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Two streets diverged in a yellow wood...

The macroeconomic narrative has generally turned for the worse in the last few months as the
dataflow provides indications of a softening in global growth momentum, while anecdotes of rising
hardship and related risks are becoming more frequent in the media.

At the same time, financial markets have continued their upward climb with the global benchmark
MSCI World Index' up 15% in Canadian dollar terms since April to sit at a new all-time high.

The divergence in the direction of travel between Wall/Bay Street and Main Street was particularly
clear on August 22, when the Chairman of the U.S. Federal Reserve suggested that the perceived
downside risks to growth, particularly with respect to the job market, increased the likelihood that
the American central bank would need to cut policy interest rates. In response to these less-than-
optimistic views on the state of the economy, global equity markets turned in their best day since
the U.S. and China temporarily de-escalated trade tensions three months ago. Stocks broadly
rallied, though the sharp appreciation in the Canadian dollar in the “risk on” environment did
temper gains for domestic investors.

While this appears to suggest cognitive dissonance among investors, it is important to remember
that while the economics of daily life — such as current profitability of a business, committed
orders, inputs on hand, status of employment and payrolls, etc. — are about the “here and now”,
markets, in contrast, are “forward-looking.” The “now” is known, unchanging and priced in already,
whereas the inherent unknowns on the extremely long road ahead can be subject to rapid change
that has little impact now but significantly affects potential operations going forward.

While the assessment of current conditions clearly carries weight in the development of forecasts
— you cannot tell where you are going if you do not know where you have been and where you
are currently — movements in market prices tend to be more reflective of those expectations than
what is currently happening.

A more significant slowing in activity has long been expected, given economic headwinds (trade
policy-induced uncertainty chief among them), but the new indication that central banks may well
adopt a more proactive approach to managing risks to growth (and job markets) suggests that any
downturn could be shorter and less severe than assumed. This, in turn, would translate into less
of a hit to corporate earnings over the medium-term and prove to be relatively more constructive

1 The MSCI World Index captures mid- and large-cap representation across 23 developed market countries.
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for valuations, hence the market response before that assumed economic rough patch has even
materialized.

With that said, treating the stock market as a leading economic indicator tends not to be the most
prudent decision, as history shows that there are plenty of head fakes, especially around periods
of uncertainty and volatility. Equity rallies (and sell-offs) do not necessarily portend economic
booms (or busts). Nobel Memorial Award-winning economist Paul Samuelson famously quipped
that “Wall Street Indexes predicted nine of the last five recessions.”

The bottom line is that while Wall/Bay Street and Main Street often travel in the same direction,
especially over the longer run, short-run divergences do occur. In such instances, the health of
one does not necessarily reflect the other. Despite the tendency to view them as such, the market
is not the economy (and vice versa).

Follow us on Linkedln and stay in the know.

r

& \
é GUARDIAN CAPITAL é‘: GUARDIAN
= ADVISORS = PARTNERSNc™


https://www.linkedin.com/company/guardian-capital-advisors/

2025 PERSPECTIVES

S E PT E M B E R @j GUARDIAN CAPITAL.. | PRIVATE WEALTH

Guardian Partners Inc. (GPI) is providing, with permission, this market commentary, which was co-authored by
Guardian Capital LP (GCLP) and GPI. GCLP is an affiliate of GPI, and is both a sub-advisor to certain GPl accounts
and the Advisor and Fund Manager to the Guardian Capital LP investment funds offered to GPI clients.

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 are also 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.

GPl 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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