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•   With tightened financial conditions and a synchronized global growth slowdown, both the Fed and Bank of Canada will be 
     cautious in raising rates this year. 

•   In the U.S., quantitative tightening may continue to exert upward pressure on the long end of the curve. 

•   As valuations increasingly become attractive, and we move late in the cycle, high-quality investment grade credits should 
     continue to provide a good hedge against higher interest rates and ongoing global economic uncertainties.

•   Despite the back up in rates, Canadian fixed income posted modest positive returns in 2018.
 
•   Active management will become increasingly necessary to take advantage of fixed income market opportunities. 

Summary

Fixed Income Outlook 2019:
The long and short of it
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In Canada, 2018 was actually a decent year. Despite significant headwinds from the NAFTA renegotiations, the Canadian 
economy rolled along at a reasonable pace in 2018, on track to post a 2.5% growth, with the help from government and 
business spending. This occurred despite a retrenchment in consumer spending, as a result of higher interest rates and a 
still-elevated household debt burden. We expect this trend to continue, as consumers struggle to find excess cash to spend. 
However, we see business and government spending continuing to lead the way, and the economy should also get an export 
boost from the e�ects of the low valued  Canadian dollar, relative to the USD. Commodities, including oil, are expected to 
remain under pressure in the first half of 2019, as the global economy struggles with tepid growth. 

Canadian headline inflation slowed to 1.7% by November 2018, but is expected to pick up slightly in 2019 to be between 
1.8%-2.0% as the low Canadian dollar raises import costs. Meanwhile, Canadian GDP is seen growing around 2% for the year. 
With this backdrop, we believe that the Bank of Canada is likely to more or less stay on the sidelines until the second half of 
2019.

Canada: consumers hand the baton to government and business

Last year was notable for global growth diverging, with the U.S. breaking away from other key countries. By contrast, 2019 
should see a synchronized global growth slowdown, as the U.S. loses momentum. The last few weeks have driven home the 
reality of how much the global economy is struggling under the weight of the U.S.-China trade dispute. In fact, recent data 
out of China shows that it may be slowing at a quicker pace than previously estimated. 

The economic backdrop

Europe’s growth woes are readily apparent. The UK is showing a sharp GDP slowdown to the tune of +0.1% 
quarter-over-quarter in Q4, from a +0.6% quarter-over-quarter growth in Q3. Unfortunately, the British outlook is also 
clouded by continued uncertainty over Brexit. Politicians continue to squabble over the final outcome, while the E.U. has 
expressed reluctance to show any more flexibility on the most contentious issues.  In Italy, parliament passed their final vote 
on the budget at the end of 2018, although significant di�erences remain between the Italian government and the EU on 
how to execute this budget, without jeopardizing economic stability. The pressure on risky assets and the resulting tightening 
in financial conditions from the above factors could put further pressure on GDP growth across the EU.  

European woes

The U.S. economy is coming o� a stellar year, which saw growth to the tune of 3.5%, induced by the e�ects of large tax cuts, 
as well as the repatriation of cash from overseas. Although current readings on job growth and wages still look robust, there 
are signs that tighter financial conditions are contributing to both a housing slowdown, as well as slower business 
investment. Political risks remain elevated, particularly because the aforementioned U.S.-China trade tensions may take 
longer to resolve. U.S. growth is expected to slow this year, but still be above potential, coming in around the 2.4%-2.6% 
range. Core inflation will likely average around 2% for 2019, with a slight risk of overshooting to the upside, in the event that 
trade tensions persist for longer than anticipated.

Regarding monetary policy, we see the Fed maintaining its balance sheet runo� to the tune of $50 billion USD per month, 
which should automatically put some upward pressure on longer term yields. As it concerns the short end of the curve, 
however, we think the central bank will be cautious, given that they’ve already indicated that rates are close to neutral. Add in 
the tightened financial conditions of recent months, we  believe that one to two rate hikes from the Fed is the most likely 
scenario.

U.S. still positive but slowing

The year 2018 ended with higher short-term interest rates and heightened volatility across equity markets. For 2019, we 
expect the latter to continue, as markets will need to reconcile lower global growth, as well as a bear flattened yield curve.
 
We have seen a sea of change in rate expectations over the last few months: the U.S. Treasury market, which had been pricing 
one hike for each quarter in 2019, now sees no further hikes from the Fed this year. While the U.S. central bank did raise its 
policy rate by 25 bps in December, this hike was very much a dovish one: The Fed indicated that they were close to neutral, 
and through the closely-watched dot plots, suggested they would only raise rates twice in the coming year. 

