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Outlook for the third quarter: Geopolitical and trade 
tensions are the key risks to our positive outlook 

The latest truce in the US-China trade war, which was announced in June at the 
G20 meetings in Japan, gave some encouragement to investors, but trade 
concerns are expected to remain a drag on sentiment and growth for the 
foreseeable future. The spectre of a hard no-deal Brexit is also cause for concern.   

We do have some concern that inflation is the overlooked risk. For now, global 
inflation trends remain very low. However, it might not take much of an inflation 
shock to surprise investors. We are, of course, closely monitoring the inflation 
outlook.  

For the second half of 2019, Japan and Europe still look undervalued and 
attractive. Within emerging markets, Asia stands out. US markets have run ahead 
of the others. The picture in Canada remains encouraging based on a range of 
positive data and policies, including employment growth, declining consumer debt, 
robust retail sales, progress on pipelines and low interest rates.  

On balance, we are confident that a global recession is unlikely to take hold in the 
next one to two years. 

Real GDP Consensus Forecasts 

 
Source: Bloomberg as at July 10, 2019 

Investment strategy highlights: Attractiveness of 
equities vs. government bonds remains compelling  

In light of the neutral policy from the Bank of Canada on interest rates, we still 
favour corporate bonds overall because of their higher return potential over 
government bonds. Within the government sector, we also prefer provincial bonds 
over Government of Canada bonds because of their higher potential for returns. 

The relative attractiveness of equities versus government bonds remains 
compelling. We have positioned our portfolios to be slightly overweight equities. 

In Canada, value stocks appear attractive from a valuation standpoint compared 
with expensive growth stocks, many of which have seen their prices soar to levels 
that aren’t justified by their intrinsic fundamentals. Ultimately, patiently holding 
good-quality undervalued stocks should reward investors with a sufficiently long 
investment horizon. 
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Q2 in review

The second quarter 
finished on a positive 
note; however, investors 
continued to be anxious 
about the risk of 
recession  

The combination of 
reasonable global 
growth, monetary and 
fiscal policy support, and 
good relative valuations 
means a range of fixed 
income and equity 
markets remain 
attractive  

The second quarter  
also saw the monetary 
policy pivot towards 
accommodation 
gathering steam  

We don’t see the Bank 
of Canada moving on 
rates anytime soon  

 

 

A range of fixed-income and equity markets remain 
attractive for investors 

The second quarter finished on a positive note in Canada as the loonie climbed 
on spiking oil prices, better-than-expected wholesale trade data and rising 
expectations for a US interest rate cut. But as the third quarter opened, investors 
remained anxious about global growth, recession risk and the risk of a bear 
market.  

We believe these worries are misplaced. We continue to live in a world of 
moderate economic growth and low inflation, along with significant political 
uncertainty and geopolitical tensions. But this environment is not particularly 
adverse for investors.  

The combination of reasonable global growth, monetary and fiscal policy support, 
and good relative valuations means a range of fixed income and equity markets 
remain attractive for investors. Several asset classes are relatively attractively 
priced and have the potential to outperform if key risks, such as geopolitical and 
trade tensions, don’t materialize. 

The second quarter also saw the monetary policy pivot towards accommodation 
gathering steam. After a large equity sell-off in December 2018, the US Federal 
Reserve (Fed) “pivoted” at the start of the year towards a more accommodative 
stance. This stance was reinforced at the Fed’s June meeting, when increased 
uncertainty and muted inflation pressures were cited as supporting a bias to cut 
interest rates. Interest rate futures are pointing to a 100% probability that the Fed 
will cut rates at its July 31 meeting and another two or three cuts over the next 12 
months. We are less convinced and are forecasting only one or two cuts from the 
Fed during that period.  

In Canada, monetary policy expectations have seen a dramatic repricing, as 
market expectations are pointing to a rate cut, but the Bank of Canada says the 
policy rate “remains appropriate.” We don’t see the Bank moving on rates anytime 
soon. 

