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The volatility that has plagued financial markets for some time now did not abate during the third quarter, quite the contrary. 
Indeed, after a spectacular equity rebound in the first half of the quarter, a hawkish speech by the chair of the Federal Reserve 
abruptly put an end to investors' renewed optimism. In the face of this umpteenth increase in hawkishness from the central bank, 
expectations of rate hikes rose sharply, despite the slowdown in inflation observed during the summer months. In the end, both 
stocks and bonds posted quarterly losses.  

Equities were lower in the third quarter as markets continued to digest higher inflation and interest rates globally.  Canadian assets 
once again clearly outperformed their peers. US markets fared relatively better than other foreign markets, as investors followed a 
strong USD relative to all other major global currencies. Emerging markets were weaker, driven primarily by a decline in Chinese
equities. China continues to suffer the twin effects of rolling lockdowns related to COVID and significant concerns around the 
property sector. Most major currencies depreciated between 6-8% relative to the US dollar in the quarter alone. From a sector 
standpoint, consumer areas with a discretionary aspect were weak as consumers reined in purchasing intentions in the face of 
greater inflation and lower disposable income. Other lagging sectors included interest-rate-sensitive real estate and 
telecommunications. Conversely, sectors that fared better included energy and financials.

It was another difficult quarter for bond markets, as interest rates rose dramatically along with rising inflation. The Bank of Canada 
delivered an outsized 1.00% increase in July and followed it up with a 0.75% increase in September to bring the overnight bank rate 
to 3.25%. The US Federal Reserve raised rates in two 0.75% announcements. The Canadian bond market eked out a positive return
in the quarter, in contrast to losses in the US Bond market. 

In the last two years, the driving force for economies and financial markets has been the dramatic volatility in inflation. Prior to the 
pandemic, the 10-year average for inflation in Canada was near 1.5%, and we just recently saw an 8.1% peak in the summer. 
Ultimately, we expect inflation to come down, next year as the embedded interest rate hikes and reduced fiscal stimulus lead to 
slower consumer spending. Canada is already seeing signs of inflation peaking on a monthly basis as growth slows.   

There is a greater than normal level of uncertainty surrounding the current assessment of market risks, but we believe that a large 
proportion of the risks seem to be reflected in the market. On the equity side, recent declines have moved equity valuations to 
attractive levels. While the prospect of a deeper than expected economic downturn remains a possibility, we are of the view that a 
good portion of this skepticism has now been priced in.
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As we move forward, the range of possible scenarios is wide as markets navigate an environment of rising interest rates and 
slowing economic growth. We believe what's most important is being disciplined in adhering to the variables that we can control, 
such as risk management, active management and asset allocation. Given the wide range of possible scenarios, we remain 
balanced in our approach in an effort to build resilience over the long-term and not being overly exposed to any one outcome.

We have prepared this commentary to give you our thoughts on various investment alternatives and considerations which may be relevant to your portfolio. This 
commentary reflects our opinions alone, and may not reflect the views of National Bank Financial Group. In expressing these opinions, we bring our best judgment and 
professional experience from the perspective of someone who surveys a broad range of investments. Therefore, this report should be viewed as a reflection of our informed 
opinions rather than analyses produced by the Research Department of National Bank Financial. The particulars contained herein were obtained from sources we believe to 
be reliable, but are not guaranteed by us and may be incomplete. National Bank Financial - Wealth Management (NBFWM) is a division of National Bank Financial Inc. (NBF 
Inc.), as well as a trademark owned by National Bank of Canada (NBC) that is used under license by NBF Inc. NBF Inc. is a member of the Investment Industry Regulatory 
Organization of Canada (IIROC) 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)


