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CFA Vancouver is a local Society within the CFA Institute. Our membership consists of over 1,100 regular and affiliate members representing
a wide range of industry professionals throughout the city. The vast majority of our members are in the financial and investment industries
holding various positions such as investment counselors, pension fund managers, portfolio managers, financial analysts, investment
bankers, corporate bankers, stock brokers and treasury managers. We have had a successful history of providing resources and events
that appeal to our members and the local investing community.

July 2013

upcoming events
6th Annual CFA Day
September 23, 2013
How to Profit from Demographic Shifts in the 21st Century
CFA Vancouver is pleased to welcome award-winning and best-selling author and
economist, David K. Foot. Dr. Foot contends that demographics explain two thirds of
everything and will endeavor to identify how current global demographic shifts impact
the economy. By understanding these changes and their related impacts, investors
are able to identify and take advantage of investment opportunities. Change cannot
be avoided, but it can be prepared for and managed. Dr. Foot will address the largest
global populations, and their direct impact on certain asset classes, the economy and
Canada.

36th Annual Forecast Dinner
January 21, 2014
Join us on January 21, 2014 for our annual Forecast Dinner with keynote speaker,
John Mauldin. Mr. Mauldin is a renowned financial expert, a New York Times bestselling author, and a pioneering online commentator. Each week, over 1 million
readers turn to Mauldin for his penetrating view on Wall Street, global markets, and
economic history. He is regularly seen on TV and in national print media.
John 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 newsletters 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 in multiple states. He is also a registered representative of Millennium
Wave Securities, a FINRA-registered broker-dealer. He earned his Bachelor of
Arts degree from Rice University in 1972 and his Master of Divinity degree from
Southwestern Baptist Theological Seminary in 1974. He currently lives in Dallas,
Texas. He is the proud father of 7 children, 5 of whom are adopted.
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If you would like to receive additional information regarding our upcoming events,
please visit our webpage at www.cfavancouver.com.

in memoriam
The board of directors at CFA Vancouver is sad to announce the passing of their first President, Art Phillips, a founder of Phillips, Hager & North.
Mr. Phillips made a strong contribution to what was the Vancouver Society of Financial Analysts during his one year term in 1965. He led the Society with
a commitment to fairness and transparency, which extended to his roles on the Vancouver City Council and as Vancouver City Mayor in 1973. Mr. Phillips
was also elected to Parliament in 1979 as a member of the Liberal Party of Canada.
Mr. Phillips will be missed by many in the investment community and our thoughts go out to his family at this difficult time.

CFA society Vancouver • 604-985-9889 • info@cfavancouver.com • www.cfavancouver.com

THE CHARTERED FINANCIAL ANALYST DESIGNATION
Given all of the turmoil we have witnessed in global markets ranging from the fallout of
the credit crisis, the Bernie Madoff Ponzi scheme and the LIBOR scandal in London last
year, it is no wonder investors are disenfranchised with the financial industry. These
experiences demonstrate just how important it is to have reliable evidence of your finance
professional’s ethics, integrity and experience.

Professionals with the CFA designation have pursued a

Failure to do so results in the Charter being revoked. This acts

demanding designation and have mastered a large body of

as a strong incentive for CFA charterholders to act in the best

investment knowledge by passing 18 hours of challenging

interest of their clients.

examinations. To earn the CFA charter, you must successfully
pass through the CFA Program, a graduate-level self-study
program that combines a broad curriculum with professional
conduct requirements, culminating in three sequential exams.

Since it was first introduced in 1963, the Chartered Financial
Analyst® designation, or CFA charter, has become the most
respected and recognized investment credential in the world.

Successful candidates report spending an average of 300 hours

The CFA Program links theory and practice with real-world

preparing for each exam, so in total takes it close to a 900

investment analysis and portfolio management skills, and

hours of studying to complete the exams – if you are successful

emphasizes the highest ethical and professional standards.

passing all three on your first sitting (pass rates range from

Earning it demonstrates a commitment to professional ethics

approx. 40 to 50%). Four years of relevant work experience

and expertise with the broad range of skills required to meet

are also required to obtain the charter.

the needs of our clients.

Charterholder’s also make an annual commitment to uphold
and abide by a rigorous professional code of conduct that
means making decisions that are fully transparent and
understood by everyone concerned. Every CFA charterholder,
CFA Institute member, and CFA candidate signs an annual
statement agreeing to adhere to the CFA Institute Code of
Ethics and Standards of Professional Conduct. The Code and
Standards requires every CFA Charterholder to:
• Place their clients’ interests ahead of their own
• Maintain independence and objectivity
• Act with integrity
• Maintain and improve their professional competence
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RBC Global Asset Management

By Eric Lascelles CFA RBC Global Asset Management

the healing continues
The global economy continues to heal and risk appetite around the world
appears to have revived. Purchasing managers’ indices (proxies for
economic activity), are mostly higher than a year ago and the majority
of leading indicators point to decent economic prospects in the coming
months. The U.S. housing crisis is now in the past and employment is
improving, albeit slowly.
While economic momentum has soured slightly in
recent months and the post-fiscal-cliff rebound in
consumer and business confidence has been more
subdued than we had hoped, investors appear to be
looking past the immediate threats and focusing on
the many positive developments that have occurred
since the financial crisis, laying a base for sustained,
balanced growth in the future. Headwinds remain
and there are still many hurdles to overcome before
the global economy is fully stabilized, but significant
progress has been made.

