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Most global equity indices ended an especially volatile month of June
slightly higher, allowing the S&P 500 to officially record its best quarter
since 1998. It is extremely unusual to observe strong stock market
gains in parallel with such an elevated level of volatility (VIX). However,
one period similar to what we've just experienced stands out: the
initial bounce out of the Great Financial Crisis (GFC). This begs the
question: are we in the early days of a new business cycle? And, if so,
how does the current situation — referred to as the Great Lockdown —
compare to 2009 and what lessons can we learn?

Judging by the most recent data, it certainly seems that the trough in
economic activity is behind us, which technically means that we are
indeed early in a new cycle. Forinstance, U.S. retail sales have already
recovered 62% of their decline. Meanwhile, a consensus expectation
of 8 million job losses for May tumed out to be quite inaccurate, with
the country actually adding 2.5 million new jobs over the period.

If history were to repeat itself, we should expect the upward trend in
equity markets —which is so far highly similar to what we saw between
March and June 2009 - to cary on in the coming year, although the
rally may be due for a break over the summer months.

Moreover, itis normal fora post-crisis rebound to occur almost entirely
via an increase in valuations. If we normalize at current levels, we see
that the price-earnings (PE) ratio of the S&P 500 had risen by the
equivalent of 6 points in the first 3 months of the 2009 recovery, and
by 8 points from its absolute bottom. Today, this multiple has also
increased by 8 points since the trough of March 23.

Nevertheless, stocks are unlikely to be driven any further by valuations.
Itis now up to corporate eamings to take over as the main contributor
to retumns. Will the current consensus prove overly optimistic or overly
pessimistic? The upcoming earnings season should shed some light on
this matter. But, if we look at the example of 2009-10, it seems that
there is still potential for upward revisions.

Now, let's not delude ourselves. While looking back in history is always
a good starting point to formulate an outlook, the list of fundamental
differences between 2009 and 2020 is long. At the top of it is a
pandemic that clearly has not yet had its last say and is, therefore,
putting the pace of recovery at risk. Another fundamental difference
is that a U.S. Presidential election is due in just 4 months.

But, in the end, the most important difference between 2009 and 2020
is perhaps the magnitude of actions taken by central banks and fiscal
authorities. Their near-perfect coordination will certainly create new
challenges, but the fact remains that it's a major tailwind for the
ongoing recovery.

Overall, we now believe this backdrop justifies a modest pro-risk
stance. Accordingly, we've taken a first step in favour of equity
markets by deploying our excess cash position early in June.
Downside risks we mentioned last month have obviously not
disappeared, and the context should consequently remain highly
volatile. However, most recent economic figures confirmed the
recovery is well under way, which therefore brings the balance of risks
back in favour of equity markets.
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On June 10, the Federal Open Market Committee (FOMC)

Asset Classes
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Q2
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GreatRecessions > GreatRebounds > NowWhat?
Most global equity indices ended the month of June up slightly,
allowing the U.S. stock market to officially record its best
quarter since 1998. Taken at face value, this generally bodes
well forthe future, as we mentioned last month (Chart 1).

[El Best quarter since 1998 for the U.S. stock market...

S&P 500 Total Return Index (since 1973*)

Following3  Following 5
Years Years
(Annualized) (Annualized)
Q11975 23.9% 14.4% 25.7% 5.4% 6.9%
Q41998 21.3% 5.0% 21.0% -1.0% -0.6%
Q11987 21.2% 4.8% -9.5% 8.4% 10.1%
Q41982 19.9% 9.0% 20.9% 19.3% 15.9%
Q41985 18.4% 15.2% 18.2% 12.7% 12.8%
Q21997 17.5% 7.5% 30.2% 19.7% 3.7%
Q22009 15.9% 15.6% 14.4% 16.4% 18.8%
Q32009 15.6% 6.0% 10.2% 13.2% 15.7%
Q22003 15.4% 2.6% 19.1% 11.2% 7.6%
Q11986 15.2% 5.9% 24.4% 10.0% 12.7%

[ o220  NEENER ? ? ? ? ]
Average 18.4% 8.6% 17.5% 11.5% 10.4%
Positive / Total - 10/10 9/10 9/10 9/10

CIO Office (data via Refinitiv). *Official S&P data since 1988, Datastream reconstructed total retum index before. . gﬂ"}(’“‘“—
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Following Following

5 Best Quarters Performance
Quarter Year

Nevertheless, markets continued to exhibit a high degree of
nervousness, as illustrated by the marked rebound in the
S&P 500 volatility index (VIX) mid-month, which refused to settle
below its 200-day moving average (Chart 2).

