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Market Perspectives 
‘What You Need to Know’ 

September 15. 2022 

 

Good day, 

My apologies on the delay but I wanted to wait until this Tuesday’s announcement of August’s U.S. 
Consumer Price Index (CPI) data before I sent out my monthly email. This data point has become 
important in gauging U.S. Federal Reserve policy, so naturally I wanted to comment on it. Enjoy the 
read as we unpack the CPI and the Fed along with my thoughts on the global macro environment, 
equities, and fixed income moving forward. 

 

CPI and the Fed 

After a strong start to the month, investors were once again reminded that September is often the 
worst-performing month for the S&P 500 and S&P/TSX Composite Indices, according to Bloomberg. 
Following a worse-than-expected U.S. CPI print for August, the S&P 500 saw its largest one-day drop 
this year, falling 4.3%. 

U.S. CPI came in above consensus at 8.3%, and while down from the previous month, some were 
expecting a number below 8%. The bigger surprise came when Core CPI, which strips out the more 
volatile components of food and energy, moved higher to 6.3% after falling for three consecutive 
months. The increase caught the market off guard and sent yields spiking, with the U.S. 10-year yield 
hitting 3.4%, its second highest point this year. 

The U.S. Federal Reserve is now fully expected to increase their benchmark interest rates by 75 bps at 
their meeting next week. Another 75 bps is now expected over the course of the next two meetings as 
well, bringing the overnight upper-bound target rate to 4%. 

While the market reaction was quite strong, it was more so another readjustment—the first occurring 
after the Jackson Hole summit—following the strong rally that occurred mid-June. Perhaps the markets 
were premature in pricing in a dovish pivot by the Fed next year. While we’re likely near the peak of 
this tightening cycle, it’s more likely that we’ll witness a long pause by the Fed rather than the 
beginning of an easing cycle in 2023. 

The silver lining to this cloud is that we’re likely closer to some clarity on further Fed policy action, and 
once that happens, markets may turn back to focusing on individual company fundamentals, which 
could be a positive for active security selection. 

 

Has the 2022 trip gone as expected? 

In my January 11th,2022 note to investors, I drew comparisons between the path for market returns and 
that of a family road trip. The journey would have both expected and unexpected pit stops along the 
way, but the end destination, in our opinion, would likely be positive. 
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What had been expected was the start of the change in global central banks’ monetary policies from 
ultra-accommodative to tightening. What was unexpected was that the pivot and market expectations 
would be toward an ultra-restrictive monetary policy in the form of above-average interest rate 
increases. 

Further, the conflict in Ukraine and its impact on energy and food prices, along with the 
implementation of a zero-COVID policy in China and its added impact on supply chain disruptions, 
have also been unexpected but material pit stops. 

So What has Changed in my View? 

Above average volatility will likely be with us for some time. A lumpy return profile is likely ahead of us 
as investors continue to deal with uncertainty and begin to price in the potential for flat to negative 
earnings growth. So far in 2022, earnings have been better than expected and have yet to indicate any 
slowdown in economic growth. 

In my opinion, there’s no denying that market volatility is likely to continue through the rest of the year, 
but history has shown that trying to time the peaks and valleys of the equity markets is near impossible. 
Like the family road trip, I believe investors should remain focused on their destination and not let pit 
stops derail them from getting there. Throughout the past couple of years, I’ve consistently been 
advocating to rebalance portfolios based on a clients target asset allocation and to dollar-cost average 
new money into this market. I continue to emphasize that approach today. 

 

Global Macro Environment 

There’s little doubt that we’re seeing a slowdown in economic growth around the world. The “R-
word,” recession, is being used more frequently to describe the risks in Europe, Asia, and North 
America. From a global perspective, the Markit Purchasing Managers’ Index (PMI) gives a 30,000-foot 
view of the global economy. Recent readings indicate support for the thesis of economic weakness, as 
many countries have moved into the “neutral area,” with some falling into “red.” The pace of the 
slowdown could continue if expectations of higher interest rates and runaway inflation remain for the 
rest of the year and into next. 

Further complicating the issues are the extreme weather conditions in certain areas of the world, such 
as low water levels on the Rhine and the Yangtze Rivers, two extremely important waterways for the 
local economies and major exporting arteries. Given the expectation of continued weakness in the 
PMIs, leading economic indicators, and financial conditions, we believe the U.S. and Canada will 
experience a mild recession, whereas we see a more severe recession in Europe as a result of the 
looming energy crisis. 
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Global purchasing managers’ indices—global activity has weakened going into September 

 

Inflation 

For the first 9 months of 2022, we’ve experienced the consequences of policies put into place at the 
depth of the pandemic. Inflation was also driven higher as a result of the conflict in Ukraine, which led 
to further energy and food inflation and continued supply chain disruptions with China’s shutting down 
of Shanghai and Beijing due to strict policies regarding the re-emergence of COVID-19. These factors 
drove inflation to multi-decade highs globally. 

A slowing global economy will likely reduce demand and prices for global commodities. Inflation 
appears to be peaking and I believe will decelerate going into 2023. For our inflation model, if you 
assume current levels for owner’s equivalent rent (OER), the US Dollar Index (DXY), oil prices measured 
by West Texas Intermediate (WTI), and wage growth, the expectation is that CPI will trend between 
4%–5% by year end and 3%–4% by the summer of 2023. Other measures of inflation are also trending 
lower, including commodity prices measured by the Goldman Sachs Commodity Index (down 16% 
since last summer), the ISM Prices Paid Index (60 vs 90 in June 2021), and the NFIB Small Business 
Raising Price Index (56 vs 66 in March 2022). 

