
The intensity of the late-2018 

market pullback may seem 

counterintuitive—isn’t the world 

economy still in decent shape? 

Although the global economy 

remains in expansion mode, market 

focus has shifted to deteriorating 

global liquidity conditions and  

what this could mean for 2019.  

We believe that global policy-

makers, starting with the U.S. 

Federal Reserve, will increasingly 

shift from policy renormalization  

to policy relief.    

IS RELIEF IN SIGHT? 

EQUITIES VERSUS FIXED INCOME 
With significant corrections in most markets last year, equity valuation has 
improved. Strictly from a valuation point of view, equities are currently more 
attractive than government bonds. While the timing of an increased allocation 
to risky assets is tricky in this volatile environment, cautiously building positions 
could prove rewarding over the long term.

CURRENCIES 
The Canadian dollar will remain a fundamentally challenged currency in 2019, 
limiting its potential upside against the U.S. dollar even once oil prices stabilize 
and the Fed moves to the sidelines.

Policy changes should allow the long-awaited U.S. dollar trend reversal to finally 
materialize in 2019. The U.S. dollar’s downside will likely be limited, however, in 
the absence of clear policy shifts in the rest of the world.

REGIONAL MARKETS 
U.S.: The U.S. continues to be the most expensive equity market worldwide. U.S. 
corporate earnings will decelerate significantly as the one-time tax-cut effect on 
earnings disappears.

Canada: The Bank of Canada may be forced to move to the sidelines earlier than 
generally expected, owing to the pronounced tightening in financial conditions.

Europe: Growth has decelerated and tensions between eurozone countries have 
intensified. Italy has been and remains the main source of tension, owing to its 
economic woes and resurfacing fiscal risk. 

Emerging Markets: Emerging markets have become more resilient over the years 
but remain cyclical and higher octane assets. Given attractive valuation, they 
should be one of the better performing asset classes once the dust settles.
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 OUTLOOK 

DIRECTION MAIN THEMES
 THEME’S 

 IMPORTANCE

U.S. Down Up From Policy Renormalization to Policy Relief High

Canada Down Neutral BoC moving to the sidelines earlier than generally expected? Low-Mid

Europe Down Neutral Liquidity tide is turning for the ECB Mid

China Down Neutral Expecting additional policy relief in 2019 High

Japan Down Neutral Bank of Japan hitting policy limits Low

World Down Neutral Slowing growth despite policy relief Low-Mid

IN CANADIAN DOLLARS IN LOCAL CURRENCY

Policy 
Renormalization

Policy  
Relief

Global  
Recession

Policy 
Renormalization

Policy  
Relief

Global  
Recession

Probabilities 25.0% 50.0% 25.0% 25.0% 50.0% 25.0%

Canada Money Market 2.1% 1.8% 1.2% 2.1% 1.8% 1.2%

Canadian Bond -0.7% 1.0% 5.1% -0.7% 1.0% 5.1%

Canadian Federal Govt. Bond -1.7% 0.5% 5.7% -1.7% 0.5% 5.7%

Canadian Corp. Bond 2.7% 3.0% 3.5% 2.7% 3.0% 3.5%

Canadian RRB 3.5% 2.5% 4.9% 3.5% 2.5% 4.9%

Canadian High Yield 10.5% 7.3% -1.5% 10.5% 7.3% -1.5%

International Govt. Bond -9.6% -3.8% 10.9% -3.3% -1.5% 5.0%

Canada Equity 15.4% 7.3% -16.6% 15.4% 7.3% -16.6%

United States Equity -0.2% -1.8% -14.0% 9.0% 2.9% -17.7%

International Equity 11.8% 6.7% -15.5% 15.7% 7.4% -18.9%

Emerging Equity 17.6% 6.5% -25.3% 19.5% 9.2% -23.8%
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ASSET ALLOCATION OUTLOOK as at January 1, 2019

This document has been prepared for the general 
information of our clients and does not constitute 
an offer or solicitation to buy or sell any securities, 
products or services and should not be construed 
as specific investment advice. The information 
contained in this document has been obtained 
from sources believed to be reliable, but we do  
not represent that it is accurate or complete and  
it should not be relied upon as such. All opinions 
and estimates expressed in this document are  
as of the time of its publication and are subject  
to change.

CIBC Asset Management Inc. uses multiple 
investment styles for its various investment 
platforms. The views expressed in this publication 
are the views of the Asset Allocation team and 
may differ from the views of other teams within 
CIBC’s integrated investment platform.

The content of this presentation is proprietary  
and should not be further distributed without 
prior consent of CIBC Asset Management Inc.

For our complete economic views  
and forecasts, please request the  
full Perspectives report.

EXPECTED RETURNS Expected returns for the one-year period beginning January 1, 2019.


