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Tariffs were announced on February 1, 2025, and then
on February 4, 2025, were paused for thirty days.
What happens next is anybody’s guess!

President Donald Trump’s administration announced
a 25% tariff on most goods from Canada and Mexico,
with a lower 10% tariff on Canadian energy products.
These tariffs were justified by citing national security
concerns, particularly the flow of illegal drugs like
fentanyl and issues related to illegal immigration.
These tariffs have sparked significant controversy
and concern.

Inresponse,bothCanadaand Mexicohaveannounced
retaliatory tariffs. Canada’s countermeasures
include a 25% tariff on $155 billion worth of U.S.
goods, targeting products such as orange juice,
peanut butter, wine, spirits, beer, coffee, appliances,
apparel, and more. Notably, the latest development
is a pause or delay of tariffs against Canada and
Mexico due to a strong Canadian and Mexican
commitment to increasing border security.



The tariffs have raised concerns about
potential economic repercussions,
including higher prices for consumers
and disruptions to supply chains.
The trade war between these North
American neighbours could have far-
reaching effects on the global economy,
affecting industries and consumers
alike. The tariffs imposed by the United
States on Canada and Mexico have
significant implications for financial
markets, affecting everything from
stock prices to currency values and
inflation rates.

Market volatility is sure to increase,
particularly in Canada. Given the
unpredictability and changing stance
by the U.S. administration, the
uncertainty of the potential impact
highlights both the macroeconomic
and company specific risks. Certain
sectors are more vulnerable to tariffs
than others. For example, industries
reliant on global supply chains, such
as automotive and technology, may
face increased production costs and
delays. This can lead to reduced
profitability, lower stock prices and
increased volatility for companies in
these sectors.

The Canadian dollar is approaching
all-time lows relative to the U.S.
dollar. Our weaker economy and falling
interest rates have been large factors
in this decline. However, as the reality
of tariffs have become more apparent,
the Canadian dollar has fallen even
further. It is reasonable to expect a
further decline in our dollar if tariffs
are indeed implemented and their
impact take effect.

Higher tariffs on imported goods can
lead to increased costs for businesses
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which may pass these costs onto
consumers in the form of higher prices.
This can contribute to inflationary
pressures, affecting consumer
spending and overall economic growth.
Inevitably, higher inflation will lead
to higher interest rates and slower
economic growth. This is particularly
serious for Canada as our economy has
been underperforming our peers on
several metrics.

The uncertainty and potential for
prolonged trade tensions will create a
challenging environment for investors
and businesses alike. While we expect
short-term volatility in equity markets
and our companies’ share prices, we are
very confident in the businesses that
we own. They have strong franchises,
experienced management teams and
excellent balance sheets. We believe
that they will survive and, in many
cases, grow at the expense of their
weaker competitors.

We at PCM will closely monitor the
situation but we will not waver from
our process. We make investment
decisions  based on  long-term
fundamentals, competitive position,
balance sheet strength and valuation.
We don’t make decisions on something
as short term as a tariff. A tariff that
can be imposed and dropped on the
whim of a government.

The U.S. financial markets continued
their robust performance in 2024.
The stock market ended the year
near record highs, with the Nasdaq
Composite rallying 28.64% and the
S&P 500 posting a total return of
25.02%. The Federal Reserve made its
first interest rate cut in four years, and
earnings growth accelerated across
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sectors. The market rally broadened,
with the Magnificent Seven tech
stocks, including Nvidia, Tesla,
Alphabet, Amazon, Apple, Microsoft,
and Meta, posting significant gains.

Canadian equity markets followed their
American counterpart. The S&P/TSX
Composite rose 21.65%. The technology,
energy, and materials sectors led the
gains. Companies in these sectors
benefited from global economic recovery
and rising commodity prices.

Overall, both the S&P 500 and the S&P/
TSX Composite performance in 2024
reflected a combination of favourable
economic conditions, supportive monetary
policy, and strong corporate performance,
making it a standout year for investors.

These returns cap off a two year period
of back-to-back 20+% returns for the
S&P 500 and the TSX/S&P Composite
Index. This has occurred less than ten
per cent of the time since 1871. Only
during the 1990’s bull market and the
Roaring Twenties did the good times
continue for another two years. With

market valuations at precariously
elevated levels and broad market
indices hitting all-time highs, we
can’t help but wonder whether market
valuations are finally approaching a
tipping point.

In our view, the probability of another
twenty-plus percent return in 2025 is
highly unlikely; particularly considering
the excessive market valuations as
indicated in the chart below (Chart 1).

The U.S. economy remained strong in
2024, with several positive indicators.
Real GDP increased at an annual
rate of 3.1% in the third quarter of
2024, driven by consumer spending,
exports, business investment, and
federal government spending. Annual
inflation approached the Federal
Reserve’s target. Consumer spending
continued to exceed expectations,
contributing significantly to economic
growth. The labour market remained
healthy with the unemployment rate
hovering just above the 4% rate.

Chart1

Source: www.multpl.com
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The Canadian economy showed signs
of recovery and growth in 2024.
The GDP expanded at a moderate
pace, supported by increases in
household spending, non-residential
business investment, and government
consumption expenditures. Consumer
inflation slowed to the Bank of
Canada’s target of 2% by August
2024, marking a soft landing without
triggering a recession. Employment
growth slowed, particularly in the
private sector, but wage growth
remained robust. The household debt-
to-income ratio continued to trend
lower, reflecting improved financial
health among consumers. Improved
consumer sentiment was observed
due to recent interest rate cuts and
expectations of further cuts.

Overall, both the Canadian and
American economies showed resilience
and growth in 2024. The financial
markets in both countries reflected
positive investor sentiment and
recovery from previous challenges.
The U.S. outlook for 2025 remains
optimistic, with expectations of
continued growth and stability as
President Trump is expected to
enact “pro-business” legislation. In
Canada, a high degree of uncertainty
and anxiety exists as the new Trump
administration threatens wide ranging
tariffs on Canadian exports to the
United States.

Your portfolios continue to be well
positioned for current market conditions
and will weather the current
uncertainty created by potential

Patient Capital

P C Management Inc.

patiently creating wealth:

100 Simcoe Street, Suite 100 Toronto, Ontario M5H 3G2

tariffs. As of December 31, 2024, the
fund’s dividend yield on equities was
5.9%. The total portfolio yield was 5.1%
at yearend. Our large cash balances
provide a store of wealth and give us
the opportunity to buy high quality
businesses at very attractive prices
should markets become extremely
volatile. Inaddition, the portfolio’s overall
characteristics compare favourably to
major benchmarks such as the S&P 500
index and S&P/T'SX Composite index.

We wish you and yours much happiness
in 2025 and thank you for your
continued support and confidence.

Vito Maida



