
For the month ended July 31st, 2016

 S&P/TSX rises. Canada’s main equity index inched closer to its all-time high set 
in August 2014 as the TSX gained with the recent surge in equities and continued 
accommodation by the world’s central banks. On the close, the TSX Composite 
gained 518 points, or 3.7%, to end at 14,583. However, weak data reported has 
started to cast a dark cloud on the global economic health and a possible slowdown 
in growth. 

 Loonie lower. With the retreat in oil prices, so too did the dollar. However, the 
biggest impact on our currency was the disappointing GDP for the month of May, 
indicating the effects of Fort McMurray on the economy. During the month, the 
Loonie fell 83/100ths of a U.S. cent to close at US76.59 cents per Canadian dollar, a 
decline of 1.1%. In addition, a flight to the safety of the U.S. greenback 
contributed to the low Loonie’s this month. 

 Gold higher. Gold remained the “go-to” asset following June’s surprise Brexit vote 
as volatility continued to persist in the markets. Preliminary reports from the 

Commerce Department indicated to a weaker than expected Q2, and worries that 
even the world’s largest economy may not be immune to the slowdown seen in 
other economies. At the end of July, gold gained US$36.02, or 2.7%, to close at 
US$1,357.90 per ounce. 

 Oil falls. After enjoying the recent run-up in valuations, West Texas Intermediate 
(WTI) crude gave back some of those gains in July. Economic data indicating a 
global slowdown, as well as a revival of the supply glut that has besieged the 
commodity since late 2014, sent oil lower for the month, dropping US$6.96, or -
14.4%, to end at US$41.44 a barrel. 

 GDP disappoints in May. The wildfires in Alberta were to blame for the largest 
slowdown of the economy since March 2009. For May, GDP plummeted 0.6% as 
the manufacturing sector continued to add downward pressure on the economy.  

 No change in rates. As anticipated, the Bank of Canada held its benchmark rate 
steady at 0.5%, as the economy is positioned for a rise in growth.  

 Inflation higher. Canada’s consumer price index was slightly higher in June as 

higher auto, travel and utility costs exceeded lower fuel costs.  

 Unemployment rate falls. The unemployment rate in Canada declined to 6.8% from 

6.9% in May, as fewer people looked for work, with the participation rate sliding to 

65.5% from 65.7%. 

 Fed keeps rates unchanged. The Federal Open Market Committee (FOMC) 

decided to leave interest rates unchanged in its July meeting, but sent a mixed 

message to the market by praising the health of the economy.  

 U.S. market surges. After digesting the news of Brexit, global stock markets 

rebounded strongly in July. All three major U.S. indices posted solid gains.  

 IMF cuts global growth outlook. The International Monetary Fund (IMF) lowered 

the outlook of the global economy as U.K.’s decision to leave the European Union 

added downward pressure to the world economy. IMF cut its growth forecast of the global economy by 0.1% to 3.1%, the slowest 

growth rate since the financial crisis. IMF expressed concerns over geopolitical turmoil, rising protectionism, and terrorist attacks around 

the globe. 

 ECB keeps interest rate unchanged. Meeting for the first time since Brexit, the ECB decided to leave its key interest rate unchanged. 

 China Q2 GDP grows faster than expected. Thanks to a government spending spree, China recorded Q2 GDP growth slightly better 

than expected. 

 BOJ expands stimulus. The Bank of Japan (BOJ) expanded its already massive asset-buying program. The BOJ decided to increase 

ETF purchases at an annual pace of 6 trillion yen, almost doubling the current pace of 3.3 trillion yen a year. 

