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The Purchasing Power Parity Rate for the Canadian dollar is around 80 U.S. cents--that means that the price
of Canadian dollar is about four cents less than it ought to be. There is a better than even chance that global
and domestic conditions could bring that about. The mid-term performance of the loonie has been pretty
good, rising from 68.50 US cents in 2016 to 76.50 on Thursday morning and showing some technical
support at the current level.

The outlook for the Canadian dollar for 2020 rests mainly on global economic conditions and three
domestic factors. These are the Canadian terms of trade, the Canadian monetary policy and the Canadian
attraction for foreign capital. A tide appears to have turned in favour of cyclical segments of the world
economy. Despite the expressed consternation of the likes of the OECD and IMF, the rampant U.S.-China
trade optimism of phase one, the optimistic assumption that eventually the correlative global easing push
executed over the past nine months and the optimistic belief that an equal global fiscal push is imminent,
the aforementioned tide will eventually be reflected in the economic data for Canadian growth and
inflation. Canadian economic trackers which measure real time activity, shows a modest rebound in the
pace of growth to 1.6% in Q3. Given the healthy increase in total employment in the past year (2.2%) and
the strong wage rate increases of 4.4% year-over-year, prognosis for growth in 2020 is better than 2.0%. A
sign of life in the was reported this week for capital expenditures as a result of an improvement in the
Canadian business outlook. A pickup in business investment may be near.
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Investors should take note that tops in commodity prices like crude oil in particular are always forged in
violent, breath-taking periods of volatility and that is not what we were experiencing during the last few
weeks with backwardations widening. After pushing U.S. oil and gas production to record levels, many shale
companies are planning to pump less. The move toward voluntary restriction is a new dynamic for the oil
industry, reflecting a calculus that is better to spend and produce less while waiting for higher commodity
prices. As a matter of fact, U.S. oil production is plateauing. This may prove to be favourable for the
Canadian energy sector.

As an aside, the details in the U.S. financial markets and monetary aggregates support the view of a
changing environment. Since the end of August, ten-year bond yields have risen 50 basis points of which
inflationary and growth expectations each account for 50% of the increase. The spread between the neutral
and policy rates is positively widening and the yield curve is bullishly steepening. As one would expect in
such circumstances, the pace of money supply with zero maturity (MZM) has accelerated and it is now 7.8%
higher than it was a year ago. Significantly more than the actual increase in N-GDP. Interestingly, the S&P
500 companies grew CapEx and R&D during Q/3, reducing buybacks.

The future performance of the Loonie looks promising because Canadian terms of trade which are greatly
affected by the price of commodities, the Bank of Canada often makes use of the Canadian dollar to
minimize the impact of inflationary effects of rising commodity prices and Canada lures foreign capital
when cyclical conditions are ripe. Moreover, the USMCA could surprisingly be closer to a ratification than
generally expected. An approval would blunt the criticism that the Democrats are only concerned with the
impeachment process at the expense of pressing economic issues. As a matter of fact, the leadership of
both parties would like to see implementation by the end of the year.

While the line-up of the usual suspects that typically back the Canadian dollar seem to be improving, it
excludes the most worrying scenario of all. That is the popular unrest that is destabilizing the social and
political fabric of the country. While I recognize that, the Canadian elite in Ottawa contend that widespread
protest against the current regime and its policies is unlikely to spread, events elsewhere in Canada show
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that the country is not immune. Of course, an improved global situation for Canadian resources would kick
the can down the road.

Looking at the 11 Sectors of the S&P 500 by the Numbers:
Name
S&P 500 INFO TECH INDEX
S&P 500 HEALTH CARE IDX
S&P 500 FINANCIALS INDEX
S&P 500 COMM SVC
S&P 500 CONS DISCRET IDX
S&P 500 INDUSTRIALS IDX
S&P 500 CONS STAPLES IDX
S&P 500 ENERGY INDEX
S&P 500 UTILITIES INDEX
S&P 500 REAL ESTATE IDX
S&P 500 MATERIALS INDEX

Index Weight
22.6%
13.9%
13.1%
10.5%
9.8%
9.4%
7.3%
4.4%
3.3%
3.0%
2.7%

10-Yr Annualized Total Return
17.58%
15.03%
11.68%
10.21%
17.99%
14.06%
12.12%
2.75%
12.76%
12.57%
9.82%

Current Dividend Yield
1.4%
1.7%
2.1%
1.3%
1.3%
1.9%
2.8%
4.0%
3.2%
3.2%
2.1%

P/E
24.46
20.37
13.90
21.59
24.00
19.23
21.18
18.17
20.58
49.32
20.44

P/B
7.37
4.28
1.46
3.41
7.96
4.97
6.11
1.54
2.21
3.77
2.45

P/S
4.80
1.71
2.41
3.06
1.72
1.84
1.56
1.10
2.67
6.94
1.85

Comment
Growth
Growth
Neutral
Growth
Growth
Cyclical
Defensive
Cyclical
Defensive
Defensive
Cyclical

Dependency
Future
Age
Interest Rates
Innovation
Inequality
Exports
Population
Gas & Oil
Bond Yields
Population
Global

Source: Bloomberg
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Disclaimer:
This publication is proprietary to Palos Management Inc. (along with its affiliate Palos Wealth Management Inc., “Palos”). This publication may
be copied, downloaded, stored in a retrieval system, further transmitted, reproduced, disseminated, and/or transferred, in any form or by any
means, but only as long as it is unaltered and attributed to Palos. This publication and its contents may not be sold or licensed without Palos’
written permission. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no
representation or warranty, express or implied, is made or implied regarding accuracy or completeness. The information provided does not
constitute investment advice and it should not be relied upon on as such. If you have received this communication in error, please notify us
immediately by electronic mail or telephone. This document may contain certain forward-looking statements that are not guarantees of future
performance and future results could be materially different. Past performance is not a guarantee of future performance. “S&P” is a registered
trademark of Standard and Poor’s Financial Services LLC. “TSX” is a registered trademark of TSX Inc. The Bloomberg USD High Yield Corporate
Bond Index is a rules-based, marketvalue weighted index engineered to measure publicly issued noninvestment grade USD fixedrate, taxable,
corporate bonds. To be included in the index a security must have a minimum par amount of 250MM.
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