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Q1 2016 Global Economics Overview 
 

Economic Overview 
 
In the first quarter of 2016, the macroeconomic and market environment behaved like the “Tilt-a Whirl” 
at a county fair. There were huge movements and gyrations in markets and interest rates, but the 
quarter closed in a similar position to where it opened. Worldwide stock markets declined strongly in 
the first six weeks of the quarter, only to rally substantially in the second half of the quarter. According 
to TD Securities, the MSCI World Index returned -6.5% in Canadian dollars in the quarter, or -0.2% in 
U.S. dollars. The Canadian equity market performed better as commodity prices and the Canadian 
dollar propelled the Canadian stock market higher. 
 

 

 
Source: Bloomberg 

 
 

Inflation and GDP Growth as of December 31, 2015 

  Canada US EAFE EM 

CPI (YoY) 1.70%* 2.10%* 0.45% 3.13% 

Real GDP (YoY) 0.60% 2.00% 1.63% 3.17% 

* Core Inflation 

     

Valuation Multiples as of March 31, 2016 

  S&P/TSX S&P 500 EAFE EM 

P/B 1.75x 2.81x 1.54x 1.50x 

P/E (Fwd) 18.5x 16.9x 14.8x 13.4x 

 
Source: Bloomberg, BNY Mellon 
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Canada 

 
Despite fears in Canada of a substantial oil price-driven contraction, near term Canadian data 
releases support a more positive economic position. Surprisingly, Canadian real economic growth 
over the last three years has been the strongest among all the G7 economies, albeit in the low single 
digit range. To date, the oil price related economic contraction in the Western provinces has not been 
as severe as had been predicted. At the same time, the manufacturing and exporting base began to 
grow, supported by a steady three year decline in the value of the Canadian dollar. The planned 
infrastructure spending outlined in the Federal budget should act to further stimulate the market over 
the near term. One cloud on the horizon is a U.S. economy that appears to be slowing, as evidenced 
by the quarterly decline in the foreign exchange value of the U.S. dollar. 

 
 
The U.S. 

 
U.S. economic growth is showing signs of deceleration as U.S. dollar strength has pressured the 
industrial side of the economy and hurt exports. However, employment and housing remain robust, 
and indicators show only a minimal probability of recession over the next year.  
 
The U.S Federal Reserve (the Fed) has kept the markets on edge with its indecisiveness over short-
term interest rates. Chair Janet Yellen has stepped “outside the box” when explaining this uncertainty, 
quoting “global economic risks” as the determining factor in the committee’s inaction. Traditionally, 
Fed interest rate decisions have been more focused on domestic U.S. economic considerations. 
Given that core inflation is accelerating into the Fed’s 2% targeted level, the Fed is expected to 
maintain rates at current levels in the near term. 
 
 

Europe 
 
Much has been written about the inter-country economic divergences in the Eurozone. Despite the 
economic challenges introduced by the Syrian refuge crisis, Germany remains the strongest 
Eurozone economy. The peripheral Southern European economies, outside of Greece, are also 
slowly improving. European Central Bank (ECB) president Mario Draghi continues to increase 
quantitative easing (QE) measures which appear to be slowly bearing fruit. 
 
 

The U.K. 
 
Despite being one of the strongest overseas economies, the U.K. markets have experienced elevated 
volatility due to concerns over the upcoming vote to exit (or “Brexit”) the European Union. Volatility 
levels are expected to remain elevated until the referendum. In the event citizens vote to leave the 
E.U., market turmoil should continue until there is more clarity about the path and timeframe of the 
exit. 
 
 

Japan 
 
Unlike the Eurozone, Japanese QE initiatives are having a limited positive effect as the overall 
economy remains mired in lacklustre growth and deflation. The surge in the foreign exchange value of 
the yen has further suppressed economic growth and is negatively impacting the outlook for corporate 
earnings. 
 



 

Emerging Markets 
 
Over the past year, China’s economy experienced a slowdown as the government continued to 
transition its economy from one that is investment led to one that is consumption led. This change had 
pressured international commodity prices and increased worldwide fears of a significant devaluation 
of the Chinese currency. However, recent data releases (i.e. purchasing managers’ indices) suggest 
signs of economic stabilization in the manufacturing and property markets. The government appears 
to have temporarily halted some of its economic rebalancing plans as fears of a Chinese economic 
hard landing escalated. Chinese financial stimulus measures, particularly in the property sector, have 
increased. These steps had a noticeable positive effect on global commodity prices. 
 
Brazil remains mired in recession. Business and consumer sentiment remains negative. However, 
with the potential impeachment of President Dilma Rousseff, market sentiment has improved 
appreciably. The hope is that a new president could breathe some life into a moribund economy. 
There still is considerable “heavy lifting” to be done on the macroeconomic front, but market 
adjustments are finally underway. 
 
 

Bonds 
 
Suppressed economic growth and inflation in many countries continued to exert downward pressure 
on interest rates during the quarter. The ECB and the Bank of Japan expanded their Quantitative 
Easing (QE) initiatives. Additionally the Fed backtracked on its planned quarterly increase in the Fed 
Funds rate. These actions resulted in more than $7 trillion U.S. of select G7 countries’ sovereign 
bonds trading at negative interest rates.  The longer term unchartered economic consequences of this 
“Grand Monetary Experiment” add risk to any interest rate forecast. 
 
In contrast, the Canadian and U.S. economies remain in reasonably good shape.  Growth, while 
muted by past standards, is showing reasonable improvement and inflation is slowly increasing.  This 
supports the overall view to be cautious in the bond market but also not to expect any major interest 
rate movements over the near term. 
 
 

Canadian Bond Market Performance 

 First Quarter 1 Year 

TMX Universe Bond Index 1.4% 0.8% 

TMX Short Term Bond Index 0.4% 1.1% 

TMX Long Term Bond Index 2.6% -0.6% 

Canadas 1.1% 1.4% 

Provincials 1.6% 0.2% 

Investment Grade Corporate 1.5% 0.7% 

High Yield Corporate 0.9% -4.1% 

 
Source: FTSE TMX 
 
 
 
 
 
 
All returns shown in the Global Economics Overview are expressed in Canadian dollars unless otherwise stated. 