 

 

 

 

 

  

Index/Commodity/Currency 

Close MonthChange YTDChange 

S&P/TSX Composite 

14,582.74 518.2 1,572.8 

 3.7% 12.1% 

BMO Nesbitt Burns Small Cap 

833.36 30.41 183.18 

 3.8% 28.2% 

Dow Jones Industrial Average 

18,432.24 502.3 1,007.2 

 2.8% 5.8% 

S&P 500 

2,173.60 74.7 129.7 

 3.6% 6.3% 

NASDAQ Composite 

5,162.13 319.5 154.7 

 6.6% 3.1% 

MSCI-EAFE Index 

1,689.12 80.7 -27.2 

 5.0% -1.6% 

WTI Crude Oil (per barrel, in $US) 

41.44 -7.0 4.4 

 -14.38% 11.8% 

Gold (per ounce, in US$) 

1,357.90 36.0 297.4 

 2.7% 28.0% 

Canadian Dollar (¢ per US$) 

76.59 -0.8 4.4 

 -1.1% 6.1% 

Sources: Bloomberg, PC Bond 



 GDP disappoints in May. The wildfires in Alberta were to blame for the largest 
slowdown of the economy since March 2009. For May, GDP plummeted 0.6% as the 
manufacturing sector continued to add downward pressure on the economy. 
Estimates called for a 0.4% decline and the reported number from StatCan points 
lackluster economic growth in the second quarter. 

 No change in rates. As anticipated, the Bank of Canada held its benchmark rate 
steady at 0.5%, as the economy is positioned for a rise in growth. However, the BoC 
cautioned that high home valuations and the impact of Brexit will provide difficulties 

for the economy. 
 Inflation higher. Canada’s consumer price index was slightly higher in June as higher 

auto, travel and utility costs exceeded lower fuel costs. For the month, inflation rose 
0.2%, more than consensus numbers, but slower than May’s numbers and reason 
enough for the Bank of Canada to hold off on any rate hikes at their next meeting. 
Core inflation held steady in June at 1.5%, the same as the previous month and in-
line with forecasts.  

 Unemployment rate falls. In June, the economy lost 700 jobs, with only one 

province, B.C., showing labour growth for the month. Expectations had called for 5,000 

jobs to be added. The number adds to the worries of a weak Q2 as low oil prices 

continue to affect the economy. Overall, the unemployment rate declined to 6.8% from 

6.9% in May, as fewer people looked for work, with the participation rate sliding to 

65.5% from 65.7%. 

 PPI higher. Industrial production rose in June on higher energy prices, more than 
forecasted. As reported by Statistics Canada, Producer Price Index (PPI) rose 0.6% 
for the month, greater than the 0.1% expected. Of the 21 groups tracked by the 
index, 14 increased. Energy led the way rising 3.9%, its fourth straight month of 
gains, followed by meat and dairy products (+1.5%). On an annualized basis, PPI 
dropped by 0.8% in June, lower than 0.9% in the previous month. 

 Manufacturing weaker. Activity in the country’s manufacturing sector was slower as 

the RBC Manufacturing PMI was reported to be 51.8 for June. This was the fourth 

straight month of expansion, above the 50 threshold, but was the weakest number 

since March. With the effects of Alberta’s wildfire still to be considered, the sector may 

contract further with a possible lower GDP growth. 

 Retail sales gain. Consumers were on a shopping spree in May as retails sales rose 

0.2% in May, the fourth gain in the last five months. Final receipt tallies saw a record 

$44.28B in dollar terms while volume rose 0.1%. Six of the 11 sectors tracked 

increased for during the month led by gasoline sales (+2.3%) and food and beverage 

(+2.1%). 

 Canada Housing News: 

− Building permits fall. Lower demand for new buildings in Alberta sent national building permits lower by 1.9% in April to 
$6.8B, contrary to the 2% expected. Residential permits declined 1.1%, led by single-family dwellings, while 
commercial structures also fell by 3.3%. 

− Housing starts climb. Home ground-breakings in the country rose in June spurred by increased demand in Toronto and 

Vancouver. For the month, housing starts rose to 218,333 units on a seasonally adjusted basis, firmly above forecasts of 

over 189,000 units. In B.C., starts rose 38%, while in Ontario, it was 27% on higher demand for multi-family dwellings. 

− New home prices rise. Increasing at its fastest pace since 2007, the price of a new home rose 0.7% nationally, led by 

a 1.9% gain the country’s largest metropolitan. With the area’s largest gain in 27 years, the Bank of Canada iterated its 

concerns that Toronto, as well as Vancouver, markets are unsustainable and overvalued. 

