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Happy Birthday, Expansion!

Let’s start the proceedings by wishing the global 
economic expansion a happy eighth birthday,  
firmly entrenching it as the third longest over the  
last century, trailing only the elongated cycles of  
the 1960s and 1990s.

What is notable about this current go-round, 
in comparison to the earlier periods, is that the 
protracted recovery from the “Great Recession” 
continues: close to a decade in, the global economy 
has yet to fully recover.

For example, the economic slack created as the 
financial crisis swept the globe from 2007 to 2009, has 
still not been completely resorbed — and based on the 
forecasts from the International Monetary Fund (IMF), 
the output gap for the advanced economies is not 
expected to close until 2019.

Of course, the last eight years have really been 
anything but smooth sailing on calm seas, with a 
new crisis seemingly popping up just as the last one 
resolved and casting clouds on the horizon.

This general instability has weighed on sentiment 
and restrained activity, and because of the resultant 
persistent excess capacity in the global economy, we 
still find ourselves in an environment of extremely 
accommodative monetary policy — which means low 
interest rates and a hunt for yield remain among key 
underlying themes for financial markets.

The Turning of the Tides

But halfway through 2017, it appears that the global 
cycle has hit an inflection point, with the tides 
beginning to turn. 

While 2016 was very much a year of unexpected  
(and unconventional) outcomes in the political realm,  
2017 has so far proven to be much the opposite.

What seemed to be a rising wave of ultra-nationalism 
has ebbed markedly with the defeat of the Eurosceptic 
parties in recent elections in the euro area — not 
just Emmanuel Macron’s victories in France, but also 
the re-election of Prime Minister Mark Rutte in the 
Netherlands, strong showings by Angela Merkel’s  
CDU party in German state elections, and the defeat  
of the Five Star Movement in Italian municipal 
elections as well.

Political hurdles are not completely clear — the 
German Federal election is scheduled for September 
24th, but the polls have Angela Merkel retaining 
power by a healthy margin. Still, these recent events 
have removed many of the clouds on the global 
outlook and given way to growing signs that the  
global expansion is gaining more broad-based 
momentum.

Indeed, the recent run of macro indicators have been 
generally upbeat over the last few months, and after  
a moderation in overall economic growth last year,  
the global economy is now poised to do something 
this year that it hasn’t done since expansion  
began: accelerate.

Chart 1: Expansions don’t die of old age
United States: Duration of Economic Expansions 
(months)

Source: National Bureau of Economic Research

Chart 2: Economies recovering but not recovered
Major Advanced Economies: Output Gap 
(percent of potential GDP)

Source: International Monetary Fund
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Against this more sanguine economic backdrop, there 
has been a fairly abrupt shift in the tone of the rhetoric 
from most of the world’s major central banks, even 
though the global excess capacity is a factor helping to 
keep inflationary pressures at bay.

The U.S. Federal Reserve (Fed) may have been the first 
mover — with an initial rate hike back in December 
2015 that has since been followed by a hike in each 
of the last three quarters — but the last few weeks 
of Q2 saw policymakers at the European Central 
Bank, Bank of England and Bank of Canada offer 
up more hawkish statements that more than hint at 
an increasing desire to move away from emergency 
levels of policy stimulus (the Bank of Canada actually 
followed through on its talk and made its first volley 
toward policy normalization in early July).

That said, the likelihood remains that these processes 
will be quite gradual; the reality is that monetary 
policy around the globe will continue to be highly 
accommodative for some time, just to a lesser degree 
than we have seen in recent years.

From Laggards to Leaders

Throughout much of the last eight years, the growth 
narrative has predominantly been ‘there is the U.S. 
and then everybody else’. The American economy 
was the global engine of growth, while the rest of 
the developed world struggled to gain traction, and 
Emerging Markets saw growth downshift as their 
domestic economies matured.

The end of 2016 and the start of the New Year have 
seen some reversal of fortune on this score as the 
former laggards have moved into the driver’s seat.

By many indications, the U.S. economy remains 
stuck in neutral, with underlying real growth holding 
within a fairly tight 2% to 2½% annualized rate 
range (despite the quarterly swings). In other words, 
sufficient enough to continue to absorb whatever 
excess slack remains (and labour market indicators 
suggest that there is not much), but there are no 
indications that the economy is shifting into a higher 
gear at this later stage of the business cycle.

Chart 4: Policy rates still at emergency levels
World: Central Bank Policy Rates 
(percent)

Source: National Bureau of Economic Research

Chart 3: Global growth expected to accelerate
World: Real Gross Domestic Product 
(year-over-year percent change)

Source: International Monetary Fund

Chart 5: Shifting growth momentum
World: Manufacturing Purchasing Managers’ Index 
(index)

Source: Bloomberg
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Furthermore, enthusiasm that the Trump 
Administration would usher in a new era of business-
friendly tax policies and infrastructure spending 
has waned significantly amid legislation failing to 
move forward, and the persistent flow of distractions 
emanating from the Executive Office. 

