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Ignorance can be bliss

For those who tuned out the financial news to enjoy the warm summer weather, it would appear that it was a
quiet August for markets. After all, equities ended the month in positive territory (MSCI World +0.1% in Canadian
dollar terms; S&P/TSX +1.2%) as did bonds (FTSE Canada Universe Bond Index +0.3%) as rates moved lower
against data that raised the odds of further near-term rate cuts by the Bank of Canada.

That seeming calm, however, masked some significant volatility. Case in point, the Chicago Board Options
Exchange's equity market volatility index (commonly known by its ticker “VIX") spiked to the highest level in
its 35-year history, excluding the major market events noted below:
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Source: Guardian Capital based on data from Bloomberg to August 30, 2024.

The driver of the recent instability was the underwhelming data flow that began in late July and was
punctuated by the soft US jobs report released on August 2.

The S&P 500 Index fell sharply in the aftermath of the US employment report and continued to fall further
when markets opened the following Monday. This coincided with the surge in the VIX and the overall broad
market weakness that saw the US equity benchmark down 8.5% from its July 16 peak (in US dollars).

Sell-offs are never pleasant for investors and sharp downward moves raise fears of further, sharper declines.
Oftentimes, this is not the case, especially in the absence of a significant economic downturn.

Looking at the daily data for the S&P 500 since 1980, there have been 46 previous instances where the index

has breached the (arbitrary) 5% down threshold from an all-time market high, or an average of one of these
drops from the market high per year. So, while unpleasant, not exactly uncommon.
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In these previous periods, markets have increased over the subsequent month 76% of the time and by an
average of +1.7% (median +2.5%) — generally recovering some, but not all, of the drawdown. There were only
nine instances that saw a full reversal within a month, including this past April, supporting the old investing
adage that “markets take the stairs up but the elevator down.”

Excluding the drawdowns that occurred in the context of recessionary bear markets, the likelihood of stocks
broadly rising over the following four weeks rises to 83% and the magnitude of the move increases to +2.9%
(median +2.9% as well). Notably, the largest subsequent four-week decline, outside of a recession, during this
four-and-a-half-decade stretch was “just” 3.7% seen in 1998 (which occurred alongside the Russian financial
crisis).

S&P 500 performance in the 4-weeks following a 5% decline from the all-time high
(percent; US dollar basis)
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Source: Guardian Capital based on data from Bloomberg to August 30, 2024

In the absence of an imminent material downturn in the economy, there is little reason to anticipate that
these market shocks represent anything other than a fairly run-of-the-mill, and short-lived, market
correction. In fact, these episodes often prove beneficial to the longer-term health of the market as they help
clear the froth and reset for the next leg higher.

Indeed, the subsequent data released have provided indications that the knee-jerk spike in growth concerns
appears to be overblown with the S&P 500 rebounding from its lows. This once again suggests that when
investors are faced with a sudden rise in market volatility, the best option may well be just to step outside
and enjoy the weather.

Follow us on LinkedIn and stay in the know.

Ignorance can be bliss September 2024


https://www.linkedin.com/company/guardianpartners/?viewAsMember=true

PERSPECTIVES

GUARDIAN
= PARTNERS N¢™ September 2024

This document is confidential and may not be copied, reproduced, or distributed, in whole or in part, to others at any time without the
prior written consent of Guardian Partners Inc. ("Guardian Partners"). The material contained herein is not intended for distribution to,
or to be used by, any person or entity in any jurisdiction or country in which distribution or use would be contrary to law or regulation.
Except as otherwise permitted herein, distribution of this material to any person other than the person to whom this was originally
delivered and to such person's advisors is unauthorized and any reproduction, in whole or in part, or the divulgence of its contents,
without the prior consent of Guardian Partners in each such instance is prohibited. This document is not intended to be, nor should it
be construed or used as legal or tax advice. The material contained herein has been prepared solely for informational purposes and is
not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any trading strategy. 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. The statements and opinions expressed herein are as of the date hereof
(unless otherwise indicated) and are subject to change as economic and market conditions dictate. 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 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. 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. Efforts have been made to ensure that the material presented herein is accurate at the time
of publication. Trademarks and logos belong to their respective owners.

Guardian Partners Inc. provides private client investment services and. is a wholly owned subsidiary of Guardian Capital Group Limited, a
publicly traded firm listed on the Toronto Stock Exchange. For further information on Guardian Capital Group Limited and its affiliates,
please visit www.guardiancapital.com. For further information on Guardian Partners Inc., please visit www.guardiancapital.com/gpi. All
trademarks, registered and unregistered, are owned by Guardian Capital Group Limited and are used under license.

Published: September 6, 2024
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