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Opinions expressed in this presentation are based on actual
market conditions and may change without prior warning. The
aim is in no way to make investment recommendations. The
forecasts given in this presentation do not guarantee returns and
imply risks, uncertainty and assumptions. Although we are
comfortable with these assumptions, there is no guarantee that
they will be confirmed.
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Before sharing our view and our
outlook on 2019, let’s take a look
back on 2018



A look back on 2018: iA MY

A harsh year on financial markets

According to
Deutsche Bank, close
to 90% of combined
bonds, equities and
commodities indices
are posting a
negative YTD return.
A first since 1901!!!

Financial Group

Under Pressure
A record share of asset classes have posted negative total returns this year, according to Deutsche Bank data going back to 1901.
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Mote: Returns arein US. dollars. Data for 2018 are as of mid-November
Sources: Deutsche Bank; Bloomberg Finance LP; GFD



Look back on 2018: iAMY
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Volatility returned in force on Wall Street
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5  Source : iA Economics, data from Bloomberg Source : iA Economics, as of December 5, 2018
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Topics to be adressed

Business cycles : Should we expect a recession in 2019?
Monetary policies : Will the rates normalization continue ?
Equities : « Simple correction » or bear market in sight ?

Recommended investment strategies



U.S.: ’.AEH

The longest business cycle in modern history ! Financial Group

Dec 07 - .... 132

Jul 90 - Mar 01 128

Apr 60 - Dec 69 116
Jul 81 - Jul 90 108

Mar 01 - Dec 07 81

Nov 73 - Jan 80 74
Nov 48 - Jul 53 56
Jul 53 - Aug 57 49

Dec 69 - Nov 73 47

Feb 45 - Nov 48 45
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Jan 80 - Jul 81 18
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Source: NBF Economy & Strategy



Business cycles never die
of old age but...
policy mistakes or external market
shocks could jeopardize the US
business cycle



Lessons from the past: Factors that caused past iAMY

recessions in the G-7 since 1960
35 + - 35
30 {4 2 L 30
U.S. monetary policy 25 - b 25
i ] 19
is still very . 20 - L 20
accommodative!!!
15 « 13 13 L 15
11 10
10 -+ 8 8 = 10
5 9 5
0 4 - 0
Tight Burst  Oil Burst Banking Tight Exchange External
monetary credit price housing crisis fiscal rate demand
policy bubble shock bubble policy shock shock

9 Source: Capital Economics



A significant risk factor:

Corporate America’a debt level

Record High $2.83 Trillion of Outstanding Baa-Grade US Corporate Bonds Leads All Other Broad Rating Categories
$ billions
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The Largest Debt Maturities Over the Next 10 Years Are 2021 and 2023 and Are Concentrated in the

Single A and Triple B Categories “NR C
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Source: Janney 15G; Bloomberg; Moody's, includes both corparates and prefareds wilh county of risk = US that have not defaulted



Other risk factors to monitor in 2019 ’AM

China-U.S. trade tensions Wage acceleration in the U.S.
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At this stage, we see the odds of a U.S. recession in 2019 1AMAN
at about 25% (vs 15% in September) Financlal Groue

US Treasury Term Spread US: Probability of a recession 6 months ahead
10 Year Yield Minus 2 Year Yield (2s10s)
3 3 Using the Chicago Fed Mational Activity Index,
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12 Source: TD Securities, December 4, 2018 Source: WSJ



Reasons to remain optimistic : iAM

US Leading macroeconomic indicators remain quite positive Rnsnelol Groun

U.S.: Leading/Coincident Indicators
Ratio of Conf Board Leading/Coincident Indicators
1.3
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13 Source : iA Economics, data from Bloomberg



Despite some headwinds in sight, global growth i A A9
should remain strong in 2019 I

Global Purchasing Managers’ Index for manufacturing, quarterly

2018
‘08 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Aug Sep
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Source: JP Morgan
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Monetary policies

Will the interest rates normalization continue in 2019?



U.S. monetary policy: iAMY

A late return to positive real interest rates in this cycle!

Spread between the Fed funds rate and core inflation

7
According to the Fed
6 Chairman, the current
5 leading rate is « just
4 below » the neutral rate
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Some good news: The Federal Reserve is quite

advanced in this cycle

Federal funds rate expectations
FOMC and market expectations for the fed funds rate

7% A FOMC September 2018 forecasts
=== Federal funds rate
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Source: Bloomberg, FactSet, Federal Reserve, J P. Morgan Asset Management.
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Monetary policy normalization: iIAMN

Will overseas central banks follow the pace in 2019? Fisacil con

Global central bank balance sheet expansion*

USD billions, 12-month rolling flow Yield Curve : US, Germany and Japan
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Bank of Canada:

IAST

Interest rate normalization should take longer than expected Financial Group

Canada: Perspective on real interest rates
Core CPI inflation (average of three measures) vs. Bank of Canada overnight rate
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Source: IA Economics, data via Bloomberg, December 3, 2018
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The situation in Alberta and the drop in the savings rate iAMY
are worrying the Bank of Canada

