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US Fed Chair Jerome Powell tempered expectations for another 25 basis point (bp) 
interest rate hike at the Committee's upcoming meeting in June, sending a strong signal 
that he is leaning towards a pause in their current rate hiking campaign. Prior to his 
panel discussion at the Thomas Laubach Research Conference on Friday, market 
expectations for another hike were quietly ratcheting higher, with the odds of a 25 bp hike 
reaching nearly 40% the day before. This was driven by hawkish commentary from several 
Fed members, including Dallas Fed President Lorie Logan, a voting regional member, who 
stated earlier in the week that "we haven't yet made the progress we need to make" on 
inflation. However, Logan's hawkish stance is not shared across the Committee, with 
many members adopting a 'wait-and-see' approach due to the high uncertainty 
surrounding the economic impact of the cumulative 500 bp of tightening 
implemented over the past fourteen months. Chair Powell and several other members 
have also expressed concerns over the expected tightening of credit conditions 
resulting from recent banking turmoil, which could slow economic growth, hiring, and 
inflation. Despite the conflicting view among Fed members, where they all agree is that 
talks of a potential rate cut is premature. This view aligns with ours but differs from 
current market expectations that call for multiple rate cuts over the next eight months. We 
believe rates will stay higher for longer at least throughout 2023, largely due to persistently 
high core inflation rates. Unlike the headline figure, core CPI has remained stubbornly 
sticky. As shown in this week's chart, core inflation now surpasses headline inflation, 
as the majority of the decline has been attributed to easing energy prices. Barring a 
significant recession, as long as core inflation remains elevated, we believe the market's 
assessment for rate cuts in the latter half of the year is misplaced. 
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Equities 
Local currency, price only, % change 

  
2023-05-19 Week QTD YTD 1 Yr 

S&P/TSX Composite  20,351 -0.3% 1.2% 5.0% 0.8% 

S&P/TSX Small Cap 694 -0.4% -2.8% 0.9% -7.0% 

S&P 500 4,192 1.6% 2.0% 9.2% 7.5% 

NASDAQ 12,658 3.0% 3.6% 20.9% 11.1% 

Russell 2000 1,774 1.9% -1.6% 0.7% -0.1% 

UK FTSE 100 7,757 0.0% 1.6% 4.1% 6.2% 

Euro Stoxx 50 4,395 1.8% 1.9% 15.9% 20.7% 

Nikkei 225 30,808 4.8% 9.9% 18.1% 16.7% 

MSCI China (USD) 62 -0.9% -7.6% -3.3% -4.7% 

MSCI EM (USD) 977 0.4% -1.3% 2.2% -3.7% 
 

Fixed income 
Total return, % change 

  
2023-05-19 Week QTD YTD 1 Yr 

FTSE Canada 
Universe Bond Index 

1,079 -1.4% -0.6% 2.6% 1.2% 

FTSE Canada All 
Corporate Bond Index 

1,278 -1.1% 0.1% 2.9% 2.7% 

Bloomberg Canada 
High Yield Index 

163 -0.4% 0.1% 2.1% 3.3% 
1 

Chart of the week: Core inflation to keep rates 
higher for longer 

  

Interest rates - Canada 
Change in bps 

  
2023-05-19 Week QTD YTD 1 Yr 

3-month T-bill 4.49 14 15 26 314 

GOC bonds   2 yr 4.00 27 26 -5 130 

GOC bonds 10 yr 3.13 25 23 -17 25 

GOC bonds 30 yr 3.15 17 15 -12 29 

 

Currencies and Commodities 
In USD, % change 

  
2023-05-19 Week QTD YTD 1 Yr 

CDN $ 0.740 0.3% 0.1% 0.4% -5.1% 

US Dollar Index 103.20 0.5% 0.7% -0.3% 0.5% 

Oil (West Texas) 71.55 2.2% -5.4% -10.9% -36.2% 

Natural Gas 2.59 14.1% 4.9% -36.1% -46.3% 

Gold 1,978 -1.6% 0.4% 8.4% 7.4% 

Copper 3.73 0.1% -9.0% -2.2% -12.9% 

 