In contrast, growth momentum is picking up and 
broadening out across the pond in Europe at a time 
when political risk is moving to the backburner — if 
anything, the recent events have seemingly increased 
the resolve and cohesion in the European Union. 

Of course, the main exception to this latter point is in 
the U.K., where Prime Minister Theresa May’s attempt 
to build support through another election backfired 
— her party lost ground in Parliament, weakening her 
mandate to negotiate a “hard Brexit”. 

A more amicable break-up is likely to be more 
economically advantageous for the U.K., but the ongoing 
uncertainty, with respect to the process, will continue to 
cloud the outlook, likely restraining business investment 
and continuing to weigh on domestic sentiment.

Elsewhere, the changes implemented by Prime 
Minister Shinzo Abe in Japan are at long last showing 
signs of bearing fruit, with the economy now 
seeing consistently moderate growth — buoyed by 
strengthening exports and foreign business investment 
— and deflation risks falling by the wayside, in part 
thanks to the previous depreciation of the yen putting 
upward pressure on import prices.

Similarly, Emerging Markets, particularly those that are 
net commodity consumers rather than producers, find 
themselves maintaining fairly solid growth and corporate 
earnings are getting re-rated to the positive side. 

Chart 6: U.S. economy is stuck in neutral
United States: Real Gross Domestic Product 
(annualized quarter-over-quarter percent change)

Source: Bloomberg

Chart 7: Eurozone growth takes a deep breath
Eurozone: Q1 2017 Real Gross Domestic Product 
(year-over-year percent change)

Source: Organization for Economic Co-operation and Development

Chart 8: U.K. to leave EU, businesses leaving the U.K.
United Kingdom: Real Business Investment 
(year-over-year percent change)

Source: Bloomberg

Chart 9: Slow and steady wins the race in Japan
Japan: Real Gross Domestic Product 
(annualized quarter-over-quarter percent change)

Source: Bloomberg
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That said, these nations continue to be subject to 
notable structural issues as they come to terms with 
the growing pains associated with transitioning into 
more mature and developed economies, as well as 
political turmoil of their own making (an example 
being the ongoing saga in Brazil around corruption at 
the highest levels,that is draining support for President 
Michel Temer’s attempts to push through reforms 
necessary to stabilize the country’s fiscal position). 

China in particular is proving to be more robust than 
many had previously assumed, allaying concerns of 
a potential “hard landing” for the world’s second-
largest economy. Growth is continuing to tick along a 
pace acceptable to the policymakers in Beijing, as the 
economy shifts from being producers to consumers.

The nation also took another step toward liberalizing 
its financial markets and becoming a bigger player 
on the global stage: after fulfilling the requirements 
to qualify for inclusion in the IMF’s basket of reserve 
currencies, it has now achieved another goal by seeing 
some of its stocks included in the MSCI Emerging 
Market indexes. 

Finally, one of the biggest surprises continues to be the 
sustained economic momentum in Canada, which is 
now happening without much help from either the 
commodity space or the U.S. 

The Canadian economy rebounded sharply in the 
second half of 2016 — after wildfires shelved production 
in the oil patch a year ago — and has shown no signs 
of slowing, with indications pointing to an improved 
breadth across industry sectors and regions. 

Governments at the provincial and federal level have 
introduced a slate of initiatives over the last nine 
months to help mitigate the risks in the housing market 
— and importantly, in contrast to the U.S. in the lead 
up to its housing crisis, to the extent that a housing 
bubble exists, it is highly localized in two cities 
(Toronto and Vancouver) that have strong underlying 
economic fundamentals, providing a bit of a buffer  
in terms of the potential contagion from any  
price declines.

With all of that in mind, though the uncertainty over 
potential changes to the U.S. economic and trade 
policy continue to weigh on the outlook. And on 
this score, it is actually quite ironic that the Trump 
Administration is targeting Canada for its trade-related 
ire, given that its neighbour to the north is actually 
one of the few countries with which the U.S. actually 
holds a goods & services trade surplus — a stark 
contrast to the significant deficit position with Mexico, 
the other signatory of the North American Free Trade 
Agreement (NAFTA).

More generally, geopolitical risks remain acute  
and will continue to provide uncertainty over the 
outlook. The persistent disarray of the Trump 
Administration, the ongoing issues in the Middle  
East, and, increasingly, North Korea’s sabre-rattling 
(which is getting louder with each missile test and  
has the potential to destabilize relations between 
Emerging Asia and the West; this is a big and  
rising risk that may not be fully appreciated by  
the market), all of these events loom large over  
the forecast horizon.  

Chart 10: An economy in transition
China: Share of GDP By Industry 
(percent)

Source: National Bureau of Statistics of China, Guardian Capital

Chart 11: Canada actually has a deficit with the U.S.
United States: Goods & Services Trade Balance By Country, Last 4 Quarters 
(billions of dollars; <0 denotes trade deficit)

Source: U.S. Census Bureau
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Equities — Reason to Go Shopping Abroad

Against the comparably better growth backdrop, the past 
eight years have seen a fairly sizable outperformance 
of U.S. equities relative to their international peers.

