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March was clearly the month of monetary policy. It all began on March 9, when the European
Central Bank (ECB) launched its much-awaited quantitative easing program. The ECB
announced that it will buy 60 billion euros worth of bonds on the secondary market each
month, until at least September 2016.
It was then the U.S. Federal Reserve’s turn, when it removed the famous word “patient” from
its press release and replaced it with a statement specifying that although a rate increase was
unlikely in April, it would continue to study such a possibility at each of its subsequent
meetings. For the moment, the members of the decision-making Federal Open Market
Committee (FOMC) have indicated that they intend to raise the key rate twice before the end of
the year (according to their median projection), but the markets remain skeptical, expecting
just one rate increase. Janet Yellen, Chair of the FOMC, specified that although it is not
necessary for inflation to return to its target range before proceeding, she nonetheless wants to
make sure that inflation expectations are well entrenched.
Finally, the Bank of Canada opted not to lower its key rate a second time, deeming that
January’s surprise cut is sufficient for the moment and that it prefers to take the time to
measure the impacts of the oil price collapse on the Canadian economy.

Canada: plunge in oil prices wreaks havoc 

The Canadian economy has been hit full force by the plunge in the price of crude, especially in
the western part of the country. While 80% of jobs created in Canada in 2014 were located in
the western provinces, the situation has been quite the opposite since the start of 2015. All
jobs added in the first two months of the year were in Ontario and Quebec (see graph), but this
does not mean that the manufacturing sector has taken the lead. Looking at the details, we
quickly discover that the manufacturing sector has also contracted since the beginning of the
year, and that the jobs created in the central provinces are mostly part-time.
Given that 55% of Canadian stock market capitalization is concentrated in the finance and
energy sectors, and that these sectors are suffering from the decline in the price of our primary
export product as well as the resulting overall decrease in revenues, it is difficult to be
optimistic about the Canadian stock market for the first half of the year. We continue to
recommend being careful towards large-cap Canadian equities, as well as holding a

considerable position in small-cap companies, concentrated in the segment of manufacturing
exporters who stand to benefit directly from the loonie’s weakness.

United States: a rough start

U.S. data has been disappointing since the start of the year, as shown by the economic
surprise index, which is sinking deeper and deeper into negative territory. The behaviour of
U.S. consumers seems to have changed, for although there has been accelerated growth in
income (resulting from strong job creation), this is not translating into an increase in
consumption; rather, it is savings that are growing. The most likely explanation is that
demographic changes (more retirees, a more cautious generation of youth, etc.) have resulted
in a change in the behaviour of the average household, whose consumption is more focused
on services. This phenomenon is well illustrated by the data on retail sales, which have been
systematically disappointing since the beginning of the year. 
Earnings growth expectations for the S&P 500 in 2015 are nearly zero, suggesting that any
gains on the market will come primarily from an expansion of multiples. The possibility that
the Fed will be less aggressive when it begins its next upward cycle should support an
expansion of multiples, but it is hard to imagine another year of returns above the historical
average on the U.S. market.

Europe: best first quarter since 1998

Europe is doing better economically and this has been reflected in the markets. Although
growth is still weak and the unemployment level high, the accumulation of positive surprises
indicates that a solid foundation for recovery is taking shape. The situation in Greece is still
not resolved but the markets seem to have lost interest, hardly reacting to news on that front. It
will be Spain’s turn to bring the ideological debate on austerity back to the forefront in the
second half of the year, at which time the markets may react more strongly.
The outlook for corporate earnings is improving and the massive injection of liquidity by the
ECB should serve as a springboard for multiples expansion. After a very strong first quarter on
the stock markets (more than 10% in local currency), we expect European equities to continue
to outperform, from now to the end of the year.
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As at As at
2015-03-311 2014-12-31

Canada - Unemployment rate 6.8% 6.6%
Canada - CPI (year/year variation) 1.0% 2.0%
Canada - GDP (year/year variation) 2.4% 2.3%
U.S. - Unemployment rate 5.5% 5.8%
U.S. - CPI (year/year variation) 0.0% 1.3%
U.S. - GDP (year/year variation) 2.4% 2.7%
2-year Canada Bonds 0.50% 1.01%
10-year Canada Bonds 1.36% 1.79%
Oil (West Texas) ($US) 47.6 53.8
Gold ($US) 1,187.6 1,186.3
CRB Commodities Index ($US) 211.9 230.0
Exchange rate $CA/$US 1.2688 1.1621
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1 Most recent data available at such date

Spotlight on monetary policy
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INDEXES RELATED TO
INCOME FUNDS

FTSE TMX Canada 91 Day T-Bill Index
FTSE TMX Canada Short Term Bond Index
FTSE TMX Canada Universe Bond Index
S&P/TSX Capped Income Trusts (Total Return)
SB - World Government Bonds (Can. $)

