Here’s What We’re Thinking

October 3, 2017 // 1

Here’s What We’re Thinking
Global Portfolio Advisory Group
The Investment Committee of the Portfolio Advisory Group meets
regularly to formally discuss markets, sector allocation and
investment recommendations. Below is a brief synopsis of our
current views. For specific investment strategy relating to your
investment portfolio, please contact your Scotia Wealth
Management advisor.

Investment Strategy: Fundamental backdrop remains
solid; stay overweight equities and cyclicals
• Strategy: Global markets have remained in a buoyant
mood in recent weeks thanks to a steady stream of
positive economic data and supportive monetary/fiscal
policy developments. We have always maintained an

• Equities: Within equities, we advised going overweight
Canada by underweighting the U.S. at the start of Q3’17
(on the basis of a strengthening C$ and oil recovery) and
so far it has been the correct call. Going further back, at
the end of Q1’17 we initiated an overweight position in
Europe and Emerging Markets (also by underweighting
the U.S. – on the basis of a steeper yield curve, positive
economic upgrades, and receding political risks). We
remain committed to this call as well given strong
outperformance.

optimistic outlook with respect to the ability of this

• Our overall asset class call to overweight equities as

current business cycle to continue generating healthy,

opposed to fixed income or cash originated in late Q1’16

albeit historically modest, growth. Recent data, however,

which again has gone in our favour.

has been beating expectations consistently with global

possibility of a small near-term pullback, we believe

growth climbing to 6-year highs and (even more

equities still offer better relative valuations and remain

impressively) broadening out to all major regions and

under-owned. Any potential pullback or spike in volatility

economies. Falling unemployment rates, expanding

would be a buying opportunity in our view. In other

business spending on capital expenditures and new highs

words, we believe investors could replace their proverbial

in manufacturing activity are helping to provide an added

fear of an imminent “meltdown” with images of a slow

th

and steady “melt-up” within equities as the risks

year. Central banks are also doing their part as they

surrounding the timing of the end of the cycle remain

gradually turn toward unwinding a portion of the ultra-

skewed to beyond 2019 rather than sooner. Traditional

accommodative monetary policy settings still in place

end-of-cycle indicators remain encouraging in our view.

boost to this current expansion phase which is in its 9

since the financial crisis. While raising interest rates
occasionally causes a short-term spike in market
volatility, the improved balance in economic and market
drivers helps to improve the durability of the cycle. We
remain of the view investors should overweight equities
relative to bonds given recession probabilities over the
coming 12 months remain quite low, and we continue to
prefer

cyclical

sectors

over

interest-rate

sensitive

defensives in this late stage of the cycle as rates/yields
trend higher and economic growth remains healthy.

Despite the

• Fixed income: Bank of Canada commentary has
created opportunities in the short end. Comments from
Bank of Canada Governor Stephen Poloz reversed the
selling in the short end of the Canada curve. The
Governor urged data dependence and patience when
referring to future increases in the overnight rate that
adjusted yield expectations lower (combined with weak
GDP data). This created opportunities in the credit
market,

which

we

continue

to

overweight.

First,

Please be aware that this material is not to be distributed to residents of the European Union
®

Registered trademark of The Bank of Nova Scotia, used under licence. ™Trademark of The Bank of Nova Scotia, used under licence. Scotia Wealth Management™ consists of a range of financial services
®
®
provided by The Bank of Nova Scotia (Scotiabank ); The Bank of Nova Scotia Trust Company (Scotiatrust ); Private Investment Counsel, a service of 1832 Asset Management L.P.; 1832 Asset Management
U.S. Inc.; Scotia Wealth Insurance Services Inc.; and ScotiaMcLeod ®, a division of Scotia Capital Inc. Wealth advisory and brokerage services are provided by ScotiaMcLeod, a division of Scotia Capital Inc.
Scotia Capital Inc. is a member of the Canadian Investor Protection Fund and the Investment Industry Regulatory Organization of Canada.

