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INVESTORS 1ST
The CFA Institute is undertaking a broad initiative called “The Future of Finance,”

Spring 2014

whose objective is to create positive change in the financial industry. This
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Open. For business.
Award-winning research. Outstanding teaching. Unmatched global
partnerships. The Sauder School of Business at UBC, Canada's leading academic
business school, is shaping careers and transforming business.

Investors 1st – the fiduciary duty to protect investor interests
Financial knowledge – empowering investors to make better decisions
Regulation and enforcement – protecting investors and preserving capital market integrity
Retirement security – sensible solutions for pension systems worldwide
Safeguarding the system – promoting stability and minimizing systemic risk
Transparency and fairness – standards to promote an open and honest financial system.

The first focus area of the initiative – Investors 1st - is a fundamental tenant of the professional activities of

Learn more at www.sauder.ubc.ca

all CFA Charterholders and candidates. Investors 1st means that for all CFA Charterholders, the needs and
interests of those they serve must come before their own interests or those of their firms. In support of the
Investors 1st initiative, the Statement of Investor Rights was developed by the CFA Institute to educate the
consumers of financial service products about the conduct they are entitled to expect from financial service
providers. The Statement of Investor Rights is intended to be used by both investors and financial professionals
in the following ways:
• Investors: Present the Statement to your financial professionals, whether you are establishing an investment

THE UNIVERSITY OF BRITISH COLUMBIA

plan, working with a broker, opening a bank account or buying a home.
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• Financial Professionals: Support the Statement and provide it to your clients to show that you are committed

FORECAST 2014: THE KILLER D’s
Five macroeconomic trends that will
shape portfolios and business going
forward.
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1 Honest, competent, and ethical conduct that complies with applicable law;
2 Independent and objective advice and assistance based on informed analysis, prudent judgment, and diligent effort;
3 My financial interests taking precedence over those of the professional and the organization;
4 Fair treatment with respect to other clients;
5 Disclosure of any existing or potential conflicts of interest in providing products or services to me;
6 An understanding of my circumstances, so that any advice provided is suitable and based on my financial objectives and constraints;
7 Clear, accurate, complete, and timely communications that use plain language and are presented in a format that conveys the information effectively;
8 An explanation of all fees and costs charged to me, and information showing these expenses to be fair and reasonable;
9 Confidentiality of my information;
10 Appropriate and complete records to support the work done on my behalf.
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Local CFA Institute member societies are currently engaging in a variety of activities to support these initiatives. CFA Society Vancouver’s efforts have been focused
on the publication of our semi-annual BC Investor Outlook, which was launched in June 2013 and is intended to further investor education by providing objective
and unbiased content focused on the economy, capital markets, portfolio management, taxation, estate planning and other topics of interest to investors in our
local market. CFA Society Vancouver also hosted it inaugural Wealth Management Conference in October 2012. The Conference was designed to appeal to private
Pender is an independent, employee-owned, value-based investment firm and one of the fastest growing
investment companies in the country. Being based in Vancouver, away from the “noise” of the marketplace,
is one of our competitive advantages. We are proud to support CFA Society Vancouver.
PenderFund Capital Management

@penderfund

investors and their advisors by accessing the talent pool of CFA Society Vancouver’s membership and industry contacts to help address issues facing investors in a
way that was not self-serving or promotional. At CFA Society Vancouver, we are currently in the process of planning our next Wealth Management Conference for
later this year, and expect to be announcing the date and speaker list shortly.

penderfund.com
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By Avery Shenfeld PhD CIBC World Markets Inc.

CATCH-UP
Canada’s economy won’t win a 2014 beauty contest against its cousin to the south, as the US economy sees a greater
lift from pent-up demand and a more dramatically lightening fiscal drag. But while America will still be catching up
to Canada in closing economic slack, the game of catch-up in the equity market could tilt the other way. After being
trounced by New York (and Europe and Japan for that matter) in 2013, Toronto stocks entered the year with less
stretched valuations, and greater potential for earnings gains that will pay off in outperformance in the year ahead.
With humility being a Canadian trait, the perception is often that foreign investors are the “smart money”.
If so, we should be taking note of the recent rush to buy from abroad. In 2011-12, foreigners were piling into
our AAA sovereign bonds, but of late, there’s been a rush into Canadian stocks (Chart 1). What do they see
that we don’t?

THE WORLD IS ITS OYSTER
Their global perspective could have them keying in on a key advantage for the TSX. As we outlined in our
December forecast (See “Outlook 2014: Give Low Rates a Chance”), 2014 will be the first year since 2010 in

ELBOW ROOM IN VALUATIONS
Equity markets aren’t, of course, at historically cheap levels. But both in absolute and relative terms, the
TSX is not yet expensive enough to fear poor returns in the year ahead. One fairly objective measure, the
cyclically adjusted PE (CAPE), looks at real prices relative to 10-year inflation-adjusted trailing earnings,
getting around any need to forecast what lies ahead. Historically, a high CAPE ratio has been a good
predictor of adverse market turns, but its current level for the TSX is well below that of recent equity
market peaks (Chart 5), and also somewhat below the historical mean.

which global growth surprises on the upside with a 4% pace, about a half-point above current consensus or

For those willing to project earnings ahead, the TSX looks ready to shake off its recent troubles as a laggard

IMF expectations.

in bottom-line growth. In part, New York has eaten Toronto’s lunch on earnings growth in recent years,

