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Now I'm going to describe to you why | really have trouble
having massive confidence. in this outlook, and why |
think anyone in the industry should be a little cautious
here about how they create their 2022 outlooks.

So I'm going to go through four reasons why it's really
challenging, and you'll see that a lot of the reasons that
we've struggled to make forecasts for 2022 is that we
have to make assumptions about things we've never
made before, and we have to make assumptions about
policy decisions. Now, a lot of economists like to pretend
that what policy makers do is more of a science, but
actually, it's lot of art and a little bit of science. We make
assumptions about things. And the assumptions that
we're having to make here, to me, are really challenging.
So I'm going to go through four of the areas that | thin
are really challenging and what we need to watch as we
look into the year ahead.

Now, the first one is the one | don't want to talk about
anymore, but we have to, and it's COVID. So when | was
writing my 2022 outlook in early December and my first
known unknown in that situation was COVID, and | gotta
tell you my American clients thought this was ridiculous.
Ridiculous that we would still be talking about COVID.
COVID is over, is it not? At least that was the hope and
that's what | want to happen as well. But COVID is still
deeply, deeply problematic for our economy, and is likely
to be very problematic in 2022 for a host of reasons.

So, of course, every economist says I'm not an
epidemiologist, therefore | can't know for sure. But
actually, | want to take a different perspective here. Over
the last almost two years, we've learned a few things
about COVID could impact en economy. And effectively, it
could impact an economy through one or two ways. The
first way is if it changes our individual behaviours. If | say,
you know what, I'm not going to get lunch with Glen
because I'm afraid of contracting COVID, my son is not
yet old enough to be vaccinated, | like to see my
grandmother regularly, I'm going to pull back on lunch
with Glen, even though it has been the most exciting part
of my year, because | have a natural fear. It could be
companies that say | don't want to do return to office, |
don't want to be responsible for an outbreak, the legal
thing. All the personal and business choices that are
made can actually reduce economic activity.

Now, what we've learned over the past two years is that
each incremental wave of COVID has actually had less of
an impact on the demand side, so we became less afraid
each incremental wave. And we tracked this with data like
mobility data, how many people are using public transit.
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Sentiment surveys, for example, all tell us that people are
still afraid, but far less than they have in the past.

So the second area in which COVID can impact our
economy is the more problematic one. That is
government restrictions. So not can | get lunch with Glen
if  wanted to, but are the restaurants even open? Now, of
course, we in Ontario and Quebec are in really sizeable
lockdowns, so there are no restaurants for Glen and | to
go to lunch, though we have outdoor dining. Glen, I'm not
sure if you want to join me at -20 right now, for outdoor
dining. That would be really — | don't like you that much.
Close, but not that much. And, of course, major other
forms of lockdown.

Here's the really big problem that we have with this, is
that as you can see right now, most major economies are
facing effectively the same Omicron wave, but different
governments have chosen to respond differently. And we
don't actually see a really strong correlation between the
epidemiology data and the political response to it. For
example, you may remember the Delta wave in Florida
was excessive. Some of the highest cases per million that
we've seen at any point in this crisis up until Omicron.
And yet, the impact on the economy was effectively nil
because people's behaviours didn't change. They're all
going to the gym, out partying, having their lunches and
there were no government restrictions.

Let's contrast that with China, which is still pursuing a
COVID zero policy. In China, one case is a massive
shutdown. We're talking about Shanghai Disneyland
getting shut down because of one case. Right now, major
area with millions in China, news today that they are in
major shutdown, ports are going to be locked down. And
then we have sort of middle of the road, which is Quebec
and Ontario. So same type of crisis, but different political
responses. And this is why in some ways it's less that we
need epidemiologists and more that we need political
strategists to get a sense of what will be the government
reaction in each country. That's really hard for
economists to figure out.

So within that framework, the way we think about
Omicron and COVID in 2022 is that it's probably going to
create some major policy divergences. So in Canada, it's
going to be a lot harder to hike rates in January than it
would be if we were in the United States. Our government
response has been very different. We're probably going to
see much weaker economic growth out of China than we
would out of places in Europe, for example, that didn't
experience the same amount of lockdown. So each wave
of COVID produces those very different regional
divergences, especially because as much as we in the
developed world have very high vaccination rates, much
of the world is still very low vaccinated or has ineffective
vaccines.

So, the other thing that we're going to see is that even in
the United States where they haven't had as much )
government restrictions, we are seeing some slowdown in
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foot traffic data. So Omicron is likely to keep growth low
in the first quarter, and this is very consistent with our
view that this would be a year of two halves, right. That
COVID would be a little bit more damaging in the first half
of the year than the second. I'll also highlight that in this
particular wave, we do not have the same amount of
%overnment support, so we're probably going to see a
tttle bit more damage to the economy, even if it's short-
erm.

The last thing I'll say about COVID that | find challenging,
is there's a lot of conversations now and you're likely
hearing this from other economists, that after Omicron
we're moving from pandemic to endemic, which is not
that COVID leaves us, but that we get more muted
versions of it and we learn to live with it. | would like to
just highlight that learning to live with COVID does not
mean no longer any economic impact. It probably means
that we shift our behaviours and we shift some
preferences towards more of a rolling seasonal COVID
type of environment. For example, my mother is severely
asthmatic. She would never travel between September
and December because she said that was flu season, she
didn't want to get bronchitis. She never came to visit me
in Toronto over those periods.

