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The Quarterly Commentary
A review of some of the major factors affecting the Canadian, US and Global economies
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Consumer Sectors & Health Care

Building on positive performance in the first three quarters of 2016, the fourth quarter

The

rewarded Canadian investors with solid gains. The S&P/TSX Composite Index (“S&P/TSX”)

consumer staples sectors were essentially

advanced 3.8%, finishing the year with a total gain of 16.3%. U.S. markets rallied

flat during the quarter, with returns of

significantly following the November 8 U.S. presidential election, advancing almost 8% in

1.5% and -1.5%, respectively. Within the

the fourth quarter and finishing 2016 up 13.4%.

consumer sectors, we continue to invest
in

consumer

discretionary

well-established

companies

and

with

The U.S. economy continued to perform well, with growth projections for 2017 nearing 3%.

dominance in their market and long track

The election of Donald Trump as President, along with the return of both the House of

records

Representatives and Senate to Republican control, has been well received by investors.

dividends, supported by strong cash flows.

Analysts have been busy revising target prices for many U.S.-based stocks as they factor in
the impact of lower corporate taxes and higher infrastructure spending. Purchasing
Managers’ Index (“PMI”) figures continue to reflect optimism, both in the U.S. and globally.
Developed economies have seen an uptick in inflation, whereas only a year ago, economists
were discussing the potential impact of deflation. In North America, we have seen interest

of

growing

earnings

and

With the expectation of a growing U.S.
economy, we’re observing a rotation from
the more defensive consumer staples
sector into more cyclical growth-oriented
companies, such as those within the

rates edging upward in response. The U.S.

North

markets

Sector Watch (cont’d)

Federal Reserve Board (“Fed”) increased its

tumbled. Dow Jones Industrial Average

information technology sector.

overnight lending rate in December. This

(“DJIA”) futures were down more than

The health care sector saw a decrease of

federal funds rate now stands at between

800 points, a drop of nearly 5%. A

-28.6%. This decline was largely caused

0.50% to 0.75%, with many analysts

number of other markets fell by more

by a few dominant companies in the

expecting two, or possibly three, 0.25%

than 6%, crossing thresholds that in some

increases later in 2017.

cases automatically halted trading. But as

American

futures

the night went on and victory for Trump

New U.S. Administration

sector that saw substantial pullbacks in
the fourth quarter. It is worth noting that
IAIC does not hold these companies for
our clients as part of our core holdings.

seemed more and more likely, markets

Following the U.K.’s surprise vote to exit the

started to react positively. By the opening

Utilities

European Union (“Brexit”), the belief

of North American markets the next day,

The utilities sector had an exemplary 12

among most pundits was that lightning

they had bounced back to their previous

trailing months, returning 17.7%. Overall

could not strike twice, meaning an election

close. For the remainder of the year,

market strength in 2016 boosted returns

victory

equity markets continued to move up.

in the utilities sector over the first three

Trump, who was widely viewed – even by

The

from

quarters of the year. The fourth quarter

many in his own party – as a controversial

November 8 to December 30, while the

saw near-flat returns of -0.4%. With the

outsider, was highly unlikely. Leading up to

DJIA advanced 7.8% over the same

election day, the markets seemed to signal

period.

for

then-presidential

candidate

a preference for Hillary Clinton. When polls
of likely voters moved in Clinton’s favour,
equity markets responded positively. If the
polls moved in Trump’s favour, markets

S&P/TSX

gained

4.3%

utilities stocks are seeing the effects of
rising bond yields. Companies in the

Elements

of

preferences

Trump’s
have

stated

led

to

momentum for equities,
in

manufacturing.

policy
positive

particularly

Concerns

over

pulled back. Trump was considered to be

Elements of Trump’s

unpredictable, which for most market
participants

translated

into

risk.

opposition to free trade was inconsistent

have led to positive

with his party’s historical stance, though his

momentum for equities,

protectionism

proved

popular

among

telecommunication services sector are
preparing for changes as the Canadian
Radio

and

implements
conditions
specifically,

Television
new
for

rules

Canadian
classifying

Commission
to

improve

consumers,
high-speed

internet as basic service for Canadians.

stated policy preferences

His

possibility of increased interest rates,

This change will ensure that all Canadians
have access to high-speed internet.

