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Global macro update
•  2022 and 2023 Canada GDP growth forecasts dropped significantly in June after Q1 GDP disappointed (+3.1% vs. 4.8% 

expected) due mainly to an unexpected decline in real exports. But real-time economic indicators remained solid as a rock in 
June. Canada’s Purchasing Manager’s Index rose, its jobs number beat estimates (+39.8k vs. 27.5k expected), housing starts 
rose and retail sales growth was stronger than expected. 

•  2022 China GDP growth forecasts were revised down in June and are now sitting a full percentage point below the government’s 
5.5% growth target for the year. Mackenzie’s Mid-Year Outlook highlighted the implausibility of China reaching its growth 
target. A few years ago, China could simply amplify domestic lending as much as needed to reach its target. But in 2022, the 
country faces two constraints. First, credit-driven stimulus has been ineffective this year, with the economy shuttered. Second, 
the government is wary of expanding credit in an already over-levered economy.
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2022 inflation forecast (%, consensus)
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Notes: Average growth and inflation forecasts from Consensus Economics as of June 30, 2022.

https://www.mackenzieinvestments.com/content/dam/mackenzie/en/mutual-funds/mi-blue-book-mid-year-en.pdf


Capital markets update
•  Global equity prices dropped sharply towards the middle of June on bets of additional rate hikes from the Fed, after May 

inflation came in hotter than expected. On June 1, the market was pricing in a Fed policy rate of ~3% in early 2023. Two weeks 
later, they were pricing in a rate just shy of 4% for the same period.

•  The Japanese yen continued its depreciation trend in June, with the Bank of Japan sticking to its policy of capping 10-year yields 
at 0.25%. While oil prices drove Japan inflation up to 2.5% year-on-year, core inflation remains below target at 0.8%.

•  Oil prices slumped in May, as recession fears weighed on the growth-sensitive commodity. But we saw no sign of improvement 
in the acute supply-demand mismatch in oil markets. Total crude oil inventories in the US dropped for the eighth month in a 
row. Releases from the US Strategic Petroleum Reserve continue but are insufficient to plug the hole from the slow ramp up 
in global oil production. US shale oil extraction capacity is inching up, but the shale industry remains below its pre-pandemic 
production levels. With China, the world’s largest consumer of oil, in the process of reopening its economy, the oil market 
should remain tight into the second half of 2022.
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Notes: Financial data from Bloomberg as of June 30, 2022. Total return equity indices are in local currencies, except MSCI EM, which is denominated in USD.



What we’ll be watching in July
July 13: US nonfarm payrolls
•  The US economy created 390k in May, exceeding the average forecast of 294k. Unemployment claims have recently reached a floor, 

after continuously declining since the start of the pandemic. This suggests that job gains could be more muted going forward.

•  In their recent Summary of Economic Projections, the Federal Reserve projected that the unemployment rate would inch up 
from 3.6% today, to 3.8% in Q4.

July 13: Bank of Canada rate decision
•  The 7.7% CPI inflation reading for May all but locked in a 75 bps hike at the Bank of Canada’s next rate-setting meeting. That 

would bring the BoC’s overnight rate up to 2.25%, entering the range of 2%-3% defined by the Bank of Canada as “neutral” – 
neither expansionary nor contractionary for the economy. While 2.25% could realistically be a neutral rate in the long term, it 
would probably still be below neutral in the current context, given the current high inflation rate and perky inflation expectations. 

July 18: Canada June housing starts
•   There is generally a lag between interest rate hikes and their effect on the economy. But some sectors feel the weight of higher 

rates faster than others, notably the residential construction sector. 

•  While home sales have slowed and prices have plateaued, construction activity has remained resilient in Canada, as illustrated by 
the 287k starts housing starts we saw across Canada in May, the seventh highest monthly reading since 1977.

Emerging theme
•  In the week of June 13, European Central Bank (ECB) 

President Christine Lagarde made a series of declarations 
pledging the ECB would take the steps needed to prevent 
“fragmentation” in European bond markets. 

