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Insights & Strategies

Timeline of Recent Bank Events

March Madness

The Fed has, historically, tightened until something breaks, so we suppose we can declare
mission accomplished after the Silicon Valley Bank (SVB) and Signature Bank failures.

The failure of SVB, which marks the second-largest bank failure in U.S. history, unnerved
many U.S. regional bank deposit holders and shareholders. U.S. regional banks
experienced deposit outflows, while large money-centred banks like JPMorgan and Bank
of America experienced inflows. The iShares U.S. Regional Banks ETF slipped over 30 per
cent in March.

To stem the flow of deposits and avoid additional bank failures, the Fed stepped in to
provide liquidity by announcing a new emergency lending program, the Bank Term
Funding Program (BTFP), designed to ease pressure on the banking system. In addition,
the U.S. treasury department implicitly suggested all regional deposits were safe, though
Yellen would later walk back any explicit government guarantee of uninsured deposits.

There are a few takeaways from SVB’s failure. First, SVB was somewhat of a unique
situation and offered a lesson on why diversification is a key ingredient in mitigating risk.
SVB focused on cash-hungry technology start-ups that needed their money on demand.
Unfortunately, SVB invested the majority of those cash deposits in long-dated bonds. This
ended up being a toxic combination or, in industry terms, a mismatch between assets and
liabilities.

To meet the shortfall, SVB unloaded long-dated U.S. treasury bonds at a significant loss,
which spooked deposit holders and caused a run on the bank. While U.S. treasuries are a
safe investment, bonds with longer terms to maturity may see larger price fluctuations.
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As well, if an investor sells before the bonds mature, it can
result in a loss.

As technology firms faced more challenging capital markets,
they began to draw down more rapidly on deposits at SVB.
Deposits at the bank accounted for about 90 per cent of
funding versus the 65 per cent average for banks, leaving SVB
susceptible to funding shortfalls.

Essentially, SVB was being hurt on both sides, as tech firms
needed cash and withdrew their deposits at a time when SVB
investments were severely impacted by the rapid increase in
interest rates.

However, as we outline below, the troubles facing the U.S.
regional banking industry are both a risk and perhaps a silver
lining for markets.

Silver Lining
The second takeaway is the impact on monetary policy.

The Fed has a dual mandate—to pursue the economic goals of
maximum employment and price stability. A good old-
fashioned bank run would have severe negative implications
for both employment and price stability, so it's in the Fed's
best interest to avoid such a crisis of confidence.

The market is doing some of the Fed's work as financial
conditions have tightened (banks less willing to lend). This will
slow the economy and address the Fed's most significant
concern: inflation.

Financial Conditions Have Tightened
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An economic slowdown and easing inflationary pressures may
give the Fed good reason to slow or even pause its rate hiking
cycle.

The market has massively repriced Fed rate hike expectations.
As illustrated in the chart below, the Fed funds rate outlook fell
from above 5.4 per cent to 4.0 per cent in a matter of a day!

Future Fed Funds Rate Outlook Has Collapsed
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A slower pace of hikes or even a pause may provide a tailwind
for risk assets. If market participants know the Fed is done
raising rates and they are reasonably comfortable with
earnings expectations, they can punch these estimates into
their Excel models to arrive at fair value for the market.

Threading the Needle

A Fed "pivot" is not without risk. A pivot may mean there is an
increased probability of recession, or it may give the economy
enough wiggle room to engineer the highly sought-after soft
landing.

Recession predictions are all over the map, from we're in a
recession now to there will be no recession. While recession
probabilities have risen in recent weeks, it's hard to conclude
that we're in a recession today, given employment and
consumer spending data.

The onset of the most well-telegraphed recessions in the
history of recessions remains a wild card, and we suspect it's
the primary driver of the recent uptick in the bond and equity
market volatility.

Volatility Has Picked Up
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Bottom Line

Thisisn't the Fed's first rodeo. They have a playbook for dealing
with the financial plumbing issues that have spread to the U.S.
regional banks. So while bank runs and failures dominate the
headlines, we are confident we are not heading towards a
repeat of the Global Financial Crisis (GFC).

We remind investors that the best and worst days in the
market tend to be clumped together, and attempting to time
the market can negatively impact your long-term returns. Take
the S&P 500 index as an example. Over the past 22 years, if an
investor were out of the market for the best 20 trading days,
their annual return would be almost zero! Miss the best 10
days, and your annual return is 3.0 per cent compared to 6.7
per cent for a buy-and-hold strategy.

Mama Said There Would Be Days Like This
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Avoid Temptations to Time the Market
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Source: Raymond James Ltd.; FactSet; Data as of February 28, 2023; For illustration
purposes only. Start investing on January 1, 2000 with an initial investment of $100,000.
Nonetheless, headlines and heightened recession concerns
are driving a spike in volatility, and investor sentiment is
squarely in the pessimism zone.

