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“Discrepancies and hence opportunities
in securities originate when events move
faster than quotations.”

CHANGE IN LEADERSHIP

Portfolio Manager
shawn.dunbar@raymondjames.ca

In the last three months, we have seen a new U.S. President and a new Canadian
Prime Minister. These are not the only leadership changes. We also saw a change

BUSINESS: 250.405.2400 in leadership in the markets. The Magnificent 7 stocks (Tesla, Microsoft, Meta,
DIRECT: 250.405.2464 Alphabet, Netflix, Apple and Amazon) that have made up the majority of the
FAX: 250.405.2499 returns of the U.S. market in recent years finally dropped in price. Money started

to flow into other areas of the global market that were more reasonably priced.
Since the Mag 7 stocks are so large, they have a disproportionate effect on

the U.S. indices in which they trade. Due to this, at least in part, all three major

U.S. market indices were down in the quarter. The Dow Jones was down 1.3%,

the S&P 500 was down 4.6% and the NASDAQ down over 10%. At the same time,
the MSCI EAFE Index, which measures large companies in developed markets
outside the U.S. was up 8.1%. This upswing outside the U.S. was driven by strength
in Europe and Japan. Germany loosened up its tight controls on taking on debt,

in order to fund energy investments and its military. Japan ended its negative
interest rate policy, which shows it might be starting to grow again after decades
of stagnation. This is a major change in market leadership. The U.S. market has been
the envy of the world since the end of the financial crisis in 2009 and this is often
referred to as the period of U.S. exceptionalism. Could this quarter signal the end
of U.S. exceptionalism? It’s probably too early to say but we are definitely witnessing
a change in trading patterns and weaker U.S. markets relative to other major
markets in the rest of the world including Canada. Donald Trump has ushered in

a new era of U.S. protectionism and isolationist policies. The U.S. has demanded
NATO countries to pay more for their military protection and seem to have lost
their appetite to fund foreign wars such as the Ukraine/Russia war. They have

also announced significant tariffs on almost all countries, which will make it more
difficult for those countries to export products to the U.S. Europe, Canada and
other parts of the world are now trying to reduce dependency on the U.S. for trade,




energy and defence. In Canada, there is new talk of building
pipelines and decreasing provincial trade barriers. Mark
Carney has also already eliminated the carbon tax. Trade
barriers such as tariffs are not good for anybody but they

can push Canada and other countries to become more
efficient and self-sufficient and open up other trade coalitions,
which could be more profitable. It could also push countries
to negotiate with the U.S. and reduce some of their own trade
barriers, which could eventually result in lower overall trade
barriers, in the long run. However, the tariffs implemented

by the U.S. are severe and could result in retaliation by

other countries and a global trade war and recession.

This possibility pushed stock prices down at the end of the
quarter and into the beginning of April. The good news is
your portfolio has held up very well so far. | have been
reducing risk over the last year and a half, so my clients’
portfolios are in a very safe stance with 20-50% cash and
bonds and 10% utilities, which have actually made money
so far this year. The global turmoil we have seen will likely
result in some opportunities and we are in a good position
to take advantage. Below are the results of the Moderate
Risk Equity and Balanced portfolio, in which many of you
are invested, to March 31, 2025.

MODERATE RISK EQUITY PORTFOLIO VS. CANADIAN AND U.S. MARKETS OVER THE LAST FIVE YEARS

THREE MONTH ONE YEAR THREE YEAR FIVE YEAR
TSX +0.8% +12.4% +13.8% (4.4%/yr) +86.3% (+13.2%/yr)
Dow Jones (in CDNS$) -1.3% +11.8% +39.5% (11.7%/yr) +97.1% (+14.5%/yr)
Moderate Risk Equity Portfolio +2.2% +12.1% +20.8% (+6.7%/yr) +152.1% (+20.3%/yr)

BALANCED PORTFOLIO RETURNS VS. BENCHMARK OVER LAST THREE YEARS

THREE MONTH ONE YEAR THREE YEAR FIVE YEAR
Benchmark* +1.39% +10.0% +10.6% (+2.4%/yr) +51.8% (+7.0%/yr)
Balanced Portfolio +1.7% +16.5% +20.6% (+6.5%/yr) +74.7% (+11.8%/yr)

