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Keys to the market

What happened last week

October 28, 2022

The Bank of Canada slowed the pace of its rate hikes on
Wednesday, when it raised interest rates by just 50 basis
points, instead of the 75 that the markets had priced in. It
also acknowledged the need for a balanced approach and
the risks of excessive tightening. Bond yields were down
significantly on the news. The European Central Bank was
also more measured in its comments as it raised rates by
75 bps, and the equity markets welcomed the seemingly
more dovish tone from monetary policymakers. In the
United States, GDP rebounded by 2.6% in the third quarter
driven by exports, but domestic spending slowed. In
Canada, third-quarter GDP was resilient, but cracks are
appearing. As the economic outlook softens and we near
the end of the rate hiking cycle, we note that fixed income
is valued attractively relative to equities, which would seem
to indicate a good entry point.
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Canada’s 10- and 2 -year government yields fell by about 35
bps after the Bank of Canada’s decision, widening their
spreads vis-a-vis Treasuries with equivalent maturities. US
fixed income was hit harder at week’s end by surprisingly
high CPI prints in Europe, suggesting consumer prices in
the US may also be more difficult to tame. Everyone will be
watching the US Fed next week for any signs of easing up
on its current hiking cycle. The associated language will be
scrutinized to see whether its thinking has changed.

With corporate earnings season well under way, |G spreads
in the US were little changed despite some weakness in
reported results, while HY shrugged off everything and
sank below 500 basis points, with investors picking away at
value. We think credit spreads will remain range bound as
we head toward year-end but will widen in 2023 as slowing
economic conditions become more entrenched.

Highlights

e The Bank of Canada revised its outlook for the Canadian
economy and surprised markets with at 0.50% rate hike,
a smaller move than expected.

e US third quarter GDP rebounded, but domestic spending
slowed.

e The markets are expecting the central banks to be more
dovish in the coming quarters.

On our radar

e |n Canada: October’'s Manufacturing PMI and
unemployment rate

¢ In the United States: Fed rate decision, ISM
manufacturing data and non-farm payroll

Third-quarter results switched into a higher gear this week
with more than 40% of the S&P 500 companies reporting.
All eyes were on the technology mega-caps (MSFT, AMZN,
GOOG and AAPL), whose results came in mostly below
expectations. Their soft-ish earnings underlined how
difficult it is for such behemoths to reduce operating
expenses in a rapidly slowing environment, thereby driving
a disappointing profitability outlook. \We think the reported
results generally confirmed that the economy has started
to slow because consumer and business demand were
also below expectations.

Looking ahead, we will focus on the coming Fed meeting.
Any indications of a pivot or a more dovish stance, such as
what we have seen lately from the Bank of Canada and the
Bank of Australia, coupled with the earnings results we
witnessed this week, could signal that interest rates have
plateaued and lead to a stock market rally as we close the
year.
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Markets

(Total Return, in SCAD)

As of October 27, 2022 CA UK
Equity Bond yields

S&P 500 -0.24 4.56 -13.41 -6.95 11.04 11.07 2Y 3.80 4.27
S&P/TSX 2.67 5.11 -6.60 -4.89 8.88 7.14 5Y 3.32 4.06
NASDAQ -2.71 0.36 -26.61 -21.41 12.98 13.56 10Y 3.19 3.92
MSCI ACWI 0.77 4.43 -15.28 -10.92 7.16 7.21 30Y 3.32 4.08
MSCI EAFE 3.14 436 1724  -1534 0.28 1.12 Credit

MSCI EM 230 339 2317 2420 235  -1.38 spreads

Commodities (USD) L(i;:gsrporate 183 168
Gold 0.34 0.16 -9.07 -7.43 3.40 5.49 HY bonds 394 476
CRB -0.17 -0.29 -3.54 -1.77 12.60 5.43

WTI 4.74 12.06 18.44 7.77 16.28 10.57

Fixed Income

FTSE TMX Canada 2.95 -0.73 -12.42 -10.91 -2.43 0.25

Universe

FTSE TMX Canada Long 5.77 -2.75 -23.13 -20.41 -6.35 -0.98

FTSE TMX Canada 2.20 -0.64 -11.33 -10.11 -1.37 0.89

Corporate Overall

Currency

USD trade-weighted index -1.27 -1.36 15.59 17.89 4.17 3.10

USDCAD -0.55 -1.91 7.34 9.76 1.28 1.16

USDEUR -1.03 -1.63 14.14 16.45 3.60 3.10

USDJPY -0.92 1.07 27.12 28.52 10.42 5.18

USDGBP -2.26 -3.42 16.98 18.79 3.51 2.57

Source: iA Investment Management, Bloomberg

About IAIM

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 iAIM 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.



