
 

INVESTMENT OUTLOOK & PORTFOLIO STRATEGY

— MACROECONOMIC LANDSCAPE

Global Outlook Clouded by Political Upheaval
The global economic reacceleration should reassert itself as synchronized reflationary efforts 
from policymakers worldwide cushion the blow from unrelenting trade woes and political turmoil.

 
CANADA

After staging an impressive 
recovery last quarter, the 
Canadian economy has 
reverted towards more 
sustainable, trend-like 
levels during the third 
quarter. Domestic resilience 
has largely countered 
vulnerabilities on the trade 
front, with healthy labour 
market conditions and 
accelerating wages lifting 
household and residential 
spending. However, lofty 
consumer debt levels suggest 
that the onus needs to revert 
to exports and investment 
to drive the economy going 
forward – particularly should 
trade tensions subside as  
we expect. 

 
UNITED STATES

US economic developments 
resemble that of the factory-
induced mid-cycle slowdown 
of 2015/2016 instead of a 
full-blown recession. The 
consumer remains a pivotal 
source of strength, with 
spending accelerating at the 
fastest pace since 2014 last 
quarter. Meanwhile monthly 
indicators suggest that 
third quarter spending will 
maintain that momentum 
amid robust retail sales, 
accelerating wages and 
record low jobless claims. 
Encouragingly, even the latest 
manufacturing data has 
pointed towards tentative 
signs of stabilization in the 
factory space.

 
INTERNATIONAL

Export-oriented economies 
in Europe and Japan remain 
causalities of the trade 
war. While the German 
locomotive moves decisively 
towards technical recession, 
the silver lining is that fiscal 
stimulus is almost sure 
to follow. Meanwhile, the 
Japanese economy faces a 
sales tax hike at the same 
unfortunate time that global 
demand for Japanese goods 
has dwindled. Finally, the 
fortunes of the UK economy 
hinge directly on the 
outcome of Brexit, which 
remains highly uncertain.

 
EMERGING MARKETS

The Chinese economy 
has deteriorated, with 
disappointing data spanning 
across both the consumer 
and factory-related space – 
ramping-up the pressure for 
more intensive easing from 
both fiscal and monetary 
authorities. While trade 
tensions appear to have 
subsided ahead of October’s 
high-level discussions, 
uncertainty is likely to prevail. 
However, the reflationary 
impulse combined with 
increased clarity on the trade 
front should help to place a 
floor under the world’s second 
largest economy and by 
extension, global growth.



— ECONOMIC OUTLOOK

Near-Term Fears Defying Long-Term Fundamentals
The last several months have been dominated by financial market fragility as nervous investors digest several worrisome developments 
on the macro front – most notably, trade anxieties that have fuelled fears of a pronounced global slowdown. 

Encouragingly, we have seen some tentative signs that uncertainties pertaining to both the economic and political backdrop have 
receded in the last few weeks. On the economic front, we are seeing increased evidence that recession fears are largely misplaced. The 
deterioration in the global factory sector has been contained thus far and has yet to spill over to the larger, more prominent services 
side of the global economy. Instead, the consumer has maintained its resilience given solid employment trends that have bolstered 
confidence and spending, which has sheltered the global economy from the storm. On the political front, the US-Sino trade debacle 
appears to have subsided amid some conciliatory signals from both sides and a willingness to negotiate ahead of high-level discussions 
in October. While indeed increasing the odds that the US and China reach a truce later this year, policymakers are likely to fall short of 
reaching an all-encompassing deal given the wide array of structural issues that require resolution.  

