
 
 

 

This document contains the views of HSBC Global Asset Management and is distributed by HSBC Investment Funds (Canada) Inc., HSBC Private Wealth 
Services (Canada) Inc., and the HSBC InvestDirect division within HSBC Securities (Canada) Inc., each of which are subsidiaries of HSBC Bank Canada. This 
commentary provides a high level overview of the recent economic environment, and is for information purposes only. It is a marketing communication and does 
not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should it be regarded as investment research. 
It has not been prepared in accordance with legal requirements designed to promote the independence of investment research and is not subject to any prohibition 
on dealing ahead of its dissemination. 

 

Canada Outlook 
April 2019 

 

Changing interest rate picture driving 
narrative as yield curve inverts 

HSBC outlook  

A softer economic 

growth picture had 

prompted many analysts 

to forecast an interest 

rate cut in 2019 

Our base case is for the 

Bank of Canada to 

remain on hold 

Modest growth, weak 

inflation and supportive 

interest rates justify 

remaining invested and 

staying the course 

 
Inside: Spotlight on 
value investing 

What’s behind a 
decade-long slump in 
returns for value 
investors? 

Read more on page 4 

 

 

Outlook for the second quarter: Return expectations are 
tempered by slower growth, but on balance recession 
fears appear unsupported 

The changing interest rate picture was undoubtedly one of the biggest 
developments in the quarter. A softer economic growth picture had prompted many 
analysts to forecast an interest rate cut in 2019. Our base case is for the Bank of 
Canada to remain on hold. Bank of Canada Governor Stephen Poloz says 
Canada’s economy will return to “positive growth” later this year despite global 
trade tensions, Brexit, low oil prices, and a weaker housing market. 

Global growth has clearly slowed over the past year, but we feel that the most 
recent bout of pessimism looks overdone and seems to overemphasize the impact 
of weakness in the eurozone on the wider global economy. Conditions elsewhere 
look more resilient. Modest growth, weak inflation and supportive interest rates 
justify remaining invested and staying the course. 

Real GDP Consensus Forecasts 

 
Source: Bloomberg as at January 8, 2019 

HSBC investment strategy highlights: Portfolios 
positioned to be slightly overweight equities  

The well-diversified structure of our portfolios reflects our positive yet cautious 
views on capital markets. We have positioned our portfolios to be slightly 
overweight equities. We are seeing the relative attractiveness of equities versus 
fixed income increasing as fixed income yields continue to move lower.  

Within fixed income, we remain overweight in corporate and provincial bonds. 
Corporate bonds also offer higher yields than government bonds. Within the 
government sector, we still prefer provincial bonds over Government of Canada 
bonds because of their higher return potential. 

We also continue to be more positive on the energy sector. The price differential 
between Canadian heavy crude — Western Canadian Select — and West Texas 
Intermediate has narrowed from a high of about US$50 per barrel in 2018 to close 
to US$10 in early April. 

 

1.5%

2.4%

1.2%

0.7%
1.2%

1.8% 1.9%

1.4%

0.5%

1.5%

0.0%

1.0%

2.0%

3.0%

Canada US Eurozone Japan UK

2019 2020



 

 

April 2019 | Canada Outlook 2 
 

Q1 in review

Canadian and US 

markets rebounded from 

the slide endured by 

investors at the end of 

2018 

After lagging other 

markets over the last 

few years, the Canadian 

stock market posted 

better performance than 

those in Japan, Europe 

and emerging markets in 

the first quarter of 2019 

We do not believe 

attempts to link yield 

curve inversion to a 

looming recession are 

definitive  

 

 

Stocks and bonds move higher, economy shows signs 
of returning to growth 

Canadian and US markets rebounded from the slide endured by investors at the 
end of 2018. After lagging other markets over the last few years, the Canadian 
stock market posted better performance than stock markets in Japan, Europe and 
emerging markets in the first quarter of 2019. Equities were buoyed during the 
quarter by a more dovish tone from central bankers. Statistics Canada data 
showed the economy growing 0.3% in January, which was above expectations. 

