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Quarterly Outlook: Stop! Hammer Time.

Abraham Maslovonce said; If the only tool you haves a hammer, everything looks

I i k e Thisunfortuhatelyaccuratelyreflects the current economic backdrop with

soaring inflation & lagginghistorical indicator) with global central bankeammering

away at this odd shaped-‘nail’ with the only tool they have rate hikesl t ° s wor t h
mentioning here thathanges in monetary poligyot only hase a delayed impact on

the real economy but theyalso dovery little to help alleviateinflationary pessures

associated withChina lockdowns, Saudi drilling, Texas drilling, quarantines, refining
capacity, warsupplychainon-shoring,etc. Moreover, as we look aheade continue

to expect the level of uncertainty to remain elevated as central bamtkginue to

tighten policydespite the growing risks of a hatahding/recessionwWhile we believe

there are “fewer aacmssniaketser ami d@cebl tbohéi o
headlines or‘wall of worries as we like to refer to thenas we believefor longer

term oriented, patiem, and prudent investors, there amany opportunities to invest

in today andlikely more to come in following monthsStay selective and well
diversified

Key Takeaways:

1 A dramatic fall from peakWhile we expected several fac® to remain
headwinds for the economy and markets in 2022 including elevated inflatjon
pressuresand highefrates, a few othes were unknown at thestart of the year
which have onlyhelped to furthercloud the economicoutlook. That said, &
continue to expect further downward revisios to global real GDRyrowth
forecads across botlihe advanced and emerging economies 2023.The latest
forecassfor global growth puts reaBDP at +2.3% yeawer-year (YoY) for 2022
down from +3.0% Yoa&s ofour last quartety update and now below the long
term 20-year average of 3:2% YoYT h at FEhadeahest dirty shirts still
remainthe US and @nadian economies

1 Recession risks risinghs we expected, th8ank of CanadaBpQ and the US
FederalReserveKed have been aggressive in raising rates, even becoming more
forceful in their latest increasedollowing stronger than expectednflation
numbers. With the central banks continuing to fight inflation by raising policy
rates, the 3mo10s yield®Jcurve (1§ear yield minus the-Bhonth yield) will likely
continue to flatten, indicating that North America (and the rest of the woisd)
heading toward a recessiotWhen or how deep of a recessionremains the
guestion, butwe note that the more aggresve central banks are today, the
higher the likelihood that something breaksd results in amuch deeper and
more probngedcontraction

1 Few places to hidemoderating equity overweightWe suggest investors remain
selective, weldiversified, and focuson derisking their portfolios (i.e.,
close/reduce portfolio blinespots and/or tighten active relative betsWe
continue to prefer highquality and durable business that are trading at
attractive valuations, with a preference foralue > growthstocks anda slight
preference forthe broader S&P/TSXver the S&P 500ndex>MSCI EAFRBdex>
MSCI ENMndex

1 Moderatingunderweight tofixed income &cash¢ moving closer to neutralFor
Canadian investors, Canadian government interest rates are hagftess most
of the yield curve, so we suggest an overweight to Canadian bonds. In the
corporate market, we would continue to be very selective
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Asset Allocation Recommendations
Tactical (9-12 month) Asset Allocation Recommendations

- Neutral

+

Comments

We remain overweight equities as we continue to see good relative risk/reward opportunities, despite the elevated level of uncertainty. However, we note tha|

equities are not created equally and suggest investors remain highbetive & well-diversifed

(S&P/TSX Composite)

o= The US large cap space represents some of the highest quality businesses in the world, with strong competitive attributes, high levels of profitability, and st]

US Large Cap . X R . . - U . X .

(S&P 500/ Russell 100( enduring growth profiles. As valuations for the index have come down from peak levels and now trading back in line with historical valuations, we view this §
the US market as attractive especially given the alternatives.

US Small-Mid Cap o) We see good growth and relative valuations across the US small-mid cap space. In particular, we are seeing the most compelling risk/reward opportunities

(Russell 2000/Russell mid-cap space. However, the level of market uncertainty has picked up in 2022, with investor capital flows shifting towards more risk-off areas of the market|

Mid Cap) better positioned amid the current backdrop.

Canadian Large Cap O«= We see good value across the broad Canadian market relative to US/global equities. In particular, we have a favourable view on high-quality-equities and s

(S&P/TSX 60) defensive equities trading at reasonable valuations with durable eamings/cash flow profiles.

Canadian Small-Mid Ce (OR=] We see good value across the broad Canadian market relative to US/global equities. In particular, we have a favourable view on high-quality-equities and s

defensive equities trading at reasonable valuations with durable eamings/cash flow profile.

It remains a mixed bag for most developed markets outside of North America. Some regional equity markets are facing tremendous pressure/capital outflows
fallout of the Russian-Ukraine war/Russian sanctions and/or the slowdown/COVID-19 lock-downs in China. However, other regionial markets across the Mi
Asia Pacific region are peforming better given the commodity-centric tilt of their economies/equity markets.

Oe=
Developed
(MSCI EAFE)

o
Emerging

(MSCI Emerging Marke

Fixed Income

It remains a mixed bag for emerging equity markets, with select economies with a strong commodity-tilt performing better than regions directly/indirectly expd
the Russian-Ukraine war, the slowdown in China, or which have US$ denominated debt. These and other headwinds in 2022 have made emerging markets
attractive region to deploy capital in today despite compelling relative valuations. Uncertainties remain high and are likely to remain elevated over the short-{
global capital flows continuing to move to more defensive markets or those better positioned amid the current uncertain geopolitical/economic environment.