*50% TSX/50% Canadian Bond Universe Index ETF (XBB)

TARIFF TURMOIL

At the time of writing, Trump just announced tariffs of 10%

on allimports to the U.S., plus additional reciprocal tariffs on
about 90 countries at rates proportional to their trade surplus
with the U.S., divided by their total exports. So, the tariff on
China, for example, is 54% and the EU tariff is 20%. The tariffs
were far more severe than the market, or any logical observer,
could have predicted and caused the market to drop over 10%
in just three days. If these trade barriers continue, it will likely
increase the total tariff charged by the U.S. from an average
of 3% now, to approximately 22.5%. This would be the highest
tariff level in the U.S. in 100 years and even higher than the
19% in the 1930s.

Typically, every 10% tariff leads to a drop in GDP of 1%, so,
U.S. GDP could decrease from 2.4% growth, currently, to only
0.5%. Raymond James estimates that this would cost the U.S.
consumer an extra $5,600 U.S. more per year, if these tariffs
hold. This is because a U.S. company that imports products
from another country would have to pay the tariff to the U.S.
government. The importer would then likely pass on those

extra costs to the U.S. consumer. This is like a regressive tax
on every U.S. person. It’s regressive because the extra costs
would fall on everyone equally. Usually, a tax increase costs
the most for highest wage earners because higher earners pay
higher percentages of tax. A regressive tax puts the same tax
burden on even the lowest earners. Also, the above numbers
do notinclude the potential effects of retaliatory tariffs by
other countries, which could decrease trade further and bring
GDP below zero and cause a global recession.

Even before Trump announced these severe tariffs consumer
sentiment was suffering. In fact, it had dropped faster than

it did at the outbreak of the pandemic in 2020. So, these
tariffs are coming at a time when the U.S. economy was
already starting to slow down. Analysts at JP Morgan now
put the risk of U.S. recession at 60%. Other analysts have
increased their odds of recession much higher as well. It is
not hard to see why. One might assume that Trump will
eventually negotiate a deal with other countries to reduce
their trade barriers. The problem is, Trump has said that




these tariffs are here to stay. He said this in order to incent
companies to build manufacturing plants in the U.S. where
they could access the U.S. consumer tariff free. A company
would not want to spend billions of dollars on a new
manufacturing plant that takes at least three years to build,
if the tariffs were no longer there in the future. The fact that
he said this decreases the likelihood that he will relent on
the tariffs.

Trump claims he wants to reduce trade deficits with other
countries but this is very unlikely to happen. The U.S. is
still the wealthiest country in the world and has 340 million
people that buy 20% of the world’s products. Because they
are a wealthy country they also have high wages relative

to the rest of the world, so this makes it more expensive to

manufacture products, especially if they are labour intensive.

The U.S., because of its large and stable economy, has
been the most common reserve currency for global trade
since 1945. When two non-U.S. countries trade with each
other, they tend to do this in U.S. dollars because it is easy
for them to do so and the dollar is relatively stable. This
creates more demand for U.S. dollars and keeps the U.S.
dollar’s value relatively high. This makes U.S. exports more
expensive to the rest of the world and is a disadvantage

to any U.S. manufacturer. Also, trade tends to benefit both
parties, as some countries have natural advantages in
producing certain things. Does the U.S. really think they
can produce all goods more efficiently than the countries
from which they buy products now? Do they think they can
produce coffee cheaper than Costa Rica, t-shirts cheaper
than Vietnam and aluminum cheaper than Canada? Even

if they had the labour available to manufacture all of these
products, it’s pretty egotistical for them to think they could
produce all the products they buy more efficiently at home.

This whole idea of reducing trade deficits in the U.S. to zero
is flawed. | can only assume Trump will find a way to save
face by negotiating some better trade deals and that this
will end the current trade war that he has started. If this
does not happen, there will likely be a revolt in Congress
and they will take away his power to create tariffs. There is
already some Republican support for this. There are too
many profits at stake to allow this to go on for too long but
for now, the world is in turmoil.