Financials

particularly in

labourers in the manufacturing sector, who

The financials sector had an excellent

manufacturing.

tend to view global free trade as a threat to

quarter, with a three-month total return
of 10.6%. Credit quality remained strong,

their jobs and livelihood.

protectionism through import tariffs, and

with the majority of bank loan-loss

Global markets, uncertain how the election

calls to rewrite, tear up or refuse to sign

provisions declining. On average, loan

would impact economic growth, were

new trade agreements, seem to be offset

balances in the oil and gas sector were

somewhat volatile leading up to the U.S.

by his intentions to stimulate the

down slightly during the quarter across

election in November. An interesting

economy through infrastructure spending

all the Canadian banks. Personal and

anomaly

and

and

commercial banking divisions had a

between the closing of voting booths and

corporate). As Canadians, we remain

strong quarter owing to lower loan

the declaration of Trump as the victor. As

somewhat nervous about how this will

early returns showed unexpected strength

play out for our exports and broader

The U.S. financials sector had a very good

for Trump in key states, overseas equity and

economy. Trump has taken direct aim at

quarter thanks to solid credit quality and

was

the

market’s

reaction

tax

cuts

(both

personal

losses.

the North American Free Trade Agreement.

the two governments may prove challenging

While his concerns seem to lie with Mexico

and put Canada at a disadvantage. On the

and companies that either have moved or

positive

are considering moving production there,

declaration that he wants the Keystone XL

Canada is clearly at risk of becoming

pipeline approved immediately, reversing

sector to surge over the quarter on

collateral damage of any policy changes he

the decision made by President Obama.

expectations of strong growth for the U.S.

may make. Trump may even call into ques-

When completed, the pipeline could carry

economy.

tion

Canadian policies that directly impact

up to 830,000 barrels of oil per day, bringing

U.S. and Canadian insurers also had an

the value of our dollar relative to the U.S.

crude from the Alberta oil sands to the Gulf

excellent quarter, with their security

dollar.

of Mexico. This would be a much-needed

The U.S. is Canada’s largest export market by
far. In 2015, Canadian exports to the U.S.

side

for

Canada

is

Trump’s

boost to Alberta and the Canadian economy
as a whole.

Sector Watch (cont’d)
strong capital positions. Trump’s election
and the Fed’s interest rate increase
caused securities in the U.S. financials

prices flourishing thanks to expectations
of higher interest rates and future
economic growth.

totalled US $295 billion, representing just

Some sectors will benefit, while others may

Industrials and Information

under 20% of Canada’s gross domestic

be negatively impacted by the new U.S.

Technology

product. In the same year, Canada imported

administration’s

For

The Canadian industrials sector was the

US$281 billion from the U.S. Canada is the

example, health care remains a big question

second-best performing sector, with a

U.S.’ second-largest trading partner, slightly

mark. Trump has vowed to undo and replace

return of 3.9% for the quarter and 17.9%

behind the European Union (“EU”), yet it

the Affordable Care Act, commonly known

over the past 12 months. Within this

accounts for more U.S. exports than the EU.

as

In fact, U.S. exports to Canada represented

Obamacare has provided health care access

more than 19% of its total exports for 2014.

to over 20 million Americans who previously

This fuels a material portion of U.S.

could not afford coverage. Regardless,

employment. Most pundits and economists

pharmaceutical companies, and health care

argue that trade with Canada is too

providers in general, have not enjoyed the

important to the U.S. for Trump to ignore.

rally in equity prices seen in other sectors.

However, the incoming U.S. President has

The first 100 days of the new administration

intention to lower income taxes, increase

never held office and has been somewhat

should provide investors with some idea as

government

unpredictable. The Canadian government is

to the direction of economic and fiscal policy

government regulation of business has

actively preparing to work with the new U.S.

over the next four years.

increased optimism for the economy in

“Obamacare.”

policy

changes.

Most

agree

that

manufacturing

posted

a

three-month return of 5.3% and a 12month return of 22.8%.
The bulk of the positive fourth-quarter
performance for the industrials sector
occurred after the U.S. elections and was
likely attributable to expectations of
Trump’s business-friendly policies. His

spending

and

reduce

general. This has led to an acceptance of

administration, but there are fears that the
political and philosophical misalignment of

sector,

U.S. Economy and Inflation Fears

more risk and a rotation out of more
conservative sectors into the more cyclical

Economists look to both leading and trailing

On the positive side for
Canada is Trump’s declaration

performed and to make forecasts on how it

that he wants the Keystone

will perform. While past indicators and past

XL pipeline approved

performance are part of the equation,

immediately, reversing the

industrials sector.

indicators to gauge how the economy has

investors are forward-looking.

