
 

 

The Quarterly Commentary  

Reflecting on the major factors of 2017 

Looking back at the fourth quarter of the year is a chance to reflect upon the year that was and 

navigate our analysis and forecasts for the next 12 months. It has been one year since the Trump 

administration took office and while there is no shortage of daily news condemning what President 

Trump says or tweets, there is very little doubt that both the U.S. and broader global economy have 

exhibited strong growth. In particular, U.S. stock markets responded favourably in the period since he 

took office. Going back to this time last year, while many analysts and economists were cautiously 

optimistic, very few would have predicted a sustained rally in U.S. stocks that would carry through to 

2018.   

2017 was not without its challenges. Political tensions flared between North Korea and the U.S., 

increasing the threat of war. In the U.S., some harsh spring weather dampened the economic outlook 

in the first half of the year, followed by some severe weather-related disasters that temporarily 

slowed economic activity in specific regions of the country.   

Looking beyond North America, growth in the eurozone is expected to finish at approximately 2.2% 

for the year, the strongest year in a decade. Employment is improving,  inflation remains in check, and 

the European Central Bank (“ECB”) is expected to continue its program of quantitative easing. Japan 

saw its economy grow by 1.7% in 2017 while commodity-driven economies, such as Russia and Brazil, 

also saw a turnaround. In summary, global growth for the year was synchronized, expanding by 

approximately 3.3%.   
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3 Month 
Total Return 

12 Month 
Total Return 

S&P/TSX     
Composite 

4.45% 9.10% 

S&P/TSX 60 4.93% 9.78% 

S&P/TSX     
Completion 

2.94% 7.04% 

S&P/TSX     
SmallCap 

4.69% 2.75% 

S&P/TSX      
Venture 

8.89% 11.59% 

S&P/TSX    
Income Trust 

5.45% 10.11% 

S&P/TSX     
Preferred Share 

2.73% 13.62% 

IAIC Equity Sector Benchmarks 
  

Consumer 7.8% 17.4% 

Financial 5.7% 13.3% 

Utilities 3.5% 13.3% 

Industrial 4.1% 19.0% 

Resource 2.2% -1.8% 

Consumer 

It was a positive quarter for both 

consumer staples and consumer 

discretionary sectors, posting 6.7% and 

4.6% total returns, respectively. The 

recently passed tax-reform legislation in 

the U.S. is a significant benefit to 

consumer-focused companies whose 

primary revenue is in the U.S. Health care 

led the way posting the highest quarterly 

sub-sector return.  

Financial 

The Canadian financials sector performed 

well in the fourth quarter with a total 

return of 5.7% and a 12-month total 

return of 13.3%. Throughout 2017 and 

again in the fourth quarter, we saw most 

Canadian banks report solid earnings that 

beat market expectations, thanks to net 

interest margin expansion from higher 

rates, excellent credit performance and 
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efficiency gains from cost-cutting 

programs. Canadian insurers also 

reported strong earnings in the first nine 

months of 2017 with many beating 

earnings-per-share estimates thanks to 

strong sales and rising rates. At current 

prices, many Canadian banks and insurers 

are trading at the upper end of their 10-

year average price-to-earnings multiples. 

The U.S. and international financials 

sectors also performed well in the fourth 

quarter with a total return of 12.3% and 

5.8%, respectively. U.S. and international 

banks and insurers benefitted from higher 

interest rates, solid credit performance 

and top-line growth. Many U.S. and 

international finance companies are 

currently trading above their historical 

price to earnings multiples. 

Utilities  

The utilities sector finished off the year 

with a strong fourth-quarter return of 

3.5% and a stellar 12-month return of 

13.3%.  Canadian pipeline companies 

continued to dominate headlines 

throughout the fourth quarter, as long-

awaited projects were cancelled due to 

the increase in regulatory red tape. Thus, 

existing pipeline assets are becoming 

more and more valuable, due to the 

difficulty of obtaining new project 

approvals. The industry trend for 

increased mobile data persisted through 

the end of year leading to a strong fourth 

quarter for the telecommunications 

services sector.  

