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In 2015, selectivity will be increasingly important, both 
in terms of security selection as well as sectoral and 
geographic allocations.

  Global economies are decoupling in terms of growth rates, 

currency strength and monetary policy. Improving economic 

growth in the U.S. stands in contrast to the weakness 

experienced in China, Europe and Japan. 

	 	This inconsistency has increased market uncertainty and has 

contributed to a divergence in policy between the U.S. Federal 

Reserve Board and other major central banks. 

  Canadian markets should benefit from improving economic 

growth in the U.S. as well as from any stabilization of oil prices.

  Lower oil prices have created a global disinflationary trend, 

particularly in Europe, which, together with geopolitical risk and 

global economic weakness, should continue to weigh on bond 

yields in the intermediate term. 

  Material interest rate hikes in North America are not anticipated. 

It is essential that investors diversify their fixed-income holdings 

in this low-rate environment and look for yield in such areas as 

corporate credit, select emerging market debt or convertible bonds. 

how does the current price of oil impact Canadian markets? 

  Low oil prices represent a headwind for the Canadian economy 

and the Canadian dollar, due to our resource-heavy market. 

Supply/demand imbalances, currency issues and geopolitical risks 

will result in increased volatility in the sector in the near term.    

  Current prices remain below industry marginal costs. Low 

cost producers currently have an advantage over higher-cost 

producers, but much of the industry is not sustainable at 

current prices. We should see prices move up as higher cost 

producers shut down.

“ Diverging global market performance is 
resulting in very different investor experiences, 
based on where you are in the world.”  
– Kevin McCreadie
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  If oil prices remain low, Energy companies may begin  

cutting dividends. Investors looking for yield may begin  

exiting the sector. 

   The increase in consumer spending as a result of lower 

gasoline prices creates opportunities within the Consumer 

Discretionary sector. 

  While the Bank of Canada has estimated that lower oil prices 

will cut Canadian economic growth by one-third of a percentage 

point in 2015, the effect of higher non-energy exports (as a 

result of a weaker Canadian dollar) could help to partially offset 

the impact of lower oil prices. 

Monetary policies vary based on where you are in the  
world. Some countries, like the u.S. and Canada, are  
poised for interest rate hikes in 2015, whereas in europe 
and Japan, rates may go lower. What does this mean for 
bond investors?

  In the U.S., current expectations are pricing in an initial rate hike 

in the second half of the year. Historically, the market has been 

over aggressive in anticipating rate hikes. 

  Looking back, the bond market has fared poorly during 

Quantitative Easing (QE) phases, however, this current cycle is 

different. In 2014, amidst tapering, there was a rally in bonds. 

  Conversely, QE is in full swing in Japan and there is a strong 

likelihood of aggressive QE beginning in 2015 in Europe.

  European Central Bank President Mario Draghi has been 

telegraphing his desire to move forward with QE yet has met 

resistance from Germany. This resistance should weaken amidst 

the current deflationary environment so we should see QE move 

forward. 

  As we have seen in the U.S., while QE has helped the markets, it 

has not been as impactful in terms of driving economic growth. 

We’d argue that in addition to easing, we need to see structural 

reforms to foster economic growth in Europe.

  We believe corporate bonds still offer decent value relative to 

government bonds as a result of their reasonable fundamentals 

and spreads. Within emerging markets, yields can be attractive; 

selectivity in terms of country and issue is essential. Finally, we 

see an opportunity in convertible bonds. We believe these are 

secular better prospects than traditional fixed income right now.

What’s the outlook for Japan?

  Japan has been engaged in aggressive monetary stimulus over 

the last 18 months that has resulted in a dramatic weakening of 

the yen, which is positive for Japanese exporters.

  Japan is also implementing a number of reforms relating to 

corporate governance, labour participation by women and a 

stewardship code for pension funds and institutional investors. 

In the short term, these factors should have a positive impact 

on their economy and their stock market. 

  The Japanese government pension fund has announced they 

plan to increase their exposure to equities, which is also positive 

for their market.
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Dramatic decline in crude oil prices

WTI Crude Oil (USD$/bbl) Brent Crude Oil (USD$/bbl)
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“ Historically, we have seen quantitative easing 
benefit capital markets rather than have a 
direct positive impact on the economy.”  
– David Stonehouse 
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  However, the Japanese economy recently entered a technical 

recession, defined as two consecutive quarters of negative 

growth. This prompted policymakers to delay a planned second 

tax hike by 18 months and to further expand its monetary base. 

  The longer-term outlook for Japan remains uncertain as the 

long-term impact and success of these unprecedented steps  

is unknown. 

Keep an eye on China

  China, the world’s second-largest economy, is seeing its growth 

decelerate – the IMF is forecasting 7.1% growth in 2015. 

  In 2014, for the first time in two years, the People’s Bank of 

China cut its benchmark deposit and lending rates, highlighting 

China’s concerns over decelerating growth.

  Though growth rates are lower, it is reassuring that the growth 

is not being driven purely from infrastructure and credit. 

  New leadership in China is focusing on the right things. They  

are reforming the financial sector and state-owned enterprises 

as well as implementing anti-corruption campaigns. While 

these are positive steps, it will take time for these reforms to 

have an impact.   

