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Canada Outlook
Turbulence and tightening define markets, but  
Canada still relatively well positioned in Q4 

Q3 review and outlook 
The third quarter opened with a sharp bounce in financial markets as stagflation 
fears from the first half of the year began to recede. But ultimately, the quarter 
was defined by turbulent markets in the face of central bankers continuing to 
tighten monetary policy.  

The Bank of Canada hiked its target for the overnight rate by 0.75 percentage 
points to 3.25% on September 7. The Bank is also continuing its policy of 
quantitative tightening. In a statement, the Bank said the global and Canadian 
economies are evolving broadly in line with its July projection. It sees global 
growth slowing to about 3.5% in 2022 and 2% in 2023 before strengthening to 
3% in 2024. It pointed to the effects of COVID-19 outbreaks, ongoing supply 
disruptions, and the war in Ukraine continuing to dampen growth and boost 
prices. 

At its September 20 meeting, the Federal Open Market Committee of the US 
Federal Reserve hiked the target range for the federal funds rate by 0.75 
percentage points to 3%-3.25%. The Fed sees the federal funds rate peaking at 
around 4.5% and remaining at that level through 2023, before declining 
gradually to around 3% by the end of 2025. These hikes are likely to take rates 
into restrictive territory for a sustained period—something Fed Chair Jerome 
Powell emphasized as being necessary to slow the economy down and bring 
inflation back under control. 

Evolving views on the probability of a recession  
in Canada 
The prospect of a recession in Canada in 2023 has risen. However, Canada will 
likely fare better than other developed economies. 

Canadian investors still have potential to weather 
volatility better than most 
On balance, we still see Canadian investors weathering the current volatility 
better than most, based on four positive factors: a strong job market, high 
consumer savings levels, solid corporate earnings, and robust commodity 
prices. 

However, we have tempered our views somewhat, as core inflation has 
remained higher and stickier than expected, despite overall inflation coming 
down from its recent highs. Canada’s annual inflation rate eased more than 
expected in August, but some sectors continued to post higher inflation 
numbers—food prices rose 11.9%, their fastest pace since 1981, according to 
Statistics Canada. Annual inflation rate slowed to 7% in August, below 
consensus forecasts of 7.3% and down from 7.6% in July. The overall easing 
was mainly driven by lower gasoline prices and slower gains in the  
shelter index. 

Key takeaways 

 The third quarter 
opened with a sharp 
bounce as stagflation 
fears from the first 
half of the year began 
to recede. 

 Ultimately, the quarter 
was defined by 
turbulent markets in 
the face of central 
bankers continuing to 
tighten monetary 
policy. 

 We still see Canadian 
investors weathering 
the current volatility 
better than most, 
based on four positive 
factors: a strong job 
market, high 
consumer savings 
levels, solid corporate 
earnings, and robust 
commodity prices. 

 The risk of a recession 
in Canada in 2023 has 
increased. 
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 Overall, we remain 
underweight domestic 
bonds and overweight 
Canadian equities. 

  We have a neutral 
weighting in US equities 
and are underweight in 
global equities. 

 We are underweight in 
emerging market 
equities and fixed 
income. 

 Global equity markets fell 
as the US Federal 
Reserve re-emphasized 
an almost “whatever it 
takes” approach to 
combatting inflation. 

 The hawkish Fed 
decision set the 
backdrop for the stock 
sell-off, but that was 
compounded by further 
rate hikes in the UK, 
Switzerland and Norway. 
Asian stock markets also 
moved lower. 

The US dollar rallied against the euro and  
pound sterling 
Both the euro and UK pound fell sharply against the US dollar in the third quarter 
amid Fed hawkishness and safe-haven demand for the greenback. Sterling’s 
underperformance reflected investor concerns about new British Prime Minister 
Liz Truss’s controversial plans to jump start economic growth with tax cuts and 
borrowing. The Canadian dollar remained one of the best-performing G-10 
currencies against the US dollar but still lost some ground to it. 

