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For the past few years, the central banks of the world have been sending a clear 
message to governments: there is a limit to what can be done with monetary 
policy and, eventually, fiscal authorities will have to take up the relay.

In fact, the Bank of Canada made significant statements on this point in the third 
quarter. One after the other, the Bank’s senior deputy governor, Carolyn Wilkins, 
and Governor Stephen Poloz (speaking in Quebec City), clearly illustrated that the 
economic reality has changed. Economic growth will henceforth be slower, which 
implies that equilibrium interest rates will most likely be lower than in the past, 
and that households will have to begin saving more for their retirement if they 
want to keep up their current lifestyle. Companies, meanwhile, will have to reduce 
their expectations for their minimum rate of return (commonly known as the 
“hurdle rate”) and move forward with their investments despite heightened 
uncertainty.

The Bank of Canada draws a number of conclusions, but the most important are 
that the Canadian economy needs much stronger government intervention to add 
at least a few dozen percentage points to the country’s potential GDP trajectory 
over the next ten years, and that globalization has rendered monetary policy 
much less effective at stimulating the Canadian economy, which will be 
“importing” more and more shocks affecting its trading partners and which will 
not be able to stabilize its economic cycles by means of traditional monetary 
tools.

In short, the central banks cannot play the lead role in this story forever.

World: Is it now up to fiscal policy to support growth?

The world’s major economies seem to be in agreement: it is high time that 
governments take advantage of the current context of low interest rates and 

adopt more expansionist fiscal policies. That was the conclusion reached by the 
G-20 at the summit that ended on August 31, even though no concrete measures 
were put forward.

We have written about this topic several times in the past: the central banks have 
the tools to stabilize economic cycles and to stimulate short-term growth, but 
they cannot create long-term wealth. Rather, tax expenditures on infrastructure, 
distribution of wealth, reforms and other policies aiming to develop full economic 
potential and to achieve access to international trade are some of the measures 
that have real and lasting impacts on long-term economic growth.

The world economy is still feeling the effects of the great recession that began 
nearly ten years ago, and the great debate around fiscal austerity is now giving 
way, slowly, to an awareness. The macroeconomic framework of the last few 
decades was rather simple: a government had to spend more than its revenues 
(i.e. creating a budget deficit) when the economy was not operating at its full 
potential, in order to stimulate growth, and then spend less than its revenues  
(i.e. creating a budget surplus) when the economy was operating at its full 
potential, in order to reduce its debt and give it a margin for manoeuvre for the 
next slowdown. Meanwhile, it was the duty of the central banks to raise or lower 
rates, in accordance with the economic cycle, so as to contain or stimulate 
inflation (i.e. by encouraging consumers and companies to spend or save more). 
In short, the main role of these two primary economic agents was to stabilize the 
economy by stimulating it or by reigning it in, according to the movements of the 
economic cycles.

After the recession, the roles suddenly changed. Fiscal and monetary polices 
became highly accommodating (as one might expect) in the first few years, but 
then, fearing their debt burden would eventually hinder economic growth, 
governments started to aim for fiscal austerity. The outcome was that 
governments actively worked to balance their budgets before the world economy 
had regained solid footing, and that the economic recovery continues today but 
at the slowest pace observed in the post-war era.

We are glad the planet’s governments seem to have understood that the current 
environment of lower interest rates is an opportunity to be seized to put forth 
major infrastructure investment plans, not just as a means of boosting the 
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economy in the short term but, especially, of increasing the world economy’s 
future growth potential. It now remains to be seen whether these intentions will 
turn into actions, and whether the plans announced will be of sufficient scope to 
have a real impact.

Europe: Things are better despite Brexit

While the impact of Brexit on world markets was of very short duration (Graph 1), 
the economic impact seems, for the moment, to be… beneficial! Indeed, the 
main financial consequence of the June 23 vote was to push the value of the 
pound sterling strongly downward, which is already having a stimulatory effect 
on the British economy, making it more competitive on the international market 
(Graph 2). Of course one cannot neglect the reaction of the Bank of England, 
which quickly cut its key rate and has already announced that other stimulation 
measures could be implemented before the end of the year.

The Eurozone is also showing a slight acceleration, with sustained growth in 
retail sales since the introduction of negative interest rates, coupled with 
measures by the European Central Bank aiming to subsidize credit to households 
and companies (Graph 3). There is obviously much more progress to be made in 
the Eurozone, which is still suffering from high unemployment, particularly in 
Spain and Greece, but it seems that in the short term, at least, things are 
improving.