Industrial 

The industrials sector posted a fourth-

quarter return of 4.1%, up from the 

previous quarter (+2.8%). Industrials 

posted the highest rate of return over 

2017 amongst all sectors with a 19% 

return. Industrials sector performance can 

be attributed to many factors including 

the weakening of the Canadian dollar in 

the quarter and the passage by the U.S. 

administration of tax legislation featuring 

a dramatic reduction of corporate income 

tax rates. Canadian companies in this 

sector need to be wary of the outcome of 

NAFTA negotiations going forward.  

Resource 

The resource sector posted a fourth 

quarter total return of 2.2% but finished 

the full year in the red with a -1.8% 

return. 

Outlook for the year ahead 

As we enter 2018, all indicators are positive and 

appear to be pointing to continued growth for 

the next 12 months. Strong business and 

consumer sentiment, stimulative fiscal measures 

(including substantial tax cuts for U.S. 

businesses), a relatively low U.S. dollar, a 

prolonged period of low interest rates in the 

longer term and strengthening commodity prices 

all help point to an optimistic forecast for 2018.   

This is not to say that there aren’t risks that we 

should be aware of that could have a negative 

impact on the U.S. and global economies in 

2018. An increase in interest rates in the middle- 

to long-end of the yield curve could slow capital 

spending by businesses and consumers. A surge 

in core inflation could prompt more aggressive 

monetary tightening and political tensions, both 

domestically and internationally, could dampen 

economic growth.  

As Canadian investors, we face additional 

uncertainties in our own economy – most 

importantly the potential abandonment by the 

U.S. Administration of the North American Free 

Trade Agreement (“NAFTA”). Other concerns 

facing Canadian businesses include increased 

costs due to the higher minimum wage rates and 

labour compliance costs and escalating 

electricity rates, all of which will begin hitting 

business bottom lines soon. Deficit spending by 

the federal and provincial governments may also 

prove to be problematic as debt servicing 

becomes a larger component of government 

spending, which could be further compounded if 

the Bank of Canada (“BoC”) were to continue to 

boost interest rates. In addition, Canadian 

consumers, heavily indebted relative to their 

income, might also temper their spending. 

Furthermore, as of January 1, 2018, fewer 

Canadians will qualify for mortgages due to the 

higher hurdle rates that they must meet. 

When looking back at 2017, it’s been particularly 

important to separate stock market performance 

from the economy. Stock markets are forward-

looking by nature and prices reflect investors’ 

future expectations as much as past 

performance. Thus, an economy expected to 

grow in the coming year does not necessarily 

correlate to higher stock prices. Expectations of 

2.5% economic growth in the U.S. and 3.0% 

globally seem to be already priced into the 

market. Any economic data that signals 

underperformance in the U.S. or global 

economies, relative to those expectations, 

could result in pullbacks from recent stock 

market highs.  

Forecasting the path of the U.S. 

economy  

As the world’s largest economy, the U.S. is still 

the bellwether we focus on when considering 

the state of financial markets in the year 

ahead. By this measure alone, most analysts 

continue to express optimism that 2018 will 

be a good year for the U.S. economy. After a 

strong finish to 2017, growth is expected to 

exceed 3.0% in 2018, driven by strength in 

capital spending, and strong business and 

consumer sentiment. The new year looks to 

be on a strong footing with further stimulus 

expected to come from tax cuts and some 

targeted spending. Inflation, which remained 

largely contained in 2017, is expected to pick 

up in 2018, driven by improvements in wages. 

While it appears most of the gains over the 

past two years have favoured shareholders 

and business owners, the coming year may 

see a shift, as additional benefits may favour 

workers. The U.S. dollar also weakened in 

2017 against most major currencies, giving 

U.S. manufacturers a boost. Exports were 

cheaper in foreign markets and imported 

goods became relatively more expensive, 

which favoured U.S. producers.  

Corporate tax cuts, which recently passed as 

part of a U.S. tax bill, will put more money in 

the hands of business and many consumers. 

Businesses will see corporate rates fall from 

35% to 21%, with other measures aimed at 

encouraging the repatriation of offshore 

profits and capital spending. One fear is that 

the added stimulus will not be sufficient to 

make up the forgone government revenue, as 

government debt could surpass 90% of gross 

domestic product (“GDP”) by 2020. 