With growing risk of the latest central bank tightening cycle ending in a recession, we suggest investors begin to increase their weighting towards neutral. )

most attractive oportunities in longer duration bonds, particularly in the 7-10 year part of the curve.

ésloi‘;\gzrrnmjgtﬂeasur =0 We suggest investors increase weigthing towards a neutral allocation to US government bonds as the risk of recession increases. However, we would avq
9 end of the curve (1-3 years) and begin to add US government bonds from 7-10 years.
Total Return)
tésl Cirk;))orrat; el U O¢e= US investment grade corporate bonds continue to offer good risk/reward characteristics especially as credit spreads have widened out more recently. We su
00mberg barclays investors maintain exposure to bonds with a duration profile between 3-7 years.
Corporate Bond)
(C;rzggr;izsmnem =0 We suggest investors increase weigthing towards a neutral allocation to Canadian government bonds as the risk of recession increases. However, we woy
shorter end of the curve (1-3 years) and begin to add US government bonds from 7-10 years.
Government Bond)
Canadian Corporate O¢=

(FTSE Canada All
Corporate Bond)

Canadian Investment grade corporate bonds continue to offer better risk/reward characteristics especially as credit spreads have widened out more recently|
suggest investors maintain exposure to bonds with a duration up to 2-years.

As as the broader risk-off theme is expected to continue, we can expect the USD to benefit from its safe-haven status. As a result, we are maintaining our bj
outlook for USD/CAD and see no conclusive reason to deviate from this stance at this time.

Raising cash to neutral and reducing weight to risk assets.




July2022 | Page5 of 19

Market Commentary
Global Economic Outlook: Murky Waters Ahead

The first half oR022is one that many of us would prefer to forget, especially as the economic
and investing climate has made a completedD-tiggreeturn since the calm of 2021. Major
equity/commodity markets have since entered bear rkat territory, with bond markets selling

off simultaneously Persistentlyhighlevels ofinflation are to blame andvhichhave forced the

Click for Full Report

RAYMOND JAMES®

RRIEREE hands of many central banker® raise interest rates and tighten policy rather quickifile at

the same timeminimizingthe level of collateal damage on the economy/labour markeWe

b nom Toge | note this is mt an easy task in the besf environments, as history sha@that past tightening

1 g cycles have typiclyl ended in a recession or halahding. In our view, his timeis no different,
— with the rate of changén both financial and economic variables occurring much more rapidly

than recent memorywould suggesti.e.,rate hikes, change in yields, market s#f, etc.) We

note a lot has changed in a veshort time frame which we believdas helped to amplify the

normal ebbs and flows of the marké¥loreover, as we look ahead over the next® months,

we continue to expect the level of uncertainty to remaiarye | evat ed, with “f
hi de” amid a hdadlineho#walvaworries'saswedike to refer to them aghat

said, for longetterm oriented, patient, and prudent investors, we see many opportunities to
investin todayand morelikelyto come in the following months

A dramatic fall from peak growth...

While we expected several factors to remain headwinds for the economy and markets in 2022
including elevated inflatiomry pressuresand higher policyates, several otherfactor were
unknownat the start of the year which hawanly helped tocomplicatematters andcloud the
outlook further (e.g., theRussian invasion of Ukraine atite on-againbff-again COVIEL9
lockdowns acros€hing. Taken together these forces continue to weigh on the economic
picture for the second half of 2022 and inB023, with many questions stilemaining
unanswered (e.g., is there a likelihood we saeescalation in the war in Europe, a housing
collapsein Canada/globallyinflation that stays elevated for longegfc.).Since our last update
(click imageabove we havealreadyobserved a significardownward revision to 2022 global
real GDPgrowth forecass across both advanced and emerging economiggh greater
downsie revisions for advanced economi@scl. US, Canada, and UK) 20123. The latest
forecass for global growth puts reaGDP at +2.3% YoY for 2022, down from +3.0% YoY from
our last quartely update andalsonow belowthe longterm 20-year average of ~3.2% YoY.

Real GDP Growth Slowing From Peak Levels [LHS]; Real GDP Growth Revised Lower QoQ [RHS]