Japan: The Bank of Japan innovates (again)

The great stimulus plan of the Abe government has still not delivered the 
expected results, causing the Bank of Japan (BoJ) to review its entire monetary 
policy framework. The Japanese central bank was one of the last to push its key 
rate into negative territory (at the start of 2016, that is, 18 months after the 
European Central Bank) and is meeting a lot of opposition from banking 
institutions and Japanese insurers. These see their profit margins and business 
model being compromised, especially by the fact that long-term interest rates 
were also pulled downward (rates on 10-year bonds have been negative since 
February, dipping to nearly -0.30% in July, just as rates on 30-year bonds were 
hitting their low of 0.05%; see graph 4).

The complete overhaul of the BoJ’s monetary policy was unveiled in September 
and included two new elements.

Firstly, the BoJ now has an interest rate target of 0% for 10-year bonds, in 
addition to maintaining a traditional target for very short-term interest rates. The 
objective is to keep the yield curve constant in order to support the business 
model of local banks (which typically borrow short-term and lend long-term) and 
to support insurers by curbing the chances of long-term rates falling into negative 
territory. The impact on the markets was relatively weak given that 10-year rates 
were already close to the new target at the time of the announcement.

Secondly, the BoJ announced that it will maintain its aggressive asset-purchase 
program (commonly known as quantitative easing) even once inflation has 
reached the 2% target, thus committing to maintain an ultra-accommodating 
policy for a few more years. 

United States: Towards full employment

The presidential campaign is in full swing and the first debate, held September 26, 
was won, according to polls, by Hillary Clinton. The weeks leading up to the 
November 8 election will most likely be eventful, and it is still too soon to predict 
the election outcome given how close the two candidates are in the polls.

On the economic front, the signs of full employment (estimated, for the U.S. 
economy, to result in an unemployment rate of about 4.8%) are accumulating.

Firstly, the number of unfilled job openings is at its highest in 15 years (data 
having been compiled since 2001), indicating that companies are having trouble 
recruiting people who have the skills they’re looking for. Secondly, the number of 
Americans filing new unemployment insurance claims is at a 40-year low (Graph 5). 
Thirdly, among the unemployed, the portion who are without a job because they 
left of their own accord (reflecting a dynamic job market, since it means these 
former workers perceive good opportunities elsewhere) is back to the level 
observed at the peak of the previous cycle (Graph 6). Finally, annual wage growth 
for workers who recently changed jobs has been increasing since the end of 
2015, and is approaching the levels seen at the peak of the previous economic 
cycle (Graph 7).
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Chart 1
Returns of the Canadian Bond Market as at September 30, 2016

Index Returns (%)
3 months YTD

FTSE TMX Canada Universe Bond Index 1.2 5.3 

  

FTSE TMX Canada Short Term Bond Index 0.5 1.5 

FTSE TMX Canada Mid Term Bond Index 0.9 4.9 

FTSE TMX Canada Long Term Bond Index 2.4 10.8 

  

FTSE TMX Canada Federal 0.6 3.4 

FTSE TMX Canada Provincial 1.5 7.0 

FTSE TMX Canada Municipal 1.4 6.1 

FTSE TMX Canada Corporate 1.6 5.7 

Source: Scotia Capital Debt Market Indices



Industrial Alliance- 3 -

Economic and Financial Environment (continued)

As at September 30, 2016

Despite all this, the U.S. Federal Reserve (the Fed) decided at its September 
meeting not to proceed immediately with raising its key rate, preferring to wait to 
see additional signs that the job market is continuing to improve. It is also 
concerned with the weakness in business investment, which is taking a long time 
to accelerate, despite the current progress of the economic cycle. The speech 
following the announcement by the Fed chair, Janet Yellen, nonetheless pointed 
quite clearly toward an increase before the end of the year, making the December 
meeting the most likely moment for the next increase, since the only other 
meeting in 2016 will take place just a few days before the presidential elections.

