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May 2024 The Monthly

With this commentary, we plan to communicate with you every month about our thoughts on the markets, some snapshots
of metrics, a section on behavioral investing and finally an update on MacNicol & Associates Asset Management

(MAAM). We hope you enjoy this information, and it allows you to better understand what we see going on in the
marketplace.

“Have rational expectations for future returns and avoid changing those expectations in response to the ephemeral noise
coming from Wall Street”.

- John C. Bogle, Vanguard Group Founder

The Numbers:
Valuation Measures: S&P 500 Index

Index: 2024 YTD:

S&P/TSX: 3.61% Valuation Measure Latest 1-year ago
NASDAQ: 4.31%
Dow Jones: 0.34% P/E: Price-to-Earnings ~ 27.5 23
S&P500: 5.57%
Interest Rates: Canada USA P/B: Price-to-Book 4.8 3.8
90-Day T-Bill: 4.88% 5.39%

5-Year Bond: 3.67% 4.37% P/S: Price-to-Sales 2.8 2.3
10-Year Bond: 3.59% 4.36%

30-Year Bond: 3.46% 4.53% Yield: Dividend Yield 1.4% 1.7%

Economic Data:
2024 Calendar Year by Sector: April 30, 2024

e Stocks globally mainly lower in April

: 0 S&P/TSX Composite 3.61%

Us ﬁrs‘s quarter QDP increased by 1.6% NASDAQ 431%

Per capita Canadian GDP drops 7% Dow Jones Industrials 0.34%

during the first quarter of 2024 S&P 500 5.57%

e Commodities mostly higher in April with Russel 2000 (Small Caps) -2.6%

ber 1 d de oil flat MSCI ACWI ex. USA 1.60%

Lumber lower and crude oil fla Crude Oil Spot (WTI) 16.5%

e BITCOIN drops 17% in April but still Gold Bullion ($US/Troy Ounce) 9.01%

averages $86,000 Canadian following the SOX Semiconductor Index 15.8%

c P VIX Volatility Index -11.2%
halving” event

Source: Canaccord Genuity Capital Markets & Thomson Reuters

e  Geopolitical risk lower in March/April




Foreign Exchange - FX

As of May 21,2024 9:15 AM EST = $5,000

Banks Rate

CIBC No Public Rate Posted Online
Interactive Brokers 1.3738
Laurentian Bank No Public Rate Posted Online
National Bank 1.4003
Raymond James 1.3765
Royal Bank 1.3949
Scotia 1.3971
TD 1.4021
Canadian Snowbird 1.3869

Cdn
Buy USD Cost % Difference from Spot Rate

$3,640

$3,571
$3,632
$3,584
$3,579
$3,566

$3,605

Trying to have a conversation as I search for my hat and disinflation...
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One of my daughters happens to be an Ontario cheerleading champion. If you have ever been to a cheerleading
competition before, you have no doubt experienced the signature feature of such an event: noise. Cheerleading
competitions offer attendees noise levels that rival a Jumbo Jet taking off near Maho Beach in St. Maarten. You
see Maho Beach borders St. Maarten’s Princess Julianna Airport [literally] and offers thrill seeking idiots the
opportunity to sustain potentially irreversible hearing damage while being tossed into the Atlantic Ocean. Normal
conversations are out-of-the-question at Maho Beach, and by the time you even notice that your hat is missing, it
will be well on its way to the bottom of the sea. As to disinflation, that might be submerged even deeper.

