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Q4 2019 QUARTERLY MACRO OVERVIEW
The year that was 2019, from a global capital markets perspective, could be
characterized as one dominated by geo-political headlines. The U.S.-China
trade war, Brexit uncertainty, the Canadian Federal Election and active
central banks are among the list of major events that carried us through the
calendar year. However, if one was to focus in on the healthy global equity
market returns that benefitted investors, it’s hard to imagine that the year
was accompanied by so much uncertainty. With that in mind, in order to
assess what lies ahead for investors, we find it helpful to glance in the rearview mirror and examine the developments that led to the current landscape.
Going back a full year, December of 2018 was a volatile period. Global
equities were under significant pressure but managed to find solid footing in
early January. The U.S. Federal Reserve (Fed) was expected to increase
interest rates throughout 2019; however, concern over slowing economic
data and the turbulence experienced in the equity markets caused the Fed to
pivot aggressively. Jerome Powell, chair of the Federal Reserve, indicated
quite clearly that the U.S. central bank was now more inclined to ease
monetary policy as opposed to tightening it. This shift from the most
influential central bank in the world set the stage for the remainder of the
year. With the Federal Reserve to the rescue, equity markets experienced a
robust first quarter and continued a positive trajectory despite a long list of
economic and political concerns.
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A comparison of equity market returns to economic data would present a
glaring dichotomy. Although labor markets around the world were as healthy
as they have been in over 40 years, global economic growth slowed
materially throughout the year, driven predominantly by a slowing of
manufacturing activity. This slowing of economic activity was further
exacerbated by the U.S.-China trade war and a continuation of the Brexit
saga. These two geo-political events have, quite amazingly, been on-going
for well over two years. Brexit uncertainty has continued to weigh on
economic sentiment, but it was the imposition of trade tariffs by both the
U.S. and China that led to material economic impact. The International
Monetary Fund estimates that the U.S.-China trade war has reduced global
growth by 0.7% in 2019. Although these trade conflicts are likely to be
resolved in the coming year, the collateral damage has been done and will
likely linger throughout 2020.
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From a more granular perspective, corporate earnings were growing at a
very healthy pace in both 2017 and 2018. President Donald Trump’s tax
reform set the stage for a significant cash windfall, benefitting U.S. corporate
profits. However, investors had some concern as to whether this level of
profits were sustainable, particularly as benefits from the tax cuts began to
wane. Low and behold, in 2019, North American corporate earnings
decelerated significantly, finishing the year in low single digits. Equity market
returns and corporate earnings generally trend in the same direction, so the
disconnect in 2019 is unusual and notable. Some would argue it was the
decisive action by global central banks to reduce interest rates and ease
financial conditions that helped propel the stock market forward.

North American Earnings Decelerate in 2019
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Here in Canada, our economy is rather divided, similar to our political
landscape. The western economy, namely Alberta and Saskatchewan,
continues to experience benign growth, as the labor market struggles to
recover from the 2014 onset of the energy downturn. Eastern Canada,
though, continues to experience relatively stronger economic conditions,
buoyed by a healthy labor market.
Overall, the outlook for 2020 is cautiously optimistic. With global economic
data slowing, market participants are waiting with bated breath to see if the
efforts of global central bankers will provide a strong enough tailwind to
reinvigorate the economy. From the geo-political perspective, several
concerns remain. The U.S. election, along with potential impeachment noise,
will surely dominate headlines throughout the year. As an investment
manager, we remain focused on the fundamentals. Our economic compass
suggests that a disciplined investment process, diversified portfolio
construction and a certain level of prudence are as important as ever given
the current landscape.
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