These gains, especially those recorded over the last few 
years, have largely been a function of multiple expansion 
(S&P 500 earnings are currently only back to where 
they sat in Fall 2014),  resulting in the valuations for 
the overall stock market becoming stretched relative to 
their historical norms, a point recently emphasized by 
Federal Reserve Chair Janet Yellen.

There are valid reasons for valuations to be elevated —  
chief among them the low interest rate environment, 

which lowers the underlying equity risk premia and 
implies higher stock prices — and the fact of the 
matter is, multiples at these levels (the S&P 500’s 
forward price-to-earnings ratio sits just above 18x) are 
ultimately not going to prevent positive returns, but 
history does suggest they do act as a constraint. So, it 
may well be that the era of generating returns in excess 
of 10% from passively holding the index are behind us. 

But again, this refers to the broad market, and what is 
happening at the surface masks the goings-on beneath.  
That is why one of the key focuses of investing in 
the U.S. market should be sector selection:  not all 
sectors are necessarily expensive, so the impetus is 
increasingly to focus on those that offer up the best 
relative value. 

Chart 13: Valuations are getting stretched
United States: S&P 500 Forward Price-to-Earnings Ratio 
(ratio)

Dashed line represents long-term average
Shaded regions represent periods of U.S. recession
Source: Bloomberg, Guardian Capital

Chart 12: U.S. stocks have outperformed this cycle
World: Stock Price Indexes 
(indexed; March 9, 2009 = 100)

Source: Bloomberg

Chart 14: Valuations are a constraint
United States: S&P 500 Total Return by Forward Price-to-Earnings Ratio  
at Purchase (annualized percent change)

Based on data back to 1990. Source: Bloomberg, Guardian Capital

Chart 15: Not all sectors are created equal
United States: S&P 500 Sector Forward Price-to-Earnings Ratios 
(standard deviations from 10-year average)

Source: Bloomberg, Guardian Capital
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And while pockets of value still exist within the U.S., 
the international markets appear to offer relatively 
attractive valuations against improving underlying 
fundamentals, particularly Europe and Emerging Asia 
— and these have plenty of ground to make up. 

No matter what the region though, one of the themes 
that dominated the discussion in equities over the 
first half, and especially in Q2, was the virtual lack of 
volatility in the broad markets. 

For example, the S&P 500 has only seen four days so 
far this year with moves in excess of 1% (either to the 
upside or downside) — this is the lowest tally over the 
first six months of a year since 1972.

Further, the CBOE’s equity market volatility index  
(more commonly known by its ticker, VIX) has 
plunged to historically low levels, as traders anticipate 
that this relative calm will persist near-term.

As with most things in market, the end of June, and 
the change in the rhetoric from the world’s major 
central banks, brought traders out of their dormancy 
— four of the last 10 trading days (and three of the 
final five) of the first half of 2017 saw absolute moves 
of at least 0.8% and the VIX jumped 15%, though it 
still remains at historically muted level.

With central banks stirring things up, this return of 
relatively more instability in the stock market is likely 
to become more the rule than the exception over the 
second half of the year. 

This could prove to be a headwind for the 
comparatively higher risk areas of the equity universe, 
as investors seek the shelter of safe havens in the 
choppier waters. As such, the more defensive and 
dividend-heavy equity sectors that lagged in the first 
half could find a bid over the near-term.

And it should be noted, that with the exception of the 
Tech Bubble, having a dividend bias during rising rates 
has proved to be prudent, as indicated by the S&P 500 
Dividend Aristocrat Index outperforming the market. 

Chart 16: Compelling valuation reasons to go abroad
World: MSCI Country Index Forward Price-to-Earnings Ratio 
(standard deviations from the 10-year average)

Source: Bloomberg, Guardian Capital

Chart 17: Historically muted price moves
United States: Days With Absolute Changes in the S&P 500  
in Excess of 1%, First Half (number)

Source: Bloomberg, Guardian Capital

Chart 18: Volatility still historically low
United States: CBOE Equity Market Volatility Index 
(index)

Shaded regions represent periods of U.S. recession. Source: Bloomberg
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Currencies — Foreign Exchange Changes

The shift in regional growth dynamics is highly 
evident in currency markets. The U.S. dollar rose more 
than 40% from its post-crisis lows to its peak at the 
end of 2016 against a basket of its major currency 
pairings. As the calendar turned to 2017, however, the 
momentum has decidedly turned — the dollar index 
declined 6.4% in the first half of the year and sits at its 
lowest level since last October.

The greenback’s loss is other currencies’ gain, and 
effectively all other exchange rates against the dollar 
have firmed so far this year. 