27-JUn-22 Average Real GDP Growth Forecasts e () Real GDP Growth Forecasts
2000-2020 2021 2022 2023 2024 2021 2022 2023
World 3.2% : 6.2% 2.3% 3.6% I 3.2% World 0.3 -0.7 0.0
Advanced Economies  14% ! 52% 2.5% 1.6% : 1.6% Advanced Economies 0.0 -0.8 -0.5
us 18% 1 57% 23% 12% | 15% us 0.0 -0.8 -0.8
Canada 18% | 4.5% 3.8% 17% | 17% Canada -0.1 0.0 -0.8
Euro 1.0% : 5.3% 2.3% 1.8% : 1.8% Euro 0.0 -0.5 -0.2
UK 1.2% : 7.4% 3.3% 14% | 15% UK -0.1 -0.7 -0.6
Japan 0.6% : L7% 2.3% 2.7% : 1.2% Japan 0.0 -0.5 0.5
Australia 26% 1 4.8% 4.8% 22% ! 15% Australia 0.1 -0.2 -0.3
Emerging Economies  4.7% : 6.8% 2.2% 51% 1 4.2% Emerging Economies 0.4 -0.6 0.5
Emerging Asia 6.1% ! 7.4% 3.3% 63% 1 4.8% Emerging Asia 0.5 -1.2 0.6
China 7.3% : 9.0% 0.0% 7.0% : 4.0% China 0.8 -25 2.0
India 6.4% 1 83% 9.3% 6.5% : 7.0% India 0.2 0.1 -1.0
Russia 3.6% : 4.7% -12.0% -1.5% : 3.5% Russia 0.0 0.0 0.0
Brazil 2.1% : 4.6% 1.3% 18% 1 15% Brazil 0.0 0.5 0.0
Mexico 16% 1 4.8% 1.8% 2.0% : 1.8% Mexico 0.0 -0.2 -0.5

Source: Capital Economics; Raymond James Ltd.; Raymond James Financial; Date &y @022



https://www.raymondjames.ca/commentary-and-insights/markets-investing/2022/04/08/asset-allocation-quarterly
https://www.raymondjames.ca/commentary-and-insights/markets-investing/2022/04/08/asset-allocation-quarterly

US Breakevens (2-, 3-, 5-
, and 10 -year) represent
a measure of expected
inflation for a sta ted
maturity in the future.
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Signs of peak inflation are evident, but inflation is likely to stay above-trend

While forward inflation expectation&JS2-, 5-, 10-yearBreakevenghave continued to fall from
peak levelobservedin March/April of this year we continue toexpectinflationary presures
to remain a headwind for markets ah consumers in 2022/2ZB. We notethat inflationary
impulses have broadenedut beyondthe volatile componens such as food and energy to
includeservices anchow wages. We have already begunseethe impacts othese persistent
pressureswith the collapse in consumerestiment. While we continue to anticipate some
relief from base effect impacts as we move further into the ydlag, uncertainty associated
with the war in Europeand the sloving global demand picture remaim wild card for
commodity marketsand other volatile components of CPThis coupled witlbngoinglabour
shortages globallgndastill relativelystrongconsumer/corporate derand picture, suggess to
us thatinflation will remain stickierover the very immediateterm while moderatingback
towards thetrend over themediumterm. And while increases in the overnight rate from global
central banks are likely to softeglobalgrowth anddemandsideinflationary impulses in the
future, these changes have less of an impact oveiitimaediateshort-term.

Consumer Sentiment Collapses [LHS]; Commodity Pric

..... H t L H S ; L b
Average Inflation Forecasts Geo f Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May
27-Jun-22 SR
2000-2020 2021 2022 2023 2024 2021 2021 2021 2021 2021 2021 2022 2022 2022 2022 2022
World 3.6% 3.5% 6.3% 3.4% 2 4% uUs 37 36 36 39 37 31 28 31 29 27 25
Advanced Economies  1.7% 3.2% 6.9% 2.7% L4% 21 27 24 29 28 24 27 27 24 23 23
us 2.1% 4.7% 7.6% 2.2% 1.4%
canada 1.9% 3.4% 7 0% 9% 1.8% UK 39 43 43 45 45 41 40 39 38 36
Euro 1.6% 2.6% 7.5% 3.3% 1.5% Japan 05 06 1.0 13 15 1.7 15 1.4 17 1.3
UK 2.0% 2.6% 8.8% 5.0% 1.6%
sapan 01%  -0.0% 2.0% 11% 0.3% Al 3.1 3.2 33 35 35 36 35 35 35 35
Australia 2.5% 2.9% 6.2% 4.2% 2.5% France 1.7 18 20 25 28 28 29 29 27 23
Emerging Economies 5.0% 3.8% 6.0% 3.8% 3.0%
China 2 6% 0.9% 5% L% L% Italy 29 30 34 38 40 42 37 35 35 36
India 5.9% 5.1% 7.1% 5.2% 3.9% SNePOTN 30 31 33 36 3.6 36 35 3.6 3.8 3.8
Russia 105%  6.7%  145%  6.3% 4.8%
Brai 6.2% 83%  100%  4.8% 4.0% G7 29 31 32 36 37 35 34 34 33 3.2

SourceCapital Economic&aymond James Ltd.; Raymalaines Financial; G7 Labour Shortage as of June 15, 2022

es Have Softened from Peak Levels [RHS]
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Don’t fight the Fed, BoC, BoE, ECB, RBA, etc.