Bank of Canada: Monetary policy expectations have seen a 
dramatic repricing  

Current Policy Rate: 1.75% 

Probability of cumulative  

implied change 

Rate Cut 

in basis points (bps) 

Rate Hike 

in basis points (bps) 

Meeting Date -50 bps -25 bps +25 bps +50 bps 

September 2019 0.0% 12.0% 0.0% 0.0% 

October 2019 0.0% 36.0% 0.0% 0.0% 

December 2019 0.0% 43.0% 0.0% 0.0% 

January 2020 0.0% 64.0% 0.0% 0.0% 

March 2020 0.0% 74.0% 0.0% 0.0% 

April 2020 0.0% 78.0% 0.0% 0.0% 

May 2020 0.0% 84.4% 0.0% 0.0% 

July 2020 0.0% 93.4% 0.0% 0.0% 

July 2021 0.0% 98.2% 0.0% 0.0% 

July 2022 15.6% 100.0% 0.0% 0.0% 

Source: HSBC, Bloomberg as at July 11, 2019 
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Canadian market and economic highlights 

The top performing 
equity sector was 
information technology, 
which finished 14.3% 
higher 

Results from the Bank of 
Canada’s summer 
Business Outlook 
Survey point to a slight 
improvement in 
business sentiment after 
a moderation in the 
previous survey  

In June, employment 
held steady for the 
second consecutive 
month 

Canadian stock and bond markets continue to  
move higher 

Canadian equities, as measured by the S&P/TSX Composite Index, were up 2.6% 
in the second quarter and up 16.2% year-to-date. Canadian bonds, as measured 
by the FTSE TMX Canada Universe Bond Index, finished the second quarter up 
2.5% and were up 6.5% year-to-date. 

The sub-sectors of the S&P/TSX Composite Index posted a mixed performance 
in the second quarter. The top performing sector was information technology, 
which finished 14.3% higher, followed by utilities, which was up 5.4%. Health care 
posted the weakest returns, finishing 9.3% lower. 

Business sentiment seen improving in Canada 

Results from the Bank of Canada’s summer Business Outlook Survey point to a 
slight improvement in business sentiment after a moderation in the previous 
survey. Investment and hiring intentions continue to be healthy. 

Following some softness in past sales, businesses expect an increase in sales 
growth in the next 12 months, backed by healthy domestic and foreign demand. 
But the Bank noted that weakness tied to the Western Canadian oil industry and 
global trade headwinds continue to hold back future sales. 

Intentions to increase investment spending and to hire are positive in most regions 
and sectors. In the survey, businesses often noted expected sales growth and 
expansions as the reasons to add to their workforce. 

Employment in Canada held steady for the second consecutive month in June, 
according to Statistics Canada. The unemployment rate rose 0.1 percentage 
points to 5.5%, as the number of people looking for work increased. 

S&P/TSX Composite Index and Sector Performance  
(period ended June 30, 2019) 

 3-Month 1-Year 3-Year* 5-Year* 10-Year* 

S&P/TSX Composite Index  2.58% 3.87% 8.39% 4.67% 7.79% 

Communication Services -0.23% 14.52% 7.65% 10.28% 14.42% 

Consumer Discretionary 4.64% -6.78% 9.43% 8.87% 13.25% 

Consumer Staples 1.70% 17.80% 8.96% 15.08% 15.38% 

Energy -2.85% -12.44% -1.03% -6.85% 1.18% 

Financials 3.51% 5.19% 11.51% 8.44% 11.36% 

Health Care -9.30% 15.00% 5.92% -19.23% 8.14% 

Industrials 5.11% 10.87% 18.16% 10.96% 15.93% 

Information Technology 14.31% 33.04% 28.44% 22.66% 4.93% 

Materials 5.40% 0.48% 1.19% 0.80% 0.41% 

Real Estate -1.43% 12.27% 9.03% 11.02% 15.53% 

Utilities 5.43% 18.90% 7.40% 8.14% 9.16% 

 

*Annualized rate of return. 

Source: RIMES and Bloomberg as at June 30, 2019. Performance is stated in CAD total returns.  