Q4 2019 THEMES MACROECONOMIC VIEWS STRATEGY 
IMPACT

ECONOMIC 
FUNDAMENTALS

Global economic 
stabilization

Expectations for receding trade tensions and the lagged impact 
of reflationary policies should bode well for the global growth 
and earnings trajectory

+

CENTRAL 
BANKS

Dovish pivot extends 
visibility of the cycle

Central banks have taken a dovish turn in response to the 
erratic macro backdrop that has plagued sentiment and growth; 
potential for fiscal support

++

VALUATIONS Bonds overvalued
Equity still appealing

Bond prices too expensive given low recession risk. Dovish 
central bank policies that extend the dawn of recession argues 
for a higher P/E multiple

+

TECHNICALS
Near-term rangebound
Long-term uptrend 
intact

The S&P 500 is likely to trade in a tight range between its 50 and 
200-day moving averages as volatility and investor angst  
remain elevated

=

CONSENSUS Pessimistic undertones 
are contrarily positive

Equity investors are skeptical and generally underweight 
while bond positioning is overcrowded, setting the stage for 
redeployment to equity

+

VOLATILITY Financial market fragility We expect sporadic bouts of volatility to prevail in the near-term, 
which will keep already unnerved investors on the defensive -

Outlook and Investment Strategy
We believe that tensions on the trade front are likely to linger on over the coming months, with the flurry of trade-related headlines 
likely to provoke vulnerable investors and ignite periodic bouts of volatility. However, looking further out we expect reasonably bright 
economic fundamentals to prevail and to drive investor appetite for risky assets, should the plethora of reflationary efforts from both 
central banks and governments prove successful in reinvigorating growth. In this environment, we would resist the temptation to 
succumb to the market’s unnerving sentiment and recommend staying invested, with a preference for stocks over bonds over the next 
12 months. It is important to remember that with volatility comes opportunity, with any near-term correction presenting a compelling 
buying opportunity for patient investors with a long-term perspective.



— INVESTMENT OUTLOOK

MAIN SCENARIO 
SUSTAINED GLOBAL EXPANSION 

PROBABILITY 60%

The global economy finds its footing and reaccelerates 
in a synchronous manner, with global growth advancing 
in-line with its potential rate. The US leads the global 
charge as the consumer remains a pivotal source of 
strength, though growth moderates to a still above-trend 
pace due to limited spare capacity in these later stages 
of the cycle. Meanwhile, healthy demand stateside and 
receding North American (USMCA) trade tensions buoys 
the Canadian economy and helps to facilitate the much-
needed rotation towards exports and business investment 
(from the consumer and housing sector). Looking abroad, 
transitory factors that were exacerbated by a tumultuous 
global trade backdrop dissipate and both the European 
and Japanese economies recalibrate somewhat, while 
the Chinese economy stabilizes in response to the 
plethora of monetary and fiscal stimulus measures 
that place a floor under the world’s second largest 
economy and by extension, global growth prospects.  
The environment of moderate, albeit self-sustaining 
growth keeps inflation stable at levels that do not pose 
a threat to the economic trajectory and allows major 
central banks to maintain stimulative policies. Notably, 
central bankers assume an increased tolerance for an 
overshoot on their inflation targets and a willingness 
to let the economy run hot (emphasis on “symmetry”), 
creating a lucrative, not-too-hot, not-too-cold 
backdrop for both the economy and investors alike. 
The accommodative impulse from major central banks 
ultimately nurtures the economic recovery and extends 
the visibility of the cycle. This reflationary backdrop 
bodes well for equities and commodities at the expense 
of fixed income and the US dollar.

SCENARIO 2 
POLITICAL INSTABILITY

PROBABILITY 30%

The trend towards populism and protectionism could ignite a crisis 
in confidence and destabilize the financial markets. The biggest risk 
to our base case scenario is a rise in protectionism stemming from 
the US and the threat of a full-blown trade war that would derail the 
synchronous global expansion. While the US has proven successful in 
securing a trade deal with Canada and Mexico and extracting some 
concessions from China, vulnerabilities remain due to the sizeable 
trade deficit in the US. Notably, trade tribulations between the world’s 
two largest economies have intensified with higher tariffs for both 
the US and China, while pressure between these two countries likely 
to prevail over the near-term as negotiations linger-on unresolved 
with no concrete deal and the added threat of further escalation 
from here. Meanwhile, Trump’s focus may then shift towards other 
trading partners in Europe and Japan, with the US threatening to use 
Section 232 (national security grounds) to impose tariffs on auto 
imports. Taken together, an escalation in the trade debacle would be 
detrimental for trade flows and hence, the global economy. Finally, 
a period of heightened uncertainty has recommenced in the UK as 
newly-elected Prime Minister Boris Johnson takes a hardline approach, 
increasing the odds of a “hard Brexit” scenario.