Reviving risk appetite

Japan goes big
The words “Japan” and “exciting” have not
often gone together over the past two decades,
despite Japan’s status as the world’s third-largest
economy. That could be about to change. The
newly elected Liberal Democratic Party and
Prime Minister Shinzo Abe have made a series of
sweeping commitments to spur Japanese growth
and generate inflation. The Bank of Japan has a
new stimulus-minded Governor (Kuroda), has
formally adopted a 2% inflation target and has
signalled additional quantitative easing in the
coming years. The Ministry of Finance will deploy

Risk appetite appears to have revived around the

roughly ¥13 trillion (US$135 billion) in stimulus. In

world, as diminished perceptions of risk can be seen

response, the yen has depreciated by around 20%.

across a number of measures, including narrow

Despite renewed “currency war” claims, the yen’s

credit spreads and lower expectations of volatility

depreciation is likely to stick.

in financial markets. It also shows up in declining

These actions should all materially boost Japanese

correlations across asset classes and between

economic growth in 2013 and 2014 and, when

individual stocks.

combined with a prior commitment to raise the

The revival of risk appetite is an important

Japanese sales tax in 2014 and 2015, elevate

development. In an era of sluggish economic

inflation as well.

growth, stock market gains are more likely to
come from shifting investor behaviour than

Eurozone healing but recession persists

surging corporate earnings. Already, investors are

Europe has now begun to heal after policymakers

beginning to show a greater thirst for equities.

took a scalpel to the gangrenous debt that afflicts

Continued improvement in risk appetites will be

the continent’s periphery. Competitiveness is

critical in determining the performance of financial

rebounding, albeit with some distance to go.

markets over the coming year.

Current-account deficits are shrinking, signalling
greater self-sufficiency in Europe’s periphery.

Many countries have made significant progress in
shrinking their budget deficits. However, public
support for these initiatives has always been fragile,
and the February 25 Italian election demonstrated
the gridlock that can result when austerity
becomes too painful. The Cypriot election provided
reassurance that pro-Europe candidates still have at
least a chance at the polls, though it also reminds us
that the era of bailouts is not quite over. Moreover,
the subsequent Cyprus bailout has laid bare a
new type of risk now that uninsured deposits at
European banks are no longer perfectly safe.
One must distinguish between the progression of
the Eurozone’s debt crisis and the erosion of the
region’s economy. Whereas the debt crisis has
ebbed, the economy is still shrinking. In fact, the
rate of GDP decline in the fourth quarter of 2012
was the worst since 2009. The big question for the
Eurozone is whether the economy will finally begin
rebounding in 2013. Unfortunately, we suspect the
answer is “no” when dealing with the annual growth
rates: whereas Eurozone GDP shrank by around
0.5% in 2012, we forecast an even larger decline
of 0.75% in 2013. However, the quarterly profile
should become less negative over the year.

Another dip for the UK
The UK economy has taken a bruising due to
its proximity to the Eurozone and its aggressive
austerity. Remarkably, the UK economy is now

“The opinions are those of the authors and do not reflect the views of CFA Vancouver, its Board of Directors or its members. CFA 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 healing continues
smaller than it was four years ago, though it is

context, it is frankly remarkable that the U.S. is still

sustainable recovery takes hold, we expect that

finally beginning to grow again.

on track for something near 2.25% growth this year.

investors will gradually move out of safe-haven

As fiscal austerity subsides later in the year and risk

assets. This will likely put upward pressure on bond

appetite continues to revive, we expect growth to

yields, though the extent of the increase may be

accelerate to 2.75% in 2014. Inflation looks set for

surprisingly tame given a shortage of safe assets in

slightly below 2% in 2013, and around 2% in 2014.

the world and strong incentives for central banks

While some accuse the UK of naivety in imagining
that fiscal austerity could be managed with few
economic repercussions, the UK never had many
alternatives. Comparisons with the U.S. are not
entirely fair as the pound does not enjoy the status
of the world’s reserve currency and British links to
Europe make it especially vulnerable to a sudden
debt crisis of its own. Indeed, even after several
years of austerity, the UK lost its AAA rating
from Moody’s.

to carefully manage the process of rising rates.

Canada sputters
The Canadian
economy sputtered
through the second
half of 2012 and has

Corporate credit and high

“Canada is ramming
through less fiscal austerity
than most of its peers.”

The U.S. economy appears to be outperforming
most of its developed peers for two reasons.
First, it enjoys a higher GDP “speed limit” than
other nations due to a combination of superior
demographics, a culture of innovation and
entrepreneurship, and better competitiveness.

this year. There are several reasons for this. The
Canadian dollar is still arguably stronger than it should
be. Western Canadian oil producers were forced
to accept deeply discounted prices due to pipeline
capacity problems, although a significant part of
this problem has been resolved via rail shipments

fare somewhat better
given higher coupons to
help offset capital losses
on principle, although

only partially revived

U.S. private deleveraging over

yield investments should

the returns across the spectrum of fixed-income
markets seem uninspiring relative to the past three
decades. Our intermediate and longer-term outlook
for equity market returns is relatively positive in
our anticipated scenario of ongoing healing for the
global economy.

of oil. Lastly, and perhaps most importantly, the
Canadian housing market is cooling.