[The thrust produced by a single Boeing 747 engine can vary depending on the model of General Electric, Rolls Royce or Pratt & Whittney
engine used. On average though each one of these massive power plants can blow out 60,000 to 70,000 pounds of thrust. Why anyone would
wish to stand behind something so dangerous is beyond me.]
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Disinflation

The financial market equivalent of a jet engine must be US Federal Reserve Chair Jerome Powell. Investors the
world over line up for Mr. Powell to thrust his central bank’s latest policy flight plan upon them, often, without
even realizing that their own investment strategies could be blown away in the process. Mr. Powell participated
in a press conference on May 1%, 2024, and he discussed The Fed’s decision to keep interest rates at 5.25%-
5.50% against the backdrop of inflation that is certainly off peak levels but delayed, turbulent and frankly not all
that clear to grasp, nonetheless. Mr. Powell said he expects inflation to fall later in the year, but he fell short of
giving all clear about inflation moving sustainably to the bank’s target of 2%. If at this point you are confused,
you are forgiven. Why any grown man or woman would wish for themselves to be blown into the ocean by a
plane is beyond us too. Oh, and didn’t the US economy cool during the last quarter?

FED CHAIR £
JEROMER

POWELL

LIVE STREAM

The US economy grew just 1.6% during the first quarter of 2024, which was below expectations and a reduction
from the 3.4% pace of growth registered during the fourth quarter of 2023. However, inflation itself, as measured
by the personal consumption expenditures (PCE) index, came in well above the Fed's 2% target. We have always
questioned why many investors were so quick to assume rate cuts were clear for takeoff? For his part, perhaps in
response to political pressure and a stock market that hit a brick wall in April, Mr. Powell did confirm that a rate
cut remained on the table for 2024. You will notice on the following page that ever since Mr. Powell’s on the
table comment, stocks have done pretty well. But what is the possible economic rationale for such a comment by
arguably the world’s most powerful central banker? We suspect that it might be higher initial jobless claims. The
number of Americans filing new claims for unemployment benefits rose last week to the highest level in more
than eight months and offered more evidence that the labor market is cooling. The figure increased by 22,000 to
a seasonally adjusted 231,000 for the first week of May [Source: US Department of Labor]. The report on new
unemployment benefits follows reports last week which also showed the US economy added the fewest jobs in
six months for the April report while job openings dropped to a three-year low in March. We have advised
several of you that it would be incredibly hard for the Federal Reserve to cut rates when Americans are gainfully
employed since such a cut might potentially re-kindle the very inflation Mr. Powell and his colleagues were
fighting. With the evolving situation in the US labor market, we may be witnessing the very first signs of cracks
in the heretofore bank-vault like US labor market. Once again, stocks appreciated Mr. Powell’s reassurance [that
the potential for rate cuts still exists] but do corporate profits support the S&P500 at 5,300 points?
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[Jerome Powell’s influence on the stock market is palpable. We wonder whether his head shot superimposed over a chart of the stock market,
alone, would be enough for a 5-10% rally?]

At 27.5x forward earnings the S&P500 index is hardly cheap and well above its historical average of 17-18x
forward earnings. At the same time, the S&P500 is also short of bubble level valuations such as in 2001 or in a
period when a collapse in earnings such as in 2009 indirectly impacted pricing through the “denominator affect”.
But as we put the finishing touches on this edition of The Monthly, just over 90% of S&P500 companies have
reported first quarter results. Of companies that have reported, roughly three quarters have surpassed earnings-
per-share expectations but only two thirds have exceeded revenue forecasts. We love profitable businesses but as
they say, you cannot cut your way to prosperity and at some point, if your only strategy to increase profits is by
cost-cutting, you will inevitably become an investor in a business that no longer exists. In any event, profit
margins for the S&P 500 for Q1 in 2024 were 11.7%, which is above the previous quarter’s net profit margin of
11.2%, and above the 5-year average of 11.5% though not by much. Stocks generally have also been less volatile
than they usually are [see the VIX volatility index below] but companies that did not hit expectations had more
drastic price reactions and not in a homogenous way. Shares of companies that exceeded expectations did fine.
However, shares in companies that fell short of expectations faced substantial downward pressure. To us, this
suggests that investors might be behaving more parsimoniously given the mixed economic picture.