The euro has been the leader to the halfway point of 
2017, firmer by almost 9% (and 7.5% alone in Q2) 
and up to one-year highs, as the aggregated economic 
region’s assets have been subjected to a notable 
re-rating as political risks have subsided and 
fundamentals have improved.

The actual realization that the European Central Bank 
is on the path toward normalizing both its balance 
sheet and policy rates, against a more sanguine 
backdrop, suggests that the common currency may 
have further room to run.

Sterling has rallied in tandem, albeit to a more modest 
extent (+3.7% in Q2 to bring the tally to +5.6% year-
to-date), but it has barely made a dent in last year’s 
16% plunge in the aftermath of the Brexit vote. 

Chart 20: Rain on the U.S. dollar’s reign
United States: DXY U.S. Dollar Index 
(index)

Shaded region represents period of U.S. recession. Source: Bloomberg

Chart 21: Eurozone re-rating a pro for the Euro
Eurozone 
(U.S. dollars per euro)

Source: Bloomberg

Chart 19: Dividends pay in rising rate world
United States: Total Return from First Fed Hike of Tightening Cycle to the Last 
(annualized percent change)

Source: Bloomberg, Guardian Capital

Chart 22: Sterling not recovered from Brexit pounding
United Kingdom 
(U.S. dollars per pound)

Source: Bloomberg
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The ongoing uncertainty related to the departure of 
the U.K. from the European Union will likely limit 
the near-term upside potential in the pound, but on 
the positive side, the past weakness has been key in 
supporting the nation’s export sectors and helping to 
offset softness in other areas of the domestic economy.

The Canadian dollar has also managed to hold its own 
despite the renewed downward pressure on the oil 
price over the last few months, with the loonie actually 
breaking to a four-month high. The key factor behind 
this is the more hawkish stance at the Bank of Canada 
that has resulted in a narrowing in rate spreads versus 
the U.S. and more than offset the impact of the weaker 
oil price.

The Bank of Canada in July took the first step to 
unwind the “insurance” rate cuts made in 2015, and 
should they continue, there remains further scope 
for the loonie to take flight, though the fact that 
the oil price is likely to remain range-bound for the 
foreseeable future, combined with the uncertainty over 
what will come from Washington with respect to re-
writing trade policy, will likely provide a cap  
on the magnitude of the appreciation.

And while the recent appreciation in the Canadian 
dollar against the U.S. dollar could potentially 
provide some cause for a pause from central bank 
policymakers — given their long-held preference for a 
“competitive” exchange rate to support export growth 
— the fact that the loonie has posted more modest 
gains and is still soft versus non-dollar currencies 
(down 3.2% year-to-date), will at least provide some 
solace on this score.

Finally, the improving domestic growth backdrop in 
Japan has underpinned some modest firming in the 
yen versus the U.S. dollar, however, the maintenance 
of the status quo from the Bank of Japan has capped 
the upside. 

Should the Bank of Japan follow its fellow central 
banks by adopting a less dovish approach to policy, 
there is scope for a further appreciation in the 
Japanese currency, though, for the here and now, it 
looks as though the yen will largely remain range-
bound (and below the recent peaks) against the  
greenback, as central bank Governor Haruhiko Kuroda 
& co. seem contented to remain on the sidelines.

Chart 24: CAD stronger against USD, less so against others
Canada: Canadian Dollar Effective Exchange Rate Index (CERI) 
(index)

Source: Bloomberg

Chart 25: A range-bound Yen
Japan 
(Japanese yen per U.S. dollar

Source: Bloomberg

Chart 23: CAD about more than just oil
Canada  
(U.S. dollars per Canadian dollar) (basis points)

Source: Bloomberg
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Rates — A New Normal of Normalization?

Again, the big story as the second quarter drew to a 
close was the change in tone from the central banks, 
which suggests that a coordinated effort to normalize 
monetary policy may be afoot. 

The bond market has reacted strongly to this, with 
yields spiking higher in most major sovereign markets. 
U.S. Treasury securities, however, have actually 
managed to outperform their international peers on 
rising expectations that the Fed may take a respite, 
after hiking rates three times in as many quarters, 
permitting others to play some catch-up.

Europe, in particular, has seen government bonds 
come under selling pressure of late and there is scope 
for further underperformance, as euro-area sovereign 
yield spreads over Treasuries, continue to narrow back 
to more normal levels — and from an absolute basis, 
it still remains the case that German bunds yields 
remain negative, out to the seven year maturity.

But while there are relative value plays to be found, the 
likelihood that we are entering into a rising interest rate 
environment makes bonds a less attractive asset class. In 
particular, the low yields offered by government bonds 
offers little by way of cushion to offset the impact of 
an increase in rates, with as little as a 25 basis point 
increase in yields effectively wiping out all total return 
from holding a 10-year Treasury note.

The risk/reward profiles within a world of rising 
interest rates does not make holding longer-duration 
bonds look particularly appealing.