Eric Lascelles, CFA Chief Economist

acknowledging losses after the global financial

Despite all of this, we still expect the Canadian

Eric is the Chief Economist for RBC Global

crisis, which permitted more rapid deleveraging.

economy to muddle through. Canada is ramming

Asset Management Inc. (RBC GAM) and

Our calculations suggest that the U.S. private sector

through less fiscal austerity than most of its

is responsible for maintaining the firm’s

is in fact now fully deleveraged. Illustrating this,

peers. Even if the housing market does correct

global economic forecast and generating

household debt has now declined by more than the

substantially, some offset would come from a

macroeconomic research. He is also a member

value of household assets.

weaker Canadian dollar, and perhaps from fiscal or

of the Investment Strategy Committee, the

monetary stimulus, where policymakers have some

group responsible for the firm’s global asset

leeway. Most importantly, it is far from clear how

mix recommendations. Eric is a frequent

much or how quickly housing activity and prices

media commentator and makes regular

will actually decline – a soft landing remains more

presentations both within and outside of RBC

likely than a hard landing.

GAM. Prior to joining RBC GAM in early

Second, the U.S. was more forthright in

All the same, there remains one last cinch on U.S.
growth. Fiscal tightening is set to subtract between
1.5% and 2.0% from GDP growth in 2013. In this

2011, Eric spent the better part of a decade at

Bottom line
The global economy continues to heal. Risks
remain, but the market appears capable of looking
past immediate hurdles and focusing on the positive
developments taking place. As a more stable and

another large Canadian securities firm, and
began his career at Statistics Canada. He holds
a Master’s degree in Economics from Queen’s
University as well as a Bachelor of Arts in
Economics degree from Princeton University.

“The opinions are those of the authors and do not reflect the views of CFA Vancouver, its Board of Directors or its members. CFA 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 Dan Hallett CFA, CFP High View Financial Group

bond investing in today’s low rate environment
“I have been involved in several client proposals and meetings over the past
several months. A common theme is popping up with many clients. Since
bonds are needed to limit total portfolio risk, they also limit potential total
returns. And this is forcing investors to have to prioritize and make the tough
choice between risk and return.”
Total Returns
Near the middle of 2012, I laid out the thought
process behind why I expect a balanced portfolio
to generate a long term return of 6.5% annually.
Stock and bond prices have since risen sharply. By

this performance level is quite achievable, it’s
no slam dunk – particularly for conservative
or balanced investors.

Decisions, Decisions

definition, today’s higher market prices equate to

In most cases, however, investors are expecting

lower returns in the future. My partners and I are

performance that does not line up with the level

no doom-and-gloomers but we are being honest

of risk exposure they’re prepared to assume. This

with our long-term expectations – and doing

leaves them with some difficult choices.

what we can to tilt the odds in our clients’ favour
whenever possible.

Some investors are willing to accept lower returns
in order to stick to a stated level of risk. These

are a few things to keep in mind when structuring

We’re still reasonably positive on the prospects for

investors have portfolios designed to meet certain

investment portfolios

future stock returns. While not dirt cheap, stocks

risk constraints and are prepared to let the return

are generally priced for long-term returns in excess

chips fall where they may. This will often require

of 7% per year by my estimate. But a Canadian bond

either accepting a lower standard of retirement

market yielding just 2.3% puts balanced portfolios

living or simply delaying retirement by a few years.

into a modest range of potential total returns – even

Fees are critical
It has always been important to control the fees
and expenses incurred to invest in bonds or bond

Others aren’t prepared to sacrifice their return

investment funds. But as yields fall, fees increase

targets, which means they’ll need to get comfortable

in importance because they chew up a larger

with exposing their portfolios to higher levels of

proportion of the starting yield. And this is an asset

risk. And yet taking more risk is no guarantee of

class with limited potential for outperformance by

There was a time when investors would routinely

better performance, though it generally increases

active managers.

expect return levels that were highly improbable

the chances of achieving higher returns.

before fees.

Great Expectations

at any risk level. I remember hearing expectations

Canadian bond mutual funds sport an average

of 8% to 12% or more per year quite regularly for

For well-heeled investors, it’s not a terribly difficult

management expense ratio (MER) of 1.4% annually

balanced portfolios. The conversations would move

situation if they have more money than they need

– more than 60% of bonds’ current 2.3% yield to

toward guiding clients to look at something in the

– often the case for this group. For the remaining

maturity. Even five years is long enough to see fees’

6% to 8% range.

majority, however, these are the tradeoffs that

powerful impact on net bond returns. For instance,

today’s market reality impose on investors and

the top performing bond funds over the past five

To their credit, many clients today expect or need

their advisors. For investors with a material need

years sport fees that are a fraction of the category

much more modest mid-single-digit returns. While

or desire for bonds’ stabilizing properties, there

average. That’s no mere coincidence but
irrefutable math.

