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CFA Institute’s goal is to motivate and empower the world of
finance to become an environment where investor interests come
first, markets function at their best, and economies grow. Their
Future of Finance work focuses on opportunities for change.
This endeavour is built around the following six focus areas:
1
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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 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 plan, working with
a broker, opening a bank account or buying a home.
Financial Professionals: Support the Statement and provide it to your clients to show that you are committed to its fundamental,
ethical principles. Let your clients know that they can trust you to provide the service they expect and deserve.
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Strategas

Jason DeSena Trennert Managing Partner, Chief Investment Strategist Strategas

THE POTENTIAL FOR A MAJOR CHANGE IN CORPORATE
AMERICA’S CAPITAL STRUCTURE
Among the many pieties I was taught in business school that turned out to
be dead wrong was the concept that debt was always cheaper than equity.
Modern portfolio theory, efficient markets, and the idea that home prices
would forever appreciate were other intellectual orthodoxies I was taught
that would bring the global economy within a whisker of reverting back to
the barter system within a dozen years of my graduation. Be that as it may,
there was some internal logic to the idea that debt financing was preferable
to equity issuance. In periods of stable interest rates, growing earnings, and
some inflation, the tax deductibility of interest expense allowed corporate
finance professionals to pay off their debts with cheaper dollars. Mix that
with the fact that dividend payments enjoyed no such advantages and an arrogance that cash flows could be consistently
accurately predicted and it wasn’t difficult to understand why many Masters of the Universe felt comfortable with leverage ratios
of 30 to 1. Like a lot of modern economic theories that rely more on mathematics than common sense, this financing technique
worked extraordinarily well until it stopped working, at which point it failed spectacularly. As home prices peaked and economic
growth started to wane, the fixed nature of interest payments became a heavy burden to bear for consumers and corporations
alike to put it mildly.
Enter President Trump and the prospects for comprehensive tax reform and it appears that there will be another reason, aside from painful memories and
experience, to favor equity over debt. While there is, naturally, a great deal of difference between executive orders and passing legislation reforming a tax code of
more than 3.5 million words, the new President has been nothing other than predictable from a policy perspective thus far. Corporate tax reform will be a major
priority this year, focusing primarily on simplifying the code and flattening effective tax rates for corporations. In exchange for a lower statutory rate, corporations
would lose many deductions, including interest expense. While Strategas Partner and policy guru Dan Clifton believes that the proposal to fully eliminate the
interest deduction on new loans will eventually be watered down to just a cap, he also believes that it would almost impossible to get the corporate tax rate down
enough to warrant tax reform without some haircut to interest deductibility for new loans. If enacted, this would obviously be a major hit to the earnings of sectors
that rely on high levels of debt - like Telecom and Utilities - to say nothing of the potential hit to private equity firms. An ancillary but noble aim of this change
would be to encourage capital spending over the financial engineering that has become so commonplace during this period of financial repression and slow growth.
Most companies found it far easier and more greatly rewarded to issue debt and buy back stock than make major capital investments amidst a constantly changing
regulatory backdrop after the financial crisis. Add an Administration proposal for 100% expensing of capital equipment in year one and it isn’t difficult to see major
change in the character of the economy as we enter 2018.
Strategas’ Fixed Income Strategist Tom Tzitzouris has also noted that this tax change would likely lead to a “flight to scarcity” in the corporate bond market,
especially for long duration investment grade issues. He believes that this will lower the cost of debt capital for high quality borrowers that they have over lower
quality borrowers. The deductibility of interest costs is what keeps free cash flow stable enough to service the debt of many lesser but otherwise investment grade
credits. Long duration, high quality corporates should outperform short and intermediate duration low quality issues, investment banks can expect to facilitate
fewer debt transactions, and the rating agencies like S&P and Moody’s will have fewer credits to rate. Ultimately, Tom believes that an environment marked by
stronger nominal GDP and rising inflation already benefits companies with high operating leverage and low financial leverage. A cap or an elimination of the
interest deductibility would only increase this advantage, even if it’s only for future debt.
Our travels to visit clients has led us to believe that many investors are skeptical of the President’s ability to make good on his campaign promises. This is driven, as
near as we can tell, by both a dislike of him as a person and a cynicism that an Administration filled with private equity types and dealmakers would do something
that would run so counter to their own interests. At this point it is a matter of faith that such considerations become less compelling after one has already become
rich. Stay tuned.
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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Strategas

Jason DeSena Trennert Managing Partner, Chief Investment Strategist Strategas

THE POTENTIAL FOR A MAJOR CHANGE IN CORPORATE
AMERICA’S CAPITAL STRUCTURE (CONTINUED)
COMPANIES THAT MAY BE IMPACTED BY A CHANGE TO THE NET INTEREST DEDUCTION
Given our expectation that if tax reform is completed it will involve a haircut to interest deductibility and the ability to fully expense capital expenditures, we
screened for companies with cash interest expense relative to EBITDA less capex greater than 20%. It comes as no surprise the basket is approximately 25% utility
and telecom stocks.

STRATEGAS’ NET INTEREST DEDUCTION BASKET
(High Cash Interest Expense to EBITDA Less Capex)

STRATEGAS’ NET INTEREST DEDUCTION BASKET
CHTR Charter Communications

RSG

Republic Services

JASON DESENA TRENNERT

HCA

HCA

T

AT&T

Managing Partner, Chief Investment Strategist

WY

Weyerhaeuser

Mr. Trennert is the Managing Partner of Strategas Research Partners
LLC and the Chairman and Chief Executive Officer of the firm’s brokerdealer subsidiary, Strategas Securities, LLC. In addition, as Chief
Investment Strategist, Mr. Trennert is known as one of Wall Street’s
top thought leaders on the subject of markets and economic policy.
His research pieces are read by leading institutional investors and
corporate executives across the globe.