A recent boost in energy prices may also 

support growth. While not sufficient to cause 

major changes in consumer behaviour, it 

should provide extra cash flow to the energy 

sector and an increase in drilling and 

exploration. This may act as a double-edged 

sword, since higher prices could encourage 

more activity, such as more fracking – in turn, 

potentially adding surplus supply and driving 

commodity prices down again.   

With the introduction of new U.S. Federal 

Reserve Board (“Fed”) chair Jerome Powell in 

February, the current trend of monetary 

tightening that began under former chair 

Janet Yellen is expected to continue. Powell 

has been supportive of Yellen’s calculated 

approach. However, with the U.S. economy 

nearing full employment and added stimulus 

resulting from tax cuts, Powell may be forced 

to accelerate the pace of interest rate 

Sector Watch (cont’d) 
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Momentum for oil and gas was positive 

for 2017. Inventory levels declined 

through most of the year.  The 

Organization of the Petroleum Exporting 

Countries (“OPEC”) held firm on 

production cuts, with high conformity 

levels and a commitment to extend cuts 

throughout 2018. 

Of interest is the pricing profile for futures 

contracts for West Texas Intermediate 

(“WTI”) crude settling eighteen months 

out. Prices to date have been in the sub-

$50 level, which hampered financing for 

shale oil producers in the U.S. An increase 

in futures pricing by 10%-15% will likely 

accelerate shale fracking activity and put 

some pressure on oil price recovery. 

Sector Watch (cont’d) 
increases in 2018, in an effort to slow the U.S. 

economy.   

The real unknown is what will happen in 2019. 

The impact of stimulus measures will be tapering 

off in 2019 while, at the same time, inflation may 

drive interest rates up on the longer end of the 

yield curve. Global growth, while currently 

stimulative, could encounter some unforeseen 

headwinds as well. Some analysts are suggesting 

that growth could fall back to the 1.5%-2.0% 

range and that the probability of a recession 

could increase in 2019.    

Global growth surprises to the upside 

When we consider global economic performance 

in the fourth quarter and past year, we need to 

account for the differences between developed 

and emerging markets as well as economies 

driven by manufacturing and those that produce 

materials and resources.  

The past year provided some upside surprises for 

analysts, both in the strength of the major 

economies and unified pace of their performance. 

Globally, the Purchasing Managers’ Index (“PMI”) 

and consumer confidence indicators 

strengthened.   

The eurozone provided the largest upside surprise 

with growth in excess of 2.0%. With inflation 

largely non-existent, the ECB has no intention of 

withdrawing stimulus measures in the short-term, 

moving counter to the U.S. direction. It is 

worthwhile noting that the eurozone recovery has 

lagged that of the U.S., with some estimates 

suggesting it lost 10%-15% against the U.S. 

economy over the past decade. Still, as always, 

the eurozone is a somewhat fragile partnership, 

made up of unequal members and an ever-

looming risk of break-up or loss of members. 

Throughout 2017, the breakup of Spain was an 

overhang on the region and remains a potential 

issue in 2018 as an independent Catalonia would 

function outside of the eurozone.   

Japan was also an area where growth of 1.7% in 

2017 surprised to the upside. This is likely to ease 

in 2018 with monetary policy also expected to 

remain stimulative.  

Turning from developed to emerging economies, 

both China and India again contributed to global 

growth. Emerging middle classes in both of these 

countries should continue to drive global growth 

for years to come. In terms of size, the Chinese 

economy is the second largest in the world and 

still about half the size of the U.S. economy. But 

with China’s relative growth rates expected to 

double or triple those of the U.S., this difference 

should converge over the next decade. The 

Chinese government remains diligent about 

maintaining momentum in the economy and 

keeping reported growth in the 6.0%-6.5% range. 

It intends to do so by using monetary tools to 

manage specific sectors and ensure that excessive 

inflation and debt levels do not derail 

momentum.       

Another upside surprise was the strength shown 

in commodity-based economies such as Brazil 

and Russia. In both of these economies, the PMIs 

and consumer confidence showed marked 

improvements. Of course, trends in oil prices will 

directly impact both of these economies in 2018. 

