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We remain cautious in the short term regarding economic growth and equity markets. Aggressive interest 
rate hikes and reductions in central bank balance sheets (i.e., quantitative tightening) tend to impact the 
economy with a lagged effect. As a result, leading indicators are pointing to deteriorating economic 
growth conditions. The three-month and 10-year yield curve remained inverted at the end of 2022, which 
is a scenario that has occurred in advance of the past four recessions. For manufacturing companies, new 
orders have declined and inventories have increased to levels similar to past recessions. This is another 
reliable leading indicator. Additionally, housing data remains weak, and the housing sector tends to lead 
the broader economy. Expectations for corporate earnings have fallen over the past six months; however, 
earnings growth in both Canada and the US is still projected to be positive for 2023. We believe these 
projections are too optimistic, given the deteriorating economic backdrop. We expect further downward 
earnings revisions to negatively impact equity markets in the coming quarters.  

Despite our negative short-term view, 2023 should be a year of transition. We expect the recession to be 
relatively mild and the economic recovery to commence later in 2023. China has the world’s second-
largest economy, and its move away from a zero-COVID-19 policy should support economic growth in the 
second half of 2023. Additionally, the strong employment picture and higher-than-average excess savings 
rates in Canada and the US should prevent a more severe recession. We expect commodities, small-
capitalization and more-cyclical companies to outperform during the recovery. The key risk to this outlook 
would be if inflation remains elevated for longer than we expect, which could result in a return to 
monetary policy that is more aggressive than we anticipate. 

The portfolio maintains holdings in companies that can deliver resilient earnings growth in a high-inflation 
and lower-growth environment. Those types of companies remain our largest overweight positions. On 
the margin, we have also begun adding to cheaper, more-cyclical companies that should outperform 
during the recovery. We will continue to look for these types of opportunities in the coming quarters. 

 

 



 
 
 

4 

 



 
 
 

5 



 
 
 

6 
 



 
 
 

7 

 

 

  



 
 
 

8 

 

 

  
 
 

 

    

 
  



 
 
 

9 

 

 

 
 

 

 

 



 
 
 

10 

 

 

.  



 
 
 

11 

 

 