Of course, it is noteworthy that the long-end of the 
rates curve has actually managed to weather this 
recent bout of selling better than the front-end, as this 
repricing of the path for near-term monetary policy 
has led to a flattening of the curve. 

Chart 26: Rate reversal
World: 10-Year Government Bond Yield 
(percent)

Source: Bloomberg

Table 1: Risk/reward not exactly in bonds’ favour
United States: Estimated 12-Month Total Return on Treasury Security  
by Maturity

Assumes parallel shift in the yield curve. Source: Guardian Capital

Change in yield 
(basis points)

12-month total return (%)

2-year 5-year 10-years 30-year

+100 -0.5 -2.7 -6.1 -14.8

+75 0.0 -1.5 -4.0 -10.8

+50 0.4 -0.4 -2.0 -6.5

+25 0.9 0.8 0.2 -2.0

0 1.4 1.9 2.4 2.9

-25 1.9 3.1 4.6 8.1

-50 2.4 4.3 6.9 13.6

-75 2.9 5.6 9.3 19.5

-100 3.4 6.8 11.7 25.8

Chart 27: Plenty of room for yields to play catch-up
World: 10-Year German Bund Yield Spread Over U.S. Treasuries 
(basis points)

Shaded regions represent periods of U.S. recession. Source: Bloomberg
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A big reason for this is that markets seem skeptical 
that inflation will actually return to the fore — 10-year 
inflation break-evens sit at just 175 basis points.

Call this a case of fool me once, shame on you, fool 
me twice shame on me. Traders bought into the 
reflation theme at the end of last year and have seen 
readings on price pressures wane. 

Now, as highlighted by the Fed in recent 
communications, there are indications that this 
downshift is a function of idiosyncratic (and 
thus transitory) price movements rather than any 
generalized/cyclical disinflationary pressures. 

But with that said, should the inflation readings 
continue to undershoot, there is scope for this relative 
outperformance of longer-dated securities to persist.

The other potential message from the yield curve 
dynamics is that the market is downgrading the 
economic outlook, specifically raising the risks of an 
impending recession. 

It is indeed true that the yield curve has a solid track 
record for calling recessions a year ahead of time, 
however, the current spread between the 10-year and 
2-year Treasury security yields of 94 basis points to 
just an 8% chance of a U.S. recession over the next 
12 months — and for reference, the probability 
doesn’t start to get material until the curve is almost 
completely flat. 

More to this point, in the 12 previous periods in 
which the spread between short-term and long-term 
rates flattened to the same extent that we are seeing 
today, a recession came in the next two years in just 
five of them.

Credit — Credit Where Credit is Due

Corporate credit has been a winner in recent years, as 
the thirst for yield by investors has drawn them into 
the asset class, while the generally improving macro 
backdrop and low rate environment have driven a 
fundamental improvement in credit quality.

A rising interest rate environment, however, is typically 
credit negative since it puts upward pressure of debt 
service burdens, while increasing margin pressures, 
typically associated with an expansion at this later 
stage, increasingly impinge on cash flows. 

Chart 28: A flatter curve
United States: Spread Between 10-Year and 2-Year Treasury Yield 
(basis points)

Shaded regions represent periods of U.S. recession. Source: Bloomberg

Chart 29: What to expect when you’re expecting inflation
United States: 10-Year Inflation Break-Even Rates 
(percent)

Shaded regions represent periods of U.S. recession. Source: Bloomberg

Chart 30: Yield curve is not calling a recession yet
United States: Year Ahead Probability of the Recession Based on 10Y/2Y Spread  
(percent)

Shaded regions represent periods of U.S. recession 
Source: Bloomberg, Guardian Capital
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Despite this, there has not been any widening in yield 
spreads for speculative-grade credit — the global hunt 
for yield has seen High-Yield corporate debt retain a 
bid, and spreads remain historically compressed. 

In other words, the scope for some mean-reversion in 
High-Yield spreads suggest some reason for caution 
with regard to the asset class. 

The Investment-Grade space, in contrast, continues 
to be a somewhat more attractive alternative to both 
High-Yield and sovereign debt given its higher quality 
to the former, while providing a better effective yield 

than the latter. Add to this, the fact that yield spreads, 
while narrow, are not too far off their historical 
averages (Investment-Grade spreads are 0.4 standard 
deviations below their 25-year averages, compared to 
0.7 standard deviations for High-Yield spreads). 

So, credit as an asset class continues to provide 
opportunities, though conditions may favour a move 
up in quality.

Commodities — Lower for Longer

One area that really has not benefitted at all from the 
more upbeat macro backdrop in recent months has  
been the beleaguered commodity complex: the CRB 
commodity price index dropped a further 6.0% in Q2, to 
leave it plumbing the depths last seen in the early stages 
of last year and bring the year-to-date decline to 9.2%.

And while the likes of both S&P and Moody’s are 
forecasting default rates to decline by the end of 2017 
— after the plunge in oil prices at the beginning of last 
year spurred an uptick for 2016 — a they are still 
expected to remain fairly elevated relative to recent history.

