
For the month ended May 31, 2016

 S&P/TSX higher. Canada’s primary equity market had another positive month, 

gaining 114 points to close out May at 14,066, a 0.8% increase. Most of the 

Composite’s rise was due to a rally in energy as well as strong hawkishness 

indications by the U.S. Federal Reserve’s towards moving their interest rates, 

which added some fuel for equities to run higher. 

 Loonie declines. During the month, the Loonie gave back recent gains as 

economic data were weaker than expected. By month’s end, the dollar lost three 

and 36/100ths cents to close at US76.28 cents per Canadian dollar, a decrease of 

4.2%, despite continued strength in oil. Adding to our currency’s decline was the 

rise in the greenback on the robustness of the U.S. economy. 

 Gold plummets. Gold fell hard in May, as the Federal Reserve positioned itself to 

increase interest rates as soon as their next FOMC meeting in June, which sent 

investors exiting the safe-haven asset. At the end of May, gold shed US$79.82, or 

-6.2%, to close at US$1,215.88 per ounce. Even with the month’s decline, the 

yellow metal continues to be one of the best performing assets of the year with a 

price return of 14.7%. 

 Oil gushes again. May rode the strong April performance for the commodity as 

West Texas Intermediate (WTI) crude rose again by 6.3%, or US$2.88, to end at 

US$48.85 a barrel. Production cuts, albeit temporary, at key global producers 

helped alleviate the supply glut that’s persisted since late 2014 – which pushed 

oil higher to over 31% gain for the year. 

 No change in interest rates. The Bank of Canada left its key trend setting rate 

at 0.5%, unchanged from its last monetary policy meeting. 

 Unemployment rate holds. Statistics Canada reported a loss of 2,100 jobs in 

April, but it did little to change the jobless rate for the month, which held at 

7.1%. 

 Inflation gains. Higher food prices and housing costs helped push prices higher 

in April. 

 Manufacturing sales dips. For the second month in a row, manufacturing sales 

fell, dropping 0.9% in March, due to lower transportation equipment and metal 

sales. 

 U.S. Q1 GDP revised up. U.S. Q1 GDP growth was revised up from its initial 

estimate of 0.5% to a seasonally adjusted annual rate to 0.8% according to the 

Commerce Department. 

 June rate hike on the table. According to the April meeting minutes, the 

Federal Reserve signaled that a June rate hike can happen 

 U.S. CPI rises. According to the Labor Department, consumer inflation 

continued to build as Consumer Price Index (CPI) increased by 0.4% in April 

after climbing up 0.1% in March. 

 Euro-zone remains in deflation. Prices within the 19-member region fell again 

in May. After a 0.2% drop in inflation in April, the Eurostat reported that inflation 

in May dropped again, albeit at a lower -0.1%. 

 China exports and imports fall. Both exports and imports in China fell in April, 

bringing back concern of the health of the world’s second largest economy. 

 Japan’s economy fare better than expected. Japan’s economy dodged a 

recession with reported growth for the first quarter. 

 

 

 

 

 

 

  

Index/Commodity/Currency 

Close Month Change YTD Change 

S&P/TSX Composite 

14,065.78 144.33 1055.83 

 0.8% 8.1% 

BMO Nesbitt Burns Small Cap 

773.04 2.38 122.86 

 0.3% 18.9% 

Dow Jones Industrial Average 

17,787.20 13.56 362.17 

 0.1% 2.1% 

S&P 500 

2,096.96 31.67 53.03 

 1.5% 2.6% 

NASDAQ Composite 

4,948.05 172.69 -59.36 

 3.6% -1.2% 

MSCI-EAFE Index 

1,667.84 -25.34 -48.43 

 -1.5% -2.8% 

WTI Crude Oil (per barrel, in $US) 

48.85 2.88 11.78 

 6.3% 31.8% 

Gold (per ounce, in US$) 

1,215.88 -79.82 155.38 

 -6.2% 14.7% 

Canadian Dollar (¢ per US$) 

76.28 -3.36 4.10 

 -4.2% 5.7% 

Sources: Bloomberg, PC Bond 



 No change in interest rates. The Bank of Canada left its key trend setting rate 

at 0.5%, unchanged from its last monetary policy meeting. This was expected by 

analysts as the central bank reported first quarter growth was on par and 

expected short term growth to be weak due to the wildfires in Alberta. Also 

factoring into their decision is general inflation, which remains below the Bank of 

Canada’s desired 2% target, while core inflation hold steady above the 2% level. 

