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The financial markets started the week amid positive risk
sentiment. We saw better inflows into high-grade credit
and equities, particularly European and emerging market
stocks. In the United States, GDP came in above
expectations for the fourth quarter of 2022. Taking a
deeper look, however, we see impending stress on the
U.S. economy as inventories inched higher, exports fell
faster than imports and investment slowed, especially in
the residential sector. The Bank of Canada delivered what
is supposed to be its last rate hike of this tightening cycle,
taking the policy rate to 4.5%, a level last seen in 2007. The
Bank will now pause as it takes in economic data over the
next few quarters. Nonetheless, we do not expect it to
start cutting rates any time soon. The rally in bonds and
equities could be overhyped because it is driven mainly by
short covering and retail investors. Furthermore,
disappointing guidance from large corporations raises the
stakes of an earnings recession that could prove to be
more severe than what the markets are pricing in.
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Bond Market

Bond yields traded within a 10-basis-point range during the
week, as all eyes were focused on rate decisions from a
number of key central banks, above all the U.S. Fed, which
has a quarter-point hike priced in by the futures market.
With only one more 25-basis-point hike priced in after that,
the futures market does not see the Fed's overnight rate
going above 5%, which contrasts with recent statements
by a number of central bank officials and suggests the
language of next week’s decision will most likely matter
more than the move itself. Spreads for both IG and HY
narrowed a touch on the week as the market kept gobbling
up supply with little in the way of new issue concessions,

Highlights

e Positive market sentiment fuelled a rally in the
stock and bond markets

e Even though some central banks are delivering
their last rate hikes, a near-term pivot still seems
far-fetched

On our radar

e Canada: November GDP, S&P Manufacturing PMI
and December building permits

e United States: A busy calendar with FOMC
decisions, January Manufacturing and Services
ISM and non-farm payroll

indicating that the market may be getting a little ahead of
itself, particularly if economic conditions continue to slow.

Stock Market

On the equity front, earnings season is in full swing. So far,
36% of the S&P 500 market cap has reported earnings for
the fourth quarter of 2022. Thus far, 63% has beaten on
the bottom line, 74% on the top line and 50% on both,
which proved to be better than the historical average. It is
important to note, however, that fourth-quarter estimates
typically fall 4-6% before earnings season and increase 2-
3% once reports are released. For the fourth quarter,
estimates declined by 8.1% before the start of the earnings
season and have fallen by an additional 50 basis points
since then, as a result of lower-than-average beats and
further downward revisions for companies that have not
yet reported. As for the 2023 outlook, it's important to note
that Microsoft and Intel have warned that their customers
are cautious about spending and that demand is
weakening.

Next week, the focus will be on Thursday's earnings
releases, with Google, Amazon and Apple reporting. We
also think the next jobs report will be a decisive factor for
the direction of the stock market in the weeks to come.
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Markets

(Total Return, in $CAD)

As of January 26, 2023 CA

Equities Bond yields

S&P 500 1.79 4.43 4.43 0.47 9.59 10.86 2Y 3.63 4.18
S&P/TSX 1.05 7.01 7.01 3.69 8.87 8.23 5Y 297 359
NASDAQ 3.29 8.69 8.69 -9.98 10.28 13.22 10Y 286 3.49
MSCI ACWI 1.50 5.35 5.35 0.32 7.31 7.84 30Y 294 364
MSCI EAFE 0.72 6.83 6.83 2.49 4.03 3.54 Credit spreads

MSCI EM 1.14 8.62 862  -4.90 1.27 0.62 L%ﬁg;porate 167 126
Commodities (USD)

Gold 0.16 5.77 5.77 6.02 7.07 7.42 HY bonds 874 424
CRB 0.64 1.37 1.37 -3.23 11.25 5.03

WTI -0.37 0.93 0.93 -7.26 14.34 4.14

Fixed Income
FTSE TMX Canada

Unverse 0.15 3.51 3.51 5.34 -1.84 1.09
FTSE TMX Canada Long 0.30 6.13 613  -10.95 5.26 0.25
gfg;:ggf;aaﬂa 0.20 3.17 3.17 4.33 0.83 175
Currencies

DXY 0.17 1.63 1.63 5.56 1.34 2.72
USDCAD 0.45 1.72 1.72 5.14 0.45 1.59
USDEUR 0.33 1.7 1.71 3.20 0.41 2.68
USDJPY 0.48 -0.69 069 1359 6.02 3.70
USDGBP 0.10 2.62 2.62 8.51 1.75 2.67

Source: iA Investment Management, Bloomberg

About iIAIM

A magnet for top investment talent, iA Investment Management is one of Canada’s largest asset managers, with over $100
billion under management across institutional and retail mandates. We help investors achieve their long-term wealth creation
goals through innovative investment solutions designed for today’s complex markets. We are building upon our historic success,
supporting the growth of our core strengths, and exploring innovative ways to meet investor needs. \We are rooted in history and
innovating for the future. Our experienced portfolio managers use a proprietary investment methodology, rooted in iAIM’s
unifying commitment to strong risk management, analytical rigor a disciplined, process-driven approach to asset allocation and
security selection.

ROOTED IN HISTORY. INNOVATING FOR THE FUTURE.

General Disclosures The information and opinions contained in this report were prepared by Industrial Alliance Investment Management Inc.
("iAIM"). The opinions, estimates and projections contained in this report are those of iIAIM as of the date of this report and are subject to
change without notice. iIAIM endeavours to ensure that the contents have been compiled or derived from sources that we believe to be
reliable and contain information and opinions that are accurate and complete. However, iAIM makes no representations or warranty, express
or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for
any loss arising from any use of, or reliance on, this report or its contents. There is no representation, warranty, or other assurance that any
projections contained in this report will be realized. There is no representation, warranty, or other assurance that any projections contained in
this report will be realized. The pro forma and estimated financial information contained in this report, if any, is based on certain assumptions
and analysis of information available at the time that this information was prepared, which assumptions and analysis may or may not be
correct. This report is not to be construed as an offer or solicitation to buy or sell any security. The reader should not rely solely on this report
in evaluating whether or not to buy or sell securities of the subject company. The reader should consider whether it is suitable for your
particular circumstances and talk to your financial advisor.