KR

Kroger

EXPE Expedia

ADS

Alliance Data Systems

AAL

American Airlines

SCG

SCANA

IRM

Iron Mountain

COTY

Coty

AN

AutoNation

CSRA

CSRA

TDG

TransDigm Group

AEP

American Electric

CCI

Crown Castle International

BHI

Baker Hughes

VIAB

Viacom

IP

International Paper

URI

United Rentals

AES

AES

AMT

American Tower

NOV

National Oilwell Varco

TGNA TEGNA

MOS

Mosaic

FDX

FedEx

ED

Consolidated Edison

FTR

Frontier Communications

MPC

Marathon Petroleum

DLTR Dollar Tree

SEE

Sealed Air

NSC

Norfolk Southern

CNP

CenterPoint Energy

LVLT

Level 3 Communications

XOM

Exxon Mobil

M

Macy’s

VMC

Vulcan Materials

PBI

Pitney Bowes

WEC

WEC Energy

CTL

CenturyLink

LUK

Leucadia National

TAP

Molson Coors

EQIX

Equinix

In 2006, Mr. Trennert co-founded Strategas, which originally began
with just five employees. Today, the firm employs over fifty research
analysts, institutional salesmen, and sales traders at its offices in New
York, Washington D.C., and Columbus, Ohio. Prior to founding Strategas,
Mr. Trennert was the Chief Investment Strategist and a Senior
Managing Director at International Strategy & Investment (ISI) Group
where he built and oversaw two of that Firm’s most popular research
efforts, its Company Surveys and Investment Strategy groups.
Widely quoted in the domestic and foreign press, Jason is a regular
guest host on CNBC’s “Squawk Box” and “Bloomberg Surveillance” with
Tom Keene. His second book, My Side of the Street, was published by
St. Martin’s Press in May.
He was the Treasurer of La Scuola d’Italia where he built its investment
committee. He is a member of the Board of Governors of The Columbus
Citizens Foundation and a member of the investment committee of the
Rockefeller Brothers Fund. He has an MBA from The Wharton School at
the University of Pennsylvania and BS in International Economics from
Georgetown 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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RBC Captial Markets

Helima Croft Head of Commodity Strategy RBC Capital Markets, LLC

COMMODITY COMMENT: ANXIETY ABOUNDS
T his week’s CERA conference in Houston triggered fresh
fears about OPEC compliance and the willingness of the
producer cartel to extend the agreement for six additional
months at the upcoming May meeting (page 1).
In our view, headline risk can capture the imagination of the
oil market over the near term, but we see dips as shortlived,
key buying opportunities. In fact, while high inventory levels
are reason for pause, we believe that the market is overly
focused on US stocks (page 1).

T he EIA highlighted the fact that this year, warm weather
led to the first recorded natural gas weekly net storage
injection in February. Luckily however, this week’s storage
reading and near-term forecasts are providing respite from
this weather-related anxiety (page 2).
 ownside has materialized for gold but with a rate hike
D
mostly priced in, we think there is little southbound runway
remaining. In our view, near-term prices look like an
attractive level to establish risk overlay allocations (page 2).

GEOPOLITICS: IRAQ AND OPEC – HIGH ANXIETY
At CERA, Iraq in particular has been a source of stress given its oil minister’s
comments about increasing output to 5 mb/d in the back half of the year. This
is not the first time that Al-Luiebi has seemingly strayed somewhat off-message
since the OPEC agreement in December. In January, he used a keynote speech
to criticize the decision to not exempt Iraq from the output cut and then to use
secondary sources as the basis of determining the country’s production target
before proceeding to confirm that Iraq would fully comply with the agreement.
At the December OPEC meeting, Al-Luiebi reportedly lobbied against agreeing
to the 210 kb/d cut, but was ultimately overruled by Prime Minister Abadi. We
believe that it will be the Prime Minister, not the oil minister, that will have the
final word on the roll over decision in May and that revenue considerations will
be paramount.

OIL: KEEP CALM AND CRUDE ON
Headline risk can capture the imagination of the market over the near term,
but we see dips as short-lived, key buying opportunities. Recent record investor
length in WTI suggested that everyone who was bullish oil was already in
the trade and that sidelined shorts were waiting patiently, ready to pile back
in. Record high inventory levels are reason for pause, but we believe that the
market is overly focused on US stocks. The US will be the last of the major
regions to rebalance stocks given that storage capacity remains abundant, cheap
and US shale is extremely elastic in a $50/bbl price environment. Domestic
inventories will remain elevated through much of this year, but market
attention must shift to focus on stock draws that are occurring outside of the
US where inventories are showing signs of trending towards normalization
(Europe) or stocks are now below seasonally normal levels (Japan).
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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RBC Captial Markets

COMMODITY COMMENT: ANXIETY ABOUNDS (CONTINUED)
US NATURAL GAS: MIX OF ANXIETY AND RESPITE
Today, the EIA highlighted the fact that warm weather led to the first recorded
natural gas weekly storage net injection in February (since such data has been
collected), as HDDs were vastly below normal levels – especially in key demand
regions such as the North East and Midwest. Turning towards weekly storage,
while the net change in working gas was -68 Bcf for the week ending March
3, the implied flow was 64 Bcf as 4 Bcf of working gas in the South Central
Salt region was reclassified as base gas. Consensus estimates were for a 62
Bcf withdrawal, making this week’s reading bullish versus expectations. Total
working gas in storage now sits at 2.3 Tcf. This reading and the colder-thannormal forecast for next week have helped to lift gas from recent lows, and
looks largely normal for the balance of Q1 2017, a welcome respite from the
aforementioned warmer-than-normal winter.

