
Market Overview

The first half of 2022 has seen broad declines to both equity and fixed-income markets as investors continued to 
digest the new rising rate environment. The central banks have taken particularly aggressive moves in raising interest 
rates to help curb persistently high inflation, to the surprise of some market participants. By the end of August, the 
Bank of Canada had raised interest rates four times since the start of the year, taking the overnight rate from 0.25%, 
where it stood since March of 2020, to 2.5% — its highest since the global financial crisis almost 15 years ago. 

One of the expected outcomes of raising rates is that it will 
slow economic growth, which will lead to lower inflation rates. 
While aggressive rate hikes have arguably been needed to 
temper significant inflation — many have criticized the central 
banks for waiting too long in their fight against inflation — 
there has been continued worry that the rapid pace will 
ultimately lead to a recession. Yet, recessions come in different 
lengths and intensities and there is hope that continuing 
strong labour markets and relatively resilient household wealth 
positions, among other factors, can support a “soft landing” 
scenario in which growth will not be slowed too much and 
prices will cool to the right level.

Over the summer, the U.S. reported its second successive quarter of declining gross domestic product (GDP), which 
commonly defines a recession. However, the U.S. declared otherwise with the data painting a different picture: strong 
job growth, sustained yet moderate manufacturing growth, robust corporate earnings and continued consumer 
spending. In the first half, Canada’s GDP growth led the G20 (Group of 20, which comprises some of the world’s 
largest economies). Our resilience has largely been due to the strong resources sector benefiting from high commodity 
prices, as well as solid household wealth and robust consumer spending; like the U.S., the labour market remains strong 
and many Canadians continue to have excess savings.  

There may be early signs that inflation has peaked in 
both Canada and the U.S. There are a variety of positive 
disinflationary signals: commodities prices, notably energy, 
have moderated, supply chains have been correcting 
themselves and certain pricing pressures appear to be easing. 
Data released over the summer indicated that Canadian 
headline inflation eased for the first time in 13 months in 
July and core inflation measures appear to have plateaued. 
Similarly, in the U.S., core inflation eased in the second quarter. 
This helped to fuel a short period of reprieve when the equity 
markets rallied with the hope that peak inflation might mean 
the central banks would abandon their aggressive tightening 
policies. However, this optimism quickly faded when the Fed 
warned it would continue on its stated path to halt inflation.
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OECD GDP growth remains weak in the second quarter of 2022  
 

In the second quarter of 2022, gross domestic product (GDP) in the OECD rose by 0.3% quarter-on-quarter according to 
provisional estimates, equal to the growth in the previous quarter (Figure 1).  

In the G7, quarter-on-quarter GDP growth increased slightly in Q2 2022, by 0.2%, compared with zero growth in Q1 2022. 
This result reflects a mixed picture. On the one hand, GDP growth was negative in the United States and the United 
Kingdom (both minus 0.1%), and GDP growth in Germany slowed down sharply (0.1% compared to 0.8% in the previous 
quarter). On the other hand, growth turned positive in Japan and France (0.5%) and picked up pace in Italy (1.0%) and 
Canada (1.1%).  

Five G7 countries have already published preliminary detailed GDP estimates, allowing for an analysis of the factors 
that weighed on GDP growth in Q2 2022. Net exports (exports minus imports) were the main driver of the positive GDP 
growth in France. Net exports also made a positive contribution in the United Kingdom and the United States, but this 
was offset by decreases in inventory investment (destocking) in both countries and by contractions in investment in the 
United States and in government consumption in the United Kingdom. On the contrary, net exports contributed 
negatively to GDP growth in Germany, while private consumption and government consumption had a positive impact. 
In Japan, destocking made a negative contribution to GDP growth, but this was more than offset by an increase in private 
consumption.  

Among other OECD countries for which data are available for Q2 2022, the picture was also mixed. Of the countries 
closest to the war in Ukraine, Poland moved from GDP growth of 2.5% in Q1 2022 to a contraction of 2.3% in the following 
quarter. In Q2 2022, Latvia and Lithuania also saw a change from positive GDP growth to contraction (minus 1.4% and 
minus 0.4% respectively), while growth in Hungary slowed from 2.1% to 1.1%. However, GDP growth increased in several 
European countries in Q2 2022, including the Netherlands, which saw an increase of 2.6%, Sweden (1.4%), Spain (1.1%), 
Norway and Denmark (both 0.7%), and Finland (0.6%). Among other OECD countries further from the conflict, Israel 
recorded the strongest GDP growth (1.7%), followed by Mexico (1.0%). 