Investment strategy highlights 
The return potential of Canadian equities still looks more attractive than that of 
Canadian fixed income on a relative basis. Canadian equities also look 
competitive compared with equities in other countries, and we are finding 
selective opportunities that potentially represent good long-term investments.  

Overall, we remain underweight domestic bonds and overweight Canadian 
equities. We have a neutral weighting in US equities and are underweight in 
global equities. We are also underweight in emerging market equities and fixed 
income.  

Market highlights 
Global equity markets fell as the US Federal Reserve re-emphasized an almost 
“whatever it takes” approach to combatting inflation. Many investors are 
concerned that the Fed is remaining more hawkish for longer than anticipated. 
Updated US economic projections also showed lower growth, higher 
unemployment, and higher core personal consumption spending price index 
inflation. Fed Chair Jerome Powell also noted that the chances of a soft landing 
for the economy were diminishing. 

European equities posted losses on heightened fears of sharp monetary policy 
tightening and fresh escalations in the Russian invasion of Ukraine. The 
hawkish Fed decision set the backdrop for the stock sell-off, but that was 
compounded by further rate hikes in the UK, Switzerland and Norway. Asian 
stock markets also moved lower, amid heightened investor worries over global 
recession risks following hawkish central bank policy moves and rising bond 
yields. 

Fourth-quarter outlook: Inflation and interest rates 
remain primary drivers 
The number one market driver will remain inflation and its effect on interest 
rates. The main positive news is that a lot of negative news is already priced 
into markets. Recession fears, rate hikes, and the Russian invasion of Ukraine 
will continue to keep volatility at the forefront of investors’ minds. Market 
expectations are for the Bank of Canada to raise its target for the overnight rate 
to 4.25% and the US federal funds rate to be 4.5% in early 2023. 

.
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Source: HSBC and Bloomberg, as at October 11, 2022. Past performance is not an indication of future returns. 

Staying invested but with an emphasis on resilience 
and diversification 

Making short-term investment decisions in a challenging environment such as 
today’s is usually not prudent. Responding to short-term volatility by deviating 
from long-term investment plans rarely yields positive results. We encourage 
investors to stay invested, but with an emphasis on building resilience and 
diversification in portfolios.
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inflation and its effect on 
interest rates. 
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Important Information: 

All quoted returns are total returns as at September 30, 2022 in Canadian dollars. Sources include HSBC Global Research, 
Bloomberg, RIMES, Statistics Canada and the Bank of Canada. 

This document or video has been prepared by HSBC Global Asset Management (Canada) Limited (“AMCA”) and is 
distributed by and/or made available to clients of HSBC Investment Funds (Canada) Inc. (“HIFC”), HSBC Private 
Investment Counsel (Canada) Inc. (“HPIC”) and the HSBC InvestDirect division within HSBC Securities (Canada) Inc. 
(“HIDC”) (“we” refers to AMCA, HIFC, HPIC, and HIDC collectively). 

The contents of this document or video may not be reproduced or further distributed to any person or entity, whether in 
whole or in part, for any purpose or otherwise, without the prior written permission of AMCA. All non-authorised 
reproduction or use of this document or video will be the responsibility of the user and may lead to legal proceedings. 

The material contained in this document or video is for general information purposes only and does not constitute advice 
or a recommendation to buy or sell investments. Some of the statements contained in this document or video may be 
considered forward-looking statements which provide current expectations or forecasts of future events. Such forward-
looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results 
may differ materially from those described in such forward-looking statements as a result of various factors. We do not 
undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual 
results could differ from those projected in the forward-looking statements. This document or video has no contractual 
value and is not by any means intended as a solicitation, nor a recommendation for the purchase or sale of any financial 
instrument in any jurisdiction in which such an offer is not lawful. The views and opinions expressed herein are those of 
AMCA at the time of preparation and are subject to change at any time. These views may not necessarily indicate current 
portfolios' composition. Individual portfolios managed by AMCA primarily reflect individual clients' objectives, risk 
preferences, time horizon, and market liquidity. 

