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Here is a brief summary of the 2015 outlook from 
each of the eight portfolio management teams at 
Sentry Investments. A more in-depth look at our 
outlook for different asset classes and world 
markets, as well as our current global asset 
allocation, will come in our quarterly Market outlook, 
which will be published in a few days. This will be 
supplemented in the following week or so by the 
year-end commentaries from each Sentry 
management team. 

Canadian equities

The past quarter saw the Canadian market unsettled 
by sharply lower oil prices. We believe the focus in 
the year ahead will remain on oil prices as well as 
approaching interest rate increases and the 
Canadian dollar exchange rate.

In Canada, GDP growth will likely be muted, given 
the significant role the energy sector plays in the 
economy. While the Canadian dollar has weakened 
over the past quarter, we would not be surprised to 
see some further weakness as oil prices approach a 

bottom. For many companies that operate in sectors 
such as manufacturing, transportation and retailing, 
a lower Canadian dollar may provide a tailwind as 
they reap the benefits of lower input costs. As such, 
we are positioning our portfolios to take advantage 
of these opportunities as they emerge. 

With respect to interest rates, we expect modest 
increases in the U.S. over the coming year. In our 
view, this is not necessarily negative for equity 
investors as history has shown that markets can still 
continue to rise some 12 months after an interest 
rate increase. As a result, we anticipate that the 
market will remain on track as investors have been 
expecting interest rate increases for some time. In 
Canada, there is less of an impetus for rates to rise, 
and Bank of Canada Governor Stephen Poloz will 
likely be wary of escalating home-financing prices 
when making a decision about rates. 

Even after the strong performance of North American 
markets in 2014 – despite global geopolitical 
uncertainty and volatile oil prices – we expect that 
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the market will continue to rise, if at a more modest 
pace. We are positioning our portfolios to take 
advantage of dislocations in the market, whether 
they are due to a lower oil price or investor concern 
about interest rates. 

U.S. equities

The U.S. stock market posted yet another double-
digit return in 2014, reflecting the continued 
strength of the U.S. economy. The U.S. consumer 
has recovered significantly since the 2008 – 2009 
recession, and debt levels have continued to fall.  
As a result, the U.S. economy appears to be  
well positioned for further growth, with generally 
healthy earnings reports and a low interest rate 
environment. While we anticipate a moderate 
increase in interest rates later this year, this  
has been alluded to for some time by the U.S. 
Federal Reserve and should not derail the market,  
in our opinion.

Valuations have risen substantially since the lows 
seen in 2008; however, we do not consider the 
market overvalued. It is certainly more challenging  
to seek out attractive opportunities than it was in 
the past, but there are still quality businesses that 
generate consistent growth and trade at relatively 
low multiples. These companies offer compelling 
investment theses for investors. Sectors in which  
we see both reasonably priced companies and a 
potential safe haven amid slowing global demand 
include U.S. banks, which are trading at relatively 
low valuations, and health care, a sector where 
spending is typically durable throughout the 
economic cycle.

Globally, the geopolitical environment is increasingly 
uncertain, and there are concerns about a slowdown 
in many parts of the world, including Russia, China 
and Europe. This has revived apprehension about 
foreign-exchange-rate volatility for companies that 
operate in international markets. While the U.S. 
economy appears to be resilient despite the global 

backdrop, we are cognizant of the impact this may 
have on our portfolios. However, we are confident 
that our approach of buying quality, cash-generating 
businesses at reasonable valuations will enable  
our portfolios to remain strong despite global 
headwinds. Overall, we maintain our view that the 
U.S. offers a breadth of investment opportunities  
in some of the strongest companies in the world.

Global equities

In the U.S., economic activity is accelerating, driven 
by rising household wealth, increased consumer 
spending and improved government finances.  
We anticipate economic growth of approximately 
3.0% during 2015. Equity valuations have risen 
across the market relative to other regions, but are 
justified in our mind, given higher quality and 
profitability. We believe 2015 will be another 
favorable year for U.S. equities, as low inflation 
stemming from falling commodities may delay the 
start the Fed’s monetary tightening cycle. We expect 
well capitalized companies with strong returns on 
invested capital to continue to outperform, and we 
are maintaining a neutral to overweight position in 
the U.S. market. 