Italy and Japan exceeded their pre-pandemic (Q4 2019) levels of GDP for the first time in Q2 2022, by 1.0% and by 0.2%, 
respectively. Furthermore, Germany reached its pre-pandemic level for the first time. This means that as of Q2 2022 all 
G7 countries are now recording GDP levels equal to or exceeding pre-pandemic levels (Figure 2). 

       Figure 1 – Gross domestic product (quarter-on-quarter change) 
      Percentage change on the previous quarter, seasonally adjusted data 

 
* In Q1 2022, G7 and Japan recorded zero growth. 
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Canada Leads G20 in Growth
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Indeed, investor fears over the uncertain path forward have 
been largely responsible for the recent volatility we have 
seen in the equity markets. Consider that the hawkish 
message delivered by Chair Powell in his eight-minute speech 
at the U.S. Federal Reserve’s meeting in late August was 
enough to cause the U.S. markets to post a decline of over 
three percent in the day, despite nothing else changing. 

Have we seen the bottom? We expect to see continued 
economic slowing as the effects from the continuing rate 
hikes will be lagging. This will no doubt lead analysts to cut 
price targets and companies to revise their earnings lower. 
However, the current fundamentals make for a possible case 
that we may be approaching the market trough. After all, 
markets are a forward-discounting mechanism — a leading indicator — and almost always “bottom” well ahead of 
the real economy.

Portfolio Commentary

The chart represents the balanced growth portfolio’s 
sector allocation.

For a number of quarters, we have been suggesting the 
inevitability of a rising rate environment, largely driven 
by the central banks having to contend with inflationary 
pressures across the global economy. For fixed income, 
investors will recall that bonds have an inverse relationship 
to interest rates: when rates rise, bond prices generally 
fall to compensate for the fixed coupon rate paid by 
the bond. As such, there are risks with holding longer 
duration bonds during periods in which rates are rising. 
For equities, valuations generally go down because the 
future value of cashflows is lower when a higher discount rate is used — this is especially true for the way growth 
stocks are valued. Company profitability may also be hampered by slower economic growth, which can also affect 
earnings expectations. As such, we have been prepared for the cooling of the high-growth sector. 

In March, we rebalanced our portfolios to further account for changing market dynamics and the impact of a more 
rapidly rising rate environment. This involved altering the fixed-income component of the portfolios, as well as 
adjusting our core equity positions. For our fixed-income allocation, we reduced exposure to public investment-
grade debt and other more traditional yield-based assets, increasing our allocation towards the Premium Income 
Fund, given its stability, diversification and reduced correlation to the broader markets. For equities, we trimmed 
our positions to take profits in some large-cap tech positions, including Amazon, Apple and Google, as well as  
Costco and closed out our position in Disney. We remain overweight to financials and have increased our 
geographic bias towards Canada, as we believe that Canadian equities will continue to outperform their global 
counterparts. So far in 2022, this continues to be the case. Given the downward pressure on both equity and 
fixed-income assets this year, alternative asset class exposure has also been key for effective diversification in 
our portfolios, as well as to benefit from both the upside and downside in the markets. 
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Tug-of-war… 

The tug-of-war between bulls and bears continued 
throughout August, with U.S. equities initially
building up on the upward momentum that began in 
July, only to pull back and close the month lower
(Chart 1).

All in all, it was still the more bullish investors who 
gained the upper hand over the hot summer
months. Both stocks and bonds recorded gains
between July and August, although the vast 
majority of market segments remain down year-to-
date (Chart 2).

Who will win the next round? It’s impossible to know
with certainty as the range of possible scenarios
remains unusually wide. But in order to get some 

1 The Atlanta Fed calculates a "sticky" inflation index which represent
prices that tend to change slowly and thus primarily in response to 

clarity, we dedicate the remainder of this report to a 
brief overview of both the bullish and bearish 
theses, while remaining as factual as possible. In
sum, this balancing act leads us to conclude that, 
despite some good news on the inflation and 
employment fronts recently, the accumulation of 
cautionary signals from key leading indicators
warrants a more defensive asset allocation on a
tactical horizon.

