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Outlook & Positioning
The equity and credit market volatility of Q4 2018 made a complete 180 degree turn in the first quarter of the new year.
While a fair amount of the blame for the sell-off that ended 2018 lays at the feet of the Federal Reserve and its hawkish
monetary policy stance at the time, the ensuing bounce this year is mainly thanks to the Fed’s “dovish” pivot. Starting
early in January, the Fed successfully calmed the markets’ collective nerves with soothing statements, and followed
this up with actions. At the March FOMC meeting, the official statement and press conference effectively
communicated that future rate hikes in 2019 are unlikely, and accompanying this was a slight downgrade to the Fed’s
GDP growth estimate for the year, and a pronouncement of an end to the balance sheet reductions (“quantitative
tightening”) in September 2019.
Much attention has been paid to the flattening of the yield curve over the past year. In prior economic cycles, an
inverted government bond yield curve (short term yields greater than longer term yields) that appeared after years of
economic expansion and many quarters of the Fed raising the policy rate, has seemed to presage a downturn in the
economy and equity markets. The Fed’s recent dovishness has encouraged the bond market to not only completely
eliminate (price-out) additional rate hikes, but to also go so far as to “price-in” a high probability for a 0.25% rate cut
over the next twelve months. This has induced an end-of-the-quarter inversion of the curve between the Fed Funds
rate and the 5-year bond yield.
Recent weakness in the global economy emanating from many regions is also a significant contributor to the bond
market’s Fed outlook. Equity and credit markets are not currently reflecting nervousness about the end of this
economic expansion, having rebounded throughout the quarter. So, does the stock market have it right, or is the bond
market’s view of a needed rate reduction the correct call? What the two markets have in common is a positive reaction
to the Fed’s pause, and in the case of the bond market, there may be some technical components that have caused
an inversion in recent weeks.
The next set of market reactions may hinge more on how certain geopolitical risks are dealt with, as well as continuing
stimulus from fiscal sources. Brexit, US bi-lateral trade disputes with various countries, and China’s attempts to target
stimulus are issues that, if mitigated sufficiently in the near term, could be enough to provide a path to a soft landing
and reinvigorate business spending in the second half of the year. This soft landing could occur without the need for
Fed rate cuts. Any resumption of rate hikes is now likely to occur only after the economy has shown renewed strength,
and an above target inflation rate has persisted for a short period of time, in our opinion.
Corporate credit markets look poised to generate reasonable, coupon-like returns for the rest of the year, on-balance,
after a tremendous start, provided that none of the geopolitics get in the way. It is likely some companies have delayed
capital investments due to uncertainties surrounding supply chain management given the trade tariff escalations of the
past year. Non-financial corporate debt has increased this cycle, however even with moderate economic growth most
companies will continue to have little trouble servicing their debts.
For the global economy, total debt has increased markedly during this cycle. The debt outstanding may create a drag
on potential growth, and any material increases in bond market yields could push debt-service costs beyond tolerable.
As the slowing global growth rate and volatile markets have shown us over the past few quarters, rising bond yields
and policy rates can quickly produce headwinds even from what are historically considered low prevailing yield levels.

PORTFOLIO MANAGEMENT TEAM:

Page 1 of 2

Mackenzie
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 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 March 31, 2019. We will not necessarily
update the information to reflect changes after that date. Risks and uncertainties often cause actual results to differ materially from forwardlooking 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.
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