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Everything, Everywhere, All
at Once (ish)

This past Oscars season saw the film Everything Everywhere
All at Once take home multiple awards, including Best Picture,
Best Actress and Best Supporting Actor/Actress, making it the
most awarded film of all time. The story centres on an immigrant
family and explores themes related to the immigrant experience,
intergenerational familial relationships, and (surprisingly)
multiverse theory. As | am both an immigrant and a self-professed
nerd, this movie was right up my alley, and | thoroughly enjoyed it.
With all that said, it was a lot to digest, and | distinctly remember
being mentally exhausted when it was over (aptly named, in my
opinion). Some of the plot points moved the story forward, while
others seemed to have been added for the sake of extra minutes.
In many ways, much of 2022 and the first quarter of 2023 have left

2. Geopolitical uncertainty (Russia/Ukraine, zero-COVID China)
and economic uncertainty (inflation, interest rate hikes,
zero-COVID China) shook investors enough to cause them
to exit the market more than reality would dictate, given
where earnings had ended up.

There was pronounced volatility in “long-duration” sectors like
Information Technology, largely as a consequence of interest rates
moving up as quickly as they did (" interest rates =

W long-duration assets). Fixed income was not spared either,
however, which caught investors off guard. Using the iShares
Core Canadian Corporate Bond Index ETF as a proxy for Canadian
fixed income, the asset class registered a 10% decline in 2022.
On the U.S. side, it was a similar story, with the iShares U.S.
Investment Grade Corporate Bond Index recording a 12% decline
in 2022 (in CAD). Not only did the directionality of markets seem
out of character, but the path they took to get there seemed to
defy reason. According to research from LPL Research, 2022 (to

many (myself included) feeling the exact same way.

Everything

Coming off a severe downturn in markets last year,
sentiment at the beginning of the year seemed to
be disconnected from the reality that most
businesses had experienced. As of Q4 2022, the
S&P 500 Index reported earnings decline of 4.9%
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(with over 69% of companies reporting by oo
December 31). Contrast that to the approximate woox
20% decline for the S&P 500 for 2022, and we 0o
can arrive at a couple of conclusions: ‘

1. Markets must have been elevated at the
beginning of 2022, to the point of being
disconnected from reality in certain sectors.
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All'indexes are unmanaged and cannot be invested into directly.

Past performance is not guarantee of future results.

The modern design of the S&P 500 Index was first launched in 1957. Performance before then incorporates the performance of its predecessor index, the S&P 90.

T 250 8618173 | Toll Free 1800 788 5677 | kboateng@odlumbrown.com | Suite 1500 - 1631 Dickson Avenue, Kelowna, BC V1Y OB5

Member-Canadian Investor Protection Fund



https://www.odlumbrown.com/advisors/advisor-detail/kwame-boateng
mailto:kboateng%40odlumbrown.com?subject=
https://www.holdun.com/what-is-really-causing-all-this-volatility/

THE KWAMMENTARY

ODLUMBROWN.COM/KBOATENG

September) recorded some of the most choppy intraday volatility
since the Global Financial Crisis (GFC) of 2007-08, with almost
90% of trading days showing greater than 1% swings in a trading
session. Anecdotally, | recall multiple instances last year where |
would leave the office for a meeting or go for lunch with markets
up half a percent only to come back an hour later to find them
down half a percent or more. When these levels were seen last, it
made more sense given their backdrop (GFC in 2007-08, dot-com
bubble and burst from 1999/02). This theme has extended through
2023, as the market grapples with interpreting/reinterpreting/
misinterpreting economic data and comments from central banks.

Everywhere

Although 2022 saw persistently strong economic data, rate hikes
throughout the year affected certain sectors more quickly than
others. If we look at layoffs, for example, we can observe that a
healthy portion of those impacted were in the tech space. This
makes sense given the preceding two years of rapid workforce
expansion in the sector when rates were low and cash was
plentiful. This year, these decisions are being made everywhere
as businesses across sectors look for ways to reduce the impact
of a slowing economy on their earnings. | expect to see this
trend intensify as we begin to feel the full cumulative effect of
rate hikes, pointing towards a lower demand/lower inflationary
environment in the future. This is just one of many trends playing
out across the spectrum of businesses and industries as the
previous year's rate hikes start to take hold, but the direction of
this trend cannot be mistaken. We're not in Kansas anymore.

The real test will be whether the effect of these deflationary
decisions will warrant a change in monetary policy.

All at Once (ish)
The real crux of all the uncertainty, in my opinion, is threefold:

1. How pronounced will the impending slowdown be?
2. Will it be enough to allow for lower rates?
3. Will lower rates happen soon?

At the beginning of the year, the prevailing belief was that we
could experience a moderate slowdown coupled with a significant
reduction in inflation (allowing for lower rates). In order to have a
moderate slowdown, however, inflation had to come down quickly
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and rates would have to follow suit. Everything had to happen all
at once (ish), and as the year progressed it was becoming more
apparent that these conditions may not be met. This highlights
the most important dynamic of the immediate environment: a
hyperfixation on the minutiae and the prevalence of short-term
investment perspectives as a result. There is an almost infinite
number of “plot” points to the story of how things will ultimately
end up. Keeping up with them can be a massive task, and trying
to draw long-term inferences from them compounds that difficulty
—assuming you've picked the right points in the first place. Not
only is this a tiring exercise (and less enjoyable than watching the
aforementioned film), it is largely unnecessary given our views on
how to grow your wealth consistently and responsibly.