Energy, materials and financials account for 63% of the total market. 
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Spotlight on the 10-year US economic expansion 

At the end of June, the 
US economy celebrated 
120 months of 
uninterrupted economic 
growth 

If the current expansion 
continues in July, a new 
121 month growth 
record will be set, 
making it the longest 
expansion on record 
going back to 1854 

From 1991 to 2001, the 
US economy also 
expanded for 120 
months in a row 

 

Ten numbers that tell the tale of US economic growth 

The US economy is poised to set a new record for economic growth in July.  

At the end of June, the US economy celebrated 120 months of uninterrupted 
economic growth. Canada’s economy has also done well over the same period; 
however, the first two quarters of 2015 saw a decline of 0.1% of GDP, which was 
enough to qualify as a technical recession and keep Canada out of the record 
books. 

From 1991 to 2001, the US economy also expanded for 120 months in a row. So, 
if the current expansion continues in July, a new 121-month growth record will be 
set. This will be the longest expansion since 1854, which is as far back as records 
go.  

Here’s a look at the ten reasons for the US’s record-setting growth: 

1. Record-breaking unemployment numbers  

In June 2009, the US unemployment rate stood at 9.5%. In May 2019, 
it fell to 3.6%, the lowest rate in 50 years. Data from the US 
Department of Labor also showed a healthy 7.5 million job openings in 
May 2019 versus 2.5 million openings in June 2009. 

2. Higher GDP 

Today, the US economy is worth US$21.3 trillion. At the end of the 
financial crisis 10 years ago, US GDP hit US$14.5 trillion.   

3. Shrinking deficits 

The US budget deficit as a share of GDP has fallen sharply over the 
last 10 years, declining from 9.8% to 3.8%.  

4. Slightly stronger inflation 

Today, US inflation is running at around 2.1% versus 1.7%  
10 years ago.   

5. Soaring markets 

Investing in US stocks has worked out well over the last 10 years. In 
June 2009, the S&P 500 Index hit 924. Ten years later, it is sitting at 
2,803 – that’s a 12.3% average annual gain in US dollar terms in the 10 
years ending June 28. Over the same period, the S&P 500 was up 16% 
annually in Canadian dollar terms.  

6. Lower bond yields 

The yield on 10-year US Treasuries was 3.8% 10 years ago. Now it’s 
yielding about 2%. But investors are voicing concerns about the 
inverted yield curve. The yield curve shows how long-term interest 
rates for government bonds compare with those in the short term. 
When shorter-term rates are higher than long-term rates, it is often 
seen as a signal that short-term risks are pointing to recession or that 
central banks may lower rates.   

7. Higher interest rates 

The US Federal Reserve aims to keep the benchmark federal funds 
rate in 2% to 5% range in line with a growing, but not overheating, 
economy. To stimulate growth in the wake of the financial crisis, the 
Fed kept the rate at zero until it began raising rates in 2015. By the end 
of 2018, the rate had risen to 2.5%, where it still is today.  
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8. Healthier real estate  

The real estate roots of the financial crisis can be seen in part in the 
share of mortgages that were delinquent in June 2009 – 9.2%. Today, 
the delinquency rate is less than half that, at 4.4%. At the same time, 
the median value of existing US homes has moved from US$182,000 
to US$267,000. 

9. Stronger personal balance sheets 

Today, aside from rising student loan debt, US consumers are less in 
indebted than they were 10 years ago. The household-debt-to-GDP 
ratio – how much people owe relative to the size of the US economy – 
has declined from over 95% to about 76% today. 

10. Sluggish income growth 

Ten years ago, real median US household income was US$60,000. 
Today, it’s only marginally higher at US$64,000, one signal that the 
current expansion isn’t necessarily being felt strongly by all Americans. 

Sources: U.S. Department of Labor, U.S. Department of Commerce, International Monetary Fund, US 
Federal Reserve, Gallup, Bloomberg. Figures from June 2009 and June 2019, or closest available date. 
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