− Existing home sales drop. For a second month in a row, sales declines in Toronto and Vancouver more than offset 

gains see in other Canadian housing markets. For the month of June, sales were down 0.9% from the month before, but 

still remain 5.2% higher than a year earlier, as supply remains low relative to high demand. 

 

 U.S. market surges. After digesting the news of Brexit, global stock markets rebounded strongly in July. All three major U.S. indices 

posted solid gains. The broad-based S&P 500 index jumped 3.6%, closing the month at 2,174. The Dow Jones Industrial Average moved 

up 2.8%, ending at 18,432. Nasdaq was the biggest gainer among the three, advancing by 6.6%, wrapping up the month above the 

5000-level at 5,162. 

 U.S. Q2 GDP growth disappoints. U.S. GDP grew a lot less than economists expected in the second quarter. First estimate of the Q2 

GDP growth was reported to be 1.2%, missing economists’ estimate for a growth of 2.6% by a wide margin. Inventory investment 

dropped $8.1 billion in Q2, the first drop since Q3 2011. On the other hand, consumer spending increased at a rate of 4.2%, the fastest 

pace of growth since Q4 2014.  

 U.S. CPI rises. U.S. consumer prices rose for the fourth month in a row, pointing to steadily rising inflation. The Labor Department reported 

that CPI increased by 0.2% in June after a similar gain in May, slightly lower than economists’ estimate for a rise of 0.3% with year-over-

year CPI rising 1%. Core CPI rose 0.2% in June, while year-over-year core CPI increased to 2.3%. 
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 Fed keeps rates unchanged. The Federal Open Market Committee (FOMC) decided to 

leave interest rates unchanged in its July meeting, but sent a mixed message to the 

market by praising the health of the economy. FOMC said in its statement that “Job gains 

were strong in June following weak growth in May” and “Near-term risks to the economic 

outlook have diminished”. The positive statements were seen as the Fed setting up a 

potential rate hike in September, which was previously counted out by the market. 

 U.S. non-farm payrolls increase. June’s job growth surpassed expectations, with the 

Commerce Department reporting that non-farm payrolls rose by 287,000, handily beating 

economists’ forecast for an increase of 175,000, which was much higher than the 11,000 

increase reported in May. Unemployment rate increased slightly to 4.9% due to more 

people actively looking for work.  

 U.S. durable goods orders fall. The Commerce Department reported that durable 

goods orders tumbled by 4% in June, its biggest drop since August 2014. Core capital 

goods orders, which exclude aircraft and is a close proxy of business spending, 

increased by 0.2%, slightly lower than the 0.3% increase economists were expecting. 

 U.S factory orders drop. New orders for manufactured goods declined in May, but 

growing backlogs and continuing reduction in inventories provided some positive signs. 

The Commerce Department reported that factory orders fell by 1% in May after two 

months of increases. The drop was in line with economists’ forecast. Inventories dropped 

0.1%, and unfilled orders increased by 0.2%, both signaling support for future production 

at factories. 

 U.S. retail sales jump. Retails sales jumped more than expected in June as consumers 

continued to push the economy forward. The Commerce Department reported that retail 

sales rose 0.6% in June to a seasonally adjusted $457B. Economists expected a much 

lower growth of 0.1%. Year-over-year, retail sales grew by 2.7% compared to a 2.2% 

growth reported in May. 

 Consumer sentiment falls. Consumer sentiment dropped in July due to lingering 

worries of the Brexit impact according to a University of Michigan survey. The 

university’s Consumer Sentiment Index fell to 90.0 in July from June’s final reading of 

93.5. It also missed economists’ forecast for a reading of 90.5. 

 U.S housing news 

− U.S. new home sales rises. New home sales posted solid gain during the first half of 2016, according to the figure 

reported by the Commerce Department. Sales of new single-family homes rose 10.1% in the first six months 

compared to the same period in 2015. In June, sales were up 3.5% from May to a seasonally adjusted annual pace 

of 592,000 units, higher than the 559,000 unit pace economists expected. 