- : : Wer emind investors that “ bul |themgerslaehteyred byar e |
Nt ht:ge‘;s ;e;(t)e; 'lhkss Fed With markets down moreghan 20%from the recent peak across major equity indidas
economy and demand the US/globallycentral banks have effectly done just that-killed one of the strongest bulls
side _ inflationary in record time While we were expectingighter policy in2022 the persistently higHevels of
g?(‘)’t‘)‘e'fb?m‘;"”tna? o9 inflation coupled with strong labour markebnditiors across most region$as resulted in a
banks hike into a more relentless focus by central banks to get inflation under contid note thatfinancial
recession 8 the odds of conditions have tightenedquite martially since the beginning of the yeand also ince
mz‘r‘;gsed ha;’iice ‘E'Z Q4/202when t he Fed abando n edandiat cenditiosaremowsltoveo r y "
beginning of the year. pre-COVIBLY levels, withemergingmarkets across Europe (ex. Russig)eriencingonditions

tighter than those observed during the depthsof the COVIEL9 crisis We expect the

unrelenting hawkish rhetorievill continue over he shortterm or until there aresignsthat
inflation is no longer a concern. Howevegiven the lag effect of policy chges on the
economy, webelieverates hikeswill help toslowthe economyand demaneside inflationary
impulse with agrowingprobabilitythat central banks hike intarecession-the odds of which
haveonly increasedsince the beginning of the yeéhe odds of a recession over the next 12
monthsis ~25% and-33%for Canada and the US, respectiyely

ted Tightening Posture [LHS]; Recession odds Rise [RHS]

Policv Rate Forecasts )
100%
27-Jun-22
2020 2021 2022 2023 2024 [REEAYA |
Advanced Economies ! [ 80%
Us 0.13%) 0.13% 3.63% 1 3.88% 3.63% 709
I
Canada 0.25%] 0.25% 3.00% I 3.00% 250% | goy,
Euro -050% -050% 125% 1200% 200% 5o
I
UK 0.10%1 0.25% 225% ! 3.00% 250% 409
I
Japan 0109 -010% -010%}-010% -0.10% 300
Australia 0.10%1 0.10% 3.10% | 3.35% 3.10% 500
Emerging Economies ! : 10%
China 220%! 2.20% 2.10% | 210% 210% o
I
India 4.00%] 4.00% 6.15% I 6.40% 6.40% g2 3338332353828 88
1 1 9 84 9 o4 9 &4 o o o o o84 o o o o
Russia 4.25%,; 8.50% 7.50% 1 5.50% 5.50% § § § § § § § § § § § & § & &
] 1 1 o o o o o o o o o o o o o o o
Brazil 2.00% 9 %1 11.00% 7.50% —US Recession Prob Forecast Index=—CDN Recession Prob Forecast Inc

Source: Capital Economi&pombe td.; Raymond James Financial; Datduased02022.

Financial Conditions - Above Pre-Pandemic Levels
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US Economic Outlook: If a Hammer Is Your Only Tool

; The USconomy emerge from the pandemic om solid footing but since the beginning of the
We see a higher

possibility that the  US year, growth hagontinued to slow with Q1 GDP contractinfenow see a higheprobability
economy experienced a that the USeconomyexperienceda further decline in Q2 GD#Pthis would meet the two
decline in Q2 GDP - this consecutive quarters of negative growth threshold used to define recessionsstcountries.
\évgﬁslicu?\,e:tquzferst‘%? According to the Federal Reserve Bank of Atlantathait running estimate for Q2 GD#ey
negative growth are forecastinga further contraction of 1.2% inQ2.This in our view would be a bit peculiar
threshold used to define seesince the latest monthly employment and activity dagaints paint a significantly more

recessions in most

countries upbeat picture. The coincident indicators used by the National Bureau of Economic Research

(NBER) to mark turningomts in the US business cycle (Aanm payroll employment, retail
sales, industrial production and real incomes excluding transfers) have all been increasing at a
rapid clip in recent months, and not yet near recessionary territdojp growth, for examip,

has stayed strong, with thenemployment rate remaining at 3.6% as &idine In fact, during

the first half of 2022, an-farm payroll employmenhasincrea®d at a neck breaking speef
~457,000 a month on averagesulting in~1.9job postirgs for evey active job seeker.

US Employment/Population Holding the Line [LHS]; US Wage Inflation Surges Ahead [RHS]
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~
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70%

68% 0%
1990 1995 2000 2005 2010 2015 2020 1997 2002 2007 2012 2017 2022
US Recession —Employment-Population Ratio —Labour Force Participation Rate —smoothed (3 month-average)

Source:Bureau of Labour StatisticRaymond James Ltd.; Raymond James Finakeciglloyment/Population: Aged 2% Years, data as of May 2022 Wage
Inflation, data as of May 1, 2022.

As noted above, URflation has increasedapidly, reflecting a growing imbalance between
supply anddemand,which has now broadened oufThe Fedhas begun to raise shetérm

interest ratesaggressivelyandin our view,will likely continue to maintain its hawkish tone
especiallyfollowing the June CPI printvhich showed inflation roseby 9.1% YoY on an
annualized basis, versus consensus at 8.8%. Fed Funds Futures have now factored in a 75 bps
hike for theJuly meetig with a 65% chance for an additior2&l bps hikeat the same meeting

to take the total to 100 bps

Household balance sheets are currently in good shagebt is much lower relative to incomes,

the average credit quality of that debt is higheand, even allowing for the most recent slump

in stock markets, household net worth will remain significantly above itpprademic level.
Higher interest rates will raise the household debt servicing cost from 9% of disposable incomes
to 11%, but we susm households can cope with such an increase, in part by reducing their
saving rate further.

