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Global Markets Review

The global economy continued to perform well in 2018 with real GDP growth of 3.6% as of Q2. This was led by the U.S. where 
tax reform passed in late 2017 boosted growth to 3.0%.  Additionally, the unemployment rate sits near multi-decade lows and 
inflation remains stubbornly low but close to the Fed’s target rate of 2%.  However, this strength was partially offset by a moder-
ate slowdown in Europe and Emerging Markets as the escalation of the trade war between the U.S. and China and the impact 
of tariffs had a negative impact on business activity along the global supply chain.  Germany, the Euro area’s largest economy, 
saw its economy shrink in the third quarter, while the threat of a hard Brexit also continues to weigh on European economies.

Central bank policies continue to dominate the markets. The Federal Reserve hiked rates four times in 2018 and its policy rate 
now sits at a target range of 2.25% to 2.50%, which we believe is near the bottom end of most economists’ ranges for the neutral 
rate of about 2.5% to 3.5%. This resulted in rising interest rates across the yield curve for most of the year, before rates declined 
in the fourth quarter on fears of a global slowdown. The U.S. 10-year yield hit a high of 3.26% in October before falling and clos-
ing the year at 2.68%, while the spread between the 10-year and the 2-year hit a post-financial crisis low in December before 
closing the year at 19 bps.

The Fed also continued with its balance sheet normalization program that began in the fourth quarter of 2017. Through this 
program, which can also be referred to as Quantitative Tightening (QT), the Fed is shrinking its balance sheet by letting certain 
maturing assets runoff rather than reinvesting the principal proceeds. We believe that this program is widely misunderstood by 
many market participants and our view is that QT will not have a negative impact on the economy or markets in 2019.

In Europe, the European Central Bank continued to taper its Quantitative Easing program through to the end of the year when it 
planned to stop new purchases altogether. However, monetary policy in Europe remains extremely loose and the ECB doesn’t 
have any plans to increase rates or shrink its balance sheet in the near term.

Despite the general strength of the economy, global equity markets experienced a significant uptick in volatility in 2018.  After 
rallying to start the year, equity markets sold off in February before stabilizing in the second and third quarters.  However, volatility 
returned in the fourth quarter as equity markets around the world sold off on fears that the escalating trade war had sparked a 
global growth slowdown and that the Fed had hiked too far and was going to cause the yield curve to invert, which has histori-
cally been a sign of a looming recession.

While stocks experienced a relief rally into the end of the year after the Christmas Eve bottom, the global market finished the 
year in negative territory as the MSCI World Index declined by 8.2% in 2018.  Almost all stock markets and asset classes were 
down for 2018.  In North America, the S&P 500 was down 4.4% after a 20.2% intra year peak to trough decline, while the S&P/
TSX Composite was down 8.9% after another tough year in Canadian energy. In Europe, the STOXX 600 was down 10.3% led by 
Germany, where the DAX was down 18.3%. British equities struggled in the face of Brexit uncertainly with the FTSE 100 down 
8.8% for the year, while the CAC 40 in France was down 8.1%.

In terms of global sectors, defensive sectors generally outperformed cyclical sectors for the year, while Utilities, which were up 
3.1%, and Health Care, which was up 3.0%, were the only sectors to finish in positive territory. The worst performing sectors were 
Materials, Financials, Energy and Industrials, all of which finished with double digit losses as fears of a global slowdown had a 
more significant impact on these areas of the market.

Looking forward, we expect the global economy in 2019 to look much the same as it did in 2018 with global growth in the 3-4% 
range.  U.S. growth is likely to slow in the second half after the benefits of tax reform are fully baked into the economy, but growth 
is likely to remain above 2% and we expect employment to remain strong with inflation in check.  We do not expect the U.S. to 
enter a recession in 2019. Euro area growth should rebound from the low levels we saw towards the end of 2018 but will likely 
remain stubbornly sluggish, while Emerging Markets are likely to rebound in the event of a positive resolution to the trade war, 
which we believe is the most probable outcome. We believe that the Fed is on hold with respect to further interest rate hikes at 
least until later in 2019 and that they should be able to continue shrinking their balance sheet at a slow pace without disrupting 
the market, while the ECB is unlikely to hike rates in 2019.



After the selloff in the fourth quarter of 2019, we believe that global equities are attractively valued and, given our positive out-
look, represent excellent value for investors.