The euro zone recovery is inconsistent but trending 
in the right direction. Most European nations have 
managed to improve their budgets; however, we 
believe further improvement will be slow and drawn 
out. Confidence in core European economies 
suffered as Russian-Ukrainian tensions intensified, 
and regional trade with Europe has come to a halt. 
As the two sides work out some form of a truce, 
business confidence, and subsequently, business 
orders, should improve. Meanwhile, Mario Draghi, 
President of the European Central Bank, is 
embarking on more stimulus measures in early 
2015 to combat the latest trough in economic 
activity. The combination of these events could  
help resuscitate the European economy by the third 
quarter of 2015. We are maintaining our exposure  
to Europe at 25% – 30% of the portfolio as we 
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continue to find great businesses in this region  
at attractive prices. 

In emerging markets, the main risks reside in Russia 
and China. The Russian central bank’s focus on 
supporting the ruble and stabilizing financial markets 
by raising interest rates sharply comes at the cost of 
economic growth, which, in turn, spills over to 
neighbouring countries. In China, the need  to create 
credit to generate growth remains problematic. For 
emerging markets overall, company-specific risk 
remains high; we believe accessing these markets, 
on risk-adjusted basis, is best achieved through 
companies domiciled in more stable, developed 
markets with exposure to growth in emerging 
markets.

The portfolio management team will continue to 
apply Sentry’s disciplined and proven house style 
when selecting investments for the Funds. This style 
focuses on companies with free cash flow growth, 
strong management and a record of intelligent 
allocation of capital. We believe this approach will 
continue to provide investors with the best potential 
for strong risk-adjusted returns over the long term.

Fixed income

The Bank of Japan has significantly increased its 
bond-buying program in an attempt to reinflate  
its economy and as part of a larger scheme for 
economic reform. In the meantime, the European 
Central Bank is preparing significant quantitative-
easing measures to combat the latest slowdown in 
the euro zone. We expect massive bond buying from 
both these central banks to crowd out the natural 
holders of local bonds as yields in these regions 
decrease. These investors will likely migrate to U.S. 
Treasuries, seeking higher yields, a stronger 
currency and a growth economy. In this paradigm, 
we believe any weakness in the U.S. Treasuries  
will be an opportunity to increase duration in  
our portfolios. 

In the investment-grade credit market, the yield 
spread between energy and non-energy securities 
has widened markedly. Energy securities sold off  
as oil prices fell, while the non-energy securities, 
such as financials, held on to recent gains. In the 
high-yield market, however, selling pressure this last 
quarter was broad-based – led by the energy sector 
and the absence of a bid to provide liquidity for fund 
outflows. Although the high-yield bond market’s 
overall credit quality has decreased modestly, still-
solid earnings and cash-flow generation, coupled 
with an approximately 500 basis points spread over 
similarly dated government bonds, leads us to 
favour the high-yield bond market over the 
government bond market. 

Global real estate

Global REITs enjoyed a strong year of performance 
in 2014 driven by continued strong property level 
fundamentals and lower interest rates. While we 
anticipate 2015 will be another year of positive 
performance, we expect returns will look more 
normalized because most REIT markets outside  
of Canada are trading closer to fair value. 

We expect economic growth in most developed 
markets will continue, and the underlying 
fundamentals that drive cash flow growth for REITs 
(occupancies and rents) will maintain a positive 
upward trend. The result of economic expansion, we 
believe, will be a modest rise in interest rates during 
2015. In spite of this rise, many REITs will still have 
the ability to lower their average cost of debt by 
renewing at lower-than-expiring levels.

Although Canadian REITs experienced strong 
positive performance in 2014, they lagged their 
global counterparts, especially those in the U.S., 
and are still trading at a roughly five percent 
discount to NAV. In spite of this valuation discount, 
we expect Canadian REITs to provide roughly four  
to five percent cash flow growth in 2015 and 
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experience the same positive trends in occupancy 
and rents as other world REIT markets, making 
Canada one of the more attractive REIT markets 
to start the year.

Infrastructure

As investors searched for stability and yield in 2014, 
valuations on yield-focused, defensive companies 
rose, and, in our opinion, these companies are now 
expensive. Energy midstream companies, on the 
other hand, experienced what we believe was an 
overcorrection as the price of oil collapsed towards 
the end of the year. Although we think there will be 
some short-term pain for midstream companies in 
the first half of 2015, we believe they offer a better 
mid- to long-term (24 to 36 months) risk-adjusted 
return opportunity relative to defensive companies.

We expect the U.S. Federal Reserve will begin 
raising interest rates in 2015 if economic expansion 
continues south of the border, and we have 
positioned the Fund with both this and our 
fundamental assessment of sector valuations in 
mind. The Fund is currently overweight economically 
sensitive companies (transportation, industrials and 
energy) and underweight yield-focused, defensive 
companies (telecoms and utilities). 