“The opinions are those of the authors and do not reflect the views of CFA Vancouver, its Board of Directors or its members. CFA 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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bond investing in today’s low rate environment
Don’t reach too far for yield
While the worst of the financial crisis may be
behind us, its effects remain. Recall that one of the
crisis’ first signs in Canada was the asset backed
commercial paper freeze in 2007. ABCP was held

based largely on the fact that yields from equities

liquid, allowing investors to buy and sell regularly.

are generally higher than yields offered by safer

But think about this for a moment. These shorter-

bonds. But as I detailed in a December 13, 2010

term loans are basically fixed income instruments

blog post, there are good reasons to be careful of

- like bonds. And as interest rates fluctuate, these

this rationale.

underlying loans’ market values should fall and
rise accordingly.

by many investors as a cash-substitute because

Stocks are generally riskier than bonds so they

it offered higher yields than safe treasury bills or

should offer greater return potential. But the

As a base of comparison, short-term Canada bonds

other low risk short-term bonds. But we eventually

greater risk means that from time to time, investing

returned 5.1% in calendar 2011 but only about half

found out that not only were these baskets of

in stocks will be a painful experience. By all means,

was from pure yield. The rest came from capital

longer-term loans that were ‘rolled over’ or

look to high yield equities generally in the context

appreciation from falling yields. But funds like

refinanced in the short-term but many also included

of an income-oriented portfolio. But every portfolio

these have unit prices that barely move, if they do at

higher-risk loans. In other words, reaching for yield

needs at least some bond exposure to soften stock

all - which punishes sellers in this scenario. So I’m

was one of the sources of pain in the early days of

market volatility.

a little skeptical of funds like this that neither rise

the financial crisis.
Today, investors are becoming more enamoured

nor fall in value to reflect changes in interest rates,

Beware of apparent ‘free lunches’

with emerging markets bonds, preferred shares and

Investors and advisors are increasingly looking

other bond variants. While all of these may be valid

to so-called private placement funds that offer

portfolio components, it’s important to establish

fat yields in this ultra-low-rate environment. One

limits on how much to put in riskier or less liquid

type, mortgage funds, make shorter-term loans

securities offering higher yields.

to commercial property developers or residential

credit spreads and liquidity.
All might be kosher with this and other similar
funds but it’s naive to assume that any investment
offering yields in the 8% to 10% range is not without
material risk when short Canada bonds yield
around 1% today.

homeowners. There are more of these funds than

REITs & dividend stocks are not bond

I realized. One that I found claims to have earned

Bonds remain a critical portfolio component for

replacements

8% in each of the last nine calendar years. It further

virtually everybody. Keeping at least half of fixed

claims a 10% return in each of the four prior years

income exposure in conventional investment-grade

- all interest. And the fund claims that the capital

debt is a prudent policy. If you can’t resist reaching

hasn’t risen or fallen - ever.

out for more yield, keep these tips in mind to help

While real estate investment trusts (REITs) and
other dividend-paying stocks are often used to
produce investment income, one must be cautious

avoid making poor decisions with what should be a

not to view these as bond replacements. The

The fund is in a continuous offering, meaning

investment industry has been promoting stocks

that it’s open to new money. And it’s surprisingly

portfolio’s conservative foundation.

Dan Hallett, CFA, CFP Vice-President & Director, Asset Management
Dan Hallett is responsible for manager research, portfolio construction and investment program design at High View Financial Group. Dan’s experiences
include roles as a Senior Investment Analyst with Sterling Mutuals Inc. and, before that, with FundMonitor.com Corporation – a Toronto based investment
research firm where he was integral in the development of online portfolio analysis tools. Dan led each respective firm’s investment research efforts and
counselled many of Canada’s top financial advisors on portfolio design for their wealthiest clients.
Dan holds a Bachelor of Commerce degree from the Odette School of Business at the University of Windsor. He is also a Certified Financial Planner (CFP)
licensee and a Chartered Financial Analyst (CFA) charterholder. Dan is a member of the CFA Institute and the Toronto CFA Society.

“The opinions are those of the authors and do not reflect the views of CFA Vancouver, its Board of Directors or its members. CFA 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 Nick Szucs CFA Leith Wheeler Investment Counsel

IS gold losing its shine?
In recent months, one of the big stories in capital

These two developments introduce heightened

gold companies generate either positive free cash

markets has undoubtedly been how gold is losing

potential risks such as buying binges and panic by

flows or competitive returns on capital. This may

its lustre. Just look at the 35-per-cent collapse in

speculators, as well as insolvency, credit crunches

continue. As value investors evaluating any resource

the S&P/TSX Gold Index year-to-date. What has

and liquidations among larger global economies

company, we are often guided by our understanding

often been suggested as a portfolio hedge or an

such as China’s.

of the long-term marginal cost of production in

alternative currency may, in fact, no longer enjoy
the safe-haven status it has in days past — especially
as it relates to gold-price volatility.