Declining bond yields boosted prices for government and corporate debt (bond 
prices move in the opposite direction of yields). But investors voiced 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. Typically, longer-term 
rates are higher because investors need to be compensated for the potentially 
higher risk of lending money for longer terms. 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.  

Concerns over the possibility of a recession failed to halt market gains. In a speech 
on April 1, Bank of Canada Governor Stephen Poloz described the yield curve 
moves as an “innocent inversion” and dismissed them as a sign of recession.  

We also believe current attempts to link yield curve inversion to a looming 
recession are false. In fact, our research points to three primary factors that argue 
against jumping to the conclusion that increased recession fears are warranted.  

First, much of the recent inversion was driven by much weaker-than-expected 
German manufacturing data. We think the implications for global economic growth 
in the German data have been overblown.   

Second, US growth remains near trend, and there are tentative signs of 
stabilization in China. China is also likely to ease interest rates further if data 
disappoints expectations. 

Third, yield curves would still have to invert further before they would reach the 
levels that have preceded previous recessions. The predictive power of the yield 
curve may also be diminished today, given the secular decline we have seen in 
long-term government bond yields since the 1980s. 

Spread Between 10-Year and 3-Month US Treasury Yields  

 

Source: Macrobond as of March 26, 2019 



 

 

April 2019 | Canada Outlook 3 
 

Canadian market and economic highlights 

The top performing 
equity sector was health 
care, which finished 
49% higher 

Despite the slowdown in 
the fourth quarter being 
sharper and more 
broadly based than 
expected, the Bank of 
Canada is maintaining 
its view that the current 
slowdown will be short-
lived 

At quarter-end, there 

was also encouraging 

news on the gross 

domestic product front. 

Canada’s GDP climbed 

0.3% from December to 

January 

Canadian stock and bond markets finish higher 

Canadian equities, as measured by the S&P/TSX Composite Index, were up 
13.3% in the first quarter and up 8.1% over the last 12 months. Canadian bonds, 
as measured by the FTSE Canada Universe Bond Index, finished the first quarter 
at 3.9% and were up 5.3% over the last 12 months. 

All 11 sectors of the S&P/TSX Composite Index posted a positive return in the first 
quarter. The top performing sector was health care, which finished 49% higher, 
followed by information technology, which was up 26%. Materials posted the 
weakest returns but still delivered an 8.5% gain. 

Canada seen returning to positive growth in 2019 

In late 2018 and early 2019, the Bank of Canada had forecast a temporary 
slowdown in economic growth, in the wake of last year’s drop in oil prices. This 
supported the view that Canada’s economy would have to contend with a weaker 
energy sector and the related decline in household spending in oil-producing 
provinces. The Bank of Canada maintained its target for the overnight rate at 
1.75% on March 6.   

However, despite the slowdown in the fourth quarter being sharper and more 
broadly based than expected, the Bank of Canada is maintaining its view that the 
current slowdown will be short-lived, which suggests an interest rate cut is unlikely 
in 2019. We share this view. Solid Chinese and US manufacturing data helped lift 
the price of oil, a key driver of Canada’s economy. 

In Canada, jobs data was weaker in March, ending a seven-month streak of strong 
gains. But the loss of 7,200 jobs was considered a flat reading, and the overall 
unemployment rate remained unchanged at 5.8%, a historically low number. At 
quarter-end, there was also encouraging news on the gross domestic product 
front. GDP climbed 0.3% from December to January. The consensus among 
economists had been for a gain of only 0.1%. 