According to the Bank of America Global Research Fund
Manager Survey, positioning is largely defensive, with high
allocations to cash, healthcare and staples. The strong appetite
for defensive sectors has pushed up valuations, while unloved
cyclical pockets like consumer discretionary trade at a
meaningful discount.

The contrarian will want to swim against the tide, as is often
the case when pessimism is high. Patient long-term investors
can benefit from such dislocation in the market.

As we discussed heading into 2023, uncertainties will remain,
including the path forward of inflation and interest rates.
However, we believe investors should focus on what is in their
control — i.e., allocating capital towards global investments
that offer compelling risk/reward — versus focusing on the
uncontrollable, examples of which are many.

Outperformers (Risk-off Assets) Are Also Expensive

Premium (RED)

09/03/2023- 1Month YTD

i i Discount
Select Global Equity Indices 16/03/2023 Retum  Return /(GREEN)
Canada
MSCI Canada Growth (Canada) -1.4 -1.0 2.8 0.6
S&P/TSX Small Cap (Canada) -2.5 -2.0 2.1 -3.5
S&P/TSX Composite (Canada) -2.6 -2.8 2.0 -1.7
S&P/TSX 60 (Canada) -2.7 -3.1 1.7 -1.8
MSCI Canada Value (Canada) -4.3 -5.2 0.8 -2.6
u.s.
NASDAQ Composite (U.S.) 3.4 3.7 13.9 _
S&P Composite 1500 Growth (U.S.) 1.6 2.4 6.7 0.7
S&P 500 (U.S.) 1.1 1.0 5.2 1.6
S&P Composite 1500 (U.S.) 0.7 0.4 49 13
S&P Composite 1500 Value (U.S.) -0.4 -2.1 2.0 13
S&P Mid Cap 400 (U.S.) 3.7 5.8 13 -0.5
S&P Small Cap 600 (U.S.) -3.0 -6.8 1.0 -2.9
Europe
Euro STOXX 50 (Europe) -3.5 0.7 12.1 -0.4
CAC 40 (France) -3.5 -0.2 12.0 0.1
DAX (Germany) -3.8 1.0 11.0 -11
FTSE 100 (U.K.) - -3.0 34 -2.3
Asia Pacific
Nikkei 225 (Japan) -33 4.7 6.9 -0.3
MSCI China (China) -1.6 0.2 1.5 -0.1
Hang Seng (Hong Kong) -3.6 -0.6 - -3.2
Major Aggregates
MSCI EAFE (DM* ex U.S. & Canada) -3.6 0.1 6.3 -0.9
MSCI World (Global) -0.4 0.5 5.5 0.0
MSCI EM (EM*¥*) -2.7 0.9 2.3 0.3

Source: FactSet; Raymond James Ltd.; Date as of March 27, 2023. All returns are in CAD.
Indices are ranked by YTD returns. *DM: developed markets; **EM: emerging markets.
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Important Investor Disclosures

Complete disclosures for companies covered by Raymond James can be viewed at: Disclosures
https://raymondjames.bluematrix.com/sellside/Disclosures.action

This newsletter is prepared by the Private Client Services team (PCS) of Raymond James Ltd. (RJL) for distribution to RJL’s retail clients. It is not a
product of the Research Department of RJL.

All opinions and recommendations reflect the judgement of the author at this date and are subject to change. The author’s recommendations may
be based on technical analysis and may or may not take into account information in fundamental research reports published by RJL or its affiliates.
Information is from sources believed to be reliable, but accuracy cannot be guaranteed. It is for informational purposes only. It is not meant to
provide legal or tax advice; as each situation is different, individuals should seek advice based on their circumstances. Nor is it an offer to sell or the
solicitation of an offer to buy any securities. It is intended for distribution only in those jurisdictions where RIL is registered. RIL, its officers, directors,
agents, employees and families may, from time to time, hold long or short positions in the securities mentioned herein and may engage in transactions
contrary to the conclusions in this newsletter. RIL may perform investment banking or other services for, or solicit investment banking business from,
any company mentioned in this newsletter. Securities offered through Raymond James Ltd., Member-Canadian Investor Protection Fund. Financial
planning and insurance offered through Raymond James Financial Planning Ltd., not a Member-Canadian Investor Protection Fund.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual funds. Please read the prospectus before
investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. The results presented should
not and cannot be viewed as an indicator of future performance. Individual results will vary and transaction costs relating to investing in these stocks
will affect overall performance.

Clients should contact their Financial Advisor to determine if the securities are compatible with their risk tolerance and investment objectives. Some
of the securities mentioned in this report may entail higher risk. Clients should contact their Financial Advisor to determine if the securities are
compatible with their risk tolerance and investment objectives.

Information regarding High, Medium, and Low-risk securities is available from your Financial Advisor.

RJL is a member of Canadian Investor Protection Fund. ©2023 Raymond James Ltd. RIL is a member of Canadian Investor Protection Fund. ©2023
Raymond James Ltd.
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