Canadian sector performance 
Price return, % change 

  
Week YTD 

Energy 0.0% -4.2% 

Materials -2.6% 6.4% 

Industrials 0.5% 8.3% 

Cons. Disc. -0.5% 4.9% 

Info Tech 1.3% 43.6% 

Health Care 9.1% 10.6% 

Financials 0.0% 1.0% 

Cons. Staples -1.2% 5.8% 

Comm. Services -0.8% 5.4% 

Utilities -1.3% 7.9% 

Real Estate -1.5% 2.0% 
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US Consumer still holds the keys to the economy 
Global equities climbed higher, with all major indices except the S&P/TSX Composite showing ending the 

week in positive territory. As has been the case YTD, US equities were bolstered by the strong 

performance of mega-cap tech stocks. The NASDAQ Composite rose another 3%, bringing its 

impressive tally to 21% YTD. Meanwhile, the risk of a potential US default pushed bond yields higher 

across the curve. 

As the pivotal June 1 X-date approaches, markets remain optimistic that Washington will ultimately reach 

a deal to raise the existing US$31.4 trillion debt ceiling. Following their most recent meeting on May 22, 

President Joe Biden and House Speaker Kevin McCarthy expressed confidence that an agreement 

would be reached, with McCarthy stating that "the tone tonight was better than any other time we have 

had discussions". Although the meeting was seen as productive, and both parties emphasized that a 

default scenario is off the table, they have yet to reach an agreement due to significant disagreements. 

Republicans are pushing for substantial spending cuts in the near and medium term, whereas 

Democrats are showing no inclination to support such measures. Republicans are also seeking to repeal 

President Biden's student-debt cancellation and most of the Inflation Reduction Act's energy and climate-

tax credit expansions, which are considered non-negotiable by Democrats. Despite these differences, 

recent talks indicate that a deal will be struck before the June 1 deadline. Even if an agreement is 

not reached by then, there are alternative measures, such as payment prioritization, to avoid a 

technical default and push the X-date out further. In such a scenario, the US Treasury would prioritize 

principal and interest payments on national debt while potentially defaulting on other areas such as 

military contracts, social security, and Medicare recipients. 

US retailer earnings gave another peak into the health of the US consumer last week. While Walmart, 

Home Depot, and Target surpassed their earnings estimates, a general decline in revenue, 

particularly in discretionary items, led to cautious forward guidance from big-box retailer 

executives. Walmart attributed the decline partly to the expiration of pandemic-related benefits and a 

decrease in tax refunds. Target's CEO, Brian Cornell, mentioned that the recent banking crisis may have 

also contributed to a deterioration in consumer confidence. Similar sentiments were expressed by other 

retailers, including Bath & Body Works and Foot Locker, with the latter notably adding that additional 

price markdowns may be necessary to attract shoppers. Moreover, several retailers continue to cite 

inflation as a key headwind in deteriorating sales trends, as consumers are forced to allocate a larger 

portion of their budget to groceries and essential goods. Our focus remains on monitoring the rate of 

change in spending, which continues to soften. Although consumer spending data has been better 

than expected (US retail sales rebounded slightly in April), we do not anticipate a sustained pickup of 

spending. The lagged effects of tightening monetary policy, the waning positive impact of pandemic-

related support (highlighted by historically low savings rates), and sticky inflation will increasingly weigh 

on the consumer. Given that the US Consumer continues to hold the economy's fate in its hands, we see 

their increased burden as a significant headwind for economic growth and, consequently, 

corporate earnings. 

We suspect similar messaging will be issued by other retailers, including Costco and Best Buy, who 

report this week. We will also receive the updated April figures for US personal spending, income and the 

Fed's preferred measure of inflation, the PCE Price Index. 