So what does this mean for gold equities? Despite

addition to the demand profile of the commodity.

gold being one of the best performing commodities

Investors should target gold companies that trade

over the past decade, gold equities have done

at a sufficient discount to intrinsic value using

Exploring the decade-long journey that brought

significantly worse than the underlying resource

reasonable discount rates to properly reflect the

gold prices to precipitous heights reveals a fable

due to incorrect assumptions of operating risks.

inherent risks in the gold mining business and a

premised on unprecedented household and
sovereign-debt levels, central-bank intervention,
impending inflation, and an emerging market
buying binge driven by low interest rates. Together,
these factors have not only created a picture-perfect
environment for skyrocketing gold prices, but also,
an untenable situation for the global economy.
So, what lies behind the recent collapse in gold
prices? There are two factors.

Some investors have steered away from the precious
metals space for, among other reasons, its relative
overvaluation. Indeed, the market has mispriced
risks in the gold sector by applying unjustifiably low
discount rates in valuation analyses. The discount
rates don’t reflect the financial, operating or
political risks of the underlying businesses of some
of the gold producers.
Another significant factor affecting gold companies

conservative marginal cost of gold production.
Contrary to Warren Buffett’s observation of the
broader stock markets — “Be fearful when others
are greedy and greedy when others are fearful” —
gold companies are more likely to be attractively
valued when fear is low, overall market optimism is
high and gold prices have fallen below the marginal
cost of production.

Nick Szucs, CFA

First, the financialization of gold as an asset class,

is the escalating cost of gold production. Over the

via the creation of more than 50 gold-levered

past few years, gold companies have suffered from

Exchange-Traded Funds (ETFs), has attracted a

capital cost overruns, project delays and eroding

Nick joined Leith Wheeler in June 2011. He

lot of short-term speculative money to the precious

profitability despite record-high gold prices. A

spent the past four years in London, England

metal. Investment funds and individual investors

correction in gold equities became inevitable as

working as a Portfolio Manager at Brevan

can now use these ETFs to easily bet on their views

their robust valuations were brought to light by

Howard Asset Management and Investment

about excessive money printing, seemingly endless

worsening fundamentals.

Analyst at Sofaer Capital, where he managed

quantitative easing and inflation fears without
taking delivery of physical ounces of gold.

It’s difficult to predict the near-term direction of
the gold price. Longer term, price will likely be a

A second, less obvious factor is the use of gold as

function of the U.S. dollar, inflation expectations

collateral by sovereign governments and financial

and ultimately the growth and desire of emerging

institutions to generate short-term liquidity. In

economies to diversify their sovereign reserves

times of distress, gold assets are monetized to

away from traditional currencies.

settle the lenders’ obligations as seen in the fall of
2008. Furthermore, speculation of possible central
bank liquidations, as we saw in April 2013 with the
Cyprus banking crisis, can have as profound an
impact on gold prices as the actual event.

Canadian Equity Analyst

Natural Resource-dedicated funds with global
mandates. Nick is responsible for covering
the Materials sector at Leith Wheeler. He
is a graduate of the University of British
Columbia with a Bachelor’s Degree in
Commerce and holds a Chartered Financial
Analyst (CFA) designation.

However, investing in gold companies down the
road may be even more challenging than predicting
underlying gold prices, as the increase in operating
costs and discount rates persists. Today, few

“The opinions are those of the authors and do not reflect the views of CFA Vancouver, its Board of Directors or its members. CFA 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 Murray Leith CFA Odlum Brown Limited

wonderful companies at fair prices
The quality of the stocks in the Odlum Brown Model

tried our clients’ patience, it was preferable to hold

Contrary to the “nervous Nellies,” we are

Portfolio has never been better. We own some of

shares of great companies, with deep and strong

constructive regarding the outlook. While we

the world’s best companies. However, we haven’t

economic moats, that would survive and

profess no ability to predict the movement of the

always owned the best, because great companies

ultimately thrive.

stock market in the near-term, there is a good case

were once very expensive. For example, at the turn
of the century, the Model held a collection of good
companies trading at great prices. At the time, the
biggest and best companies were very expensive,
as were the so-called TMT (technology, media
and telecom) stocks that were caught up in the
technology mania. Great companies like CocaCola, General Electric and Johnson & Johnson
were very popular in the late 1990s; consequently,

March 2013 marked the four-year anniversary
of the traumatizing stock market lows that were
reached at the worst of the financial crisis. The
OB Model Portfolio has since rallied close to 120
per cent, thanks to a large weighting in wonderful

to be made for stocks over the long-run. As we
mentioned during our 19th Annual Address, we
believe annual returns averaging eight to 10 per
cent are achievable because there are plenty of great
companies trading at reasonable prices.

multinational U.S. companies and a significant tilt

There are several reasons to be optimistic regarding

toward better performing, high quality companies

U.S. stocks in particular:

in the less cyclical sectors. Over the same period,

• Stock valuation multiples are reasonable; they

their shares were priced at unpalatable

are down significantly from 2000 and

valuation multiples.

modestly below their 2007 levels.
• Interest rates are much lower, greatly

Owning good companies at great prices,

enhancing the relative appeal of stocks

many of which were described as boring

over bonds.