•  Since the beginning of 2022, the spread between the yield 
on 10-year Italian and German government bonds had 
widened from 1.3% to 2.4%, amounting to significantly 
higher borrowing costs for highly indebted Italy, although 
the spread remained well below the record 5.5% reached in 
2011 during the euro crisis. Lagarde’s reassuring comments 
did narrow the spread from 2.4% to 2.0%, but Italy’s bond 
struggles could face further market pressure.

•  Even if Lagarde’s intentions are honest, the ECB has 
its hands tied on the spread control front. Its ongoing 
quantitative easing (QE) program had the explicit goal of 
easing monetary policy with interest rates bumping against 
the “zero lower bound”. But its possibly more salient side 
effect was to compress yields of less credit-worthy member 
countries, by buying bonds without regard to economic 
fundamentals. With QE expected to be phased out later this 
year in response to inflationary pressures, yields on Italian 

bonds (for example) should spike, unless an alternative 
mechanism is set up to prevent it.

•  The ECB is prevented by its treaty – and the prying eye of 
Northern Europe central bankers and politicians – to engage 
in explicit “monetary financing”. So a hard cap on spreads, 
which would open the ECB to potentially unlimited purchases 
of Italian bonds, is very unlikely. Without one, Italian yields 
could get pulled towards their fair value, which is likely much 
higher than 2% above German yields.

The Eurozone’s bond market headache is not over
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Capital market returns in June
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Notes: Market data from Bloomberg as of June 30, 2022. Index returns are for the period: 2022-05-01 to 2022-05-31. In order, the indices are: MSCI World (lcl), BBG Barclays 
Multiverse, S&P 500 (USD), TSX Composite 60 (CAD), Nikkei 225 ( JPY), FTSE 100 (GBP), EuroStoxx 50 (EUR), MSCI EM (lcl), Russell 2000 - Russell 1000, Russell 1000 Value - 
Russell 1000 Growth, USA 10-year Treasury Future, CAN 10-year Gov’t Bond Future, GBR 10-year Gilt Future, DEU 10-year Bund Future, JPN 10-year JGB Future, BAML HY 
Master II, iBoxx US Liquid IG, Leveraged Loans BBG (USD), Provincial Bonds (FTSE/TMX Universe), BAML Canada Corp, BAML Canada IL, BBG Gold, BBG WTI, REIT (MSCI Local), 
Infrastructure (MSCI Local), BBG CADUSD, BBG GBPUSD, BBG EURUSD, BBG JPYUSD.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before investing. 
Mutual funds are not guaranteed, their values change frequently, and past performance may not be repeated. The content of this material (including facts, views, opinions, 
recommendations, descriptions of or references to, products or securities) is not to be used or construed as investment advice, as an offer to sell or the solicitation of an offer 
to buy, or an endorsement, recommendation or sponsorship of any entity or security cited. Although we endeavour to ensure its accuracy and completeness, we assume no 
responsibility for any reliance upon it. This material contains forward-looking information which reflects our or third party current expectations or forecasts of future events. 
Forward-looking information is inherently subject to, among other things, risks, uncertainties and assumptions that could cause actual results to differ materially from those 
expressed herein. These risks, uncertainties and assumptions include, without limitation, general economic, political and market factors, interest and foreign exchange rates, the 
volatility of equity and capital markets, business competition, technological change, changes in government regulations, changes in tax laws, unexpected judicial or regulatory 
proceedings and catastrophic events. Please consider these and other factors carefully and not place undue reliance on forward-looking information. The forward-looking 
information contained herein is current only as of June 30, 2022. There should be no expectation that such information will in all circumstances be updated, supplemented or 
revised whether as a result of new information, changing circumstances, future events or otherwise. Index performance does not include the impact of fees, commissions, and 
expenses that would be payable by investors in the investment products that seek to track an index. 23
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