1992 1996 2000 2004 2008 2012 2016 2020

[The CBOE Volatility Index is at 13 and that is quite simply low.]




But by resurrecting the word “cut” Mr. Powell helped support the stock market, which once again has performed
well thus far in May and erased all of April’s declines. Another point worth raising is that of earnings
concentration: if you were to exclude the “Magnificent 7” the S&P 500 would be reporting a year-over-year
earnings decline of 2% rather than earnings growth of 5.4% for Q1'. Data manipulation aside, we feel the real
story here is slowing revenues. Slowing revenues signal a consumer that is either maxed out on credit, worried
for their job, or already completing the paperwork that will result in the next run up in initial jobless claims. But
revenue declines, especially from mainstream companies are a concern to us.

Disinflation at the drive-thru?

The absence of revenue growth from iconic, mainstream companies is troubling. Apple recently recorded a very
uncharacteristic earnings miss. So did Intel and Alphabet [the parent company of Google]. And Starbucks missed
so badly that ex-CEO Howard Schultz, who no longer has a formal job with the company, took to the interview
circuit to voice his concerns. Also voicing his concerns was McDonald’s CEO Chris Kempczinski, which is
troubling because it speaks to the issue of problems in consumer spending, especially from households in lower
income quartiles. McDonald’s CEO Chris Kempczinski said during the company’s April 30™ earnings call that it
is ‘imperative’ that the company keep affordability at the forefront for the customers. Once again, you cannot cut
your way to prosperity is what we say.

And what about that stockpile of cash?

Bank of America recently surveyed global fund managers to assess just how much so-called fire power they have
under their keyboards, and the answer is not that much. Fund manager survey participants indicated that they
now have just 4% of their cumulative assets in cash. The historically low fund manager cash levels pour cold
water on the “stockpiles of cash” thesis that lays in the woodwork ready to support stock prices on a decline.

Chart 3: FMS cash level falls to 4.0% from 4.2% of AUM
FMS average cash level (% of AUM)

May'00 BFMS average cash level (% of AUM)
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Source: BofA Global Fund Manager Survey

! The Magnificent 7 are: Apple, Microsoft, Google parent Alphabet, Amazon, Nvidia, Meta Platforms and Tesla
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There is always plenty of noise at cheerleading competitions and next to commercial aircraft. And in a lot of
ways, financial markets can unfortunately burden investors with noise of their own. Partnering with us won’t
always make the noise go away, but it will at some point lead to conversations we can have, even if they do not

include us finding your hat.

Mettle detector...

Short of a brief 3-week period of weakness in April [or February and March for Uranium] gold, silver, and
certain other metals have enjoyed material success in recent times. What is perhaps most interesting about gold
and why it is attracting renewed interest, is that after holding initial support at around $2,300 per ounce it has
recovered to hit a 3-week high of $2,360. Gold was higher by $35 per ounce last week alone, and the rise off
$2,300 is easily seen in the chart below [Source: KITCO]. Silver has also managed to escape any permanent
damage from a little tarnish in late April. Silver’s push back above $28 per ounce, easily seen in its own chart
below [Source: KITCO] is - on a percentage basis — even more impressive than the Gold’s.
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Copper has also performed very well thus far in 2024 and finished last week higher by almost $5 per pound.
Looked at from an industrial perspective [in tons], copper broke through the magic $10,000 per ton level. We
believe that the run up in copper prices is best described by tighter global supplies, stronger demand, smelter