The information technology sector posted
a fourth-quarter return of -0.54% and a 12
-month return of 5.19%.

Resources
The most significant news item affecting

decision made by

Leading indicators are important inputs for

President Obama.

modelling expectations of future growth.

the resources sub-sector for the final
quarter of 2016 was the agreement

Sector Watch (cont’d)

Key leading indicators are consumer

infrastructure and tax cuts, should also be a

confidence and PMI indices. Consumer

boost to economic activity. Inflation could

between

increase from its current level of 2% to the

Petroleum Exporting Countries (“OPEC”)

Fed’s target of 2.5%, or even move towards

and some non-OPEC members to reduce

3%, which would provide the central bank

oil production beginning in 2017. OPEC

Consumer confidence
rises when people feel
secure about their

with an additional rationale for increasing its

employment and/or

overnight lending rate. That rate, which now

job prospects.

stands at 0.75%, is expected rise to 1.25% or
1.5% this year, in 0.25% increments. The

the

Organization

of

the

has agreed to a production cut of 1.2
million barrels. In addition, 11 non-OPEC
members, led by Russia and Kazakhstan,
have signed on to reduce production by
nearly 600,000 barrels per day.

confidence rises when people feel secure

challenge facing the Fed will be balancing

about

job

the need to tame inflation and keep the

prospects. When they are confident, there

economy from surpassing its capacity while

is a propensity to spend, particularly on

trying to ensure that a stronger dollar does

Large Canadian and Brazilian projects, as

discretionary

not

well as increased shale fracking activity

their

employment

items.

and/or

PMIs

measure

purchasing managers’ confidence and their

put

U.S.

exporters

at

a

major

disadvantage.

hiring. Both of these indicators are showing
confidence in the U.S. economy, with
consumer confidence hovering around a
nine-year high – a full, but long and slow,
rebound from the financial crisis of 2008.
The U.S. continues to add new jobs at a
pace of just under 200,000 per month,
pushing the unemployment rate down to
4.6%. This data suggests the economy is
running at or near full capacity, fuelling
some wage inflation, which is currently
nearing 3%. The impact will slowly become
visible in the pricing of products and
services,

pushing

headline

inflation

higher. Additional factors will translate into
higher inflation. First, the cost of energy,
which makes up nearly 10% of the
Consumer Price Index, is now edging
higher, whereas last year energy actually
helped to keep inflation lower, pulling the
headline
1%.

number down by approximately

Second, stimulus measures Trump is

expected

to

introduce,

including

production is still expected to increase a
modest 270,000 barrels per day in 2017.

(primarily in the Americas), are expected
to more than offset OPEC’s agreed-upon

plans to invest in their businesses, which
translates into new equipment orders and

With the announced cuts, non-OPEC

Thus, while most analysts anticipate that the
Fed will continue to tighten monetary policy,
expectations are that it will be a slow and

cuts and natural decline rates.
Also, OPEC members Iran, Nigeria and
Libya will be permitted to increase

incremental process. Fed Chair Janet Yellen

production to pay for reconstruction of

has commented that over the longer term,

their countries after years of sanctions

the natural growth rate of industrialized

(in the case of Iran) and political unrest

economies is slowing. This is a result, in part,

(in the cases of Nigeria and Libya). Saudi

of the shift in demographics, with an aging

Arabia has also indicated that it may

population and fewer people entering the

reduce output beyond what it has

workplace to replace them. Accordingly, any
return to substantially higher interest rates
in

the

next

24

months

is

unlikely.

