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Data and opinions as of July 31, 2022

Markets go risk-on in July

Risk-on behaviour was turned up in July with equites reversing some of its year-to-date losses, especially in the growth
segment of the market. Equities generally outperformed bonds during the month. The appetite for risk assets has been
prompted by market expectations that the Fed may have to be slower in its hiking cycle given already tightening financial
conditions. These sentiments have been expressed in the futures market with a significant repricing since mid-June, as
the market now expects that the Fed will be unable to hike rates meaningfully beyond the neutral rate.

The NEI perspective

Risk is back as the market reprices Fed action. Risk-on behaviour was turned up in July with equites
reversing some of its year-to-date losses, especially for growth stocks. The market repriced for a Fed pivot, as
weak economic data increased expectations the Fed will need to cut rates more quickly in 2023.

Q2 Earnings came in fairly strong, but forward guidance points to weakness in Q3. Stocks moved up a
leg higher as Q2 earnings came in better than expected against the backdrop of a weakening economy, rising
labour and cost of good prices. However, weakening US and European PMI data in July and softening
economic data, points to continued macro risks to earnings.

Equity bear market rally or sustained rally? Over the next few months, we expect to see short bouts of
rallies followed by periods of market downturns, as the market struggles to find direction. Market uncertainty will
persist, but there may be a silver lining as historical data shows that stocks typically have been up double digits
above their trough by the time the economy bottoms, which is typically four months before the end of a

recession.
From NEI’'s Monthly Market Monitor for August. Read the full report for more insights. N E I
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Part 1: The Balanced Portfolio

In Part 1 of our 2-part series, we discuss the “60/40” portfolio and our outlook. In Part 2, we will discuss the benefits of a
fixed income portfolio vs GICs. Stay tuned for the second installment in the next Monthly Market Insights.

A traditional “60/40” balanced portfolio consists of investing 60% in equities and 40% in fixed income.

Why own a 60/40 portfolio?

The rationale behind owning this combination of the two asset classes is the offsetting interplay between them. Over the
past two decades, there has been a broadly negative correlation between the two asset classes, where one acts as a
buffer for the other. Stock prices typically fall in a weakening economy, which tends to be positive for bonds due to the
prevailing risk-off sentiment and potential for interest rate cuts. On the flip side, a booming economy tends to occur
alongside rising rates and higher inflation, both of which are negative for bonds. Thus, the stability of bonds helps temper

the inherently higher volatility of stocks in the portfolio.

The 2022 anomaly: fixed income and equities experience positive correlation
Since the start of the year, both fixed income and equities have had negative returns. This is a historical anomaly, being
only the second occasion in four decades when both asset classes have posted losses for two consecutive quarters. The
“four headwinds” of market volatility such as high and persistent inflation, aggressive central bank rate hikes, elevated
commodity prices following Russia’s invasion of Ukraine, and now recession risks have together created the perfect storm

for both asset classes.

What lies ahead for the 60/40 portfolio?

While there has been much pain to investors since the start of the year, we believe that these declines have readjusted
asset valuations and set the stage for better price performance ahead. History suggests after a 20% drop, equities tend to
reward investors well. Over the next few months, we expect to see short bouts of rallies in equities followed by periods of
market downturn as the market struggles to find direction given market uncertainty, prompted by recession risks and
central bank action, both of which are hinged on the path of inflation. However, the silver lining in the historical data shows
that stocks typically have been up double digits above their trough by the time the economy bottoms.

In the fixed income space, yields have increased materially and the “income is back in fixed income”. Expected return for
bond investors over long periods of time tends to gravitate towards the yield to maturity at purchase. This bodes well for
fixed income investors moving forward. However, a risk to watch for is the path of inflation which could determine how

both asset classes perform on a go forward basis.

Rolling 12-month "60/40" return
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Interesting observations:

e Extended periods of rolling 12-month negative
returns (circled in red) tend to be followed by
extended periods of positive performance.

e There was a 24% and 76% probability of
receiving a negative and positive return
respectively over the rolling 12-month periods
from Jan 2000 to July 2022.

¢ In this chart the fixed income component is
represented by Bloomberg Global Aggregate
Total Return (Hedged in CAD) Index. The
equity component is represented by the MSCI
ACWI Total Return Index (in CAD).
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Aviso Wealth Inc. (“Aviso Wealth”) is the parent company of Credential Qtrade Securities Inc. (“CQSI”), Credential Asset Management (‘CAM”),
Qtrade Asset Management (“QAM”) and Northwest & Ethical Investments L.P. (“NEI"). NEI Investments is a registered trademark of NEI. Any use by
CQSI, CAM, QAM or NEI of an Aviso Wealth trade name or trademark is made with the consent and/or license of Aviso Wealth. Aviso Wealth is a
wholly-owned subsidiary of Aviso Wealth Limited Partnership, which in turn is owned 50% by Desjardins Financial Holdings Inc. and 50% by a
limited partnership owned by the five Provincial Credit Union Centrals and The CUMIS Group Limited.

This material is for informational and educational purposes and it is not intended to provide specific advice including, without limitation, investment,
financial, tax or similar matters. This document is published by CQSI, CAM and QAM and unless indicated otherwise, all views expressed in this
document are those of CQSI, CAM and QAM. The views expressed herein are subject to change without notice as markets change over time. Views
expressed regarding a particular industry or market sector should not be considered an indication of trading intent of any funds managed by NEI
Investments. Forward-looking statements are not guaranteed of future performance and risks and uncertainties often cause actual results to differ
materially from forward-looking information or expectations. Do not place undue reliance on forward-looking information. Mutual funds are offered
through Credential Asset Management Inc. Mutual funds and other securities are offered through Credential Qtrade Securities Inc. Commissions,
trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before
investing. Unless otherwise stated, mutual fund securities and cash balances are not insured nor guaranteed, their values change frequently and
past performance may not be repeated.

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and may not be used as a
basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment
advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. The MSSCI information is
provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates
and each other person involved in or related to computing, computing or creating any MCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement,
merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI
Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other
damages.
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