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The world remains enmeshed in a challenging environment 
of sluggish growth, substantial downside risks and bumpy 
financial markets.

The bulk of the world’s economies continue to deliver 
growth below their historical norms, and a bit worse than a 
quarter ago (Exhibit 1).

Fortunately, no outright collapse is evident, and there is 
even a tentative signal of growth bottoming out among 
emerging economies.

Although China remains a key concern, its much-maligned 
housing market recently stabilized and continues to defy 
hard-landing fears. Global inflation is very low, but should 
edge higher in the future as commodity prices cease to fall 
and developed-world slack continues to ebb.

Downside risks are material, particularly from debt hot 
spots, the emerging-market slowdown, the resource shock 
and China. The U.S. Federal Reserve (Fed) has embarked on 
its first tightening cycle in 11 years, and geopolitical events 
are also becoming more consequential.

Forecast update
We have made only minor tweaks to our growth forecast 
this quarter, nudging them slightly lower in aggregate 
due to emerging-market weakness. Growth still seems 
materially more likely than recession, thanks to the inherent 

buoyancy of market-oriented economies combined with the 
tailwinds from low commodity prices, low interest rates and 
currencies that are falling against the U.S. dollar. The raw 
benefit of low oil prices may not be quite as potent as in 
past cycles given declining resource reliance over time as 
countries become more oriented toward services, but it still 
lends an important helping hand.

Fractured geopolitics
Geopolitical uncertainty promises to be unusually high and 
consequential in the future. The world faces a ramping-up 
of conflict in the Middle East, the increased possibility 
of terrorist attacks, the potential for far-from-centre 
governments, Russia’s increased military aggression, a 
shift toward a multi-polar world and uncertainty regarding 
U.S. foreign policy beyond the 2016 presidential election.

Economic growth is set to be challenged by these 
developments. A focus on military expenditures may result 
in less attention to, and fewer resources directed toward, 
domestic growth. Historically, a multi-polar world has not 
been good for economic growth. 

China concerns
China’s adoption of a new currency regime is not as 
consequential as it first looks. While market forces will now 
theoretically exert a greater force on the country’s exchange 
rate, in practice the currency has barely moved and the 
notion that the country is seeking a competitive devaluation 
seems unfounded. China has been added to the International 
Monetary Fund’s (IMF) Special Drawing Rights (SDR) 
currency basket, but only a tiny fraction of the world’s 
currency reserves are actually invested in SDRs. 

Meanwhile, China’s mainland stock market has stabilized 
over the last several months. The country’s credit challenges, 
however, are very real. Chinese banks are experiencing 
non-performing-loan growth of almost 60% per year 
(Exhibit 2). The bulk of these bad loans relate to China’s 
slowing heavy-industry base, not to the maligned housing 
sector. This suggests additional housing-specific challenges 

Economic Outlook – December 31, 2015
Global economy slower, but not collapsing

Exhibit 1: Unusually slow growth in most countries
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are possible, but for now, at least, Chinese policymakers have 
revived the housing market via interest-rate cuts and more 
favourable terms for homebuyers.

Two forces could temper China’s corporate debt concerns. 
First, China’s most levered companies are state-owned, 
meaning they are unlikely to go bust. Second, China 
has a long history with debt bubbles and also with the 
government stepping in to provide relief. As a result, 
China’s credit excesses are far more likely to result in 
diminished economic growth than to manifest as a financial 
crisis for the country or the world.

The Chinese economy has decelerated for a number of 
years, and is now expanding at just under a 7% annual pace. 
Given the country’s ebbing credit flows and diminished 
competitiveness, growth is unlikely to reclaim prior heights. 
The government itself acknowledges this, recently setting a 
five-year growth target of 6.5% per annum, down from the 
prior 7% goal. We suspect actual growth may come in even 
a little below the new target.

Divergent monetary policy
The U.S. Fed has embarked on its first tightening cycle in 
11 years, which appears justified given improvements in the 
U.S. economy, employment and expected inflation. Given 
a macroeconomic backdrop of moderate growth and low 
inflation, the path to higher rates is expected to be gradual 
and well telegraphed.