SCENARIO 3 
STAGFLATION               

PROBABILITY 10%

After an extended period of undershooting central bank inflation 
targets, policymakers tolerate higher inflation (overshoot) and 
monetize inflation. As a result, inflation expectations start to de-
anchor from current subdued levels and surge higher. This would 
come at the same time that fiscal stimulus is being reigned-in 
(2020) in the later stages of the economic expansion, causing 
growth to moderate to well below potential levels in response. In the 
"Stagflation" scenario, a stagnation in growth occurs concurrently 
with an acceleration in inflation as a result of previous excessive 
monetary stimulation and an exhaustion of productive capacity - 
creating a tumultuous financial market landscape whereby both 
equities and bonds experience broad based declines.



— PORTFOLIO STRATEGY

MATRIX OF EXPECTED RETURNS

SCENARIOS SUSTAINED GLOBAL 
EXPANSION POLITICAL INSTABILITY STAGFLATION

PROBABILITY 60% 30% 10%

Money Market 1.8% 1.5% 2.0%

Canadian Bonds -0.5% 3.4% -7.7%

Canadian Equity 9.7% -24.4% -14.2%

U.S. Equity 5.5% -18.4% -18.8%

International Equity 0.7% -17.8% -19.0%

Emerging Market Equity 12.2% -22.9% -16.5%

Real Assets 7.0% 5.0% 3.0%

CURRENT STRATEGY 1

MINIMUM BENCHMARK MAXIMUM STRATEGY ALLOCATION RELATIVE

Money Market 0.0% 5.0% 25.0% Underweight 0.0% -5.0%

Canadian Bonds 5.0% 25.0% 45.0% Underweight 5.0% -20.0%

Canadian Equity 10.0% 20.0% 30.0% Overweight 25.0% +5.0%

U.S. Equity 0.0% 10.0% 20.0% Neutral 10.0% 0.0%

International Equity 0.0% 10.0% 20.0% Underweight 5.0% -5.0%

Emerging Markets Equity 0.0% 5.0% 15.0% Overweight 15.0% +10.0%

Real Assets 5.0% 25.0% 45.0% Overweight 40.0% +15.0%

1 Based on a 100 basis point value added objective. The benchmark employed here is based on a model portfolio and for illustrative purposes only. Individual 
client benchmarks are employed in the management of their respective portfolios.



— FIXED INCOME REVIEW AND OUTLOOK

Fixed Income Performance: Q3 2019
The unrelenting demand for the safety of bonds lingered on and fixed income markets posted positive returns during the third 
quarter. Bond yields were pummelled lower as unnerved investors searched for a haven in what was a tumultuous trade and political 
backdrop that brought into question the health of the global economic trajectory.

CANADIAN FIXED INCOME MARKET RETURNS
AS AT SEPTEMBER 30, 2019
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Central Bank Recap
Central banks have promptly stepped up to the forefront in response to the erratic macroeconomic landscape at hand. Much to 
no one’s surprise, the Federal Reserve took out some additional “insurance” and lowered rates for a second time since the global 
financial crisis. The Fed struck a fairly cautious balance and acknowledged the healthy state of the domestic economy on the one 
hand, but balanced that out by referencing the subdued inflation backdrop and giving a nod to global headwinds that are weighing 
on business investment and exports. In the end, officials pledged to "act as appropriate" to sustain the expansion, though remained 
noncommittal on future moves. Instead, the Fed has opted to monitor incoming data and trade-related developments before 
making another move, endorsing their data dependent approach.