Furthermore, pemrup demand caused by the acute supply shortages that built up during the
pandemic should now support both consumption and investment over the next 12 months,
particularly in those sectors like motor vehicles and housing that are usuelindist sensitive

to higher interest rates. In addition, despite reports that some specific retailers have found




In terms of the path
forward, we see the
most likely path as one
where resolution on
these factors begins to

ease some pressures,

which could see massive
upside swings based on
current economic trends

and data.
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themselves saddled with too much inventory, the aggregate data shows that inventories are
still unusually lean, indicating that there is scome & further rebuilding. Finally, in stark
contrast to the first half of this year when prices surged, we expectrdwnt drop in
commodty prices,to helpboost real incomes again.

Washington Policy: Economic Policy Sprint as Wall of Worry
Builds for Markets

Macro overhangs continue to weigim&J.S. markets with high uncertainty on the path forward,
likely continuing pressure and raising volatility. Primarily, inflation concerns, recession fears,
the direction of monetary policy, the continuing impact of the pandemic, and persistent
geopoliticd risk (Russia/China) are the building blocks that have supported a heightening wall
of worry over the macreéenvironment. While these significant and simultaneous concerns have
likely been priced in, the direction of the market remains highly uncertairvaratile. In terms

of the path forward, we see the most likely path as one where resolution on these factors
begins to ease some pressures, which could see massive upside swings based on current
economic trends and data. However, significant downsidewiikemain an overhang. If any

one factor worsens or escalates unpredictably, the cumulative impact is likely to be one of a
significant downward move in markets.

The uncertain market environment comes as DC shifts into a summer/fall policy sprint ahead
oftheNovember’'s midterm Congressional el ection
marketimpactful headlines that boost investor sentiment or pose additional risks. We are
closely watching the Biden admisaalipaitydezision® n’ s
that could produce new domestic manufacturing incentives for critical technology, enact
healthcare/drug policy changes, extend student loan relief, and lower tariffs on imports from
China. While some of these key catalysts can advgnaely with presidential executive
authority (student loans/tariffs), others will need legislation passed by Congress (domestic
manufacturing/healthcare programs).

The top priority for Congress will be a semiconductor manufacturing incentives packatge th
seeks to restore domestic manufacturing of semiconductors with an eye t@i@anderterm
economic competition with China. Domestic semiconductor subsidies have a significant level
of bipartisan support, but the challenge for Congressional leaderbevilhding a compromise

with Republicans while balancing political, economic, and national security concerns in a bill
this close to an election cycle. The Biden administration is also facing difficult political trade
offs with pending decisions on studefdan relief and the reduction of import tariffs on
consumer goods from China. While we see both as possible, offsetting policy actions to limit
the political blowback can ultimately reduce public satisfaction around policy decisions and
raise risks. Thiss particularly true of the tariff decision, which may be tied to a new

i nvesti gat i o rAnarket dcanontctpiadgii@s. s hn on

Generally, the Biden administration’s appr o:
and offset political costdVhile we generally expect key fiscal policy decisions heading into the

fall election cycle, the ultimate impact will be debated, and uncertainty on the loteger

outlook is likely to persist over the netarm.
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Canadian Economic Outlook: If a BIG Hammer Is Your Only

Tool
A soft landing is the We expect economic growth to exparxy ~3.86YoYin 2022, down fronvery strong levedin
goal, but similar to the 2021 (r4.8%YoYin 2021vs.the 20 year average of 1.8% Yoipwever, while thisutlook still
Fed, way more difficult appearsto be quite rosyshould it come to fruition, we note that the aggressive tightening
f)onlye?g(')'l‘zflraiI‘;"ngnistge posture bythe BoG which isexpected toraiseovernight ratesto between3.0%-4.0%by year
hammer. end,up from 2.50%oday, is likely to have a material impact tre growth outlook We believe

higher rates and the ongoing unwind of the balance slveiétwork to slow thequarterly pace
of GIP growth to below trendn 2023, as residential investment falls from its elevated kevel
This coupled with weaker commodity pricese hope,shouldat least help to pull consumer
price inflationfrom around the 8.0% levébday back toward more reasonable levelsf ~3%
by yearend 2023, and towards 2% by the end26R4

Following the latest increase in the policy ratetbg BoC- 100 basis poinincrease on July 13,
2022- coupled with expectations that more hikase on their way for later this yeawe believe

has ony raisedthe risks of a housingnduced economic downturn. Moreover, a widening of
mortgage spreads, and news that least one lender is restricting new loan
applicationgMagenta Capital Corporation) suggests to us that the outlook for house prices and
activity could come in worse than feared.

Running contrary to the above tee current employment situation, including tHatest jobs
numbers,which suggess that the labour marketremains strongThe tightness in the labour
markets while good for the working age populatianjs not as great for te BoG which is
looking to see inflationary impulses fall before they slowdeheir tightening efforts As of the

end of June, the unemployment rate hit a new cycle low of 4.9%, with the participation rate
falling slightly to 64.9%, while wagmse5.2%, but at slower than the pace of inflation.

A oft landingfor the economy is thgoalfor every central banker around the woridday, but

way more difficult toengineerwhenthe only toolavailableis a hammerGiven this, & see a
growing riskof a hard landindor the Canadian economy due tdevated houseprices and
household debtWe note, if given the option of a recession or high/elevated levels of inflation,
every central bandér would choose a recession.

Labour Markets Remain Tight [LHS]; Unemployment Rate at a New Record Low [RHS]
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SourceFactSetRaymond James Ltd.; Raymond James Finabeitd;as of June 30, 2022.




