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Disclaimer

Opinions expressed in this presentation are based on actual 
market conditions and may change without prior warning. The 
aim is in no way to make investment recommendations. The 
forecasts given in this presentation do not guarantee returns and 
imply risks, uncertainty and assumptions. Although we are 
comfortable with these assumptions, there is no guarantee that 
they will be confirmed.

Industrial Alliance Insurance and Financial Services Inc.
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1. Business cycle: Should we expect a recession soon ?
2. An update on trade tensions between China - US
3. Monetary policy: Divergence in sight between the Fed and BoC
4. Stock market: Lower rates vs slowing earnings
5. Our funds positioning by Sebastien Mc Mahon

Main topics to be addressed
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World: Obvious signs of a slowdown

According to the 
most recent IMF 
forecasts, global 
GDP is expected 
to decelerate in 

2019 and grow by 
3.3% (3.6% in 

2018)

Source: IA Economy, data via Bloomberg

Global Manufacturing Purchasing Manager Index : New Orders

05/18 06/18 07/18 08/18 09/18 10/18 11/18 12/18 01/19 02/19 03/19 04/19 05/19

Global 53.3 52.9 52.5 52.4 51.9 51.8 51.8 51.2 50.1 50.0 49.9 50.1 49.5

United States 58.0 55.1 55.1 54.9 56.1 56.5 56.7 54.3 55.6 52.7 52.2 53.5 49.6

Canada 57.6 57.7 57.2 55.7 53.8 52.2 53.7 53.3 51.4 52.3 49.9 48.6 47.8

Eurozone 54.2 53.2 53.2 53.0 51.5 49.6 49.5 48.8 47.8 46.3 44.5 45.8 46.6

Germany 55.2 52.5 53.8 52.7 50.4 48.2 47.9 47.7 44.9 42.5 39.3 40.8 42.7

France 53.8 55.0 53.7 55.2 54.3 55.2 53.9 48.1 47.3 49.7 48.5 50.4 50.9

Italy 51.4 53.2 50.1 48.7 49.7 46.2 46.6 47.8 46.5 46.1 44.9 47.8 49.6

Spain 52.6 53.0 52.1 52.3 50.9 51.7 52.4 50.4 52.1 48.2 51.0 52.5 49.5

UK 53.8 52.8 53.3 47.7 51.2 49.6 49.2 53.6 50.1 49.8 51.2 48.1 46.2

Russia 50.2 49.0 47.2 48.9 50.1 52.0 54.1 53.8 53.2 51.0 55.5 54.7 51.3

Japan 53.0 52.7 50.9 52.4 52.5 52.6 50.9 51.4 48.7 47.4 47.6 48.3 48.7

China 51.8 51.7 51.6 50.6 50.1 50.4 50.9 49.8 47.3 50.2 50.9 50.4 50.7

India 51.6 54.9 53.6 52.5 53.0 54.5 55.9 55.6 56.3 56.9 54.2 52.9 54.2

Brazil 50.6 47.0 50.2 51.1 51.8 51.2 53.6 54.1 53.5 54.1 53.9 50.4 49.6

Recession
<45

Trend
51-54

Above Trend
>54

Flat
45-51
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U.S. : Signs of slowdown starting to show up !

Source: IA Economy, data via Bloomberg

Creation of barely 75K jobs in May, 
versus expectations of 175K
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Geopolitical risks: Trade tensions between the US and 
China add to uncertainty

Source : NBF Economy and Strategy, May 9, 2019
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United States: Growing concerns about the 
business cycle

Source : NBF Economy and Strategy, April 2019. Source : iA Economy, data via Bloomberg
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Are we heading to a recession ?

• At this point, we estimate at 25-30% the probabilities 
of a US recession in the next 12 to 18 months !

• Let’s remember that business cycles do not die of old 
age… and a majority of leading indicators are still in the 
green
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Important: The majority of leading indicators suggest 
that recession probabilities are relatively low

Source: Credit Suisse & IA Economy, May 31, 2019

Recession Dashboard
Start of 
recession

Yield curve
Inflation 

trends
Job creation

Credit 
Perform

ISM Mfg.
Earnings 
Quality

Housing 
Market

Nov-73 -
Jan-80 -
Jul-81 -
Jul-90
Mar-01
Dec-07
Present

Key: Recessionary Expansionary Neutral
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Impact of new tariffs on China: At this point, not 
enough to trigger a recession?

For the moment, 
President Trump's 
tariffs on Chinese 

imports affect only a 
small portion of US 

imports
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Risk factor : Monitor the next moves of 
president Trump

Source: Oxford Economics, May 13, 2019

Rising trade 
tensions 

wouldn’t lead 
to a recession, 

but a full-
blown trade 
war would
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Trade and the 
world economy:

Any hope ?



14

China-US trade tensions : A remake of last summer and just 
another negotiating tactic from President Trump?

