
Equities (local currency, price only, % change)

5/12/2017   Week QTD YTD 1 Year

S&P/TSX Composite 15537.88 -0.28% -0.06% 1.64% 12.69%
S&P/TSX Small Cap 647.32 1.23% -2.56% -1.72% 10.31%
S&P 500 2390.90 -0.35% 1.19% 6.79% 15.83%
NASDAQ 6121.23 0.34% 3.54% 13.71% 29.21%
Russell 2000 1382.77 -1.02% -0.23% 1.89% 24.73%
Euro Stoxx 50 3637.52 -0.58% 3.90% 10.55% 23.92%
FTSE 100 7435.39 1.89% 1.54% 4.10% 21.81%
Nikkei 225 19883.90 2.25% 5.15% 4.03% 19.45%
Shanghai Composite 3083.51 -0.63% -4.31% -0.65% 8.73%
MSCI EM Index (USD) 1002.37 2.46% 4.59% 16.25% 24.26%

Fixed Income (total return, % change)

5/12/2017   Week QTD YTD 1 Year

FTSE TMX Canada 

Universe Bond Index 1035.92 -0.44% 1.17% 2.43% 1.95% Currencies and Commodities (in USD, % change)
FTSE TMX Canada All 

Corporate Bond Index 1173.38 -0.38% 1.31% 3.17% 4.04% 5/12/2017   Week QTD YTD 1 Year
CDN $ 0.73 -0.44% -2.86% -1.98% -6.29%

Interest Rates - Canada (change in bps) US Dollar Index 99.19 0.55% -1.16% -2.96% 5.35%
5/12/2017   Week QTD YTD 1 Year Oil (West Texas) 47.84 3.50% -5.45% -10.95% 2.44%

3-month Tbill 0.50 -1 -2 4 -2 Natural Gas 3.42 4.84% 5.22% -3.82% 20.31%
GOC bonds   2 yr 0.68 -1 -7 -7 11 Gold 1228.43 0.03% -1.66% 7.05% -2.79%
GOC bonds 10 yr 1.57 3 -5 -15 26 Copper 2.52 -0.18% -5.40% 0.24% 19.90%
GOC bonds 30 yr 2.23 8 -7 -8 25 CRB Index 181.69 2.12% -2.26% -5.62% -1.06%
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 HIGHLIGHTS

On the surface the week looks fairly uneventful for both equities and bonds, but digging deeper reveals a bit of churning. The overall tone reflects somewhat 

of a pause as markets digest the plethora of information received over the past few weeks: The French election is over; the US government is funded (until 

September at least); most high level economic data for the immediate future is behind us; and likewise, most central bank meetings and the majority of 

global corporate earnings results are behind us as well. Despite weakness for most equity markets on the week, all-in-all, the mood is more favourable 

toward risk assets today than several weeks ago. Canada is the exception. Canadian equities are currently out of favour, falling for a third week in a row. 

Corporate earnings results are very solid. With 452 S&P 500 companies reported, Q1 earnings growth sits at 16%, with 78% beating estimates by an 

average of 6%. Ninety-one percent of the Euro STOXX 600 Index has reported. There, Q1 earnings growth sits at 38%, and 65% of companies are beating 

estimates by an average of 12%. Lastly, 88% of S&P/TSX companies have reported, and Q1 earnings growth sits at 61% with 52% beating estimates by an 

average of 5%.   

Moody’s Investor Services added to the negative sentiment toward Canadian equities as the credit rating agency downgraded all six large Canadian banks. 

We see the move as one born out of an abundance of caution, and don’t see the downgrades as cause for alarm. Moody’s statement did not highlight any 

near-term risks, but pointed toward rising debt levels as concerns for the future. There is legitimate concern that down the road, should Canada face any sort 

of negative economic shock, elevated debt levels would result in more severe fallout than otherwise would be the case. In regard to near-term risks, Moody’s 

reiterated that the Canadian banks are well capitalized and have ample access to liquidity. It is important to recognize that the downgrading takes the 

Canadian banks from extremely high credit ratings, down one-notch to still very high ratings. TD’s rating at Aa2 is the 3rd highest possible rating, while the 

other big banks’, at A1, rank 5th out of 21 possible ratings Moody’s assigns. The S&P/TSX Diversified Bank Sub-Index (contains only ‘the Big Six’) fell 

another 1.62% and sits down 8.3% from its March 6th all-time high. Compared to their US counterparts, the Canadian banks are only slightly worse off on a 

