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K E Y  T A K E A W A Y S

Global stock markets fell for a 
third consecutive quarter in 
Q3.

In September, stocks dropped 
to their lowest level in 2022.
Central bankers have delivered 
a clear, unified message that 
they are committed to fighting 
inflation.

Risk of recession is rising in 
many developed economies.
The Chinese government's 
zero-COVID policy is a signifi-
cant factor hampering growth 
in the country.

OPEC's early October 
announcement of steep oil 
production cuts could exacer-
bate inflation due to higher 
gasoline prices.

After peaking at 8.1% in June, 
the inflation rate in Canada fell 
to 7% in August.

Canadian home resales are 
down 24% since the start of 
the year, and home prices are 
dropping, particularly in the 
major cities.

Global stock markets fell for a third consecutive 
quarter in Q3, pressured by high inflation, rising 
interest rates and widespread recession fears. 
In July, investors started to focus on the possi-
bility of the U.S. cutting interest rates in 2023 to 
stimulate growth. This led to a brief market rally 
that peaked in mid-August before prices tum-
bled to new lows.

The reason investor's lost their optimism is that 
Jerome Powell, chairman of the U.S. Federal 
Reserve Board, and other central bankers 
attending a summit in Jackson Hole, Wyoming, 
delivered a clear, unified message: they were 
committed to fighting inflation.

In other words, interest rates were more likely 
to rise in the months ahead than fall – and that 
would be negative for stocks.

Soon after, the Fed boosted the federal funds 
rate by 75 basis points (bps) to 3.25%, the third 
consecutive 75bps elevation since June 2022.
Likewise, the European Central Bank, Bank of 
England and Bank of Canada all announced 
interest rate hikes shortly following the summit.

Is the risk of a recession increasing?

While predictions about recessions often go 
awry, the probability is rising for the U.S. econo-
my. As the Fed emphasized at Jackson Hole, 
"reducing inflation is likely to require a 
sustained period of below-trend growth." The 
simple equation is that the longer the Fed 
clamps down on monetary policy to slow 
growth, the greater the risk of the economy 
tilting into recession.

Likewise, the Bank of Canada is pursuing a path 
of sacrificing economic growth to bring inflation 
to heel, and this carries an increased risk of 
recession for the Canadian economy.
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Arguing against recession in both countries is the idea that, by moderating inflation, 
the central bankers could drive a recovery in real spending power.

Across Europe and the U.K., with colder seasonal weather arriving and the price of 
natural gas spiraling higher, recession appears more likely, even unavoidable.
Meanwhile, the Chinese government's zero-COVID policy remains a significant factor 
hampering growth in the world's second-largest economy. China's recent economic 
stimulus efforts may prove insufficient to propel growth given the repeated lock-
downs of large population centres, not to mention the real estate slowdown and 
severe drought in Sichuan.

U.S. Snapshot

Inflation stands as the leading macroeconomic issue for U.S. markets. The more than 
20% drop in gasoline prices since June, due in part to falling demand, has helped 
moderate inflation. However, OPEC's early October announcement of steep oil 
production cuts could push the price at the pumps back up to nosebleed levels.

The Fed's efforts to slow the economy are already bearing fruit in some sectors, 
notably residential real estate and business investment. But consumption remains 
positive, partly owing to excess savings accumulated during the pandemic and the 
red-hot labour market.

Spotlight on Canada

After peaking at 8.1% in June, the inflation rate in Canada fell to 7% in August. Rapidly 
rising interest rates are finally shaking the seemingly unshakeable Canadian housing 
market. Home resales are down 24% since the start of the year, and home prices are 
dropping, particularly in the major cities.

While Canadian markets have fallen during this global drawdown in equities, they've 
held up relatively well in comparison to other developed regions. Still, the cyclical 
nature of many Canadian companies makes them more vulnerable to a recessionary 
selloff. This could result in more downside risk for investors if conditions continue to 
deteriorate.
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What's next?

Last month, the stock market dropped to its lowest level in 2022. And whether it's 
due to recession fears, high inflation or rising interest rates, or a combination of all 
three, investors have ample reasons to expect the volatility to continue for some 
time.

But periods of market volatility always come to an end, and over the long term, the 
markets invariably recover and go on to new highs.

Experienced investors know the best course of action at times like now is to ignore 
the noise, focus on the fundamentals and remember why you're invested in the first 
place. Keep calm and carry on. It's that simple.

Getting Advice

Are you looking for additional perspective on the financial markets and how they 
might affect your portfolio? We encourage you to talk to us. Speak to your Financial 
Advisor or contact investor services at 1 800 608 7707.
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T O P  G I C  R A T E S

ACCOUNT TYPE

Non-Registered

RRSP

RIF

*As at Sept 30, 2022

1 YR

4.43

4.43

4.38

2 YR

4.56

4.56

4.53

3 YR

4.64

4.64

4.63

4 YR

4.65

4.65

4.63

5 YR

4.68

4.68

4.68

M A R K E T  M O N I T O R   (Returns in CAD)

MARKET INDICATORS

S&P/TSX Composite

Dow Jones

MSCI World

MARKET CLOSE*

21890.16

34678.35

3053.07

*As at Sept 30, 2022

2021 ANNUAL RETURN

21.74%

17.62%

19.02%

2022 Q3 ACTUAL*

-2.21%

-0.04%

-0.05%

2022 YTD ACTUAL*

‐13.09%

-13.85%

‐19.79%
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