Advisor Comments
March 31, 2016
Although the economy remains fragile, the Bank of Canada is expected to keep their interest rate policy on hold as the government
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provides fiscal stimulus as a means to stimulate growth. The low levels
on the 10-year government bond yield reflect the state of the econ-
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ties, are impacted by more than just central bank policy. With Can-
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lar, it comes as no surprise that the 10-year bond yield in Canada has
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Bond yields have confounded market participants over the last

closely mimicked the downturn in oil prices, which commenced around
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the summer of 2014. Given that the energy sector is a crucial driver of
the economy, sustainability of higher oil prices are a prerequisite for
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both stronger GDP growth and for higher yields. The secondary factor
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Accordingly, we believe the 10-year yield in Canada should move
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higher from current levels of around 1.3% as of March 11 towards the
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influencing domestic yields will be that of the U.S. Federal Reserve.

The modest rebound in oil prices thus far in 2016 has infused
some life into domestic equities, especially since mid-January, making
them amongst the top-performing regional asset classes globally year-
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to-date. While encouraging, this may partly be a reversion from oversold conditions in 2015. Regardless, we foresee the path forward will
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be turbulent, with oil prices holding the key.
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dollar has yet to fully materialize, while the negative effects of the low price of oil continues to be problematic.
Although monetary policy remains accommodative, we
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question what more can be done by the Bank of Canada
to improve economic fundamentals.
More worrying has been the trend in the earnings

high at around 10%. Although we anticipated earnings
expectations would be revised lower, the pace of the
(Continued backpage)

negative revisions over the past two months has been startling.
The forward price-to-earnings (PE) ratio at 16.3x on the S&P/TSX Composite Index is not as attractive now, considering the deterioration of the outlook for profits. The offset to this, however, is a
reasonable dividend yield of roughly 3% and a price-to-book ratio sitting at its lowest level since the
global financial crisis in 2008-09.
Canadian equities briefly entered ‘bear market’ territory in January of 2016 with cumulative declines of roughly 22% from previous 2015 highs. However, after rebounding roughly 10% from the
January 20 lows, conditions are no longer as oversold.
Over a tactical horizon of a year, the business cycle and market sentiment have more influence on
the direction of equity markets than valuations alone. With uncertainty regarding the economic cycle,
and equities no longer firmly oversold, we remain broadly neutral towards Canadian equity.
(Information Source: Russell Investments Late Cycle volatility 2016 Global Market Outlook -Q2 Update.)
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