 Unemployment rate holds. Statistics Canada reported a loss of 2,100 jobs in 

April, but it did little to change the jobless rate for the month, which held at 

7.1%. The manufacturing sector was the hardest hit as 16,500 jobs were shed 

despite the low Loonie. Geographically, Alberta suffered the most losing another 

20,800 positions on persistently depressed oil prices and the massive wildfire in 

Fort McMurray. 

 Inflation gains. Higher food prices and housing costs helped push prices higher 

in April. The consumer price index rose 0.3% for the month, as seven of the eight 

sectors tracked rose led by an 11.7% increase in fresh vegetables. Annually, the 

inflation rate surged to 1.7% from 1.3% in March, in line with expectations. 

While, core inflation rose to 2.2%, up 0.1% in April. 

 PPI falls. The Producer Price Index (PPI) fell again by 0.5% in April, following a 

March decline of 0.6%. Lower prices in autos, metals, and electronics were more 

than enough to offset gains seen in the energy and petroleum products during the 

month. On an annualized basis, the PPI is lower for the third month in a row 

falling to 1.6%. 

 Manufacturing sales dips. For the second month in a row, manufacturing sales 

fell, dropping 0.9% in March, due to lower transportation equipment and metal 

sales. The reading was better than expected, as analysts forecasted a drop of 

1.8%, with 16 of the 21 sectors tracked seeing declines. With their latest report, 

Statistics Canada revised lower their February number to -4%, the largest fall in 

seven years. 

 Wholesale sales fall. Led by a decline in autos and food sales, March wholesale 

sales dropped 1% for the month to $54.6B. Earlier expectations called for a 

decline of 0.5% and along with a revised February reading to -2.3%, down from -

2.2%, signed a slowdown in the country’s economic output. Of the seven sectors 

followed, five declined with gains seen in machinery, equipment and supplies. 

 Retail sales decline. Consumers had a tighter grip on their pocketbooks as 

March retail sales were softer than forecasted. During the month, sales were 

down 1% nationally, worse than the 0.6% expected. Auto sales were mainly to 

blame followed by home furnishings and then gasoline receipts.  

 Manufacturing PMI rises. RBC’s PMI index on the manufacturing sector saw a 

bounce back in April as business conditions improved with increased output and 

new orders. For the month, the index expanded to 52.2 from 51.5, the second 

straight month of expansion above the 50-threshold and the strongest reading 

since December 2014. Expectations for the month were for a decline to 51.3, so 

this month’s number was a pleasant surprise. 

 Canada Housing: 

o Housing starts drop. The number of new homes breaking ground fell in April 

to a three month low led by declines in Ontario and Quebec. For the month, 

CMHC reported just over 191K starts on a seasonally adjusted basis, down from 

March’s 202K. Factors such as weather and volatility in higher density buildings 

contributed to the drop with expectations of the wildfires in Alberta expected to 

further skew future data. 

o New home prices rise. The hot markets of Toronto and Vancouver continue 

to drive home prices higher in March. Statistics Canada reported prices rising 

0.2%, topping expectations of a 0.1% increase, and matching gains seen in the 

previous month. On an annualized basis, prices rose 2%, the largest increase 

since April 2013. 

o Building permits decline. The value of building permits issued fell in March 

by 7% to $6.9B after a 15.3% gain in the month previous. Most of the decline 

was attributed to a 22.8% drop in the non-residential sector with lower demand 

for commercial buildings. Residential permits helped offset the drop, rising 

4.8%, with increases led by Ontario and B.C. 