1ssues in China and speculation.
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We continue to feel that gold prices will climb on factors like the central bank purchases, emerging markets
demand and a re-escalation of geopolitical risk. Metals like Copper, Nickel and Platinum should also appreciate
but may have setbacks should industrial demand moderate. Nickel increased on re-stocking, investment by the
government of Ontario [Timmins Nickel district] and on lower-than-expected approvals for permits in reigning
Nickel production champion Indonesia. Indonesia’s dark record of Nickel smelting safety, dubious Chinese
ownership ties and inability to bring to market sufficient supplies when needed may be an opportunity for
Canadian Nickel producers. Nickel is also poised to take over Lithium’s title as the metal of choice for the
electric vehicle market. Lithium-ion batteries are well suited to the Eastern world’s electric vehicles, which are
on average small, used sparingly and on short trips. North Americans like their vehicles big and travel far,
making batteries sourced from Nickel Sulfides superior. Ontario’s enormous reservoir of Nickel deposits in
districts such as Crawford, Mann and Reaume position our province to be a leader in Nickel production — for
decades. Rounding out the main metals we follow is Uranium, which has had a spectacular run, nearly doubling
in 2023 before having a counter-trend correction early in 2024. Tightness in uranium supply could extend well
into 2025 according to Bank of America, with research analysts there increasing their price targets for uranium to
$115 by 2025 [Uranium currently trades at approximately $91 per pound]. This is all very good for materials
investors, and you can see from the chart below that the S&P/TSX Materials Index has nearly tripled the rest of
the S&P/TSX index.
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Metal investors have shown courage and resolve in sticking to their gain plan and thus far in 2024 it would
appear to be working. That the TSX metals and materials sub index has outperformed the overall Canadian stock
market speaks volumes, and we would not be surprised to see the space go on to be one of this year’s star
performers. As to the question of whether a new, secular bull run in commodities has begun? Well, that will be
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unearthed in the fullness of time. For now, you can trust the MacNicol Investment Team to select the sectors and
companies that will make a material difference in your portfolio.

Behavioral Investing: efficient markets and the detours investors take from them...

Well over five decades ago, Chicago School of Business professor Eugene Fama published “Efficient Capital
Markets: A Review of Theory and Empirical Work”. That paper launched Fama’s already impressive career as an
economist into the stratosphere and christened him the “father” of the efficient market hypothesis. The efficient
market hypothesis states that stock prices fully reflect all available information and that therefore, in the short
term, stock prices themselves are unpredictable. Fama, along with Robert Shiller and Lars Hansen, was awarded
the 2013 Nobel Prize in Economics for contributions to the development of the efficient-market hypothesis and
the empirical analysis of asset prices. Indeed, Fama is a giant in modern finance and for many, the application of
the efficient market hypothesis to asset prizes is the only way to invest. Our leading quote for this edition of The
Monthly comes courtesy of the late John C. Bogle who founded Vanguard Group and made investing more
accessible to a wider audience. But investing can be thrilling, especially when it is profitable, and it can lead
people to think they have all the necessary information, and skills, to consistently outperform the market. But
investing can also be plagued by behavioral “detours” that lead to systematic errors. In last month’s edition of
this publication, we discussed anchoring: the idea that investors often get dragged down by readily available
information, such as a prominent money manager making a recommendation on a widely viewed business news
program, which gets used as an anchor that makes scrutinizing new information or thinking about it from a
different perspective objectively more challenging.

This month we focus on detours more generally to highlight the dangers of treating or viewing investing as a
hobby, a past-time or even an addiction, rather than a formalized, systematic approach to creating a financial
environment where you will never not be able to afford your lifestyle. The MacNicol Investment Team has
decades of experience working with investors just like you in a positive and constructive way to help ensure that
you get back on track with whatever your investing goals might be. We aren’t “giants” in the world of modern
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finance, and we know enough to know that by-and-large, the overall stock market is indeed pretty darn efficient
but presents temporary inefficiencies that can be profitably exploited if looked at from the right perspective.

If your or someone you know is on an investing “detour” please consider introducing them to us because you
cannot get to where you are going without first knowing where you are.

The MacNicol Investment Team
Firm Wide News:
Happy Memorial Day Weekend to our U.S. readers.

We hope our Canadian clients had a restful and enjoyable May long weekend, the last holiday before Canada
Day and the unofficial start to summer.




