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It’s not easy being a Canadian nowadays
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Month to 
date

Quarter to 
date Year to date

MSCI AC World 2.3 4.5 2.1

 MSCI World 2.3 5.1 2.3

  MSCI USA 2.9 5.4 4.3

  MSCI Canada 1.2 6.0 0.5

  MSCI Europe 1.5 4.5 -0.6

  MSCI Pacif ic ex Jp 0.5 4.1 0.3

  MSCI Japan 2.3 4.1 -1.7

 MSCI EM 1.8 0.4 0.7

  MSCI EM EMEA 1.7 -0.7 -4.3

  MSCI EM Latin America -2.2 -9.3 -4.6

  MSCI EM Asia 2.4 2.1 2.5

6/11/2018

MSCI composite index: Price Performance

NBF Economics and Strategy (data via Datastream) 6
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NBF Economics and Strategy (Source ICE BofAML Bond Indices) 2018-05-28

U.S.: High-yield corporate spreads
Option adjusted spreads
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World: Keep your eyes on the greenback
USD broad index (vs. 26 currencies)

NBF Economics and Strategy (Federal Reserve data via Datastream) 18
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United States

The end of  the cycle?
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U.S.: Perspective on the business cycle
Actual vs. potential* real GDP

$ billions

* As calculated by the Congressional Budget Office (CBO) - NBF Economics and Strategy (data via Fed of St-Louis)

Potential GDP

Actual GDP

According to new data, the U.S. 
is just entering the matured 
phase of the business cycle 

when GDP exceeded its 
estimate of potential…

…the average 
length of the 

matured phase is 
33 months
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S&P 500: Perspective on stock market performance
Average 6-month annualized performance depending of the slope of the yield curve in the mature phase

10 year yield – 3 month yield
NBF Economics and Strategy (data via Datastream) 23
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U.S.: Outlook remains positive
Six-month change in the leading economic index (non-financial components)

NBF Economics and Strategy (Conference Board data via Datastream)

%, annualized
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NBF Economics and Strategy (data CBO’s April 2018 report The Budget and Economic Outlook: 2018 to 2028)

Percent of nominal GDP
CBO’s projection

US: Treasury borrowing requirements as a percentage of GDP
Net change in debt held by the public, end of the fiscal year
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TEL FIN STA DIS HC S&P 500 IND UTI MAT IT ENE

U.S.: Foreign sales are an important component of earnings
Foreign sales as a percentage of total sector sales in S&P 500 (2016)

NBF Economics and Strategy (data via https://us.spindices.com/documents/research/research-sp-500-2016-global-sales.pdf)
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___
Canada

It’s getting complicated
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___
NAFTA

Why does it have to be so hard?
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Housing/Household debt

Crunch time?
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Insured fiex-rate mortgages Unsured fixed-rate mortgages

Variable-rate mortgages (fixed payment) Variable-rate mortgages (adjustable payment)

Lines of credit

Breakdown of household debt exposed to interest-payment shock 
Year end 2017: $ 2,131 billion

NBF Economics and Strategy (Statistics Canada)

41% of variable-rate 
mortgages have fixed

payments
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Canada: Household debt determinants according to Statistics Canada
Tobit model description from Household debt in Canada (2012)

Statistics Canada (“Household Debt in Canada”, March 2012)

Total household debt ═ β1Income + β2Employed + β3Tenure
+β4Immigrant Status + β5Education

Key findings:

Employed: An employee has $93K more debt than a retiree and +$37K more 
debt than others.

The age profile of employees is also important (+$52K more debt
for younger workers vs. others).

Home Tenure: A homeowner has $100K more debt than a renter

Immigrants: Foreign born population has more leverage than natives (+$34K)

Education: Postsecondary education = +$26K more debt than less educated

After controlling for income, here are some 
determinants of household leverage identified 

by statistics Canada
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Conclusion:

• World, U.S.: Another year of above-potential growth

- Global growth near 3.8% in 2018

- China continues to grow at around 6.5% (good enough)

- Eurozone, still great at around 2.0%

- Geopolitical risks to remain a major source of concern: U.S. Trade Policy?

Interest rates, currency:

- Fed probably hikes once more (maybe twice) in 2018 ; 10-year Treasury yield in the 3.0-3.5% range.

- Expect the BoC to hike again in H2 2018 (heading towards 2%); GDP 2.2% in 2018

- Canadian dollar towards 1.20; Oil in $65-$75 range

- Large correction in housing unlikely unless labour markets deteriorate markedly 

or mortgage rates surge.

Equity over bonds for now with an eye on the yield-curve, cycle still 

favourable to commodities
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