The value of investments and the income from them can go down as well as up and investors may not get back the 
amount originally invested. Past performance contained in this document or video is not a reliable indicator of future 
performance whilst any forecasts, projections and simulations contained herein should not be relied upon as an 
indication of future results. Where overseas investments are held, the rate of currency exchange may cause the value of 
such investments to go down as well as up. Investments in emerging markets are by their nature higher risk and 
potentially more volatile than those inherent in some established markets. Economies in emerging markets generally are 
heavily dependent upon international trade and, accordingly, have been and may continue to be affected adversely by 
trade barriers, exchange controls, managed adjustments in relative currency values and other protectionist measures 
imposed or negotiated by the countries with which they trade. These economies also have been and may continue to be 
affected adversely by economic conditions in the countries in which they trade. 

We accept no responsibility for the accuracy and/or completeness of any third-party information obtained from sources 
we believe to be reliable, but which have not been independently verified. 

This information has been prepared for informational purposes only and is not intended to provide and should not be 
relied on for accounting, legal or tax advice. You are advised to obtain appropriate professional advice where necessary. 

All products and services of HIFC, AMCA, HIDC and HPIC are only available for sale to residents of Canada, unless the 
laws of a foreign jurisdiction permit sales to its residents. Please contact an HSBC Mutual Fund Advisor or HPIC 
Investment Counsellor for more details. The contents of this report should not be considered an offer to sell or a 
solicitation to buy products or services to any person in a jurisdiction where such offer or solicitation is considered 
unlawful. 

Important Information about HSBC Global Asset Management (Canada) Limited (“AMCA”) 

HSBC Asset Management is a group of companies in many countries and territories throughout the world, including 
AMCA, that are engaged in investment advisory and fund management activities, which are ultimately owned by HSBC 
Holdings plc. AMCA is a wholly owned subsidiary of, but separate entity from, HSBC Bank Canada. 

Important Information about HSBC Investment Funds (Canada) Inc. (“HIFC”) 

HIFC is the principal distributor of the HSBC Mutual Funds and offers the HSBC Mutual Funds and/or the HSBC Pooled 
Funds through the HSBC World Selection® Portfolio service. HIFC is a subsidiary of AMCA, and indirect subsidiary of 
HSBC Bank Canada, and provides its products and services in all provinces of Canada except Prince Edward Island. 
Mutual fund investments are subject to risks. Please read the Fund Facts before investing.  

®World Selection is a registered trademark of HSBC Group Management Services Limited. 
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Important Information about HSBC Private Investment Counsel (Canada) Inc. (“HPIC”) 

HPIC is a direct subsidiary of HSBC Bank Canada and provides services in all provinces of Canada except Prince Edward 
Island. The Private Investment Counsel service is a discretionary portfolio management service offered by HPIC. Under 
this discretionary service, assets of participating clients will be invested by HPIC or its delegated portfolio manager, HSBC 
Global Asset Management (Canada) Limited (“AMCA”), in securities, including but not limited to, stocks, bonds, mutual 
funds, pooled funds and derivatives. The value of an investment in or purchased as part of the Private Investment 
Counsel service may change frequently and past performance may not be repeated. 

Important Information about HSBC InvestDirect (“HIDC”) 

HIDC is a division of HSBC Securities (Canada) Inc., a direct subsidiary of, but separate entity from, HSBC Bank Canada. 
HIDC is an order execution only service. HIDC will not conduct suitability assessments of client account holdings or of the 
orders submitted by clients or from anyone authorized to trade on the client’s behalf. Clients have the sole responsibility 
for their investment decisions and securities transactions.  

Copyright © HSBC Global Asset Management (Canada) Limited 2022. All rights reserved. No part of this publication may 
be reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, 
photocopying, recording, or otherwise, without the prior written permission of HSBC Global Asset Management (Canada) 
Limited. 

Past performance is not an indication of future returns. 
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