Some headwinds for the Canadian 

economy 

Another upside surprise has been the reported 

growth of the Canadian economy in 2017 and 

improving employment. By some estimates, the 

Canadian economy grew at an annualized rate 

north of 4.0% in the second half of 2017. 

Unemployment, while somewhat choppy    

month-to-month, continues to trend downward 

and is now at levels not seen in decades. 

Analysts, however, caution that the government 

has changed the way it measures unemployment 

over the years. Therefore, current and historical 

employment data may not permit an apples-to-

apples comparison. The BoC clearly recognizes 

that this could all be inflationary and, as a result, 

increased its overnight lending rate twice in 

2017, to the current level of 1.0%.  

While we expect further interest rate increases in 

2018, there are potential risks that could have 

the BoC reversing its direction. In particular, the 

current NAFTA negotiations may have a 

significant impact. Current reports indicate that 

the U.S. is close to pulling out altogether and 

giving the mandatory six months’ notice for 

termination of the agreement. This could be a 

huge setback for the Canadian economy, which is 

heavily reliant on trade with the U.S. We enjoy a 

slight trade surplus with the U.S. but as a 

percentage of our economy, our exports to the 

U.S. represent 12 times more of our GDP than 

U.S. exports to Canada represent for the U.S. 

economy. While the failure of NAFTA could drive 

the relative value of the U.S. dollar higher, 

impacting its balance of trade with all nations, it 

is clear that Canada stands more to lose. 

Another issue the BoC is monitoring is household 

debt and the sensitivity of the consumer to 

interest rate increases. The housing market has 

clearly fuelled an increase in consumer debt, now 

said to be at record levels. Recently introduced 

mortgage stress tests, applicable to any mortgage 

issued after January 1, 2018, may achieve part of 

what the BoC is attempting to accomplish 

through monetary policy. It is possible that 

further rate increases, on top of the new 

mortgage stress tests, could dampen consumer 

spending more than necessary. 

Other unknowns facing Canadians in the new 

year include the impact of new labour legislation 

in Ontario and the changes related to business 

taxation. While the U.S. moves toward less red 

tape and lower taxes for businesses, Canada is 
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moving in the opposite direction. Will 

Canadian businesses facing additional costs 

and – in provinces such as Ontario – spiralling 

energy costs related to electricity and new 

carbon taxes, make decisions to relocate or 

expand into the U.S. instead? Are current 

unemployment levels in Canada going to be 

short-lived? Estimates are that changes to 

Ontario’s minimum wage and other labour 

reforms initiated by the Ontario government 

could cost the province between 30,000 and 

130,000 jobs.  Time will tell. 

So the BoC is in a tough position.  Given the 

headwinds facing the Canadian economy, one 

could ask why they would have moved to 

increase its overnight lending rate by ¼% in its 

January update?  Trailing economic data on 

jobs creation significantly surprised to the 

upside.  Still, the announcement was 

accompanied by caution regarding the risks 

and in particular, the uncertainty facing 

NAFTA. 

How does this translate into the Canadian 

stock market and the allocation of Canadian 

stocks in IAIC portfolios.  At IAIC, we diversify 

among five major economic sectors classified 

as Finance, Utilities, Industrial, Consumer and 

Resource.  Portfolios tend to be structured 

with the Canadian allocation more 

concentrated in Finance, Utilities and 

Resources with US and International 

allocations more weighted more towards the 

Industrial and Consumer sectors.  While some 

of the challenges for the Canadian economy 

could translate into some headwinds for 

Canadian Finance sector, it is worthwhile 

noting that the Canadian banks operate in a 

highly regulated oligopoly.  Consider also that 

the major banks and some of IAC’s utility 

selections have reasonable diversification of 

their businesses into the US and International 

markets.  Resource stocks tend to trade on the 

basis of commodity prices which are driven by 

international demand.  The Canadian economy 

itself has little impact on stock prices in this 

sector.  Of the smaller concentration of 

Canadian Industrial and Consumer stocks in 

IAIC portfolios, the consumer selections tend 

to be somewhat defensive while the Industrial 

stocks have reasonable exposure to US and / 

or International markets. 

