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The crystal ball ain’t so crystal clear

It has been a volatile last 100 days against the heightened uncertainty surrounding US economic
policy and the highly unpredictable nature of the related decisions. While there is value in rehashing
everything that has happened, the more pressing question is: What might all of this suggest for the
road ahead?

For equities, the path forward depends on the path for policy, its impact on corporate profitability and
whether a recession materializes as a result.

History shows that in the absence of a material economic downturn or the development of a
substantial financial imbalance (neither of which is currently on the radar), the average correction in
the S&P 500 Index' from the market peak has been 16%. A recessionary drawdown has averaged
32%, but excluding those extreme and idiosyncratic dislocations, it is a mere 25%.

Needle and the damage done?
(S&P 500 declines of more than 10% since World War IlI; percent decline from market peak)
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Market peak date
Source: Guardian Capital based on data from Bloomberg to April 29, 2025

" The S&P 500 is an index of 500 stocks designed to reflect the risk/return characteristics of the large-cap US equity universe.
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To the extent that history can serve as a guide, it would suggest there is scope for at least a retest
of the recent lows seen following the US President’s presentation in the Rose Garden on April 2.

At the same time, there is a lot of “bad” already priced into the market, as evidenced by the extreme
pessimism recorded in recent investor surveys. The fact that things typically never turn out as bad as
feared, just as they rarely end up as great as hoped, suggests there is ample potential for markets to
gain momentum should headline risks fade (or at least get “less bad”).

That is especially the case in the current environment, given otherwise generally solid macro
underpinnings and the fact that markets have undergone a valuation adjustment that makes assets
more attractive, notwithstanding the lower conviction in forward expectations at the moment.

Turning to fixed income, while the core of the asset class is traditionally treated as “risk-free,” there
are a couple of risks that suggest there may be better options than standard government bond issues.

Market pricing for the policy path has been volatile, but it continues to suggest that central banks will
be more proactive to the headwinds than policymakers have suggested.

Betting against the Fed
(Fed funds rate target midpoint and expectations; percent)
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Fed funds rate ¢ FOMC "dots" (3/19/25) — = = Consensus forecasts (4/25/25)
——-US OIS (04/25/25) = ====- Fed fund futures (04/25/25)

The shaded region represents a period of US recession; source: Guardian Capital based on data from the US Federal Reserve (Fed) and Bloomberg
as at April 25, 2025
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Rates could adjust higher in the absence of a material shock to the system, though the less policy-
sensitive, long-term rates have been re-establishing their “fiscal vigilante” reputation (and arguably
were responsible for the delay on the “reciprocal” tariffs). That suggests less of an adjustment by
markets, though the supply of sovereign debt expected in the coming months will likely exert some
upward pressure there as well.

In contrast, the recent widening in credit spreads creates an attractive risk/reward trade-off for
corporate bonds, especially considering that credit quality is not showing much by way of deterioration
amid the uncertain outlook and bond default rates worldwide sit at more than three-year lows.

The bottom line is that while uncertainty and volatility are likely to remain the key watchwords for the
foreseeable future, and risks to the downside remain elevated, it is possible to find opportunities in a
marketplace that has undergone fairly broad valuation adjustments.

In this environment, prevalent risks reiterate the importance of investors diversifying exposures across
asset classes and geographies and placing an added emphasis on high-quality assets that have the
potential to weather continued stormy waters.

Follow us on Linkedln and stay in the know.
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This commentary is for general informational purposes only and does not constitute investment, financial, legal,
accounting, tax advice or a recommendation to buy, sell or hold a security. It shall under no circumstances be
considered an offer or solicitation to deal in any product or security mentioned herein. It is only intended for the
audience to whom it has been distributed and may not be reproduced or redistributed without the consent of
Guardian Partners Inc. (“GPI”). This information is not intended for distribution into any jurisdiction where such
distribution is restricted by law or regulation.

The opinions expressed are as of the published date and are subject to change without notice. Assumptions, opinions
and estimates are provided for illustrative purposes only and are subject to significant limitations. Reliance upon this
information is at the sole discretion of the reader. This document includes information and commentary concerning
financial markets that were developed at a particular point in time. This information and commentary are subject to change
at any time, without notice, and without update. This commentary may also include forward-looking statements concerning
anticipated results, circumstances, and expectations regarding future events. Forward-looking statements require
assumptions to be made and are, therefore, subject to inherent risks and uncertainties. There is a significant risk that
predictions and other forward-looking statements will not prove to be accurate. Investing involves risk. Equity markets are
volatile and will increase and decrease in response to economic, political, regulatory and other developments. Investments
in foreign securities involve certain risks that differ from the risks of investing in domestic securities. Adverse political,
economic, social or other conditions in a foreign country may make the stocks of that country difficult or impossible to sell.
It is more difficult to obtain reliable information about some foreign securities. The costs of investing in some foreign
markets may be higher than investing in domestic markets. Investments in foreign securities also are subject to currency
fluctuations. The risks and potential rewards are usually greater for small companies and companies located in emerging
markets. Bond markets and fixed-income securities are sensitive to interest rate movements. Inflation, credit and default
risks are also associated with fixed-income securities. Diversification may not protect against market risk, and loss of
principal may result. This commentary is provided for educational purposes only. It is not offered as investment advice
and does not account for individual investment objectives, risk tolerance, financial situation or the timing of any transaction
in any specific security or asset class. Certain information contained in this document has been obtained from external
parties, which we believe to be reliable, however, we cannot guarantee its accuracy. These sources include Bloomberg,
Bank of Canada and National Bank Independent Network for the relevant periods cited in this commentary.

GPI is a wholly owned subsidiary of Guardian Capital Group Limited, a publicly traded firm listed on the Toronto Stock
Exchange. GPI operates as Guardian Capital Advisors and Guardian Partners. All trademarks, registered and
unregistered, are owned by Guardian Capital Group Limited and are used under license.
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