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ECONOMICS
 What is your expectation for Real Global GDP Growth in 2016 considering the weakness 

in China and Emerging Markets?
Global growth disappointed again in 2015. When all is tallied, it will likely fall in 
the neighbourhood of 3%, well below the long-run average of 3.6%. Although 
the United States, Japan and Europe all experienced positive growth in 2015, 
the negative pull of China, Russia and Brazil dimmed the overall picture. For 
2016, we expect that larger developed economies will continue to experience 
positive growth (led by the U.S.), China will continue to experience a controlled 
deceleration and a number of commodity exposed economies (notably Canada 
and many emerging markets countries) will level off and may get a lift if we 
see any type of recovery in oil prices. 

The tailwinds for the developed markets will include lower oil prices, a healthy 
U.S. consumer (carrying relatively low debt and armed with strong dollars), 
continued improvements in the weaker European economies and likely more 
accommodative Central Bank actions (outside the U.S.). Our expectation for 
real global GDP growth in 2016 is in the 3.2% to 3.5% range.

 With the price of oil below $40 a barrel, what are your projections for the WTI at 2016 
year-end?
The plunge in crude oil prices has been spectacular, from over $100 per barrel in June of 2014 to roughly $35 today. Although there is 
widespread divergence on estimates for (1) actual supply and demand, (2) expected future supply increase (largely coming from Iran),  
(3) the rate of increase in global demand, and (4) the speed of slowdown in U.S. shale supply, everyone largely agrees that supply currently 
exceeds demand by at least one year’s worth of anticipated demand growth and that is without factoring in new supplies from Iran. In fact, 
we may not see global demand overtake supply until well into 2017. Nevertheless, we expect markets to anticipate the 2017 tightening in 
overproduction and start putting pressure on prices starting in 2016. Therefore, based strictly on market forces, it is likely that we will witness 
some price increases in 2016 but likely not much beyond $50 per barrel. In the short-term though, it may well fall below current prices. 

But oil is also a geopolitical commodity. Most OPEC (Organization of the Petroleum Exporting Countries) incur large deficits under current 
oil prices because of their generous welfare programs. Although their foreign exchange reserves will smooth the impact, it is costly for 
them to maintain (or even grow) current supply and thus effectively put a cap on oil prices and their revenues. We have already witnessed 
signs of stress in the Saudi royal family. All this to say that a big unknown for the coming year is the political uncertainty surrounding 
supply. A relatively small change in OPEC messaging/actions (even if less powerful than it used to be due to growth in oil production in 
non-OPEC countries) could have a significant impact on oil prices. As well, significant disruption in supply due to elevated turmoil in the 
Middle East remains a possibility.
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 What about the year-end forecast for the Canadian/U.S. dollar?
If something has been made very clear about the Canadian dollar over the last couple of years, 
it is the high degree of its correlation to oil prices. In fact, lower oil prices have a significant 
negative impact on employment in oil producing provinces (and related consumption) and 
capital expenditures of energy companies. This has badly bruised the Canadian economy and 
we foresee little relief in 2016. In addition, the Canadian economic backdrop is relatively weak 
due mainly to the very significant debt levels of Canadians, weak prices for all commodities 
(not only oil), and a relatively slow/muted reaction in exports growth due to a falling Canadian 
dollar. On top of that, our neighbour to the south is enjoying a (slowly) strengthening economy 
and resulting strength in its currency. This environment is not conducive to a strengthening 

in the Canadian dollar in 2016. Even with a mild recovery in oil prices in 2016, there may be very limited upside for the loonie. We expect 
the exchange rate to end the year either at the current rate or slightly below.

 What are the greatest risks threatening investors in 2016 and what investment strategy 
do you recommend to minimize the impact?
Our advice is simple: buy undervalued, quality stocks and bonds and take profits when valuations reach levels that are no longer justified. 
In the long run, this approach works. There are a multitude of risks facing the economy in 2016 as was the case in past years and there is 
little anyone can do to properly determine those that will materialize and what their impact will be. It is often the risks we can’t foresee 
that have the greatest short term impact. 

INTEREST RATES
 At what pace do you see rate hikes by the Fed and what is your year-end target?

