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Q1 review and outlook
Investment markets continue to endure heightened volatility as the geopolitical crisis
between Russia and Ukraine unfolds. At this stage, there are many uncertainties about
how events will play out, and we are monitoring the evolving situation very closely.
Europe is expected to be the most affected region, reflected in the sharper rise in
European gas prices and the likelihood of greater effects on investor confidence given its
proximity to Ukraine and Russia.

Key takeaways:
•

At this stage, there
are many
uncertainties about
how geopolitical
events will play out,
and we are
monitoring the
evolving situation
very closely.

•

Canada’s strong
energy sector is well
placed to ride out the
volatility and post
positive growth
numbers.

•

We do not forecast a
serious bout of
stagflation.

Meanwhile, the US dollar and gold have all rallied, while crypto assets have fallen, and
credit spreads have widened. Energy prices have been notably stronger, with oil rising and
natural gas prices spiking.
Weaker exports to Russia and Ukraine are also likely to be an issue for some central and
eastern European economies. Higher food prices will have bigger economic impacts in
many emerging markets. As always, there will be relative winners and losers from higher
energy prices, with net energy importers suffering the most. Canada’s strong energy
sector is well placed to ride out the volatility and post positive growth numbers.

Growth and inflation may not improve until later in 2022, but we don’t
forecast stagflation
While the stagflation tone to economic data—lower expectations for GDP growth and
profits, along with high inflation—is a concern, we do not forecast a serious bout of
stagflation.
Stagflation scenarios point to a mix of heightened geopolitical tensions, high inflation, and
policy hikes creating parallels with the 1970s oil shocks and corresponding stagflation. But
encouragingly, the key difference today is a more supportive role from central banks even
as they raise rates from very low levels. Although rates are rising, there is room for a
slower pace if necessary. This allows room for markets to rebound, as they have
traditionally done following geopolitical shocks.
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Canadian investment strategy and market highlights
Investment strategy highlights

•

A defensive allocation
in today’s
environment means a
selective approach to
investing.

•

We caution against
going into cash given
the current backdrop
of high inflation.

•

The S&P/TSX
Composite Index was
up 3.82% in the first
quarter.

•

The FTSE Canada
Universe Bond Index
finished the first
quarter down 6.97%.

A defensive allocation in today’s environment means a selective approach to investing. A
defensive allocation is more than asset allocation, it looks for stocks and bonds with
specific qualities that could help reduce the volatility of returns. One technique, for
example, is to target stocks with lower levels of historic volatility.
However, while a defensive asset allocation is appropriate, we are remaining invested and
modestly overweight equities. We would also caution against going into cash given the
current backdrop of high inflation. We are bracing for continued volatility, being realistic
about investment returns, and focusing on the long run. Being defensive and selective is
encouraging our focus on the value and quality of the securities we select and hold.
During the first quarter, Canadian equities continued to outperform, with the S&P/TSX
Composite Index trading at six-month highs, while the S&P 500 Index had yet to return to
levels seen at the end of 2021. In addition, equity valuations in Canada have moved from
reasonable to attractive levels. Overall, the return potential of Canadian equities still looks
more attractive than that of Canadian fixed income on a relative basis. Within fixed
income, we favour provincial bonds over Government of Canada bonds.

Market highlights
Canadian equities, as measured by the S&P/TSX Composite Index, were up 3.82% in the
first quarter and up 20.19% over the last 12 months. Canadian bonds, as measured by the
FTSE Canada Universe Bond Index, finished the first quarter down 6.97% and were down
4.52% over the last 12 months.
S&P/TSX Composite Index and Sector Performance
(period ended March 31, 2022)
3-Month

1-Year

3-Year*

5-Year*

10-Year*

S&P/TSX Composite Index

3.82%

20.19%

14.15%

10.34%

9.08%

Healthcare

-8.51%

-46.70%

-30.31%

-8.74%

-12.93%

Information Technology

-35.45%

-22.72%

21.85%

22.95%

19.85%

Materials

20.09%

34.10%

20.00%

11.53%

2.88%

Consumer Staples

5.37%

25.74%

11.62%

10.50%

15.70%

Consumer Discretionary

-7.70%

-2.78%

10.34%

7.28%

12.61%

Communication Services

8.83%

26.76%

10.30%

9.87%

11.37%

Real Estate

-4.70%

19.10%

7.66%

9.72%

10.82%

Utilities

4.96%

13.29%

16.95%

11.80%

9.31%

Industrials

3.86%

13.51%

15.54%

14.53%

15.54%

Financials

2.16%

22.44%

15.92%

11.29%

12.38%

Energy

28.72%

59.27%

13.99%

6.61%

3.92%

*Compound annual rate of return. Source: Bloomberg as at March 31, 2022. Performance stated in
Canadian dollar total returns.
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2022 outlook: Despite worsening growth and inflation, picture still looks
favourable overall
Central banks firmly in tightening cycle as inflation continues rising

•

Market participants
now expect the Bank
of Canada and the US
Federal Reserve to
increase rates
significantly before
year-end.