GOLD: BUYING OPPORTUNITY APPROACHING
We anticipated downside for gold prices in Q1 and that has materialized with
gold falling by more than $40/oz since the start of March (as March rate hike
anxiety has climbed to essentially 100% probability). At 100%, near-term
downside is limited in our view, and a buying opportunity is approaching if not
already here. In fact, near-term prices should prove an attractive entry point
for portfolio risk overlay allocations – something we continue to recommend
given our view on volatility later in 2017. This week, the World Gold Council
released a market update on India in which they forecasted 2017 demand in
the 650-750t range, unlikely to be lower than 2016 which was diminished by an
excise duty, a strike, demonetization, etc. We do think 2017 demand in India
will stabilize y/y but likely will be closer to the lower bound of that forecast than
the higher one.

HELIMA CROFT
Ms. Croft is a Managing Director and the Global Head of Commodity Strategy at RBC Capital Markets.
She specializes in geopolitics and energy, leading a team of commodity strategists that cover energy,
metals and cross commodity investor activity. Ms. Croft is a member of the National Petroleum Council,
a select group of individuals who advise, inform and make recommendations to the Secretary of Energy
with respect to any matter relating to oil and natural gas. She also is a CNBC contributor, a member of the
channel’s exclusive family of experts, and is a Life Member of the Council on Foreign Relations.
Ms. Croft joined RBC Capital Markets from Barclays, where she was a Managing Director and Head of North
American Commodities Research. Prior to that, she worked in Lehman’s Business Intelligence group, the
Council on Foreign Relations and the CIA, where she focused on geopolitics and commodities. Ms. Croft
has received many industry accolades throughout her career, including Breaking Energy’s Top Ten New
York Women in Energy and received her PhD in economic history from Princeton in 2001.

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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Steadyhand Investment Funds

Thomas A. Bradley President Steadyhand Investment Funds

FIVE ESSENTIAL ELEMENTS TO BEING A BETTER INVESTOR

Being a better
investor will lead to
a greater likelihood
of achieving
your long-term
investment
objectives, plain
and simple.

Being realistic means critically assessing your

Being a good CEO (of your portfolio) is important.

own knowledge, interest and temperament and

You need to be an effective delegator and recognize

designing a process and portfolio that fits with your

when to make changes to the people and firms

individual makeup. It also means being realistic

you’ve hired to help manage your money. As well,

about your return expectations and recognizing that

like any good boss, you need to watch expenses and

markets are totally unpredictable in the short term.

regularly assess performance.

Having a long-term plan is crucial. It doesn’t
need to be a lengthy or highly detailed document;
rather, it should be a road map to keep you on course.
Integral to any plan is a Strategic Asset Mix (SAM),
which is an educated guess as to what blend of asset
types are best suited to your situation and will give
you the best chance of achieving your goals.
Committing to a routine involves rebalancing,
cash flow management, and for more engaged
investors, tactical shifts. A regiment that breeds

We believe there are five essential elements to
being a better investor. More than anything, they’re

patience and discipline (not to mention courage) is
a valuable crutch in difficult market conditions.

behavioural and pragmatic in nature. You don’t

Being prepared for extremes is a must. Markets

need to be a math whiz or Rhodes Scholar to be

never move in a straight line, and it’s not a matter

a better investor. What you do need is to: (1) be

of ‘if ’ there will be another sharp downturn,

realistic, (2) have a long-term plan, (3) commit to a

but ‘when’. Having the right temperament and

routine, (4) be prepared for the extremes, and (5)

recognizing when, and when not, to make adjustments

be a good CEO of your portfolio.

to your portfolio is of paramount importance.

Be realistic

BETTER INVESTORS EXPERIENCE HIGHER
RETURNS AND ARE MORE CONFIDENT AND
COMFORTABLE IN THE PROCESS. THEY ALSO HAVE MORE FUN. A LOT MORE
FUN. BE LEERY OF FORECASTERS. ECONOMISTS HAVE PREDICTED 9
OF THE LAST 5 RECESSIONS. STOCKS OUTPERFORM BONDS OVER THE
LONG TERM. IN THE SHORT TERM, YOU SHOULD EXPECT ANYTHING AND
EVERYTHING FROM THE MARKETS. LAST QUARTER’S PERFORMANCE
IS A RELIABLE INDICATOR OF LAST QUARTER’S PERFORMANCE.
IT DOESN’T NEED TO BE COMPLICATED, LENGTHY
OR HIGHLY DETAILED. RATHER, IT’S A ROAD-MAP
TO KEEP YOU ON COURSE. DETERMINE A STRATEGIC ASSET MIX (SAM).
SHE’LL BE YOUR BEST FRIEND IN GOOD TIMES AND BAD. DON’T OWN
MORE THAN 6 FUNDS. EVER. DIVERSIFY YOUR PORTFOLIO BY OWNING
STOCKS AND BONDS. ALWAYS. THIS TIME ISN’T DIFFERENT. BETTER
INVESTORS MAKE BETTER LOVERS. TRUE STORY. YOUR PORTFOLIO IS
LIKE A BAR OF SOAP: THE MORE YOU TOUCH IT, THE SMALLER IT GETS.
BE FEARFUL WHEN OTHERS ARE GREEDY AND GREEDY WHEN
OTHERS ARE FEARFUL.
DIVERSIFICATION IS THE
ONLY FREE LUNCH IN INVESTING. REBALANCE ANNUALLY. IT TAKES
THE EMOTION OUT OF THE PROCESS. IF YOU’RE COMFORTABLE
WITH EVERYTHING YOU OWN, YOU’RE NOT PROPERLY DIVERSIFIED.
STOCK MARKETS NEVER MOVE IN A STRAIGHT LINE. BETTER INVESTORS
ARE DISCIPLINED, PATIENT
AND COURAGEOUS AT
EXTREME POINTS IN THE MARKET CYCLE. TUNE OUT THE NOISE. THE
STOCK MARKET WILL FALL 20%+ AT MULTIPLE POINTS IN YOUR LIFETIME.
IF YOU CAN, BUY MORE STOCKS WHEN IT DOES. MARKETS OVERSHOOT
IN BOTH DIRECTIONS BUT DO NOT CORRECT BY MOVING SIDEWAYS.
JUDICIOUSLY WATCH EXPENSES. DELEGATE, BUT DON’T ABDICATE. LOOK
FOR MANAGERS OR ADVISORS THAT
INVEST ALONGSIDE YOU. KEEP YOUR
FEES UNDER 2%. OR BETTER YET, 1.5%. UNDERTAKE A THOROUGH
PERFORMANCE REVIEW
ONCE A YEAR. EVERY YEAR.

