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What happened in Q1 and what surprised you most?
• We started to see a level of sustained inflation that we haven’t seen in 40 years.

Source: Tradingeconomics.com and U.S. Bureau of Labor Statistics.

• The central banks raised interest rates in a bid to restore price stability. This led to a rapid repricing of the bond
market and significant knock-on effects for equities, particularly technology and growth names.

Source: Macrobond and iA Investment Management, as at April 27, 2022.
• The simultaneous decline of bonds and equities has continued into Q2, leaving investors – especially those with
60/40 portfolios – with nowhere to hide.
• What I think has been surprising, apart from the fact that bonds and equities have fallen in tandem, is the speed
and magnitude of the decline.
• For most of the last 30 years, stocks and bonds have been inversely correlated – when stocks zig, bonds zag. But
this is because the causes of weakness in the stock market – poor earnings, war, etc. – don’t negatively affect the
bond market at the same time.
• Inflation is the one phenomenon that negatively impacts both equities and bonds, and this is what made Q1 of this
year – and potentially the rest of the year – so difficult.

Source: Compound Advisors, as at May 13, 2022. Returns in U.S. dollars.
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Why would it be a mistake for investors to sell off their bond exposure?
• We have to keep in mind that the bond market has already priced in four 50 basis point interest rate hikes.
This means a lot of the pain is already priced in.
• That doesn’t mean bonds can’t decline further, but we think this can only happen if inflation expectations come
in hotter than what’s already priced in for both Canada and the U.S.
• If inflation were to moderate faster than expected, we could end up seeing a relief rally in bonds as the market
comes to see that things won’t be as bad as anticipated.
• If you’re looking at things from a long-term perspective, it makes sense to stick to the asset allocation that’s
appropriate for your risk tolerance and objectives rather than try to time the market.

What are you favouring in this environment?
• We’re favouring cash. Throughout Q1 and into Q2 we have been reducing our equity exposure, to the point where
we’re underweight stocks. On the fixed-income side, we’ve been underweight for a long time and we’re staying
that way.
• Within our equity underweight we’re favouring Canada over the U.S.
o Canada is heavily exposed to commodities, which generally do well during inflationary times.
o Valuations in the U.S. have been historically high and we’re starting to see economic activity fade slightly in the U.S.
as a result of elevated inflation.
• We’re watching the equity and bond markets for an opportunity to get back to neutral or overweight, but we’re not
quite there yet.

Source: iA Investment Management, as at April 30, 2022. Market views from
very negative (- -) to very positive (++). N = Neutral view.
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How can you adapt the portfolios to deal with higher inflation?
• There are a few things we can do to mitigate inflation’s impact on equities and bonds.
• One is to have exposure to areas of the market that either aren’t affected by inflation or that benefit from it,
particularly commodities. We can gain this commodity exposure in a variety of ways, including:
o Direct exposure to gold
o A basket of stocks of commodity-producing companies
o Overweighting countries with a large commodity sector (e.g., Canada, Australia, and select Latin American countries)

Source: Morningstar, as at May 11, 2022.
• Another way of dealing with inflation has to do with the machine side of our “human + machine” approach to
asset allocation.
• There are a few systematic strategies that tend to do well when market and economic regimes change, as is
happening now with the shift from an accommodative monetary policy to a tightening cycle.
• Trend-following and momentum models tend to be able to pick up on these shifts and ride the wave as it’s
happening, and these models are part of the reason we’re currently underweight equities and bonds.
• We believe our combination of asset class exposures and systematic strategies positions us well in the current
inflationary environment.

Visit iaclarington.com to learn more about Tej Rai and the iA Investment Management Asset
Allocation team.
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For definitions of technical terms, visit iaclarington.com/glossary or speak with your financial advisor
As at May 13, 2022, unless otherwise indicated. The information provided herein does not constitute financial, tax or legal advice. Always consult
with a qualified advisor prior to making any investment decision. Statements by the portfolio manager or sub-advisor responsible for the management
of the fund's investment portfolio, as specified in the applicable fund's prospectus ("portfolio manager") represent their professional opinion, do not
necessarily reflect the views of iA Clarington, and should not be relied upon for any other purpose. Information presented should not be considered a
recommendation to buy or sell a particular security. Specific securities discussed are for illustrative purposes only. Mutual funds may purchase and sell
securities at any time and securities held by a fund may increase or decrease in value. Past investment performance of a security may not be repeated.
Unless otherwise stated, the source for information provided is the portfolio manager. Statements that pertain to the future represent the portfolio
manager's current view regarding future events. Actual future events may differ. iA Clarington does not undertake any obligation to update the
information provided herein. The information presented herein may not encompass all risks associated with mutual funds. Please read the prospectus
for a more detailed discussion on specific risks of investing in mutual funds.

The iA Clarington Funds are managed by IA Clarington Investments Inc. iA Clarington and the iA Clarington logo, and iA Wealth and the iA Wealth
logo, are trademarks of Industrial Alliance Insurance and Financial Services Inc. and are used under license.
iaclarington.com
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Commissions, trailing commissions, management fees, brokerage fees and expenses all may be associated with mutual fund investments, including
investments in exchange-traded series of mutual funds. Please read the prospectus before investing. Mutual funds are not guaranteed, their values
change frequently and past performance may not be repeated. Trademarks displayed herein that are not owned by Industrial Alliance Insurance and
Financial Services Inc. are the property of and trademarked by the corresponding company and are used for illustrative purposes only.