The year 2022 will be remembered for the increase in inflation and its impact on monetary policy and 
the global economy. In the short term, inflation remains a headwind for markets, but I believe there are 
catalysts throughout the year that’ll put downward pressure on inflation, and we’re likely to be 
discussing inflation a lot less next year. 
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US CPI YOY vs inflation model— inflation will moderate but remain above pre-pandemic levels 

 

  

Equities 

Despite multiple challenges, including supply chain disruptions, higher wages, and higher inflation, 
corporate earnings have remained resilient. Within the sectors, there was wider variability in their 
results, a theme that’s likely to continue moving forward. The global economy is slowing and the 
impacts of higher interest rates have yet to be absorbed, which provides a challenging backdrop for 
earnings moving forward. The market hasn’t priced in a material earnings slowdown. According to 
Bloomberg, the estimate for S&P 500 Index 12-month earnings is 8%, and earnings estimates have just 
begun to roll over. Our Capital Markets Strategy team believes we’re likely to see flat to slightly 
negative earnings in the early part of 2023. They also believe that volatility will remain with us 
throughout the year as the market digests a weaker earnings environment. This environment favours 
“quality” businesses with high recurring cash flows and flexible business models. To conclude they 
believe earnings are likely to recover in the second half of next year but there’ll be more uncertainty 
before that. 

  

Fixed income 

Central banks around the world have been on an interest rate tightening path, with some of the most 
aggressive policies being those closest to home. Although, they’re likely nearing the end of their 
respective tightening cycles, U.S. Federal Reserve Chairman Jerome Powell seemed to dispel any 
thoughts of a pivot to an easing posture anytime soon. As we get closer to the end of the rate 
tightening, there’s more clarity to how high interest rates will get, which means that much of the 
downside risk to investing in bonds is in the rear-view mirror. If you believe that the economy is 
slowing but a recession isn’t imminent, there remain pockets of opportunity in fixed income. New 
investments in bonds are now providing yield levels not seen in quite some time. 

As we move through the rest of this year and into next, the risk of recession in the U.S. could increase. 
If we’re in the latter stages of this cycle, longer-duration, higher-quality bonds tend to outperform, as 
their prices tend to rise, and their yields fall. While rising yields was a headwind for performance earlier 
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this year, falling yields will be a tailwind. Since June 1976 (the furthest back that we have data for), in 
periods of a recession, the U.S. 10-year yield has fallen by a third on average. The combination of 
higher yields to begin with and the potential for price appreciation increases the overall attractiveness 
of longer duration bonds within a fixed-income portfolio. However, flexibility remains key to take 
advantage of the ever-changing landscape ahead. 

 

Various fixed-income asset class yield to worst—12/31/2021 vs 8/31/2022 

 

 

The “R” Word Nobody Wants to Talk About 

I discussed this in my July newsletter and figured it never hurts to bring up again. Reality is recessions 
are a normal part of the economic cycle and we haven’t had a normal fed induced slowdown and 
recession in over 20 years.   

At this point the market is 50/50 deciding if this is a recession or not. If it is, it is a common consensus 
that it would be quite mild as its very well-advertised and the consumer is entering this in a relatively 
strong position in terms of a strong labour market, healthy balance sheet and rising wages. 

Regardless, there is no question we find ourselves in a bear market and, to put some perspective on 
them, the market has had 15 of them since 1950 – so on average every 5/6 years. We can separate 
these 15 bears markets in two categories; 7 scenarios have resulted in baby bears (non-recessionary) 
while 8 have resulted in big bears (recessions). 

Baby Bear Average Drawdown: -23% 

Big Bear Average Drawdown: -37% 
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Bear markets last an average of 9 months, with those associated with recession lasting longer, at 19 
months vs. those without an economic recession at 6 months. The key point or takeaway is that bear 
markets with or without a recession are not terminal events. They are a part of a natural economic 
cycle. By the time a recession is officially declared, bear markets are often over. This is because 
markets are forward indicators pricing future cashflows, not the past or present. Although they’re 
uncomfortable, this is normal, provides fresh air in the market and in the end the cost is not that great. 

 

Global equity, commodity, currency, and yield data 

 

Source: Bloomberg, as of August 31, 2022 
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Final Thoughts 

As committed long term investors with clear time horizons we are not “market timers” rather we 
understand long term success involves “time in the market”. As thoughtful long-term investors it’s 
important in these moments we take a breath and put these issues into perspective. 
 
This too shall pass. We have been through periods of geopolitical issues, increasing interest 
rates, inflation, trade wars… Historically, markets have continued to advance higher in every 
single scenario. Good, quality businesses will never go out of favour. 
 

‘We’ll get to our destination but there will be pit stops along the way’ 
 
Market corrections are inevitable, economic cycles move in patterns; this we know. While uncertainty 
creates market volatility, we need to remain mindful to take these pit stops in stride and focus on the 
road ahead to make sure we arrive at our destination. 
 
What we do know for certain is that markets are resilient, downturns don’t last forever and the longer 
we extend the time horizon out - the higher the probability a dollar invested today is worth more in the 
future. If we stay focused on our long-term goals, process, and fundamentals - together we will go far. 
 
Thanks for the continued trust to help you navigate the complexity of today’s investment and financial 
markets. I remain committed to you and encourage you to reach out if you would like to discuss in 
greater detail. 
 
 
Warmly, 
 

       
 
Aaron Pedlar, HBA, CHS, PFA 
 

 

 

 

 


