THE POWER OF DISCIPLINED INVESTING ®

Greystone Quarterly Market Update
ViewPoint

Q2-2018

Figure 1: S&P 500 Cumulative Returns Prior To
Cycle End (Six Months Before Recession)
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Commonly used terms within economic outlooks can
often be more impactful through the emotions they
induce versus their true meaning. For example, the
phrase “late cycle” is increasingly common in the
outlooks we read and hear about. The challenge for
investors is to check the meaning of late cycle against
loss-aversion instincts associated with the end of the
cycle, which follows. We remind ourselves of two
key points when setting Greystone’s current outlook.
First, late cycle does not equate to end of cycle, and it
is historically a period of strong market returns until
roughly six months before a recession. Second, debate
around late cycle growth is focused on the United
States with the rest of the world in the earlier stages of
a recovery.
We see signs of continued growth around the world,
albeit at a moderating pace. Financial conditions are
generally accommodative with low long-term interest
rates and tight corporate bond spreads. The United
States is healthy with very strong expected real GDP
growth in Q2, rising consumer sentiment and modest
but accelerating wage growth. Productivity and capital
expenditures are also showing signs of improving, which
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Source: Bloomberg. The National Bureau of Economic Research. US$ Returns.

are to a degree offsetting and will continue to be needed
to offset rising labour costs. The European Central
Bank is likely to keep rates low well into the future and
leading manufacturing indicators in Europe remain in
expansionary territory.
Corporations have sustained their progress with revenue
and earnings growth, albeit at a moderating pace. An
area of increasing focus for us is inflationary and cost
pressures that companies are increasingly facing.
Tight labour markets, climbing commodity prices and
protectionist policies are beginning to impact margins
for companies that are unable to pass through costs.
These pressures will likely persist as unemployment
rates progress lower.

The Canadian outlook is stable but more cautious.
Higher debt loads and mortgage rates may be resulting in
consumer fatigue. A lower Canadian dollar has also failed
to translate into an acceleration of exports reflecting a
lower structural potential for the export sector. Stability,
however, is provided to the domestic economy through
higher commodity prices, low unemployment rates and
population growth. If the global economy continues to
grow, we believe Canada may be able to rebalance while
maintaining positive economic growth. For investors, it is
also important to note that the Canadian equity market is
exposed to forces outside the domestic economy and will
also perform well if global growth continues.
Interest rates remain close to but still below our assessment
of fair value. In our view, 10-year yields will peak at modestly
higher levels of between 3-3.5% in the United States and 2.53% in Canada. We view the flattening of yield curves as a
normal function of tighter monetary policy.
Fears that the yield curve may be signalling a recession
appear premature, particularly as long-term rates remain
above shorter-term rates and there is a historical lag
between flat curves and recessions.
Our outlook is not dismissive of risks that build up as the
economic cycle progresses. We recognize that continued
growth is discounted into prices across many public and
private asset classes. Volatility and periodic sell-offs
will likely also be a fixture for investors over the coming
quarters. While we are less concerned about absolute equity
valuations, rising corporate debt levels are a preliminary
symptom of prolonged growth.
Geopolitically, the second quarter of 2018 shifted the stakes
as well. On the positive side of the ledger, a historic meeting
between the United States and North Korea reduces the
risk of conflict between nuclear powers. That risk has
been exchanged with the rise of Euroscepticism in Italy
and the escalation of trade rhetoric between the U.S. and
almost every other economic power in the world. While
the economic impact of trade barriers is negative, we do
not believe it is a catalyst for a global recession. An area of
risk we are keeping an eye on is emerging markets where
currency, interest rate and stock market indicators are
flashing signs of caution. If financial conditions continue
to deteriorate, the risk of a negative feedback loop into
developed markets will also rise.