Here’s What We’re Thinking

October 3, 2017 // 2

subordinated debt of Canadian banks has lagged the

Economics: The Fed leads the way on monetary

spread compression of deposit notes. Second, energy

tightening; European Central Bank (ECB) likely to

pipelines have lagged the rest of the energy sector. Third,

follow

recent merger and acquisition activity in retail has
created opportunities that could benefit the long-term
holder. Financials and energy have long been an
overweight recommendation and that should continue.
Retail opportunities would be more appropriate for
investors with a longer time frame, in our view.
• Preferreds:

• At the U.S. Federal Reserve meeting in September, all
members of the Federal Open Market Committee
(FOMC) agreed to a plan to start trimming the Fed’s
US$4.5 trillion balance sheet this month. The central bank
plans to reduce bond holdings by US$10bn/month
through year-end. The central bank will then increase the

In the last week, the preferred share

pace of its balance sheet roll-off every quarter until it hits

market has broken out of its previously tight sideways

US$50bn/month. At this pace, the Fed’s balance sheet

trading range. Rate resets have been the main driver of

could fall to US$3.5 trillion early in Q4 2019. Meanwhile,

performance, finally catching a bid around the recent

the new dot plot published last month, which shows

movements in underlying bond yields. We suspect that

FOMC members’ expectations for interest rates, signaled

the movement higher is a result of delayed investor

one more hike this year and three more in 2018. In the

response to the previous moves higher in underlying

longer term, the median forecast has rates settling at

interest rates along with the lack of new issuance. The

2.75%, down from 3%. Although the interest rate decision

lagged reaction to yield movements in the reset market

and the balance sheet reduction plan were widely

should act as a tailwind over the next couple of months,

expected, Fed Chairwoman Janet Yellen’s speech at the

in our view, as should the expectation for further

press conference was taken as more hawkish than

tightening by the Bank of Canada and the Federal

anticipated. The Chairwoman pointed out the risk of a

Reserve in December.

possible overheating labour market if there is no modest

Currencies and Commodities: Crude Oil Ends the Third
Quarter on a High Note

increase in interest rates over time, potentially creating
an inflationary problem down the road. Given monetary
policy’s lagged effect on economic activity and inflation,

• While there was no shortage of volatility in crude oil

keeping monetary policy on hold until inflation gets back

prices over Q3/17, WTI managed to finish the third

to 2% could pose risks to the heath of the economy and

quarter up 12% from Q2/17, and up 17% from its

the stability of financial markets. Economists are now

quarterly low. Crude oil fundamentals improved over the

expecting Yellen to stick to her interest rate outlook as

third quarter with OPEC+ supply constraints, increased

her term as the Chair is due to end early next year and

global demand growth forecasts from the International

she is not expected to secure a second term. We expect

Energy

geopolitical

Yellen is eager to shrink the Fed’s balance sheet in order

developments (Kurdistan referendum), and tempered U.S.

to make room for a new round of Quantitative Easing

supply expectations all supportive of our view the global

when the next recession starts.

Agency

(IEA)

and

OPEC,

crude oil market is gradually rebalancing. However, with
WTI currently hovering around US$50/bbl, we are
keeping a close eye on incremental U.S. shale production,
as potential increases on the back of higher prices could
limit further upside in the commodity’s price. While
energy equities have rebounded on the back of recent
bullish data points, we continue to see reasonably
attractive valuations in many energy equities and remain
overweight the sector at this time.

• While the Fed is leading the way on monetary policy
tightening, the ECB could be on track to follow as early as
next year. The current ECB Quantitative Easing program is
scheduled to run until the end of the year, and the
central bank is expected to start tapering its pace of
bond purchases in 2018. The ECB is currently buying
€60bn (approximately US$70bn) worth of securities per
month on average, while many economists expect the
Asset Purchase Program (APP) to gradually slow and
eventually end in Q4 next year. Although the official
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statement from the ECB remains dovish, quoting low

However, at 13%, its presence in government will have

inflation as a major laggard while policy makers continue

more influence on the opposition narrative than that of

to face pressure from a strong Euro, the central bank will

the ruling coalition. The AfD will certainly be watched in

likely decide at an upcoming meeting (mostly likely at its

the future as seats in the Bundestag come with increased

October meeting) on the status of its bond-buying

funding and visibility.

program beyond the end of the year.