Similarly, the European Central Bank ramped-up stimulus measures in response to an ailing and persistently stagnant economy 
that has proven to be one of the main causalities of the trade war. The bank lowered rates further into negative terrain and restarted 
the asset purchase program, while vowing to keep it going for as long as it takes for inflation to converge with the 2% target. While 
the Bank of Japan left policy unchanged, Governor Kuroda has pledged to do whatever it takes to achieve its price targets and even 
left the door open to further stimulus at the Halloween gathering.

Finally, the Bank of Canada has resisted the temptation to follow its global peers in pursuing easier monetary policies. The 
bank has maintained that their current stance remains “appropriate” but will be keeping a close eye on trade developments 
and has not committed to a move in either direction, also assuming a wait-and-see approach. Importantly, while central banks 
remain firmly in reflationary mode, monetary policy is clearly reaching its limits, which has ultimately reinforced the need for 
fiscal support going forward.



Investment Strategy
With close to $15 trillion of negative-yielding debt across the world, bond markets are priced for extreme pessimism (recession) and 
appear overvalued at current levels. Moreover, given our expectation for a stabilization in global growth, we believe that investors 
have exaggerated the extent and amplitude of central bank easing. Specifically in the US, it will be difficult for the Federal Reserve 
to corroborate the market’s expectation for several rate cuts between now and the end of 2020 in what appears to be a reasonably 
sound economic backdrop, barring a full-blown trade war that derails global growth. As such, with the doves out in full force, the 
bar remains low for a hawkish surprise and a corresponding back up in interest rates. Long US treasury positions appear particularly 
overcrowded and bond bulls could find themselves in a vulnerable position should macroeconomic tensions ease as we expect.

BOND MARKETS PRICING WORST CASE SCENARIO

ISM Manufacturing PMI
US 10 Year Treasury Yield (%) ISM Non-Manufacturing PMI

2007 2009 2010 2011 2012 20132008 2014 2015 2016 2017 2018 2019

Bond yields have tumbled lower in response to trade-related woes that have stoked recession fears. While gauges of sentiment 
are indeed pointing towards deterioration, the preconditions for recession remain elusive. Not surprisingly, the damage from 
the trade war has been most visible in the factory sector (10% of US GDP), while the consumer remains a pivotal source of 
strength. Interestingly, current conditions resemble that of the factory-led mid-cycle slowdown in 2015-2016 (versus 2008).  
As such, bond yields remain vulnerable to a sharp reversal should reflationary efforts from policymakers and receding trade 
tensions prove sufficient in revitalizing growth.
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— EQUITY REVIEW AND OUTLOOK

Equity Market Performance: Q3 2019
Investors were whipsawed during the third quarter, with both trade deliberations and central bank developments dominating the 
headlines. In the end, global equity markets proved resilient in the wake of a challenging economic and political backdrop, with the 
dovish pivot from major central banks largely counteracting the flurry of political drama at hand.  

Regionally speaking, results were mixed. US equities advanced, with the S&P 500 coming in striking distance of record levels 
reached earlier this summer. Meanwhile, Canadian equities led the global charge, thanks to soaring gold prices that bolstered the 
materials sector, while a revival in the energy and financials space also lent support. Looking abroad, international markets welcomed 
pledges for support from central banks and advanced modestly. Emerging market stocks assumed the brunt of the trade-related 
angst and posted their worst quarterly return since mid-2018 as investors contemplated the long running trade dispute between the 
world’s two largest economies.

EQUITY MARKET RETURNS
AS AT SEPTEMBER 30, 2019 

Source: Fiera Capital Corporation

The equity market upswing in 2019 has been fairly “unloved” and investors have proven skeptical on state of the economy and 
financial markets alike.  As a result, a predominant theme has been the glaring outperformance of growth strategies versus their value 
counterparts – particularly as unnerved and growth-starved investors have propelled towards the high-octane sectors and regions of 
the world in search for “growth at any price”.

However, we expect this growth-domination to unwind as investors embrace the improved fortunes for the global economy and the 
corresponding rise in interest rates. In this environment, investors will be in search of a compelling value proposition, with important 
implications for the financials, resources and industrials sectors of the market. Furthermore, above-average market valuations should 
prove challenging for growth stocks and make it difficult for these overcrowded sectors to absorb higher interest rates, which should 
induce a long-awaited rotation towards the under-owned and underappreciated value-oriented space.