“old economy” dinosaurs during the “new

• Corporate profits are rising and are up

economy” technology era, treated us well.
The valuation of the OB Model Portfolio

more than 20 per cent from their pre-

regularly attained new highs as the

crisis peak in 2007.

technology bubble burst in the
early 2000s.

• U.S. economic news has been
Clients have been rewarded for their patience.

The sky-high valuations of great companies
were not sustainable; their share prices languished
as necessary valuation multiple contraction offset
underlying business growth. By mid-decade, the

encouraging, with recent retail sales,
manufacturing, and job reports all

the Canadian and U.S. equity benchmarks have
risen roughly 90 per cent and 100 per cent,
respectively.

registering better than expected figures.
• The U.S. housing sector has bounced off bottom
and has tremendous pent-up potential, which

great companies that we admired, yet avoided for

With the Dow Jones Industrial Average finally

should drive decent job growth for some time.

valuation reasons, started to trade at fair prices.

breaking above its 2007 peak in March, some

U.S. residential construction currently represents

In late 2005/early 2006, we began trading good

investors are getting nervous. This is perhaps

a tiny 2.6 per cent of the American economy,

Canadian companies that had risen to trade at fair

understandable, given that the major U.S. indices

well below the low points of previous cycles

prices for great American companies trading at

experienced significant corrections once they

and a fraction of cyclical peaks. By comparison,

good prices.

attained similar levels in 2000 and 2007. However,

Canadian residential construction accounts for

a more thorough study of history indicates that

roughly seven per cent of our GDP, near a cyclical

stocks are more likely to head higher when new

peak. According to the economic team at BMO

peaks are achieved, especially when much time

Capital Markets, U.S. home prices relative to

has passed since the previous high. This is actually

incomes are almost 30 per cent below normal,

logical, as it is natural for stocks to reach new highs

whereas Canada’s house-price-to-personal-

as the economy expands and corporations prosper.

income ratio is 10 per cent above average.

Like many value investors, our timing proved
poor. We were early. The valuation pendulum for
great companies swung beyond “fair” to “great”
when the 2008/09 financial crisis struck. While
the experience rattled our nerves and no doubt

“The opinions are those of the authors and do not reflect the views of CFA Vancouver, its Board of Directors or its members. CFA 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 Limited

wonderful companies at fair prices
• The U.S. banking industry is much stronger
today than it was prior to the financial crisis. In
fact, all but one of the 18 top U.S. banks passed
tough stress tests aimed at seeing if the financial
industry could weather
another deep crisis.
• U.S. household net
worth is at its highest
level in five years and
consumer leverage

We believe we are only in the third or fourth inning

There is enough value to be found in the Canadian

of a nine inning game that U.S. stocks will win.

market to believe reasonable returns are possible;

There are good reasons to believe that the
Canadian stock market

“It’s far better to buy a
wonderful company at a fair
price than a fair company
at a wonderful price.”

will struggle to keep

–Warren Buffett

housing market softening

has been reduced to
2003 levels. Canadian consumer leverage, by
comparison, is at a record high.

pace with American
stocks. With resource
prices languishing in a
slow-growth world, the
and the manufacturing

sector suffering from the high levels of the Loonie,
it is hard to be overly optimistic regarding the

The popularity of U.S. stocks is increasing, which

outlook for the Canadian economy. The S&P/

has the potential to spark a self-perpetuating cycle

TSX Composite Index is highly concentrated in

of good performance, attracting investment dollars

sectors that could face challenges. The Financials,

that drive even better performance and more

Metals and Energy sectors together account for

investment flows. Indeed, investment bankers

more than three-quarters of the Index. Resource

are hot on the job of promoting the superior

stocks, in particular, could languish in a muddle-

performance of U.S. stocks; they are busy creating

through economic environment, although we are

U.S. oriented investment products much like

increasingly finding value in the Energy sector.

they promoted resource focused funds during the

Banks will experience slower loan growth due to

commodity craze.

high consumer debt and are vulnerable to a housing

U.S. stocks have handily beat Canadian stocks in
2011, 2012 and so far this year, with the S&P 500
generating a total return of 33 per cent since the
end of 2010, measured in Canadian dollars. That
compares to a meagre gain of 1.5 per cent for the
Canadian benchmark index over the same period.

market slowdown. Moreover, value is increasingly
hard to find in the traditional “interest sensitive”
sectors, such as Pipelines, Utilities, Telcos and
REITs, as the reach for yield has pushed valuations
to the upper end of reasonable or even excessive
levels, in some cases.