Here's what we do know about the response to these questions,
so far:

1. It is tough to see how much of a slowdown will materialize
from this environment, but there will be bumps along the
way (i.e., Silicon Valley Bank, crypto blow-ups, stress in
lending markets)

2. Eventually there will be an economic environment that
warrants lower rates, but it is anyone’s guess as to when.
The spectrum of opinions ranges from “rates have been too
high since the end of last year” to “rates need to stay in
this higher range for a while still,” and this is coming from
policymakers responsible for making these rate decisions.
So, | can confidently say that | am just as unsure as they
are.

3. Tough to say. “Soon” is relatively subjective in this
environment, and due to that subjectivity, we will
see volatility in response to those with closer timing
expectations seeing the prerequisite conditions unmet.

In spite of all of this (and perhaps because of this), the
opportunities for patient investors continue to grow. Sectors that
were out of favour under the previous investment environment
are now looking increasingly attractive (e.g., Energy, Materials
and Infrastructure). Similarly, asset classes that were previously
considered stale are now earning their keep in portfolios (e.g.,
fixed income). These developments allow for more dynamic
portfolios, but more importantly they allow for a focus on a
longer-term perspective. It is still important to be aware of some
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of the shorter-term “plot” points as they provide some useful
insights. However, if we imagine watching a movie the same way,
Everything Everywhere All at Once turns into a film about filing
taxes appropriately as opposed to a story about family. It is not a
great way to enjoy a movie, and it is an even less enjoyable way
to invest.

Don’t Miss the Plot

As mentioned before, the investment environment has shifted
quite dramatically. In the context of the story of “investing,”

this shift has all the elements of a comeback narrative built

on resilience and dedication to the process (think 80s action
movie). Our focus continues to be on the factors that matter to
businesses: having a competitive edge and durable operations,
an ability to generate cashflow in tough environments, and a
responsible balance sheet and access to liquidity. Our focus is
also on putting other asset classes to work. | believe positioning
with the longer-term view in mind will set one up with the best
seats in the house to watch this story unfold. All you need now is
some popcorn.

I would welcome the opportunity to share more about how Odlum
Brown can help you achieve your financial goals.

KWAME BOATENG, cra
Portfolio Manager, Investment Advisor

Tel 250-861-8173

Toll Free 1-800-788-5677
kboateng@odlumbrown.com
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PLEASE READ OUR ODLUM BROWN LIMITED

DISCLAIMER AND DISCLOSURE - IT IS IMPORTANT!

Odlum Brown Limited is an independent, full-service investment firm focused on providing professional
investment advice and objective research. We respect your right to be informed of relationships with
the is-suers or strategies referred to in this report which might reasonably be expected to indicate
potential conflicts of interest with respect to the securities or any investment strategies discussed

or recommended in this report. We do not act as a market maker in any securities and do not

provide investment banking or advisory services to, or hold positions in, the issuers covered by our
research. Analysts and their associates may, from time to time, hold securities of issuers discussed or
recommended in this report because they personally have the conviction to follow their own research,
but we have implemented internal policies that impose restrictions on when and how an Analyst may
buy or sell securities they cover and any such interest will be disclosed in our report in accordance
with regulatory policy. Our Analysts receive no direct compensation based on revenue from investment
banking services. We describe our research policies in greater detail, including a description of our
rating system and how we disseminate our research, on the Odlum Brown Limited website at
www.odlumbrown.com.

This report has been prepared by Odlum Brown Limited and is intended only for persons resident and
located in all the provinces and territories of Canada, where Odlum Brown Limited's services and
products may lawfully be offered for sale, and therein only to clients of Odlum Brown Limited. This report
is not intended for distribution to, or use by, any person or entity in any jurisdiction or country including
the United States, where such distribution or use would be contrary to law or regulation or which would
subject Odlum Brown Limited to any registration requirement within such jurisdiction or country. As no
regard has been made as to the specific investment objectives, financial situation, and other particular
circumstances of any person who may receive this report, clients should seek the advice of a registered
investment advisor and other professional advisors, as applicable, regarding the appropriateness of
investing in any securities or any investment strategies discussed or recommended in this report.

This report is for information purposes only and is neither a solicitation for the purchase of securities
nor an offer of securities. The information contained in this report has been compiled from sources

we believe to be reliable, however, we make no guarantee, representation or warranty, expressed or
implied, as to such information’s accuracy or completeness. All opinions and estimates contained in this
report, whether or not our own, are based on assumptions we believe to be reasonable as of the date

of the report and are subject to change without notice. Please note that, as at the date of this report,
the Research Analyst responsible for the recommendations herein, associates of such Analyst and/or
other individuals directly involved in the preparation of this report hold securities of some of the issuer(s)
referred to directly or through derivatives. No part of this publication may be reproduced without the
express written consent of Odlum Brown Limited.

Odlum Brown respects your time and your privacy. If you no longer wish us to retain and use your
personal information preferring to have your name removed from our mailing list, please contact

Kwame Boateng at 250-861-8173 or kboateng@odlumbrown.com. If you are currently a client of another
Odlum Brown Investment Advisor, accept my apology as it is not my intent to contact existing clients.
For more information on our Privacy Policy, please visit our website at odlumbrown.com.
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