While we are not suggesting that the hurdles 

facing the Canadian economy would not 

translate into some volatility in our clients’ 

portfolios, the concentration of Canadian 

names in specific sectors with US and 

International diversification helps to mitigate 

the downside in a general market pullback or 

correction. 

 

Markets continued to advance in 

2017  

Following strong double-digit returns of 

13.4% for the Dow Jones Industrial Average 

(“DOW”) and 17.5% for the S&P/TSX 

Composite Index (“S&P/TSX”) in 2016, our 

expectations for North American markets at 

the outset of 2017 were for single-digit gains. 

Wary of the effects of what had become 

known as the “Trump Bump,” we, like many 

analysts, began to preach caution as the 

market reached new highs in the tail end of 

2016 following the U.S. election. The 

immediate failure of the new Administration 

to repeal and replace the Affordable Care Act 

drove U.S. markets into negative territory 

with the DOW shedding 3.4% between the 

beginning of March and mid-April. The failure 

to move ahead with healthcare reform put 

into question the administration’s entire 

agenda. Adding to the risk was an 

unexpected downturn in economic growth, 

precipitated by severe weather in the first 

quarter. But as the year progressed, earnings 

were meeting expectations and, in many 

cases, exceeding them. Weekly jobs data was 

showing improvements in U.S. employment. 

Consumer confidence quickly began to once 

again strengthen in the second half of the 

year. 

For Canadian markets, the negative 

sentiment was compounded by weak oil 

prices. However, this sentiment was short 

lived. The DOW advanced over 25.0% in 

2017, buoyed in the fourth quarter by the 

massive tax reforms passed at year-end. The 

S&P/TSX, essentially flat for the first eight 

months of the year, surged ahead by 8.5% in 

the last four months of the year on the 

strength of commodities and the energy 

sector.   

Tempered expectations in 2018  

Following two years of robust growth for U.S. 

stock indices and strong U.S. business and 

consumer sentiment – with both the U.S. and 

global economies expected to grow by 2.5%-

3.5% in 2018 – it may seem overly cautious to 

temper stock market expectations in 2018. 

However, it is important to keep in mind that 

stock markets are forward-looking in that 

stock prices reflect future expectations. For 

example, markets will not wait for data to 

indicate the economy grew by 2.5%-3.0% 

in 2018 before pricing that growth in. 

Markets assess the probability of growth 

forecasts materializing and add a 

discounted stream of cash flow to current 

prices. Markets are not waiting for U.S. 

companies to report earnings net of the 

new lower taxes they will paying. The extra 

earnings accruing to businesses are already 

factored into stock prices. Markets have 

been trading at relative highs for over two 

years now meaning that, in terms of 

earnings multiples, many stocks are trading 

at or above their historical highs.   

While buoyant markets can be expected in 

a low interest environment where we 

anticipate “multiple expansion,” we can 

also expect contraction of valuation 

multiples when interest rates rise. The key 

rate on the yield curve that stock investors 

are focused on is the 10-year government 

bond. The yield curve may be poised to 

revert from a flattened structure to a more 

“normal” distribution, implying that a term 

premium may be added to 10-year rates in 

the year ahead. Thus, some caution 

regarding stock markets is warranted. 

Stock prices for the most part (at least U.S. 

stocks) have expectations of economic 

growth, higher earnings and lower taxes 

priced in. They are already priced at 

relatively high multiples and supported by 

low interest rates, particularly in the 

middle and long end of the yield curve. In 

seafaring terms, we are in calm waters and 

the engines are running full out. Any 

obstacle, any unexpected rough weather, 

any mechanical failure will take us off of 

our current course. We are not suggesting 

that investors set aside their investment 

plan. It is difficult to predict what exactly 

will happen. Very few analysts would have 

suggested that the DOW would add over 

25.0% to its value in 2017, providing 

investors with a total one-year return of 

over 27.0%. We are simply urging investors 

to temper expectations for growth in 2018 
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and stick to a balanced allocation of fixed income and stocks, diversified across all economic sectors and structured to mitigate the impact of 

volatility to the downside.     