On that topic, the 2016 election is occupying a significant space both in the news 
and in the minds of investors, primarily because of the unpredictable nature of 
the Republican candidate, Donald Trump. These lines would not be sufficient to 
paint a complete portrait of the ins and outs of the 2016 election, but our main 
concern resides in the protectionist tone seen from both candidates, and in a 

much more pronounced fashion from Mr. Trump. The stakes for Canada are clear, 
given that roughly 70% of Canadian exports go to the United States; Canada’s 
economic growth is therefore closely linked to the robustness of U.S. demand. At 
the moment, it is premature to predict which candidate will win this election, or 
to anticipate the resulting impacts, but it appears that a Democratic victory would 
be in Canadians’ (and Mexicans’) best interest.

Canada: Still waiting for the effects of a weak loonie

The quality of the Canadian economic data once again deteriorated in the third 
quarter, indicating that the advantageous effects of the loonie’s decline have yet 
to be felt, and causing the Bank of Canada to adopt a more cautious tone.

Canada’s external sector remains under pressure, and not only because of the 
collapse in oil prices. Exports of non-energy products are also suffering, despite a 
few false starts at the beginning of the year, and a rebound in July seems to have 
been temporary, given the weakness of the data subsequently published on 
manufacturing sales.

It should be said that competition from Mexico is getting much stronger, and the 
automobile sector is a good example. The Mexican automobile industry is in rapid 
expansion, and the investments into this industry over the last few years have of 
course been made to the detriment of other exporting countries, such as Canada, 
which is struggling to compete with hourly wages that are on average 10 times 
higher than those paid to Mexican workers. In 2014 alone, investments of  
$7 billion (USD) were announced in Mexico (including $3.6 billion for the 
construction of three new plants) compared to just $750 million in Canada1.  As a 
result, Mexico now accounts for 19% of North American production, versus 14% 
for Canada, a 30-year low. The trajectories of the Mexican and Canadian 
industries have been going in opposite directions since the 2008 recession, 
notably because of the relative strength of the loonie with respect to the U.S. 
dollar during this period (the loonie has lost about 25% of its value against the 
U.S. greenback, compared to about 45% for the peso; see Graph 8).

The case of the automobile industry provides a good illustration of the issue of 
competitiveness and the role that a currency can play in a country’s market 
positioning in a context of the globalization of trade. The decline of the Canadian 
dollar begun at the end of 2014 should eventually be beneficial for Canadian 
external trade, but the effects are not immediate, despite all our optimism about 
a gradual improvement over the coming years.

Graph 9 shows the progress we could expect in the Canadian manufacturing 
sector in the coming years. It can be seen that, historically, the creation of 
manufacturing jobs has quite closely followed major movements in the Canadian 
exchange rate, but with a two-year delay. If this historical relationship holds, then 
we should see an acceleration in job creation in the next few quarters. In fact, we 
believed this movement had begun at the end of 2015, but it was unfortunately 
a false start since employment in the manufacturing sector remains, at the 
moment, near its lowest level in over 35 years.

The recent rise of protectionism—one of the central themes of the current U.S. 
presidential campaign—is one factor that could break this relationship. The 
signals sent by both candidates to the presidency suggest that the trade policies 
of our primary economic partner could become less favourable for Canadian 
exporters. Mr. Trump has even talked of terminating the North American Free Trade 
Agreement, which would obviously be a major spoke in the wheels of Canadian 

Chart 2
Market Returns as at September 30, 2016

Index Returns (%)
3 months YTD

FTSE TMX Canada 91 day Tbill Index 0.1 0.4 

FTSE TMX Canada Universe Bond Index 1.2 5.3 

S&P/TSX Composite Index 5.5 15.8 

S&P 500 (Can. $) 4.7 2.2 

MSCI - EAFE (Can. $) 7.3 (3.6)

MSCI - World (Can. $) 5.7 0.0 

  

Exchange Rate (Can. $ / US $) 0.8 (5.2)

Chart 3
Market Returns as at September 30, 2016 

Index Returns (%)
3 months YTD

S&P/TSX Sector Returns
Energy 6.2 26.6 

Materials (1.1) 50.6 

Industrials 10.8 16.6 

Consumer Discretionary 8.9 9.0 

Consumer Staples 6.3 9.2 

Health Care 9.0 (69.8)

Financials 5.9 11.3 

Information Technology 12.1 5.8 

Telecommunication Services 2.8 18.0 

Utilities 0.7 18.1 

Real Estate - - 

    

S&P/TSX Composite Index 5.5 15.8 

1 http://www.theglobeandmail.com/report-on-business/international-business/latin-american-business/mexico-races-ahead-in-auto-industry-as-canada-stalls/article22885336/
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Chart 4
Asset mix: Diversified Fund (040)