H ... despite a high level of volatility...
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Looking back in history, we see that it is extremely unusual to
observe strong stock market gains in parallel with such an
elevated level of volatility. However, one period similar to what
we've just expertienced stands out: the initial bounce out of the
Great Financial Crisis (GFC) (Chart 3). This begs the question:
are we in the early days of a new business cycle? And, if so, how
does the current situation - referred to as the Great Lockdown
- compare to 2009 and what lessons can we learn?

The key to answering this question is whether the recession -
which begins when the economy reaches a peak of economic
activity and ends when the economy reaches its trough? — is
over. Judging by the most recent data, it does appear that it

H .. a combination reminiscent of the 2009 rebound
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is. Forinstance, U.S. retail sales have already recovered 62% of
their decline (Chart 4). Meanwhile, a consensus expectation of
8 million job losses for May turned out to be wildly inaccurate,
with the country actually adding 2.5 milion new jobs over the
period. As a result, the U.S. Economic Surprise Index currently
stands at an all-time high (Chart 5).

A Retail sales have rebounded sharply...
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H ... as a mqjority of recent economic figures
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2 National Bureau of Economic Research (NBER): Determination of the February 2020 Peak in US Economic Activity.
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Evidently, the current context is unique in that the ongoing
economic recovery will remain very fragile and uncertain until a
durable solution against COVID-19 (clinical treatment and/or
vaccine) becomes available. However, if we set this important
risk factor aside for a moment, three interesting findings
emerge from a comparative analysis with 2009.

First, while the drop in the first quarter of the year has little in
common with the financial crisis (the GFC took 18 months for a
maximum correction of 57% vs. 2 months and 34% for COVID-
19), the trajectory and amplitude of the initial rebound is
actually highly similar to what we saw in 2009. Thus, if history
repeats itself, we should expect the upward trend in equity
markets to carry onin the coming year, although the rally may
be due for a break over the summer months (Chart 6).

B Equity markets should remain on an uptrend...
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Second, it is normal for a post-crisis rebound to occur almost
entirely via an increase in valuations. If we normalize at current
levels, we see that the price-earnings (PE) ratio of the S&P 500
had risen by the equivalent of 6 points in the first 3 months of
the 2009 recovery, and by 8 points from its absolute bottom.?
Today, this multiple has also increased by 8 points since the
trough of March 23 (Chart 7).

In other words, the valuation increase observed in recent
months doesn't appear to be outside historical norms,
assuming that we are, indeed, early in a new cycle. Granted,
when comparing the level of the PE in June 2009 (~15x) to July
2020 (~22x), one could certainly conclude that valuations are
much more frothy nowadays. However, when we adjust this
same measure forinterest rates and inflation (i.e. the equity risk
premium), we actually find that we are roughly at the same
valuation level as 1l years earlier (Chart 8). In our view, the main
takeaway here is that, while the rise in valuations does not
seem excessive given the circumstances, we have probably
seen their peak. Itis now up to corporate earnings to take over
as the main contributor to equity returns in the coming months.

This brings us to the third finding of our comparative analysis
with the GFC, which relates to the strength of the recovery in
earnings. This is one of the most debated topics right now and,
while the latest data bodes well, the prevailing uncertainty

... not via higher valuations...
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I ... although current levels are not exuberant...

U.S. Equity Valuations - 12m fwd earnings
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offers little visibility beyond the post-confinement rebound in
economic activity. Nevertheless, the trend in 12-month forward
earnings will inevitably be upward as the year advances. The
question is: will the current consensus prove overly optimistic or
overly pessimistic? The upcoming eamings season should shed
some light on this matter. But, if we look at the example of
2009-10, it seems that there is stil potential for upward
revisions (Chart 9, next page).

Now, let's not delude ourselves. While looking back in history is
always a good starting point to formulate anoutlook, the list of
fundamental differences between 2009 and 2020 islong. At the
top of it is a pandemic that clearly has not yet had its last say,
as data from the United States and elsewhere in the world
shows (Chart 10, next page).

Still, even as the number of cases reaccelerate in certain parts
of the U.S,, it is unlikely that this will lead to a renewal of total

3 Although the bottom of the S&P 500 during the financial crisis was observed on March 9, 2009, the bottom of the price -earnings ratio was reached

16 weeks earlier, on November 20, 2008.
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B ... but via a recovery in corporate earnings
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The pandemic clearly has not yet had its last say...
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ClO Office (data via Johns Hopkins University) g o
lockdowns, notably because the population most at risk is not
part of the labour force unlike during the Spanish flu of 1918%
(Chart 11). Moreover, some advances in research look
promising® even though a quick and enduring victory is far from
assured.