Have a plan

Commit to a routine

Prepare for extremes

You’re the boss

Be a better investor

There you have it – the cheat sheet on the essential elements to being a better investor. To explore these concepts in
greater detail, read the full article, Five Essential Elements to Being a Better Investor, available on steadyhand.com.

“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.”

THOMAS A. BRADLEY
Tom is the President and co-founder of Steadyhand. In addition to his leadership duties, he selects and monitors
Steadyhand’s fund managers, manages the firm’s Founders Fund and plays a central role in delivering the firm’s key
messages to clients.
Tom holds a Bachelor of Commerce degree from the University of Manitoba (1979) and an MBA from the Richard Ivey
School of Business (1983).
He has over 30 years of experience in the investment industry. Tom started his career in 1983 as an Equity Analyst
at Richardson Greenshields. In 1991, he joined Phillips, Hager & North as a Research Analyst and Institutional Portfolio
Manager. Tom was appointed COO in 1998, and President and CEO in 1999, a role he held until he resigned in 2005.
He currently serves as Chairperson of the Investment Committee of the Vancouver Foundation and is a guest
columnist for the Globe and Mail & MoneySense magazine. Aside from stocks and bonds, his passions include skiing,
golf, Sports Illustrated, music, The Family Guy and his wife Lori.

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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ODLUM BROWN LTD.

Benjamin Sinclair, CFA Equity Analyst Odlum Brown Limited

WHY POLITICS AND INVESTING ARE INCOMPATIBLE
The following article originally appeared in the February 2017 Odlum Brown Report.

If you had predicted a year ago that Donald Trump would be elected President of the United States, and that the stock
market would react favourably, you would have received some strange looks. Yet in the month following Mr. Trump’s victory in
November, the Dow Jones Industrial Average jumped by nearly 8%. Certain sectors, most notably Financial Services, returned
much more.
There are legitimate reasons why investors are so enthusiastic. Mr. Trump and his Republican allies will push to lower the corporate
tax rate from 35% to 20%, or perhaps even lower. He has talked about building more infrastructure, which ideally will boost
economic growth. He hopes to ease the government’s regulatory regime, which may lead to more investment. Even the International
Monetary Fund has raised its estimates for American growth, driven by a positive view of Mr. Trump’s economic plans.
This isn’t the first time investors have made a big bet in the wake of political events. There are numerous examples throughout
the past 100 years. However, these bets tend to be unreliable at best, and at times have been horribly misguided.

A LOOK BACK THROUGH HISTORY
One doesn’t have to go back very far to find a foolish political bet. When Barack Obama was first elected president back in November 2008, the business world
was bracing itself for, as put by ABC News on November 5, 2008, “stronger oversight and regulation of the financial sector, a tax structure that is less friendly to
companies, increased spending on entitlement programs and more labor-friendly policies.” The Dow sank 5% the day following the election.
Four months later, on March 6, 2009, The Wall Street Journal published an article titled, “Obama’s Radicalism Is Killing the Dow.” As it turns out, that day would
have been the perfect day to buy stocks; the Dow doubled in value over the next three years.
There are other examples. When President Obama was re-elected in 2012, the Dow declined by 2.4%. Again, that would have been an excellent time to buy stocks.
When Bill Clinton was first elected in 1992, the Dow dropped by 1.2%. By the time he left office, it had more than tripled, much of the gain having come from the
technology bubble.
Some of the worst political bets were made in the 1930s. When Franklin Roosevelt was first elected in 1932, the Dow sank by 4.5%. Then, over the next four years,
it nearly tripled as America recovered from the worst of the Great Depression. So, when FDR was re-elected in 1936, stocks rose by 2.3%. Once again, this was a
mistake. From that day until the start of World War II, the Dow declined by 22%, mainly due to the Recession of 1937-1938.
The ultimate mistake was made in 1928, after Herbert Hoover won the presidency in a landslide. The Dow jumped by 1.2% the next day, only to fall by 76% over the
next four years. It was easily the worst four-year presidential term as far as the stock market was concerned, despite investors’ initial optimism.

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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ODLUM BROWN LTD.