Source: Twitter, September 2018
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China reaction:
Significative stimulation measures in progress

LLEFT-Source: The Wall Street Journal (WSJ), March 2019.
RIGHT-Source: Cornerstone Macro, February 2019.

China Stimulus % GDP – 2019: 3.0%e

2015 2016 2017 2018 2019

Spending

Tax

More than 2016!
3,5

3,0

2,5

2,0

1,5

1,0

0,5

0,0

-0,5

China: Adjusted total social financing as a % of GDP

Likely path based 
on Jan-Mar credit 

growth
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Federal Reserve: 
Significative change of tone in 6 months !

Fed chair Powell: « We will act as appropriate
to sustain the expansion » 
June, 4th



17

Bank of Canada

Warning: Its monetary policy could
diverge from the Fed in 2019-2020 !!!
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Canada:
A resilient economy that continues to surprise!
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Bank of Canada: Interest rate normalization is not 
over yet in Canada !

Source: IA Economy, data via Bloomberg
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An undervalued Canadian dollar?  
Relationship with commodities prices

Our target
for 2019 

year-end:
78-80 cts U.S.

Source : IAGP, data via Bloomberg
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Capital markets: 
A look back on 2019 so far



22

Although earnings are driving market returns in the long-
run, sentiment is the driver in the short-run

Source: iA Economics, Bloomberg, June 11, 2019
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FED dovish turn: Potentially positive ... 
in the absence of a recession



24

Risk factor : US companies could suffer from an 
escalation of China-US trade war

December 31,2017 Source : Factset, June 7, 2019
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Stock market: 

Volatility is back but ... equities 
remain an attractive asset class for 

investors with a medium-term 
horizon!
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Strategy update:

Asset allocation and positioning 
of our funds



27

Are markets pricing a recession? 
Depends on who you ask!

• Recent market activity has been 
sending mixed signals

• Equities and HY credit are pricing
about 15% odds of a recession, 
while US treasuries are closer to 
60%

• The current economic backdrop
does not lead us to believe that
the odds of a recession are above
25%, meaning that we view bonds 
as being expensive right now
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Bonds : Falling yields are widespread
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Flows: The movement from equities to bonds was one of 
the strongest on record. Reversal coming?

Net flows, Global Equities (+) vs Bonds (-), $Billion
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Equities: Typically doing well even after an 
inversion of the yield curve

Source : Cornerstone Macro, January 2019
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Where to invest in 2019? Overseas markets offer 
a lot of value vs the US market
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Stock markets: More attractive 
valuations overseas
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Emerging markets:
An attractive tactical AND strategic play



34

S&P/TSX: 
Attractively valued and solid expected earnings growth

Source: iA Economy, data via Bloomberg
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Asset allocation:
Our views for the short and the mid-term

Tactical Allocation
(0-6 Month Horizon)

Strategic Allocation
(6-18 Month Horizon)

-- - N + ++ -- - N + ++
Money Market
Bonds

Duration
Equities

Canadian Equities
Foreign Equities

U.S. Equities
International Equities

Emerging markets
Gold
Foreign Currencies

CAD vs USD
CAD vs Euro
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Asset allocation:
Breakdown according to our mandates

Diversified Fund
(FU040)

Global Asset Allocation Fund
(FU402)

Selection Balanced Fund
(FU813)

-- - N + ++ -- - N + ++ -- - N + ++
Money Market
Bonds

Duration
Equities
Canadian Equities
Foreign Equities

U.S. Equities
International 

Equities
Emerging markets

Gold
Foreign Currencies

USD vs CAD
Euro vs CAD
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Recap and investment strategies
Economic landscape

• The global economy is showing signs of synchronized slowing. Trade tensions created by the Trump administration remain 
the main risk to the business cycle.

• The imposition of tariffs by the U.S. and China are a headwind to global growth, but stimulative measures in China and an 
easing of monetary policies should act as a support.

• The resilience of the Canadian economy should allow the Bank of Canada to further normalize its monetary policy in the 
coming year. In this context, the CAD could appreciate towards 78 to 80 cents in the next 12 months.

Recommended strategies

• The recent market turmoil caused by heightened trade tensions and fears of a monetary policy mistake has pushed interest 
rates to multi-year lows. The Fed has recently adopted a more cautious tone, creating a shift in market sentiment. The flow 
from equities to bonds looks largely overdone and we expect a reversal in the coming months, which could push both 
interest rates and equity prices higher.

• We recommend going back to an overweight position on equities and an underweight position on bonds.

• While one should be careful before discarding the U.S. stock market, we continue to see better opportunities in the 
overseas and Canadian stock markets until the end of the year.

• In a context of a prolonged global economic cycle and with more accommodating central banks, emerging markets offer 
interesting potential given their current valuation.
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To follow us: www.ia.ca/economy
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Q&A
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