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What to Expect When You Are Expecting
Equity Markets
 
Developed equity markets compounded their robust start to 2019 with further gains in the second quarter, albeit at a 
much more subdued pace, with a weak month of May bracketed by two stronger months. The performance was broadly 
comparable across all regions, with the domestic S&P/TSX Composite index gaining 2.6%, the S&P 500 index rising 2.0% 
and the MSCI EAFE index increasing 1.4%, all in Canadian dollar terms. For Canadian investors with exposure to foreign 
markets, strength in the Canadian dollar served as a very slight headwind to returns. Returns were largely scattershot 
across many sectors, depending upon region, although the cyclical sectors of Consumer Discretionary and Information 
Technology were uniformly strong across all developed markets. Similarly, the performance of Energy stocks was 
uniformly dismal, a reflection of a swoon in crude oil and natural gas prices during the quarter. Specific to the Canadian 
market, the Health Care sector dropped 9.6% as sentiment swings regarding the cannabis industry continued, although  
the sector remains a strong contributor so far in 2019 despite recent weakness.   

The ongoing strength brought year-to-date returns to some sparkling levels for some sectors. In the US, the Industrials 
sector is up 15.0%, the Consumer Discretionary sector is up 15.8%, and the Information Technology group has risen  
20.7% so far in 2019, all in Canadian dollar terms. The worst sector, Health Care, is up a respectable 2.5% at the halfway 
mark. In the EAFE region, Information Technology also leads the way, up 16.6% in 2019, while the Industrials sector has 
risen 10.3%. In Canada, two sectors stand apart, with the Information Technology group up 42.5% and Health Care up 
34.7% thus far this year. 

The gyrations experienced over the quarter, highlighted during a weak month of May, reflects further uncertainty creeping 
into the markets about the economic outlook. The ongoing trade dispute between the US and China, combined with a 
pause in the Canadian housing market, has swung general perception from that of a benign interest rate outlook to one 
factoring in several cuts from major central banks in the coming year. In fact, in recent months, the benchmark ten-year 
interest rate in important nations such as Japan and Germany have pressed further into negative territory, a concerning 
development. With a backdrop of subdued earnings growth and market valuations hovering in the realm of fair value, the 
resolution of these trade negotiations seems to be of rising importance to market movements over the remainder of the 
year. 
 
Fixed Income Markets
 
Canadian government bonds and corporate bonds returned 2.4% and 2.7%, respectively in the second quarter, and high 
yield bonds returned 0.9%. The bond performance continued to contribute positively to balanced portfolios.  

The Canadian government and US Treasury yield curves remain mildly inverted, offering higher all-in yields on shorter 
duration bonds than in the short-to-middle segment of the yield curve. At the end of the quarter, the Canadian overnight 
rate and Canadian 10-year bond were yielding 1.8% and 1.5% while this is suggestive of a need for the Bank of Canada 
(BoC) to stimulate the economy by reducing their overnight rate, the broad economic metrics are equally supportive of   
no action.  



Quarterly Commentary

What to Expect When You Are Expecting July 2019

Q2 2019

The US Federal Reserve (Fed) remains under political pressure to reduce their overnight rate, the underpinning data in the 
United States supports no immediate action, though markets are pricing in a series of rate cuts through 2019 and 2020.  

Commentary
 
What a difference a year makes!

At this point last year, though the initial shots across the bow of the trade conflict had been fired and increased uncertainty 
over the outlook, underlying global growth was viewed as strong enough and with enough positive momentum that central 
banks were universally expected to continue to remove monetary policy stimulus from the system. Financial markets, for 
example, were pricing in continued rate hikes by the likes of the Fed and BoC through the end of the year and thereafter.

Fast forward 12 months, and there are now rising expectations that central bankers will reverse course and cut rates — and 
not slightly, but aggressively as the market is pricing a full percentage point worth of cuts to the American policy interest, 
year over the next year.

In several respects, this drastic about-face in interest rate expectations seems counterintuitive. After all, we are in an 
environment in which equity markets are sitting at-or-near record highs, and the underlying pace of global growth is 
largely unchanged from that seen a year ago. Thanks to strong labour markets, underpinning consumer demand would 
suggest a continued normalization of policy — especially given indications that financial conditions can hardly be 
construed as tight for would-be borrowers.

At the same time, however, policymakers have to be forward-looking, with decisions now predicated on what is anticipated 
to play out in the coming months. To that end, the generally positive fundamentals of the global economy are balanced 
out by downside risks to the outlook stemming from political uncertainty, specifically the threat of a further escalation 
and expansion of the US’ trade war. Should these risks materialize, they would have the unambiguously negative impact 
of constraining global trade flows and providing a material drag on economic activity and growth — and with inflationary 
pressures remaining moderate and below-target, that would provide policymakers with the scope to sit tight and wait to  
see how things develop.

Of course, while gauges of actual economic activity have largely held up, indicators of sentiment have slumped markedly 
(more so for businesses than consumers, with the latter remaining resilient and near cycle-highs) as the uncertain policy 
backdrop has restrained businesses plans for expansion and curtailed investment. To this end, a lot of damage has already 
occurred, and while central banks can do little to assuage the fears related to trade policy, they can try and shore up 
domestic sentiment by indicating that it will do what it can to try and support the domestic economy. Support of this kind 
would call for something akin to the “insurance” cuts made by the BoC in 2015, in response to the plunge in energy prices 
and the potential negative impact on the Canadian economy.
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This document includes information and commentary concerning financial markets that was developed at a particular point in time.  This information 
and commentary are 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 will increase 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 to interest rate movements.   Inflation, credit and default risks are also associated with fixed income 
securities. Diversification may not protect against market risk and loss of principal may result. This commentary is provided for educational purposes 
only.  It is not offered as investment advice and does not account for individual investment objectives, risk tolerance, financial situation or the timing of 
any transaction in any specific security or asset class. Certain information contained in this document has been obtained from external parties which 
we believe to be reliable, however we cannot guarantee its accuracy. Guardian Capital Advisors LP provides private client investment services and is a 
wholly-owned subsidiary of Guardian Capital Group Limited, a publicly traded firm listed on the Toronto Stock Exchange.

The bottom line is that there are valid arguments that could be made for any course of action by central banks in the 
coming months — and what that means is, while markets are expecting policymakers to do something, there should be 
an expectation that financial asset prices will fluctuate (and potentially significantly) with the flow of headlines into the 
marketplace. 

It is important for investors with long time horizons, however, do not get too caught up in concerns over the short-term 
direction of interest rates or periods of increased volatility. The short-run ultimately represents deviations around the   
long-run trends and as such, what matters is maintaining a long-term focus and a disciplined approach to investing. 

As is often repeated in this space, it is “time in” rather than “timing” the market that is key to building wealth over the 
longer-run.


