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Keys to the market

What happened last week

February 3, 2023

The U.S. Federal Reserve raised its policy rate by 25 basis
points on Wednesday, in line with market expectations. But
Fed Chair Jerome Powell failed to address the extreme
optimism that has buoyed financial markets since the start
of 2023. Stocks and bonds alike rallied on the news,
comforted by indications that very few hikes remained, and
continuing a direction that had begun the day before, when
January ISM Manufacturing data showed a further
contraction. We remain cautious about the timeline for any
central bank pivot and think the vyear-to-date rally is
overdone. Toward the end of the week, though, sentiment
soured, first on missed earnings in the tech sector and then
on a blowout nonfarm payroll on Friday. The continued
resiliency of the U.S. job market should put a damper on rate
cuts in the second half of the year.

U.S.: Net Change in Nonfarm Payrolls
Labour Force Survey, MoM, as at 1/2023
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Bond market

Bond investors took the Fed’s policy move in stride last
week, initially pushing yields down 10 basis points or so,
despite statements that another hike or two were in the
offing and that the overnight rate would remain elevated for
some time. The skepticism about the Fed’s vigilance was
completely reversed at week's end, however, when a
dramatically outsized jobs print drove yields up 10+ basis
points, indicating the central bank still has some wood to
chop if it's going to tamp down the economy and hence
inflation. Even so, the market is still pricing in a peak rate of
only 5%. Meanwhile, high-yield spreads enjoyed the
market’'s embrace of risk assets, collapsing 30+ basis points
to below 4%, before some of that was given back on the
jobs number.

Highlights

e A stronger-than-expected U.S. nonfarm payroll
report suggests that the economy remains robust.

e The stock and bond markets give up some of their
gains toward the end of the week amid dampened
market sentiment.

On our radar

e Canada: Balance of trade for December and
unemployment rate for January

e United States: Consumer credit for December and
University of Michigan Consumer Sentiment Index

Stock market

On the equity front, all eyes were on earnings data as more
than 30% of the S&P 500 by market cap reported fourth-
quarter results. Over all, earnings growth for the fourth
quarter is now projected to decline by 5%. The highlight of
the week was Meta's shift in tone as it enters what it calls a
"Year of Efficiency." The company thus sparked renewed
interest in the information technology sector, as evidenced
by the significant market rotation after its earnings
announcement.

We think megacap tech companies will prioritize
streamlining and spending discipline in a way not seen
before, as well as adopt a balanced approach between
investing to leapfrog competitors and generating current
profitability. This approach will certainly catch investors'
attention and potentially create a strong base for the group
to outperform.
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Markets

(Total Return, in $CAD)

As of February 2, 2023 CA

Equities Bond yields

S&P 500 2.48 2.22 6.99 -2.90 11.02 12.15 2Y 3.66 4.10
S&P/TSX 0.15 -0.13 7.27 0.17 9.46 9.14 5Y 293 349
NASDAQ 5.00 5.47 1490  -11.32 12.72 15.24 10Y 283 339
MSCI ACWI 2.01 1.94 7.49 -2.51 8.59 8.91 30Y 293 354
MSCI EAFE 0.95 1.27 7.81 1.04 5.00 4.20 Credit spreads

MSCI EM 0.75 1.05 7.38 6.56 2.43 0.96 L%,fg;porate 163 121
Commodities (USD)

Gold 079 -081 4.86 5.86 6.37 7.48 HY bonds 33 394
CRB -0.43 0.11 0.51 -5.36 11.33 4.69

WTI -4.77 3.79 -5.46 -14.03 13.75 3.00

Fixed Income
FTSE TMX Canada

Unverse 0.50 0.70 3.81 5.31 1.92 1.28
FTSE TMX Canada Long 0.66 1.07 658  -10.84  -5.40 0.63
gfg;:ggjgfaﬂa 0.71 0.73 3.73 3.79 0.78 1.97
Currencies

DXY 0.17 0.34 1.71 6.06 1.47 2.67
USDCAD 0.04 0.08 1.76 5.11 0.20 1.39
USDEUR -0.39 -0.42 1.87 3.62 0.56 2.69
USDJPY 0.92 1.08 1.86 1242 5.90 3.15
USDGBP 1.29 0.78 116 11.05 2.61 2.92

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 and 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.