WHY POLITICS AND INVESTING ARE INCOMPATIBLE (CONTINUED)
When looking at all of the presidential election results since 1928, a few things stand out. First of all, investors’ immediate reactions have no predictive value and,
as we’ve seen, can sometimes be spectacularly wrong. Secondly, investors tend to like Republicans more than Democrats: the seven worst one-day post-election
returns occurred after Democratic victories. Finally, the four-year returns after Election Day are mostly influenced by factors unrelated to politics. The presidential
terms of Herbert Hoover and Bill Clinton – which featured the 1929 stock market crash and the technology bubble, respectively – are just two examples of this.

SO WHY DO INVESTORS REACT SO STRONGLY?
There are some important biases at play. To start, people are naturally drawn to cause-and-effect narratives. These stories are far more compelling than statistical
patterns. So, it’s only natural to believe that a new president’s policies will influence stock market returns, even when history shows that unrelated events have a far
greater impact.
Political ideology also plays a key role. This is likely why investors seem to prefer Republicans to Democrats, even though stock market returns have historically
been about the same for each. Investors, just like anyone else, can easily get worked up over politics, and whenever emotion influences trading decisions, it’s
unsurprising to see stock prices react wildly.
This phenomenon is more pronounced in presidential elections specifically, because investors tend to react more strongly to an easily recognizable face, such as
Mr. Obama’s or Mr. Trump’s, than to a political ideology or party in general. Look no further than what happened in 2010, when the Republicans clobbered the
Democrats in the mid-term elections. The stock market barely budged the next day, in contrast to the days following the 2008 and 2012 presidential elections, even
though the mid-term election results have had a big impact on public policy over the past six-plus years.

WHERE WE STAND TODAY
Before the election, investors generally viewed Mr. Trump unfavourably, which the stock market made very clear. When FBI Director James Comey announced
an end to a probe into Hillary Clinton’s emails, which seemed to increase her chances of getting elected, markets rallied. Then, as the actual election night results
rolled in, overseas markets were in free fall. The tide only started to turn during Mr. Trump’s victory speech, which was generally well-received.
Nowadays, investors are, for the most part, confident in Mr. Trump and his economic policies. However, he will face some steep political barriers as he attempts to
get his ideas through Congress. Some of his policies, such as his plans to boost infrastructure spending, may prove to be ineffective. Other policies may bring about
some unpleasant side effects. Yet these details seem to receive relatively little attention from investors.
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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ODLUM BROWN LTD.

WHY POLITICS AND INVESTING ARE INCOMPATIBLE (CONTINUED)
OUR APPROACH
Mr. Trump may succeed in lowering tax rates and boosting economic growth, both of which would be positive for stocks. That said, investors jumping on the
Trump bandwagon do not have history on their side.
Our approach is very different. We prefer to invest in strong, high-quality companies, ones that have bright prospects no matter the political environment, and then
hold them for many years. If we started making bets based primarily on political events, we would, in all likelihood, be playing a fool’s game.

The information contained herein is for general information purposes only and is not intended to provide financial, legal, accounting or tax advice and should not be
relied upon in that regard. Many factors unknown to Odlum Brown Limited may affect the applicability of any matter discussed herein to your particular circumstances.
You should consult directly with your financial advisor before acting on any matter discussed herein. Individual situations may vary. Member-Canadian Investor
Protection Fund.

BENJAMIN SINCLAIR, CFA
Benjamin Sinclair joined Odlum Brown Limited as an Equity Analyst in May 2016, and provides analytical coverage of
the Financial Services sector. Prior to joining Odlum Brown, Benjamin was an investment analyst at a well-respected
asset manager in Toronto, where he focused on Canadian equities. Benjamin has an Honours Business Administration
degree from the Richard Ivey School of Business at the University of Western Ontario and is a Chartered Financial
Analyst charterholder.

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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Peter Muldowney Senior Vice President, Institutional Strategy Connor, Clark & Lunn

MAN VERSUS MACHINE

THE RISE OF QUANTITATIVE INVESTING
The rivalry between fundamental and quantitative (quant) investment managers
has made for lively comparisons, such as man versus machine. “Buttoned-down”
fundamental managers research and analyze unique aspects of individual firms
to identify which stocks to buy or sell, whereas “mathy” quant managers develop
computer-driven research models to sift through reams of data searching for
metrics to predict both returns and risk. While diverse in their approaches, the
differences may actually provide an optimal style offset when developing multimanager portfolios.

PROCESS EVOLUTION
Considered an art, fundamental investing places enormous reliance on
instinct or “gut” honed by personal experience. As investors placed greater
importance on risk management and not just added value over a benchmark,
the fundamental approach has evolved to incorporate more quant analysis in
portfolio construction. This risk management focus has also led the way for the
“pure” quant approach’s growth in popularity.

International equity has seen a significant increase in its share of assets
managed on a quant basis (with MSCI EAFE Index a typical benchmark), with
quant assets representing approximately 42% at June 30, 2016. The trend
toward investing foreign equity assets through a global mandate has also
witnessed strong growth in quantitatively managed assets, representing around
20% of assets at the end of June 2016. In emerging markets, assets managed on
a quant basis have fluctuated from 25% to 20% of the total asset level. One area
where an active quant approach has made little headway is in US equities.