Historically, years in which global growth ran at 4% or better were big winners for the cyclically weighted
TSX (Chart 2). Not only were median returns well above the S&P 500 in such years, but the TSX beat its US
counterpart in all of the past six years in which growth hit 4% or higher.
That, of course, reflects the heavier weighting in Toronto’s benchmark towards resources sensitive to global
activity. To this point, sluggish activity has held back demand, in a period in which supply was expanding in
such areas as natural gas, oil and base metals. Little wonder, then, that the resource sector has been largely
responsible for a disappointing earnings recovery of late (Chart 3), offsetting steady gains elsewhere in
the index.
As we detailed in our December forecast, supply growth stands in the way of a repeat of the commodities
supercycle seen in the last global expansion. But increases in supply for oil, natural gas and metals are
already well priced in. What isn’t is the pressure from demand associated with pleasant surprises in global
economic activity. That should have oil prices steady but oil futures trading at much less of a discount than
now in the curve. Natural gas could hold onto recent gains, while base metals and lumber move higher.

partly because it was coming back from a deeper trough. Certainly, that’s been the case for the financials,
where the Canadian banking industry wasn’t as decimated in the recession, and couldn’t therefore match
the “rise from the dead” performance that US banks saw. But that catch-up phase for US earnings looks to
have run its course, at least judged by the degree to which earnings are now at equivalent levels relative to
pre-recession benchmarks (Chart 6).
Last year, our top-down model, which is based on a set of macroeconomic, cost and resource market
indicators, accurately anticipated a disappointing low, single-digit pace for TSX Composite earnings. The
same model, keying off of recent signs of better US growth in particular, now projects a consensus-topping
13% advance. Upside US growth surprises should allow the S&P 500 to roughly match bottom-up earnings
expectations (which are typically too high at the start of year), but that will still trail the TSX pace (Chart 6).
Forward PE multiples also seem favourable to a year in which Canada lands on top. Though stocks aren’t
wildly cheap on either side of the border, the TSX’s current multiple of 14½—close to the historical
average—is well below that for the S&P 500. There are compositional differences between the two markets
in terms of sector weightings and dividend payouts, not to mention average firm size and risk profiles.

Precious metals are an exception. What gold needs isn’t economic growth, but significant inflation in major
economies and a weakening US$, neither of which look to be in the cards for 2014. But the damage to the
Composite from that sector isn’t likely to be nearly as material as it has been in the past couple of years,
when it reflected not only weakening bullion prices but also troubled projects. Moreover, the precious
metals share of the Composite is now less than half its weight of two years earlier (Chart 4).

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”
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CATCH-UP

By John Mauldin MA Millennium Wave Advisors

FORECAST 2014: THE KILLER D’S
Toronto’s average dividend is higher, and many investors feel dividends are a better guide to longer term

It seems I’m in a constant dialogue about the markets and the economy everywhere I go. Comes with the

businesses report all of their cash income and pay

profitability than current earnings, suggesting dividend-rich players should trade at a premium. Controlling

territory. Everyone wants to have some idea of what the future holds and how they can shape their own

their full share of taxes, unlike their American and

for all of these differences through a firm-level regression analysis, so as to provide a strictly “apples-to-

personal version of the future within the Big Picture. In this article, we will review five of the significant

European counterparts.

apples” comparison, suggests the typical Toronto-listed stock trades for about 8% less than the average

economic macrotrends that have to be understood, as always, as the context for any short-term forecast.

large cap member of the Big Board (Chart 7).

These are the forces that are going to inexorably shift and shape our portfolios and businesses.

RISKS AND REWARDS
All of this leans heavily on our call that global growth will be a pleasant surprise in 2014. Those who think
otherwise, won’t be convinced. But in terms of another risk factor, the upward march of bond yields, the
TSX does carry a bit more downside protection. Balance sheets are less levered north of the border (Chart
8), leaving less roll-over exposure to higher rates as debt comes due over time.
In the near term, however, the greatest negative entailed in adding weight to Canada is that, for unhedged
portfolios, a sliding C$ represents a potential offset to better price momentum. For now, Canadian asset

D

EMOGRAPHICS
EFICIT
EBT
ELEVERAGING
EFLATION

managers will want to keep some of the US$ exposure they’ve built up, perhaps doing so on the fixed

The Killer D’s

income side. We’ll need to see more improvement in Canada’s trade position as the year progresses, and an

The first five of our nine macro-

uptick in inflation that quells dovish talk from the Bank of Canada, to put a floor under the loonie. n

forces can be called the Killer
D’s: Demographics, Deficit, Debt,
Deleveraging, and Deflation.
And while I will talk about them
separately, I am really talking threads
that are part of a tapestry. At times

AVERY SHENFELD, PHD

it will be difficult to say where one
Avery Shenfeld is Managing Director and Chief Economist of
is widely recognized as one of Canada’s leading economists for
his perceptive analysis and insight on economic developments
and their implications for financial markets. Mr. Shenfeld is a
four-time winner of the Dow Jones Market Watch forecasting

the biotechnological revolution. Their protests
sometimes make me smile and suggest that if
they are really worried about the situation, they
can volunteer to die early. So far I haven’t had
any takers.
Most people would agree that growth of the
economy is good. It is the driver of our financial
returns. But older people spend less money
and produce far less than younger, more active
generations do. Until recently this dynamic has not
been a problem, because there were far more young
people in the world than there were old. But the
balance has been shifting for the last few decades,
especially in Japan and Europe.
An aging population is almost by definition
deflationary. We can see the results in Japan.
An aging, conservative population spends less.
An interesting story in the European Wall Street
Journal earlier this year discussed the significant