… between Bulls…

At the core of the more favourable scenario for
markets is the prospect of a swift slowdown in 
inflationary pressures. For now, this is essentially
what inflation-linked derivatives are discounting,
with the U.S. Consumer Price Index (CPI) expected 
to fall from 8.5% to 3.1% over the next year
(Chart 3).

While such a quick pullback may seem delusional, it 
must be noted that the most recent inflation data 
tend to support this thesis. It's easy to get lost in the 
numbers here, but if we look at a measure that 
properly represents fundamental1 (and, therefore,
more important to the Fed) inflationary pressures, 
we see an annualized monthly pace of 2.5%. This is
the lowest rate since September 2021, and is also 
in line with its historical average. On the more 
volatile side (think food and energy prices, 

long-term inflation expectations. We present the measure excluding 
lodging given the lagged nature of these prices.

1 | Tug-of-war between Bulls and Bears

CIO Office (data via Refinitiv). 
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Outlook Ahead

The inflation story is far from over — as are the monetary policy practices of the central banks — and we are likely to 
see elevated inflation that exceeds central bank targets over the near term. With slower economic growth, investors 
should also expect downward earnings revisions, as analysts cut price targets to discount the effect of higher prices 
and higher interest rates throughout the economy. However, should inflation moderate by the middle of 2023, the 
central banks will have enough room to lower rates if need be.

Despite slower growth, if the labour markets can continue to remain robust and cushion the effects of higher 
interest rates, we remain optimistic that a full-blown recession can be averted in Canada. Certainly, the prospects 
for a softer landing appear much greater for Canada, compared to other nations such as those in Europe, which 
continue to struggle with skyrocketing inflation, high unemployment and an energy crisis that is only expected 
to get worse as the winter months arrive. Canada has the enviable position of being a net exporter of food 
and energy, as well as having comparatively strong public finances, which continue to provide a solid economic 
buffer. These and other factors lead us to believe that Canadian equities will continue to outperform their global 
counterparts well into 2023. We expect that the U.S. will outperform developed Europe and Asia, two regions that 
face ongoing and significant geopolitical challenges. 

With the continuing uncertainty, investors should also expect continued volatility. However, while market declines are 
never easy to endure, they are a normal part of the investing cycle. And, investors may be wise to remember that 
they are most often followed by periods of strong returns. In looking at market corrections of 10% or more on the 
S&P 500 Index since 1980, the average one-year return from the low of the correction is 23% and the average two-
year return Is 37.5%. Periods of retrenchment have always been followed by new growth, economic expansion and 
improved equity values. There is little reason to expect otherwise in this cycle.



Disclaimer
Readers should ensure that their individual circumstances have been considered and that if they do take any action, such action is taken based on the most applicable 

and most available information. This document contains certain forward-looking statements and forward-looking information, within the meaning of applicable 

securities law, which are based on current expectations, estimates, projections, assumptions and beliefs. By their nature, forward-looking statements involve a 

number of risks and uncertainties, because they relate to future events and circumstances and there are many factors that could cause actual results and developments 

to differ materially from those expressed or implied by these forward-looking statements. The forward-looking statements and forward-looking information are not 

guarantees of future performance and involve known and unknown risks, uncertainties and other factors that may cause actual results or events to differ materially 

from those anticipated in the forward-looking statements and information. Therefore, actual future results and trends may differ materially from what is forecasted 

in the forward-looking statements due to a variety of factors. Optimize Inc. (“Optimize”) does not and cannot guarantee the future performance of your Account or 

the success of any investment decision or strategy that it may use or suggest. Optimize makes no promise that the investments recommended to you will be 

profitable or will not lose you money. The investments Optimize may recommend are subject to various market, currency, economic, political and business risks. 

Investing involves a high level of risk and the securities in which your Account invests may be volatile and may depreciate rapidly. Investing using leverage involves a 

higher degree of risk and should not be undertaken without a complete awareness and acceptance of the additional risks involved. Your Account may deviate from 

any one Model Portfolio and its performance at any point in time for a variety of reasons. Your Account may not be assigned to any one specific Model Portfolio. Two 

or more Accounts which are managed according to the same Model Portfolio can have different performance returns for a variety of reasons, mainly stemming from 

the fact that you are not purchasing fund units in the same fund but rather you are having your Accounts managed on a separate basis. Furthermore, if you and 

