
Mackenzie  
 

 
 
 
Page 1 of 2 
 

 

 

Outlook & Positioning 

 
• Market sensitivity to higher US interest rates, and more generally monetary policy tightening, showed through 
strongly in the fourth quarter of 2018.  The Federal Reserve’s tightening path continued through the fourth quarter as 
the policy rate was increased a ninth time since late 2015, to 2.50%.  Chairman Powell’s slight increase in hawkishness 
as Q4 began, when combined with the slowing global growth projections, expectations of slowing growth in US 
corporate profits, and the by-then significant declines in many emerging market equities and bonds, caused a sharp 
revaluation of US equities and high yield debt. 

• For the US economy, while there are no immediate signs of economic recession to begin in 2019, some areas 
of the domestic economy have begun to feel pressure from the higher interest rates and yields ushered in by the 
Federal Reserve policy hikes over the past two years.  For example, as mortgage rates moved higher through the 
middle of 2018, applications for mortgages fell as affordability became more challenging for a greater number of 
households. 

• Even though some leading indicators of growth, in-particular some of the well-observed sentiment surveys, 
have recently come off their highs, labor indicators for the US economy are expected to remain supportive of growth 
in 2019.  Chiefly, low unemployment and higher wages should keep consumer sentiment somewhat buoyant in the 
face of the fractured US political environment, and uncertainty emanating from the US-Chine trade war.  So, the 
underlying support that drives consumption, which the most significant component of US GDP, should have growth 
somewhere in the 2% range for 2019. 

• The market volatility of Q4 caught the attention of the Fed.  As 2019 began, the Fed signaled that it will pause 
additional rate hikes, effectively removing the hawkish bias embraced just three months ago.  Future rate movements 
are now dependent on emerging data evidence as to inflation trends and labor market conditions.  Thanks in part to 
the recent drop in many commodity prices, headline inflation rates are likely to be quite subdued until much later this 
year, when base effects may kick in to boost price indices.  The bond market, which has generally lagged the Fed’s 
dot plot on pricing in future rate hikes, began 2019 with no rate hikes priced-in.  In serves to keep-in-mind that the Fed 
intends to keep reducing its balance sheet throughout 2019 by allowing $50 billion of maturing bonds to roll-off.  This 
is effectively a form of policy tightening, just as the purchase of these bonds was a form of easing after the financial 
crisis. 

• The Bank of Canada appears likely to follow or lag the Fed on potential monetary policy hikes this year.  In 
general, the Bank of Canada faces a more rate-sensitive economy, given the greater amounts of household leverage 
in Canada as compared to the US. 

• Corporate credit spreads widened swiftly in Q4 as the risk-off tone was exacerbated in the low liquidity days 
typical around year-ends.  Valuations remain reasonable for this stage of the credit cycle, which may be prolonged by 
the Fed pausing its rate hikes for a while.  Corporate fundamentals have only weakened modestly, and do not appear 
threatening, given continued growth in the US.  Any truce in the trade war and a complacent Fed will likely ensure that 
profitability remains high and debts manageable.  Nevertheless, we will be approaching this stage of the credit cycle 
with a degree of cautious optimism, and an expectation that additional market volatility will be a part of the valuation 
picture we need to discount.   
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Commissions, trailing commissions, management fees, and expenses all may be associated with mutual fund investments. Please read the 
prospectus before investing. The indicated rates of return are the historical annual compounded total returns as of September 30, 2018 
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 investment 
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 December 31, 2018. We will not 
necessarily update the information to reflect changes after that date. Risks and uncertainties often cause actual results to differ materially 
from forward-looking information or expectations. Some of these risks are changes to or volatility in the economy, politics, securities markets, 
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 endorsement, 
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. 