Investment Strategy 
We expect equity markets to continue grinding higher on the back of both multiple expansion and modest earnings growth. Notably, 
the “goldilocks” environment of supportive central bank policies will help to nurture the recovery and extend the duration of the 
expansion, which should ultimately increase what investors are willing to pay for equities. Moreover, we expect earnings to play a more 
meaningful role going forward and momentum should improve on the back of a revitalized global growth backdrop. With so much 
gloom on the state of the economy, the bar is low for upside surprises to earnings forecasts and accordingly, equity prices. 
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CANADA 
STRATEGY: OVERWEIGHT

We expect Canadian equities to prosper in the environment of 
higher commodity prices and steeper yield curves that should 
bolster energy and financials stocks. These two sectors represent 
close to half of the S&P/TSX and recent underperformance has 
created a sizeable valuation discount to the S&P 500, which 
should narrow going forward and close the performance gap with 
US equities.

USA 
STRATEGY: NEUTRAL

While US equities should thrive on the buoyant domestic growth 
backdrop, upside is limited and caution is warranted given relatively 
expensive valuations, while aggressively dovish market expectations 
could be vulnerable to a less dovish response from the Federal 
Reserve. Moreover, our expectation for a weaker US dollar and a 
stabilizing global growth backdrop favours stocks outside the 
United States.  

INTERNATIONAL 
STRATEGY: UNDERWEIGHT

Persistently stagnant growth in Europe, political susceptibilities 
in Italy and the UK and a vulnerable banking sector could hinder 
financial conditions and European equity performance in the 
coming year. Meanwhile, uncertainty regarding the future of the 
United Kingdom continues to place undue pressure on sentiment 
towards UK stocks, while strength in the yen and lingering trade 
tensions could rattle Japanese markets.

EMERGING MARKETS 
STRATEGY: OVERWEIGHT

We believe that investor positioning in the emerging markets 
remains too pessimistic in the context of superior growth 
prospects versus the developed world, softer dollar conditions 
and undemanding valuations – while an accommodative Federal 
Reserve, reflationary efforts in China and our expectation for a 
de-escalation in the trade war should also alleviate some of the 
pressure on emerging market assets.

From a valuation perspective, equities offer a compelling risk-reward proposition at this time. The earnings yield on stocks far exceeds 
that of the corresponding 10-year government bond, which suggests that patient investors will be rewarded in the long-run should 
near-term market fluctuations subside. Finally, nervous investors generally remain light (underweight) on their equity positions and 
have instead piled into cash and bonds that have become extremely overcrowded trades, setting the stage for a sharp rotation from 
bonds to equity should the macroeconomic backdrop improve as we expect.