Flattening yield curve in 2017 could revert to normal in 2018  

To some, watching the yield curve is about as exciting as watching paint dry, but as investors, it’s one of the more important tools at our disposal. In 

simple terms, the yield curve is a chart that shows the interest rates for various maturities ranging from the very short end to 30 years out. A normal 

yield curve is upward sloping, which means that as the time to maturity increases, the interest rates increase.  A flat yield curve implies that interest 

rates are the same regardless of maturity. Most of us become familiar with the concept of a normal yield curve when we borrow money. Mortgages 

typically follow the pattern of a normal yield curve as borrowing rates are laddered higher as the term of the mortgage is extended further into the 

future (i.e., a five-year term will typically have a higher interest rate than a two-year term).  

Throughout 2017, the Fed increased its overnight lending rate three times, impacting the 

short end of the end of the yield curve but having little impact on the longer end. The longer 

end of the curve reflects the market’s expectations about future short-term rates. When the 

yield curve flattens, the term premium shrinks as the market is signalling an expectation of 

low inflation and low short-term interest rates in the future. There is a tendency for a 

reversion from a flat yield curve to a normal yield curve over time. This means we can 

expect short-term rates to decline once again or the term premium to increase, with rates 

increasing in the middle and the long end of the curve.  

Given that the U.S. economy is growing and expected to expand by 2.5%, and 

unemployment is hovering around 4.0% – indicating that the capacity in the economy is 

either at or close to fully utilized – it is unlikely that the Fed will reverse its direction on 

monetary policy. Instead, analysts are expecting headline inflation to increase and be driven 

by wage inflation which, to this point, has been somewhat subdued despite continued 

improvements in employment data. This means that interest rates on the longer end of the 

yield curve may increase, making longer-term borrowing and mortgage financing more 

expensive. One might conclude that this could lead to a slowdown in business investment 

and softening in the housing sector.  

There are a number of offsets that may allow the U.S. economy to easily absorb higher rates. First, lower corporate taxes and the ability of 

businesses to expense new machinery, rather than allow it to depreciate over time, should maintain and even increase capital spending by 

businesses. This expectation follows a significant boost in capital spending by U.S. businesses in the second half of 2017, despite some softness in the 

energy sector and mining sub-sector. Second, despite what appears to be a healthy housing market in the U.S., prices are not misaligned with 

fundamentals as they were prior to the 2008 recession. Housing starts continued to grow in 2017 with an increase of approximately 13.0% over 2016. 

Still, housing starts are insufficient to meet the population’s needs and household formation.  Recent data shows that U.S. housing starts are now at 

an annualized rate of just under 1.3 million units, a long way from the peak of over 2.4 million units in the middle of the last decade and still 200,000-

400,000 units less than the run rate that economists consider sustainable to meet demand.  

Closing comments 

As always, we have never been advocates of market timing. However, with many stocks approaching or exceeding their historical highs in terms of 

earnings multiples, it is very difficult to purchase good names at reasonable prices. As we have suggested over the past 12 months, it remains – now, 

more than ever – a good time to exercise caution. Many stock prices currently have optimistic projections of economic growth, tax benefits and 

political stability priced in. If some of this does not materialize as forecasted, it could put downward pressure on stock prices in specific sectors. 

Again, we would like to remind investors that it is not uncommon for stock markets to pull back by 10.0% or more after reaching new highs. As this 

extended economic cycle continues in 2018, an economic slowdown or a recession becomes a greater probability. While this scenario is currently 

unlikely in the near term, it has been cited as a bigger risk for 2019. Regardless of economic growth materializing in 2018, stock markets, which have 

already priced in the expectations of growth in the current year, will begin to adjust to expectations for 2019 and 2020. This is merely the functioning 

of an efficient market. Following a substantial run-up in stock prices, a convergence to the underlying fundamentals should be expected. 

It would be intuitive to think that we need to make major changes to ready ourselves for the 

headwinds that may lie ahead. But, as long-term investors committed to the principles of value, 

discipline and diversification, we prepared for these headwinds when we set up our clients’ 

portfolios. A proper asset allocation, matched to an individual’s risk tolerance, should suffice in 

managing the volatility associated with uncertainty. The strategy is not to avoid the downside risk 

but to be comfortable with the amount of downside risk that one takes on.  

On the positive side, many solid blue-chip names continue to offer relatively attractive dividend 

yields. Staying invested in good companies with stable earnings and a rational dividend payout 

policy pays you as you wait and ride out the rough seas, while providing growth over the long term. 