CIBC World Markets Inc. He has been with CIBC since 1993 and
DEMOGRAPHICS – AN UPSIDE DOWN WORLD
One of the most basic human drives is the desire
to live longer. And there is a school of economics
that points out that increased human lifespans

amount of cash that aging Japanese horde. In
Japan there is almost three times as much cash
in circulation, per person, as there is in the US.
Though Japan is a country where you can buy a soft
drink by swiping your cell phone over a vending
machine data pad, the amount of cash in circulation

comes to demographic challenges, and the United
States sees its population growing only because of
immigration. Russia’s population figures do not
bode well for a country that wants to view itself as
a superpower. Even Iran is no longer producing
children at replacement rates. At 1.2 children per
woman, Korea’s birth rates are even lower than
Japan’s. Indeed, they are the lowest in the World
Bank database.
A basic equation says that growth of GDP is equal
to the rate of productivity growth times the rate of
population growth. When you break it down, it is
really the working-age population that matters. If
one part of the equation, the size of the working-age
population, is flat or falling, productivity must rise
even faster to offset it. Frankly, developed nations
are simply not seeing the rise in productivity that
is needed.
As a practical matter, when you are evaluating a
business as a potential investment, you need to
understand whether its success is tied to the growth
rate of the economy and the population it serves.

THE TWIN DANGERS OF DEBT AND DEFICITS
In our book Endgame Jonathan Tepper and I
went to great lengths to describe the coming crisis

award and has received awards for forecast accuracy on the

is one of the most basic and positive outcomes of

U.S. and Canadian economies by Bloomberg Markets. He

economic growth. I occasionally get into an intense

has also been consistently ranked as one of the top Canadian

conversation in which someone decries the costs

economists by institutional investors. Mr. Shenfeld holds a PhD

of the older generation refusing to shuffle off this

A skeptic might note that 38% of Japanese

government runs up against its ability to borrow

mortal coil. Typically, this discussion ensues after

transactions are in cash and as such might

money at reasonable rates. That point is different

I have commented that we are all going to live

be difficult to tax. But I’m sure that Japanese

for every country. When a country reaches the

in Economics from Harvard University.

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”
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thread ends and the others begin.

much longer lives than we once expected due to

“Old Europe” is not far behind Japan when it

is rising every year, and there are actually proposals
to tax cash so as to force it back into circulation.

in sovereign debt, especially in Europe – which
shortly began to play itself out. In the most simple
terms, there can come a point when a sovereign

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”
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FORECAST 2014: THE KILLER D’S
Bang! moment, the market simply starts demanding

There is currently a lull in the level of concern about

As I’ve outlined previously, central banks can

ever been. Deflation is the default condition in a

central banks. They are all run by neo-Keynesians.

on an economic Star Trek, with Captain Bernanke

higher rates, which sooner or later become

government debt, but given that most developed

print far more money than any of us can imagine

deleveraging world. The combination of deflation

(Yes, I know there are some central bankers who

about to turn the helm over to Captain Yellen, going

unsustainable. Right up until the fateful moment,

countries have not yet gotten their houses in order,

during periods of deleveraging and deflation. For

and collapsing debt can even create an economic

disavow the prevailing paradigm, but they don’t

where no reserve-currency-printing central bank

everyone says there is no problem and that the

this is a temporary condition. Debt will rear its ugly

the record, I said the same thing back in 2010

singularity.

have the votes.) The default response of any

has gone before. This is not Argentina or Zimbabwe

government in question will be able to control

head again in the not-too-distant future. This year?

when certain hysterical types were predicting

present-day central banker faced with a crisis will

we are talking about. The Federal Reserve is setting

the situation.

Next year? 2016? Always we pray the prayer of St.

hyperinflation and the end of the dollar due to

be massive liquidity injections. We can argue with

its course based on economic theories created by

Augustine: “Lord, make me chaste, but not today.”

the quantitative easing of the Federal Reserve.

the tide, but we need to recognize that it is coming in.

people whose models are demonstrably terrible.

a deflationary/deleveraging world, it can be a

When there is a recession and interest rates are at

Will we have an outright recession in the US this

meaningless (and extremely frustrating) exercise to

or close to the zero bound, there will be massive

year? I currently think that is unlikely unless

try to picture a future that is a simple extension of

quantitative easing and other, even more creative

there is some kind of external shock. But short-

past economic reality. Any short-term forecast (less

injections of liquidity into the system. That is a

term interest rates will stay artificially low due to

than one or two years) has to bear that fact in mind.

reality we have learned to count on and to factor

financial repression by the Fed, and there will be an

into our projections of future economic possibilities.

increased risk of further monetary creativity from a

But as to what set of econometric equations

Yellen-led Fed going forward. Stay tuned. n

simple: balance our family budget. But it is manifestly
more difficult, politically and otherwise, for a major

I remain actively opposed to the current level

DELEVERAGING AND DEFLATION –
THEY ARE JUST NO FUN

developed country to balance its budget than it is
for your average household to do so. There are no

At some point, when you have accumulated too

easy answers. Cutting spending is a short-term drag

much debt, you just have to deal with it. The

on the economy and is unpopular with those who

chart below provides the best explanation as to

lose their government funding. Raising taxes is both

why the current recovery is the weakest in recent

a short-term and a long-term drag on the economy.

history. Deleveraging is a very difficult process. It
is absolutely no fun. Looking at this chart, I find it

The best way to get out of debt is to simply hold

rather remarkable and somewhat encouraging that

spending nominally flat and eventually grow your

the US has done as well as it has the past few years.