  2015 may be a disappointing year, but China still offers long-

term opportunities for patient investors.

What impact does a strengthening u.S. dollar have on 
Canadian investors?

  Given that we are now at the end of QE in the U.S., it is not 

surprising that the U.S. dollar has strengthened and we expect 

this trend to continue. We have seen the Canadian dollar move 

dramatically over the last 12 months and Canadian investors will 

continue to be impacted.

  To the extent that the U.S. economy continues to expand, there 

are opportunities for Canadian companies exporting to the U.S. 

  For example, manufacturers in the Industrials sector that have 

costs in Canadian dollars but sell their product in U.S. dollars 

can benefit from a strengthening U.S. dollar. Precious metals 

companies with assets in Canada have a similar advantage.

  A strengthening U.S. dollar is likely negative for emerging 

markets, which tend to underperform in strong U.S.-dollar 

bull markets. However, some emerging market countries are 

poised to perform better than others, which emphasizes the 

importance of selectivity when it comes to country exposure.

  It is important for a manager to have a view on the currency 

when investing globally as currency losses can diminish 

investment returns. Overall, we are secular bulls on the U.S. 

dollar but would advocate hedging in areas like Japan.

  Looking at the last 30 years, the U.S. dollar is still very cheap 

relative to its history vs. the other major currencies. 
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Aggressive QE in Japan driving down yen
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U.S. dollar is cheap relative to history
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“ I believe the structural reforms taking place  
in China will benefit their economy over the 
long term.” – Thiery Jannini 
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What are some of the biggest risks in 2015?

  With yields at low levels, small changes in rates can leave 

investors with negative returns on bonds. There is the potential 

for more substantial price volatility in low-yield markets and for 

rates to move higher in a short period of time. 

  Given the degree of stimulus we’ve seen globally, the impact 

on economic growth has been negligible. This is driven by the 

fact that there is too much debt in the system. If this comes to a 

head, and investors lose faith in monetary policy as an effective 

tool, this could have a negative impact on the markets. Although 

not a concern for 2015, this is a longer-term risk.

  Geopolitical risks continue to be a concern. Issues in the 

Ukraine and the Middle East have had minimal impact on 

global markets but they may evolve to the point that they 

become serious for the macro economy. Consider the political 

situation in Europe; while we don’t foresee a breakup of the 

EU, uncertainty in Greece creates negative sentiment. As long 

as you have noise in these countries, it negatively impacts the 

investment environment.

  The risk of oil prices remaining at these low levels for the next 

12-18 months and increased concern about earnings growth 

in the Financials sector, could impact global money flows into 

Canada considering the composition of the Canadian economy.

Diversification continues to be an essential strategy for  
all investors.

  Global diversification is key. Canadian investors tend  

to stick close to home. Canada is only 4%1 of global  

market capitalization so it makes sense to look beyond 

Canadian borders. 

  The U.S. economy is accelerating and is poised to achieve  

3% growth in 2015. 

  Though Europe has entered a deflationary environment and 

unemployment remains high, there are still opportunities for the 

selective investor. The banking sector has been recapitalizing 

and the ECB is more likely to engage in QE. We’ve seen the euro 

depreciate and valuations are reasonable. 

  It is important to focus on quality companies. In a slow growth 

environment, consider global companies with strong cash flow 

that can be more defensive in a potentially volatile market. 

  High quality, dividend-paying equities and convertible bonds 

can provide alternative sources of yield. 

  Diversification by market capitalization can also benefit an 

investor’s overall portfolio. 

  Determine the right amount of fixed income for your level of 

risk and ensure that your fixed-income holdings are diversified 

beyond traditional government bonds. 
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To learn more about AGF’s 2015 Market Outlook, visit AGF.com/Outlook

1 MSCI (Developed) World Index as at December 31, 2013
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before 
investing. The indicated rates of return are the historical annual compounded total returns including changes in share and/or unit value and reinvestment 
of all dividends and/or distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable by any 
securityholder that would have reduced returns. Mutual funds are not guaranteed; their values change frequently and past performance may not be repeated.
The commentaries contained herein are provided as a general source of information based on information available as of January 2015 and should not be 
considered as investment advice or an offer or solicitation to buy and/or sell securities. Every effort has been made to ensure accuracy in these commentaries 
at the time of publication however, accuracy cannot be guaranteed. Market conditions may change and the Portfolio Manager accepts no responsibility 
for individual investment decisions arising from the use or reliance on the information contained herein. Investors are expected to obtain professional 
investment advice. 
This document is intended for advisors to support the assessment of investment suitability for investors. Investors are expected to consult their advisor to 
determine suitability for their investment objectives and portfolio. Publication Date: January 19, 2015.

“ I’m less interested in the next six months than 
I am in the next five years because I think your 
forecasting ability improves the farther you go 
out. Investors should be basing their decisions 
on longer-term time horizons.”  
– David Stonehouse 

“ In Canada, we are expecting significant  
M&A activity this year and companies are 
being rewarded for making acquisitions that  
are accretive. Small caps are poised to benefit 
from this trend.” – Peter Imhof


