In contrast to the relative market calm of 2017, volatility returned to equity markets in the first quarter of this year.
Most global markets dropped sharply in early February, with some falling into correction territory (a decline of 10%
or more). The initial decline was apparently due to market participants' concern about rising inflation based on
strong U.S. economic data and was aided by electronic trading models that triggered sales.
Though they recovered somewhat over the ensuing weeks, equity indexes remained choppy through February
and March, and many finished the period with negative returns in local currency terms. Much of the volatility can
now be traced to trade negotiations with China, ongoing NAFTA uncertainty and White House disfunction.The
S&P 500 Index, a broad measure of U.S. stocks, lost 0.8%, the MSCI World Index fell about 1.2% and developed
markets in Europe also declined. Markets in Asia were mixed. Canada's S&P/TSX Composite Index
underperformed its global counterparts, losing 4.5% during the three-month period. The Canadian benchmark is
heavily weighted toward sectors that exhibited weak performance for the quarter, such as energy and materials. It
also has modest representation in information technology, which outperformed.
The Canadian dollar fell 2.7% relative to the U.S. dollar over the first quarter. As a result, many foreign markets
were positive when expressed in Canadian dollars.
After raising rates in January, the Bank of Canada announced it was maintaining the target for its key overnight
interest rate at 1.25% at its meeting on March 7th. The central bank raised concerns about the heightened
uncertainties surrounding international trade. The U.S. Federal Reserve, under new Chairman Jerome Powell,
raised its target range for the federal funds rate by a quarter point to 1.5-1.75% during its March 2018 meeting.
This was in line with market expectations, based on a stronger U.S. economic outlook. Rates will likely continue to
rise at a measured pace as Central Banks on both sides of the border want to continue the building economic
momentum and with inflation still relatively low conditions remain to do so.
U.S. 10-year Treasury yields rose in the quarter, reflecting the market's expectations for continued growth and
higher interest rates, while Canadian government bond yields were up slightly. Rising yields are generally
negative for the prices of bonds and other income securities, and as a result, the FTSE TMX Canada Universe
Bond Index, which reflects a wide range of Canadian government and corporate bonds, had a gain of just 0.1%
for the quarter.
The re-emergence of equity volatility in the first quarter may have surprised some investors, but it represented a
return to normal. In fact 2017 was unusual for its relative stability. During the month of February 2018, the
S&P/TSX Composite Index had three trading days in which losses were greater than 1.50%, while 2017 only had
two trading days during the entire year in which losses were greater than 1.50%.
It's important to remember that market declines are a natural part of investing. Such market movements often
present experienced portfolio managers with their best investment opportunities, while passive strategies will
remain exposed to the fluctuations of the entire market. It's also worth noting that this bout of volatility was not
driven by a change to company fundamentals. Overall, business prospects remain solid, with continued economic
growth, strong confidence levels and favourable U.S. tax reforms.
Looking forward to the next quarter and the second half of the year, our base case outlook is still intact. There
remain no apparent signs of recession and earnings remain strong. We are later in the economic cycle however
there is still some time to take advantage of economic expansion.
The developments in the first quarter remind us that markets are highly complex, interconnected, dynamic
entities. Given that short-term pullbacks are an expected part of investing, we continue to recommend dividend
paying diversified portfolios that provide steady cash flow to be used for income or opportunity.
As always, if you have any questions or just want to touch base please call or e-mail. We're here to help!
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