yet the combination of a muted economic outlook
and the rich valuations in some significant areas of
the domestic market contribute to higher overall
risk and lower return potential. The American stock
market will likely perform better because it has a
much higher proportion of wonderful companies
trading at fair prices.
The Odlum Brown Model Portfolio was established on December 15, 1994 with
a hypothetical investment of $250,000. The Model provides a basis with which
to measure the quality of our advice. It also facilitates an understanding of
how we believe individual security recommendations could be used within the
context of a client portfolio. Trades are made using the closing price on the day
a change is announced. Performance figures do not include any allowance for
fees. Past performance is not indicative of future performance.
Please read our Odlum Brown Limited Disclaimer and Disclosure - It is
important!
Odlum Brown Limited is an independent, full-service investment firm focused
on providing professional investment advice and objective research. We
respect your right to be informed of relationships with the issuers or strategies
referred to in this report which might reasonably be expected to indicate
potential conflicts of interest with respect to the securities or any investment
strategies discussed or recommended in this report. We do not act as a market
maker in any securities and do not provide investment banking or advisory
services to, or hold positions in, the issuers covered by our research. Analysts
and their associates may, from time to time, hold securities of issuers discussed
or recommended in this report because they personally have the conviction
to follow their own research, but we have implemented internal policies that
impose restrictions on when and how an Analyst may buy or sell securities
they cover and any such interest will be disclosed in our report in accordance
with regulatory policy. Our Analysts receive no direct compensation based
on revenue from investment banking services. We describe our research
policies in greater detail, including a description of our rating system and how
we disseminate our research, on the Odlum Brown Limited website at www.
odlumbrown.com.
This report has been prepared by Odlum Brown Limited and is intended only
for persons resident and located in all the provinces and territories of Canada,
where Odlum Brown Limited’s services and products may lawfully be offered
for sale, and therein only to clients of Odlum Brown Limited. This report is not
intended for distribution to, or use by, any person or entity in any jurisdiction
or country including the United States, where such distribution or use would
be contrary to law or regulation or which would subject Odlum Brown Limited
to any registration requirement within such jurisdiction or country. As no
regard has been made as to the specific investment objectives, financial
situation, and other particular circumstances of any person who may receive
this report, clients should seek the advice of a registered investment advisor
and other professional advisors, as applicable, regarding the appropriateness
of investing in any securities or any investment strategies discussed or
recommended in this report.
This report is for information purposes only and is neither a solicitation for the
purchase of securities nor an offer of securities. The information contained in
this report has been compiled from sources we believe to be reliable, however,
we make no guarantee, representation or warranty, expressed or implied, as
to such information’s accuracy or completeness. All opinions and estimates
contained in this report, whether or not our own, are based on assumptions
we believe to be reasonable as of the date of the report and are subject to
change without notice.
Please note that, as at the date of this report, the Research Analyst responsible
for the recommendations herein, associates of such Analyst and/or other
individuals directly involved in the preparation of this report hold securities of
some of the issuer(s) referred to directly or through derivatives.
No part of this publication may be reproduced without the express written
consent of Odlum Brown Limited. Odlum Brown Limited is a Member of the
Canadian Investor Protection Fund.

Murray Leith, CFA Vice President and Director, Investment Research
Murray has over 20 years of experience as an Investment Analyst. He formulates the firm’s economic outlook and equity investment strategy, in addition to
covering individual companies, primarily in the Financial Services sector. Murray is also responsible for the Odlum Brown Model Portfolio, a hypothetical,
all-equity portfolio that has delivered market-beating returns since inception in 1994. He is regularly quoted in the local and national press and interviewed
by the television media.
Murray is a Vice President and Director of the firm, as well as a member of Odlum Brown’s Executive and Management Committees. He joined Odlum
Brown in June 1994 and has managed the Odlum Brown Research Department since that time. He holds a Bachelor of Commerce degree from UBC
(Honours) and is a Chartered Financial Analyst charterholder.

“The opinions are those of the authors and do not reflect the views of CFA Vancouver, its Board of Directors or its members. CFA 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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Barrett Lyons CA, CFP Northwood Family Office

Five Reasons You Should Give Your Son or Daughter
Funds to Invest in a TFSA
At some point the next generation needs to develop financial skills and build experience in the management
of wealth, both for their own funds and possibly to sustain family wealth for future generations. Like anything
else in life, this education will largely come from experience developed over time. But without any direction and
encouragement, this experience might not come until they reach their 40s which could be too late.
In some cases, parents have used the tax-free savings account (‘TFSA’) or a similar savings account vehicle as a real opportunity to help children start the exercise
of financial skills development at an earlier age. Parents gift a sum of money to their child for the purposes of investing in their TFSA account, and it is the
responsibility of the child to then manage those investments. This wasn’t the government’s intended goal for the accounts, but the features of the program fit this
learning objective surprisingly well because, first, it is a relatively small amount of money but it can accumulate to a handsome sum over time, and second, because
TFSAs start at age 18 when children can start to be mature enough to make educated decisions and start to take responsibility for their own future. The following is
a list of five reasons families should consider using a TFSA to help their children develop the necessary financial education, experience and skills:

1

2

developing investing experience

working with an advisor

Unless they have a specific interest in investing,

There is no substitute for the value of actual

Chances are the next generation will work with

most 18 year olds do not know the difference

experience. Enabling children to be involved and

various advisors, possibly including a family

between a stock and a bond. Starting at this age can

familiarize themselves with the role of investments

office, investment manager, lawyer or accountant

help build a foundation of financial literacy so they

in managing wealth will help provide that crucial

as part of managing their finances. Hiring, firing,

can understand investing basics including:

hands-on familiarity. This can include learning how

understanding fees, and evaluating and extracting

• Stocks and bonds and their roles in a portfolio

to evaluate and make

value from advisors

informed decisions on

are all part of the tasks

purchasing securities,

and skills associated

watching the “ebb and

with managing

flow” of the market,

wealth that the next

how to deal with the

generation will need.

inevitable “stars” and

The earlier they learn

Building a knowledge foundation

• Other investment products including ETFs and
mutual funds
• Various types of accounts (TFSA, RRSP,
unregistered)
• The value of re-investment and compounding

If the child has an active interest or advanced
knowledge in investing they can perhaps build their
knowledge in more technical and varied areas of the
capital markets.

