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Inflation and Interest Rates ~ Laurel Hickey & Garth Bluekens

What’s Inflation and Interest Rates Got To Do With It?

The last time we had interest rates as our What’s Blank
topic was February 2022 and quite a bit has transpired
since then. We wish that we weren't still in an uncertain
interest rate environment close to 2 years later, but since
thatis the reality of the current economic environment, we
want to be there to shed some light on the situation. To
begin, we can't talk about interest rates without discussing
the reason we are in this situation- inflation. Despite the
multiple interest rates hikes since last year, inflation and
consumer spending have proven to be resilient. This goes
against the historical reason that federal banks increase
interest rates in the first place, to discourage spending. In
National Bank Investments CIO Office October Asset
Allocation report, they look at consumer spending a bit
further. Since August 2021 there has been a trend of
households saving significantly less than usual. When
households are saving less, it is inevitable that they are in
turn spending more. Inflation does play a role in these
trends as inflation figures are not the same this year as they
were in 2020. When adjusting consumer spending and
saving data for inflation, it becomes a bit clearer that
households are not necessarily consuming more goods and
services than before 2020, but they are continuing their
same spending patterns without much regard for prices.!
We are seeing this with some of our clients as well. We have
discomfort with the higher prices we are seeing at the
grocery store or the cost of a flight, but we are still buying
the same food that we normally would or still booking the
trip. This is not without saying that a large portion of
Canadian are still feeling the effects of inflation and interest
rates and this remains at the core of why we need to bring
these numbers down.

Another interesting item to note is each demographic has
a different level of interest rate sensitivity. A Millennial for
example has seen interest rates less than 4% since their
early 20s. This could mean they have built their adult
lifestyle on this and why they have felt the fast-paced
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2 Economic News - Canada: Sigh of relief on the inflation front in September (nbc.ca |

increase in interest rates more strongly. Boomers on the
other hand were in an interest rate environment of close to
18% in the early part of their 20s. Boomers now are also
coming into retirement meaning they may have less debt
on their balance sheets and higher savings where they
benefit from these higher interest rates.

In recent months we have felt a flight sigh of relief. We are
beginning to see some cooling, as after two consecutive
months of inflation exceeding estimates, September’s
inflation numbers came in lower with Consumer Price Index
(CPI) decreasing 0.1%. This translates to an annual inflation
rate of 3.8%, down from 4.0% in August.? The Bank of Canada
has also paused on increasing rates at both the September
and October meetings.® This doesn't mean that future rate
hikes are off the table or that we are in the clear of avoiding
a recession, but it does potentially suggest we are on the
right track. Whether you have debt and are struggling with
higher interest rates, are feeling the effect of inflation on
your cash flow or if you are in a situation where you want
to take advantage of higher rates with your savings, we are
here for you. Interest rates and inflation go hand in hand
with your investments and financial plan and discussing
these items are part of our service offering!

3 Policy interest rate - Bank of Canada


https://www.nbinvestments.ca/content/dam/bni/publication/cio-office/asset-allocation-strategy.pdf
https://www.bankofcanada.ca/core-functions/monetary-policy/key-interest-rate/
https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/nouvelle-eco/economic-news-cpi.pdf
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Your Investment Policy MAXIMUM GROWTH PROFILE:

You want to maximize the growth of your

investments by investing all or most of your

portfolio in equities. In doing so, you accept a Int'l Equity ..
higher level of risk and change in the value of your 13%
investment in the hope that your returns will

ultimately be higher. If you feel that your risk

tolerance is shifting, please let us know!

Source: Thisinformation is forillustration purposes and subject to change. Your portfolio may not hold all of these positions. We enhance the composition
of your portfolio with additional equity solutions that are notillustrated. The weightings change with market fluctuations and model rebalancing.
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National Bank Financial - Wealth Management (NBFWM) is a division of National Bank Financial Inc. (NBF), as well as a trademark owned by National Bank of Canada (NBC) that is used under
license by NBF. NBF is a member of the Canadian Investment Regulatory Organization (CIRO) and the Canadian Investor Protection Fund (CIPF), and is a wholly-owned subsidiary of NBC, a public
company listed on the Toronto Stock Exchange (TSX: NA). The information contained herein has been prepared by Laurel Hickey a Wealth Advisor and Portfolio Manager at NBF. | have prepared
this report to the best of my judgment and professional experience to give you my thoughts on various financial aspects and considerations. The opinions expressed herein, which represent my
informed opinions rather than research analyses, may not reflect the views of NBF. The particulars contained herein were obtained from sources we believe to be reliable but are not guaranteed
by us and may be incomplete. The securities or sectors mentioned in this letter are not suitable for all types of investors and should not be considered as recommendations. Please consult your
Wealth Advisor to verify whether the security or sector is suitable for you and to obtain complete information, including the main risk factors. Some of the securities or sectors mentioned may not
be followed by the analysts of NBF. Unit Values and returns will fluctuate, and past performance is not necessarily indicative of future performance. The present document may not be reproduced
eitherwholly orin part. It must not be distributed or published or be mentioned in any way whatsoever. No mention of the information, opinions and conclusions it contains may be made without
the express written pre-approval of NBF for each instance.