 

 

  

S&P/TSX Composite Index 

Sector Snapshot 

Sector 
Month 

Return 

YTD 

Return 

Weight 

(%) 

Energy 1.29 15.59 19.8 

Telecoms 3.46 10.70 5.5 

Industrials 1.30 5.68 8.0 

Consumer 

Staples 
3.24 3.77 6.4 

Utilities 3.07 10.41 2.4 

Financials 1.32 5.91 37.5 

Consumer 

Discretionary 
3.24 3.77 6.4 

Health Care -6.75 -64.97 1.0 

Materials -6.65 33.63 11.9 

Information 

Technology 
8.32 1.10 3.0 

 

 



 U.S. markets positive for May. The S&P 500 index, Dow Jones Industrial 
Average, and Nasdaq all posted gains during the month as investors returned to the 
equity markets following rate comments from the Federal Reserve. By the end of 
May, the S&P 500 gained 1.5% to finish at 2,097, while the Dow advanced 0.1%, 
ending the week at 17,787. The tech-heavy Nasdaq was the biggest gainer, up 
3.6% to 4,948; however, it remain the only major U.S. market still at negative with 
a-1.2% YTD. 

 U.S. Q1 GDP revised up. U.S. Q1 GDP growth was revised up from its initial 
estimate of 0.5% to a seasonally adjusted annual rate to 0.8% according to the 
Commerce Department. Economists expected the figure to be revised up to 1%. 
GDP was reported to be expanding at a 1.4% pace in the last quarter. 

 June rate hike on the table. According to the April meeting minutes, the Federal 
Reserve signaled that a June rate hike can happen, referencing the following quote: 
"Most participants judged that if incoming data were consistent with economic 
growth picking up in the second quarter, labor markets continued to strengthen, 
and inflation making progress toward the committee's 2 percent objective, then it 
likely would be appropriate for the committee to increase the target range for the 
federal funds rate in June." This statement surprised the market, as the majority of 
investors ruled out the possibility of a June rate hike. 

 U.S. CPI rises. According to the Labor Department, consumer inflation continued 
to build as Consumer Price Index (CPI) increased by 0.4% in April after climbing up 
0.1% in March. Year-over-year, CPI advanced by 1.1% in April, while economists 
forecasted CPI to increase by 0.3% month-over-month and 1.1% year-over-year. 
Core CPI, which excludes food and energy costs, increased by 0.2% month-over-
month and 2.1% year-over-year in April.  

 U.S. labor market growth slows. The U.S. economy added the fewest number of jobs in seven months, showing some fatigue 
of the labor market that had been a bright spot for the economy. The Labor Department reported that non-farm payrolls 
increased by 160,000 in April, the smallest gain since September last year. It also missed economists’ forecast for an increase of 
202,000. The unemployment rate remained at 5%, in line with economists’ estimate. 

 U.S. retails sales rises. U.S. Consumers bought more in April, as reported by the Commerce Department, which saw retail 
sales up 1.3% to a seasonally adjusted rate of $453B, more than the 0.8% increase forecasted by economists and the largest 
increase since March 2015. The sales surge was led by autos, gasoline stations, and non-store retailers (e.g. Amazon), with 
year-over-year retail sales up 3% in April. 

 U.S. consumer sentiment rises. Consumers were feeling more confident in May according to the final reading of the 
University of Michigan consumer sentiment index. May’s final reading was reported to be 94.7, up 5.7 points from April’s 
reading, bit it was slightly lower than economists’ forecast for a reading of 95.0. It was the highest reading since last June. 

 U.S. durable goods orders increase. Orders for durable goods surged in April, while core durable goods orders declined. The 
Commerce Department reported that orders for durable goods rose 3.4% in April, a lot higher than economists’ forecast for a 
rise of 0.5%. However, core capital goods orders, which exclude aircraft, dropped 0.8% in April, missing economists’ estimate 
for a rise of 0.4%. It was the third straight month of decline for core capital goods orders. 

 U.S. factory orders rebounds. New orders for manufactured goods rebounded in March. The Commerce Department reported 
that new orders for manufactured goods increased by 1.1% in March after falling a revised 1.9% in February, higher than 

economists’ forecast, for an increase of 0.6%. Core capital goods, which exclude aircraft and were seen as a measure of 
business confidence, rose 0.1% in March. 