Chart 31: High-yield debt defaults expected to ebb
United States: S&P Global Speculative-Grade Corporate Debt Default Rates 
(percent)

Source: S&P Global

Chart 32: High-yield spreads too tight for comfort?
United States: High-Yield Corporate Debt Effective Yield Over Treasuries 
(basis points)

Dashed line represents long-term average; solid black lines are  
+/- one standard deviation from the average 
Shaded regions represent periods of U.S. recession 
Source: Bank of America Merrill Lynch, Bloomberg

Chart 33: IG spreads tight, but comparatively less so
United States: Investment-Grade Corporate Debt Effective Yield Over 
Treasuries (basis points)

Dashed line represents long-term average; solid black lines are  
+/- one standard deviation from the average 
Shaded regions represent periods of U.S. recession 
Source: Bank of America Merrill Lynch, Bloomberg

Chart 34: Goods still not looking too good
United States: CRB Commodity Price Index 
(index)

Shaded regions represent periods of U.S. recession. Source: Bloomberg
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Unsurprisingly, this continued poor performance of 
raw materials (the broad commodity price index now 
stands more than 60% below its July 2008 peak) 
predominantly reflects the oil price, which has continued 
to face downward pressure, arising from a persistent 
supply overhang built up over the last two years. 

This inventory glut is slowly being chipped away 
at, as growth in consumption outpaces that of new 
production, and while the expectation is that this 
relative balance between supply and demand will be 
sustained going forward, uncertainties are serving to 
constrain price movements within a fairly tight range.

There is no doubt that global growth pays a big factor 
on the demand part of the equation, but the oil 
market has been driven by supply-side developments 
more than any other reason over the last couple of years, 
and this will likely continue to be the case going forward.

On the positive side, the Organization of the 
Petroleum Exporting Countries (OPEC) and 
some non-OPEC producers (including Russia) are 
continuing their production curtailment into 2018 
— the agreement to curb production entered into last 
November and effective January 2017 was slated to 
end in June, but extended for another nine months by 
the group in May.

But while this group of nations account for more than 
half of world crude oil production, other areas not 
covered by the agreement have seen production surge, 
mitigating the impact of the output curbs.

OPEC members Libya and Nigeria — which were 
exempt from the production cuts because of domestic 
unrest that crippled their respective oil industries 
— have ramped up production markedly this year, 
but will likely find themselves subject to the cartel-
imposed limits going forward.

The U.S., however, finds itself well outside the reach 
of OPEC and has ramped up its own production, with 
the rig counts at the end of June more than double 
their year-ago levels.  

Chart 36: Oil prices in a holding between $45 and $55
United States: WTI Crude Oil Price 
(U.S. dollars per barrel)

Source: Baker Hughes

Chart 37: Back in balance
World: Crude Oil & Liquid Fuel Consumption & Production 
(millions of barrels per day)

Source: U.S. Energy Information Administration

Chart 35: Awash with oil
World: Commercial Crude Oil Stock Surplus 
(millions of barrels)

Global surplus inventories, which are inventories above normal levels 
Source: PIRA Energy Group
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So, the U.S. is now increasingly playing the role of 
the swing producer and, by increasing production, it 
is serving to mitigate the overall impact of the OPEC 
cuts on the oil price and keeping the benchmark 
West Texas Intermediate (WTI) and Brent oil prices 
contained within the tight ranges.

An interesting development, however, has been 
that this weakening in the U.S. benchmark WTI oil 
price has not fully been mirrored by the Canadian 
benchmark Western Canada Select (WCS) price —  
the spread between the two is near two-year lows. 

A key reason for this is that the main output that 
has been curtailed by the OPEC cuts has been the 
relatively lower-priced heavy crude oil (if you have 
to cut production, cut the least profitable), which so 
happens to be the benchmark blend of the producers 
in the Great White North. 

So, with OPEC producers scaling back, Canadian 
producers are finding increased demand for their 
wares, something that (along with rates) has played 
a role in helping the Canadian dollar weather the 
recent downshift in oil prices of late — though the 
strengthening loonie is removing much of the benefit 
for domestic oil companies.

Elsewhere in the commodity space, base metal prices 
continue to be pressured thanks to ongoing excess 
supplies conditions for copper and aluminum. 
And while there has been talk of plans for greater 
infrastructure spending in the U.S., which would 
provide an uptick in raw materials demand, little 
has materialized at a time when demand from 
the Emerging Markets (China in particular) ebbs, 
following notable stimulus pushes of their own.

Finally, let’s close this out by sticking with the theme 
of the impact of the change in tone from the central 
banks. This move, toward less dovishness in a benign 
inflation environment, has weighed notably on the 
classic inflation hedge of gold. 

