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Economic outlook
US

 We expect sub 2% growth for the US economy in 2016 with potential
downside risks related to the consumer and housing markets.

 The US consumer enjoyed relatively strong performance in 2015 and we
expect this to continue over the course of 2016 provided labour markets do
not reverse course.

 Strong consumer activity continues to be supported by housing prices. And
with inventories expected to remain low, we expect a stable housing
market over the course of the year. This view remains contingent on a
continued healthy consumer.

 With the fallout in energy prices, businesses continue to take a
conservative stance on reinvestment, reflected in persistent negative
sentiment amongst manufacturing professionals. Based on this we expect
continued weakness in capital expenditures.

 A strong US dollar dampened demand for US goods, with exports falling
over the course of the year. Should global demand deteriorate from current
levels, we would expect volatility to continue.
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Canada
 Our base case for Canada in 2016 is sub 2% growth due to a challenging

environment, driven by pronounced weakness in commodity markets.
 Despite the generally tepid economic backdrop in 2015, the Canadian

consumer held up reasonably well outside of oil producing provinces and
we expect this trend to continue over 2016.

 Specific risks surrounding our expectations of the consumer include
historically high debt levels and housing prices across select regions.

 Businesses continue to remain cautious on cash deployment given weak
energy markets. We would expect this to continue until we see stabilization
in the energy patch and as such take a generally negative view of capital
expenditure contributions to GDP growth.

 While the housing market remains a potential risk, we recognize this is a
regional issue in particular in energy related provinces as well as Toronto
and Vancouver.

 We expect the Canadian export market to strengthen over the coming year
due to the weak dollar.

Europe
 Growth that occurred over the first half of 2015 largely abated in the back

half of the year.
 While risks remain present for the broader economic and monetary union,

GDP growth registered the best growth since 2011 at 1.5%.
 Over 2016 we expect continued headwinds to remain including a slowing

Chinese economy, the refugee and debt crisis as well as economic risks
surrounding the VW recall.

 Based on this, we expect Europe to continue to deliver positive growth over
the year, albeit at a sub 2% level.

Asset class outlook
Fixed Income (Neutral)

 Rates to remain near all-time lows and will be challenged to move
materially higher from current levels.

 The overall risk environment remains elevated as global growth outlook
continues to deteriorate.

 Deflation expectations are growing; commodities struggle to rebound in
2016 as global supply/demand dynamic potentially enters early stages of a
rebalance.

 Global monetary policy to remain accommodative; both the ECB and BoJ
could possibly increase monetary policy stimulus in 2016 while the Fed has
begun a cautious hiking cycle.
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 The Bank of Canada will consider further monetary stimulus if growth
disappoints; negative rates a possibility but this is not our base case
scenario.

 Flows into Canadian Government bonds have slowed to date.
 Developed market deleveraging and aging demographics will continue to

keep yields low.
 China has emerged as a large seller of treasuries in an effort to protect

their currency but remain the largest individual holder of US Treasuries.
 Canadian bond yields will be challenged to move materially higher from

current levels but should move higher in sympathy with US yields.

Corporate bonds (Negative)
 Our credit recommendation remains underweight as weakening

fundamentals and poor sentiment continue to push credit spreads wider.  In
addition to deterioration in corporate profitability, tightening lending
standards by banks and the Federal Reserve has started to tighten
monetary policy making the environment for corporate credit more
challenging.

 Credit spreads have widened in line with our expectations in terms of risk-
off sentiment and rating downgrades, but credit spreads have not priced in
the future probability of defaults in Canada and United States.  The lack of
pricing for the probability of future defaults means there is still risk in
corporate spreads and downside risks remain.

 The market has seen cash remain on the sidelines over the past couple of
months as investors expect continued credit weakness, however this
excess cash could become supportive as there is a lack of alternatives.

 Unchanged from the last review, we have less preference for BBB-rated
corporates and cyclical sectors and select issuers with higher credit quality
in each sector.

Equities (Negative)
 A weakening economic backdrop continues to point to a challenging

environment for equities over the next 12 months.
 Growth remains elusive and is accommodating a disinflationary back drop

across global markets. This we expect will translate into weakening
fundamentals with top line weakness coupled with margin compression and
therefore weaker than expected EPS for 2016.

 Macro risks have become more pronounced based on fears of a potential
spillover from a slowing Chinese economy, continued weakness in the
energy sector and increased uncertainty surrounding Fed interest rate
policy.
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 Weaker energy markets on the back of the global oil supply glut have
negatively impacted investor’s sentiment and remains a risk over the
course of 2016.

 This leaves Canadian equities particularly vulnerable to oil market shocks
given the high percentage of direct energy exposure in the TSX at roughly
20% of total market cap.

 These uncertainties coupled with low growth set equities up for a highly
volatile 2016 warranting an underweight equity exposure. The risks remain
to the downside for global equities with North America weakening over the
course of the year offset by upside equity market catalysts in Europe.

REITs (Neutral)
 While underlying real estate fundamentals and low interest rates have

supported REIT returns, the specter of increasing rates in the US has
provided a significant headwind which has served to depress REITs for
much of 2015.  For the year, the MSCI US REIT Index is was up 2.52%
while the Dow Jones Global Select Real Estate Securities Index was up
1.6%.  In contrast, the S&P500 was up 1.38% for the year.

 Thus far in 2016, REITs, as well as stocks in general, have taken a
pounding. YTD, the security held by Equitable Life (RWO) has been down
as much as 8%, but has since recovered and is now down 4.27% as of the
time of this writing.

 Our view is neutral for the first quarter of 2016.  There may be tactical
opportunities to alter this positioning for short periods of time, but generally
we’d expect to hold benchmark weight.

 Volatility may present itself should the Fed make a rate decision, but it is
believed any potential hikes will be taken in stride.  Fundamentals remain
positive, so price movements will likely be reflective of sentiment as
opposed to any core concerns.
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Current positioning - 01/31/2016
Asset class Current weight Previous weight
Cash Overweight Neutral
Government bonds Overweight Neutral
Corporate bonds Underweight Underweight
Equity Underweight Neutral
Canada Underweight Underweight
US Underweight Neutral
International Neutral Overweight
Global Real Estate Neutral Neutral

EAMG Investment philosophy
The Equitable Asset Management Group investment philosophy follows an asset
allocation model, which differs from the more prevalent stock selection approach to asset
management. To guide us in our asset class decisions, we employ a macro-driven, top-
down investment philosophy which we believe minimizes risk and maximizing returns
across the entire asset class spectrum. Our insurance based background offers a
conservative and measured approach to return generation that seeks to grow client
wealth in a safe and responsible manner.

*Negative, neutral and positive ratings indicate current, not full year views

Prepared for information purposes only and does not constitute investment, legal, accounting, tax or other professional advice.

Any statements contained herein that are not based on historical fact are forward-looking statements. Any forward-looking statements represent the portfolio manager’s best
judgment as of the present date as to what may occur in the future. However, forward-looking statements are subject to many risks, uncertainties and assumptions, and are based on
the portfolio manager’s present opinions and views. For this reason, the actual outcome of the events or results predicted may differ materially from what is expressed. Furthermore,
the portfolio manager’s views, opinions or assumptions may subsequently change based on previously unknown information, or for other reasons. Equitable Life of Canada®
assumes no obligation to update any forward-looking information contained herein. The reader is cautioned to consider these and other factors carefully and not to place undue
reliance on forward-looking statements. Investments may increase or decrease in value and are invested at the risk of the investor. Investment values change frequently and past
performance does not guarantee future results. Professional advice should be sought before an investor embarks on any investment strategy.
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