
 SEND TO A FRIEND   WEBSITE   BLOG     

FIRSTCAPITAL
FINANCIAL

WORLDSOURCE
FINANCIALMANAGEMENTINC

SponsoringMutualFundDealer

2022.12.28
 

2022 will go down in history as the year of the rate
shock(s). Financial markets are adjusting to higher
rates, but that doesn’t mean the chaos is over.
After a strong run from mid-October, stock
markets shed 5% in December, when the US
Central Bank increased interest rates by half a
percentage point. What’s more is that its
chairman, Jerome Powell, said that the Bank
would continue raising rates until it was confident
that inflation was moving towards its target of 2%.

The end of cheap money caused drama in markets in 2022. Investors are hopeful that things will settle
down, with ratecuts possible in the second half of 2023. The question is whether this optimism is
misplaced? There is precedent for a too-rosy view of things, as was seen back in the start of the year
where stock markets peaked in early January. Bond markets thought that the upper bound of the Fed’s
policy rate of 0.25% would rise by just over 0.75% percentage points by this time. As it is, the discount
rate stands at 4.5%.

The fierce tightening of monetary policy was the trigger for much of the turbulence that rocked finance in
2022. The collapse in tech prices was so violent that Meta (nee Facebook) has twice shed more than a
quarter its value in a single trading day. Tesla shares are down nearly 70% this year, as is Canada’s
formerly largest company by market capitalization, Shopify Inc.

Will things be calmer in 2023? Interest rates are higher across most of the rich world than they have been
for more than 15 years, so much of the rate shock may seem to be safely in the past. Inflation appears to
be abating, though many countries (particularly in Europe) are still struggling with high energy costs. That
said, investors who are betting that central banks are about to let up, may be sadly mistaken. The greater
likelihood is that interest rates will rise above 5% next year, and stay there. At least for a while.

In our view, this largely depends on whether America’s economy will experience a recession. When
economies contract, unemployment rises and prices fall. Both factors are de-inflationary, which could see
interest rate hikes replaced with rate cuts to stimulate economic growth. In the mean time, higher interest
rates will continue to impact the financial system beyond tech stocks and crypto-currencies. Prices have
yet to adjust in markets that are slower to mark down assets, such as private equity and property.

The rate shock(s) dominated financial markets in 2022, with little wonder that investors wish an end to it.
Yet the big debates about inflation and interest rates remain unresolved. The effects of higher rates have
yet to filter through to all corners of the financial system, and until they do, investors’ hopes for growth and
profits may be too rosy. Our view is that the volatility of 2022 will continue into the new year, and it will be
the second half of 2023 which will be determinative of where markets end up twelve months from now.

With just three trading days left in the year, we can say definitively that 2022 has proven to be challenging.
In spite of this, our model portfolios have held up well, avoiding one third to one half of the declines in the
S&P 500 index (the broadest measure of U.S. stocks). Whatever the next year holds in store for investors,
we remain confident in our asset allocations, and our decision to partner with Dimensional, EdgePoint,
Guardian Capital and Mackenzie Investments.

Thanks for reading our weekly Around-the-World blog all year long! Our hope is that you find it timely and
informative, and helps you understand your portfolio in a larger financial context. A more comprehensive
summary will be included with your year-end statements which you will receive in January.

Hope everyone had a wonderful Christmas and I wish you and your families a Happy New Year!

Martin
1-519-546-5088
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Mutual Funds and some Segregated Funds provided by the Fund Companies are offered by Martin
Weiler, a registered representative, through Worldsource Financial Management Inc., sponsoring mutual
fund dealer. Other Products and Services are offered through First Capital Financial Corporation.This
email and any attachments are intended only for the recipient(s) named in this email and may contain
personal and/or confidential information. If you have received this email in error, please email the sender
immediately, and delete the original email. Dissemination, distribution, or copying of all or any part of this
message by anyone other than the intended recipient(s) is not authorized.The information provided in this
email and/or attachment/s is solely for general and educational purposes and is based on the
perspectives and opinions of the owners and writers. It is provided with the understanding that it may not
be relied upon as, nor considered to be, the rendering of tax, legal, accounting, or professional advice.
Please consult an appropriate professional regarding your particular circumstances. References to third
party goods or services should not be regarded as an endorsement of those goods or services. All
information provided is believed to be accurate and reliable, however, we cannot guarantee its accuracy.
Commissions, trailing commissions, management fees and expenses all may be associated with mutual
fund investments. Please read the prospectus and/or the fund facts before investing. Mutual funds are not
guaranteed, their values change frequently and past performance may not be repeated.
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