Whereas the Fed raised rates in December, the vast 
majority of the world’s major central banks remain very 
much in monetary-easing mode.

For the many central bankers still entertaining the delivery 
of more stimulus, the rationale generally rests on very 
low inflation, paired with persistent economic slack in 
the developed world and decelerating growth in emerging 
markets. To the extent that this additional monetary 
stimulus helps to spur growth in an otherwise sluggish 
economic environment, it is welcome.

Inflation to rebound slightly
Inflation is very low, but it should edge higher in the future 
as commodity prices cease to fall and developed-world slack 
continues to ebb over the coming years. Annual inflation 
readings should rise by as much as 0.5 to 1.0 percentage 
point over the next few months as the extreme weakness of 
late 2014 falls out of the annual equation. Above all else, the 
supposed deflation threat remains limited.

Oil toils in the murky depths
Oil prices remain extraordinarily low, having collapsed 
over the past 18 months due to – in order of declining 
importance – a multi-year surge in U.S. shale-oil 
production, OPEC’s abandonment of its “swing producer” 
role and decelerating emerging-market demand growth.

Ultra-low oil prices won’t last forever. The oil market is now 
beginning the long march back to normal via improving 
supply and demand. Global demand for oil is now growing 
robustly, and expectations have, in fact, been repeatedly 
ratcheted higher (Exhibit 3). 

Exhibit 2: Non-performing loans in China rising
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Exhibit 3: Outlook for world oil demand more optimistic
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Meanwhile, global supply growth is finally halting. Barring 
further unforeseen developments, the oil market should 
normalize by 2017, permitting a gradual increase in the 
price of oil. 

Most countries – and indeed the world in aggregate – 
view low oil as a growth-enhancing tax cut. However, 
oil-producing nations suffer intensely. 

U.S. split personality
Domestically, the U.S. enjoys a strong and improving job 
market, with decent real wage growth. As a result, real 
personal income across the U.S. is now expanding at an 
impressive rate of 4% per year. Providing further evidence 
of an improved domestic environment, household formation 
continues to rise at a strong rate, demonstrating improved 
consumer confidence.

The flip side is that the strong dollar has weighed materially 
on exports. We look for U.S. trade to remain underwhelming 
over the next year as the U.S. dollar continues to rise. 
Fortunately, the U.S. is better positioned than almost any 
other country to handle this adversity given its healthy 
domestic side, its insular economic structure and its high 
value-added exports. 

U.S. growth should remain decent at a 2.5% clip in 2016. 
While we don’t see any immediate signs of recession, 
a number of indicators suggest that the business cycle 
is maturing, and we know that all economic expansions 
eventually come to an end.

Canada drags
The Canadian economy remains troubled by low resource 
prices. Although GDP growth sneaked back into positive 
territory over the second half of 2015, our leading indicator 
signals the persistence of considerable weakness (Exhibit 4).

A few more sporadic negative monthly GDP prints are 
likely. Economic slack has grown materially. The Canadian 
economy feels even worse than it looks thanks to a terms-
of-trade shock that has seen the price of resource exports 
fall and the cost of imports rise. Given the latest round of 
capital expenditure cutbacks in the oil patch, we are lowering 
our 2016 growth forecast to 1.5% from an already modest 
1.75%. Of course, not all parts of the country are suffering. 
Canada is divided between oil-exporting provinces and those 
that import fuels. Alberta and the other oil exporters continue 
to experience recessionary conditions, whereas Ontario is 
growing more quickly than it did before the financial crisis.

Emerging markets
Emerging-market nations are host to a disproportionate share 
of the world’s debt worries and capital outflows continue 
from the asset class. Several catalysts for debt distress have 
struck simultaneously:

n	� The emerging-market economic engine has decelerated.

n	� The Fed has triggered an increase in global 
borrowing costs.

n	� The strong U.S. dollar is making dollar-denominated debt 
more expensive.

n	� The decline in resource prices challenges resource-
oriented firms and countries.