From a geographic perspective, we believe select 
European infrastructure equities will deliver superior 
performance in 2015. Broadly, European 
infrastructure equities are trading at attractive 
valuations, while U.S. assets are closer to fair value. 
If you believe that European Union countries are 
aligned with the goal of keeping the continent out of 
recession – which is our view – the relative 
discounted valuations are attractive.

Materials

In 2014, the prices of key base metals and bulk 
commodities, such as copper, iron ore, coking coal 
and potash, were down year-over-year in percentage 
terms. The price decline was the result of rising 

mine supply in the face of sluggish demand, 
particularly from China, which represents a large 
share of global metal demand and an even larger 
share of commodity demand growth. The drop in 
prices, however, did not result in reduced supply, 
which would have limited the price decline. In fact, 
supply actually increased for some metals, the 
result of the lagged nature of capital spending in 
metals and materials. In precious metals, a sector 
with different demand drivers than base metals and 
bulk commodities, prices were also down sharply in 
2014. The sell-off in the precious metals sector was 
also due to excess supply; however, the excess 
supply was not the result of physical supply growth 
as seen in other metals. Rather, the price pressure 
in 2014 was the result of inventory de-stocking – 
both physical inventory through ETF sales and 
artificial de-stocking through the sale of futures 
positions by speculators who bet that normalizing 
economic conditions in the U.S. and rising real rates 
would reduce demand for gold. 

We expect 2015 to bring positive price appreciation 
in precious metals. Demand for metal, particularly 
gold, remains strong throughout Asia. In addition, 
mine supply is expected to decline for the first year 
since 2008 – an important psychological change in 
the precious metals sector that we expect to put a 
floor beneath the price. 

The path of prices for base metals and bulk 
commodities in 2015 is less clear, but we expect  
a more positive pricing environment towards the 
second half of the year as supply comes back into 
balance with demand. This should result in more 
favorable supply/demand balances in 2016, as well 
as the potential for price appreciation. The wild card 
will be the path of U.S. dollar, where relative 
strength vis-à-vis other currencies can be a headwind 
for metal prices, given that metals are notionally 
priced in U.S. dollars. While the supply/demand 
balance and resultant price forecast for base metals 
and bulk commodities varies greatly based on each 
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commodity’s unique characteristics, we see the best 
risk-reward trade-offs in zinc, palladium, and copper.

Energy

A combination of factors, including a growing 
imbalance between global crude supply and 
demand, slowing economic growth in China and 
concerns over Europe’s economy led to an 
unwinding of speculative long positions that was 
exacerbated by OPEC’s failure to cut production 
quotas at its November meeting. We are now in a 
position where market forces must correct the 
imbalance, and we expect this to extend well into 
2015 as lower oil prices result in curtailed capital 
spending in the sector. However, this environment 
may also create the opportunity for companies with 
strong balance sheets and good cost structures to 
further strengthen as assets of weaker companies 
become available at attractive valuations.

In North America, natural gas is primarily a weather-
driven commodity. Any strength in prices in the short 
term will be a consequence of extreme cold snaps, 
oil-sands activities, and relative pricing compared  
to thermal coal, which drives coal-to-gas switching 
decisions by power generators. In the medium  
to long term, we remain optimistic about the 
prospects for liquefied natural gas and growing  
U.S. industrial demand.

 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before investing.  Mutual funds 
are not guaranteed, their values change frequently and past performance may not be repeated.

Certain statements in this document are forward-looking. Forward-looking statements (“FLS”) are statements that are predictive in nature, depend upon or refer to future events or 
conditions, or that include words such as “may,” “will,” “should,” “could,” “expect,” “anticipate,” “intend,” “plan,” “believe,” or “estimate,” or other similar expressions. Statements 
that look forward in time or include anything other than historical information are subject to risks and uncertainties, and actual results, actions or events could differ materially from 
those set forth in the FLS. FLS are not guarantees of future performance and are by their nature based on numerous assumptions. Although the FLS contained herein are based upon 
what Sentry Investments and the portfolio manager believe to be reasonable assumptions, neither Sentry Investments nor the portfolio manager can assure that actual results will be 
consistent with these FLS. The reader is cautioned to consider the FLS carefully and not to place undue reliance on FLS. Unless required by applicable law, it is not undertaken, and 
specifically disclaimed that there is any intention or obligation to update or revise FLS, whether as a result of new information, future events or otherwise.

Sentry, Sentry Investments and the Sentry Investments logo are trademarks of Sentry Select Capital Corp.  COM_14637 (01/15) E

Look forward to further insights on global capital markets, asset allocation and how 
Sentry Investment portfolios are positioned in further commentaries being released 
shortly by Sentry portfolio managers.