Optimize agree to hold investments in your Account which are not held in the Model Portfolio assigned to your Account, or are not recommended by Optimize, or 

are not held in the Model Portfolio assigned to your Account in the same proportions as your Account, then your Account will have a different performance than the 

Model Portfolio assigned to your Account, either higher or lower, or could exhibit poor performance and Optimize shall not be responsible. All returns presented as 

hypothetical are hypothetical and are back-tested. As such, any returns marked as hypothetical do not represent the investment performance of actual Accounts of 

any investors. Optimize Inc., doing business as Optimize or Optimize Wealth Management, is the investment manager to the Optimize Premium Income Fund, the 

Optimize Core Equity Fund, the Optimize Growth Equity Fund and any funds within the Optimize Pooled Funds or within the Optimize Private Opportunity Program 

(collectively, the "Funds"). This brochure is not a complete description of the Optimize Private Opportunities Program (OPOP) or of the Funds. Prior to making a 

decision to invest in the OPOP or any of the Funds, you should review the Confidential Offering Memorandum of the Optimize Pooled Funds (the “Offering 

Memorandum”), access to which has been provided together with this brochure. An investment in the OPOP or any of the Funds is speculative and is not intended 

to be a complete investment program. Risk factors, fees, and conflicts of interest associated with the Funds are disclosed in the Offering Memorandum and should 

be reviewed prior to making an investment decision. The Funds are offered on a private placement basis pursuant to the Offering Memorandum and are only available 

to investors who meet certain eligibility or minimum purchase amount requirements under applicable securities legislation. The Offering Memorandum contains 

important information about the Funds, including their investment objectives and strategies, purchase options, applicable management fees, performance fees, other 

charges and expenses, and should be read carefully before investing. Please contact your personal Optimize advisor on your particular circumstance. This 

communication does not constitute an offer or solicitation to purchase securities of the Funds. The information contained herein does not constitute an offer or 

solicitation by anyone in the United States or in any other jurisdiction in which such offer or solicitation is not authorized or to any person to whom it is unlawful to 

make such an offer or solicitation. Prospective investors who are not resident in Canada should contact their financial advisor to determine whether securities of the 

Funds may be lawfully sold in their jurisdiction. The opinions, estimates and projections ("information") contained within this report are solely those of Optimize Inc. 

and are subject to change without notice. Optimize Inc. makes every effort to ensure that the information has been derived from sources believed to be reliable and 

accurate. However, Optimize Inc. assumes no responsibility for any losses or damages, whether direct or indirect, which arise out of the use of this information. 

Optimize Inc. is not under any obligation to update or keep current the information contained herein. The information should not be regarded by recipients as a 

substitute for the exercise of their own judgement. Please contact your personal Optimize advisor on your particular circumstances. Views expressed regarding a 

particular company, security, industry or market sector should not be considered an indication of trading intent of the Funds or the OPOP. These views are not to be 

considered as investment advice nor should they be considered a recommendation to buy or sell. The Funds are generally exposed to the following risks. See the 

offering memorandum of the Funds for a description of these risks: nature of investment; securities laws; equity risk; lack of liquidity; availability of investments; 

reliance on the manager; allocation of personnel; exchange rate fluctuations; accounting and disclosure standards; limited information; future trading; changes in laws 

or regulations; use of leverage; distributions in kind; recourse to the funds' assets; unitholder liability; indemnification; environmental liabilities; effects of bankruptcy; 

investments in public companies; unit holders will not participate in management of the funds; management fee; fees for service; performance fees; diverse investor 

group; co-investment opportunities; no separate counsel; limited remedies against the manager; use of placement agents; cash management policy; taxation of fund 

and unitholders; fluctuation in NAV; potential conflicts of interest; cyber security risk; counterparty risk; subscription and redemption price based on unaudited data; 

valuation of the underlying funds' assets and liabilities; competitive market for investment opportunities; management fund capital; limited information regarding the 

portfolio companies; reliance upon borrowed funds; investments in less established companies; investment in restructurings of distressed companies; dependence 

on key management personnel; available opportunities and competitive marketplace; bridge financing; risks upon dispositions of investments; risk arising from 

provision of managerial assistance; difficulty in valuing investment portfolio; operating company board participation; investments in small and middle-market 

companies; minority investments; need for follow-on investments; special risks associated with offshore investments; general economic conditions; new strategies; 

illiquidity of investments.
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