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Outlook & Positioning
During the second quarter, the bond market continued on its “reverse course” direction toward lower yields, taking its
cues from weaker global growth and increasing uncertainties surrounding geopolitical risks such as trade. Reacting
to these concerns and weaker domestic inflation, the Federal Reserve began to lean toward the potential for an
easing of monetary policy as early as this summer.
Anticipating this movement from “neutral” to “dovish”, the US bond market ended Q2 with approximately three 0.25%
cuts to the Fed Funds rate priced-into the yield curve by year-end, and roughly one more reflected for 2020. Portions
of the yield curve have held sustained inversions for many weeks, with the US 10-year Treasury bond dipping below
2% - for the first time since 2016 - in June.
Other major central banks have also reacted to the global slowdown, and in each case slower domestic growth and
inflation rates. The ECB discussed the potential for long-term refinancing for the region’s banks, as well as a
possible need to move the policy rate further below zero, while the People’s Bank of China boosted stimulus through
additional small measures.
The Bank of Canada continued to reflect a neutral stance on monetary policy, noting in its commentary that the
Canadian economy has been growing reasonably well. With the increased likelihood that the Fed will cut rates and
the Bank of Canada will stand pat, the Canadian dollar rallied strongly in June. Bond yields in Canada largely
tracked US yield curve movements, with portions of the curve inverting and the Government of Canada 10-year
bond yield hitting a 2-year low during the quarter.
Corporate credit markets have rallied strongly along with equity markets since the start of the year. The Fed’s switch
from tightening to a potential easing of policy has encouraged risk-taking, as markets seem to have interpreted the
Fed’s policy inflection as an adequate response to the low inflation and slowing growth environment. Put another
way, upcoming Fed rate cuts are thought to be “insurance” against a recession developing, in the markets eyes, and
not a prelude to even more rate cuts to follow. After all, easy money policies have bailed-out markets many times
over the past decade.
The recent years of low-to-negative policy rates across the world has yet to induce lasting inflation in many regions.
As a result, the Fed has begun to talk about adjusting their “reaction function” to current inflation from raising or
lowering the Fed Funds rate based on current inflation data and relevant measures of inflation expectations, to
including where inflation has been recently on average. This change may already be entering the Federal Reserve’s
view on the policy rate. With many recent years of below-target inflation in the US, the Fed may now be willing to
reduce and sustain the policy rate at a lower level even if inflation begins to rise again. In may be this methodological
change that has had both credit and equity markets so willing to rally in the face of an inverted yield curve.
As has been the case over the last twelve months, the rest of this year looks to have many macro and geopolitical
risks to contend with. While the loosening policy environment may help smooth out bumps along the way, the start
of the third quarter presents us with tighter credit spreads and higher equity valuations than at any point year-to-date.
In the fixed income and balanced portfolios we manage, we have been selectively reducing some credit risks while
maintaining a reasonably overweight positioning in corporate debt investments.

Page 1 of 2

Mackenzie

PORTFOLIO MANAGEMENT TEAM:
Steve Locke, Senior Vice President, Investment Management, Mackenzie Investments
Felix Wong, Vice President, Investment Management, Mackenzie Investments
Movin Mokbel, Vice President, Investment Management, Mackenzie Investments
Konstantin Boehmer, Vice President, Investment Management, Mackenzie Investments
Dan Cooper, Vice President, Investment Management, Mackenzie Investments
Commissions, trailing commissions, management fees, and expenses all may be associated with mutual fund investments. Please r ead the
prospectus before investing. The indicated rates of return are the historical annual compounded total returns as of June 30, 2019 including
changes in unit value reinvestment of all distributions and do and not take into account sales, redemption, distribution, or optional charges
or income taxes payable by any security holder that would have reduced returns. Mutual funds are not guaranteed, their values change
frequently and past performance may not be repeated.
Index performance does not include the impact of fees, commissions, and expenses that would be payable by investors in the in vestment
products that seek to track an index.
To the extent the Fund uses any currency hedges, share performance is referenced to the applicable foreign country terms and such
hedges will provide the Fund with returns approximating the returns an investor in a foreign country would earn in their local currency.
This document includes forward-looking information that is based on forecasts of future events as of June 30, 2019. We will not necessarily
update the information to reflect changes after that date. Risks and uncertainties often cause actua l results to differ materially from
forward-looking information or expectations. Some of these risks are changes to or volatility in the economy, politics, securities ma rkets,
interest rates, currency exchange rates, business competition, capital markets, technology, laws, or when catastrophic events occur. Do
not place undue reliance on forward-looking information. In addition, any statement about companies is not an endorsement or
recommendation to buy or sell any security.
The content of this commentary (including facts, views, opinions, recommendations, descriptions of or references to, products or securities)
is not to be used or construed as investment advice, as an offer to sell or the solicitation of an offer to buy, or an endors ement,
recommendation or sponsorship of any entity or security cited. Although we endeavour to ensure its accuracy and completeness, we
assume no responsibility for any reliance upon it.
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