GLOBAL EQUITY MARKETS HAVE ROOM TO RUN

MSCI All Country World – Forward P/E RatioMSCI All Country World – 12 Month Forward EPS
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Global equity returns have been nothing short of impressive in 2019, with the MSCI All Country World advancing 16% (in US 
dollar terms) since the beginning of the year. Interestingly, multiple expansion has been responsible for virtually all of the gain 
in equity prices this year, while earnings have provided little in the way of support for prices as analysts have aggressively 
slashed their forecasts in the environment of heightened uncertainty and fears of recession. However, we expect earnings to 
play a more meaningful role going forward – particularly if the global economy finds some stabilization as we expect.
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— COMMODITIES AND CURRENCIES
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Crude prices recorded their weakest quarter since late 
2018 amid lingering concerns that a pronounced economic 
downturn stemming from the protracted trade war will stifle 
global demand. This largely overshadowed supply disruptions 
from the unprecedented attack on Saudi Arabia that disabled 
5% of global supply. In fact, oil gave up most of the gains 
recorded following the strikes in September as the Saudis 
restored production at a faster than expected pace, while a 
glimpse of easing tensions between Saudi Arabia and Iran 
also pushed prices lower at quarter end. Looking forward, 
the outlook for crude prices hinges directly on an amicable 
outcome to the US-China trade spat that would reinvigorate 
global growth (and accordingly, demand), while efforts from 
OPEC and its allies should ultimately prove successful in 
stemming the damage from bloated US stockpiles – all of 
which should help the market find a better balance over the 
next 12 months.
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Gold prices broke decisively higher and posted a fourth 
straight quarterly gain – the longest run in eight years. Gold 
has thrived in the environment of trade-induced growth 
fears and the dovish pivot from major central banks that 
has buoyed demand for bullion. We believe that gold should 
remain well-supported in the environment of softer US dollar 
conditions, negative real rates and ongoing geopolitical 
headwinds that will add to the allure of the yellow metal.
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Copper prices retreated during the third quarter as escalating 
trade tensions between the world’s two largest economies 
roiled the demand outlook for industrial metals, while positive 
dollar momentum also added to the downward spiral. We 
expect an anticipated reacceleration in global demand to 
boost copper prices in the coming year, owing mainly to the 
reflationary impulse from Chinese policymakers that should 
ultimately bolster the global growth (and demand) backdrop.
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The Canadian dollar held up reasonably well during the third 
quarter even in the wake of profound US dollar strength, 
persistent trade tensions and falling crude prices. Instead, the 
loonie maintained some resilience as the string of positive 
economic and inflation data allowed the Bank of Canada to 
buck the global trend and maintain a sidelined approach. 
As a result, interest rate differentials between the US and 
Canada narrowed - particularly after the Federal Reserve 
cut rates twice during the quarter and left the door open 
to further stimulus if warranted. Meanwhile, the greenback 
soared higher throughout the quarter as investors sought 
out a safe haven in a turbulent trading environment. Looking 
ahead, we believe that the path of least resistance for the 
US dollar remains structurally weaker as our expectation 
for receding trade headwinds, a revival in global growth 
and the corresponding return of risk appetite weighs on the 
countercyclical currency – which would ultimately revitalize 
the Canadian dollar.  



— FORECASTS FOR THE NEXT 12 MONTHS

Source Global Asset Allocation (Fiera Capital proprietary forecasts)

 FORECASTS FOR THE NEXT 12 MONTHS

SCENARIOS SEPTEMBER 30,
2019

SUSTAINED GLOBAL 
EXPANSION

POLITICAL 
INSTABILITY STAGFLATION 

PROBABILITY 60% 30% 10%

GDP GROWTH (Y/Y)

Global 3.20% 3.25% 2.00% 2.75%

Canada 1.30% 2.00% 0.50% 2.75%

U.S. 2.30% 2.25% 1.00% 2.75%

INFLATION (HEADLINE Y/Y)

Canada 1.90% 2.00% 1.50% 3.00%

U.S. 1.70% 2.00% 2.00% 3.00%

SHORT-TERM RATES

Bank of Canada 1.75% 1.75% 1.25% 2.25%

Federal Reserve 2.00% 1.75% 1.50% 2.75%

10-YEAR RATES

Canada Government 1.36% 1.90% 1.40% 3.00%

US Government 1.66% 2.50% 2.25% 4.00%

PROFIT GROWTH (12 MONTHS FORWARD)

Canada 11.9% 3.7% -13.1% 6.2%

U.S. 8.4% 7.2% -8.1% -2.0%

EAFE 9.3% 4.6% -3.4% -3.4%

EM 10.1% 13.8% -13.0% 3.1%

P/E (FORWARD 12 MONTHS)

Canada 14.4X 17.0X 14.0X 13.0X

U.S. 16.8X 19.0X 15.0X 16.0X

EAFE 13.9X 15.5X 12.0X 13.5X

EM 12.2X 14.0X 11.0X 11.5X

CURRENCIES

CAD/USD 0.76 0.80 0.70 0.80

EUR/USD 1.09 1.16 1.10 1.10

USD/JPY 108.08 105.00 100.00 120.00

COMMODITIES

Oil (WTI, USD/barrel) 54.07 70.00 40.00 80.00