Fixed-income investors will continue to find
it

difficult

to

obtain

yield

with

any

meaningful real return, despite increases in
interest rates throughout the yield curve

committed to. If production declines as
projected and global demand reaches
95.6 million barrels per day, excess
global inventories may normalize by as
soon as the end of 2017.
With OPEC’s first curtailment agreement
since 2001 in place, the market’s main
focus will shift to compliance. OPEC is

that we observed in the fourth quarter. Low

widely thought to be targeting a price of

yields on fixed income, combined with

US$60 a barrel. The futures market has

higher

U.S.

contracts settling one year from now at

corporations owing to stimulus measures,

US$59, reflecting a belief that production

could continue to provide investors with an

cuts are expected to hold – at least for

projected

earnings

for

incentive to hold established stock names

the time being.

with a record of paying reasonable and

In Canada, some pipeline companies

increasing dividends.

have

benefitted

from

the

Liberal

government’s decision to approve two

Oil and the Canadian Economy

the possibility of further rate cuts.

After falling for two years and hitting a low
of close to US$25 a barrel in February of
2016, oil prices climbed higher throughout
last year, basically doubling in 10 months.
This has provided some relief for the
Canadian economy as western provinces
are highly dependent on the oil and gas
industry for investment and government

Markets, however, are telling a different
story, as interest rates on financial
instruments such as government and

Sector Watch (cont’d)
major pipelines. Though there are
many projects still waiting regulatory
approval, we view this as a step in
the right direction.

corporate bonds have been edging higher.
In the last two months of 2016, the yield
on 10-year Government of Canada (“GoC”)
bonds, after falling to under 1.0% in
October, jumped to nearly 1.7%.

to experience two rebounds. The
second

rebound

occurred

upon

news that OPEC has agreed to
reduce production and set limits for
the first time in eight years. While
this development could lead to

revenue. This upward trend in prices can

Another challenge for the BoC is the

be attributed in part to increasing global

overheated housing market, particularly in

demand (growing at about 1 million

Vancouver and Toronto, where home

barrels per day, per year) and some

ownership is no longer affordable for most

of the production decreases and

cooperation among oil-producing nations

first-time buyers. Some intervention into

how non-OPEC members will affect

to curb supply. Higher-cost producers in

the Vancouver market by the both the

global supply.

North

provincial

This

America

had

already

actively

and

municipal

government

consistently higher oil prices, it
remains to be seen which OPEC
members will make up the majority

quarter

also

saw

Potash

engaged in measures to curb production,

seems to have had some positive impact,

Corporation of Saskatchewan and

as many projects became unprofitable. As

Some intervention into the

Agrium Inc. agree to a merger of

the price of oil increases, as it did
throughout 2016, productive rig counts in

Vancouver market by the

equals, forming the world’s top
producer of potash and the number

both the provincial and

two producer of nitrogen fertilizer.

course, this will later put downward

municipal government

Since both companies are Canadian,

pressure on prices, but at the present time

seems to have had some

North America will continue to increase. Of

there appears to be more stability in the

positive impact.

industry as a whole. Workers are being

we do expect the deal to face less
regulatory scrutiny than if foreign
interests were involved.

The new

entity will still generate the majority

called back and capital expenditures are

at least in the short term. Similar measures

of its revenue from Agrium’s vast

planned. While other regions in Canada

are being contemplated for Toronto.

network of retail stores, but with

benefit from lower energy costs, the

However, with yields rising in the bond

relatively increased exposure to

current price for gas at the pump and

market, mortgage lenders are starting to

commodity

natural gas for heating does not appear to

push their lending rates higher. This may

production.

be

regional

provide some relief to BoC Governor

economies. The biggest impediment to

Stephen Poloz, who wants to cool the

growth in provinces such as Ontario may

housing market while at the same time

be the introduction of new taxes on the

keeping the central bank’s overnight

consumption of fossil fuels, which takes

lending rate low enough to provide

disposable income out of consumers’

stimulus for the broader economy and

pockets. Still, unlike the Fed, the Bank of

maintain a competitive Canadian dollar.

a

challenge

for

those

Canada (“BoC”) has seen little reason to
raise interest rates. Some suggest that
anemic growth in Canada is introducing

pricing

of

fertilizer

fundamentals.

increase in the U.S. dollar. The dominant

short-term

theme for markets over the last three

Placing too much weight on past trends

movements, but long-term growth due

months of 2016 was the election of

can lead to poor investment decisions.

to innovation and productivity gains are

Donald Trump. The market rally that

We tend to want to put money into

the basis of investment returns. It is

ensued was led by companies that are

stocks following a period of positive

always important to remind ourselves

expected to benefit from his stated

returns, while moving money out of

after a period of negative returns that

intention

stocks following a sharp downturn. A

diversified investments in quality

com-

regulations and increase fiscal spending.

longer view of history shows us time

panies with a history of steady growth

In Canada, a large portion of the

and time again that doing the opposite

and prudent management should result

would result in higher returns. We all

in positive performance. On the other

know that we should buy low and sell

hand, we must also remind ourselves

high, but in practice, this is easier said

not to expect markets to keep rising

than

after a period of relatively large gains.