It's not unreasonable that we would see seasonal declines
in certain types of activities as people self-select out of
these. It's not unreasonable that if we live in a COVID that
is more rolling as opposed to a one-off, that the potential
for our economy to grow over time is more limited.
Originally, we thought about COVID as a natural disaster;
a wildfire in which things were destroyed and rebuilt. That
was the lens through which we saw it. But pendamic
COVID was very different than that. It suggests not a
massive rebuild, but a slower growth profile over time.
And that means more policy support needed, more
government spendlng less of the ability to raise rates
really quickly. And I'll also suggest that learning to live
with COVID, endemic COVID, is much more supportive of
developed markets than it is of emerging markets.
Remember, there is still a relative vaccine trade out there
that still exists in endemic COVID.

So, clearly there's a lot of known unknowns happening
there. That's the economist's perspective. We have to
make assumptions. We make some assumptions; we go
with that. But if we're wrong, if there's another very
damaging wave or if there are another round of
lockdowns, or people's behaviours do change over time,
that produces a very different outlook.

Follow the Private Wealth Podcast on
www.manulifeprivatewealth.com or contact us via

manulifeprivatwealth@manulife.com for more
information.

A widespread health crisis such as a global pandemic
could cause substantial market volatility, exchange
trading suspensions and closures, and affect fund
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performance. For example, the novel coronavirus disease
(COVID-19) has resulted in significant disruptions to
global business activity. The impact of a health crisis and
other epidemics and pandemics that may arise in the
future, could affect the global economy in ways that
cannot necessarily be foreseen at the present time. A
health crisis may exacerbate other pre-existing political,
social and economic risks. Any such impact could
adversely affect fund performance, resulting in losses to
your investment.

Intended for Canadian Advisors and Accredited Investors.
Information is as of the recording date, unless otherwise
noted. This recording was prepared for general
information purposes only and should not be relied on for
specific financial, legal or other advice and is not
intended as an offer, or a solicitation of an offer, bY
Manulife Private Wealth to any person to buy or sell any
investment or other specific product and is no indication
of trading intent.

Investing involves risks, including the potential loss of
principal. Financial markets are volatile and can fluctuate
significantly in response to company, industry, political,
regulatory, market, or economic developments. Neither
Manulife Private Wealth nor any other companies in the
Manulife Financial Corporation (“MFC”) group are acting
as an adviser or fiduciary to or for any recipient of this
recording unless otherwise agreed in writing. Neither
Manulife Private Wealth or its affiliates, nor any of their
directors, officers or employees shall assume any liability
or responsibility for any direct or indirect loss or damage
or any other consequence of any person acting or not
acting in reliance on the information contained herein.
Nothing in this material constitutes investment, legal,
accounting, tax or other advice, or a representation that
any investment or strategy is suitable or appropriate to
your individual circumstances, or otherwise constitutes a
personal recommendation to you. Manulife Private Wealth
does not provide legal or tax advice, and you are
encouraged to consult your own lawyer, accountant, or
other advisors before making any financial decision.
Prospective investors should take appropriate
professional advice before making any investment
decisions. All opinions expressed were obtained from
sources believed to be reliable and in good faith, no
representation or warranty, expressed or implied, is made
as to its accuracy or completeness.

The information in this recording, including statements
concerning financial market trends, future events,
targets, management discipline or other expectations, are
based on current market conditions, which will fluctuate
and may be superseded by subsequent market events or
for other reasons. There is no assurance that such events
will occur, and if they were to occur, the results may be
significantly different than those shown here. This
recording may contain forward-looking statements about
the markets, model portfolios and expected future
performance. Forward-looking statements are not
guarantees of future performance. Forward-looking
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statements involve inherent risks and uncertainties, both
about the individual portfolio components and general
economic factors, so it is possible that expectations,
forecasts, projections and other forward-looking
statements will not be achieved. Manulife Private Wealth
cautions you not to place undue reliance on these
statements as a number of important factors could cause
actual events or results to differ materially from those
express or implied in any forward-looking statement made
herein. These factors include, but are not limited to,
general economic, political and market factors in Canada,
the United States and internationally, interest and foreign
exchange rates, global equity and capital markets,
business competition, technological changes, changes in
laws and regulations, and catastrophic events. Before
making any investment decisions, Manulife Private Wealth
encourages you to consider these and other factors
carefully. Should you have any questions, please contact
or ask to speak to a member of Manulife Private Wealth.

Manulife Private Wealth is a division of Manulife
Investment Management Limited and Manulife Investment
Management Distributors Inc. Investment services are
offered by Manulife Investment Management Limited
and/or Manulife Investment Management Distributors
Inc. Banking services and products are offered by
Manulife Bank of Canada. Wealth & Estate Services are
offered by The Manufacturers Life Insurance Company.
Manulife, Manulife & Stylized M Design, Stylized M
Design, and Manulife Private Wealth are trademarks of
The Manufacturers Life Insurance Company and are used
by it, and by its affiliates under license. This information
does not replace or supersede KYC (know your client)
suitability, needs analysis or any other regulatory
requirements.
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