Volatility returns and hawkish expectations disappear 



FAM119 01/19 // PAGE 3FOR INVESTMENT PROFESSIONAL USE ONLY

The information contained herein is intended for use by investment professionals only and this document is not to be distributed to investors. Securities laws in 
the provinces and territories of Canada prohibit such distribution. The information contained herein is intended for investment professionals for general 
information only and is compiled from sources believed to be reliable, but no representation or warranty, express or implied, is made as to its accuracy. All 
opinions contained in the document and/or commentaries and/ or expressed by portfolio managers are subject to change without notice and are provided in 
good faith without legal responsibility. This document and comments are (i) not intended to provide specific financial, tax, insurance, investment, legal or 
accounting advice and should not be relied upon in that regard, (ii) may be the opinion(s) of an individual only and are not necessarily those of Foresters Asset 
Management (FAM) or their a�liates, and (iii) do not constitute a specific o�er to buy and/or sell securities or insurance. FAM and their a�liates cannot guarantee 
the accuracy or completeness of information presented and accept no responsibility for any loss arising from any use of or reliance on such information. Certain 
statements in this market commentary may be viewed as forward-looking statements. Any statements that express or involve discussions with respect to 
expectations, beliefs, plans, intentions, projections, objectives, assumptions or future events are not statements of historical fact and may be forward looking 
statements. These forward-looking statements are subject to a number of risks and uncertainties that could cause actual results or events to di�er materially from 
those reflected in the forward-looking statements, including as a result of changes in the general economic or political environment and changes in applicable 
legislation. Accordingly, readers are cautioned not to place undue reliance on such statements due to the inherent uncertainty therein. Except as required by 
applicable securities laws, forward-looking statements speak only as of the date on which they are made and Foresters Asset Management undertakes no 
obligation to update publicly or otherwise revise any forward-looking statement whether as a result of new information, future events or other such factors 
which a�ect this information.

The recent repricing of risk assets due to higher rates means that overall valuations are not as stretched as they were in early 
2018. Investment grade corporate spreads have widened across the board, as the Government of Canada curve has “bear” 
flattened. Indeed, Canada currently sports one of the flattest curves among the most developed economies. As political risks 
stay elevated, we expect corporate spreads to widen slightly in the first half of 2019, before trading within a narrow range, as 
valuations become more attractive and the future interest rate path becomes clearer.
 
We believe that as valuations do become attractive, high-quality investment grade credits will continue to provide a good 
hedge against higher rates and ongoing global economic uncertainties.  For example, 10-year corporate BBBs spreads are 
now north of 200 bps higher than government bonds, which presents excellent value for investors. 

Fixed income market outlook 2019

At the long end of the curve, the case for rates moving higher is that the Fed continues with its quantitative tightening 
program, reducing its balance sheet by $50 billion USD per month.  That said, corporate and institutional investors (such as 
insurance companies and pension funds) have been on a buying spree and have seemingly capped and contained rates as 
attractive yields (i.e. above 3%) present themselves. At the short end, there is less reason to expect higher rates, given 
tightened financial conditions and slowing growth. 

Is there a case for rates moving higher?

We see a few reasons why now might be a good time to look at Canadian fixed income allocations in client portfolios, with 
a particular view towards corporate debt. First, the Canadian dollar is weak, making unhedged non Canadian dollar bonds 
less attractive. Second, spreads are providing roughly 50% of the all-in yield. Third, even if there are some defaults in 
non-investment grade credit, debt issued by high-quality investment grade companies with low leverage should still perform 
well. 

What does this mean for investors?

We think there’s at least a few compelling arguments here. For starters, institutional pricing for our imaxx™ F class retail bond 
funds (namely the imaxx Canadian Bond Fund and the imaxx Short Term Bond Fund) means we’re e�ectively on par and have 
a comparable o�ering to passive vehicles. We believe, and can demonstrate, that we’ve outperformed our benchmark after 
fees, something that’s not possible with passive ETFs. FAM has the ability to purchase products such as securitized debt, 
which is not available to ETF investments, giving us the opportunity to outperform. Finally, FAM has a significant institutional 
background and experience. We know how bond investing works and what our goal is: to eke out small incremental returns 
while preserving capital and generating income. To back this up, we have a demonstrable 16-year track record that we can 
point to.  There is simply no substitute for knowledge and experience. 

Why Foresters Asset Management? 


