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The current volatility we are witnessing in markets reminds us of what was experienced in the first quarter of this year. In February, it
was a higher-than-expected wage growth number in the U.S. Employment Situation Report which led to a sharp increase in Treasury
bond yields, unleashing higher cross-asset volatility. In a sense, the current situation is relatively similar: Strong upward revisions to
the September non-farm payrolls gave us another move toward higher Treasury bond yields.

U.S. Net Change in Employment
(Employed, non-farm payrolls, net monthly change, seasonally adjusted)
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Source: Mackenzie Investments (BLS data via Datastream). Shaded areas=U.S. Recession.

At first glance, this provides an encouraging picture of the health of the U.S. economy. However, the issue for financial markets lies
in the fact that the recent increase in bond yields comes not from higher inflation expectations, but rather from higher rea/ yields —
i.e., yields net of inflation expectations. This reflects both the stronger performance of the U.S. economy, as suggested above, but
also the gradually increasing expectations of Federal Reserve interest rate hikes for next year. This is something for which the Multi-
Asset Strategies Team has been positioned, with a tactical underweight position in fixed income assets since October 2017.

U.S. Bond Yields versus Inflation Expectations
(10-year Treasury yield versus 10-year breakeven inflation)
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Source: Mackenzie Investments (data via Bloomberg). Shaded areas=U.S. recession.
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However, this is feeding into the equity markets via higher implied and realized volatility. The current shift in bond yields is akin to

a regime change, since several asset classes were priced under the assumption of lower-for-longer interest rates. As markets felt
confident that the Fed would move only slowly and gradually and that policy would remain accommodative, valuations on several
assets — such as, for example, U.S. technology stocks — reached high levels. This assumption is currently being put to test, as the
Fed appears keen to increase interest rates faster than was initially expected. It is therefore not a coincidence that both of this year's
equity volatility events took place in February and in October, two periods in which bond yields rose rapidly. Since elevated equity
valuations were somewhat dependent on low bond yields, this is having an initial negative impact on the equity markets. Finally, on
top of rising bond yields, the resurgence of trade tensions between the U.S. and China did not help sentiment in the equity markets.

Sharp Moves in Bond Yields Lead to Higher Equity Volatility
(10-year Treasury yield versus equity volatility)
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Source: Mackenzie Investments (data via Bloomberg).

In the first quarter of 2018, the Multi-Asset Strategies team moved to a neutral tactical position on equities, after having been
overweight since the second half of 2016. Our overweight position served us well, but our readings of macro, valuation and
sentiment factors affecting equities deteriorated in the first quarter of 2018. For this reason, we moved to a neutral position, which
we maintain today. We also maintain our underweight tactical position in bonds, which has been in place since October of last year,
as we continue to see poor value and macro drivers for the asset class in the months ahead.

Commissions, trailing commissions, management fees, brokerage fees and expenses all may be associated with investment funds. Please read the prospectus
before investing. Investment funds are not quaranteed, their values change frequently and past performance may not be repeated. The content of this
document (including facts, views, opinions, recommendations, descriptions of or references to, products or securities) is not to be used or construed as
investment advice, as an offer to sell or the solicitation of an offer to buy, or an endorsement, recommendation or sponsorship of any entity or security cited.
Although we endeavour to ensure its accuracy and completeness, we assume no responsibility for any reliance upon it. Index performance does notinclude
the impact of fees, commissions, and expenses that would be payable by investors in the investment products that seek to track an index.

This document includes forward-looking information that is based on forecasts of future events as of October 12, 2018. Mackenzie Financial Corporation
will not necessarily update the information to reflect changes after that date. Forward-looking statements are not guarantees of future performance and
risks and uncertainties often cause actual results to differ materially from forward-looking information or expectations. Some of these risks are changes to or
volatility in the economy, politics, securities markets, interestrates, currency exchange rates, business competition, capital markets, technology, laws, orwhen
catastrophic events occur. Do not place undue reliance on forward-looking information. In addition, any statement about companies is not an endorsement
or recommendation to buy or sell any security.

LBC Financial Services Inc. (LBCFS) is a wholly owned subsidiary of Laurentian Bank of Canada and is a corporate entity separate from Laurentian Bank, B2B
Trustco, and from Mackenzie Investments. The registered LBCFS representative is also a Laurentian Bank employee.

S5 A2 MACKENZIE

Investments



