
Market Highlights

Markets posted modest gains 

through the lighter trading period 

of the summer. However, market 

rotation within the indexes was 

material, creating a large dispersion 

of returns across sectors (Chart 

1). For our clients, exposure in 

Barometer’s portfolios was adjusted 

in response to this market transition.

For the most part, constructive 

economic data helped improve 

investor sentiment through the latter 

part of the quarter. 255,000 US 

jobs were added in July – beating 

expectations. This in combination 

with a rise in payrolls gave a boost 

to consumer confidence, which hit 

a post crisis high in September. PMI 
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Constructive economic data helped improve investor sentiment through the latter part 

of the quarter. 255,000 US jobs were added in July – beating expectations. This in 

combination with a rise in payrolls gave a boost to consumer confidence, which hit 

a post crisis high in September. 
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manufacturing data reversed declines 

from earlier in the year and is now 

back into expansionary territory, 

further supportive of the economic 

outlook going into the fall. 

1H = First Half   2H = Second Half
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AAII Investor Sentiment: Neutral (Moving Average)

Investor Sentiment

Comments from the “Fed” fueled 

expectations of potential rate hikes.  

This resulted in the yield curve 

becoming more favourable for some 

sectors like financials - the prospect 

of improving spreads and margins 

helping.  Whereas bond proxies like 

telecommunications and utilities 

pulled back as their yields became 

relatively less attractive. 10-year 

bond yields moved from 1.46 at the 

end of June, hitting highs of 1.75 

through the period.

The price of oil continued to be 

in the spotlight – to the surprise 

of many analysts, OPEC’s 

announcement that they would 

orchestrate a deal to limit oil output, 

put a bid under the energy sector. 

Resultantly, the improvement in 

oil stocks also helped fuel overall 

stronger market sentiment.

Investment Themes

While improving economic 
fundamentals are good, the 
prospect of rising rates is seen 
as a potentially negative event 
for markets, at least in the short 
run.  For our clients, we view this 
as a transitional period, and an 

Source: Strategas Research Partners LLC Chart 2

Source: Cornerstone Macro  Chart 3 

PMI = Purchasing Manager’s Indexes
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opportunity to shift portfolios 
accordingly. We have shifted 
portfolios away from interest 
rate sensitive securities and bond 
proxies to more economically 
sensitive sectors. Moreover, we 
have increased our allocations to 
Canada, as shifts in the market 
have helped Canadian financials 
and energy companies.

Through the quarter, the Barometer 
Equity Pool increased exposure 
to technology, financials, and 
consumer discretionary. Additions 
in semiconductors, which 
represent the majority of our 
technology exposure, contributed 
to performance through this period. 
Demand in companies like Texas 
Instruments act as an indicator to 

the improving health of the US 
economy. Texas Instruments was up 
more than 12% during the quarter.  
The consumer sector has continued 
to feel the knock-on effects of 
better jobs and wage growth, 
with companies such as Priceline 
Group Inc. benefitting from a 
more robust consumer sentiment. 
As mentioned, rising rates have 
helped financials both in Canada 
and the United States.  However, 
with rising rates and inflation fears 
abating, gold began to sell off with 
the S&P/TSX Global Gold Index 
coming off by 15.8% from high in 
Q3. As our models broke down we 
decreased positions, but not before 
they had provided strong returns  
to the portfolio. 

The Barometer Tactical Balanced 
Pool also benefited from increasing 
allocations to financials and 
technology. Positions such as 
JP Morgan and Google’s parent 
company, Alphabet Inc., contributed 
to performance over the quarter.  
The US financial index (S&P Banks) 
was up over 7% in the quarter.  In 
contrast, we eliminated exposure to 
government bonds, as we reduced 
interest rate risk in the portfolio.  
Instead, the pool remained in select 
corporate bonds with low duration 
risk, sustainable yields and strong 
balance sheets.
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The Barometer Tactical Income 
Pool has provided stability through 
a challenging period for income 
paying securities. Bond proxies, 
such as utilities and telecoms, have 
experienced pull-backs due to the 
anticipated interest rate hike. The 
Pool’s running yield of 3% and its 
allocation to financials and energy 
infrastructure continue to provide 
stability to our client’s portfolios.

The Barometer Global Macro 
Pool and the Barometer Long 
Short Pool have both increased 
long positions in information 
technology and financials, while 
shorting fixed income. 

Looking Forward

Along with improvements to 
market sentiment, economic 
indicators continue to strengthen. 
The resulting portfolio adjustments 
continue to migrate towards 
performing sectors.  As we enter Q4, 
we are seeing early signs of other 
sectors, such as energy, improving 
as well. The world welcomes the 
cuts in supply to help counteract 
the production technology that 
drove much of the excess supply, 
especially, from the shale projects 
in North America.  A stable energy 
market bodes well for many sectors 
of the economy, both in Canada 
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and the United States – with 
improving economic fundamentals, 
there remains potential for increases 
in demand.  As the portfolios 
continue to shift focus to cyclical 
sectors, energy becomes a part 
of this, primarily allocating to 
infrastructure, exploration, and 
production companies. Along with 
our position in leading financials 
and technology firms, we remain 
constructive – this remains 
consistent with our risk models.  
Through any market transition, 
we are well equipped to adjust 
portfolios and feel well positioned  
as we head into year end. u 
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