A granular examination of emerging market corporate debt 
confirms that the portion vulnerable to distress or outright 
default has risen steadily, but it is not as screamingly high as 
it might seem at first. 

Emerging-market growth has slowed. Common drags 
include more sluggish global demand, the aforementioned 
debt risks, decelerating globalization, slowing productivity 
growth and worsening demographics.

We cannot claim to see a clear signal that emerging-market 
growth has bottomed, though there may be the beginning 
of an argument. On the positive side, the currency 
depreciation that has occurred in many countries should 
prove useful in securing additional room for future growth. 
On the negative side, the El Niño effect may prove a 
hindrance for several Asian countries such as India, 
Indonesia and the Philippines.

Eric Lascelles
Chief Economist, RBC Global Asset Management

Exhibit 4: Canadian economy still adjusting to oil shock
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Note: Composite constructed using four leading indicators from surveys on
Canadian businesses.

Source: CFIB, Haver Analytics, RBC Global Asset Management 
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Social Housing Canadian Short-Term 
Bond Fund 
The Fund managed a decent return in the fourth quarter and 
over 2015 as a whole, despite the historically low interest 
rates prevalent through these periods that make accruing 
yield challenging. We kept the Fund’s duration close to its 
benchmark throughout the quarter, as we did not have a 
strong enough view on the direction of interest rates over the 
near term to warrant a more meaningful position. 

We were, however, more active in the corporate positioning 
of the Fund. Volatility in the corporate sector was heightened 
in the latter half of 2015, and we responded accordingly 
by re-sizing the Fund’s corporate position to capitalize 
on attractive opportunities in some cases, and reducing 
exposure to minimize risk in others. We also continued to 
focus on higher-quality issues in less cyclical industries to 
protect in case of a harsher corporate bond sell-off. These 
strategies did not affect the Fund’s return this quarter, but 
leave the Fund in a safer position going into 2016, where we 
expect volatility to continue.

Social Housing Canadian Bond Fund
With heightened volatility in the fixed income market, we 
have been nimble in our strategies within the Fund to take 
advantage of opportunities as they appear (and disappear).  
In the fourth quarter, we kept the Fund’s overall duration 
close to its benchmark, but made tactical adjustments at 
the margins as rates spiked mid-quarter and then receded 
again. These adjustments worked well, adding a small 
amount of relative performance without leaving the Fund 
exposed to any meaningful shifts in the general level of 
interest rates, which are difficult to see coming in the 
current environment. 

We have also been nimble in our other strategies, such as 
our corporate positioning. This has been the case all year; 
we reduced the Fund’s corporate exposure in the summer, 
reinstated in the fall and then partially reduced again this 
past quarter as liquidity dried up as fear spread from the 
high-yield sector to safer, more conservative issuers. We 
also continued to focus on less cyclical industries and 
higher-quality issuers for additional protection in case fear 
prevails and corporate bonds sell off further.

The Fund continues to keep a meaningful allocation in 
provincial bonds, especially Ontario, the largest and most 
liquid issuer. We also have a small position in inflation-
linked bonds, which appear attractive compared to their 
nominal counterparts. Going forward, we expect volatility 
to continue in the near term, and we are conservatively 
positioned and ready to take advantage of any opportunities 
that materialize.

Quarterly Commentary



Phillips, Hager & North Investment Management 	 5

Social Housing Canadian Equity Fund
Canadian equities were hurt by commodity-price declines, 
oil stocks in particular, while equity markets in the U.S. 
and Europe gained modestly. The U.S. economy added 
jobs during the period, suggesting that the expansion was 
continuing, if not in robust fashion. However, concerns 
about the pace of global growth remained a top concern 
for investors. 

The Canadian equity portion of the Fund outperformed the 
broader Canadian market during the quarter. The Health 
Care sector delivered strong relative performance driven 
by an underweight position in Valeant Pharmaceuticals. 
The stock came under pressure from increased regulatory 
scrutiny over its drug-pricing practices and partnerships. 
Underweight exposure to the Industrials sector weighed on 
relative performance. 

