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As financial markets took in the full inflationary implications
of the United Kingdom’s new budget, asset prices reacted
violently. In response to the size of the funding shortfall in
the UK, global government bond yields spiked higher, with
30-year UK gilts rising by 100 basis points (bps). The equity
markets followed suit, blazing through their June lows. The
US dollar shot up amid the initial shock but retraced when
the Bank of England intervened in the markets to stabilize
long maturity bonds’ yields and take pressure off the
financial system. The markets are now very nervous about
the tug of war between monetary policymakers’ resolve to
fight inflation and fiscal policies intended to mitigate the
impact of rising consumer prices on households and
businesses alike. All eyes are on ltaly where the election of
a populist, right-wing government is casting doubts on
fiscal restraint.

The Canadian economy remains resilient, with July GDP
coming in above expectations. The robust labor market, as
well as the mining and resources sectors, are providing
strong support for economic activity. We've had only one
month of negative GDP this year in Canada, whereas the
Unites States has already recorded two quarters of
negative economic growth and the economy is expected to
shrink in the third quarter as well.
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In a world where daily 20-bps yield swings for G7 sovereign
debt are now commonplace, the ante was upped last
week, as shown by the rise in 30-year gilt yields. That
dramatic volatility nonetheless contributed to a dip in 10-
year Treasuries and Canadian bonds over the week.
Despite PCE data down south that disappointed to the high
side, an exhausted bond market held on to its gains. The
story in credit was decidedly worse, however, with |G
spreads moving above 160 basis points, their highest level

Highlights

e Diverging fiscal and monetary policies in the UK
wreaked havoc on global financial markets, which
are now nervous about the next government that
might go against the monetary policy tide.

e Canada’s economy is churning along steadily, with
July GDP coming in slightly above expectations.

On our radar

¢ |In Canada: net change in the September
employment and unemployment rates.

e In the US: September data for ISM Manufacturing
and Services, non-farm payrolls and
unemployment.

since the middle of 2020. Meanwhile, HY crumbled further,
moving steadily to 600 basis points. We remain cautious on
spreads and believe there is more widening to come as
credit catches up with the reality of slowing economic
conditions.

The stock market continued its decline this week amid the
chaos in the UK. Furthermore, reports that Apple is
curtailing its efforts to increase production of their new
iPhone is yet another sign that things are slowing for all.
We think the adage “the general is always the last one to
fall” applies here, with Apple’s underperformance
indicating that equity investors could be capitulating.

In terms of opportunities in the stock market, we're
witnessing a big valuation discount skewed towards
smaller caps. The 10 largest stocks in the S&P500 trade at
close to 23x forward earnings while the remaining 490
stocks trade at about 13x. The valuation discount in small
caps is one of the largest in history. Another positive for
smaller caps is that they export less; thus, the strong US
dollar shouldn’t affect them as much as it does the larger
capitalizations. This valuation difference is similar in Canada
within the S&P/TSX.
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Markets

(Total Return, in CAD)

As at September 29, 2022 CA uUs
Equities Yields

S&P 500 -0.47 -3.47 -16.08 -8.76 10.20 11.61 2Y 3.79 4.19
S&P/TSX -0.07 -4.27 -11.15 -5.81 6.52 6.54 5Y 3.33 4.02
NASDAQ -0.36 -4.73 -25.72 -18.57 14.63 15.41 10Y 3.17 3.79
MSCI ACWI -0.51 -4.11 -18.26 -13.34 6.22 7.46 30Y 3.10 3.72
MSCI EAFE -0.78 -5.43 -21.14 -19.74 -0.89 0.93 Spreads

MSCI EM -2.61 777 2085 2243  -0.65 0.33 IG corporate 170 168
Commodities (USD) bonds

Gold 1.01 -2.95 -9.22 -3.81 3.52 5.35 HY bonds 373 950
CRB -0.25 -4.46 -3.35 0.46 12.98 5.52

WTI 3.16 -9.29 8.00 8.65 13.26 9.47

Fixed Income

FTSE TMX Canada -0.84 -0.563 -11.78 -10.48 -2.50 0.66

Universe

FTSE TMX Canada Long -2.06 -1.49 -20.96 -17.20 -6.05 0.09

FTSE TMX Canada -0.96 -0.97 -10.76 -9.80 -1.41 1.27

Corporate Overall

Currencies

DXY -0.83 3.27 17.33 18.99 4.24 3.82

USDCAD 0.65 4.19 8.25 7.24 1.08 1.87

USDEUR -1.31 2.42 15.86 18.16 3.68 3.78

USDJPY 0.80 3.96 25.53 29.03 10.21 5.13

USDGBP -2.32 4.54 21.69 20.79 3.40 3.80

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 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.