Chart 39: Dropping the discount
North America: Spread Between WTI & WCS Oil Prices 
(U.S. dollars per barrel)

Dashed line represents long-term average 
Shaded region represents period of U.S. recession 
Source: Bloomberg, Guardian Capital

Chart 40: Debased metals
United States: CRB Metals Index 
(index)

Source: Bloomberg

Chart 38: American oil production is rigged
United States: Oil Rotary Rig Count 
(number of active rigs)

Source: Baker Hughes
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Add in the recent pullback in political risks in Europe, 
and the more positive tone to the macro data, and the 
yellow metal is finding its safe haven flows dry up as well.

The bottom line here is that after flirting with year-
to-date highs in early June, gold has lost its shine 
and declined 4% over the remainder of the month to 
close Q2 in the red — and conditions do not appear 
favourable for a sustained reversal in the near-term. 

Chart 41: Gold has not regained its shine
United States: Spot Gold Price 
(U.S. dollars per troy ounce)

Source: Bloomberg
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CANADIAN EQUITIES

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

S&P / TSX Composite -0.8 -1.6 0.7 11.0 8.7 3.9

S&P / TSX 60 -1.2 -1.8 0.6 12.4 9.4 4.0

S&P / TSX Completion 0.6 -1.2 1.1 7.3 7.0 3.6

S&P / TSX Small Cap 0.5 -5.5 -4.1 3.7 5.1 0.6

BMO Nesbitt Burns SC (wtd.) 0.1 -4.2 -1.1 8.4 6.3 2.5

S&P/TSX Composite High Dividend Index 0.1 -0.9 1.4 13.6 8.1 6.3

S&P / TSX Composite Dividend -0.8 -1.7 0.9 12.1 9.6 N/A

S&P/TSX SECTOR  RETURNS (%)

Energy -4.0 -8.3 -13.3 -1.6 1.1 -1.0

Materials -4.0 -6.4 -0.7 -7.9 -4.2 -1.1

Industrials 0.3 6.1 11.7 30.3 17.6 9.7

Consumer Discretionary -0.3 4.8 12.2 24.1 19.5 7.6

Consumer Staples -3.0 1.7 4.4 9.2 21.2 12.0

Health Care 13.6 13.4 2.0 -20.6 -14.2 -1.2

Financials 2.5 -0.9 2.5 21.1 14.4 6.9

Information Technology -4.3 2.2 9.4 22.0 22.0 -1.6

Telecommunication Services -2.6 2.5 7.6 7.4 12.8 8.0

Utilities 0.5 2.6 10.1 10.4 7.5 6.8

Real Estate -0.8 1.2 6.0 4.5 10.9 6.7

INTERNATIONAL EQUITIES

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

MSCI World Index (Net, C$) -3.5 1.4 7.0 18.0 16.9 6.1

MSCI EAFE Index (Net, C$)  -4.0 3.4 10.0 20.0 14.1 3.1

MSCI ACWI (C$) -3.4 1.6 7.8 18.5 16.0 5.8

MSCI France  -5.1 6.3 13.2 27.9 16.1 2.1

MSCI Germany  -4.8 3.7 11.5 28.5 16.6 3.7

MSCI Japan  -2.8 2.5 6.3 18.9 15.0 3.2

MSCI U.K.  -5.7 2.1 6.4 13.1 10.5 2.3

IFC Investable (EM)  -2.8 3.2 14.8 23.7 10.4 4.7

MSCI EAFE Growth  -4.4 5.0 13.2 15.9 15.0 4.5

MSCI EAFE Value  -3.5  2.4  7.9  25.5  14.1  2.5

INTERNATIONAL EQUITIES

MSCI EAFE SECTOR RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

Energy -7.6 -3.2 -5.7 5.7 4.2 -0.4

Materials -2.2 0.7 7.5 32.6 9.4 2.1

Industrials -3.6 4.3 12.9 24.0 16.0 8.4

Consumer Discretionary -4.8 2.0 6.6 23.7 15.9 9.8

Consumer Staples -5.9 4.8 13.5 7.0 14.7 18.9

Health Care -4.7 4.5 12.3 4.2 16.2 16.9

Financials -1.1 4.4 11.2 37.6 15.9 -0.8

Information Technology -4.0 6.7 18.2 35.3 18.7 6.4

Telecommunication Services -6.8 2.1 6.5 1.8 13.5 11.0

Utilities -6.1 4.5 11.6 6.7 10.0 0.2

Real Estate -4.8 1.9 7.2 N/A N/A N/A

U.S. EQUITIES

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

S&P 500 -3.2 0.5 5.7 17.7 20.3 9.3

Dow Jones -2.1 1.3 5.7 21.9 19.1 9.7

NASDAQ -4.7 1.2 10.3 26.5 21.7 11.2

Russell 1000 -3.2 0.4 5.7 17.8 20.4 9.5

Russell 2000 -0.5 -0.1 1.5 24.4 19.3 9.1

Russell 3000 -3.0 0.4 5.3 18.3 20.3 9.4

Russell 1000 Growth -4.1 2.0 10.2 20.2 21.0 11.1

Russell 1000 Value -2.3 -1.2 1.2 15.3 19.6 7.7

S&P 500 SECTOR RETURNS (%)