 ISM manufacturing index falls. The Institute for Supply Management (ISM) reported its index of manufacturing activity fell to 
50.8 in April from March’s 51.8. However, it was the second straight month the gauge remained above the 50 mark. Stubbornly 
low oil prices and a strong U.S. dollar had depressed the manufacturing sector, but the recent turn in tide may provide some 
momentum for the sector. 

 ISM services index rises. The service sector in U.S. grew faster in April according to the ISM service index. The Institute of 
Supply Management (ISM) reported that its service sector index rose to 55.7 in April from March’s 54.5, beating economists’ 
estimate for a reading of 54.7.  

 U.S. Housing News: 
o Home prices in U.S. jumps. Home prices across U.S. jumped in March according to the S&P/Case-Shiller Home Price 

Index. The index showed that home prices in the 20 major cities surged by 5.4% year-over-year in March, matching 
economists’ estimate. Increasing wages and low mortgage rates have been fueling the price increases. 

o U.S. new home sales surge. New home sales in U.S. jumped in April with median home price surging to record levels. The 
Commerce Department reported that new home sales in April jumped 16.6% from the previous month to a seasonally 
adjusted annual pace of 619,000 units. It was the fastest pace since January 2008. Median price of a new home rose 9.7% 
year-over-year to $321,000, the highest level on record. 

o U.S. pending home sales jump. Pending home sales surged to its highest level in a decade according to the data reported 
by the National Association of Realtors. The pending home sales index increased by 5.1% in April to 116.3, the highest level 
since February 2006. Economists expected pending home sales to rise by 0.6% only. Year-over-year, pending home sales 
were up 4.6%. 

o U.S. housing starts and building permits increase. Both U.S. housing starts and building permits increased in April, 
according to the Commerce Department.  Housing starts rose 6.6% to a seasonally adjusted annual pace of 1.17 million 
units, higher than economists’ anticipated increase to a 1.13 million-unit pace. Building permits increased by 3.6% to a 1.12 
million-unit pace, which slightly lagged behind housing starts in the past three months. 

o U.S. existing home sales increase. Existing home sales rose more than expected in April, with the National Association of 
Realtors reporting an increase by 1.7% to an annual pace of 5.45 million units, compared to March’s 5.36 million-unit rate. 
Economists were expecting existing home sales rising to an annual pace of 5.40 million units, while year-over-year, sales 
increased by 6% in April.  

 

 

 

 

  

 

 
 

 

 



 Euro-zone remains in deflation. Prices within the 19-member region fell again in May. After a 0.2% drop in inflation in April, the 
Eurostat reported that inflation in May dropped again, albeit at a lower -0.1%. Core inflation, which excludes food and energy prices, 
rose slightly from April’s 0.7% to 0.8%. Both figures were in line with economists’ expectations. 

 Euro-zone retail sales drop. Retail sales within the Euro-zone dropped for the first time in five months in March. March retail sales 
were 0.5% lower in March than in February, the sharpest month-over-month fall since July 2014. Economists expected retail sales to 
fall by only 0.1%. Year-over-year, retails sales were 2.1% higher compared to March 2015.   

 Euro-zone ‘flash’ PMI drops. The ‘flash’ composite PMI of the Euro-zone fell to a 16-month low in May and missed forecast, an 
indication that the expansion showing in the first quarter could be short-lived. Data provider Markit reported that the ‘flash’ 
composite purchasing manager index (PMI) of the 19-member bloc dropped from April’s final reading of 53.0 to 52.9 in May; 
economists expected a rise to 53.2. France and Germany posted gains, but growth in the other 17 countries showed weakness. 

 Euro-zone industrial production falls. Industrial production within the 19-member zone dropped more than expected. Eurostat 
reported that industrial production fell by 0.8% in March, a much deeper fall than the 0.2% economists had anticipated. February 
also saw a big drop in Industrial production, declining by 1.2%.  