• For now, attention turns to Angela Merkel and the CDU

Geopolitical: German political landscape shifts once

for coalition building. The most likely coalition would be

again

between the CDU, the Free Democratic Party and the

• Results from Germany’s election showed both expected
and unexpected results. As expected Angela Merkel’s
Christian Democratic Union (CDU) garnered the most
votes, making her one of the longest tenured leaders in
postwar German history. Also expected was the Social
Democratic Party (SPD) taking the second most votes.
What was unexpected was how small a proportion of the
popular vote both parties received. The CDU and SPD
had some of their worst results ever, losing 8.5% and
5.2%

of

the

popular

vote,

respectively.

Another

unexpected result was the far-right (and sometimes
populist) Alternative for Germany (AfD), which polled
between 9-11%, ending up with 13% in its first
appearance in the Bundestag. The AfD’s result is a clear
indication of the shift toward populism in Europe.

Green Party. This group would take 393 of the 709 seats
in the current Bundestag and be more right-leaning than
the previous “Grand Coalition” between the CDU and
SPD. The coalition will likely be opposed to European
Union reforms but in favour of more NATO spending.
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Recommended Asset Allocation
Asset Class

Strategic

Tactical

Equities

60%

68%

Canada

30%

33%

United States

25%

28%

International

5%

7%

Fixed Income

40%

30%

Government

20%

10%

Provincial

5%

5%

Corporate/Credit

10%

10%

Preferreds

5%

5%

Cash

0%

2%

Sector

Underweight

Neutral

Overweight

Financials



Healthcare



Consumer Staples



Consumer Discretionary



Industrials



Materials



Energy



Ut ilities



Telecom




InfoTech
Real Estate
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Disclaimers
Important Disclosures
This material does not include or constitute an investment
recommendation, and is not intended to take into account the
particular investment objectives, financial conditions, or
needs of individual clients. Before acting on this material, you
should consider whether it is suitable for your particular
circumstances and talk to your investment advisor.
The author(s) of the report own(s) securities of the following
companies.
None.
The supervisors of the Portfolio Advisory Group own securities of
the following companies.
None
Scotia Capital Inc. is what is referred to as an “integrated”
investment firm since we provide a broad range of corporate
finance, investment banking, institutional trading and retail
client services and products. As a result we recognize that we
there are inherent conflicts of interest in our business since we
often represent both sides to a transaction, namely the buyer
and the seller. While we have policies and procedures in place to
manage these conflicts, we also disclose certain conflicts to you
so that you are aware of them. The following list provides
conflict disclosure of certain relationships that we have, or have
had within a specified period of time, with the companies that
are discussed in this report.
Scotia Capital Inc. is a member of the Investment Industry
Regulatory Organization of Canada and the Canadian Investor
Protection Fund
General Disclosures
The Global Portfolio Advisory Group prepares this report by
analyzing information obtained from various sources as a
resource for advisors and their clients. Information may be
obtained from the Equity Research and Fixed Income Research
departments of the Global Banking and Markets division of
Scotiabank. Information may be also obtained from the Foreign
Exchange Research and Scotia Economics departments within
Scotiabank. In addition to information obtained from members
of the Scotiabank group, information may be obtained from the
following third party sources: Standard & Poor’s, Valueline,
Morningstar CPMS, Bank Credit Analyst, Bloomberg, and
FactSet. The information and opinions contained in this report
have been compiled or arrived at from sources believed reliable
but no representation or warranty, express or implied, is made as
to their accuracy or completeness.
While the information provided is believed to be accurate and
reliable, neither Scotia Capital Inc., which includes the Global
Portfolio Advisory Group, nor any of its affiliates makes any
representations or warranties, express or implied, as to the
accuracy or completeness of such information. Neither Scotia