way out of the deficit, as the United States did
in the 1990s. Who knew that 15 years later we
would be nostalgic for Clinton and Gingrich? But
governments almost never take that course, and
eventually there is a crisis. Japan has elected to
deal with its deficit and debt issues by monetizing
the debt. Meanwhile, in Europe, the ECB had to
step in to save Italy and Spain; Greece, Ireland, and

of quantitative easing, not because I’m worried
about hyperinflation but for other reasons I have
discussed in the past. As long as the velocity of
money keeps falling, central banks will be able to
print more money than we would have thought

have grown comfortable with no longer work.
As we approach a potential event horizon in

possible in the ‘70s or ‘80s. And seemingly they
can get away with it – in the short term. However,

WE ARE IN A CODE RED WORLD

we should employ in coming up with accurate,

when the velocity of money begins to rise again for
whatever unknown reason, central banks had better

We need to understand that there has been a

dependable projections, no one, least of all central

have their ducks in a row!

complete bureaucratic and academic capture of

bankers, has a clue. We are in unknown territory,

Deflationary conditions make debt worse. If you
borrow money at a fixed rate, a little inflation – or
even a lot of inflation – helps a great deal. To think
that even conservative Republican leaders don’t get
that is naïve. Certainly it is understood in Japan,
which is why the success of Abenomics is dependent
upon producing inflation. More on that below.

Portugal were forced into serious austerities; and

For governments, there is more than one way to

Cyprus was just plain kicked over the side of the boat.

deleverage. You can default on your payments,
like Greece. We’re going to see a lot more of that
in the next five years – count on it. Or you can get
your central bank to monetize the debt, as Japan is

JOHN MAULDIN

If you or I have a debt issue, the solution is very

At that point, the economic models that we

John Mauldin is a renowned financial expert, a New York Times best-selling
author, and a pioneering online commentator. Mr. Mauldin’s weekly e-newsletter,
Thoughts from the Frontline, is one of the first publications to provide investors
with free, unbiased information and guidance. Today, it is one of the most widely
distributed investment newsletter in the world. His bestselling books include Bull’s
Eye Investing, Just One Thing and Endgame as well as his recently released update
to Bull’s Eye Investing- The Little Book of Bull’s Eye Investing. Mr. Mauldin is the
President of Millennium Wave Advisors, an investment advisory firm registered
with multiple states. He is also a registered representative of Millennium Wave

doing. Or get the central bank to convert your debt

Securities, a FINRA-registered broker-dealer. He earned his Bachelor of Arts degree

into 40-year bonds, as Ireland did. (Brilliant move,

from Rice University in 1972 and his Master of Divinity degree from Southwestern

by the way, for tiny Ireland – you have to stand

Baptist Theological Seminary in 1974.

back and applaud the audacity. I wonder how much
good Irish whiskey it took to get the ECB to agree to
that deal?)
Inflation is falling almost everywhere today, even
as central banks are as accommodative as they have

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”
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By Jim Gilliland CFA Leith Wheeler Investment Counsel

2014 AND BEYOND – A LEITH WHEELER PERSPECTIVE

THIS PAST YEAR HAS BEEN MARKED BY RECORD HIGH STOCK MARKET LEVELS AND SIGNS
OF IMPROVED GROWTH IN MANY OF THE WORLD’S ECONOMIES. WHILE THIS HAS BEEN
ENCOURAGING, INVESTORS ARE WONDERING WHETHER SOME OF THE MOMENTUM OF 2013
WILL CARRY OVER INTO THIS YEAR. THE FOLLOWING ARTICLE OUTLINES OUR THOUGHTS AT

While the U.S. recovery is the brightest spot

The biggest determinant of global growth is the

Revenue expectations are improving as market

globally, part of the improvement will also come

potential impact from corporate investment in

participants become more confident with global

from Europe, which despite pockets of weakness, is

plant and equipment. Business confidence has

growth. Over the last several years, companies

starting to grow again after its deep recession. The

been somewhat contained due to tepid sales growth

have improved their balance sheets and are now

recovery is being driven by the industrial heartland

and uncertainty over the U.S. budget and debt

refinancing their debt at cheaper rates, further

in the north, but even in southern Europe, Italy

ceiling. However, there are some encouraging

helping profitability. Finally, capital is being

and Spain are no longer contracting as badly and

signs that things are getting better, particularly in

returned to shareholders through increased

are showing some signs of very gradual renewed

the oil and gas sector and some parts of the U.S.

dividends and improved stock buybacks. We expect

growth. All of this translates into expected growth

manufacturing. Even with an improvement from

the market can deliver 4-5% per annum earnings

in the 1% per annum range for the Eurozone.

depressed levels, capital spending is expected

growth with an additional 3% dividend yield, for an

to grow at a slower pace than in

overall return in the 7-8% range. It is likely going to

previous recoveries.

be more of a stock pickers’ market going forward,

LEITH WHEELER ON GLOBAL GROWTH, AS WELL AS THE STOCK AND BOND MARKETS IN 2014
AND BEYOND.

one in which selection skill will be important in

STOCK MARKETS
Most major stock markets have now
recovered the losses sustained in the

GLOBAL GROWTH

Great Recession. The move in equities,
coupled with a modest economic

We expect global economic growth to continue to improve gradually, increasing 2-3% per annum. The U.S. housing market continues to gather forward

recovery, has raised concerns that

momentum, as new home starts of over a million homes annually represents the best performance since 2008. Also, U.S. consumers have made substantial

stock valuations are being inflated by

progress in improving their balance sheets, despite reasonably tepid job growth and income gains. Consumer spending has ticked up and retail sales are growing.
Auto sales are on track for 16-17 million in annual sales, a level the U.S. has not seen since 2007.

money creation from the U.S. Federal

7

BONDS
Starting in early 2014, what the Fed recently took
away in terms of reduced bond buying, they gave
back in increased clarity. First, we have a pretty
clear road map for how long the bond tapering will
take, in that the current bond buying program will
most likely be concluded by the end of 2014. The

In our view, emerging markets and China, which

Reserve (“the Fed”). However, it’s our view that

are critical for our Canadian natural resource

the primary driver of stock market valuations has

companies, will most likely grow in the low end of a

been corporate profit growth, not the Fed’s actions.