A 2005 study by Casey, Quirk & Associates titled “The Geeks Shall Inherit the
Earth” predicted substantial growth in quant investing and legitimized the role
of quant as being cool in contrast to the “mathy” label often associated with

COMMON ATTRIBUTES

it. The popularity of quant investing has somewhat lived up to this prediction,

While it is well understood a fundamental approach involves human judgment,

but the extent to which it does varies depending on which part of the Earth you

quant insights are playing an increasing role. Fundamental managers undertake

consider.

detailed financial analysis comparing ratios between companies, such as
relative evaluations or relative growth rates, which are quantitative insights.
Therefore, it is not surprising that fundamental managers have increased the
use of quant analysis in their research process, providing an additional lens to
view portfolios and allowing for objective checks to their subjective insights.
It is important to appreciate that human judgment is also present in the
quant approach. Quant managers use their judgment in developing analytical
models and overseeing their application in portfolio construction. The research
process objective is the same for both quant and fundamental styles, which is to
understand the potential returns and the associated risks when constructing a
portfolio of stocks.
How the two management styles achieve this objective differs at key stages of
the investment management process: research, forecasting methodology and

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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MAN VERSUS MACHINE (CONTINUED)
portfolio construction. There is often a temptation to analyze the relative merits

in multi-manager portfolios. Understanding the differences and how they

of a fundamental approach versus a quant approach to try and determine

can complement each other provides useful insights when developing multi-

which is better; however, incorporating both approaches can be beneficial

manager portfolios.

FUNDAMENTAL

QUANT

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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MAN VERSUS MACHINE (CONTINUED)
OPTIMAL OFFSET
Looking at the stock Oracle, a US technology company, provides a window
into how the two approaches can benefit a portfolio despite having different
perspectives.
Oracle was up 11% on a day that it reported earnings. On that same day the
US equity market was up 2% and the technology sector was up another 2%,
which explained performance and characteristics that were not exclusive to
Oracle. Other common factors such as large capitalization stocks and level
of profitability that were also applicable to more than Oracle accounted for
another 1% of additional performance.

Since the two approaches’ focus is inherently different, they are inclined to have
differing risk characteristics as well. Fundamental portfolios are likely to be
dominated by stock specific information, while quant portfolios diversify away
stock-specific risk which may result in more stocks being held in portfolios.
Consequently, the two approaches are structurally uncorrelated.
Connor, Clark and Lunn Investment Management Ltd. manages both quant
and fundamental Canadian equity strategies. Over the last ten years both
approaches have added value over the representative index by 1.5% per annum
and 2.7% per annum, respectively.1 The correlation of added value for the two
strategies was 0.26, which has provided an excellent style offset. The outcome is
not by luck, but because each portfolio is structurally different.
The benefit of combining quant and fundamental styles also holds true for
international, emerging market and global equity portfolios. Based on analysis
of the eVestment universe of quant and fundamental managers, the correlation
of added value for international equity and emerging markets for the past ten
years ended June 30, 2016 was 0.58, and for global equity was 0.33.2

MAN AND MACHINE
Investors are tempted to analyze the relative merits of a fundamental versus
a quant approach to determine which is better. While very different in their
respective approaches to investing, the differences can provide an optimal style
offset when developing multi-manager portfolios. Therefore, there is a benefit
from focusing less on man versus machine and, instead, embrace the merits of
incorporating man and machine into multi-manager portfolios.

Therefore 5% of Oracle’s return was effectively attributable to common
characteristics (market and sector) and factors that also applied to many other

For more information on fundamental versus quantitative investment
approaches contact:

stocks. As a consequence, there was a 6% stock specific contribution from

PETER MULDOWNEY

Oracle.

Senior Vice President, Connor, Clark & Lunn Financial Group

The majority of a fundamental manager’s portfolio is focused on stock specific
opportunities. For a quant approach the focus is to identify factors and common

pmuldowney@cclgroup.com
1-416-304-6810

characteristics expected to outperform and to structure a portfolio that has
appropriate exposure to those characteristics.

1 Added value over the S&P/TSX Composite Index for the 10-year period ended June 30, 2016.
2 T
 he analysis was based on the median returns from eVestment universes that use the Primary Investment Approach as the filtration criteria for quantitative or
fundamental approach. The indices used for calculating the added value were the MSCI EAFE Index for international equities, MSCI EM Index for emerging market
equities and the MSCI ACWI Index for global equities. The analysis was based on Canadian dollar performance for all strategies and index performance.

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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MAN VERSUS MACHINE (CONTINUED)
PETER MULDOWNEY
Senior Vice President, Institutional Strategy
Connor, Clark & Lunn Financial Group
Having worked in Canada, the US and the United Kingdom over his 25 plus years in the investment management and
consulting industry, Peter spent his early years in consulting which culminated in leading two of the major investment
consulting firms in Canada and globally.
After joining one of the leading Canadian insurance companies to start up a new business venture, he pioneered
the first buy-in annuity in Canada. In 2011 he joined Connor, Clark & Lunn Financial Group as Senior Vice President,
Institutional Strategy, to work collaboratively with plan sponsors and consultants in finding effective ways to develop
and execute investment and risk management solutions.

Connor, Clark & Lunn Financial Group’s Strategic Exchange is an initiative to promote dialogue, understanding and the development of solutions to the often complex
investment challenges faced by institutional investors.
Under the direction of Peter Muldowney, SVP Institutional Strategy, we bring together investors and consultants in a variety of interactive, education forums. We also
produce thought pieces addressing issues that are top of mind to those involved in managing and overseeing various asset pools.
IMPORTANT DISCLOSURES. These materials (“Presentation”) are furnished by Connor, Clark & Lunn Financial Group Ltd. (“CC&L Financial Group”) on a confidential
basis for informational and illustration purposes only. This Presentation is intended for the use of the recipient only and may not be reproduced or distributed to any
other person, in whole or in part, without the prior written consent of CC&L Financial Group. Certain information contained in this Presentation is based on information
obtained from third-party sources that CC&L Financial Group considers to be reliable. However, CC&L Financial Group makes no representation as to, and accept
no responsibility for, the accuracy, fairness or completeness of the information contained herein. The information is as of the date indicated and reflects present
intention only. This information is subject to change at any time, and CC&L Financial Group is under no obligation to provide you with any updates or amendments
to this Presentation.
This Presentation is not an offer to buy or sell, nor a solicitation of an offer to buy or sell any security or other financial instrument advised by CC&L Financial Group.
This Presentation does not contain certain material information about the strategy, including important risk disclosures. An investment in the strategy is not suitable
for all investors, and before making an investment in the strategy, you should consult with your professional advisor(s) to determine whether an investment in the
strategy is suitable for you in light of your investment objectives and financial situation. CC&L Financial Group does not purport to be an advisor as to legal, taxation,
accounting, financial or regulatory matters in any jurisdiction, and the recipient should independently evaluate and judge the matters referred to in this Presentation.

