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K E Y  T A K E A W A Y S

The potential for an outbreak 

in hostilities between the U.S. 

and Iran is a major risk factor 

for the markets

Although the U.S. market cycle 

is significantly over-extended 

compared to past expansions, 

that doesn't mean it has to end 

anytime soon

The S&P/TSX Composite 

returned +2.4% in Q4 and 

+19% over the past 12 months, 

making 2019 the best year for 

the index since 2009.

In the coming year, Canada's 

challenges will include its high 

household debt and the uncer-

tainty surrounding global 

manufacturing.

The Conservative Party's 

resounding win in the U.K.'s 

December election has created 

the conditions for a boost in 

Eurozone business confidence.

For investors, January is always a good time 
to step back and review the performance of 
the markets over the previous 12 months. 

Following a deep pullback at the end of 
2018 that caused the S&P 500 to close the 
year with a negative return, 2019 began 
with a sharp bounce. Subsequently, despite 
a couple of setbacks in spring and summer, 
the market rally continued throughout the 
year, with the S&P 500 finishing 2019 at 
+29%, its best performance since 2013.

This time last year, few close observers of 
the investment landscape would have 
predicted such a strong year for equities.

There were numerous headwinds to con-
tend with, from Brexit to U.S political uncer-
tainty to the U.S.-China trade war. In addi-
tion, the U.S. economy was – and still is – in 
the late-cycle phase of an extended bull 
run, with most other major economies 
similarly in their late-cycle phases.

More than once during the year, recession 
fears spiked, including when global manu-
facturing data contracted and again when 
the U.S. yield curve inverted.

However, the shift by the Federal Reserve 
and other central banks to dovish mone-
tary policy helped soothe economic con-
cerns and, by extension, encouraged inves-
tor confidence.
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Risk factors

A key risk factor for global growth going forward is the sudden ramp-up in hostilities 

between the U.S. and Iran, resulting from the assassination of Iranian general 

Qassem Soleimani.

For now, investors appear to believe war is unlikely. This is evidenced by the price of 

oil, a safe-haven asset in times of international turmoil, remaining below the level it 

reached last September after a missile attack knocked out half of Saudi Arabia's oil 

production

Other headwinds include the fact that the U.S. and international business cycles will 

only become more elongated as the year progresses, and 2020 is a U.S. presidential 

election year.

Global outlook

Given these conditions, the global markets over the next 12 months will be chal-

lenged to replicate the remarkable asset price gains and low volatility of 2019.

However, since the central banks are likely to continue easing until they encounter 

inflationary pressure, the current "mini-cycle" recovery is poised to continue at least 

into the first part of 2020.

Once inflation rears its head, the banks will be forced to impose tighter monetary 

policy, and this will reignite fears of the "major cycle" recession that's lurking some-

where on the horizon.

Whether this scenario plays out in 2020 or beyond is the question investors have to 

be asking themselves.
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At this time, the global economy remains sluggish, but it's not all gloom and doom. 
While China's policymakers are not prioritizing growth, they're being watchful 
through their fiscal and monetary support to maintain stability. Similarly, in Europe, 
some indicators of business confidence and manufacturing have stopped declining, 
suggesting the region's influential economies, such as those of Germany and Italy, 
could be headed towards improvement.

Also, with the Conservative Party in the U.K. holding a majority following the Decem-
ber election, the political uncertainty around Brexit has stabilized somewhat, creating 
conditions for a boost in Eurozone business confidence.

Canada at a crossroads

The S&P/TSX Composite returned +2.4% in Q4 and +19% for the year, making 2019 
the best year for the index since 2009. The information technology sector led the 
way, gaining +60.2%, the best annual return for any sector in the past decade.

In the coming year, Canada's challenges will include its high household debt and the 
uncertainty surrounding global manufacturing.

Over the past 12 months, Canada's central bank, the Bank of Canada, was an outlier 
in that it refrained from cutting interest rates. But having failed to meet its 2019 
growth forecast of 2.1% (the projection had already been downgraded to 1.7% before 
the year ended), the BoC may have no choice but to switch course and take a dovish 
stance in the year ahead.

United States snapshot

The current U.S. business expansion may be the longest in history, but that doesn't 
mean it has to end anytime soon.

Consumer spending continues to power the economy, amid a supportive environ-
ment of tight employment and reduced concern, for now, about the U.S.-China trade 
war. As well, low interest rates are keeping consumer debt service at a manageable 
level, while simultaneously spurring housing activity, a key driver of the domestic 
economy.
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The country's low unemployment and ongoing economic growth are factors that 

support Trump’s bid for a second presidential term, but the November election, 

nonetheless, can be expected to create significant market uncertainty and volatility.

What’s next?

As 2020 unfolds, potential dangers for investors include a rise in inflation, which 

would force the dovish central banks to tighten monetary policy, and the outbreak of 

conflict between the U.S. and Iran, which could throw the world economy and mar-

kets into turmoil. 

Getting Advice

Are you looking for additional perspective on the financial markets and how they 

might affect your portfolio? We encourage you to talk to us. Speak to your Financial 

Advisor or contact investor services at 1 800 608 7707.

M A R K E T  M O N I T O R   (Returns in CAD)

MARKET INDICATORS

S&P/TSX Composite

DJIA

MSCI World

MARKET CLOSE*

17066.12

28634.88

2363.12

*As of  Dec 31, 2019

2018 RETURN

 -11.64%

+2.63%

 -2.59%

2019 Q4

 +2.45%

+4.32%

+6.30%

2019  YTD

+19.15%

+16.99%

+19.55%
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