WHAT TO DO NOW

Markets are very resilient. We saw this in the pandemic and the
financial crisis. At the time, in both these cases, it appeared like

we were headed for another depression. It was difficult to see

how things could get better. However, investors that sold during

the initial downturn in the market likely missed out on

the eventual rally and some of these investors missed out

on years of positive returns from that point. It’s never a good
idea to sell everything in a panic, simply because the market
has gone down quickly. It is more beneficial to rationally look
at prices of quality companies that are often trading at
discounts during these times. Some of these are already
starting to appear. Let’s take the hottest stock in the world

in the last few years. NVDA has $52 billion net cash on their
balance sheet and has increased their earnings from $3
billion in 2020 to $72 billion this year. Last year, they traded
at around 50 times earnings but now they trade at only 21
times next year’s expected earnings. That is starting to look
like a reasonable price for a company that is growing that fast.
If one of the most popular stocks in the world is trading at
areasonable price there must be others that are trading

at bargains.

As the market drops, there will be more and more bargains
and | plan to find them. It might be a bit early for aggressive
buying yet but we are getting there. It is inevitable that
markets drop like this from time to time. There was the
financial crisis, the pandemic, the massive inflation/interest
rate increase in 2022, the Japanese carry trade sell-off last
summer and now this. The markets have always recovered
and ended up at much higher levels. Your portfolios are
more set up for this downturn than they were at any other
downturns we have had before. You have a high level of cash,
bonds, and utilities that have held their value and can be
sold and used for bargain hunting. The reason we are in this
position is because we were cognizant of prices and didn’t
pay too much for stocks or bonds that we bought and didn’t
get too greedy when the market was incredibly expensive.
Sometimes, it’s better to keep some money safe and earning
4 or 5% than itis to chase a stock trading at 50 times earnings,
when it has the potential to drop significantly. The stocks you
do own are high quality and can weather this or any other
storm. | hope to add some more of these types of stocks in
the near future.

SILVER LINING

Sometimes, there are positive events that unfold during
a crisis. Here are a few potential silver linings that could result
from our current situation:

« Resurgence of Canadian Economy. Inflation in Canada
is no longer a concern; interest rates are much lower than
they were a year ago and they are expected to fall further.
Canadais talking about reducing provincial trade barriers,
getting more of its resources to market and developing
more trade ties with Europe. Plus, they have removed the




carbon tax. Canada also avoided Trump’s reciprocal tariffs
that were quite severe for other countries. This gives Canada
an advantage which could gain us more of the U.S. market
in the end. At the very least, Canada will likely strengthen
trade ties with Europe and, possibly, Asia and refocus their
efforts on becoming a resilient economy again.

NATO could become stronger. The U.S. has claimed they
might not defend a NATO country if they haven’t paid their
share and they are hesitant to keep funding Ukraine or,
possibly, future wars. This has created more spending by
European NATO members. Germany, for example, changed
their constitution in March to allow them to take on debt to
pay for much higher military spending and they announced
they will be sending troops to Lithuania. This is the first
time they have sent troops to another country since WW2.
They also unveiled a plan to spend 500 billion Euros on
infrastructure. This is a massive move for Germany and
good news for the security and economic stability in Europe.

Check on Power. In 2010, the Citizens United ruling by
the U.S. Supreme Court allowed unlimited spending by
corporations on political campaigns. There used to be
upper limits in place for this. Corporations and billionaires
can now contribute to Super political action committees
(Super PACs) to influence election campaigns like never
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before. Elon Musk, for example, contributed $250 million
to Super PACs that paid for advertising, door knocking and
phone banking in support of Donald Trump’s campaign.
This likely led to Elon Musk becoming a consultant for
Trump and leading the Department of Government
Efficiency (DOGE). He is now in a position to gut the

very government agencies that regulate his businesses.
This has drawn the ire of many people and, just last
weekend, there were protests all over the world disputing
Elon Musk and his government influence. Perhaps, there
will be some appetite to limit the amount of money that
can be contributed to a political party, like it was before
2010. This is probably wishful thinking but at least this
subject is starting to garner some attention with the
obvious conflicts of interest present in the current system.

We do not know for sure what the silver linings will be but
there will likely be some new opportunities created from
the seemingly dire circumstances upon us now.

Please feel free to call or email at any time if you would like

to discuss your portfolio or anything else. Many of you have
called just to see if | am holding up ok during this market drop.
This a reflection of the wonderful people that work with me.
Thank you to all of you who trust me to take care of your
hard-earned savings. | take this responsibility very seriously.
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