The Fed has finally increased its benchmark rate in December by 25 bps. This has to be the most widely anticipated rate increase in 
decades. Our base case is that the U.S. will continue to grow in 2016 – the consumer is in relatively good financial condition and many 
more are working and willing to spend – and that will have a positive economic impact. As well, the first rate hike went quite well. There 
was no noticeable stress in fixed income and equity markets, no doubt the result of a much anticipated Fed move by everyone. We thus 
expect that the Fed will continue to increase rates in a slow, measured way in 2016. It will be very sensitive to domestic and world events 
and react accordingly. Our range for total tightening in 2016 is between 50 bps to 100 bps. 

 What is your expectation for inflation in Canada? 
We expect a slight increase in headline inflation in 2016, although we do not expect it to break 2%. A weak (and potentially weakening) 
Canadian dollar in 2016 combined with a somewhat growing global economy (and its impact on food and commodity prices) should 
provide a small lift to Canadian inflation. A range of 1.0% to 1.5% appears reasonable.

 Given the job situation in Western Canada’s Energy sector, do you think that another 
rate cut by the Bank of Canada is possible in 2016?
Another rate cut is possible, but certainly not guaranteed. It becomes more likely in the event of a further drop in oil prices and a prolonged 
stay at these lower levels, if exports fail to lift significantly in light of a weak Canadian dollar, and/or if the newly elected federal government 
fails to deliver (as promised) a substantial economic stimulus program and/or the economy generally does poorly due to other factors. 
But this would not be an easy decision by any means. The Bank of Canada will have to weigh the benefits of another rate cut for the 
economy against potentially damaging consequences of the resulting increased debt loads of already very indebted Canadians. In the 
end, we believe the economy will muddle through and benefit from our growing neighbour (through growing exports) and we may 
avert another rate cut.



EQUITIES
 Do you think China’s slowdown has stabilized?

China has undertaken a major shift in its economy away from a manufacturing/export model 
to a services/consumer oriented model to emulate the sustainable growth models of most 
developed economies. Today, services account for over 50% of the Chinese economy and 
growing. China is essentially moving away from relying on foreign consumers for its economic 
health to building its own consumer base, a model with a sounder long-term basis.

As well, China has grown to be the world’s second largest economy. Mathematically, the rate 
of growth has to slow down and it will (if not, China would become the entire world economy 
in a decade or so). We should all bear in mind that the Chinese GDP in U.S. dollars has doubled 
over the last five years. A slowing growth rate to a level still approximately twice the rate of 
growth of the U.S. economy is not dramatic. 

We see the current slowdown as a transition phase and a healthy one. It also appears to be well managed although exposed to accidents 
along the way. We anticipate continued monetary and fiscal stimulus next year and are hopeful that 2016 will be another successful year 
in the transition process. We expect the Chinese growth rate to slow down but likely not below 6%. 

 What about U.S. vs. Canadian Equity? Which one do you favor for 2016?
Although we favour economic growth in the U.S. over Canada in 2016, we believe that most of the good news are baked into U.S. stock 
valuations while Canadian equities have been overly punished for weakness in commodity prices. We therefore would overweight Canadian 
equities going into 2016, although this approach may not work in the early part of the year.

Similarly, emerging markets equity have been overly punished by dropping commodity prices and a strong U.S. dollar. We expect a 
sustained rebound to start in 2016 although, once again, it may not start until well into 2016.

ASSET MIX
 Which asset mix do you recommend for 2016 from a benchmark portfolio of 40% bonds, 

30% Canadian Equity and 30% Global Equity?
Our views can be summarized as follows:

• We are underweighting fixed income vs. equities (we 
recommend a 36% weight compared to a 40% target).  
In fixed income, we favour exposure to credits and are 
slightly short duration.

• We have an overweight to Canadian equities (we 
recommend a 33% weight compared to a 30% target), 
and slightly favor growth biased stocks over dividend 
payers. 

• We have a less pronounced overweight to global equities 
(we recommend a 31% weight compared to a 30% target), 
and similarly to our Canadian exposure we have a slight 
bias towards growth equities versus dividend payers. 
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This document includes information concerning financial markets that was developed at a particular point in time. This information is subject to change at any time, without notice, and 
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