− Existing home sales increase. Existing home sales climbed to its highest level in almost a decade. The National 

Association of Realtors reported that existing home sales jumped 1.1% in June to a seasonally adjusted pace of 5.57M, 

the highest level since February 2007. Economists forecast sales would decrease by 0.7% to an annual pace of 5.49M. 

− U.S. pending home sales increase. Thanks to ongoing job growth and low interest rates, the U.S. housing 

market continued to show strength. The National Association of Realtors reported that its pending home sales index 

rose 0.2% in June, after posting a drop of 3.7% in May; it was lower than economists expected 1.8% increase. 

Year-over-year, the index was up 1%. 

− Housing starts and building permits rise. The Commerce Department reported that ground breaking for new 

houses increased by 4.8% to a seasonally adjusted annual pace of 1.19M units in June, beating economists’ estimate 

of a 0.5% rise. The number of building permits also increased, rising 1.5% to a seasonally adjusted annual pace of 

1.15M units. 

− U.S. home price gains ease. Home prices in U.S. slowed down in May. The S&P CoreLogic Case-Shiller 20-City 

Composite index rose 5.2 percent year over year, lower than economists’ estimated 5.7% increase. It was also 

lower than April’s 5.4% increase. Portland, Oregon, Seattle, and Denver continued to lead the increase.  

 ECB keeps interest rate unchanged. Meeting for the first time since Brexit, the ECB decided to leave its key interest rate 

unchanged. However, Mario Draghi said that the ECB was open to more stimulus measures. “If warranted, to achieve its objective, 

the governing council will act by using all the instruments available in its mandate”, Mr. Draghi said. 

 Euro-zone economic growth slows in Q2. Second quarter growth in the Euro-zone economy was slow. Euro Stat reported that 

Q2 GDP within the 19-member bloc expanded by 0.3% quarter-over-quarter compared with a 0.6% growth reported in Q1. Year-

over-year, GDP grew by 1.6% compared to the same period in 2015. The slowdown was mainly driven by stagnated growth in 

France, which had been facing different issues such as labour strikes and terrorist attacks. 

 Euro-zone unemployment rate holds. The Euro-zone unemployment rate remained steady in June. The unemployment rate in 

June was reported to be a five-year low 10.1%, down from 11% reported for the same period a year ago. The rate within the 19-

member zone had been declining gradually since it hit all-time high of 12.1% in 2013. 

 U.K. leaves interest rate unchanged. Despite speculation of a rate cut, the Bank of England kept its main interest rate at 0.5%. 

The Monetary Policy Committee voted 8-1 to keep interest rate at its current level, but members did expect the bank to implement 

some stimulatory measures in the near future. Main interest rates had been at its current level since the bank reduced it to the 

record low of 0.5% in March 2009, but the impact of Brexit on the economy may force the bank to take some actions. 
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 Euro-zone ‘flash’ PMI dips. Business activities grew at their slowest pace since the start of 2015 according to the Markit’s ‘flash’ 

composite Purchasing Managers’ Index (PMI). Markit’s ‘flash’ composite PMI for July dropped from June’s 53.1 to 52.9, the lowest 

reading since January 2015; economists had expected an even lower reading of 52.5. Germany and France’s growth picked up while 

other countries saw deterioration in growth. 

 Euro-zone economic sentiment rises. Surprisingly, economic sentiment within the 19-member bloc rose in July despite the Brexit 

decision that sent a shockwave through the global market. The European Commission reported that the economic sentiment indicator 

for the Euro-zone increased to 104.6 in July from June’s 104.4, beating economists’ expectation for a fall to 103.7.  

 Euro-zone industrial production falls. Industrial output fell sharply within the Euro-zone in May, indicating that the recovery of the 

19-member region remained fragile. The EU’s statistics agency reported that May’s industrial production dropped 1.2% in May, after 

expanding by 1.4% in April. Year-over-year, output was up 0.5% in May. Economists was expecting output to shrink by 0.8% for the 

month and 1.3% year-over-year. 