 

The week in review 
■ Canadian existing home sales (Apr.) jumped 11.3% m/m seasonally 

adjusted. Housing starts rose to 261,600 (versus 220,000 expected), 
up from 213,800. 

■ Canadian CPI inflation (Apr., y/y) unexpectedly rose to 4.4% (versus 
4.1% expected), up from 4.3%. The average of the Bank of Canada's 
core measures slowed to 4.2% (versus 4.1% expected), down from 
4.45%. 

■ Canadian retail sales (Mar., m/m) fell -1.4% (in line with 
expectations), following the prior month's -0.2% decline. StatCan's 
preliminary estimate for September calls for a 0.2% rebound. 

■ The Bank of Canada Financial System Review (FSR) noted that the 
"spillover effects in Canada from the recent stresses in the global 
banking sector have been limited". However, the tightening cycle is 
having a negative impact on funding costs and market liquidity.  

■ US retail sales (Apr., m/m) rose 0.4% (versus 0.8% expected), 
following an upwardly revised -0.7% in the prior month. The control 
group saw a 0.7% gain m/m. 

■ US industrial production (Apr., m/m) rose 0.5% (versus 0.0% 
expected), following the prior month's upwardly revised 0.4% 
increase. The capacity utilization rate (Apr.) edged higher to 79.7% 
from a downwardly revised 79.4%. 

■ US existing home sales (Apr.) fell -3.4% m/m to 4.28 million units 
annualized (versus 4.30 million expected). Housing starts (Apr.) 
rebounded 2.2% to 1.40 million units annualized, while building 
permits fell -1.5% m/m to 1.42 million. 

■ The People's Bank of China held their key interest rates steady.  
■ Chinese industrial production (Apr., y/y) rose 5.6% (versus 10.9% 

expected), up from 3.9% in the prior month. Fixed asset Fixed-asset 
investment (Apr., YTD y/y) decelerated to 4.7% (versus 5.7% 
expected), down from 5.1% in the prior month. 

■ Chinese retail sales (Apr., y/y) accelerated to 18.4% y/y (versus 
21.9% expected), up from 10.6% in the prior month. Residential 
property sales (Apr., YTD y/y) accelerated to 11.8% from 7.1%.  

■ Eurozone real GDP (Q1) rose 0.1% (in line with expectations), 
unchanged from the prior quarter. On an annual basis, real GDP has 
risen 1.3%. Industrial production (Mar., m/m) fell -4.1% (versus -2.8% 
expected), following the prior month’s 1.5% gain in the prior month. 

■ The Bank of Mexico elected to hold its policy rate steady at 11.25%, 
ending the fastest tightening cycle on record. 

The week ahead 
■ FOMC Minutes from May 2-3 meeting 
■ US personal spending and income and durable goods orders data 
■ UK inflation and retail sales data 
■ Global Purchasing Manager Indices 
■ New Zealand monetary policy announcement 
■ Canadian Big Banks report earnings 
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Commissions, trailing commissions, management fees, and expenses all may be associated with mutual fund or ETF investments. Please read the prospectus before investing. Investment funds are not guaranteed, 
their values change frequently and past performance may not be repeated. 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.  

This document includes forward-looking information that is based on forecasts of future events as of May 19, 2023. Mackenzie Financial Corporation will not necessarily update the information to reflect changes after 
that date. Forward-looking statements are not guarantees of future performance and risks and uncertainties often cause actual results to differ materially from forward-looking information or expectations. Some of these 
risks are changes to or volatility in the economy, politics, securities markets, interest rates, currency exchange rates, business competition, capital markets, technology, laws, or when catastrophic events occur. Do not 
place undue reliance on forward-looking information. In addition, any statement about companies is not an endorsement or recommendation to buy or sell any security.  

The content of this commentary (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. 

 