It is important that we remind ourselves that discipline and adequate diversification has historically 

outperformed market timing strategies. It is this discipline that ensures emotions do not steer 

investment decisions.   
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The fourth quarter of 2017 concluded a strong year for investors, as global markets were up 6.0% in Canadian dollar terms since the end of September. 

The strong quarterly performance was broad-based, with each of the main geographic regions returning at least 4.5%. International markets continued 

their rebound and were the top performer for the year with an annual return of 17.3%, in Canadian dollar terms. 

The U.S. market, represented by the S&P 500 Index, was the leading market during the final three months of the year. Progress on tax reform and the 

resulting boost to corporate profits led to a quarterly return of 6.6% in U.S. dollar terms. Positive market and economic data allowed the Fed to increase 

its target lending rate, currently at 1.5%. 

The Canadian market was the laggard during the quarter but still managed to produce quarterly and annual returns of 4.5% and 9.0%, respectively. The 

market’s underperformance can be traced to the heavy resource allocation in the S&P/TSX; however, the energy sector did show some positive signs 

during the fourth quarter. After strengthening during the third quarter, the Canadian dollar was flat relative to the U.S. dollar during the final quarter of 

2017. The value of the Canadian dollar moving forward will be dictated by a number of economic factors, including monetary policy and future central 

bank decisions, as well as the price of oil and other commodities. 

 

 

 Market Performance 

What the Markets Did 

CA Rates Dec-17 Nov-17 Oct-17 Sep-17 Aug-17 Jul-17 Dec-16 

Target 1.00%  1.00% 1.00% 1.00% 0.75% 0.75% 0.50% 

90D Tbill 1.06% 0.87% 0.92% 1.00% 0.72% 0.73% 0.46% 

2Y Benchmark 1.69%  1.43% 1.39% 1.52% 1.27% 1.31% 0.75% 

10y Benchmark 2.04%  1.89% 1.95% 2.10% 1.85% 2.06% 1.72% 

30Y Benchmark 2.26% 2.23% 2.30% 2.47% 2.26% 2.46% 2.31% 

CPI (Y/Y) NA 2.10% 1.39% 1.55% 1.40% 1.16% 1.50% 

CPI x-food/Ener. (Y/Y) NA 1.77% 1.37% 1.21% 1.45% 1.45% 1.81% 

$U/$C 0.797 0.776 0.775 0.800 0.798 0.800 0.744 

€/$C 0.664 0.651 0.666 0.677 0.672 0.679 0.705 

/$C 89.775 87.059 88.157 9.068 87.938 88.354 86.939 

Oil Target Rate $U/$C 
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IAIC Disclosures 

All graph and chart statistical data contained in this report has been supplied by TD Securities Equity Research. Sources used by TD Securities Equity Research to compile the data include: Global Insight, Thomson Financial, 

CPMS, Bloomberg, S&P/TSX Index Services, S&P Index Services, TSX, NYSE, NASD, and company reports. The views and opinions expressed in this newsletter are based on historical company fundamentals and market statistics.  

No guarantee of outcome is implied and opinions may change without notice.  Investors should not base any of their investment decisions solely on this report. 

This report is produced entirely by Independent Accountants' Investment Counsel Inc.  Although the information contained in this report has been obtained from sources that IAIC Inc. believes to be reliable, we do not      

guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, estimates and other information included in this report constitute our judgment as of the date hereof and are subject to 

change without notice. 

Please contact your IAIC representative if you have any questions regarding this newsletter.    ©Copyright 2018 Independent Accountants’ Investment Counsel Inc. All rights reserved. 

Independent Accountants’ Investment Counsel Inc.  
135 Main Street E. 
P.O. Box 68 
Listowel, Ontario 
N4W 3H2 
Phone: 519-291-2817 
Toll Free: 1-877-291-3040 
Editor, Public Relations and Media: Karinm@iaic.ca 
www.iaic.ca 
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Want a chance to have your photo on the front cover and have $250 donated to your charity of choice? 

Simply email a spring theme photo to Karinm@iaic.ca  

Deadline:  April 1st, 2018 
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