Min. Neutral Max.
Actual 
Weight

Over Weight (+)/ 
Under Weight (-)

Change 
in quarter

Money Market 0 5 25 6.0% +1.0% -1.5%
Gold (ingot) 0 2.0% +2.0% -2.0%

Canadian Bonds 20 45 70 25.0% -20.0% +2.0%

International Bonds 0 0 15 8.5% +8.5% +8.5%

Total – Bonds 20 45 70 33.5% -11.5% +10.5%

Canadian Equities 5 25 45 32.0% +7.0% -4.5%
U.S. Equities 0 12.5 45 17.0% +4.5% +4.5%

International Equities 0 12.5 45 9.5% -3.0% -5.0%

Emerging Markets 0 0 45 0.0% 0.0% -2.0%

Total – Foreign Equities 5 25 45 26.5% +1.5% -2.5%

Total – Portfolio 100 100.0%

exports and their contribution to our economic growth. The November 8 election 
could therefore be a pivotal moment for the Canadian manufacturing sector.

On the domestic economic front, a few risk factors have resurfaced.

To begin, the first payment of Canadian tax benefits was made in July, but it did 
not translate into higher retail sales. It is difficult to criticize Canadian households 
for choosing to pay off their debts rather than increase their spending (in fact, 
surveys published over the summer had shown that households did not intend to 
spend more than 15% of the first amounts received), in a context where the ratio 
of household debt continues to grow. Given that considerable weight rests on the 
success of the new tax measures introduced by the federal government, failure of 
this measure to stimulate consumer spending would deprive the domestic 
economy of a dose of short-term stimulation.

Second, the Canadian real estate sector has returned to top the list of risks 
inherent to the Canadian economy since the new 15% tax was imposed on 
foreign buyers in British Columbia, where the Vancouver market is boiling, with 
prices climbing more than 25% on an annual basis over the last 12 months 
(Graph 10). We have stated several times in these lines that we do not perceive a 
speculative bubble in the Canadian real estate market (rather, it is a market 
reacting normally to international immigration, concentrated in the greater areas 
of Vancouver and Toronto), and we therefore do not fear a bursting resulting 
from a major price correction. However, we are concerned that this new measure, 
which could also be accompanied by an additional 2% tax on the value of vacant 
lodgings in Vancouver starting in January, may work too well, and that the 
number and average value of transactions will plummet drastically, leading 
foreign investors to believe that Canada too, is finally experiencing a real estate 
correction. The first numbers published for the month of August, the first 
complete month to include the impact of these measures, show a negative impact 
of about 20% on the number and average price of monthly transactions in the 
greater Vancouver area (Graph 11).

This concern is tied to the fact that the Canadian current account deficit, which 
currently represents 3% of Canadian GDP (Graph 12), is entirely financed by 
foreign purchases of Canadian financial assets (Graph 13). Therefore, if foreign 

investors were to lose interest in Canadian assets, the weight of the current 
account deficit would suddenly be felt on the loonie, which could then decline 
rapidly.

In light of these risk factors facing the Canadian economy, the Bank of Canada 
adopted a more guarded tone in its September press release on monetary policy, 
citing weakness in the external sector as the main risk to keeping the core 
inflation rate near its 2% target. We remain of the opinion that the Bank of 
Canada will not have to cut its interest rate again within the next 12 months, 
barring some major shock to the Canadian economy, but that the more cautious 
tone should limit the possibilities of the Canadian dollar appreciating in the 
coming quarters.

Financial markets: The calm after the storm

After having been without a doubt the geopolitical risk on everyone’s lips in the 
second quarter, the Brexit vote quickly faded from investors’ minds. In the end, 
the market correction lasted just a few days, and the month of July then proved 
to be one of the most profitable of the year, with gains of 3.7% for the S&P 500 
Index and 3.9% for the S&P/TSX Index. It was instead the pound sterling that 
suffered lasting damage, having lost nearly 13% of its value since its June peak, 
and remaining under pressure throughout the quarter.

Although the markets seem, at least for the time being, to have pushed any  
risk of contagion of Brexit in Europe from their radar, the political calendar for 
2016 and 2017 remains full. In addition to the U.S. presidential election on 
November 8, Italy will hold a constitutional referendum before the end of the 
year, on which Prime Minister Renzi is betting his political career. Then in 2017, 
France and Germany will hold their general elections, where changes in 
leadership could also occur and, especially, where the right-wing  
anti-establishment movement is gaining ground.

