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In the first quarter of 2026, equity performance in
North America diverged meaningfully. Through
March 31, 2026, the S&P 500 was down 4.6% for the
quarter, while the S&P/TSX Composite gained 3.3%,
extending the Canadian market’s quarterly winning
streak to seven. The U.S. market was dragged lower
by sharp declines in mega-cap technology stocks,
while Canada’s benchmark benefited from its heavier
exposure to financials, energy, and materials.

On the economic front, the U.S. economy entered
2026 in reasonable shape but faced increasing
crosscurrents. GDP growth had slowed to an
annualized rate of 0.7% in the fourth quarter of
2025, consumer spending grew at an annualized
2.0% and business fixed investment at 2.2%, boosted
by data center and Al-related capital expenditure.
The unemployment rate approximated 4.4% during
the quarter.

In Canada, economic conditions were softer, with
Purchasing Managers’ Index (PMI) recording 47.6 in



March; a fifth consecutive month in
contraction territory. Real GDP rose
0.1% in January and was estimated to
be 0.2% in February, but more recent
business surveys showed services
activity contracting in March and
manufacturing losing momentum. The
Middle East conflict and trade tensions
with the United States were major
factors in Canada’s softening economy.

The dominant story of the quarter
was the outbreak of the conflict in
Iran in late February. Consequently,
oil prices surged. Oil prices started
the year near US$60, but soared after
war broke out, with disruptions to the
Strait of Hormuz and drone attacks
on regional oil and gas infrastructure
propelling prices significantly higher
as Chart 1 indicates.
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bubble, in history. This extraordinary
valuation is in light of slower economic
growth, rising inflation, and a very risky
geopolitical backdrop - the opposite

conditions that typically support
premium multiples.
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Equity investors are taking more
risk than prevailing prices seem
to acknowledge. As Chart 2 clearly
illustrates this is not a cheap market;
despite aweak first quarter. [tisthe most
expensive market, after the dot.com
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Valuation risk is exacerbated by the
concentration in the market. The largest
stocks — the so-called “Magnificent 7”
— represent an unusually large share of
indexreturnsandearningsexpectations.
Much of the market’s confidence rests on
this very narrow leadership group and,
within that group, on an even narrower
set of assumptions about artificial-
intelligence demand, capital spending,
and future profitability. Not only do the
Magnificent 7 make up over 25% of the
index’s market weight; they are also
expectedtogenerate approximately 23%
of the market’s earnings growth. More
striking still, Nvidia alone represents
over 16% of the S&P 500’s first-quarter
forecast for earnings growth. Rarely
has so much ridden on one company.
Rarely has risk and speculation been
so highly concentrated.

We would draw attention to one
feature of the current AI capital




expenditure cycle that warrants
careful thought: there is a circularity
to the arrangement that should give
investors pause. The hyperscalers
are collectively planning to spend
several hundred billion dollars on Al-
related infrastructure in 2026, much
of it on graphics-processing units
supplied by a single vendor. That
vendor recognizes the spending as
revenue, and the market extrapolates
forward at high growth rates. The
hyperscalers, in turn, are expected to
monetize that infrastructure through
end-user demand for Al services that
has not yet meaningfully materialized
in their financial statements. Variants
of this dynamic have appeared before
— in the late-stage railroad expansion
of the nineteenth century, in the build-
out of the telecommunications network
in the 1990s, and in the residential
housing finance complex of the mid-
2000s. Each was justified at the time by
genuinely transformative technology
or demographic change. Each ended
with substantial overcapacity, write-
downs, and capital losses for those
who paid late-cycle prices.

The speculative tone is now visible
in market behaviour as much as in
valuation. A kind of gambling fever
seems to be setting in. The Wall
Street dJournal recently reported
that, in February and March, asset
managers filed to launch dozens of
exchange-traded funds that would
seek to quadruple or even quintuple
the daily returns on individual
stocks and other assets, even though
regulators have reportedly indicated
they may not be approved. Existing
leveraged single-stock products —
offering 2x and 3x daily exposure
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— have proliferated, gathered
substantial assets, and frequently
show daily turnover that suggests
use as instruments of speculation
rather than hedging.

Investors continue to focus on
companies with exposure to
artificial intelligence with a degree
of enthusiasm that is difficult to
justify on sober analysis. Market
participants are pricing aggressive Al-
related spending as if it will reliably
translate into durable profits, even
as the return-on-investment timeline
remains uncertain. In a tangible
illustration, the struggling shoe
company Allbirds recently announced
that it would convert itself into a
provider of artificial-intelligence
computing power called NewBird Al,
and the share price went up nearly
600% in a single day.

In this kind of environment, prudence
matters more than enthusiasm.
Selectivity matters more than broad
optimism. Balance-sheet strength, cash
generation and valuation discipline
matter more than momentum. Our
focus remains on preserving capital first
and compounding it second, because
when the margin for error is narrow,
avoiding large losses matters more than
capturing every incremental gain.

Our portfolios continue to be well
positioned. As of March 31st, the
total portfolio yield was 4.5% and
the portfolio’s overall characteristics
continue to compare favorably to major
indices such as the S&P 500 Index,
and the S&P/TSX Composite Total
Return Index. Relative performance
versus the S&P 500 Index and S&P/
TSX Composite Total Return Index in



the first quarter of 2026 was positively
impacted by a lack of exposure to
mega-cap technology stocks, strong
energy sector and financial sector
performance and the realization of
profits in some U.S. based holdings.
We thank you for your continued trust
and support.
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