INDEXES RELATED TO
CANADIAN EQUITY FUNDS

S&P/TSX 60
S&P/TSX Completion Index
S&P/TSX Composite Index
S&P/TSX Capped Composite Index
S&P/TSX SmallCap Index

INDEXES RELATED TO
U.S. & INTERNATIONAL EQUITY FUNDS

S&P 500 (Can. $)
S&P 500 (Can. $) (Reuters)
MSCI - World (Can. $)
MSCI - EAFE (Can. $)
MSCI - EAFE (Can. $) (Reuters)
MSCI - Europe (Can. $)

INDEXES RELATED TO SPECIALTY FUNDS
MSCI - AC Asian Pacific Free (Can. $)
MSCI - Emerging Markets (Can. $)
MSCI - World Health Care (Can. $)
NASDAQ 100 (Can. $)
S&P/TSX Capped REIT Index 

EXCHANGE RATE (Can. $ / US $)
As at March 31, 2015:  1.2683

EXCHANGE RATE (US $ / Can. $)
As at March 31, 2015:  0.7885
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Reference indexes1 - Returns as at March 31, 2015

Continued from first page

www.inalco.com
1 Indexes presented in this document are total return index.
2 The rates for the period are non-annualized.

Simple returns2 Compound annual returns
1 month 3 months YTD 1 year 3 years 5 years 10 years

% % % % % % %

0.1 0.2 0.2 0.9 1.0 0.9 1.9
0.0 1.9 1.9 3.9 2.9 3.3 4.0

(0.3) 4.2 4.2 10.3 5.1 6.0 5.6
(0.8) 9.2 9.2 17.5 10.4 15.7 11.7
0.3 6.6 6.6 8.4 6.5 6.0 3.6

(2.1) 2.4 2.4 9.0 10.4 7.3 7.8
(1.3) 3.1 3.1 1.3 7.2 7.9 7.0
(1.9) 2.6 2.6 6.9 9.6 7.4 7.4
(1.9) 2.6 2.6 6.9 9.6 7.4 7.4
(3.8) (0.3) (0.3) (9.8) (1.1) 2.0 2.2

(0.2) 10.4 10.4 29.4 25.7 19.7 8.5
(0.2) 10.4 10.4 29.4 25.7 19.7 8.5
(0.2) 11.9 11.9 21.7 21.5 15.0 6.9
(0.1) 14.7 14.7 13.7 18.0 11.0 5.4
(0.1) 14.7 14.7 13.7 18.0 11.0 5.4
(1.2) 13.2 13.2 9.7 19.1 11.9 6.0

1.9 16.7 16.7 24.9 16.8 10.9 7.1
0.0 11.8 11.8 15.7 9.0 6.7 9.3
2.4 17.8 17.8 36.8 32.0 20.8 9.0

(1.0) 11.8 11.8 38.3 25.9 22.5 11.9
(1.3) 8.0 8.0 12.6 7.7 13.6 10.7

Variation Compound annual variation
1 month 3 months YTD 1 year 3 years 5 years 10 years

% % % % % % %

1.4 9.3 9.3 14.7 8.3 4.5 0.5

(1.4) (8.5) (8.5) (12.9) (7.6) (4.3) (0.5)

World: India surpasses China in growth

For the first time since the 1990s (with the exception of a brief period about five years
ago), India surpassed China in terms of economic growth in 2014. While China has been
implementing major reforms that are slowing its development (combating pollution,
setting up a social safety net, etc.), India has also introduced a program of reforms,
focused instead on growth. The net impact of this leadership change on world growth is
not exactly positive, however, since the Chinese economy is about 2.5 times the size of
India’s. Thus, the International Monetary Fund estimates that China will contribute 31%
to world growth in 2015, while India will contribute only 11%.
On the stock markets, India is one of the few emerging market countries attracting
international investment, a rare point of light within this segment that, on the contrary, is
experiencing a widespread flight of liquidity, the result of investor caution at the dawn of
the U.S. tightening its monetary policy.

Financial markets: lacking conviction

• The S&P/TSX Composite Index dipped into the red in March. The Canadian index
was down 1.9%, pulled down by materials, information technology, and
telecommunications.

• The U.S. S&P 500 Index took a pause, down 1.6% in March (a down 0.2% in
Canadian dollars).

• World indices MSCI - EAFE and MSCI - World returned respectively 1.3% and -0.4% 
(-0.1% and -0.2% respectively in Canadian dollars). Meanwhile, the emerging
markets, measured by the MSCI - Emerging Markets Index, returned 0.2% 
(0.0% in Canadian dollars). 

• The Canadian bond market, measured by the FTSE TMX Canada Universe Bond Index,
was down 0.3% in March.


