Fall 2022 economic outlook - Recession on the way?
[CIBC logo]
[Fall 2022 economic outlook - Recession on the way?]
[Upbeat music]
[Avery Shenfeld, Managing Director and Chief Economist, CIBC Capital Markets]
There's a Chinese saying, "may you live in interesting times". And these are certainly interesting
times for both an economist as well as for investors. Inflation is, of course, running amok. We
haven't seen an inflation like this since the early 1980s. And what is concerning investors is that
the experience of the early 1980s did not end happily. We had soaring interest rates and a deep
recession to take care of that.
We're still hopeful that while a real soft landing is probably out of the picture—in other words, we
are going to have to have some economic pain to wrestle inflation back down—that central
banks can do that by having two years of minimal economic growth as opposed to an outright
deep recession and the central banks are right now still in the process of finding out what
interest rate it's going to take in order to get us there.
The Bank of Canada still believes it has a little more to go, but we don't think that rates will get
through 4% in either the U.S. or Canada.
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And that does portend a period of slow growth and a tricky period for investors.
Inflation should come down notably in 2023, not only because of slowing growth here in North
America, but also because of visible recession risks in Europe, slow growth in China, which are
already starting to take the heat off of some of the globally determined prices, particularly for
commodities, but for other cyclical goods as well.
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That will help Canada on the inflation front, but it's not going to be a pain-free exercise. We're
going to need slower economic growth to get that done, and that includes some pain for the real
estate sector. Housing has slowed dramatically in terms of resales.
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The next shoe to drop on that will be construction activity will likely slow as condos stop selling
as briskly this year, it portends weaker starts for new dwellings next year. And all that is going to
mean that the Canadian economy at best is going to hover at growth rates at 1% or maybe even

less. It wouldn't surprise us to see a negative quarter here or there as part of the process of
weaning economic growth down to a level that brings inflation under control.
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What does that mean for investors? Well, it does mean that fixed income investors in terms of
short-term yields are getting more of a reward now for their money. Still doesn't look that
generous in after-inflation terms. But if inflation comes down next year, it means that interest
rate products that are locked in this year might actually offer a reasonable return next year.
In terms of the equity market, this is still not safe hunting right now for the equity investor.
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It means that risk levels are certainly a bit higher than they would normally be given these
economic uncertainties. It means that we need to think about what exposure we want to have to
equities relative to our normal levels might be a shade lower. And if there are risks ahead,
they're more now on the side of earnings disappointments. The market is braced now for higher
interest rates and the impact that that has on equities. So that's part of the risk is already priced
in. But what may not be fully priced in yet is the likelihood that with very slow economic growth
in both the U.S. and Canada, with imminent recession risks in Europe and slow growth in Asia,
that earnings growth also slows to a trickle.
The market right now seems to expect that next year's earnings growth will be similar to this
year. Our view is it's likely to come in lower. We're likely to see a couple of years of very slow
growth in earnings. And so the equity markets still may have some adjustment to do in the next
quarter or two. But if central bankers do manage to do what we said at the outset, which is steer
the economy to two years of very slow growth rather than an outright recession, to get inflation
under control, that should ultimately build the next leg for an equity rally. When we start to see
signs that inflation has in fact been tamed and the risks of a recession are therefore diminished.
So, still a time to certainly rely on professional advice, rely on the expertise of professional
investors to help guide you through that process and to think carefully about the weightings of
your portfolios across asset classes to ensure that you're not too exposed to some of the
downside risks to economic growth that are still very much out there, yet ready to take
advantage of the opportunities that will arise as we start to get a better grip on inflation and
therefore start to diminish the risks that will need a large scale recession in order to get inflation
under control.
[Upbeat music]
[This video is provided for general informational purposes only and does not constitute financial,
investment, tax, legal or accounting advice nor does it constitute an offer or solicitation to buy or
sell any securities referred to. Individual circumstances and current events are critical to sound
investment planning; anyone wishing to act on this document should consult with his or her
advisor. All opinions and estimates expressed in this video are as of the date of publication

unless otherwise indicated, and are subject to change.
The CIBC logo is a trademark CIBC used under licence.
The material and/or its contents may not be reproduced without the express written consent of
CIBC.]
[CIBC logo]
[The CIBC logo is a trademark CIBC used under licence.]