6-8% per annum range. While lower than the past

If you look over the past five years, the S&P 500

growth rates many have become accustomed to,

has almost doubled; however, less than one-third

these levels are still quite reasonable overall. The

of that rise has been due to increased valuations or

flip side to relatively slower growth from emerging

an expansion of their Price-to-Earnings multiples

markets and China is that developed countries will

(a measure of the fundamental value of stocks).

no longer have to contend with rising commodity

The vast majority of the increase has been due to

prices. For example, China’s economic engine,

improved earnings. As bottom-up stock pickers,

which fueled increased commodity demand, hurt

we continue to find reasonable value in parts of

We believe it is unlikely that the Bank of Canada

both capital spending and consumers here at

the market and are not seeing the type of stretched

will begin to raise interest rates in advance of

home. A more reasonable growth trajectory for

valuations that are indicative of what most investors

the Fed. The Canadian economy is facing several

the emerging markets and China will mean less

would consider a bubble, especially when compared

headwinds relative to the United States. Consumers

competition for the natural resources required to

to the current investment opportunities in bonds or

south of the border have been repairing their

fuel our own economic growth and will act as less of

cash equivalents.

balance sheets over the last several years and the

a tax on domestic consumers.

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”

generating excess returns.

second piece of clarity the Fed provided, which
is even more important for the markets, was a
roadmap for increasing interest rates. By indicating
that they will most likely be keeping rates low, even
past the previous threshold of an unemployment
target of 6.5%, it indicates that the threat of an
increase in interest rates in the U.S. has been
pushed off to the latter part of 2015 and potentially
even 2016.

housing market correction is well behind them.

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”
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2014 AND BEYOND – A LEITH WHEELER PERSPECTIVE
We have not gone through this process in Canada,

CONCLUSION

and any slowdown or downturn in our real estate

By Peter Tertzakian MSc ARC Financial Corporation

THE MORAL OF THE GAS STORY
If the ancient Greek storyteller Aesop were alive

directly to natural gas consumption. Figure 1

today, he might have written a fable about North

shows weekly U.S. HDDs from 2000 to present.

market could act as a significant drag on our

Overall, the best way to build financial wealth

American energy markets. Aesop’s sheet of papyrus

The seasonality of heating is obvious: Furnaces are

economy. There are also concerns that commodity

amid the economic conditions we believe will

may have ended with the moral: “If you wait long

turned off in mid-summer and blowing hard in the

prices could remain weak over the next several

occur in 2014 is by taking a long-term investment

enough, gas prices will go up.”

third week of January.

years, which would have an impact as well. The

approach. For instance, when assembling a

most recent Consumer Price Index numbers in

stock portfolio, we think like the owners of the

Last week, the ticker showed the highest continental

What’s notable about our HDD chart this week is

Canada came out at 0.7%, which is well below the

companies we might invest in and ensure that the

natural gas prices in four years, momentarily

that there is nothing notable about this winter of

Bank of Canada’s inflation target of 2%. If anything,

price we pay represents good value. In addition,

bobbing above $5.50 (U.S.) per 1,000 cubic feet

2013-14. Total HDDs have been close to the long-

we feel there is a risk that the Bank of Canada

we are still finding value in short and mid-term

(Mcf) in the United States and $5 (Canadian) in

term average, back to 2000. In fact, this winter’s

remains accommodative in the near term.

corporate bonds and select preferred shares. A

Canada. We know Aesop could have easily penned

performance is unremarkably reminiscent of the

another truism, “Cold weather drives higher prices,”

winter of 2009-10.

balanced approach that combines a portfolio of

We expect bond returns will continue to remain

well-researched stocks with attractive fixed income

low, in the 2-3% range over the next few years.

investments continues to provide the best trade-off

Although this level of return does not compare
favourably to our stock return expectations, the
inclusion of select bonds still offer the benefits
of diversification and relative stability that most
investors require to offset the volatility in stocks.

but would he have offered the more complex
wisdom: “Prices under $3.50 are not sustainable?”
Are we to believe that the days of two or three

2012-13, was also anomalously short on heating,

not be expected, returns in balanced portfolios for

dollars for a 1,000 cubic feet of the coveted heating

and therefore gas demand. Back to back, these

2014 and beyond should continue following a road

fuel are gone?

abnormally weak winters were juxtaposed against

to recovery. n
Since December, the shivering populace on the
up their thermostats and brought vigour back
to winter natural gas consumption. Scenes of

JIM GILLILAND, CFA

of the warmest on record. And last winter, that of

of risk and return. Although a repeat of 2013 should

eastern side of the continental divide have dialled

Mr. Gilliland is the President & CEO, Head of Fixed Income at Leith Wheeler. He
joined Leith Wheeler in 2009 and has extensive investment experience in Canadian
and U.S. fixed income markets through his time at HSBC Asset Management/M.K.
Wong & Associates in Vancouver (1993-2001) and Barclays Global Investors (BGI)
in San Francisco (2002-2009). Among his achievements were building out and

snowy roads and frosty mustaches made it look
like conditions were exceptionally frigid in the
U.S. and Canada. They were (and still are). But
averaged over the span of the continent,

securitized credit, and emerging markets; launching and managing a successful

a good old-fashioned winter. While

fixed income hedge fund; developing platforms to manage risk; and developing

thermometers have been showing cold in

a graduate of University of British Columbia (B. Comm. with honours). After

pressurized the pipeline gauges to “full.” Storage
levels ballooned out as a consequence. Not enough
consumption and too much production combined
in a “perfect storm” that pummelled gas for two
years hence.