Energy -4.0 -8.7 -15.5 -4.4 6.7 3.3

Materials -2.1 0.6 5.6 18.3 16.6 7.5

Industrials -2.5 2.1 5.8 22.0 21.8 9.8

Consumer Discretionary -5.0 -0.2 7.3 16.6 23.2 12.7

Consumer Staples -6.0 -1.0 4.4 2.8 18.2 12.7

Health Care 0.6 4.4 12.2 12.2 23.7 12.8

Financials 2.3 1.6 3.3 35.0 23.8 2.4

Information Technology -6.5 1.5 13.3 33.6 23.0 12.9

Telecommunication Services -6.7 -9.4 -13.7 -11.9 11.1 5.8

Utilities -6.5 -0.3 5.1 2.2 16.7 9.1

Real Estate -2.0 0.2 2.8 -0.7 15.2 7.8

Market Returns at June 30, 2017 All Returns in Cdn $

Sources:  TD Newcrest, PC Bond, Bloomberg, Thomson Reuters
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CANADIAN FIXED INCOME

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

FTSE/TMX 91 Day TBill 0.0 0.1 0.2 0.4 0.8 1.2

FTSE/TMX Canada Short Term Bond Index -1.0 -0.4 0.2 0.2 1.9 3.5

FTSE/TMX Canada Mid Term Bond Index -2.3 -0.1 1.3 -0.9 3.6 5.8

SE/TMX Canada Long Term Bond Index -0.7 4.1 6.1 0.4 4.9 7.2

FTSE/TMX Canada Universe Bond Index -1.2 1.1 2.4 0.0 3.3 5.1

FTSE/TMX High Yield Overall 0.5 1.7 5.0 15.0 6.6 6.9

FTSE/TMX Real Return Bond -1.9 1.4 0.1 -2.7 1.1 5.4

SECTOR RETURNS (%)

FTSE/TMX Federal Domestic Bond -1.5 0.2 0.8 -1.9 2.1 4.2

FTSE/TMX Provincial Domestic Bond -1.0 2.1 3.5 0.0 4.0 5.9

FTSE/TMX Domestic Bond -1.0 1.0 2.9 2.6 4.1 5.8

GLOBAL FIXED INCOME

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

Citigroup World Gov’t Bond -4.0 0.3 1.0 -4.3 4.8 5.6

COMMODITY

1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

WTI Cushing Spot Px -4.7 -9.0 -14.3 -4.7 -13.8 -4.5

Bloomberg European Dated  
Brent BFOE Price -3.7 -8.5 -13.0 -0.4 -10.7 -3.7

Bloomberg Syncrude Sweet  
Blend fob Edmonton Spot Px -4.6 -16.4 -13.1 -6.1 -10.2 -5.0

S&P GSCI Nat Gas Index Spot -1.2 -4.9 -18.5 3.8 1.5 -7.7

S&P GSCI Copper Index Spot 4.5 1.7 7.3 22.4 -5.1 -2.5

S&P GSCI Gold Index Spot -2.6 -0.7 7.9 -5.9 -5.0 6.7

CURRENCY

1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

Canadian $/U.S. $ (% chg) -3.8 -2.5 -3.3 -0.2 5.0 2.0

Canadian $/Yen (% chg) -4.9 -3.3 0.9 -8.7 -1.9 3.0

Canadian $/GBP (% chg) -3.2 1.1 1.8 -2.1 1.1 -2.3

Canadian $/Euro (% chg) -2.3 4.0 4.6 3.2 2.8 0.3

Market Returns at June 30, 2017 All Returns in Cdn $

Sources:  TD Newcrest, PC Bond, Bloomberg, Thomson Reuters

GOVERNMENT OF CANADA YIELD CURVE U.S. TREASURY YIELD CURVE
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This document includes information concerning financial markets that was developed at a particular point in time. This information is subject to change at any time, without notice, and without 
update. This commentary may also include forward looking statements concerning anticipated results, circumstances, and expectations regarding future events. Forward-looking statements 
require assumptions to be made and are, therefore, subject to inherent risks and uncertainties. There is significant risk that predictions and other forward looking statements will not prove to 
be accurate. Investing involves risk. Equity markets are volatile and willincrease and decrease in response to economic, political, regulatory and other developments. The risks and potential 
rewards are usually greater for small companies and companies located in emerging markets. Bond markets and fixed-income securities are sensitive tointerest rate movements. Inflation, credit 
and default risks are all associated with fixed income securities. Diversificationmay not protect against market risk and loss of principal may result. Index returns are for information purposes 
only and do not represent actual strategy or fund performance. Index performance returns do not reflect the impact of management fees, transaction costs or expenses. This presentation is for 
educational purposes only and does not constitute investment, legal, accounting, tax advice or a recommendation to buy, sell or hold a security. It is only intended for the audience to whom it 
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