Capital Inc. nor its affiliates accepts any liability whatsoever for
any direct or consequential loss arising from any use of this
report or its contents.
This report is provided to you for informational purposes only.
This report is not intended to provide personal investment advice
and it does not take into account the specific investment
objectives, financial situation or particular needs of any specific
person. Investors should seek advice regarding the
appropriateness of investing in financial instruments and
implementing investment strategies discussed or recommended
in this report and should understand that statements regarding
future prospects may not be realized.
Nothing contained in this report is or should be relied upon as a
promise or representation as to the future. The pro forma and
estimated financial information contained in this report, if any, is
based on certain assumptions and management’s analysis of
information available at the time that this information was
prepared, which assumptions and analysis may or may not be
correct. There is no representation, warranty or other assurance
that any projections contained in this report will be realized.
Opinions, estimates and projections contained herein are those
of the Global Portfolio Advisory Group as of the date hereof and
are subject to change without notice. For that reason, it cannot
be guaranteed by The Bank of Nova Scotia or any of its
subsidiaries, including SCI. This report is not, and is not to be
construed as (i) an offer to sell or solicitation of an offer to buy
securities and/or commodity futures contracts or (ii) an offer to
transact business in any jurisdiction or (iii) investment advice to
any party. Products and services described herein are only
available where they can be lawfully provided. SCI and its
affiliates and/or their respective officers, directors or employees
may from time to time acquire, hold or sell securities and/or
commodities and/or commodity futures contracts mentioned
herein as principal or agent.
Copyright 2017 Scotia Capital Inc. All rights reserved.
Additional Disclosures
This report is distributed by Scotia Capital Inc., a subsidiary of
The Bank of Nova Scotia. Scotia Capital Inc. is a member of the
Canadian Investor Protection Fund and the Investment Industry
Regulatory Organization of Canada.
® Registered trademark of The Bank of Nova Scotia, used under
licence. ™Trademark of The Bank of Nova Scotia, used under
licence. Scotia Wealth Management™ consists of a range of
financial services provided by The Bank of Nova Scotia
(Scotiabank®); The Bank of Nova Scotia Trust Company
(Scotiatrust®); Private Investment Counsel, a service of 1832
Asset Management L.P.; 1832 Asset Management U.S. Inc.;
Scotia Wealth Insurance Services Inc.; and ScotiaMcLeod®, a
division of Scotia Capital Inc. International private banking
services are provided in Canada by The Bank of Nova Scotia.
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International investment advisory services are provided in
Canada by Scotia Capital Inc. Scotia Capital Inc. is a member of
the Canadian Investor Protection Fund and the Investment
Industry Regulatory Organization of Canada.
Scotia Wealth Management consists of a range of financial
services provided, in The Bahamas, by Scotiabank (Bahamas)
Limited and The Bank of Nova Scotia Trust Company (Bahamas)
Limited. International private banking services are provided in
The Bahamas by Scotiabank (Bahamas) Limited, an entity
registered with The Central Bank of The Bahamas. International
investment advisory services are provided in The Bahamas by
Scotiabank (Bahamas) Limited, an entity registered with The
Securities Commission of The Bahamas. International wealth
structuring solutions are provided in The Bahamas by The Bank
of Nova Scotia Trust Company (Bahamas) Limited, an entity
registered with The Central Bank of The Bahamas.
Scotia Wealth Management consists of international investment
advisory services provided, in Barbados, by The Bank of Nova
Scotia, Barbados Branch, an entity licensed by the Barbados
Financial Services Commission.
Scotia Wealth Management consists of a range of financial
services provided, in the Cayman Islands, by Scotiabank & Trust
(Cayman) Ltd.
International private banking services,
international investment advisory services and international
wealth structuring solutions are provided in the Cayman Islands
by Scotiabank & Trust (Cayman) Ltd., an entity licensed by the
Cayman Islands Monetary Authority.
Scotia Wealth Management consists of international private
banking services provided, in Peru, by Scotiabank Peru S.A.A, an
entity supervised by the Peru Superintendence of Banking and
Insurance.
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