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Markets trend higher in the age of 
uncertainty 

Key takeaways  

Gains were seen across 
Canadian markets in 2019 

Our outlook for 2020 is 
relatively favourable  

A global recession is unlikely 
to take hold before 2021 or 
later 

We anticipate slow and 
steady economic growth, low 
inflation, and pro-growth 
policies 

Canadian value stocks 
remain attractive from a 
valuation standpoint 
compared with more 
expensive growth stocks 

Our portfolios remain slightly 
overweight equities 

We expect moderate 
corporate earnings in 
Canada

Q4 2019 review and outlook

Investment markets were in what we call an “age of uncertainty” in 2019. Trade 
tensions and recession worries, together with a host of other issues, created 
elevated economic, political and policy uncertainty all year. The viral narratives of 
the year were around global recession and political uncertainty even as markets 
trended higher. 

Canadian stocks, fixed income, oil, gold and the Canadian dollar all posted gains 
in 2019. Canadian investors haven’t seen such positive lockstep performance 
since the mid 1980s. 

2020 outlook: Slow and steady economic growth, low 
inflation and accommodative monetary policies

We are encouraged that central bankers are maintaining their more 
accommodative monetary policies. Low inflation allows central banks to remain 
proactive, but space to underpin global markets with interest rate cuts is limited. 
There is likely to be greater emphasis on fiscal policy to support growth.  

Over the next 12 months, we expect, at the most, one rate cut from the Bank of 
Canada, and it is not unreasonable to suggest there may be no rate cut over the 
period. Unlike many of its global peers, the Bank’s decision to leave rates on hold 
has left it in a solid position to backstop the economy with rate cuts if needed.  

Ratification of the US-Mexico-Canada Agreement is also expected to be a positive 
factor going forward and something that may help moderate uncertainty in the 
North American trade picture. 

Even the beleaguered Canadian energy sector is forecast to see better days in 
2020 as the Trans Mountain pipeline expansion moves ahead. Undervalued 
Canadian energy companies may prove to be an attractive opportunity.  

On balance, we are confident that a global recession is unlikely to take hold before 
2021 or later. 
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Canadian market and economic highlight 

Canadian value stocks 
remain attractive from a 
valuation standpoint 
compared with more 
expensive growth stocks  

Our portfolios are slightly 
overweight equities 

The S&P/TSX Composite 
Index, was up 3.17% in the 
fourth quarter of 2019 and 
up 22.88% for the year 

The FTSE Canada Universe 
Bond Index, finished the 
fourth quarter of 2019 down 
0.85% and up 6.87% on the 
year

Investment strategy highlights 

In Canada, value stocks remain attractive from a valuation standpoint compared 
with more expensive growth stocks. We expect corporate earnings to be 
moderate but still positive going forward and dividend yields to continue to 
garner interest. This supports our view that the relative attractiveness of equities 
versus government bonds remains compelling. We have maintained our 
portfolios to be slightly overweight equities. 

Market pricing still looks relatively attractive for some risky asset classes, 
especially versus cash and core fixed income. But high levels of uncertainty limit 
upside potential. At this stage, we think taking the carry—that is, the return from 
holding an asset over the longer term—in select fixed-income and equity 
markets makes sense. 

Global bonds have been great risk hedges, but we might need to move beyond 
core bonds to find effective diversification going forward. In the age of 
uncertainty, we need to be dynamic in how we build asset allocation and 
broaden our investment universe. 

Canadian stock and bond markets moved higher in 2019 

Canadian equities, as measured by the S&P/TSX Composite Index, were up 
3.17% in the fourth quarter and up 22.88% for the year. Canadian bonds, as 
measured by the FTSE Canada Universe Bond Index, finished the fourth down 
0.85% and up 6.87% on the year. 

S&P/TSX Composite Index and Sector Performance  
(period ended December 31, 2019) 

3-Month 1-Year 3-Year* 5-Year* 10-Year*

S&P/TSX Composite Index 3.17% 22.88% 6.89% 6.28% 6.90%

Communication Services 0.93% 12.97% 8.75% 8.84% 13.03%

Consumer Discretionary -2.34% 15.29% 5.94% 5.32% 11.96%

Consumer Staples -3.90% 14.36% 7.93% 8.72% 14.98%

Energy 7.08% 21.69% -2.58% -0.69% 0.59%

Financials 0.96% 21.36% 7.64% 8.75% 10.45%

Health Care -5.86% -10.91% 0.17% -28.82% 1.90%

Industrials 5.16% 25.53% 13.59% 9.87% 14.17%

Information Technology 10.83% 64.93% 29.59% 21.50% 7.20%

Materials 7.81% 23.85% 6.55% 6.16% -0.56%

Real Estate -2.44% 22.64% 11.65% 10.19% 13.38%

Utilities 1.98% 37.49% 11.52% 9.51% 8.67%

*Annualized rate of return 

Source: Bloomberg as at December 31, 2019. Performance stated in Canadian dollar total returns. 
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Q4 in review: Investor confidence in the age of 
uncertainty  

With China and the  
US—the world’s two biggest 
economies—at loggerheads, 
the possibility of markets 
reacting badly can’t be 
entirely discounted 

Canada’s minority 
government may have 
trouble governing a divided 
political landscape, 
something that could prompt 
market instability 

It makes sense to retain a 
pro risk investment strategy 
that favours a more 
aggressive, yet still 
measured, stance 

Investor confidence in the age of uncertainty 

The ability of today’s markets to perform in uncertain times suggests investors are 
confident that negative factors will be resolved at some point. Overall, we share 
this confident view of current markets, but there are notable caveats.  

Despite an initial phase one agreement in the ongoing US–China trade talks, we 
see this simmering conflict as having the potential to remain a drag on growth for 
the foreseeable future. With the world’s two biggest economies at loggerheads, 
the possibility of markets reacting badly can’t be entirely discounted. 

Political developments also have the potential to push positive news to the 
sidelines in unpredictable ways. The UK election has put Brexit on a more 
predictable path, but there are still many unanswered questions about what final 
form Brexit will take. Escalating tensions between the US and Iran also have the 
potential to impact markets. Closer to home, Canada’s minority government may 
have trouble governing a divided political landscape, something that could prompt 
market instability. 

The age of uncertainty 
Statistical measures of uncertainty are rising 

Source: Bloomberg, HSBC Global Asset Management, November 2019 

Why have investment markets performed so well?

First, much of the political uncertainty has come in the form of threats and 
sentiment, rather than actual policy action. Second, risk asset classes were 
already discounting bad news coming into 2019, following December 2018’s risk-
off phase as skittish investors avoided more aggressive investments. Third—the 
most important reason—has been the global pivot toward more accommodative 
monetary policy and the shift in interest rates that this created. 

Investors will likely continue to discount bad news 

So where are we finding opportunities? Being in the age of uncertainty doesn’t 
mean that investors should rush to a very defensive asset allocation, because this 
can be a costly strategy—as 2019’s impressive performance has shown. We 
believe it makes sense to retain a pro-risk investment strategy today that favours 
a more aggressive, yet still measured, stance. 
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