
2022 In Review 

2022 delivered painful surprises to everyone at the grocery checkout, the gas pump, and
in our investments. Stocks and bonds both declined as inflation and interest rates rose,
and it was hard to escape negative headlines about global events and local politics. At
Encasa, we felt the same pain, but we believe there are good reasons to consider 2022 an
outlier, and to be optimistic about 2023 and beyond.

LOOKING BACK AT 2022

2022 was unusual in that both stock and bond prices fell at the same time. This is the first
time we have seen this in over 20 years, and one of only a handful of times this has
happened since the 1970s. The chart below shows how much of an outlier this is. 

Data Source: eVestment Alliance 

The cause of this year’s twin decline was an unexpected surge in inflation and a rise in
interest rates. Supply chain issues and pandemic-related government spending
contributed to 2022’s inflation surge. Transportation networks that were already running
a bit rough after 2021’s pandemic measures were backlogged further in 2022 as ports
became jammed. One-off events like the grounding of a container ship in the Suez Canal
disrupted trade further. Russia’s invasion of Ukraine shook energy and grain markets, as
transportation of Ukrainian grain to market became more complicated, and as Russian
exports of oil and gas were affected first by economic sanctions, and then by damage to
pipelines. The result was inflation at levels not seen since the 1980s:



Central banks responded to higher inflation by raising interest rates and taking other
measures to make it more expensive for consumers (and governments) to borrow. We
can see the change in the Bank of Canada’s overnight lending rate in the table below:
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*November to November year-over-year change, excluding eight most volatile items
Source: Statistics Canada table 18-10-0256-01

Source: Bank of Canada

This is the most aggressive series of rate increases since the late 1970s and early 1980s.
The most direct impact was on bond prices. When interest rates rise, bond prices fall. We
can see this in the following chart, which shows the growth of $100 invested in a major
Canadian bond index over the last 10 years:



In summary, 2022 brought higher inflation, which led to higher interest rates, which hurt
both stocks and bonds.
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Source: eVestment Alliance. Data are for 10 years ending Nov. 30, 2022.

Stock prices were also hit, as the value of future dividends and earnings seemed less
exciting to investors when higher interest rates made bonds, or even cash in the bank,
suddenly more appealing. Market commentators began expressing concerns about
declining corporate profits or even a recession. 

Source: eVestment Alliance. Data are for 10 years ending Nov. 30, 2022.
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LOOKING AHEAD TO 2023

In the fourth quarter of 2022, markets have stabilized and mostly gone sideways as
inflation has stopped accelerating, at least in North America. Whether central banks will
be able to engineer a “soft landing” in which growth slows just enough to bring inflation
down, without causing a recession, remains to be seen. The Bank of Canada may face a
particularly challenging balancing act as Canadian households’ high debt levels and the
widespread use of variable-rate mortgages mean that interest rate increases may
squeeze consumer spending and hurt economic growth more than it would like. 
As always, it’s impossible to know exactly what the news will bring or how markets will
take it. However, there are some general principles that can guide our approach to
investing in 2023. 

BEARS EVENTUALLY HIBERNATE 

Financial commentators often refer to “bull” and “bear” markets. As a rule of thumb,
commentators talk about “bear markets” when prices have declined by 20% or more from
their peaks. Based on these definitions, 2022 has seen a bear market in stocks in most
major markets, and bonds have not been that far behind in some cases.
Historically, bear markets have tended not to last long. The chart below shows this: the
average bull market period in the U.S. since 1942 has lasted 4.4 years with an average
cumulative return of 155.7% while the average bear market has lasted 11.3 months with an
average cumulative loss of 31.4%.

Source: John Authers, Bloomberg Opinion



DIVERSIFICATION

A second principle to note is that diversification continues to make sense. 2022 was
unusual in the degree to which stock and bond prices fell at the same time. Most years,
they move in unrelated or even opposite directions, stabilizing the portfolio’s overall
returns.
It seems unlikely that both stocks and bonds will fall again in 2023. At this point, major
central banks, including the Bank of Canada and the US Federal Reserve, have suggested
that interest rate increases going forward will be less aggressive and more tailored to the
specifics of inflation in their local economies. 

BONDS: A MATTER OF PRINCIPAL

Unlike stocks, bonds have a set maturity date. This is important because, although bonds
can fall below their face value temporarily, they will return to face value at a set date.
Many bonds are trading below their face value after the sudden interest rate increases of
2022, but over the next few years, many of them are likely to rise in price as their maturity
dates get closer.
As noted above, bonds could also benefit from a stabilization or even a decline in inflation
rates. If inflation eases and interest rates come down, bonds could do well, offering price
appreciation as well as higher yields than we have seen in the last decade.

BONDS: A MATTER OF PRINCIPAL

This brings us to the final point. Your organization invested for growth over the long term,
not over a single year. 2022 has been a tough year for all investors, but the most
important thing is to focus on the future, and to ensure that the organization’s portfolio is
set up to deliver on the organization’s investment objectives and tailored to its time
horizon and ability to bear risk. Your advisor is available to review your organization’s
portfolio with you to ensure that it is properly set up to meet your organization’s needs.
Please don’t hesitate to contact us with any questions or if you’d be interested in meeting
with us for a review.
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IMPORTANT INFORMATION

This material is not intended to be relied upon as research, investment, or tax advice and is
not an implied or express recommendation, offer or solicitation to buy or sell any security or
to adopt any particular investment or portfolio strategy. Any views and opinions expressed
do not take into account the particular investment objectives, requirements, restrictions
and circumstances of a specific investor and, thus, should not be used as the basis of any
specific investment recommendation. Please consult your financial advisor for information
applicable to your specific situation.
 
Certain statements may be considered forward-looking information, which may involve
risks and other assumptions related to factors. Factors include, but are not limited to, global
financial and market conditions, interest and foreign exchange rates, economic and
political factors, competition, legal or regulatory changes and general events. Any
predictions, projections, estimates or forecasts should be construed as general information.

While this information has been compiled from sources believed to be reliable, no
representation or warranty, express or implied, is made by Encasa Financial Inc., as to its
accuracy, completeness, timeliness or reliability. Encasa Financial takes no responsibility for
any errors and omissions contained herein and accepts no liability whatsoever for any loss
arising from any use of, or reliance on, this material. 

The views expressed in this material are based on the author's assessment and are subject
to change without notice. The author may update or supplement their views and opinions
whether as a result of new information, changing circumstances, future events or otherwise. 

Encasa Financial is an social purpose investment fund manager. Our goal is to provide
investors with access to professional money management and expert advice from
individuals who hold deep-rooted expertise in the non-profit and investment industries. We
successfully manage the investment of capital reserves, security deposits, member share
capital and operating reserves of social purpose non-profit organizations, co‑operatives, and
affordable housing providers. 

Learn more at www.encasa.ca.
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