America in one year, between 30 and 35 per cent is
seasonally related to warming up our bodies in the
winter months. Heating Degree Days (HDDs) are
a measure of cold weather intensity that correlate

by 20 per cent (10 billion cubic feet a day). Today,
output growth is running at a reasonable 2 per cent
to meet incremental demands, which means that
the demand-pull of a normal winter isn’t masked by
a surplus of production.
By the numbers, this coming year is
a pretty “normal” year. Volumes
of natural gas in storage today –
where supply meets demand – are
on a restrained 2010 trajectory. By
association, price indications for 2014
also seem to be tracking 2010. Back
then Henry Hub averaged $4.40 (U.S.)

temperatures.

University of California, Berkeley. Mr. Gilliland holds a Chartered Financial Analyst

boom era, productive capacity in the U.S. expanded

like déjà vu 2010, which was arguably

California have been indicating warm

Of all the natural gas burned in North

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”

gas liberated as a byproduct from oil drilling – also

the east, readouts in western states like

his work at HSBC, he earned his Masters degree in Financial Engineering at the
(CFA) designation.

that, large quantities of associated gas – natural

spreadsheets show that what we have
been experiencing is nothing more than

customized client solutions and liability driven products. He leads Leith Wheeler’s

excessive gas output from shale drilling. On top of

the numbers tell a different story; the

managing a team of professionals covering interest rate strategies, corporate credit,

bond team and chairs Leith Wheeler’s Portfolio Review Committee. Mr. Gilliland is

9

It was the winter of 2011-12 that was weird – one

Mcf while AECO logged the year at
$4.00 (Canadian) Mcf. Those numbers
Today, North American natural gas production
is still rising, but nowhere near the growth rate
experienced between 2007 and 2012. During that

are reasonable expectations for 2014.
Yet neither producer nor consumer should believe
that $4.00 (U.S.) Mcf ($3.50 U.S. Mcf AECO) is a
stable price, although the bias is for a firmer floor.

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”
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THE MORAL OF THE GAS STORY
Volatile weather will always conspire to rattle the

So it’s prudent for both producers and consumers

markets up and down. Fundamentals are running

to heed Aesop’s advice in his classic winter fable,

hot and cold too. New drilling and completion

The Grasshopper and the Ant: “It is wise to plan for

techniques continue to improve productivity, yet

tomorrow today.”

the marginal cost of bringing dry gas to market is

Roy A. Berg JD, LLM Moodys Gartner Tax Law

CANADIAN SNOWBIRDS BEWARE
Virtually all Canadian snowbirds
know they must keep track of how
many days they are in the US and
outside of Canada because “bad” tax

still obscured by waste gas coming from oil drilling.

and non-tax surprises await those

Production growth is becoming increasingly
dependent on “sweet” areas like the Marcellus

who are in or out of either country

(concentration of assets is usually accompanied by

too long. Given the importance of

greater volatility). And the price impact of potential

“day count,” why do so few travellers

liquefied natural gas exports may excite markets in

(relatively speaking) trigger an

a couple of years.

Peter Tertzakian is chief energy economist at ARC

More than anything, the past couple of months

Financial Corp. in Calgary and the author of two

examination based on the amount

remind us that natural gas is a commodity that can’t

best-selling books, A Thousand Barrels a Secondand

of time they have spent in either

sit still. Prices are, and will continue, to be volatile.

The End of Energy Obesity. n

country?

THE “ENTRY/EXIT INITIATIVE:” CHANGES IN 2014
EVERY CANADIAN SNOWBIRD NEEDS TO KNOW

country knew how long someone had been present

Beginning June 30, 2014, both Canada and the US

In the good old days, if an individual wanted to

will implement the final phase of the Entry/Exit

obtain an accurate accounting of the days in (or out)

Initiative of the Perimeter Security and Economic

of both countries, he would have to contact both the

Competitiveness Action Plan in which both

US Customs and Border Protection (“USCBP”) and

countries will share information on people entering

the Canadian Border Services Agency (“CBSA”) and

and leaving the respective country.

request border entry data (click here for a day count

within its borders.

request form from the US and here for a day count
In other words both countries will, for the first time,

request form for Canada). Only after receiving both

be able to independently determine the number

reports and cross-referencing such data could an

of days spent in each country. What this means

individual be sure of how many days they were

for Canadian snowbirds is that they must be much

present in Canada or the US.

more vigilant than they have in the past about
counting and reporting their days in and out of

When requesting the entry report from either

each country. Starting this year, both Canada and

USCBP or CBSA, it is best to plan ahead - far ahead.

the US will both know, in real time, which country

It typically takes thirty days to receive the report

snowbirds have been in and for how long.

from CBSA and two months for USCBP. This can

PETER TERTZAKIAN

cause a substantial hardship when trying to comply
The Entry/Exit Initiative and the Perimeter

Mr. Tertzakian’s two books, A Thousand Barrels a Second and The End of Energy
Obesity, provide insight into the dynamic world of energy through a thoughtful

Plan is part of a larger cooperative effort between

and highly readable examination of economic, environmental and geopolitical

Canada and the US called Beyond the Border: A

pressures. Both books are informed by a deep understanding of where we’ve been

shared Vision for Perimeter Security and Economic

and the factors that will influence where we are going. Mr. Tertzakian is Chief

Competitiveness announced on February 4, 2011.