Canada’s Qil Industry: GDP Canada’s Qil Industry: Jobs
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20 Source: WSJ Source: NBF Economy and Strategy



Canada: iAM

Sy

The labour market is giving reasons to remain optimistic i

Source: IA Economics, data via Bloomberg, December 7, 2018 Source: IA Economics, data via Bloomberg, December 7, 2018
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A re.asor.l for this great resilience: iASY
I m m g rat I O n Financial Group

Canada: foreign-born population is highly educated
Percentage of foreign-born 15-64 with post-secondary education
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NBF Economics and Strategy (data via Statistics Canada and U.S. Census), NBF Economics and Strategy (data via OECD)
as at December 31, 2017
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Canadian households are indebted, but we need to iAMY
compare apples with apples!!

23

Household debt to disposable income (net of health expenses)
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Stock market :
« Simple correction » or bear market in sight ?



Lessons from history: A a9
Very few « bear markets » without a recession

U.S. recessions and S&P 500 composite declines from all-time highs

0%
-20% —
: - 20% Market
40% = 0 decline*
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Characteristics of recessions and related stock market declines

Recession Related market sell-off Macro Environment
Recession Peak Quarter Trough Quarter % Decline Peak date Trough date % Decline cog';'::'ty Agg;zzswe VEIJ:::;ET:S
1 Recession of 1949 4048 4049 -1.5% 6/15/1948 6/13/1949 21%
2 Recession of 1953 2Q53 2Q54 2.4% 1/5/1953 9/14/1953 -15%
3 Recession of 1958 3Q57 2Q58 -3.0% 8/2/1956 10/22/1957 -22% *
4 Recession of 1960-61 2Q60 1Q61 0.1% 8/3/1959 10/25/1960 -14% L 2
5 Recession of 1969-70 4Q69 4Q70 -0.2% 11/29/1968 5/26/1970 -36% L 2
6 Recession of 1973-75 4Q73 1Q75 -31% 1111973 10/3/1974 -48% L 3
7 Recession of 1980 1Q80 3Q80 22% 2/13/1980 3/27/1980 -17% L 2 L 3
8 Recession of 1981-82 3Q81 4Q82 2.5% 11/28/1980 8/12/1982 27% L d
9 Early 1990s recession 3Q90 1Q91 -1.4% 7/16/1990 10/11/1990 -20% L 4 *
10 Early 2000s recession 1Q01 4Q01 -04% 3/2412000 10/9/2002 -49% L 4 ¢
11 Great Recession 4Q07 2Q09 -4.0% 10/9/2007 3/9/2009 -57% L 2 L3
Non-recession Bear Markets
1 1962 flash crash, Cuban Missile Crisis - - - 121121961 6/26/1962 -28% *
2 1987 flash crash, program trading, overheating markets - - - 8/25/1987 12/4/1987 -34% L 3
Average - - -1.9% - - -30%

25 Source: FactSet, NBER, Robert Shiller, Standard & Poor's, J.P. Morgan Asset Management.



Wall Street : iAMY

Worries mounting about future earnings growth

103 1]
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— 20
— 1y
L
=10
o — QECD Leading Indicators 3
L (amplitude adjusted, nsa”)
1 rnf— -
Uy — |
E — S5&F 500 Revenues )
- Per Share —-30
3= (yearly percent change)
. —— i
- Waraheri_coam 0
il losTas Mo Ve Voo Voo Von Vo Vo Ve Vs Vo Vo Vs Do Vo P e P o D e M a Vs T g Ve D g T e W gy

A meading above 10K dhat is nisang prodicis expassion. above 105 and falling a downiurn, below 10 amd Tallme 2 showdowm, and below 11
and rising a reoovery.
Sowrce: Standard & Poosr™s and Haver Analyiscs

26



S&P 500: iAEﬂ

One of the worst multiples contraction in the last 40 years i

Change in Calendar Year PEs

X Exhibit 1: Trailing 12-month S&P 500 return well below level implied by ISM
as of December 7, 2018
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Note: Change in multiple points over calendar year; 2018 is change from 12/31/17 to 10/31/18; 1976 to present
Source: Standard & Poor's, Thomson Financial, FactSet, and Credit Suisse
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Market corrections are generally good buying

IAST

opportunities ...without no recession in sight!!!

History would suggest investors can profit from the dip
Average 1-year forward return following corrections (1987-2017)

25% 23%
. 20% 20%
20% 18%
15% 16% 15%
15%
1%
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7%
5%
0%
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-5% -10% -15% -20%

mForward 1 Year mExcluding recessions  mDuring recessions

28 Source : iA Economics, Manulife Investments, Bloomberg.



Yield curve inversion: | iAST
A look at the most recent episodes

Chart1
Equity Performance after Initial Yield Curve Inversion
Mean Performance is 22%
=
3
&
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Return from Yield Curve Inversion to Subsequent Equity Peak

Source: FactSet, St. Louis Federal Reserve, Alger.
Equity performance reflects S&P 500 price change. Dates reflect a negative spread between the 10-year and 2-year Treasury notes.

