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Last Month in the Markets — January 3" to 31%, 2023
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Month End Close | 20,767.38 4,076.60 34,086.04 11,584.55 648.365 75.15 ¢ $1,945.30 $78.87 2.908%

Month +/- +1,382.46 +237.10 +938.79 +1,118.07 +42.983 +138¢ +$114.70 -$1.59 -0.395 pts
Month +/- % +7.13% +6.18% +2.83% +10.68% +7.10% +1.86% +6.27% -1.98% n/a
52 wk HIGH 22,213 4,637 35,824 14,647 708 80.96 ¢ $2,088 $104.90 3.764%
52 wk LOW 17,873 3,492 28,661 10,089 548 71.55¢ $1,648 $ 70.56 1.651%
YTD +/- +7.13% +6.18% +2.83% +10.68% +7.10% +1.86% +6.27% - 1.98% -0.395 pts
1Yr +/- -1.57% -9.72% -2.98% -18.65% -9.62% -4.49% +8.29% -10.53% | +1.135 pts

(source: Bloomberg https://www.bloomberg.com/markets, MSCI https://www.msci.com/end-of-day-data-search and ARG Inc. analysis)

What happened in January?

Last month proved to be a much more tensionless month than most for investors of almost
every type. The major equities indexes, where most hold the majority of the assets to fund
future retirement, all gained dramatically. The Dow, which only advanced by 2%% over the
course of January was the laggard. The relatively broad-based TSX and S&P 500 moved ahead
seven and six percent, respectively, and the tech-heavy NASDAQ jumped over 10%.
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(source: Bloomberg https://www.bloomberg.com/marketsand ARG Inc. analysis)

Reducing the anxiety for investors was the consistent and repeated daily increases. Only a few
days during January failed to deliver positive gains, and each of those were associated with
legislative and economic events emanating from the United States:
e January began with the U.S. House of Representatives unable to elect a Republican
Speaker of the House. The negotiations and debate continued for several days and were
more prolonged than any Speaker’s election in more than a century and a half.
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Eventually, Kevin McCarthy prevailed, and then the speculation that he had ceded too
much power to achieve the position began in earnest.
o Debate regarding the Republican’s ability to move the economy forward by
cutting taxes also commenced as McCarthy’s tenuous leadership began.

e Just after mid-month, equities faltered as the U.S. debt ceiling reached its limit. The
Department of the Treasury began utilizing extraordinary measures to keep the federal
government operating. These included suspending new investment in retirement and
healthcare funding for the Civil Service Retirement and Disability Fund and the U.S. Postal
Service Retiree Health Benefits Fund, sales of State and Local government treasury
securities, and reinvestments in the Exchange Stabilization Fund.

o Collectively, the Treasury’s actions provide about five months for the somewhat
divided Republicans, who, technically, control the house, and the unified
Democrats who stand in opposition.

e The penultimate day of January was negatively affected by the upcoming Federal Reserve
interest rate announcement on Wednesday, February 1. In comments during and since
the last monetary policy release, the Fed has steadfastly maintained its commitment to
controlling demand-driven inflation. The markets have wavered between accepting
economic “good news” for Gross Domestic Product and jobs at face-value and
interpreting “good news” as fuel to inflation, which will increase the Fed’s resolve.

o Rates are widely expected to increase, and the accompanying commentary will be
heavily parsed to understand intentions for additional rate rises. CNBC and rates

The distractions of Speaker elections, legislative control and debt ceiling attainment did little to
disruption a very positive month to begin the year for equity investors.

What's ahead for February and beyond in 20237

The continued reliance on monetary policy as a bellwether for markets and investors monitoring
their portfolios is fatiguing. Unfortunately, this situation will continue until inflation is under
control and approaching the target inflation rate of 2%. The Bank of Canada and the Federal
Reserve expect inflation to fall enough to stabilize and ease rates in 2023 and early 2024.

The policy interest rates in Canada and the U.S. are expected to settle in the range between 4%
and 5%% to achieve the restrictive economic conditions necessary to arrest price increases.

The Federal Reserve took another step toward controlling inflation on February 1° by raising the
federal funds rate by 25 basis points to a range of 4.5% to 4.75%.

Once achieved, rates will be lowered to the estimated neutral rate of interest, where full
employment has been achieved and inflation is constant. This represents a situation where
interest rates are neither restrictive nor expansionary, and have been estimated at about 2.5%
for both Canada and the U.S.

Federal Reserve Bank of Canada Brookings Institute WaPo and Neutral Rates
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https://home.treasury.gov/system/files/136/Description_Extraordinary_Measures-2023_01_19.pdf
https://www.cnbc.com/2023/02/01/central-banks-set-to-signal-interest-rate-glide-path-in-crucial-week.html
https://www.federalreserve.gov/newsevents.htm
Bank%20of%20Canada
https://www.brookings.edu/blog/up-front/2018/10/22/the-hutchins-center-explains-the-neutral-rate-of-interest/
https://www.washingtonpost.com/business/for-fed-the-neutral-rate-is-crucial-and-unknown/2022/09/23/85cb59aa-3b67-11ed-b8af-0a04e5dc3db6_story.html