There are generally five bad surprises that can

The stated purpose of the effort is to promote

result from being in the US or out of Canada for too

security and economic competitiveness through

long. We’ve discussed these consequences in several

The answer may come as a shock

various means. A full description of the action plan

other articles (a more complete analysis of the

to most (and I would guess nearly

can be found here.

following may be found here), so I will not address

Energy Economist and Managing Director at ARC Financial Corporation. He has
an unparalleled understanding of the energy sector, having begun his career as a
geophysicist in 1982. He spent eight years immersed in field operations, seismic data
processing and geophysical software development. He moved from oil & gas to the
financial sector in 1990. For 20 years he has been analyzing technology and energyrelated businesses.

all) snowbirds: prior to 2014 neither
the US nor Canada knew how many

them in detail.

THE “GOOD OLD DAYS” OF LAX ENFORCEMENT OF
“DAY COUNT” WILL END IN 2014

All of the following “bad” tax and non-tax surprises
hinge on whether an individual is “resident” or

Before the implementation of Phase IV of the

not. Those who expect consistency and logic in

borders. That will change in 2014

Entry/Exit Initiative, each country counted

law (whether it be tax, immigration, or health

individuals’ day presence only when they entered

services) will be disappointed, though probably

the country, and not when they left the country.

not surprised, to learn the definition of “resident”

Further, this information was rarely shared between

is different in each of the following examples. (See

the two countries. Consequently, typically neither

next page)

snowbirds need to know how this
change will affect them.

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”

“BAD” TAX AND NON-TAX SURPRISES THAT CAN
RESULT FROM BEING IN OR OUT OF THE COUNTRY

days someone had been within its
as new rules go into effect. All

11

with IRS and CRA filing deadlines.

Security and Economic Competitiveness Action

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”
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CFA SOCIETY VANCOUVER

CANADIAN SNOWBIRDS BEWARE

CFA Society Vancouver is a local

THE FOLLOWING ARE THE HIGHLIGHTS (OR “LOWLIGHTS” AS IT WERE):

CONCLUSION

1. Banned from travel to US if unlawfully present. Perhaps the most draconian consequence to

In light of the fact that neither the US nor Canada

spending too much time in the US is to fall into the “unlawful presence” rules. Canadians who remain in

has historically known an individual’s day count,

Our membership consists of

the US for more than 180 days in a rolling twelve month period risk being deemed unlawfully present, the

it is not surprising that day count has not usually

over 1,100 regular and affiliate

consequences of which are: a) a 3-year travel ban if unlawfully present for between 180 and 365 days; and

been a triggered IRS or CRA examination. We

b) a 10-year travel ban if unlawfully present for more than 365 days.

have all been required to self-report our days and

2. Liability for US income tax on worldwide income. The US taxes US citizens and “US residents” on
their worldwide income. If the snowbird is present in the US for too many days, he risks becoming deemed
a US resident and therefore subject to tax on his worldwide income.

Society within the CFA Institute.

frameworks that have been developed over the

Future of Finance, which aims to promote fairness,

years for determining a sustainable withdrawal rate

improved understanding, and personal integrity in

in retirement. n

the finance industry. The conference is designed to

April 22, 2014
GOALS BASED WEALTH MANAGEMENT IN PRACTICE -

well as individual investors.

members representing a wide

A NEW PARADIGM

This year’s keynote speaker is Terrance Odean,

residence status to the appropriate authorities. It is

range of industry professionals

Jean Brunel, Brunel Associates

Professor - Rudd Family Foundation and Chair of

as though we have all been lulled into the quotidian

throughout the city. The vast

12:00 PM - 1:30 PM

the Finance Group at the Hass School of Business

Sutton Place Hotel

at the University of California, Berkeley. His

task of grading our own homework and have been
generously giving ourselves high marks, regardless

majority of our members are in the

Mr. Brunel will discuss some of the key issues

3. Liability for US estate tax on fair market value of worldwide assets. The US also taxes US

of whether we deserve them or even completed

financial and investment industries

citizens and “US residents” on the fair market value of their worldwide assets at death. Unfortunately the

the assignment at all. In 2014, the teacher will

holding various positions such as

wealth planning, will introduce a framework that

definition of “US resident” for estate tax is fundamentally different than the definition for US income tax

begin to grade our homework… and she knows

purposes (see the prior link for a more complete analysis). The result is that the heirs of the uninformed

investment counselors, pension

allows advisors to consider financial, estate, and

the answers. n

snowbird can find their inheritance subject to the US estate tax.

fund managers, portfolio managers,

that families typically face when dealing with

investment planning needs, and will show the
practical considerations associated with the process.

financial analysts, investment

Wealth management processes have not always

Once a Canadian resident is no longer resident he is deemed to have disposed all of his assets (subject to

bankers, corporate bankers, stock

been responsive to individual clients’ priorities

exceptions), recognize the gain on those assets, and pay tax on that gain. Whether an individual is no longer

brokers and treasury managers. We

4. Liability for Canadian departure tax. Canada taxes its residents on their worldwide income.

resident is a facts and circumstances test; however, a big factor in that analysis is day count. Therefore, the
snowbird who spends too much time in the US risks a nasty Canadian tax surprise.
5. Loss of provincial health care. Canadian residents are entitled to participate in provincial health
services. Once an individual is no longer resident of the particular province, he loses this entitlement. Of
course, the rules for “residency” in the health care context are different than those discussed above.