We suggest investors
remain selective, well
diversified, and focus on

de-risking their
portfolios (i.e.,

close/reduce  portfolio
blind -spots and/or

tighten active relative
bets!)
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Equity Allocation (Overweight): Few Places to Hide

We expect the wind to continue to blow markets in all directions in H2/2022, similar to what
we have observed so far this yeavith the path of least resistance suggesting more downside
from current levels That said, we foresee a period of uncomfortably high levels of inflation and
volatility acrossequitieswith few places to hideWe suggest investors remain selective, well
diversified, and focus on dasking their portfolios (i.e., close/rede portfolio blindspots
and/or tighten active relative bets!)

US Equities (Overweight)

From aboardUSmarket perspective (S&P 5@tdey), the only place investors have been hiding
until now has beenin the energysector (rightly so) and a few other pockets, bwith the
expected slowdowrn global growth and fears ofglobal recession, evethis sector has sold
off aggessively, despite tight supplgémand fundamentalsWe believecompanies withUS
centric revenue streas and lower P/E / value stocks should outperform their higher
multiple/growth stocks relatively

S&P 500 consensus EPS expectations for 2022/2023E have continued to move higher since the
beginning of the year, but at a declining pace while stocks haterexh Street expectations

are calling for 2022E EPS of ~$227 (+8% YoY) and for 2023E E#B(6982/0Y) both of

which remain slightly above the losigrm trend of 7.8% YoY growth.

However, we see growing risks 2022 and 2023 EPS estimates will needcome down
meaningfully due to inflationary pressures, rapid rate hikes across the world, and from the
impacts of global geopolitical events on conser and corporate spendingatterns

S&P 500 Earnings Face Downside Risks...
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Source: FactSet; Raymodames Ltd.; Raymond James Finanbita as of June 30, 2022.

Value stocks in the UBe., the Russell 2000 Valuelex) have continued to outperform growth
stockg(i.e., the Russell 2000 Growtidiex) as yields have moved higher and economic/earnings
growth has slowed from peak levels observed in 20@%e continue to emphasize that
valuations matter in a rising rate and economic normalizastmwing growth environment,
where economicgrowth andcorporate earnings slow towards their historical trend,not
below. But remember, all value stocks are not created equally and neither are growth, so
remain selective and factor in lzealthy margin of safety should things worsen further from
here.
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Russell 2000 Value/Growth Index vs. 10Y Yields
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SourcefactSet; Raymond James Ltd.; Raymond James FinBatiabs of July 15, 2022.

The S&P 500 index is now trading at ~16x 2022E on P/E, whiehri#s20-yearaverage P/E

with the indexdown materially (or by26%)and sitting firmly in bear market territory?Ve note

that small and miecap indexes continue to trade at P/E levels that are essentially near their
lowestlevels in 26years. But we would like to highlight that we are in a very volatile global
economic ernironment with investors increasingly concerned that EPS needsme down
substantially, so it is increasingly likely these indexes are a bit more expensive than what
consensus EPS would suggest.

Index Level NTM P/E Relative to 20-Year Experience for 9 Style Boxes (R2K LTM Ex-Non-Earners)
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Looking at the broader S&P 500 index from a-tbpvn perspective, we see the greatest risks
across sectors/industries thatre trading at significant premiums to their historical valuations
and more so, those sectors which are susceptible to downside earnings revisions as the
economy slows, and inflationary cost pressures weigh on consumer and corporate spending.
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S&P 500 Sector Valuations: Current vs. Historical PE NTM

Historical PE NTN  Premium (+) /

Sector Weight  Current PE NTM (Since 2000) Discount () YTD Return
S&P 500 16.1 15.9 0.2 -19.1%
Communication Services 9.1% 14.9 18.1 -3.1 -29.7%
Consumer Discretionary 10.9% 23.5 17.7 5.9 -31.5%
Consumer Staples 6.8% 20.2 18.0 2.2 -4.2%
Energy 4.2% 8.5 13.7 -5.3 33.7%
Financials 10.7% 11.3 12.4 -11 -17.6%
Health Care 15.0% 16.0 16.1 -0.2 -7.2%
Industrials 7.6% 16.1 16.0 0.2 -16.0%
Information Technology 27.2% 19.2 17.7 14 -26.7%
Materials 2.5% 12.5 15.4 -2.8 -17.3%
Real Estate 2.9% 18.2 17.9 0.3 -18.5%
Utilities 3.0% 20.1 14.6 5.5 1.9%

Source: FactSeRaymond James Ltd.; Raymond James Finabeit;as ofluly 1 2022

So essentially, the bull
case is the faster they
rai se, the f
break something, and
the faster t hey &1 |
to stop, even if inflation

is high, because
capitalism will
ultimately solve
inflation.

We suggest in the current environment investors should focus oeris#téng their portfolios,

and being much more diversified until the big event happens,hieh we view as a market
moving event that forces the Fed to stop raising rates with manlyagloentral banks following
thereafter. It may be a financial event in Europe or Asia, or an inflation report that shows
meaningful progress, or some abysmal USneenic data later this year. When that event
happens, investors would want teegin nibbling away at Industrials, Consumer Discretionary,
Technology, at¥or the most severely hit sectors/industries, but when this event ocowues,
expect to see everythinghy higher (e.g., Q1/2019).

