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When to own fixed income? In recession of course!  
 

In January, we highlighted how markets had priced in a poor economic outlook 
despite data showing widespread strength. We were not recommending adding to 
fixed income at that time. Fast-forward to today, markets are back to all-time highs, 
the US yield curve has inverted and some economic data is pointing to recession. The 
case for fixed income has grown.  
 

But aren’t recessions impossible to predict?  
 

There is a first time and a last time for everything, but the months leading up to 
recessions have been consistent. You are never going to predict the exact month a 
recession begins, but in the post-war era, the US equity market was either already in a 
bear market OR facing a near-term recession every time the US Federal Reserve cut 
interest rates while the US yield curve was inverted. If a meteorologist issues a 
tornado warning, it is probably best in stay indoors, even if a tornado is not certain. 
 

Isn’t this market timing and isn’t market timing something you should not do?  
 

We do not recommend changing your asset allocation or specific positions based on a 
short-term event. We do recommend adjusting your asset allocation and specific 
positions based on decades of stock market history but we always recommend that 
investors should always stay diversified (i.e. don’t sell everything and hold cash). 
 

Why own fixed income? To protect your portfolio when the odds are against it! 
 

Economic downturns typically push central banks to cut interest rates, which boosts 
the market price of government bonds and most high-grade corporate bonds. So in a 
recession, high-grade fixed income securities tend to rise when equities tend to fall. 
For example, from June 2007 to December 2008, the iShares 20+ Year Treasury Bond 
ETF (TLT), the archetype of investor defence, rose 48% while the S&P 500 fell 37%. An 
investor equally invested in TLT and the S&P 500 would have experienced positive 
returns over this turbulent period. While we do not predict TLT to necessarily behave 
exactly the same way in future nor do we think TLT is best for all clients, TLT’s 
performance between June 2007 and December 2008 is the utmost example of how 
allocating to fixed income can defend one’s portfolio against losses.  
 

So where do we stand now and should you own some fixed income? 
 

The global economy is down but not necessarily out. The manufacturing sector is 
struggling due to elevated trade tensions but the service sector is growing and the 
labour market is strong. An inverted US yield curve can remain inverted for a long 
time. Owning some fixed income now makes sense. Increasing your fixed income 
allocation when more timely recession indicators arrive also makes sense. 

 

Current Rates  & 
Data 

 

Govt of Canada 

  90 day  1.64% 

  1 year  1.73% 

  2 year  1.64% 

  5 year  1.56% 

  10 year  1.59% 

  30 year  1.74% 

  
  U.S. Treasury 

  90 day  2.23% 

  1 year  1.97% 

  2 year  1.85% 

  5 year  1.84% 

  10 year  2.05% 

  30 year  2.55% 

  
  Canada  

Prime Rate 

  3.95% 

    U.S.  
Prime Rate 

  5.50% 

    Exchange  
Rates 

  CAD/USD 0.763 

  USD/EUR 1.126 

  JPY/USD 108.4 
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• Based on US Treasury bond prices, expectations 
are that the US Federal Reserve is guaranteed to cut 
the key US interest rate by 0.25% at its July 30-31 
meeting. This puts the Federal Reserve in a tight 
spot as not cutting the interest rate could shock 
bond and equity markets while cutting the interest 
rate without sound rationale could stoke an asset 
bubble like the one following the 1998 rate cut.  

 

  

• The JP Morgan Global Manufacturing PMI fell to 
49.4 in June, hitting the lowest level since late 2012 
and marking the second month of manufacturing 
sector contraction. Global vehicle sales peaked in 
2017 and auto companies have been rightsizing. In 
June, Ford announced plans to cut 12,000 jobs 
across Europe. The US trade war has also had a 
negative impact on global manufacturing activity. 

 

   

• Canfor Corp (CFP) and Interfor Corp (IFP) fit this theme. 

• Forest product prices are unsustainably low and Canadian forest products companies are operating at a 
loss. Canfor is down over 70% and Interfor is down over 50% from the June 2018 highs. 

• Driving forest product pricing is US housing market activity, Asian economic activity and regulation.  

• US housing starts peaked in early 2018. US home improvements and repairs peaked in late 2018 and is 
forecasted to decline in 2019 according to Harvard’s Joint Center for Housing Studies. Chinese economic 
activity has been lower than expected in 2019. US tariffs on Canadian lumber, initiated in November 2017 
and an uncertain outlook for the signed but not ratified Canada-US-Mexico Agreement (CUSMA) has 
depressed demand for Canadian lumber and hurt margins for Canadian forest product companies. 

• Many Canadian forest products companies, including Canfor and Interfor, have announced production 
curtailments. Curtailments involve stopping or limiting production at a company’s least efficient lumber 
mills. These curtailments have boosted forest product pricing and profit margins in the past and marked 
the start of a turnaround in forest product stocks.  

Key risk points: Both companies are susceptible to higher US lumber tariffs or other trade restrictions. 
Canfor is a highly levered company that will experience more volatility over time. Demand for forest 
products are highly cyclical so further downside is possible if the economic picture fades. 

  
 

 
Recent studies identified Canada as the third highest victim of cyber incidents in 2018. At Raymond James, we believe that putting clients’ 

needs first – including their need for security – is the best way to ensure their success and, in turn, the success of the firm. Our guiding 

principles have led Raymond James Financial, Inc. to over 122 quarters of continuous profitability. The integrity, strength and stability at the 

foundation of our firm offer the most important protection for your accounts and we back our efforts with a pledge you can believe in.  
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Any bond, debenture or preferred share ratings listed within this newsletter are those of DBRS (Dominion Bond Rating Service). 

All rates mentioned within this newsletter are as of July 10, 2019, unless otherwise stated. Rates have been sourced from Bloomberg. All stock 

information has been sourced from Market-Q. 

This newsletter has been prepared by Steele Wealth Management and expresses the opinions of the author and not necessarily those of Raymond 

James Ltd. (RJL). Statistics, factual data and other information are from sources RJL believes to be reliable but their accuracy cannot be 

guaranteed. This newsletter is furnished on the basis and understanding that RJL is to be under no liability whatsoever in respect thereof.  It is for 

information purposes only and is not to be construed as an offer or solicitation for the sale or purchase of securities.  RJL and its officers, directors, 

employees and their families may from time to time invest in the securities discussed in this newsletter.  This newsletter is intended for distribution 

only in those jurisdictions where RJL is registered as a dealer in securities.  Any distribution or dissemination of this newsletter in any other 

jurisdiction is strictly prohibited.  Securities-related products and services are offered through Raymond James Ltd. Member-Canadian Investor 

Protection Fund. Insurance products and services are offered through Raymond James Financial Planning Ltd., which is not a Member-Canadian 

Investor Protection Fund. 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments.  Please read the 

prospectus before investing.  The indicated rates of return are the historical annual compounded total returns including changes in unit value 

and reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable 

by any security holder that would have reduced returns.  Mutual funds and other securities are not insured nor guaranteed, their values change 

frequently and past performance may not be repeated.  

As the investment products listed in this newsletter may not be appropriate for everyone, a recommendation would only be made following a 

personal review of an individual’s portfolio and risk tolerance. 
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