For us, the behaviour of the markets in the third quarter of 2016 was surprising 
in some ways. Firstly, who would have predicted at the end of June that an 
investor would do well to be fully invested, both in equities and in bonds, so soon 
after the results of the British vote were announced?
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Not only was the reversal of the situation significant in terms of market returns, 
but even more so with respect to the low volatility. The VIX Index, which 
measures implied volatility in the markets (also known as the “investor fear 
gauge,” since it increases when investors are fearful and seeking to protect 
themselves from an imminent market correction), hit a low for the year 2016 in 
August, by dropping to a level lower than the bottom of 2015 and one of its 
lowest values recorded since 2007. This generalized lull in the markets during the 
quarter, which seemed almost complacent, was all the more surprising given that 
it was happening at the same time as England was changing governments, as the 
U.S. electoral campaign was taking off, and as the slowdown in the profits of  
S&P 500 companies was extending into a sixth consecutive quarter, which is 
quite a rare phenomenon outside a recession (Graph 14).

The contraction in corporate profits is of course linked to a large degree to the 
collapse of oil prices, which has held sway since the end of 2014, when the 
Organization of the Petroleum Exporting Countries (OPEC) changed its strategy 
and opted to target an increase in its market share rather than price stability. 
Well, OPEC caused a surprise on September 28, when it reached a preliminary 
agreement aiming for not just a production freeze by some of its members, but 
also a cut in the total production of OPEC members. We consider this agreement, 
which should be fleshed out and ratified at the cartel’s next official meeting in 
November, to be of notable importance because it constitutes a genuine change 
in strategy and has the potential, if Russia decides to abide by it as well, to 
stabilize oil prices within a range of $50 to $60 per barrel, corresponding to 
levels roughly 20% to 30% higher than they are now. 

A large amount of uncertainty remains before the agreement is implemented in 
good and due form, but this development should be perceived by stock markets 
as positive, lead to an increase in long-term interest rates via an increase in 
inflation expectations, and boost the economic outlooks of emerging countries.

The Canadian bond market, measured by the FTSE TMX Canada Universe Bond 
Index, continued its momentum with a gain of 1.2% in the third quarter, and 
5.3% for the year to date. Short-term bonds were up 0.5%, while long-term 
bonds were up 2.4% for the quarter.

The U.S. stock market posted a very positive return, with a gain of 3.9% (+4.7% 
in Canadian dollars) for the quarter. The Canadian stock market again posted one 
of the best performances in the world, with the S&P/TSX Composite Index up 
5.5% (15.8% for the year to date) and the small-cap index up 4.9% (34.3% for 
2016 so far).

The stock markets of Europe and Asia recovered in the third quarter, as did the 
emerging markets. The European market, represented by the MSCI - Europe Index, 
was up 5.7% (6.3% in Canadian dollars), the MSCI - EAFE climbed 6.0%  
(7.3% in Canadian dollars) and the MSCI - World Index gained 4.8% (5.7% in 

Canadian dollars). Finally, the MSCI - Emerging Markets Index posted a gain of 
7.7% (10.1% in Canadian dollars).

Strategy: A good time to buy protection

The third quarter of the year turned out to be much calmer than could have been 
anticipated following the British vote to leave the European Union. Not only did 
market volatility drop to its lowest in two years, but the majority of indicators of 
tension on the markets sent messages of a near-complete absence of fear. In fact, 
we developed a “fear and greed” index to measure the level of complacency 
within the markets, and at one point, this tool displayed its strongest value  
(i.e. the lowest level of fear) in more than three years (Graph 15).

In addition to this finding, a number of other indicators prompted us to adjust 
our strategy.

Firstly, the correlation between the world’s major stock markets jumped over the 
summer, even exceeding the correlation observed during the 2008 crisis (when all 
markets corrected then rebounded together), thus withdrawing from investors’ 
arsenals the tool of geographical diversification.

Secondly, despite the central banks’ change of tone as to their capacity to forever 
sustain growth, and the reply from government authorities that this message had 
been heard, interest rates are still at historically low levels, thus limiting any 
expected returns from fixed-income portfolios.

In light of these elements, we introduced two new asset classes into our 
diversified portfolios. 