Another fundamental difference with 2009 is that a U.S.
Presidential election is due in just 4 months. Anything can
happen when it comes to U.S. politics, especially with President
Trump at the helm. However, we must underline that the
Democratic candidate seems to be taking advantage of the
current backdrop (Chart 12). His election would certainly have
the advantage of bringing a dose of stability to international
relations and policy-making, but his position on the fiscal front
remains a major question mark for markets.

But, in the end, the most important difference between 2009
and 2020 is perhaps the magnitude of actions taken by central
banks and fiscal authorities. There are several schools of
thought in this area, but one of the generally accepted lessons
from the GFC is that in times of crisis, monetary and fiscal

... but a second total lockdown is unlikely
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Things aren’t looking great for Republicans
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measures must be significant and quickly implemented to
avoid inflicting permanent damage to the economy. The near-
perfect coordination between central banks and governments
that we are experiencing is a prime example of this learning. It
will certainly create new challenges and lessons to be learmned,
but the fact remains that it's a major tailwind for the ongoing
economic recovery and, consequently, risk assets.

Besides, a look at the growth in bank deposits and the savings
rate shows the extent of the liquidity generated in recent
months (Chart 13, next page). A fraction of it should migrate
toward investments and consumer spending as economies
reopen, although it can be assumed that the savings rate will
remain higher than in the past.

We should also highlight the positioning (and sentiment) of
many investors, which continues to reflect significant
pessimism. This is understandable given all the uncertainty
prevailing, but the fact remains that such figures are historically
good contrarian indicators (i.e. the more pessimism, the more
likely it is that the uptrend will continue, Chart 14, next page).

4 For more details on this matter, see the latest Special Report from our colleagues at NBF Economics and Strategy: Is a second lockdown inevitable?
5> The WHO reports 141 vaccines in evaluation, 16 of which are undergoing clinical evaluation and one (University of Oxford / AstraZeneca) potentially
available as early as September. Researchers have also concluded that alow dose of dexamethasone cut the risk of death by a third for patients on

ventilators, and by a fifth for those on oxygen.
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https://www.nbc.ca/content/dam/bnc/en/rates-and-analysis/economic-analysis/special-report_200629.pdf
https://www.nbc.ca/content/dam/bnc/en/rates-and-analysis/economic-analysis/special-report_200629.pdf
https://www.cnbc.com/2020/06/04/astrazeneca-is-set-to-make-two-billion-doses-of-a-coronavirus-vaccine.html
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https://www.cnbc.com/2020/06/04/astrazeneca-is-set-to-make-two-billion-doses-of-a-coronavirus-vaccine.html
https://www.bbc.com/news/health-53061281
https://www.bbc.com/news/health-53061281
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E Liquidity abounds...
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... as does investor pessimism

Measures of investor sentiment & positionning
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S&P 500 still on top... but the gap is narrowing...
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E3 ...with Emerging Markets (i.e. Asia) rebounding sharply

Performance (price, USS)

CIO Office (data via Refinitiv)
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Weight Lastweek MTD YTD 1-YR
MSCI EM -1.9% 7.0% -10.7% -5.7%
o China 41% -2.0% 8.4% 2.5% 11.2%
:g Taiwan 13% 0.2% 8.6% -2.5% 17.8%
i |Korea 12% -0.2% 7.8% -7.7% -1.4%
E India 8% -1.8% 6.7% -17.5% -18.2%
i Brazil 5% -6.7% 7.3% -39.5%  -35.3%
i South Africa 4% -3.1% 10.3%  -25.2% -26.9%
‘Eo Russia 3% -6.0% -23%  -25.3% -17.7%
g Qatar 2% -4.0% 0.0% -148%  -13.1%
= Mexico 2% -4.7% -02%  -288% -26.8%
Indonesia 2% -0.5% 6.0% -26.8%  -26.0%

CIO Office (data via Refinitiv). *Only the top 10 countries (by weight) are displayed. As of June 30, 2020. ~ NATIONAL
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Overall, we now believe this backdrop justifies a modest pro-
risk stance. Accordingly, we've taken a first step in favour of
equity markets by deploying our excess cash position early in
June. Until recently, we had stuck to a more cautious tactical
asset allocation given the downside risks in the near-term.
These have obviously not disappeared, and the context should
consequently remain highly volatile. However, most recent
economic figures confirmed the recovery is well under way
which therefore brings the balance of risks back in favour of
equity markets.

Equities: The USD Holds the Key

Halfway through 2020, it is still the U.S. market that stands atop
the podium. However, the gap between the first and second
position has narrowed recently, as emerging markets (EM)
managed to deliver a strong gain of 5.8% in C$ (7.4% in USD) in
June alone (Chart 15).

