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

The S&P 500 officially closed in 
bear-market territory on June 
13 for the first time since 
March 2020.

The S&P/TSX Composite closed 
in correction territory on the 
same day.

Central banks have raised 
interest rates to their highest 
levels in decades, fueling fears 
that a recession could be 
around the corner.

In China, the recent lockdowns 
triggered a significant slowing 
in economic activity, but early 
signs of a tentative reopening 
have emerged.

The U.S. economy faces the 
headwinds of a major reduc-
tion in federal spending follow-
ing two years of record stimu-
lus.

The S&P/TSX Composite 
returned -13.8% in Q2, while it 
has returned -11.1% 
year-to-date.

Annual inflation in Canada rose 
to 7.7% in May, marking the 
largest yearly increase since 
January 1983.

The second quarter of 2022 saw a continuation 
of Q1's volatility as investors worldwide unload-
ed securities in reaction to persistent inflation, 
rising interest rates and geopolitical uncertain-
ty.

South of the border, the upshot is that the U.S. 
equity markets are finally experiencing the 
much-expected extended pullback from the 
historic bull market run that began way back in 
2009. The S&P 500 officially closed in bear-mar-
ket territory on June 13 for the first time since 
March 2020. A bear market is confirmed when 
an index declines at least 20% from its previous 
peak.

Here in Canada, the S&P/TSX Composite closed 
in correction territory on the same day. A 
correction is confirmed when an index closes 
10% below its previous peak.

Seasoned investors may view this price retreat 
as a healthy valuation reset. Nonetheless, the 
tone of the market has changed. The increased 
volatility doesn't appear to be calming down 
and could go on for an extended period.

Global outlook for the economy and 
financial markets

The second quarter was tumultuous not just for 
capital markets but also for the economy. While 
Covid-19 constraints continue to ease, China's 
recent lockdowns exacerbated existing global 
supply chain issues. Shipping ports remain 
congested, and delivery schedules are still 
delayed. Consequently, many manufacturers 
are unable to obtain the supplies and goods 
they need to meet demand.

Moreover, international supply challenges 
combined with the ongoing war in Ukraine has 
helped drive rampant inflation,
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which has its roots in the aggressive fiscal and monetary policies adopted around the 
world in response to Covid-19.

In reaction, central banks have raised interest rates to their highest levels in decades, 
fueling fears that a recession could be around the corner and severely knocking 
investor confidence.

Risk factors

The main uncertainty is the outlook for the U.S. economy. The pace and magnitude 
of U.S. Federal Reserve (Fed) tightening create the risk of a recession by the second 
half of 2023. The Fed raised rates by 25 basis points in March, 50 basis points in May, 
and 75 basis points in June, bringing the federal funds rate range to 1.5% - 1.75%.

Looking ahead, the expectation is for continued large hikes that would bring the 
policy rate close to 3.4% by year-end and eventually to around 4%. For investors, the 
onset of an economic recession holds the risk of expanding and extending the equity 
bear market.

In Europe, the European Central Bank (ECB) has recently turned hawkish, signaling it 
will raise interest rates by 25 basis points in July and that it's winding down its quanti-
tative easing programs. Futures markets expect the ECB's policy rate to rise from 
-0.5% currently to 2% by the middle of 2023.

In China, the recent lockdowns triggered a significant slowing in economic activity. 
Early signs of a tentative reopening have emerged, but the low level of vaccination 
among the nation's elderly means the risk of further lockdowns will continue until 
vaccination rates increase or the production of effective COVID-19 treatments reach-
es critical mass.

Other risks in the current cycle include rising energy prices spurred on by energy 
security concerns; rising food prices resulting from sanctions against Russia and the 
disruption of Ukraine's agriculture sector; and the ongoing upheaval in the global 
supply chain.

The risk of further Covid-19 mutations and the spread of new, more deadly virus 
variants is receding but remains a concern.
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U.S. Snapshot

U.S. equities plunged in value in the first half of 2022 as investors grappled with 
inflation and the threat of recession.

Going forward, the economy faces the headwinds of a major reduction in federal 
spending following two years of record stimulus. The U.S. federal budget deficit is 
expected to fall from 12.4% of GDP in 2021 to less than 4% this year – the largest 
decline since the demobilization after World War II. This decline would result from an 
end to stimulus checks, enhanced unemployment benefits, enhanced child tax cred-
its and other pandemic-related support programs.

A strong indicator of the high level of economic and investor uncertainty in the U.S. at 
this time is the fact that the IPO market largely closed down in Q2, with just eight 
traditional IPOs. 

On the bright side, the labor market continues to invite optimism, with the unem-
ployment rate remaining at 3.6% for the third consecutive month in May, just 0.1% 
above its 50-year low in 2019. Across the country, there continues to be massive 
excess demand for labor, with roughly 5.45 million more job openings than unem-
ployed workers in May.

Spotlight on Canada

As a commodity-driven economy, Canada has profited from the strengthening in 
commodity prices and stands to benefit from the economic recalibration in the year's 
second half.

GDP growth in 2022 is expected to range between 3.5% and 4.0%. This has encour-
aged the Bank of Canada (BoC) to leverage aggressive rate hikes to bring down 
generationally high inflation. On June 1, the BoC raised its policy rate to 1.5% from 
0.25%, and Governor Tiff Macklem has indicated that future rate hikes may need to 
be "quicker" and "larger," with the target rate potentially settling "somewhat above" 
the 2% to 3% neutral range.

Annual inflation in Canada rose to an eye-watering 7.7% in May. This was the largest 
yearly increase since January 1983 and up from a 6.8% gain in April.

The S&P/TSX Composite returned -13.8% in Q2, with the year-to-date return ringing 
in at -11.1%. Energy was the only positive sector in Q2, while healthcare was the 
worst performer, losing nearly half its value during the quarter
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What's next?

At present, many technical and survey indicators show the stock market to be over-
sold. This offers some hope that investors may have already accounted for the bad 
news affecting markets and that prices could rebound quickly if inflation and growth 
turn out better than currently anticipated.

Of course, it's possible that, before things get better, investors will panic and capitu-
late to their fears, leading to further market declines. We last saw this occur in March 
2020 during the COVID-19 selloff.

However, history suggests that trying to time markets in this way is a mistake. 
Indeed, the lesson from previous market corrections is that periods of panic selling 
by fearful or short-sighted investors can provide the best opportunities for 
longer-term investors. As always, we advise investors to avoid letting how they feel 
about the world cloud their judgement and instead focus on fundamentals and 
valuations.

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 June 30, 2022

1 YR

3.96

3.93

3.85

2 YR

4.44

4.38

4.33

3 YR

4.49

4.47

4.45

4 YR

4.54

4.50

4.50

5 YR

4.66

4.65

4.65

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 June 30, 2022

2021 ANNUAL RETURN

21.74%

17.62%

19.02%

2022 Q1 ACTUAL*

‐13.84%

-8.48%

-14%

2022 YTD ACTUAL*

‐11.13%

-13.82%

‐19.82%


	01
	02
	03
	04