1 Bull Case The last time the Fed raised this quickly was in 1994 (the last 75bp move
was Oct. 1994). By December 1994, Orange County, CA had gone bankrupt and
Mexico was essentially insolvent, and Greenspan had to stopgaies even though
inflation was stilk3% (there actually was no improvement in inflation from-Daet.

1994 despite a 300 bp increase in rates, which is itself very interesting). So essentially,

the bull case is the flaeaksemething)angtherfasters e,
they’' || have to stop, even i f inflation
inflation.

i BearCaseThe Fed won’'t stop until inflation
doesn’t matter, U Sa tetrmegprl ,o ypnelInit t idcose schdo i’ tm
health of allies doesn’t matter, t he f &
l ockdowns, Saudi drilling, Texas drillin

longer matters, they are committed to keepising until inflation is 2%.
Canadian Equities (Overweight)

On arelative basis, wéave a slighpreferencefor the S&P/TSX indever the S&P 500 index
whichis currently trading at only11x P/E NTM earningsérsus the S&P 500 Index at %16
has astronger relative earnings profile, and 48% weighting to energy (versus %5for the
S&P 500 indexj we expect this to be positiviailwind for the indexover theshort-term while
inflationary pressures remain elevatead energy markets remain tight

The S&P/TSX index 2022/2023E consensus EPS expectations have continued highesve
since the end of 2021but at a much slower pace. Current expectations arengpftor 2022E

EPS of ~$1613 (+24% YoY) and $167P24M5Y) for 2023But as is the caseif the S&P 500

index, we are seeing growing concerns by investors who are increasingly convinced 2022 and
2023 EPS estimates will need to come down meaningfully due to inflationary pressapies
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rate hikes across the world, and the impacts from glot=dpplitical events on consumer
wallets and corporate spending plans. However, given the larger relative weight of Energy
stocks on the S&P/TSX, earnings could hold in better than the S&P 506oatidue to
outperform in the second half of 2022.

S&P/TSX Earnings Expected to Grow at a Healthy Clip
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SourcefactSetRaymond James Ltd.; Raymond James Finabeitd;as of June 30, 2022.

Value stocks in Canad(i.e., the MSCI Canada Valadéx) similar to the US market have
outperformed growthstocks(i.e., the MSCI Canada Growtldéx) as yields have moved higher.

We expect yields to continue their trend higher as the BoC hikes rates and unwinds its balance
sheet. Similar to the US market, we expect value stocks to outperform growth movingrébrw

as yields continue to move higher, with corporate earnings beginning to slow more aggressively
in the coming quarters antdeadinginto 2023.However, given the value tilt dhe Canadian
market, we expect it to do bettahan the S&P 50 index in CADetms.

MSCI Value/Growth Index vs. 10Y Yields
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Source: FactSet; Raymond James Ltd.; Raymond James Fibataiak of July 15, 2022.

For the S&P/TSX, we also expect valuations to contract further from current levels, but to a
lesser degree than the S&PO0 incex given less extreme absolute and relatraduations. With

this in mind and from a toglown perspective, we see the greatest riskeross
sectors/industries thatare trading at significant premiums to their historical valuations




July2022 | Pagel5of 19

including those with are also most susceptible to downside earnings revisions as the economy
slows, and inflationary cost pressures weigh on consumer and corporate spending.

S&P/TSX Sector Valuations: Current vs. Historical PE NTM

Sector Weight Current PE NTMHIStorlcal PE NT! Prgmlum )/ YTD Return
Discount (-

Canada S&P/TSX Composite 11.5 14.5 -3.0 -9.9%
Communication Services 5.2% 18.1 15.7 2.4 -0.7%
Consumer Discretionary 3.4% 12.2 14.3 -2.1 -17.1%
Consumer Staples 4.2% 15.7 15.8 -0.1 -1.1%
Energy 17.8% 8.7 15.3 -6.6 26.2%
Financials 31.9% 9.5 11.5 -2.0 -11.2%
Health Care 0.4% 16.3 16.5 -0.2 -53.9%
Industrials 12.2% 23.2 15.5 7.8 -9.3%
Information Technology 5.7% 29.2 21.2 8.0 -55.3%
Materials 11.3% 9.3 17.2 -7.9 -8.3%
Real Estate 2.7% 14.6 14.7 -0.1 -21.7%
Utilities 5.2% 23.8 17.9 5.9 1.3%

SourceFactSet; Raymond Jamigsl.; Raymond James FinanciBiata as ofluly 1 2022.