and modes of thinking. A model is presented that
uses goals-based wealth management concepts

have had a successful history of

to generate module-built portfolios, each of

providing resources and events that

which is driven by a client’s expressed goals. This

appeal to our members and the local
investing community.

model allows for a high degree of flexibility and
responsiveness to client needs with a practical
level of standardization. Families will most likely
view the process as successful once they have

ROY A. BERG, JD, LLM

appeal to both financial industry professionals, as

discovered and identified their goals, quantified

Roy A. Berg has more than 19 years experience in IRS tax controversy, crossborder tax matters, estate planning, and finance and has been admitted to the bar

UPCOMING EVENTS

associations of the U.S. Tax Court, California, and Washington. Before becoming a

April 8, 2014

Partner and the leader of the U.S. tax group at Moodys LLP Tax Advisors and the

THE EVOLUTION OF SUSTAINABLE WITHDRAWAL RATES

law firm of Moodys Gartner Tax Law LLP he had experience in public accounting,

Adam Cornwell, Vista Capital Partners

the private practice of law, and as general counsel. Mr. Berg is a member of the U.S.

12:00 PM - 1:30 PM

and Canadian Society of Trust and Estate Practitioners (“STEP”) and American

Four Seasons Hotel

Bar Association tax section. Mr. Berg received an LL.M (Taxation) from New York

For two decades, academics and practitioners alike

University School of Law; a J.D. cum laude from New York University School of

have been trying to answer this simple question.

Law and Willamette University; and a B.A. in Economics from the University of

In this presentation we’ll examine the various

the capital required to meet each goal, and created
complimentary sub-portfolios that meet each goal
in a comfortable manner. n
May 15, 2014
WEALTH MANAGEMENT CONFERENCE
1:30 PM - 5:30 PM
Fairmont Waterfront Hotel
CFA Society Vancouver is hosting its popular

presentation will focus on how psychological biases
and decision heuristics affect the trading and
welfare of investors:
The Investor’s Worst Enemy
‘The bulk of research in modern economics has
been built on the notion that human beings are
rational agents who attempt to maximize wealth
while minimizing risk. However, the investors who
inhabit the real world and those who populate
academic models are distant cousins. In theory,
investors hold well-diversified portfolios and trade
infrequently so as to minimize taxes and other
investment costs. In practice, investors behave
differently. They trade frequently and have perverse
stock selection ability, incurring investment
costs and return losses. They tend to sell their
winners and hold their losers and many are unduly
influenced by media and past experience. Individual
investors who ignore prescriptive advice to buy and
hold low-fee, well-diversified portfolios, generally
do so to their own detriment.’
Other prominent speakers will discuss topics
of importance to investors and investment
professionals, including the new changes affecting
Snowbirds travelling to the United States. n

Wealth Management Conference on May 15th
in alignment with CFA Institutes initiative The

California Berkeley.

“The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee the
originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.”
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FUTURE OF FINANCE PROJECT
Led by the CFA Institute, the Future of Finance project is a long-term global effort to shape a more trustworthy,
forward-thinking financial industry. The project aims to provide the tools to motivate and empower the world of
finance to commit to fairness, improved understanding and personal integrity. There is much work to be done.

STATEMENT OF INVESTOR RIGHTS HELPS INVESTORS DEMAND ETHICAL BEHAVIOR
As a first step, the Future of Finance project has unveiled the Statement of Investor Rights, a list of
principles intended to help buyers of financial service products demand the conduct they are entitled
to expect from financial service providers. The list applies to financial products and services such as
investment management, research and advice, personal banking, insurance and real estate, and is
intended to help investors demand that financial professionals abide by these rights. The document
outlines rights that when engaging the services of financial professionals and organizations, investors
have the right to:
1. H
 onest, competent, and ethical conduct that
complies with applicable law;
2. I ndependent and objective advice and assistance
based on informed analysis, prudent judgment,
and diligent effort;
3. M
 y financial interests taking precedence over
those of the professional and the organization;
4. Fair treatment with respect to other clients;
5. D
 isclosure of any existing or potential conflicts of
interest in providing products or services to me;

7. Clear, accurate, complete, and timely
communications that use plain language and
are presented in a format that conveys the
information effectively;

“The Statement of Investor Rights
emphasizes the concept that the investor
must always come first, and lays a solid
foundation for this project. Our plans are
lofty as we develop events, publications,
and significant research-based tools to
reinforce the need for ethical conduct and
professional practice to restore trust and
confidence in finance,” said John Rogers,
CEO and president of CFA Institute. “The
Future of Finance project is a critical way
for us to encourage thought leadership and
engagement, as we seek to shape a more

8. An explanation of all fees and costs charged to

forward-thinking industry. CFA Institute

me, and information showing these expenses

is in a unique position to lead this effort,

to be fair and reasonable;

promoting the highest standards of ethics,

9. Confidentiality of my information;
10. A
 ppropriate and complete records to support

education, and professional excellence for
the ultimate benefit of society.”

the work done on my behalf.

6. An understanding of my circumstances, so that
any advice provided is suitable and based on my
financial objectives and constraints;

PROJECT TACKLES KEY ISSUES AND CHALLENGES IN FINANCE
The Future of Finance project is focused on six primary topics of interest for all who rely on finance,
including putting investors first; safeguarding the system; retirement security; financial knowledge;
regulation and enforcement; and transparency and fairness. The project plans rigorous research and
recommendations to address each area, and will produce accessible tools to encourage broad adoption and
widespread change throughout the global financial system. To read more about these topics and learn how
to take action, visit www.cfainstitute.org/FutureFinance.
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