YTD basis (see Chart of the Week). This suggests that the decline is more about the drop in North American bond yields since early March than unique 

concerns over Canada. Over the past week yields rose, but remain off of their 2017 highs of early March. 
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Oil prices rebounded from last week’s 6% slide as US inventories registered a larger than expected decline, and Iraq, Algeria, Saudi Arabia and Russia all 

signaled willingness to prolong their production cap deal. Prolonging the deal is less of a choice, and more of a reality, as US production continues to climb. 

At 9.31 million bbls/d, output is up more than 10% from the mid-2016 lows; within 3% of the highs of 2015; and, the active rig count has climbed 17 weeks in 

a row to 712 - the highest level in two years. At the current pace, US oil output will reach new all-time highs in roughly three months. 

Under the surface of the small negative for the S&P/TSX Composite were a few notable and sizeable stock specific moves. Shares of Aeroplan owner Aimia 

plunged 56% while shares of Air Canada rose 16% as the airline announced it is going its own way with a new rewards program as of 2020. Canadian auto 

parts manufacturers, Magna, Linamar and Martinrea, all reported exceptional earnings that propelled the shares of each company higher by roughly 6%. 

Meanwhile, the cloud hanging over Canadian exporters due to trade concerns may darken in the near-term with Robert Lighthizer finally confirmed as the US 

Trade Representative. His confirmation finalizes President Trump’s cabinet, and removes the last hurdle to the administration’s ability to set the wheels in 

motion on a renegotiation of NAFTA. President Trump described the renegotiation as “Massive” in an interview with The Economist magazine – about as far 

away from a “tweak” as one can imagine.

The mild decline for the S&P 500 hides the fact that 9 out of 11 sectors were negative. Only energy and information technology managed to gain. Information 

technology is the best performing sector year-to-date (+17.8%), led by gains for Apple. Shares in Apple, the largest company in the S&P 500, rose 4.8% to 

reach a new all-time high. Apple, Alphabet, Facebook, Amazon and Microsoft (in order) are the top five contributors, responsible for 1/3rd of the S&P 500’s 

YTD performance. 

On the data front, US retail sales rose 0.4% in April (missing estimates by 0.2%), but March data was revised up from a decline of 0.2%, to a gain of 0.1%. 

The softer than expected reading stands in contrast to continued strength from other measures of consumer confidence. The University of Michigan 

Consumer Sentiment Index rose to 97.7 - a four-month high. US Consumer prices rose 0.2% m/m in April, in-line with expectations. More importantly, the 

annual rate declined to 2.2% from 2.4%, and core prices slipped 0.1% to 1.9% y/y. The decline in core CPI narrows the gap with the Federal Reserve’s (Fed) 

primary measure of inflation - the core PCE. The gap narrowing because of a decline in core CPI vs. a rise in core PCE, is the opposite of what the Fed 

would have preferred. The combination of soft retail sales and softer inflation lowered expectations for the pace of Fed tightening.

The Bank of England (BoE) made no changes to monetary policy. However, the BoE’s statement did take a decidedly more ‘hawish’ tone. This adds the BoE 

to a growing list of central banks whose recent statements have hinted at shifting their bias toward tightening. The Fed’s bias is well telegraphed, but the 
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to a growing list of central banks whose recent statements have hinted at shifting their bias toward tightening. The Fed’s bias is well telegraphed, but the 

Bank of Canada, European Central Bank, and now the BoE, have all recently signaled that when the next move comes it is likely to be a tightening as 

opposed to an easing. There is no need for yields to spike-up, as the timing of a move (for all but the Fed) remains a long way off. None-the-less, the 

downward pressure on yields stemming from extraordinary and experimental monetary policies will eventually abate. Notably, yields on German 10-year 

bunds have doubled in the past month to 0.39%, and German GDP grew at the fastest pace in a year, up 0.6% m/m or 2.4% annualized. 

The week ahead brings the release of real GDP for Japan and the eurozone, as well as retail sales data from Canada and China. We will also see updates 

to inflation readings from Canada, eurozone and Britain, and industrial production from the US, Japan, and China. 