3

“dogs” in their portfolio, and making sell decisions.

these skills the better it will serve them and the

These activities will help them understand the

family. We recommend to our clients that we meet

processes and challenges that investment managers

separately with their children so the children can

face. Over time, they can develop an understanding

experience dealing with an advisor on their own

of various investment management styles and

and build their own relationship with us. Not only

the roles that each may play in a portfolio. Their

can we aid in education and the decision making

experience may lead them to build a portfolio and

process, but we are an independent voice separate

style of investing of their own, or help them learn

and apart from their parents so they are sometimes

that they would rather have someone else manage

more inclined to take advice from us versus

it for them, but at the same time be an educated

“another lesson from mom or dad”.

investor that can evaluate the manager.

“The opinions are those of the authors and do not reflect the views of CFA Vancouver, its Board of Directors or its members. CFA 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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Five Reasons You Should Give Your Son or Daughter
Funds to Invest in a TFSA

4

5

When families give funds to children to invest, an

Starting the wealth management education process

expectation is set that the funds are for their long

with your children earlier will only make them more

term benefit. We encourage parents to then try

prepared for when they take on the responsibility

to establish a dialogue with their children about

of managing their own wealth and even the family’s

planning and prioritization

timing

wealth later. By the time you are ready to have
specific conversations with them about wealth
transition, they will have the required knowledge,
instead of starting from scratch in their 40s when
the patterns of their lives are already set. Moreover,
in the event that something unfortunate happens to
what the ultimate purpose of the money might be.

you or your spouse unexpectedly, there is a greater

Making children part of the decision process will aid

chance of your children “swimming rather than

in their participation in and ownership of financial

sinking”.

decision-making. If they are given the freedom to
decide what the funds are for (e.g. down payment
on a home, wedding, etc.), they can prioritize and
plan for other lifestyle expenses. Engaging the
family members in saving and investing at an early
age will help them understand its importance to
their own long term financial viability and success

Above all else, it will
help you sleep better
now and in your later
years, knowing that
your children are on the
path to managing their
own lives effectively and
developing the skills to
help manage the family’s
wealth for generations
to come!

and that of the family.

Barrett Lyons, CA, CFP Manager, Tax and Planning
Barrett is a part of the client service team at Northwood Family Office with additional responsibility for managing tax and
accounting services for clients. Prior to joining Northwood, Barrett worked with KPMG LLP as a Tax Manager. He was responsible
for managing personal and trust work for high net worth clients as well as managing compliance and research engagements for
various public and private corporate clients primarily in the manufacturing, retail, distribution and mining sectors.
Barrett is a Chartered Accountant (CA), a Certified Financial Planner (CFP), and a member of the Toronto Estate Planning Council
(TEPC). He has an Honours Bachelor of Commerce degree (BCom) from the Michael G. DeGroote School of Business at McMaster
University and is a member of the Institute of Chartered Accountants of Ontario.

“The opinions are those of the authors and do not reflect the views of CFA Vancouver, its Board of Directors or its members. CFA 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;

“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,

7. Clear, accurate, complete, and timely

CEO and president of CFA Institute. “The

communications that use plain language and

Future of Finance project is a critical way

are presented in a format that conveys the

for us to encourage thought leadership and

information effectively;

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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Turning Financial Intelligence
into Investment Wisdom
Dedicated to providing you with timely, objective and actionable investment intelligence,
S&P Capital IQ delivers a broad range of strategies and recommendations which enable
you to navigate and seek success in even the most complex global markets.

S&P Capital IQ Solutions
Timely solutions delivered in the format that is right for you.
MarketScope Advisor
S&P Capital IQ platform

Research, Opinions
and Commentary

Identify Investment
Opportunity and Risk

You get what you need to know.
8,600+ Stocks
22,600 + Mutual Funds
770+ ETFs
200,000 Bonds
as of October 1, 2012

Covering 99% of the world’s
market capitalization.
92 countries
5,000 financial and
supplemental data items
1,500 qualitative data points

Stop by the S&P Capital IQ Table in the
West Ballroom A to learn how we can help you.
www.spcapitaliq.com
The analyses, including ratings, of Standard & Poor’s and its affiliates are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or make any investment decisions. Users of ratings or other analyses should not rely on them in making any
investment decision. Standard & Poor’s opinions and analyses do not address the suitability of any security. Standard & Poor’s does not act as a fiduciary or an investment
advisor except where registered as such. Copyright © 2012 by Standard & Poor’s Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc. All rights
reserved. STANDARD & POOR’S and S&P are registered trademarks of Standard & Poor’s Financial Services LLC. CAPITAL IQ is a registered trademark of Capital IQ.
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