Diversification, Discipline & Value

done.

But

even

calculated

companies’

underlying

Emotions

may

drive

to

lower

taxes,

10Y Yield

We all know that we
should buy low and sell

Having a financial plan that clearly
outlines your financial objectives and

high, but in practice, this is

requirements is your starting point for

easier said than done.

developing an investment strategy that

market timing can negatively impact

is right for you. It is critical to stick to

investment returns. The day following

your investment strategy and avoid the

the Brexit vote, markets fell sharply and

temptation to allow emotions to take

there were good reasons to believe that

over in the face of events like Brexit.

the EU as a whole was in trouble and

Having a financial plan along with a clear

equity markets would continue falling.

investment strategy that keeps your

But investors who moved out of

investment portfolio diversified, along

equities in the day or two following the

with regular, disciplined rebalancing

vote

relatively

ensures that we make investment

sustained stock rally, which sent most

decisions rationally and not emotionally,

equity markets higher by 10% or more.

regardless of world events .

missed

out

Markets usually

on

react

a

to

political

surprises or economic shocks in the
short-term, with significant movements

What the Markets
Did

up or down. These types of movements
tap into people’s emotions, leading

The fourth quarter saw a strong end to

them to attempt to time the market for

2016 for equity markets, with indices in

strong gains or to avoid losses. But this

Canada and the U.S. up sharply. The U.S.

approach often leads to poor results. A

market was the leading performer

more fruitful approach looks to the long

during the quarter from a Canadian

-term convergence between prices and

investor’s perspective, helped by an

Oil

US Target Rate

reduce

fourth-quarter return was attributable to

companies in the financials and energy sectors, which hold a high weighting within the

S&P/TSX. Oil prices continued their recovery as a number of oil-producing nations agreed to cut production, giving a boost to many
industries in Canada connected to the energy sector.
Performance of international equities was mixed during the fourth quarter, returning 1.66% overall. Market returns were strong in
Europe, but the euro continued to fall against the U.S. dollar as political instability continues to mount and we get closer to the
U.K.’s exit from the EU. In emerging markets there is some concern over the potential effects the incoming U.S. President’s policies
may have on global trade.
With the U.S. election results failing to disrupt markets and the strong fundamentals of the American economy, the Fed raised its
target interest rate in December. This is only the second

increase since the 2008 recession and leaves the short-term interest rate

at a range of 0.50% to 0.75% – quite low compared to historical norms. While the Canadian target rate has stayed flat since the BoC
made two cuts in 2015, there has been upward pressure on yields. GoC bond yields, including both five- and 10-year notes, have
risen, directly affecting interest-rate-sensitive securities.

Market Performance
CA Rates

Dec-16

Nov-16

Oct-16

Sep-16

Aug-16

Jul-16

Dec-15

Target

0.50%

0.50%

0.50%

0.50%

0.50%

0.50%

0.50%

90D Tbill

0.46%

0.50%

0.48%

0.53%

0.52%

0.53%

0.50%

2Y Benchmark

0.75%

0.70%

0.55%

0.52%

0.58%

0.54%

0.48%

10y Benchmark

1.72%

1.58%

1.20%

1.00%

1.02%

1.03%

1.40%

30Y Benchmark

2.31%

2.17%

1.85%

1.66%

1.63%

1.64%

2.15%

CPI (Y/Y)

NA

1.18%

1.49%

1.34%

1.10%

1.26%

1.61%

CPI x-food/Ener. (Y/Y)

NA

1.72%

1.88%

1.97%

1.89%

2.06%

1.68%

$U/$C

0.744

0.743

0.746

0.762

0.762

0.767

0.721

€/$C

0.705

0.703

0.681

0.678

0.683

0.687

0.664

/$C

86.939

84.926

78.454

77.173

78.841

78.516

86.599
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