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September lives up to its reputation

September lived up to its reputation for being a historically challenging month for markets, as both equity and
bond markets saw their worst declines of the year. The S&P 500 Index was down 4.9% in September— its
second monthly decline in a row, while the Nasdag was down 5.8%. Canadian markets did not fare much
better than their U.S. peers, with the TSX falling 3.7% for the month. In September, investors’ focus shifted
from whether there will be another hike in the near term, to how long rates will be held at restrictive levels. The
prevailing narrative is that interest rates will remain “higher for longer” as central banks continue to indicate
restrictive rates to be necessary for some time to tame inflationary pressures.

The NEI perspective

Growth trends diverge between regions as the U.S. economy looks the most resilient despite some areas of
slowing growth, while Canada has a higher risk of a recession as GDP slows, and Europe appears to be
headed for recession as economic data continues to surprise to the downside.

Inflation to recede by year-end as year-over-year Consumer Price Index data continues to fall in Canada, the
U.S. and Europe, plus higher energy prices are beginning to reduce consumer spending in other areas.

Rates likely to remain “higher for longer” as the Fed's latest meeting showed a revised dot plot reflecting
minimal interest rate cuts starting in 2024. The bond market has also been adjusting to this narrative as yields
on the 10-year U.S. Treasuries soared up to 4.6% in September, a level not seen since 2007.

From NEI’s Monthly Market Monitor for August. Read the full report for more insights. N E I
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https://email.neiinvestments.com/l/405502/2023-10-12/c4mbwc/405502/1697116966vuivfOUf/EN_NEI_Monitor_2023_09.pdf

U.S. still the most resilient economy but showing signs of slowdown

Although the probability of the U.S. falling into recession in 2023 continues to fall, there are nevertheless some
signs of slowdown and moderation in the U.S. economy.

Higher interest expenses are starting to weigh on companies as the strengthening U.S. dollar and rising
interest rates have contributed to tighter financial conditions in the U.S. economy, as indicated by the financial
conditions index crossing into restrictive territory, which can weigh on growth in the near term.

There is growing evidence that suggests that consumption will slow as well. The excess savings that have
largely been responsible for the resilience of consumers is expected to be mostly depleted by the end of the
year, and as this buffer erodes, consumer spending will begin to slow down. Additionally, with the resumption
of student loan repayments, consumers are starting to feel the squeeze. With an uptick in credit card and auto
loan delinquencies, the resilience of consumers is starting to wane, and they will be less of a tailwind to
economic growth going forward.

U.S. consumer loan delinquencies rising
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Source: Bloomberg, data as of September 30, 2023

Recession risk rising in Canada

While the U.S. has greater prospects of making a soft landing, recession risk in Canada is rising. The economy
has entered a period of weaker growth, with a marked weakening in consumption and a contraction in
manufacturing activity. The disruption caused by wildfires in June likely also played a role in the most recent
contraction in Q2 GDP.

This weakening in consumption could be indicating that Canadian consumers are starting to feel the weight of
tighter monetary policies. With more mortgages in shorter terms and variable rates, there is greater evidence
that rising mortgage payments are impacting Canadian consumers. A key risk being watched by banks and
regulators is the rising number of mortgages in negative amortization, a situation when monthly mortgage
payments are no longer enough to cover interest payments.

Statistics from big Canadian banks' Q3 2023 earnings reports show that negative amortizations make up 22%
of BMO’s total mortgage portfolio, 19% of CIBC’s total mortgage portfolio and 18% of TD’s mortgage portfolio,
but minimally in RBC and Scotiabank. Mortgages with negative amortizations have been rising alarmingly
during the last quarter. This could lead to the continuation of weaker consumer spending in Canada so long as
the monetary policy stays restrictive.

Aviso Wealth | Market Insights — September 2023 | 2



Mortgages with negative amortizations increasing
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Foreign investors bullish on Japan

Recent months have seen a chorus of bullish calls on Japanese equities and a surge in overseas investor
interest, pushing the main indices back to levels not seen since 1989. This growth is attributed to the late
reopening of Japan’s economy after the COVID-19 pandemic, leading to confidence in corporate earnings and
attractive stock valuations. Additionally, the Tokyo Stock Exchange's call for companies to focus on
sustainable growth and raising their price-to-book ratios has also played a role. These factors have led to
increased foreign investments as the Japanese market displayed attractive valuation metrics relative to the rest
of the world, though the weakening yen has limited gains for overseas investors.
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