 China Q2 GDP grows faster than expected. Thanks to a government spending spree, China recorded Q2 GDP growth slightly better 

than expected. The world’s second largest economy was reported to grow at 6.7% in the second quarter, higher than economists’ 

forecast of 6.6%. In the first half of the year, government spending jumped 15.1% compared to the same period last year. 

 China service PMI climbs. The Caixin’s service purchasing managers’ index (PMI) increased to 52.7 in June from May’s 51.2, the 

highest reading in 11 months. This was good news to Chinese policymakers as China has been attempting to rebalance its economy 

away from the manufacturing sector. Manufacturing PMI reported last week indicated that the sector was in contraction mode. A surge 

in service sector activity indicated that the economic structure is becoming more balanced. 

 China foreign exchange reserves rise. A bit of a surprise to the market, China’s foreign exchange reserves rose in June. Economists 

forecast China’s foreign exchange reserves to drop by US$20B in June; instead, the value increased by US$13.4B to US$3.21T. Part of 

the increase came from a 7% appreciation of the Japanese yen, which increased the yen-denominated assets in China’s foreign 

exchange reserve.  

 BOJ expands stimulus. The Bank of Japan (BOJ) expanded its already massive asset-buying program. Prime Minster Shinzo Abe 

caught the markets’ attention on Wednesday by announcing a fiscal package of 28 trillion yen. The markets saw the announcement 

pressuring BOJ to expand its own monetary stimulus as a coordinated effort to rescue the struggling economy. The BOJ decided to 

increase ETF purchases at an annual pace of 6 trillion yen, almost doubling the current pace of 3.3 trillion yen a year. However, 

market participants considered this to be a disappointment as there were no drastic changes in other areas such as further rate cuts 

and purchase size of other assets like government bonds.   

Key Takeaways: 

 
 The labour market continues to stall in Canada. The latest numbers show minimal job loss, yet also a surprising drop in the 

unemployment rate to 6.8%. This may be misleading as it’s not an indication of more hires by employers, but an indication of fewer 

eligible people in the work force actively searching for a job. This is further confirmed by the drop in the participation rate for the 

month; with further impacts to be considered after the Alberta’s wildfires. The unemployment picture is the reverse in the U.S. as the 

jobless rate rose to 4.9%, even with the addition of total jobs exceeding expectations. The U.S. economy continues to be the global 

driving force and is expected to rev higher as over one million jobs have been added to date in 2016. 

 What keeps the BoC awake at night? The Bank of Canada’s Governor Stephen Poloz has a lot to consider when assessing his 

benchmark interest rate, which remains unchanged at 0.5%. The labour market is showing moderate growth as the unemployment 

rate dips to 6.8%, with the participation rate at 65.5%.As more people find work, retail sales should rise as domestic consumption 

increases, also bumping inflation higher. However, the difficulties seen in the economy lies with the manufacturing sector as it tries 

to find its groove during times of global fluctuation. In addition, the low rate environment continues to entice borrowers to borrow 

more, which sends the household debt-to-income ratio to near record highs. As of recently, the central bank has waded into the real 

estate forum and warned of the “financial vulnerabilities” of the hot Toronto and Vancouver housing markets. In the end, with all 

these factors and others to consider, it’s easy to see how it would be hard to get a good night’s rest. 

 Post-Brexit: What now? Much has transpired after the surprising “Exit” vote was cast, leaving the U.K.’s future in the EU in limbo. 

− Legally, Article 50 of the Lisbon Treaty has yet to be triggered; however, the remaining countries in the Bloc have already 

begun to discuss the terms and conditions to remove the U.K., as well as excluding them from future EU related talks.  

− In the political arena, Prime Minister David Cameron announced he will be stepping down and will leave the task of Brexit to 

his successor. Many had expected the former London Mayor and “Leave” proponent, Boris Johnson, to be that person, but 

he removed himself from that race. The Leader of the U.K. Independence Party, Nigel Farage, resigned as well, along with 

many others from the British Opposition Party’s Shadow Cabinet. 

− On the populous side, voters’ remorse was set in motion with a “re-do” petition containing 4.1M signatures for a second EU 

referendum.  In Scotland and Ireland, talks of independence from the U.K. are being revisited.  
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