Monthly Market Insights
Data and opinions as of August 31, 2022

Nowhere to hide
The month of August was a tale of two halves, as easing price pressures provided support to equities in the first two
weeks, but the market lost steam mid-month as hawkish central bank messages caused fears of a recession to reemerge. With tighter financial conditions and rising odds of recession, all major asset classes including equities, bonds,
commodities, and high yield credit slid into negative returns, leaving investors with no place to hide. The U.S. dollar was
the only haven as it strengthened against most currencies.

The NEI perspective
Major asset classes declined further. Markets retreated in August as central banks delivered a blunt
message that they are willing to risk economic growth to tackle inflation. Global equity and bond markets pulled
back from the July rebound and repriced lower as it became evident that there could be some “pain for
businesses and households” in the near term.
Headline inflation may have peaked, but core inflation remains elevated. Headline inflation may have
peaked in the U.S. as commodity prices continue to roll over and supply chains improve. However, core
inflation remains unacceptably high across most regions due to wage gains and housing, for central banks to
consider pausing rate hikes.
Rising risk of a sharp downturn in China threatens global economic growth China has been plagued by
headwinds which have hampered economic growth: from a property sector slump and global consumption
rotating from goods to services, to numerous Covid lockdowns. China has cut lending interest rates and
recently launched a broad stimulus plan in hopes of stimulating credit demand and economic growth.

From NEI’s Monthly Market Monitor for August. Read the full report for more insights.
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Part 2: GICs vs. Fixed Income
Last month we discussed the “60/40” portfolio and our outlook. This month we are looking at the benefits of a fixed income
portfolio vs GICs.

The benefits of GICs
Since April 2022, the rolling 3-year returns of the fixed income asset class dipped into the negative territory for the first
time in over four decades. For many investors, the lackluster performance from fixed income has enhanced the relative
appeal of GICs (Guaranteed Investment Certificates). GIC rates have moved up, which has been consistent with broader
rate hike cycle initiated by the Bank of Canada. Investors can now comfortably access 3-year GIC rates between 2-3% on
average, or even as high as 4-5%.
The most salient benefit from investing in a GIC is the “return of principal”. GICs are underwritten by either the Canada
Deposit Insurance Corporation (CDIC) or Provincial credit union deposit insurance plans. However, this certainty on the
return of principal comes at a cost of a negative real rate of return currently on offer. The following chart illustrates that the
erosion of capital when adjusted for inflation is at the most aggressive in over 40 years.
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Accessing a better real rate of returns
To access a better real rate of return, investors can look at well-managed fixed income portfolios that now offer higher
starting yields with the potential of generating capital gains from a number of sources such as bond issues and credit
selection, duration management through yield curve positioning, and sector tilts between government and corporate
sectors. The following chart shows that fixed income portfolios have historically been able to generate real returns much
higher than GICs after adjusting for inflation.
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The benefits of fixed income
Fixed income investing also offers superior tax benefits compared to GICs. In fixed income, the total return is composed
of both capital gain and interest income (if the purchase price is less than par value). In a GIC, the return is entirely
interest income. Capital gains are taxed at a lower rate than regular interest income. If the GIC is held in a non-registered
account, the interest income will be taxed at the investor’s marginal tax rate.
Lastly, GICs offer poor liquidity, with a lock-up period. In non-cashable GICs, breaking the agreement before maturity has
its own obstacles and there are usually penalties that include loss of some or all the accrued interest. While investors can
access their funds in cashable GICs before maturity more easily, these come with sub-par returns. On the other hand,
fixed income securities are highly liquid, publicly traded instruments that are traded over the counter and can be
redeemed anytime without penalties.
Persistently high and rising level of inflation has led to the recent negative returns of the fixed income asset class, which
can be unnerving to many investors. However, it is important to remember that it still has an important role to play in a
well-diversified portfolio where it serves as a hedge to other asset classes in recessionary environments. It can act as an
offset to other instruments such as equities and commodities, much like what happened as recently as in the year 2020.
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Aviso Wealth Inc. (“Aviso Wealth”) is the parent company of Credential Qtrade Securities Inc. (“CQSI”), Credential Asset Management (“CAM”),
Qtrade Asset Management (“QAM”) and Northwest & Ethical Investments L.P. (“NEI”). NEI Investments is a registered trademark of NEI. Any use by
CQSI, CAM, QAM or NEI of an Aviso Wealth trade name or trademark is made with the consent and/or license of Aviso Wealth. Aviso Wealth is a
wholly-owned subsidiary of Aviso Wealth Limited Partnership, which in turn is owned 50% by Desjardins Financial Holdings Inc. and 50% by a
limited partnership owned by the five Provincial Credit Union Centrals and The CUMIS Group Limited.
This material is for informational and educational purposes and it is not intended to provide specific advice including, without limitation, investment,
financial, tax or similar matters. This document is published by CQSI, CAM and QAM and unless indicated otherwise, all views expressed in this
document are those of CQSI, CAM and QAM. The views expressed herein are subject to change without notice as markets change over time. Views
expressed regarding a particular industry or market sector should not be considered an indication of trading intent of any funds managed by NEI
Investments. Forward-looking statements are not guaranteed of future performance and risks and uncertainties often cause actual results to differ
materially from forward-looking information or expectations. Do not place undue reliance on forward-looking information. Mutual funds are offered
through Credential Asset Management Inc. Mutual funds and other securities are offered through Credential Qtrade Securities Inc. Commissions,
trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before
investing. Unless otherwise stated, mutual fund securities and cash balances are not insured nor guaranteed, their values change frequently and
past performance may not be repeated.
The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and may not be used as a
basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment
advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. The MSSCI information is
provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates
and each other person involved in or related to computing, computing or creating any MCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement,
merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI
Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other
damages.
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