•

In Canada, consumer
price inflation hit
5.7% in February, and
remains well above
the Bank of Canada’s
target range.

•

Our second-quarter
outlook expects
volatility will persist,
but overall economic
growth should
continue trending
well.

Market participants now expect the Bank of Canada and the US Federal Reserve to
increase rates significantly before year-end. At its April 13 meeting, the Bank of Canada
raised rates by half a percentage point. The last time there was more than a quarter
percentage point rise was May 2000. Upward revisions to inflation and downward
revisions to growth both reflect continued supply-chain difficulties and higher commodity
prices.
The driving force behind the change in the Fed’s policy outlook is higher-for-longer
inflation than the Fed had been expecting, rather than reflecting a stronger growth
outlook. Indeed, Chair Jerome Powell noted the committee is acutely aware of the need to
return to price stability, given that it now expects core personal consumption
expenditures inflation to remain above 4% throughout 2022. In Canada, consumer price
inflation hit 5.7% in February, and remains well above the Bank’s target range. Price
increases have become more pervasive, and measures of core inflation have all risen.
While markets may be troubled by the thought of central banks raising rates, we
encourage investors to consider that these moves from policymakers show their
increasing confidence that the long-term trajectory of economic growth still points to less
need for stimulus. The recent federal budget echoed this sentiment when it signalled that
pandemic supports will be withdrawn. It is also important to remember that on a historical
basis interest rates are rising from an extremely low base.
Bank of Canada Policy Rate Expectations (%)
04-Apr-22

2yr Forward (04-Apr-22)
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Source: HSBC and Bloomberg, as at April 4, 2022. Any forecast, projection or target contained in this presentation is for
information purposes only and is not guaranteed in any way. Past performance is not an indication of future returns

Our second-quarter outlook expects volatility will persist, but overall economic growth
should continue trending well. Making short-term investment decisions in a challenging
geopolitical environment is usually not prudent. Responding to short-term volatility by
deviating from long-term investment plans rarely yields positive results.
We remain keenly focused on the long term and recommend clients remain invested,
given the solid fundamentals we expect will carry the markets through 2022.

Important Information:
All quoted returns are total returns as at March 31, 2022 in Canadian dollars. Sources include HSBC Global Research, Bloomberg, RIMES, Statistics
Canada and the Bank of Canada.
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The material contained in this document has been prepared by HSBC Global Asset Management (Canada) Limited and is based on sources believed
to be reliable. However, we have not independently verified such information and make no guarantee, representation or warranty and accept no
responsibility or liability as to its accuracy or completeness. Opinions expressed herein are subject to change without notice and this information is
not intended to provide professional advice and should not be relied upon in that regard. You are advised to obtain appropriate professional
advice where necessary and should consult your investment representative before considering a specific transaction. This document is not an offer
to sell or the solicitation of an offer to purchase or subscribe for any investment.
Some of the statements contained in this document 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.
HSBC Global Asset Management (Canada) Limited (“AMCA”) is a wholly owned subsidiary of, but separate entity from, HSBC Bank Canada. AMCA
provides its services as a dealer in all provinces of Canada except Prince Edward Island and also provides services in Northwest Territories. AMCA
provides its services as an advisor in all provinces of Canada except Prince Edward Island.
The S&P/TSX Index is a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use by HSBC Global Asset Management
(Canada) Limited. Copyright © 2022 by S&P Dow Jones Indices LLC, a subsidiary of the McGraw-Hill Companies, Inc., and/or its affiliates. All rights
reserved. Redistribution, reproduction and/or photocopying in whole or in part are prohibited without written permission of S&P Dow Jones
Indices LLC. For more information on any of S&P Dow Jones Indices LLC’s indices please visit www.spdji.com (http://www.spdji.com). S&P® is a
registered trademark of Standard & Poor’s Financial Services LLC and Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC.
Neither S&P Dow Jones Indices LLC nor its affiliates make any representation or warranty, express or implied, as to the ability of any index to
accurately represent the asset class or market sector that it purports to represent and neither S&P Dow Jones Indices nor any of its affiliates or
third party licensors shall have any liability for any errors, omissions, or interruptions of any index or the data included therein.
All rights in the FTSE Canada Universe Bond Index (the “Index”) vest in the relevant LSE Group company which owns the Index. FTSE Canada
Universe Bond Index is a trademark(s) of the relevant LSE Group company and is/are used by any other LSE Group company under license.
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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