S&P/TSX Composite Index and Sector Performance 

(period ended March 31, 2019)  

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

S&P/TSX Composite Index 
Composite Index 

13.29% 8.11% 9.45% 5.55% 9.37% 

Communication Services 9.98% 16.91% 8.80% 10.53% 14.34% 

Consumer Discretionary 9.81% -5.04% 6.74% 8.85% 13.89% 

Consumer Staples 10.57% 19.89% 6.86% 15.32% 16.23% 

Energy 15.63% 4.34% 3.00% -4.43% 3.48% 

Financials 10.41% 3.74% 10.72% 8.87% 14.32% 

Health Care 49.12% 44.94% 3.53% -18.76% 10.04% 

Industrials 15.25% 15.44% 16.69% 11.86% 17.20% 

Information Technology 25.95% 29.13% 20.36% 20.89% 7.33% 

Materials 8.53% 2.85% 7.64% 0.98% 0.30% 

Real Estate 17.53% 19.28% 11.26% 12.35% 18.04% 

Utilities 16.12% 12.31% 7.94% 7.27% 10.11% 

 

*Annualized rate of return. 

Source: Bloomberg as at March 31, 2019. Performance is stated in Canadian dollar total returns. 

Energy, materials and financials account for 63% of the total market. 
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Spotlight on value versus growth investing

Value investors look for 
companies where they 
believe the underlying 
business is worth more 
than the stock price 
suggests, based on 
factors like the 
company’s sales, 
earnings and dividends. 
These investors can be 
thought of as patient 
bargain hunters who will 
hold a stock until the 
rest of the market 
recognizes what the 
company is really worth. 

Growth investors look 

for companies that are 

growing faster than the 

overall market. This is 

typically reflected in 

higher corporate 

earnings expectations, 

which encourage 

investors to seek out 

growth stocks for their 

future return potential. 

 

Value investors are working through a decade-long 
slump 

After watching high-flying growth stocks, as exemplified by the so-called FAANG 
stocks (Facebook, Apple, Amazon, Netflix and Google), set the pace in equity 
markets for years, investors could be forgiven for losing faith in the value 
approach. But while history offers no guarantees of future performance, it does 
show us that growth investing and value investing tend to outperform each other 
across different time periods. 

Patience is key for value investors  

Value investors look for companies where they believe the underlying business is 
worth more than the stock price suggests, based on factors like the company’s 
sales, earnings and dividends. These investors can be thought of as patient 
bargain hunters who will hold a stock until the rest of the market recognizes what 
the company is really worth. Telecoms, energy companies, industrial companies 
and banks are typical value stocks. These kinds of value-oriented companies don’t 
make growth their main priority. Instead, paying and often working to increase 
regular dividend payments is their focus. Value stocks also tend to have more 
limited upside potential, which some argue makes them more stable investments 
than growth stocks. 

Momentum is key for growth investors  

Growth investors are focused on a company’s ability to grow at above-market 
rates. This is typically reflected in higher corporate earnings expectations, which 
encourage investors to seek out growth stocks for their future return potential. 
Unlike value investors, growth investors buy stock in companies that are trading 
higher than their intrinsic value. This approach assumes that the intrinsic value 
will grow. But if quarterly earnings don’t support these growth expectations, these 
stocks can exhibit pronounced volatility, which is why they tend to be favoured by 
more risk-tolerant investors who can ride out price swings over the long term.   

Value stocks have lagged since the 2008 financial crisis 

Value stocks have lagged the broader market for years. But there is some cause 
for optimism. The late 1990s dot-com bubble was the last time value stocks were 
out of favour. When the bubble burst, value stocks took off and outperformed 
growth stocks for seven years. Another point in favour of value stocks is their track 
record on dividend payments. They have outshone growth stocks when it comes 
to dividends. This may start to give investors reason to reconsider value over 
growth. Growth stocks almost never pay dividends and instead reinvest their 
earnings to expand their operations. 

Growth versus value: Both have something to offer in well-balanced 
portfolios 

Currently, 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 long enough could see value investors smiling in 
the years ahead. 

Value vs. Growth Investing: Growth of $10,000 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg as at March 31, 2019. Investment is from March 31, 1994 to March 31, 2019 
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