
 

July 2016 
In like a lion…out like a lamb 
After staging an impressive rally in the first half of the month, there was a marked slowdown in the last two 
weeks of July across US and Canadian markets. And considering that seven new highs were made in those 
two weeks, the slowdown in the back half was that much more noticeable. Still, the month was an 
impressive one for so-called risk assets such as equities. Performance across most global markets was led 
by Japan (+6.4%) as investors took on risk in front of what was expected to be a massive Bank of Japan 
stimulus program. Trailing the Far East was the S&P/TSX Composite (+3.7%), the S&P 500 (+3.6%) and the 
STOXX 600 (+3.6%). Interestingly, July was the 5th consecutive month of positive performance for the S&P 
500. This has happened 23 times since 1950, followed by an average 12 month return of 12.9%.  
 
As demonstrated by the Nikkei 225 (Japan’s main index), investor appetite for risk remains high in the wake 
of aggressive central bank policies. While the US Federal Reserve recently hiked interests rates (the first 
time in the past 9 years), global central banks have cut interest rates over 650 times over the same time 
frame. Alongside interest rate cuts, there has been $12.3 trillion of asset purchases by central banks 
(central banks buy assets, a.k.a. government bonds, to keep rates low). This should help keep bond yields 
low and help support continued high price-to-earnings (PE) ratios.  
 
While the low rate environment offers benefit by way of cheap financing for companies and consumers, it 
reflects a generally weak growth environment. In fact the S&P 500 remains in its 5th consecutive quarter of 
negative sales and profit growth. Compounding the effects of weak demand is the lack of pricing power as 
corporate executives remain challenged by falling inflation. While analysts estimate growth will improve in 
in the first half of 2017, headwinds remain. For one, oil has re-entered a bear market falling more than 20% 
from June’s highs. Concerns surrounding supply issues have re-surfaced as the summer driving season has 
not been as strong as analysts expected. This is a clear negative for the energy sector which, while only 
making up 5% of the S&P 500 by market capitalization, makes up a total of 18% of index profits. Given this 
large contribution to aggregate earnings per share, it’s no surprise that when you negate the impacts of 
weak energy earnings, S&P 500 EPS growth moves into positive territory. As such, we will need to see 
either an improvement in demand for oil or a significant pull back in supply to see a pick-up in growth in 
2017. Another potential negative catalyst includes a Trump win in the presidential election, which is largely 
viewed as a negative for markets. And while the polls currently indicate Clinton remains in the lead, 
sentiment can turn on a dime.  
 
In the face of such uncertainty, we continue to position the Active Balanced portfolios conservatively with 
an underweight equity position. Within this underweight equity allocation, we have a preference for the 
S&P/TSX Composite and the S&P 500. International equities remain our least favoured market as political, 
economic and systemic risks (including an impaired banking system) all remain high. Our underweight 
equity position is offset by an overweight in Canadian bonds. 
  
Any statements contained herein that are not based on historical fact are forward-looking statements. Any forward-looking statements represent the 
portfolio manager’s best judgment as of the present date as to what may occur in the future. However, forward-looking statements are subject to many 
risks, uncertainties and assumptions, and are based on the portfolio manager’s present opinions and views. For this reason, the actual outcome of the 
events or results predicted may differ materially from what is expressed. Furthermore, the portfolio manager’s views, opinions or assumptions may 
subsequently change based on previously unknown information, or for other reasons. Equitable Life of Canada® assumes no obligation to update any 
forward-looking information contained herein. The reader is cautioned to consider these and other factors carefully and not to place undue reliance on 
forward-looking statements. Investments may increase or decrease in value and are invested at the risk of the investor. Investment values change 
frequently and past performance does not guarantee future results. Professional advice should be sought before an investor embarks on any investment 
strategy.  


