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Market Comment

May was dominated by news of the US debt ceiling negotiations and inflation data that came in higher than expectations.
Debt ceiling negotiations were ultimately resolved when President Biden and Speaker McCarthy reached an agreement
over the weekend, pending passage through the House and Senate. Investors can now, once again, focus their attention
on the outlook for inflation and interest rates.

The Bank of Canada and the Federal Reserve have each been steadfast in their approach to the battle against inflation,
urging caution in declaring victory too early. That has proved to be prudent so far, as inflation in Canada unexpectedly
rose in April after a steady decline since last summer.

This has led interest rate expectations to adjust slightly higher. In Canada, it is looking less likely that we will see lower
rates by the end of the year. However, the trend in inflation remains firmly downward and we are likely to see significantly
lower readings of inflation in the coming months simply due to math, as the peak inflation readings of last summer drop
off the one-year measurement period.
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Inflation

CPI Year-Over-Year Change (%)

The most recent data showed
s inflation at 4.4% YoY in Canada and
4.9% YoY in the USA. Canada saw an

. unexpected rise in inflation last
month, an unwelcome development.

Canada
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Looking at month-over-month inflation
in the USA rather than year-over-year, we
see that May and June of 2022 each had
very outsized inflation numbers
compared to more recent months.
These two months will be dropped from
the annual inflation calculation when the
data for May and June of 2023 is
printed.

If May and June 2023 monthly inflation
is similar to more recent months at
around 0.4%, the annual number for
May will read in the low-to-mid 4%
range, and June will read in the mid 3%
range, approaching the Federal
Reserve's long run target of 2%.
However, risks to the upside will remain.
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Interest Rate Expectations - Canada

Expectations for BoC Overnight Rate
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Expectations for the Federal Reserve’s
Fed Funds rate have also adjusted to the
upside. The current expectations (dark

blue bars) are significantly higher than

expectations were one month ago (light
blue bars).
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Interest Rate Expectations - USA
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Large Cap Outperformance

3-Mth Performance Spread (ppts): S&P 500 vs. S&P 500 Equalweight

10 Pec 3 May '20

5
0
-5

-10

-15
-20

=25
» P P PN PP PO D D P
N A 9 N N N N N N N \ N Y N \ Y Y
R I R SR R R R IR R R R S OES,

8 | Source: Bespoke Investment Group, OceanFront Investment Counsel Inc.

The S&P500 is a market-capitalization
weighted index, which means that the
larger companies have a higher weight in
the index than smaller companies do. If
we look at the relative performance of
the S&P500 versus an equally weighted
version of the S&P500 where each stock
has the same weight, the equal weighted
index has been dramatically under-
performing. This is because the largest
companies have generally been
performing better than their peers.

The chart shows that the difference in
performance of the 2 versions of the
index is at an extreme level that is likely
unsustainable.
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S&P500 Leading Stocks

S&P 500 Stocks Hitting 52-Week Highs in May By Sector (Through 5/26)

90 S&P 500 Stocks Hit 52-
Week Highs in May

CommSves  ConDisc  Con Staples Energy Financials Health Care Industrials Materials Technology Real Estate Utilities

9 | Bespoke Investment Group, OceanFront Investment Counsel Inc.

The stocks leading the S&P500 have not
been limited to just the select few mega-
capitalization companies like Apple,
Google and Microsoft. As the chart

shows, there are 90 stocks that made a
new 52 week high in May 2023.

If the Apples and Googles of the world
return to the pack in a period of
underperformance, it would also be a

big drag on the performance of the
S&P500 due to their size.

Active management and stock selection
are likely to be more important now than
they have been in recent memory, where
simply owning an index fund paid
attractive returns.
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USA vs. International
Stocks

MSCI EAFE and MSCI USA relative performance
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Stock markets tend to move in cycles, (5.6 1)

with certain regions outperforming
others for extended periods of time.
Most recently, the past decade saw
huge outperformance of US stocks.
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Nikkei 225 Index (Japan)
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Japanese stocks experienced one of
the larger bubbles in history in the
1980’s and the Nikkei 225 Index has

still not surpassed its bubble high over
30 years later. However, Japanese

stocks have been great performers of

late, recently surpassing their 2021
highs.

Japanese investors that were not
internationally diversified in their stock

portfolios have likely experienced very
sub-par returns for 3 decades.
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The longer your holding period, the
more likely you are to experience a
positive return on a stock market
investment. Based on the data in the
chart, this appears true across different
geographical regions. The shorter the
time-frame, the more likely that

volatility and short-term noise can result
in a negative return, but every 15 and
20 year period in this study had a
positive return.

Time is a great asset for any investor.
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% of Time Stocks Are Up: 1970-2023

Time in the Market

Time

World

Frame ex-US e

Monthly 59.4% 63.4%
One Year 70.4% 80.0%
5 Years 91.9% 90.9%
10 Years 99.6% 95.4%
15 Years 100.0% 100.0%
20 Years 100.0% 100.0%

Data: Returns 2.0
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DISCLAIMER

Any opinion expressed herein is based solely upon the author’s
current analysis, and interpretation of such information is subject

to change. It does not necessarily represent the opinions of
OceanFront Investment Counsel Inc. The particulars contained

herein were obtained from sources believed to be reliable, but we
cannot guarantee their accuracy or completeness. Individuals should
consult with their professional advisors, including tax advisors, prior
to making investment decisions. This report is for your general
information only and does not constitute tailored advice offered to an
individual. Certain statements may contain speculative information,
which involves known and unknown risk, uncertainties, and other
factors which may cause the actual results, performance, or any
achievements of OceanFront Investment Counsel Inc., or industry
results, to be materially different from any future results, performance,
or achievements expressed or implied by such forward-looking
statements, and are not suitable tor everyone. Past performance is
not indicative of future results. This information has been prepared by
Scott Keast and Matthew Cameron, Portfolio Managers of OceanFront
Investment Counsel Inc.

OceanFront Investment Counsel Inc. is a related entity to OceanFront
Wealth Inc.; (“OFW Inc.”) is the ultimate parent company of
OceanFront Wealth and its related companies. Other principals of
OceanFront Wealth Inc. may have a direct or indirect interest in the
related entities.
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