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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ADDENDA CAPITAL

Benoît Durocher Executive Vice-President & Chief Economic Strategist Addenda Capital
Richard Beaulieu, CFA Vice-President & Senior Economist Addenda Capital

DON’T THROW THE BABY OUT WITH THE BATHWATER:
RECONCILING GROWTH AND REDISTRIBUTION
Manifestations of populism have been increasing significantly during the past few years. This behaviour started with people
rising against ruling authorities in many emerging economy countries (for example during the Arab Spring). This movement
spread to industrialized economy countries where many governments, in power or outgoing, lag or have been beaten by
parties or movements opposing the existing order. The tone has been initially set in 2016 by the surprising decision of the
British electorate to part ways with the European Union at the start of the summer followed by the election of Donald Trump
as president of the United States in November and by the rejection of constitutional reforms by Italian voters in a December
referendum. Note however that in December, the second take of the Austrian presidential election confirmed the results of the
spring election of a pro-European candidate. This last vote should not be seen as invalidating the trend favorable to populism
since for now, surveys for 2017 elections (in France, Germany and the Netherlands) are showing a rise in support for populist
political parties.
The trend toward populism is being fed in particular by globalization and the perception of its negative impact on employment.
Think only of the angry white male analogy used to summarily describe the typical Trump voter, whose education attainment is
low and is a victim of the offshoring of low-skilled jobs.

Insightful research: the key to our expertise.
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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DON’T THROW THE BABY OUT WITH THE BATHWATER:
RECONCILING GROWTH AND REDISTRIBUTION (CONTINUED)
It now seems that the benefits of globalization on the rise in living standards
since the end of World War II (see following chart) are no longer enough to
meet citizens’ expectations in the current context of slower trend economic
growth. This backdrop creates fertile ground for candidates that put forward
populist ideas.

PROBABLE CAUSES FOR THE RISE OF POPULISM
Yet, the increase in standards of living that we show in the first chart stems
from the efficiency gains that flow in part from the integration of the global
economy, the significant productivity gains and from the strong demographic
growth that followed the end of the Second World War. In addition to generally
increasing standards of living, this significant growth also resulted in the
narrowing of the gap in inequality between countries with developing
economies and industrialized economies.2 (see chart on next page)
1 A
 lbertazzi, Daniele; McDonnell, Duncan (2008). “Twenty-First Century
Populism” (PDF). Palgrave MacMillan, accessed on December 7, 2016 at
https://en.wikipedia.org/wiki/Populism
2 Mark Carney, The Spectre of Monetarism, Speech delivered by the Governor
of the Bank of England in Liverpool on December 5, 2016, page 3. (http://
www.bankofengland.co.uk/publications/Documents/speeches/2016/
speech946.pdf ) Governor Carney mentions that the Gini coefficient for the
world economy has diminished from 0.74 in 1975 to 0.63 in 2010 reflecting a
decline in the difference in average annual income between countries.

A BRIEF LOOK AT POPULISM
Populism does not sit to the right, the center or the left of the political spectrum
but is rather defined as “… an ideology that pits a virtuous and homogeneous
people against a set of elites and dangerous ‘others’ who are together depicted
as depriving (or attempting to deprive) the sovereign people of their rights,
values, prosperity, identity, and voice”.1 By accepting this definition, one can
understand that political rhetoric that targets globalization as the main culprit
for citizens’ plight can appeal to that part of the electorate feeling victimized.
Hence, in reaction to the symptoms afflicting these voters, populist political
programmes will often include protectionist measures that hamper not only
the free flow of goods and services but also of people, labour. In summary,
these programmes lead to a decline in global economic integration, indeed, to
national economies isolating themselves.

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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DON’T THROW THE BABY OUT WITH THE BATHWATER:
RECONCILING GROWTH AND REDISTRIBUTION (CONTINUED)

However, the distribution of these gains within each of these countries has
generally been uneven, particularly during the last 30 years. For example, in
the United States in 1980 the highest income percentile garnered 10% of all
income including capital gains. In 2015, this highest percentile took up 22%
of all incomes generated in the country3 (refer to the following chart). Another
measure of income distribution, the Gini coefficient4, has risen from 37.7 in
1986 to 41.1 in 2013.5 China’s Gini coefficient also depicts a less equal income
distribution, having risen from 29.1 in 1982 to 42.1 in 2009.6 The unequal
distribution of the gains in living standards has disenfranchised a greater
portion of the population, within both rich and poor countries, as the trend in
growth has slowed.

