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Market pullback or bear market? This is the
question on everyone’s mind as of late, given
the rough start to 2022 so far. There are many
issues confronting even the most optimistic of
investors including:

*Rising inflation

*Rising interest rates

*Rising oil prices

*Geopolitical risk from Russia and the threat to
Ukraine

*Slowing economic growth

There are others, but the point is made. The tailwinds that supported the impressive rise in the markets
from the lows in April 2020 have started to reverse. As the chart shows, the markets responded
expectedly with rising prices in response to Central Banks cutting interest rates to nearly zero. The
discount rate (the interest rate charged to commercial banks by the Central Bank) is used in discounted
cash flow analysis (DCF) to determine the present value of future cash flows. The lower the rate, the
higher the value of an investment -in this case stocks- based on its expected future cash flows and
earnings (profits). As rates move up, stock prices come under pressure as investors reconsider whether
they are willing to pay as much for a share of any given company.

Yet an analysis from J.P Morgan showed that the S&P 500 (the broadest measure of stocks) have a
positive correlation with equity markets, at least until the rate on the 10 year Treasury hits 3.5%, when the
two diverged. Currently it sits at 1.75%, meaning that rate hikes are not likely to impact stock prices until
that level is exceeded.

Corrections are a healthy market function to keep valuations in check and prevent asset bubbles. Our
view is that this is what is happening now and we expect our model portfolios to hold up well through all
market cycles including the one we’re in now. This is because you can’t time the market, but you can
choose how you invest in it. This is why we maintain a Value-bias to our portfolio allocations, as why
expect the sector rotation from Growth to Value stocks to be a dominant theme in 2022. Value stocks have
lower Price/Earning (PE) multiples and are more correlated to the U.S. economy/GDP, which continues to
perform well.

The bottom line is that while the weight of evidence suggest the Bears are gaining control of the financial
landscape, outcomes are not guaranteed. Rate hikes are inflation driven, but also a reflection of the health
of the global economy. So notwithstanding the disappointing start to this year, we remain confident in our
portfolio positions and the ability of our institutional wealth management partners at Dimensional,
EdgePoint, Guardian Capital and Mackenzie Investments to deliver solid, risk adjusted returns over time.

As always, reach out to me anytime to discuss your portfolio and thanks for reading!
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Mutual Funds and some Segregated Funds provided by the Fund Companies are offered by Martin
Weiler, a registered representative, through Worldsource Financial Management Inc., sponsoring mutual
fund dealer. Other Products and Services are offered through First Capital Financial Corporation.This
email and any attachments are intended only for the recipient(s) named in this email and may contain
personal and/or confidential information. If you have received this email in error, please email the sender
immediately, and delete the original email. Dissemination, distribution, or copying of all or any part of this
message by anyone other than the intended recipient(s) is not authorized.The information provided in this
email and/or attachment/s is solely for general and educational purposes and is based on the
perspectives and opinions of the owners and writers. It is provided with the understanding that it may not
be relied upon as, nor considered to be, the rendering of tax, legal, accounting, or professional advice.
Please consult an appropriate professional regarding your particular circumstances. References to third
party goods or services should not be regarded as an endorsement of those goods or services. All
information provided is believed to be accurate and reliable, however, we cannot guarantee its accuracy.
Commissions, trailing commissions, management fees and expenses all may be associated with mutual
fund investments. Please read the prospectus and/or the fund facts before investing. Mutual funds are not
guaranteed, their values change frequently and past performance may not be repeated.
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