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Market Comment

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

North American stock and bond markets bounced in July.  The TSX, S&P500 and Nasdaq 100 stock indexes rose 4.4%, 
9.1%, and 12.6% respectively, while the iShares Canadian Universe Bond Index ETF rose 3.7%.  These returns came 
despite the headwinds from the Bank of Canada and the Federal Reserve, who raised their policy interest rates by 1% and 
0.75% in July.  

For the most part, global markets still show large losses year-to-date.  Inflation is running high and central banks are 
reducing demand through interest rate hikes to attempt to bring it under control.  When interest rates rise, the cost of 
servicing debt increases, thus reducing the amount of discretionary income that households and businesses have.  In turn, 
this reduces the amount of credit and spending power in the economy, reduces demand for goods and services, and has a 
deflationary effect.  

One person’s spending is another’s income, so when everyone is spending less there is a negative effect on economic 
output, GDP, and a heightened risk of an economic recession.  One of the burning questions today is whether the central 
banks can calm inflation without pushing the economy into recession and, if they do, how bad the recession will be.

As unpleasant as bear markets are, we must remember that they are a natural part of the market cycle.  Temporary 
declines from market volatility are the price of admission for equity and balanced investors who can expect a materially 
higher long-term return than they would otherwise earn in “safe,” stable assets like GICs and cash.



Energy prices, shown here as a 
composite of crude oil, natural gas and 
other petroleum products, tend to be 
well correlated to industrial metals 
prices.  While industrial metals have 
fallen into a deep correction, energy 
has held up much better.  We will likely 
see either a departure from this 
correlation for a period of time or 
energy prices will “catch-down” to 
industrial metals.
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Energy versus Metals



Crude oil and gasoline prices have 
seen huge gains over the past year but 
have fallen significantly from the recent 
highs.  This is good news for prices at 
the pump and consumer budgets.
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Oil & Gas Returns



In June, about a third of the total 
inflation measure was contributed by 
energy prices.  After a big decrease 
from the recent highs in price, the 
contribution from energy to inflation in 
July should decrease significantly.

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

Inflation – US



As measured by CPI, month-over-
month increases in inflation have 
been consistently large in 2022.  
The latest estimate (as of August 
2) for the July inflation number 
from the Cleveland Federal 
Reserve is 0.27%, which would be 
the smallest number since January 
2021.

Cooling the overheated economy 
and high inflation has been the 
stated goal of central banks in 
raising interest rates.  A sustained 
decline in monthly inflation data 
could signal central banks to back 
off the rate hikes.

8 | Source: Federal Reserve Bank of St. Louis, Federal Reserve Bank of Cleveland,  OceanFront Investment Counsel Inc.

Inflation - US
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The Federal Reserve has increased its 
Federal Funds rate to a range of 2.25%-
2.5%.  The Fed projects that it will raise the 
rate to a high of 3.8% and then begin to 
reduce it, with the long-run rate projection 
at 2.5%.  This projection is based on their 
assumption that they will “win” the battle 
with inflation in the short run which will 
allow them to cut rates.  They expect 
inflation of 2.6% in 2023 and 2.2% in 2024.  

The stakes are very high here because if 
the Fed is wrong about inflation coming 
down in the short run, they will probably 
have to keep hiking rates to bring it down, 
which will put economic growth at serious 
risk.
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Interest Rates - US



Similarly, the Bank of Canada has raised its 
policy rate to 2.5%, with a 1% increase in 
July alone.

10 | Source: Bank of Canada, OceanFront Investment Counsel Inc.

Interest Rates - Canada
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The US has now seen two 
consecutive quarters of negative 
Real GDP growth, which is a 
common rule of thumb that a 
recession is underway, but a 
recession is yet to be formally 
declared by the authorities.  Real 
GDP growth is net of inflation; 
hence the US economy is still 
growing at a fast nominal pace, just 
slightly slower than inflation.

11 | Source: Federal Reserve Bank of St. Louis,  OceanFront Investment Counsel Inc.

GDP - US
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The chart shows the US Treasury yield 
curve, the market yield offered on US 
Treasury securities at various maturities, as 
of July 28, 2022 (blue line) and Dec. 31, 
2021 (gray line).  

Typically, short-term Treasurys yield less 
than long-term Treasurys because they 
carry less risk.  This was the case in Dec. 
2021.  As of July 28, 2022, several shorter 
dated yields were higher than 
corresponding longer-term yields.  The 
yields on the 1-7 year Treasurys are all 
higher than the yield on the 10 years.

This suggests that the bond market is 
expecting interest rates to be lower in the 
future than they are now, which 
commonly happens when the Federal 
Reserve cuts interest rates in a recession.  
This phenomenon has been a reliable 
indicator of an upcoming recession in the 
past.

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

Treasury Yield Curve



If a recession does occur or has already 
begun, the stock market will most likely 
bottom before the end of the recession 
when the prospects for the economy 
appear bleak.  

Historically on average, the S&P500 peaks 
six months before the recession begins and 
bottoms three months before it ends.  With 
the decline in stock markets we have 
experienced this year, it’s possible the 
market has already anticipated and priced 
in a recession or at least priced in a 
significant slowdown in economic growth.

13 | Source: etoro.com, OceanFront Investment Counsel Inc.

S&P500 During Recessions



In data dating back to the 1920’s, bear 
markets have averaged a decline of 
41%, while bull markets have returned 
an average of 162%.  Bear markets are 
unpleasant, but a new bull market 
always follows them.

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

Bull & Bear Markets



The chart shows the calendar year returns 
of the S&P500 (gray bars) and the intra-
year drawdown (red dots), the largest 
correction from high to low during the year.  
As you can see, it is common for stocks to 
have a significant correction during the 
year, often recovering most or all of the 
loss by year-end.  The S&P500 has lost 15% 
so far in 2022, after falling as much as 24%.

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

Stock Returns & Drawdowns



The chart shows calendar year returns 
and intra-year drawdowns for the 
Bloomberg US Aggregate Bond Index.  
As you can see, this year’s drawdown of 
13% is the worst on record in this data, 
while the index is now down 8% on the 
year.

Bond Returns & Drawdowns

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



17