Portfolio Review 

Global Dividend Growth Split Corp. was launched on June 15, 2018. For the period from the Fund’s inception through the end 
of the year, the Fund’s net asset value declined as global equity markets sold off in the fourth quarter of 2018. The Fund benefit-
ted from strong performance in CME, Novartis and Sanofi, however, these gains were more than offset by underperformance in 
UPM, BAE Systems, and Manulife. CME shares rallied on higher equity market volatility, electronic options trades and increased 
oil trading during the second half of the year. The company made a $5.4 Billion offer for NEX Group early 2018 which closed on 
November 2nd, increasing its bank penetration and extending CME’s derivative clearance capabilities. We expect the acquisi-
tion to be accretive and CME should be able to drive revenue as well as cost synergies over time. Both Novartis and Sanofi 
gained on solid Q3 results but gave back some prior gains amid the broad market sell off in December. We believe Novartis is 
well positioned for acceleration in growth given its robust drug pipeline in with a focus in Oncology, Neurosciences and IHD 
(ischemic heart disease). Sanofi was able to deliver strong Q3 results driven by strong vaccine and pharma sales. 

Negative returns from UPM were a drag on the Fund’s performance. The company’s shares were down due to slowing demand 
for both softwood and hardwood in 2018 and stock prices were further supressed by pulp price concerns after the release of No-
vember European pulp price data in December showing a decline in pulp prices. Moreover, weaker expected pulp demand from 
China exacerbated the effect. The stock has had a bounce back in January 2019 but we remain cautious. With respect to BAE, 
the stock traded down during the second half of the year over slower growth outlook for the company as trade war uncertain-
ties; however, we continue to believe that a rising geopolitical tensions combined with an increased need for defense spending 
will show BAE to be a good industrial name to hold in our portfolio. We saw Manulife being impacted by the court case for side 
accounts on selected acquired policies. The stock trades at a significant discount to its peers despite the recent improvement 
in ROE and we expect valuation improvement in 2019 once the court case is resolved. . 

The Fund is overweight Financials, Healthcare and Information Technology. In the fourth quarter of 2018, the Financials sec-
tor underperformed within a broader market selloff. Macro concerns over slowing global growth and lower mortgage lending 
expectations sent stocks lower. However, we see the sector bouncing back in 2019 as market sentiment has improved and 
valuations are attractive. Within the Health Care sector, which outperformed in 2018, the Fund owns names that are exposed to 
secular growth themes in immuno-oncology, cardiovascular health, diabetes and health care providers given an aging global 
population and increasingly longer life spans. These investments include UnitedHealth Group, the #1 health insurer in the U.S., 
as well as Novartis, with a focus on oncology and heart disease, and Sanofi, a cardiovascular, cancer and metabolic disorder 
drug manufacturer that has rallied in 2018. We continue to overweight Health Care given the high growth potential driven by 
product expansion and R&D productivity. Lastly, in Information Technology, we believe the strong secular growth in cloud, au-
tonomous vehicles, 5G buildouts and IT consulting will continue to drive returns from our technology holdings. 

The Fund is underweight Consumer Discretionary, Consumer Staples, Utilities and Real Estate. We think rising consumption will 
continue to benefit the consumer names we hold in the Fund, such as Adidas, and higher home prices should drive increased 
renovation demand, which will benefit Home Depot. As market sentiments shift into defensives, our Consumer Staples name 
PepsiCo is well positioned to benefit from this trend. We favor globally recognized household brands with global scale as we 
see those names as being relatively more immune to competitive threats. The Fund currently holds no positions in Utilities and 
Real Estate given the small size of the sectors in the index, we will continue to monitor the state of these two sectors as market 
sentiments shift to defensives. 

We are market weight Communication Services, Industrials, Energy and Materials. Canadian carriers BCE and Telus continue to 
experience Average Revenue Per User (ARPU) expansion. As telecommunication companies’ fiber build outs continue, we ex-
pect to see solid broadband growth accompanied by regional wireless momentum. Within the Industrials sector, BAE Systems’ 
fundamentals are still solid despite the underperformance in 2018. Sales growth remain healthy in the single digit range and the 
company has a proven track record of increasing dividends. Within the energy sector, we see well diversified companies with 
global exposure as being more robust in a weaker macro-economic environment.  We continue to hold Enbridge, operator of 
the world’s longest and most complex crude and liquids transportation system, and TransCanada, a diversified energy company 
with gas and crude pipelines along with wind and power facilities. Lastly, Air Products in the Materials sector continues to show 
volume growth and margin expansion. The Asia market, particularly China, has great potential to drive increased volume growth 
heading into 2019. 
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