CONSEQUENCES OF POPULIST ECONOMIC POLICIES
One can hardly deny that the unequal distribution of the benefits from
globalization has contributed to increasing voters’ mistrust of their political
leaders. Indeed, the displacement of economic activity between and within
countries forces domestic economic adjustments whose impacts are not felt
evenly. It would be surprising if the usual prescriptions of populist policies were
the right answers to the challenges now confronting the global economy.
Nevertheless, from an economic standpoint, it is more efficient to allocate the
production of goods and services according to each countries’ comparative
advantages. Indeed, it is not by erecting trade barriers and by limiting
immigration that sustainable economic growth will return. In fact, after a

3 W
 orld Bank database at https://www.quandl.com/data/WORLDBANK/CHN_
SI_POV_GINI-China-GINI-index

favourable initial impact, the inefficiencies fostered by such policies could lower

4 T
 he Gini coefficient measures the distribution of income within an economy.
It has a value of between 0, a perfectly equal distribution, and 1, a perfectly
unequal distribution of income.

countries. Because of their impact on the size of businesses, operating on a

5 W
 orld Bank Data at : http://data.worldbank.org/indicator/SI.POV.
GINI?locations=US
6 W
 orld Bank Data at: https://www.quandl.com/data/WORLDBANK/CHN_SI_
POV_GINI-China-GINI-index

living standards and once again widen the wealth-gap between rich and poor
smaller scale, these impediments to trade will result in higher prices. Gains in
employment, initially following such protectionist measures, could well vanish
with the drop in purchasing power resulting from higher prices.
The arrival of immigrants, who are often younger, alleviates the burden of an
aging population on public pensions and healthcare costs. Restricting the influx
of new citizens could force governments to scale back some social programs.

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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DON’T THROW THE BABY OUT WITH THE BATHWATER:
RECONCILING GROWTH AND REDISTRIBUTION (CONTINUED)
THE LONG JOURNEY TO SOLUTIONS
We now seem to be at the stage where we need to think about how to keep
the benefits from the strong growth of the previous decades in spite of the
temptation to deviate from the path that led us there. Staying the course will
not be easy since the efforts required to stay on track will only deliver results in
many years.
To address the income and wealth distribution problems, economic policy
should aim at achieving the delicate balance between wealth creation and its
distribution. This is quite a challenge. Recently, governments have started to
change course by pulling on the fiscal policy lever to support growth; however,
the question about its distribution still remains unanswered. Fiscal competition
between countries remains the most intractable hurdle to more progressive and
distributive taxation.
Preserving free trade between states will probably prove an even greater
challenge. It would indeed be a shame to prevent emerging economies from
achieving their legitimate aspirations to a higher standard of living by raising
trade barriers. Moreover, we will need to find ways to mitigate the impacts from
international competition on citizens in industrialized economies. In these
countries where real wages and the standard of living are already high, lasting
gains will only flow from productivity. The solution necessarily requires policies

RICHARD BEAULIEU, CFA
Vice-President and Senior Economist
As Vice-President and Senior Economist, Richard
Beaulieu is responsible for monitoring and
analyzing economic developments. Working with
the Executive Vice-President and Chief Economic
Strategist, he develops the economic scenarios
that underpin Addenda Capital’s investment
strategies. He is a member of the Asset Mix Committee.
Before joining Addenda Capital, Richard was Vice-President,
Investment Strategy at National Bank Trust (2006-2009). He also
worked at Natcan Investment Management (1999-2005), where he
was Senior Vice-President, Client Services and Business Development,
and at Laurentian Bank of Canada (1987-1998), where he occupied
various functions, including President of its mutual funds subsidiary,
Vice-President Trust, Private Banking and Funds Management, VicePresident Strategic Development, Chief Economist and Vice-President
and Treasurer. Previously, Richard held positions at the Bank of Canada
(1976-1983), in particular as a member of the team responsible for
market monitoring and open market operations.
Richard holds a Bachelor of Commerce degree, with a major in Finance,
from Laval University (1976) and completed graduate studies in
Economics, with a specialization in Macroeconomics, Monetary Theory
and International Trade at Queen’s University (1980). He holds the
Chartered Financial Analyst (CFA®) designation.

aimed at enhancing the skills of the labour force to provide it with the useful

BENOÎT DUROCHER

tools to find a job. It is a key element in an economy that increasingly produces

Executive Vice-President &
Chief Economic Strategist

services requiring ever more technical and technological knowledge.
The challenges are considerable, but we need to refrain from modifying too
much the recipe that raised the standard of living of all citizens and reduced the
number of people living below the poverty line.7 There remains; however, much
more to be done in order to keep what we’ve achieved and to make sure it is
well distributed.

7 A
 ccording to the World Bank, the number of people living on less that $1.90
a day has dropped from 1.9 billion to less than 800 million from 1981 to 2013.
http://databank.worldbank.org/data/reports.aspx?source=poverty-and-equitydatabase

In his capacity as Executive Vice-President and Chief
Economic Strategist, Benoît Durocher is responsible
for the firm’s overall economic outlook, which
underpins the investment strategy. In addition,
he actively contributes to client relations. He is a
member of the Investment Committee and the Executive Committee.
Benoît joined the Addenda Capital team in 1997 as Senior Economist
and Portfolio Manager (1997-2000). He subsequently served as
Vice-President, Client Service (2000-2002) and undertook the position
of President and Chief Operating Officer (2003-2006). He was then
promoted to President and CEO (2006-2008) until the merger with
Co-operators. Before joining Addenda Capital, Benoît held the positions
of Senior Account Manager (1997) and Senior Economist (1991-1996) at
the Royal Bank of Canada. He was also an economist for the ministère
du Revenu and the ministère des Finances du Québec (1985-1991) and
with the Bureau de la statistique du Québec (1984-1985).
Benoît holds a Bachelor’s degree in Economics from McGill University
(1982) and a Master’s degree in Economics from Université Laval (1985)
and is a member of the Boards of the Cancer Research Society and of
Compagnie Jean Duceppe.
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