 China’s consumer inflation holds steady. Consumer inflation held steady in China last month according to data released by the 
National Bureau of Statistics. The consumer price index rose 2.3% year-over-year in April, matching March’s increase. Economists 
expected the inflation gauge to rise between 2.2% to 2.4%. Food prices were the biggest factor of the increase, rising 7.6% year-
over-year in April. 

 China exports and imports fall. Both exports and imports in China fell in April, bringing back concern of the health of the world’s 
second largest economy. Exports fell 1.8% year-over-year in April, more than the 0.1% decline forecast by economists. Imports 
dropped by 10.9% year-over-year, the 18th straight months of decline and was deeper than economists’ estimate of a 5% fall. 

 China PMIs of manufacturing and service fall. The Caixin manufacturing purchasing managers’ index (PMI) fell for the 15th 
consecutive month in May to 49.2, dropping from April’s 49.4. It was the lowest reading since February. The Service PMI also fell, 
dropping from April’s 53.5 to 53.1 in May. A reading above 50 indicates that the sector is expanding. 

 Japan’s economy fare better than expected. Japan’s economy dodged a recession with reported growth for the first quarter.  
The Cabinet Office reported that the world’s third largest economy grew by an annualized 1.7% in Q1, handily beating economists’ 
forecast for a much smaller growth of 0.2%. Private consumption, which accounts for 60% of the economy, provided the boost by 
jumping up 0.5%, more than double the estimate by economists.  

 Japan exports and imports slump. April export and import data showed that Japan’s economy remained sluggish. Overall exports 
fell 10.1% year-over-year in April as a strong yen and weak global demand was hurting exporters. Exports to Asia, which accounts 
for half of Japan’s exports, fell 11.1% year-over-year in April. Imports shrank by 23%, an indication that domestic demand was also 
weak.   

 Japan to post-pone sales tax hike. Prime Minister Shinzo Abe decided to delay the proposed sales tax hike for the second time. 
Originally planned for October 2015 to raise the sales tax from 8% to 10%, the plan was delayed to April 2017, now Mr. Abe 
announced that it would be post-poned for the second time to October 2019, due to the current economic environment. 

 
Key Take-aways: 
 Despite all the efforts by the Bank of Canada (BoC) to jumpstart the economy, major events continue to disrupt the recovery. After 

two surprise rate cuts by the BoC in 2015 in response to falling oil valuations, the economy appeared to be on the mend until prices 
fell again to a 12-year low early in 2016, which dragged down the Canadian dollar to its lowest point since 2002. Since oil’s 
bottoming in March, it’s gained over 85% in value, making the Loonie one of the top currencies for the year and fueling the 
economy. Then the Fort McMurray wildfires occurred. As it is too soon to determine the implications of the disaster, it’s expected to 
cut Q2 GDP to nil or even negative. However, annually, national GDP may be little changed as rebuilding and reconstruction of the 
region takes place and should help the economy rebound in the third and fourth quarters of 2016. 

 After hitting a 12-year low in February, markets began to accept cheap oil as the new norm that will continue to persist for a few 
more years. This proved to be a detriment to the Canadian economy, which ebbs and flows with the volatility of oil. A combination of 
continued production by global producers and waning demand from slowing economies (in particular China) saw valuations fall in late 

2014. However, to the surprise of many, crude bounced back from the early 2016 lows, as lower production in the U.S. and outages 
in Venezuela and Nigeria sent prices to close at a six-month high with impressive multi-week rallies seen recently. Contributing to 
this is Alberta’s wildfires which have taken almost 1M barrels per day out of global markets.  Nonetheless, these short term obstacles 
will not solve the supply glut problem, as the solution must involve OPEC members, who have failed to come to any agreements thus 
far. 

 Will it happen? Following the release of the minutes from the FOMC’s April meeting, the hawkish tone surprised many industry 

observers and signaled a move toward a possible rate hike at their next meeting in June. Bets were calling for an increase but later 

in the year. In the minutes, the Federal Reserve iterated inflation and employment data must remain favourable and that they will 

continue to monitor global market volatility, PBOC’s foreign exchange activities, as well as the outcome of “Brexit” or Britain’s 

referendum on their membership in the EU. It’s obvious that the month of June will be closely watched by the markets. 
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