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The year opened with enthusiasm over the 

pro-business agenda of the new US Republican 

administration, but also with trepidations surrounding 

European politics (Brexit and French elections). At the 

mid-way point in the year, markets have cooled 

somewhat over the former, but are buoyed by the 

outcomes in European politics. Despite the headline 

noise, capital markets have been reasonably calm in 

2017. Measures of equity and bond market volatility are 

roughly half of their historical averages (the VIX Index is 

at 11.2 versus its long-term average of 19.5, and the 

MOVE Index is at 55 versus 97 respectively). A 

synchronized uptick in nominal global growth is 

supporting equity markets, coupled with corporate 

earnings growth exceeding expectations in many 

regions. Bond yields rose early in 2017 as inflation 

reached some of the highest levels in years. For most of 

the second quarter bond yields reversed course as 

inflation figures softened and US growth expectations 

were lowered. The final week of June brought surprise 

‘hawkish’ comments from European and Canadian 

central bankers, sending global bond yields bouncing 

meaningfully off their recent lows.  

The advance was interrupted in 

March and April after some softer economic data were 

released and investors grew disappointed over a lack of 

legislative momentum (i.e. a failed GOP healthcare 

reform bid and a lack of clarity and details on tax reform 

and infrastructure spending). Ultimately, investors 
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pushed aside these concerns and US equities resumed  
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their ascent in May. Mega-caps (Apple, Amazon, 

Facebook, Alphabet & Microsoft) have been large 

drivers of the gains in the US. These five companies 

account for 25% of the S&P 500’s year-to-date return. 

The 

S&P/TSX Composite suffers from a weight problem – 

specifically a ‘sector weight’ problem. The energy and 

financial sectors account for more than half of the index. 

The slide in oil prices is the most obvious factor holding 

back the market, with the energy sector being the worst 

performer, joining the materials sector as the only 

sectors in negative territory for the first half of the year.  

Oversupply remains the key issue for oil prices, as 

strong US production and a global glut of oil in storage 

are more than offsetting a decision by OPEC to extend 

the cartel’s production cuts into 2018. In mid-June the 

price of a barrel of oil entered bear market territory 

(defined as a 20% peak to trough decline). Ex-energy, 

the S&P/TSX Composite would have managed a gain of 

more than 4% for the first half of the year. However, that 

would still leave it with only half of the year-to-date gain 

of the S&P 500. 

A lack of strength in the financial sector has also held 

back performance. Financial companies have seen their 

share prices stagnate as the yield curve has flattened 

(i.e. short-term yields have risen, while long-term yields 

are flat to down). Negative headlines about skyrocketing 

house prices and over-indebted consumers are also 

hurting sentiment. These concerns were evident as 

Moody’s Investor Service downgraded the credit ratings 

of the six large banks in April.  

Canada’s ‘sector weight’ problem persists beyond the 

heavyweight energy and financial sectors. The 

S&P/TSX Composite has a paucity of companies in the 

year-to-date darling sectors of information technology, 

consumer discretionary and healthcare, whose 

combined index weight is less than 10%.    

Investors let out a sigh of relief when 

pro-euro candidate Emmanuel Macron won the May 

presidential election. Economic data in Europe was 

generally positive during the period. Growth and inflation 

in the region picked up, while unemployment ticked 

down to cycle lows. Survey data has also been 

encouraging and is signaling continued growth ahead 

(e.g. Eurozone Manufacturing PMI hit 57.3 in June). The 

improving environment benefitted the euro currency, 

which is up over 8% versus the US dollar. 

March saw the UK Government invoke Article 50 of the 

Lisbon Treaty to formally begin negotiations to exit the 

European Union. Prime Minister Theresa May’s decision 

to call an election (three years early) backfired, and her 

grip on power is now reduced to a minority government. 

Yet despite the cloudy domestic outlook, the UK FTSE 

100 Index managed a small positive gain, being held 

back somewhat by strength for the British pound. 

Sterling was up 5.6% versus the US dollar, but remains 

significantly below pre-Brexit levels and is weaker year-

to-date against the euro. A weaker British pound 

provides a tailwind for many of the multinational 

exporters that make up the FTSE 100 Index. 

After struggling to keep up with their developed market 

peers for most of the past six years, one of the main 

beneficiaries of the uptick in synchronized global growth 

are emerging market equities. Along with the improving 

global growth backdrop, emerging market stocks are 

beneficiaries of a rebound in global trade and stability in 

the US dollar.  

The short end of the curve was 

pressured higher by the US Federal Reserve raising 

interest rates in March and June, marking three 

consecutive quarters of rate hikes. However, longer 

term yields didn’t follow suit. US 10-year yields ended 

the first half of 2017 lower than where they started, 

albeit off their lows for the year and Canadian 10-year 

yields fell 2 basis points, versus a 36 basis point gain for 

2-year yields. The journey in bond yields was not a 

straight line. Long yields initially rose on an improving 

economic backdrop, rising inflation, a more ‘hawkish’ 

US Federal Reserve, and expectations for growth and 

inflation-boosting policies from President Trump. After 

long US yields peaked in March, bond investors then 

unwound the moves on softer inflation data and a lack 
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of policy progress from Washington. Canadian bond 

yields followed a similar trajectory until ‘hawkish’ 

comments from senior Bank of Canada officials in late 

June sent them upward (by the greatest jump seen  in 

12-months), chopping the year-to-date return of the 

FTSE/TMX Universe Bond Index by one-third in a 

matter of a week. Credit exposure benefited investors, 

as Canadian provincial and municipal bonds 

outperformed relative to federal bonds. Corporate 

spreads (particularly high yield bond spreads) narrowed, 

providing an added boost to already higher running 

yields. The Bank of Canada left interest rates 

unchanged, but the ‘hawkish’ comments from senior 

bank officials in June brought forward expectations for a 

rate hike to 2017 or early 2018. The Canadian dollar 

oscillated between 72.5¢ and 77.2¢ US, ending the 

second quarter at its highest level of the year as our 

dollar weighs lower oil prices against improving growth 

and the more ‘hawkish’ Bank of Canada.       

For the remainder of 2017 and into 2018, we see 

modest economic growth that propels both equity 

earnings and bond yields higher. Our asset mix 

recommendation favours equities over fixed income. For 

more on what capital markets may hold for 2017 and 

beyond, please see GLC’s 2017 Mid-Year Capital 

Market Outlook.              ♦

Source: Bloomberg │30 Jun 2017 │1. Change in basis points from 1 Jan 2017 to 30 June 2017 
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