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Global Economy

After a weak performance in H1, the U.S. economy is set to expand
3% in H2 on the back of a resilient labour market: Full-time jobs are
at a record high and wage and salary disbursements in the private
sector are rising at a strong clip. Though we have brought forward
the timing of a rate hike to December in light of the Fed’s hawkish
talk, we expect that move to be followed by a long pause. In other
words, monetary policy is unlikely to turn restrictive anytime soon.
For 2017, we peg growth at 2% in the U.S., 6.3% in China and 1.3%
in the Eurozone. Global growth of 3.3% next year should help support
commodity prices (WTl in the $50 range).

The Canadian economy just had its worst quarter since the 2009
recession (-1.6% in Q2), but a quick rebound is in the cards. Qil
production is reportedly rising again, and there are also signs
American manufacturers are rebuilding inventories. Indeed, after
contracting last quarter, U.S. manufacturing output is now on track
to rise in Q3 at the fastest pace in over two years and that’s likely to
translate into higher exports of Canadian manufacturing goods,
including autos. A pick-up in the pace of aircraft shipments by
Bombardier will also help exports through year-end courtesy of the
C-series. Still, the transition of the Canadian economy is far from
over; a development that will keep potential GDP growth subdued.
We see Canada expanding 1.8% in 2017, up from 1.2% this year.

NATIONAL BANK
FINANCIAL

WEALTH MANAGEMENT

In this issue
Global ECONOMY ..o 1
Financial MarketS......cooiiovoeeeeeeeeeeeeeeeeee e 2

Housing Market

INVesStMent STrategy ....oiverieereeeee s 3
Model POrtfolios........oovovoveioeeeeceeeeeeeeeeeeee e 4
FOTECAST .ot 4




Financial Markets

Financial markets were caught flat-footed by the June 23 U.K. vote
to exit the European Union. Year-to-date gains of many equity
indexes were erased in a day, global bond yields fell to record lows
and the U.S. dollar surged again. How quickly things can change.

At this writing the MSCl is up no less than 10% from its June 27 low,
for a year-to-date gain of 3.7%. It was the third time in a year that
markets shrugged off concern about a deteriorating global backdrop.

World: Global equities shrug off another worry
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Housing Market

The dichotomy in the Canadian home resale market continues so far
in 2016: large gains in the Vancouver and Toronto areas have been
driving the national home price index higher (+11%), but outside
these regions, prices have been flat over the last year. Looking
ahead, we expect the Vancouver market to cool after the recent
increase of the minimum down payment required for CMHC-insured

homes and the implementation of a 15% property transfer tax on
foreign purchases. We see prices dropping 5% in the coming
quarters. Vancouver’s red hot labour market (employment up 7.4%
on ay/y basis) should help limit the downside. We see prices rising
only 0.7% at the national level in 2017.

Canada: Perspective on home price inflation
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Investment Strategy

As the initial shock to the surprise Brexit referendum outcome
waned, markets responded with renewed vigour as equities more
than compensated the losses following the vote. However, in the
U.S., this performance generated further financial ratio expansion, as
companies have struggled to generate momentum in growing their
earnings, which have remained flat on a year-over-year basis for a
couple of quarters now. Reduced profitability has beena consequence
of a strong U.S. dollar crippling exports in addition to a domestic
economic soft patch witnessed in the second quarter.

In light of the underlying data and global uncertainty this summer
in the immediate aftermath following the Brexit votes, the Fed deemed
a hike was ill-timed and decided to postpone, once again, its plans
to tighten its monetary policy. However, the economy is expected to
rebound in the third quarter and employment figures show a constant
improvement of labour markets that more than compensates for
demographic growth, a situation that could potentially translate to
increased wage inflation. Consequently, the Fed seems poised to hike
once by the end of 2016.

In such a scenario, one should carefully choose what fixed income
products to invest in. We suggest taking a defensive position
duration-wise while being more aggressive on the credit side. This
strategy has the benefit of offering higher yields while mitigating the
impact of a potential hike. One way to invest in longer duration
bonds would be through Treasury Inflation-Protected Securities
(TIPS), which would offer better prospects than their plain-vanilla
counterparts by limiting the impact of rising inflation on real returns.
On the equity side, we think the asset class will face some headwinds.
Valuations are not cheap and, after a 15% increase since the lows of
February, markets are due fora consolidation. The potential monetary
policy tightening also risks weighing on performance if the Fed
decides to act. As a consequence, we suggest keeping some liquidity
on hand to invest when opportunities present themselves.