Source: FactSet, St. Louis Federal Reserve, Alger
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Following this correction, S&P 500 valuation has become

IAST

Financial Group

more attractive

® S&P 500 Index Forward Price-to-Earnings Ratio (PE)

14

Jan Jul Jamn Jul Jan Jul
‘16 “16 ‘17 “17 18 18

Source : WSJ, November 2018
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S&P/TSX : iAMT

A cheap and undervalued stock market ?

S&P/TSX: P/E ratio of the financial sector
155 -
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31 Source: iA Economics, data via Bloomberg, December 5, 2018
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Equities :

Better opportunities overseas ?

IAST

Financial Group

Exhibit 16: Valuation ranges (MSCI Regions) uu’pr a 10-year timeline
12-month forward price to earnings multiple

12M forward P/E (X) 32 +-1sStddev. I Highllow
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A& Current m Median
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Source: MSCI, FactSet,

I/B/ESS, Goldman Sachs Global Investment Reseanch



Emerging markets: iAMY

Getting ever more attractive

Contribution to estimated global growth of real GDP
(2019-2023)

S&P 500 vs Emerging Markets

SPY vs EEM, Jan 2018 = 100
115

110 SPY
105
m Advanced economies

100

1%
95 EEM ®Emerging and developing

economies

90 mCanada
85 -16%
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75
2018-01 2018-03 2018-05 2018-07 2018-09 2018-11

33 Source : iA Economics, December 10, 2018



Asset mix: Buying the dip... assuming no recession

IA Clarington
Monthly Income Balanced

US Equities
12.3%

Can Equities
49.4%

Asset classes Neutral weights Actual weights

Cash 5% 2.8%
Bonds 30% 21.1%
Equities 65 % 76.1%

34
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IA Clarington

Asset classes Neutral weights Actual weights
Cash 0% 1.3%
Bonds 87.5% 78.1%
Equities 12.5% 20.6 %

Source: IAIM, December 10, 2018



IA Clarington Managed Portfolios:

Multiple options

IA Clarington Managed Portfolios offer:
Choice across a range of five
broadly-diversified, multi-asset portfolios

One ticket diversification aligned to an
investor's risk profile

Active management of security selection,

tactical asset allocation and foreign
currency exposure

Daily portfolio monitoring with ongoing
rebalancing to maintain designated
target-risk levels

In-depth reporting through quarterly
commentaries, portfolio analytics and
personalized client statements

Return Higher =

- Lower

e

85* IA Clarington
Conservative Portfolio

|1A Clarington
Moderate Portfolio

IAST
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1A Clarington
Maximum Growth Portfolio

IA Clarington
Grow‘th Portfolio

|A Clarington
Balanced Portfolio

M Equity
Fixed Income

- Lower

Risk Higher B>



IAST

Investment strategy
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Despite some risk factors, the current business cycle is expected to continue for a few more
quarters but at a pace more compatible with potential GDP.

The normalization of interest rates is well advanced in the U.S, should begin overseas in
2019 and should accelerate in Canada in the second half of 2019.

With central banks becoming less accommodating, interest rates "should" continue to rise
and financial markets to remain volatile.

Our decision to raise the odds of a recession in the next 12 months to 25% leads us to scale
back our optimism on equities for 2019.

Following the sharp correction in several equity markets, global funds offer better expected
returns over the medium term than Canada focused funds, given their exposure to emerging
markets.
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WEEKLY ECONOMIC PUBLICATIONS Clément Gighac

The Canadian labour market is rebounding

Clément Gignac Is Senior Vice-President and Chief
Economist at iA Financial Group. He serves as the
This week, jobs creation is strong on both sides of the border and wage growth is moderating in the United company's spokesperson on economic matters.
States.

Sébastien Mc Mahon | Video and PDF

Read Clément Gignac's biography »

March 2, 2018
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The Canadian economy slowed down in the last two quarters of 2017

’ 3 -
Sébastien Mc Mahon | Video and PDF Contact Clément Glgnac steam
This week, Canadian GDP growth slowed down more than expected in the fourth quarter of 2017, and is
the White House looking to start a trade war?
economics@ia.ca
418-684-5000, extension 5364
February 23, 2018

WEEKLY ECONOMIC PUBLICATIONS Clément Gignac
Chief Economist

It's Canadian retail sales’ turn to disappoint clementgignac@ia.ca

Sébastien Mc Mahon | Video and PDF

This week, it was Canadian retail sales’ turn to disappoint, and inflation is getting closer to the Bank of

Canada's target. ) Sébastien Mc Mahon
Ll o d Senior economist

February 16. 2018 @ sebastien.mcmahon@ia.ca
‘~‘ 418-684-5000, extension 7971
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