In light of the current environment, we would require high
conviction in above consensus growth in order to increase
risk in our portfolios. In aggregate this is not the case as our
outlook for growth is similar to that of the markets. As a
result, our active asset mix decision remains biased towards
equities but with only a modest tilt. Regionally, we favour
U.S. and international equity exposure over Canadian
equities. The U.S. represents the strongest economic
fundamentals, while international markets benefit from a
very accommodative monetary policy.
Within debt markets, we are underweight duration and
continue to see strong opportunities in private commercial
real estate debt. Spreads available remain attractive when
compared to investment grade and high yield bonds. Strong
underwriting and strong security from underlying real
estate can create strong fundamentals relative to elevated
levels of corporate debt.
In client discussions around real assets, we are increasingly
hearing questions regarding capital inflows to private real
estate and direct infrastructure. Real asset valuations have
risen in recent years, which may reduce expected returns;
however, this challenge exists with public markets as well. In
a multi-asset framework, the absolute returns nature of real
assets can potentially add value while adding diversification
to a balanced portfolio of stocks and bonds. In our view,
the inaccessibility of real assets by many retail investors
and the private nature of these investments preserves this
strong relative investment and diversification case.
Effective deployment of capital is crucial at this phase of the
economic cycle in order to maintain healthy risk-adjusted
returns for real assets. Investors should focus on finding
additional pockets of inaccessibility in order to reduce the
competition for their capital, for example, deploying capital
in direct infrastructure and real estate investments on an
off-market basis.
We advocate for modest portfolio tilts towards return seeking
assets as our economic assessment sees continued growth
beyond the next 12-18 months. Through the maturation of
the cycle we do believe that strong asset selection will play
an increasingly important role for participating in growth.
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Multi-Asset Returns
Benchmarks
S&P/TSX
MSCI World (Net)1
MSCI Emerging Markets (Net)
Infrastructure2
IPD All Property3
Custom Mortgage Benchmark4
FTSE TMX Cda 91 day T-bill
FTSE TMX Cda Universe
FTSE TMX Cda LT Overall

Source: FactSet, Preqin, Greystone. As at Jun 30, 2018.
Returns in Canadian dollars, excluding Infrastructure (U.S. dollars). Gross of investment management fees. May be subject to rounding. Past performance is not necessarily a guide to future results.
1
MSCI, net of foreign dividend withholding taxes.
2
Infrastructure returns are the Preqin Infrastructure Quarterly Index up to Q4 2017 and are Greystone Infrastructure Fund (Canada) LP returns thereafter.
3
Real estate returns are the IPD All Property Index up to its most recent publication, Q1 2018 and are Greystone Real Estate Fund Inc. returns thereafter.
4
Custom Mortgage Benchmark: FTSE TMX Cda Short Term Overall 60%, FTSE TMX Cda Mid Term Overall 40% + 0.5% per annum.
This document is for informational purposes only. It is not meant as investment advice and is not an offer, solicitation or recommendation to purchase or sell any security. There is no assurance that any predictions or
projections will actually occur. Past performance is not necessarily indicative of future results. Commentary reflects the opinions of Greystone Managed Investments Inc. as of the date of the document. This document was
developed from sources believed to be reliable, but is not guaranteed to be accurate or complete.
Greystone claims compliance with the Global Investment Performance Standards (GIPS®). A GIPS® compliant presentation is available upon request. Greystone has been independently verified for the period January 1, 2000
to December 31, 2017. The verification report(s) is/are available upon request. Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS® standards on a firm-wide
basis and (2) the firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS® standards. Verification does not ensure the accuracy of any specific composite.
In Canada, Greystone is a registered portfolio manager, exempt market dealer and investment fund manager. Greystone is registered as an investment adviser with the Securities and Exchange Commission in the United States.
© Greystone Managed Investments Inc. All rights reserved.
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Greystone Managed Investments Inc.
With over $36 billion in assets under management1, we
proudly serve universities, pension funds, multi-employer
groups, endowments & foundations, insurance companies,
and non-profit organizations.
We are a private company, majority-owned by our employees
– over 95% of eligible employees are shareholders.2
Greystone has in-house expertise in the following areas:
MULTI-ASSET

ALTERNATIVES

• Balanced

• Real Estate

• Balanced Plus

• Infrastructure

• Target Date Plus
• Alternative Plus3

PRIVATE DEBT
• Mortgages

FIXED INCOME

PUBLIC EQUITIES

• LDI

• Canadian & U.S.

• Term

• International

• Plus

• Global

• Sector

• China

Proud of our
Prairie Roots

FOR FURTHER INFORMATION PLEASE CONTACT:
Toll Free: 1.800.213.4286
Email: inquiries@greystone.ca

REGINA (HEAD OFFICE)
300 Park Centre
1230 Blackfoot Drive
Regina, Saskatchewan S4S 7G4
Canada
TORONTO
77 King Street West
Suite 4510, TD North Tower
Toronto, Ontario M5K 1J3
Canada
WINNIPEG
201 Portage Avenue
Suite 1907
Winnipeg, Manitoba R3B 3K6
Canada
HONG KONG
Suite 1, 12/F
International Commerce Centre
1 Austin Road West, Kowloon
Hong Kong

As at Jun 30, 2018.
An eligible employee is defined as contributing one or more years of service to Greystone.
3
The Greystone Alternative Plus Solution is an integrated open-ended alternatives mandate
where a client invests in the Greystone Infrastructure Fund (Canada) LP, the Greystone Mortgage
Fund and the Greystone Real Estate Fund Inc. or the Greystone Real Estate LP Fund. Greystone
holistically manages the underlying cash flows and liquidity of the allocation as well as the asset
mix between the underlying strategies.
1

2
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