From a sector perspective, the only places investors have found solace in has been Energy,
Materials, Utilities, Communication Services, ConsurSgaples sectors. However, several of
these sectors 1@ either trading at premium valuationgind or susceptibldo inflationary
pressures and/or the impacts of a slowdown in earnings from a global recession. That said, we
believe Canadian/North American centric revenue streams and lower P/E stocks should
outperformon relativelybasis

Fixed Income (Underweight): Getting Hammered

: . As we expected, the BoC and the Fed have been aggressive in raising rates, even becoming
With Canadian and US

central banks expected
to continue tightening
for now, we would
continue to own floating
rate and short mortgage
products for holdings
under two -years and
begin to add five to
seven year bullet
maturities

more aggressive in their latest increafesward guidance followinghigher than expected
inflation prints With the central banks continuing to fight inflation by raising policy rates, the
3mo10s yield US curve ({@ar yield minus the -Bnonth yield) will likely continue to flatten,
indicating that North America (and the rest of the world) is heading toward a recegsiome
have discussed previously, the 2s10s US yield curwyegdiOyield minus the Qear yield)
inverted, previously creating a media buzz and remains very flat. Until recently, the 3mo10s
curve was too steep relative to the 2s10s curve, and we expebedmol0s curve would
need to fatten further (3month yields rising faster than @ear yields) as the Fed continued
to raise rates. With the current US-y@ar treasury yield around @%, the market expects the
Fed Funds Target Rate at about 2.21% My November 2022 Fed Federal Open Market
Committee meeting in November, which would be above the currenryddr treasury note
yield. While we cannot knovior sureif the 10year yield will hold near current levels, the
overall yield curve should be mudatter and will spill over into the Canadian Yield Curve.

The Fed Funds futures markets are pricing in continued rate hikes until the first quarter of 2023,
then a hold during the summer, followed by easing expectations in the fall of 2023,tindica
arecession is expected to arriliy the summer to fall time period. If that scenario comes to
fruition, investors should look to begin to increase their weightings in fixed income because
rates typically peak at or before the time when the Central banksedheir rate hiking cycle,

falling as the recession takes hold. Additionally, Canadian and US central banks are raising rates
while economic data continues to disappoint. With Canadian and US central banks expected to
continue tightening for now, we wouldontinue to own floating rate and short mortgage
products for holdings under twgears and begin to add five to seven year bullet maturities.




For investors with longer horizons, adding longer bullet maturities will benefit even more from

a rate peak scena.
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US Yield Curve Flattens [LHS]; Fed Fund Futures Markets [RHS]
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In the US and Canada,
the expected inflation
rates are higher in the
near term and ftrail off
to 2.60% and 1.83% for
the next 30 years,
respectively.

Onecaveatto the aboveremains sticky inflation. The markets expect inflation to moderate and
then declne over the next 24 months, which will add to the possibility of a rate peak scenario.
The latest leadline inflation rates foS and Canada was 8.6% and 7.7%, respectively. The two
year expected inflation rate priced intoy&ar Treasury Inflation Protesd Securities (TIPS) is
around 3.74%, meaning that over the next two years, inflation is expected to be less than the
current level In the US and Canada, the expected inflation rates are higher in the near term

and trail off to 2.60% and 1.83% for the h88 years, respectivelirfhe most important concept
are concerned with is that
expectations become unhinged, global central banks will have a very difficult time keeping
global markets table and will be in a position to revisit the Paul Volcker inflafighting

central banks

policies of the 1980s. We do not expect this type of drastic monetary policy to become

necessaryOn a positive note regarding iaflon, the commodity complekas been in a pte

decline 6ave precious metalswhich should help to ease commodity price pressure on
inflation rates. The declines come in from not only an increasing belief that a recession is

nearing and thereby slowing energy and industrial metals demand, butferliban expected

crop harvest reports.

Markets Expect Inflation to Moderate from Elevated Levels [LHS]; Commodity Prices Fall from Peak [RHS]
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For Canadiamvestors, Canadian government interest rates are higher across most of the yield
curve, so we suggest an overweight to Canadian bonds. In the corporate market, we would
continue to be very selective

US Yield Curves [LHS]; Canada Yield Curves [RHS]
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FX: Front-Loading Is the Name of the Game for the Bank of

Canada

Tiff Macklem pointed out in his pressleasef ol | owi ng t he Bank’s surp
“ b y nt-foading interest rate increases now, we are trying to avoid the need for even higher
interest rates down the road.” He also stat

top end or slightly -38%pas quickly as polse. Wrelauthermarket r a n g
continues to price in a marginally higher terminal rateahthat of the Fed, the relative
difference has not been material enough to provide CAD with any meaningful tailwind. The
modest knegerk move lower in USD/CAD following thagelst BoC rate decision was expected.
However, bringing forward the inevitable pain for an overly indebted consumer base and
mar ket concerns about the domestic economic
troublesome for the CAD to sustain any améngful strengthln the USthe Fed also has an
inflation problem on its hands, and the odds of a similar 100bps rate hike have also increased.
Looking ahead, the broader risk sentiment and dadgen nature of the USD can be expected

to dictate direction for the USD/CAD pair. We will continue to pay close attention to incoming
economic data from both sides of the border to get a relative sense of how the macro picture
fare against one another, along with broader geopolitical developments. As it stasdsren
maintaining our bullish outlook for USD/CAD and see no definitive reason to deviate from this
position just yet.
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Important Investor Disclosures

Complete disclosures for companies covered by Raymond James can be viewed at
https://raymondjames.bluematrix.com/sellside/Disclosures.action

This newsletter is prepared by the Private Client Services team (PCS) of Raymond James Ltd. (RJL) fordigtriblRanL * s r et ai | c |
product of the Research Department of RJL.

Al | opinions and recommendations reflect the | udgemeommendationshe au
may be based on technical analysiglanay or may not consider information contained in fundamental research reports published by RJL or its
affiliates. Information is from sources believed to be reliable but accuracy cannot be guaranteed. It is for informatiposégwnly. It is not
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