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2023 was a difficult year for investors but as we take a breath and assess, it can best be
summarized as The Bard wrote, "All's well that ends well."

ket o EomonieChrtock | becembert 202 In 2023, the Bears controlled the narrative
Global Market Summary - inflation and interest rates were going to
Global stocks, U.S. sectors and interest rates move unstoppably higher, recession was

. inevitable, political turmoil would unravel
P ‘\‘w\\w"\w markets and that investors now have an
ol alternative with a newfound love of money
markets. However in reality, as we see
from the accompanying slide, equities
moved HIGHER, inflation and interest rates
after rising sharply, moved back LOWER.
The economy was strong, political deals
were made to keep the government open,
and while flows to money markets were
incredible, when stocks stabilized, money
did flow back to equities.
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In 2023, large-cap stocks, led by Technology and the "Magnificent Seven" (Alphabet, Amazon,
Apple, Meta, Microsoft, Nvidia, and Tesla), dominated the action. The heavy market weighting of
the M7 in the S&P 500 helped the index post a 26% total return. In contrast if you gave an equal-
weighting to all the stocks in the S&P500, the return would have been a much lower 14%. As you
can see from the chart below, the difference between returns of the big companies versus the

smaller companies is not new.
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Many market strategists are calling for the
trend to change with the 493 other stocks
in the S&P500 catching up to the
Magnificent 7. Many also are predicting
that small-cap stocks could outperform
large-caps. The analysts could be right but
given recent history, the "burden of proof"
is high.




Having said that, different market sectors tend to move around on the "Best Performing List".
Small-Caps and Emerging Markets have been so discounted in recent years that they might
surprise.
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Small-caps were last the best performing
asset class in 2020. You have to go back
to 2017 to have Emerging Markets as the
best performer. Interestingly, Emerging
Markets were #2 in 2020. If the Fed eases
rates and financial conditions, perhaps the
2024 environment would be similar enough
to 2020, when the Fed worked to offset the
impact of COVID, to get Small-caps and
Emerging markets going up. Again, we
need to realize that what has been working
is likely to keep working so while small
stocks and Emerging Markets are a
contrarian play worth exploring, the big
NASDAQ stocks are still the horses to beat.




Speaking of the Fed and interest rates, | don't think anyone would have thought that the 10-year
Treasury would bear an interest rate at the end of 2023 unchanged from that at the beginning.
(see the first chart in this letter) The surprise was driven by the fact that inflation has cooled off.
The following charts show CPI and PPI declining rapidly after the sharp rise post-Ukraine/Russia
conflict and COVID disruptions. The PPl has declined to levels we had prior to the Pandemic
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As we move from a difficult 2023 climate for investors we will have other challenges in 2024. Of
course, most challenges are yet to be known but one that will be cluttering the airwaves is the US
election. Despite the all the talk from the 24/7 media, according to Birinyi Associates, "Since 1928
there have been 24 Presidential elections and the S&P500 has risen 75% of the time." They go on
to say that when there has been a change in the party in power, the market has been positive 4
times and negative 4 times. One of those negative years was 2008 which coincided with the great

Financial Crisis so we could discount that year.

The following graph shows election year stock market performance as compared to non-election
years. The returns are lower in election years but still nicely positive.
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Stock Markets in Election Years
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Obviously elections have consequences
but their impact on the markets is much
less. Investors should not be looking at a
one-year timeframe anyway so an election
year is just another year in what should be
a long-term investment and financial
journey.




Both the stock market and the bond market had strong rallies in the 4th quarter 2023 and ended
the year in over-bought territory. The markets do not go up in straight lines and there is a process
of up-moves followed by retracements and back-filling.

The US stock market could easily have a pull back in January. Market pull-backs are common
occurrences and do not mean that stocks will go into a bear market or give up all of the recent
gains. The next chart illustrates the number of corrections that have occurred since 1980.

_ It does appear that we are in a bull market
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The markets are a journey and decisions
are made along the way. It's pointless to
make broad predictions about a year
ahead. What we will do is what we always
- do. That is, continually assess the

. investment environment and invest where
the risk and return relationship seems best
for our clients. We do our best to keep
clients on-track towards their financial plan
and goals.
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We wish everyone a happy, healthy and prosperous new year.
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