First, we bought protection through put options on the S&P 500 and S&P/TSX 
indices, protecting ourselves against a decline in the markets between now and 
the end of the year. This strategy allows us to remain as invested as our peers in 
equities (and therefore to participate in the market if the returns offered remain 
positive in the fourth quarter) but to be protected against downward movements, 
in effect giving us an asymmetrical risk profile. The low level of fear observed on 
the markets over the summer was such that the cost of putting such a strategy in 
place became minimal, allowing for healthy and affordable management of risks 
within the portfolios.

Then, we initiated a position in Canadian preferred shares in some of our 
diversified funds (more specifically the Diversified Security and Diversified Income 
funds), in order to take advantage of the attractive rate of return offered by this 
asset class. The prices of preferred stocks dropped sharply in 2015, primarily in 
reaction to the lowering of the Bank of Canada’s key rate (preferred stock issuers 
can reduce their dividend rate when short-term interest rates decline, explaining 

Chart 5
Estimated Gross Returns for the Next 12 Months Starting on September 30, 2016

Market indicators Interest or dividend    +    Capital gains = Total estimated 
gross return

FTSE TMX Canada 91 Day T-Bill Index               0.50%                +          0.00% = 0.50%

FTSE TMX Canada Universe Bond Index               2.95%                +        (4.25)% = (1.30)%

Canadian stocks (S&P/TSX Composite Index) including dividends               3% to 5%
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Chart 6
Economic and financial scenarios

Economic scenario
Change since 

December 31, 2015

2014 2015 2016 2017 2018 2016 2017

United States Real GDP 2.4% 2.6% 1.5% 2.3% 2.1% -0.7% --

Inflation rate 1.6% 0.1% 1.2% 2.2% 2.2% -0.1% -0.1%

Unemployment rate 6.2% 5.3% 4.9% 4.6% 4.6% +0.1% --

              

Canada Real GDP 2.5% 1.1% 1.2% 1.9% 2.0% -0.5% -0.1%

Inflation rate 1.9% 1.1% 1.6% 2.0% 2.0% -- --
Unemployment rate 6.9% 6.9% 7.0% 6.9% 6.7% -- --

Financial scenario* 
 

Targets
Change since  

December 31, 2015

Actual Dec. 2016 June 2017 Dec. 2017 Dec. 2016 June 2017

Interest rate

U.S. 10-year rates 1.60% 1.75% 2.20% 2.50% -0.15% --

Canada 10-year rates 1.00% 1.20% 1.50% 1.70% -0.25% -0.20%

              

Exchange rates
US $/Can. $ 0.76 0.74 0.76 0.76 -0.06 -0.05

US $/Euro 1.12 1.12 1.10 1.10 +0.04 +0.05

Oil price (WTI), US $ 48.60 52 55 55 -- --

S&P 500 2,168 2,170 2,215 2,260 -30 -35

S&P/TSX 14,726 14,800 15,135 15,470 +300 -65

 
* end of period

the price reaction of these stocks) and we do not foresee any additional rate cuts 
within the next 12 months. We therefore consider preferred stocks to be a good 
source of income at this time, while offering a potential for appreciation in value 
in the long term.

We once again maintained an active hedging strategy for the Canadian dollar, 
taking into account the close relationship between the loonie and the price of oil.

Our perception of market complacency during the quarter led us to reduce our 
overweight in equities (taking into account, as well, that our exposure was even 
higher at the end of June just after the Brexit vote) and to protect ourselves 
against a return of volatility. Canadian equities now make up 31.9% of the 
Diversified Fund, of which 7.7% are in small-cap stocks. International equities 
represent 26.4% of the assets.

The weight of bonds remains below the target, at 33.6% against a target of 
45%. This level is higher than the previous quarter because of the addition of U.S. 
corporate bonds via an exchange-traded fund (ETF), in order to benefit from the 
interest rate premium and a potential appreciation of the U.S. dollar.

About 8.0% of the fund remains in cash.

We are keeping our direct exposure to gold, through futures contracts. We still 
believe that gold could appreciate in the case of renewed geopolitical risks such 
as the election of Mr. Trump to the U.S. presidency. Finally, at the end of the 
quarter, we increased our exposure to the energy sector in reaction to the 
preliminary agreement reached by OPEC which, if ratified in the fall, could 
significantly reduce the risks of oil prices dropping.
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Economic and Financial Environment (continued)
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