Outside of Canada, the Fund had exposure to global 
equities through the PH&N Community Values Global 
Equity Fund, which had a positive impact on overall 
performance. The underlying fund’s top contributor was 
Alphabet Inc., which is the parent company of Google. 
Alphabet rose nearly 16% over the quarter after a 
corporate restructuring. 

While we recognize both the erosion in fundamentals and 
increase in risks since early 2015, we continue to believe 
2016 will see mild but sustained growth in GDP globally, 
the beginning of a recovery in inflation and enough 
strength in corporate profits to move stocks in the direction 
of fair value. Key indications of this progress – or lack 
thereof – will come from credit spreads, earnings, stock-
market breadth and leading economic indicators as 2016 
unfolds. We will continue to closely monitor these signals. 
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Annualized rates of return (%) for periods ended December 31, 20151

Series A units
 

MER (%) 3 mo2 1 yr 3 yrs 5 yrs 10 yrs
Since 

Inception
Inception 

Date

Social Housing Canadian 
  Short-Term Bond Fund 0.79 0.4 1.9 1.8 2.0 3.3 3.3 Dec. 2002

Social Housing Canadian Bond Fund 0.91 0.8 3.0 3.1 4.0 4.3 4.7 Dec. 2002

Social Housing Canadian Equity Fund 1.17 2.2 0.2 10.1 6.2 4.7 7.7 Dec. 2002

Series B units
 

MER (%) 3 mo2 1 yr 3 yrs 5 yrs 10 yrs
Since 

Inception
Inception 

Date

Social Housing Canadian 
  Short-Term Bond Fund 0.84 0.4 1.7 – – – 1.9 Nov. 2014

Social Housing Canadian Bond Fund 1.00 0.8 2.8 – – – 3.8 Nov. 2014

Social Housing Canadian Equity Fund 1.29 2.1 0.1 – – – -1.6 Nov. 2014

Rates of return (%) for calendar years1

Series A units
2015 2014 2013 2012 2011 2010 2009 2008 2007 2006

Social Housing Canadian 
  Short-Term Bond Fund 1.9 2.5 1.1 1.6 3.1 3.1 6.6 6.8 2.7 3.6

Social Housing Canadian Bond Fund 3.0 8.2 -1.7 2.9 7.8 6.4 8.3 2.4 2.2 3.5

Social Housing Canadian Equity Fund 0.2 11.5 19.4 10.4 -8.3 9.4 28.1 -31.0 4.3 15.7

Series B units
2015 2014 2013 2012 2011 2010 2009 2008 2007 2006

Social Housing Canadian 
  Short-Term Bond Fund 1.7 – – – – – – – – –

Social Housing Canadian Bond Fund 2.8 – – – – – – – – –

Social Housing Canadian Equity Fund 0.1 – – – – – – – – –

Summary of Investment Fund Returns

1Rates of return assume reinvestment of all distributions, after deduction of fees.
2The three-month rate of return is a simple return on investment (not annualized).



Dealing with PH&N Investment Services®

PH&N Investment Services offers investment solutions 
for Canadian investors with a distinctive combination 
of exceptional service, trusted advice and low fees.  
We provide the perfect blend of independence and 
advice – the ability to manage and maintain control of 
your own investments, but also the comfort of being 
able to speak to an investment professional whenever 
you need to.

Contacting us and conducting transactions
Please return forms and applications to:  
PH&N Investment Services   
20th floor, 200 Burrard Street, Vancouver BC, V6C 3N5 
 
Telephone: 1-888-771-7473 (SHSF)   
Facsimile: 1-800-666-9899   
Email: shsf@phn.com   
Website: www.encasa.ca 

Contact hours
Our Investment Funds Advisors can be reached by 
telephone or email, Monday through Friday, from 8 a.m. 
to 8 p.m. Eastern Time. 

Transaction cut-off times
The cut-off time for same-day transactions is 4 p.m. 
Eastern Time. Orders received after this time will be 
processed the next business day. For security reasons, 
PH&N Investment Services can only accept transaction 
requests that are submitted by fax, mail or telephone  
(if you are enrolled in our Telephone Transaction 
service), and not by email or by voicemail.
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