Such a performance may come as a surprise in the current
context, especially for anyone who has taken a recent look at
economic and coronavirus data out of Latin America. Let us
recal, however, that the direction of the MSCI flagship
Emerging Markets Index is largely dependent onwhat happens
in Asia (China alone accounts for 40% of the index, Chart 16).

INVESTRENTS

EM outperformance in June remains marginal compared to a
decade of sub-par retuns relative to developed (read here
U.S.) markets, but the recent greenback turnaround is a positive
signal for the region. As we mentioned back in April, should the
U.S. dollar weaken further effectively easing global financial
conditions, reducing borrowing costs formany EM corporations,
and influencing capital to flow in faster-growing economies,
this could trigger a period of sustained leadership for emerging
markets as has historically been the case under such conditions
(Chart 17, next page). So, is this what's lying ahead?

If we go back to our comparative analysis between 2009 and
2020 and apply it to the U.S. dollar, we again see some
similarities which do point to a continuation of the downtrend
in the second half of the year (Chart 18, next page). Not
surprisingly, this same analysis suggests that emerging markets
may indeed outperform in the coming quarters, although the
race should remain tight over the summer months. That is, if
history repeats itself, of course (Chart 19, next page).

Our GRT model — whose job is to convert the relative trends
between the four main equity regions into a recommended
allocation — has also shifted slightly in favour of emerging
markets recently. It should be emphasized that this move is
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The dollar holds the key for EM leadership...

U.S. dollar index (trade-weighted) and US/EM leadership
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mainly to the detriment of Canada, whereas the signal for other
developed markets (U.S. and EAFE) has remained relatively
stable since the beginning of the year (Chart 20).

For now, we are maintaining our asset mix which overnweights
the U.S. relative to the EAFE region (in line with the GRT) but
remains neutral in emerging markets and Canadian equities.
That said, the next few weeks should allow for a better

EJ Close monitoring of trends between regions

7U.S. market (S&P 500) GRT Model Allocations* r

AL NI D AT

| Canadian market (S&P/TSX)

2010 2012 2014 2016 2018 2020

CIO Office (data via Refinitiv). *vs equal weight benchmark By o
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diagnosis of the strength of the economic recovery in the
context of a still-very-active pandemic. Should the tumn of
events justify a more pro-cyclical stance and a second
increase in our equity allocation, it will most likely be
accompanied by an overweight in emerging markets.
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General

The present document was prepared by National Bank Investments Inc. (NBI), a wholly owned subsidiary of National Bank of Canada.
National Bank of Canada is a public company listed on the Toronto Stock Exchange (NA: TSX).

The information and the data supplied in the present document, including those supplied by third parties, are considered accurate at
the time of their printing and were obtained from sources which we considered reliable. We reserve the right to modify them without
advance notice. This information and data are supplied as informative content only. No representation or guarantee, explicit or implicit,
is made as for the exactness, the quality and the complete character of this information and these data. The opinions expressed are
not to be construed as solicitation or offer to buy or sell shares mentioned herein and should not be considered as recommend ations.
The opinions are not intended as investment advice nor are they provided to promote any particular investments and should in no way
form the basis for your investment decisions. National Bank Investments Inc. has taken the necessary measures to ensure the quality
and accuracy of the information contained herein at the time of publication. It does not, however, guarantee that the information is
accurate or complete, and this communication creates no legal or contractual obligation on the part of National Bank Investments Inc.

NBI or its affiliates often act as financial advisor, agent orundenwriter forcertain issuers mentioned herein and may receive remuneration
for its services. As well NBI and its affiliates and/or their officers, directors, representatives, associates, may have a position in the
securities mentioned herein and may make purchases and/or sales of these securities fromtime to time in the open market orotherwise.

This document is for distribution only under such circumstances in Canada and to residents of Canada as may be permitted by
applicable law. This document is not directed at you if NBI or any affiliate distributing this document is prohibited or restricted by any
legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that NBI is
permitted to provide this document to you under relevant legislation and regulations.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments (the “Funds").
Please read the prospectus of the Funds before investing. The Funds' securities are not insured by the Canada Deposit Insurance
Corporation or by any other government deposit insurer. The Funds are not guaranteed, their values change frequently and past
performance may not be repeated.

© 2020 National Bank Investments Inc. All rights reserved. Any reproduction, in whole orin part, is strictly prohibited without the prior
written consent of National Bank Investments Inc.

® NATIONAL BANK INVESTMENTS is a registered trademark of National Bank of Canada, used under license by National Bank
Investments Inc.
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