rates again by 0.25% because the economy has been stronger than expected, with more
momentum in demand. Consumption growth has been surprisingly strong at 5.8% in the first quarter. As higher interest rates
continue to work their way through the economy, the Bank expects economic growth to slow, averaging around 1% through
the second half of this year and the first half of next year. Their projection for inflation is for it to hover around 3% for the
next year before gradually declining more in the middle of 2025. With the prospect of rates soon topping and eventually then
going lower (probably after 1 or 2 more increases at the most) I'm starting to get more excited about bonds again. Most bond
prices are down year to date with rates increasing, but as we near the peakin rates they are beginning to look really attractive.
Other than last November, the last time a 5 year GIC yield was above 5% was in the early 2000s.
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You’ve probably gathered by now the reason for choosing “Smokescreen” as the title of this quarter’s newsletter - it’s not
just an allusion to the disastrous forest fires across the country. We need to dig down in order to see what the underlying
factors are that drive the performance of a particular market that we’re investing in (its attribution). Does one really want to
buy an investment after it’s gone up and the risk is skewed to the downside? Although the mere fact that a stock has had a
big move is not enough of a reason to take a pass, it's when it is expensive by all measures that the risk-reward becomes
skewed. Most active investors can relate if they bought into the tech craze of the late 90s or more recently the marijuana
haze five years ago.

Regarding the economy, we've never seen a full employment recession before and that's why if we do have a recession, as
previously discussed, it could be a reasonably shallow one. | think it is fair to ask whether the October 2022 market lows were
the lows for this cycle and it’s very possible that they were. That doesn’t mean we are off to the races, but we may have
already been through the period of maximum pessimism.
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This newsletter has been prepared by Richard Liss and expresses the opinions of the author and not necessarily those of Raymond James Ltd. (RJL) or Raymond James (USA) Ltd (RJLU). Statistics, factual
data and other information are from sources RJL believes to be reliable but their accuracy cannot be guaranteed. It is for information purposes only and is not to be construed as an offer or solicitation for
the sale or purchase of securities. This newsletter is intended for distribution only in those jurisdictions where RJL and the author are registered. Securities-related products and services are offered through
Raymond James Ltd., Member-Canadian Investor Protection Fund. Insurance products and services are offered through Raymond James Financial Planning Ltd., which is not a Member-Canadian
Investor Protection Fund. Raymond James (USA) Ltd. advisors may only conduct business with residents of the states and/or jurisdictions in which they are properly registered.

RJLU is a member of EINRA/SIPC



http://www.finra.org/
http://www.sipc.org/

