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Market Comment

4 | Source: Stockcharts.com, Bloomberg Professional, OceanFront Investment Counsel

Most markets around the world fell in June, with China a notable exception.  The TSX fell 8.7%, 
the S&P500 fell 8.3%, while the Chinese CSI 300 Index rose 10.4% as parts of China began to 
emerge from lockdowns.  Bonds also fell in June, although they rallied after reaching a low during 
the month.  

“Flight to safety” assets like bonds and the US Dollar that tend to outperform during recessions 
have been rallying since mid-June. Bonds have been relatively strong the past couple of weeks, 
as the market appears to now be more afraid of a recession than it is of inflation. Signs of 
recession have yet to appear in the labour market, which remains extremely tight.  

While an increased probability of an upcoming recession is concerning, the good news is that 
there are signs of a peak in inflation.  A recession would most likely bring inflation down further, 
allowing central banks to loosen financial conditions or at least cease tightening them.



Consumers are becoming increasingly 
worried about inflation.  Inflation plus 
the corresponding interest rate hikes 
by central banks have put household 
budgets under pressure.
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Inflation



Around the world, most central banks have 
responded to high inflation by raising their 
policy interest rates.  This chart shows the 
interest rate response plotted against the 
inflation in each country.  In Canada, for 
example, inflation has increased from about 
5% to about 7.5%, and the interest rate has 
increased from 0.25% to 1.5%.

Japan and the Eurozone have yet to 
increase interest rates.  Inflation has 
remained low in Japan but is high in 
Europe.
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Inflation & Rate Hikes



10-year breakeven inflation 
expectations (the difference in yield 
between inflation-indexed bonds and 
nominal bonds of the same maturity) 
have fallen quite dramatically in the 
past few weeks, a sign that inflation 
could have peaked.  

This would generally be good news for 
the economy unless it is signaling that 
inflation will decline due to the 
economy entering a recession.

7 | Source: Bloomberg Professional, OceanFront Investment Counsel Inc.

Inflation Expectations



Sentiment is typically a contrarian 
indicator.  When it is extremely 
negative or bearish, it is a signal 
that markets may be near a bottom.  

In this case, consumer sentiment, as 
measured by the University of 
Michigan, is lower than at any point 
in the last 50 years.  Past extreme 
readings have been associated with 
double-digit 12-month forward 
returns in the S&P500.

8 | Source: JP Morgan Asset Management,  OceanFront Investment Counsel Inc.

Consumer Sentiment



Most years see a significant drop in the 
stock markets during the year.  The 
bars on the chart show the annual 
return of the S&P500, while the red 
dots show the intra-year drawdown, 
the lowest year-to-date return the 
index had during the year.

In many cases, the index staged a 
substantial rally after the low.  This 
year, we have experienced a 
drawdown of about 24% on the 
S&P500.

9 | Source: JP Morgan Asset Management, OceanFront Investment Counsel Inc.

Intra-Year Drawdowns



Dating back to 1928, the average return of 
the S&P500 index, excluding dividends, is 
about 8% per year.  During this period, the 
S&P500 has had a return close to the mean 
(7%-9%) only 3 times! It is much more 
common to experience a positive or 
negative return in the low double digits 
than a return between 7%-9%.  It is also 
more common to experience a very high 
annual return of between 24%-31% than 
the average return.

In investing, there is a wide range of 
outcomes, and the average of these 
outcomes rarely occurs.  Volatility is the 
price of admission for stock investors, but 
investors can expect strong returns from 
this asset class over the long term.

10 | Source: www.marcotrends.net, OceanFront Investment Counsel Inc.

S&P500 Calendar Year Returns
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Stock valuations based on forward 
earnings expectations of S&P500 stocks 
are now slightly cheap compared to their 
average of the past 25 years.

The key here will be if forward earnings 
expectations stay steady because if we 
enter a recession, we will likely see 
earnings expectations fall considerably.  
In such a scenario, stocks would appear 
to be expensive based on their current 
prices, and we would likely see prices fall 
even further to compensate for this.

11 | Source: JP Morgan Asset Management, OceanFront Investment Counsel Inc.

Price-Earnings Ratio



History of Bull and Bear Markets

12 | Source: First Trust Portfolios LP, OceanFront Investment Counsel Inc.

Bear markets are not fun to experience, but it is important to remember that markets have always recovered, and 
a new bull market has followed every bear market with plenty of opportunity.



One of the only bull markets recently 
has been in oil and energy stocks.  In 
the past, a high price of oil like we have 
now would lead Oil and Gas firms to 
increase spending and drill new wells to 
bring more product to market to sell at 
high prices.  This time around, there has 
been very little of this supply response 
to higher prices, with firms choosing to 
return cash to investors instead.  This 
suggests that any drop in oil price will 
need to come from a decrease in 
demand rather than an increase in 
supply.

Oil & Gas Capital Expenditure

13 | Source: Bloomberg Professional, OceanFront Investment Counsel Inc.
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