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BEING CONTRARIAN
We all know there is safety in numbers. It’s more comforting being part of a group that thinks or
behaves in a similar fashion. Just look at your friends: you probably have more similarities than
differences. Otherwise you might not get along as well. Many investors also feel more comfort in
being part of a crowd. Have you ever wondered why it’s standard marketing practice to show a
fund’s top 10 holdings? If transparency is the goal, shouldn’t all holdings be shown as well as the
sector breakdowns? This information tells you much more about how an investment will perform
than looking at the top 10. But if you own a few of those top 10s, you start thinking you like the fund
because their managers think like you. Or confirms your views.
However, what many investors learn over their careers is that being part of the crowd leads to
crowd-like performance. And often, that’s not a good thing. More importantly, while lonely, better
gains are often found being contrarian. You may not have as many friends and your peers may think
you’re a bit “out there”. But most of the great investors in history were contrarian and were often
found with positions betting against the crowd.

How to be Contrarian
Sometimes betting against the crowd can be a long-term
endeavour. For instance, most would agree uranium is
extremely out of favour at the moment. And with good
reason: Japanese reactors have been very slow to restart
following the Fukushima disaster back in 2011. This has
led to far too much inventory globally and pushed the
spot price down to around $20/lb. Before the disaster,
uranium traded over $60/lb. And let’s not forget
Germany going 100% non-nuclear. At current prices, just
about everyone is losing money. The estimated marginal
cost is around $40/lb. Bad news, right? But the higher
quality, lower cost, less levered producers will likely
survive. And the longer the price remains this low, more
production will be curtailed. It does fix itself, it just takes
a long time. You could probably make a lot of money
in uranium if you had a five+ view. At some point the
cycle will go the other way. But will that ever be a lonely
position, making you look foolish while you patiently wait
for the good news that could be years away.

react to earnings to be a good source of contrarian
opportunities. The premise was relatively straightforward:
the market often overreacts to earnings and we believe
this is caused by a number of factors. Recency bias, a welldocumented behavioural bias, causes investors to react,
placing a disproportionally high weighting to recently
released information that can often cloud or cause the
market to ignore the longer term picture. Betting against
this reaction is contrarian and has proven to be profitable.

Sometimes betting against the crowd can be a shorter
term endeavour. During strategy development for our
behavioural finance fund, we found how companies
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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BEING CONTRARIAN (CONTINUED)

Earnings Overreaction
Generally speaking, companies experiencing a significant
one-day price move (up or down) tend to see a continuation
of the move over the next one to four weeks. Or, more
simply, a company with a strong positive price surprise to
earnings tends to see continued small gains afterwards.
And a company with a negative price surprise tends to
see continued negative moves (chart 1). This is clearly not
evidence of an opportunity for a contrarian. But there are
scenarios that will often see an opportunity.
One scenario that appears potentially profitable is
companies trading in an established uptrend, that then
experience a negative earnings result will often see that
loss reduced over the coming weeks (chart 2). Investors
will often view a company doing well that misses its
earnings estimate as a buying opportunity. This causes
more investors to be attracted to the company relative to
those who were disappointed in the result. This is clearly
a contrarian opportunity, as the market reacts to the
negative earnings news to buck the trend and go long.

More recently, we have been implementing an earnings
overreaction strategy during the last earnings season. This
took into account a number of factors including whether
companies were in an up or down trend and the quality of
the company. It also tends to trade before the end of the
first day following earnings. Very often, the overreaction
occurs in the early portion of the trading day, then begins
to dissipate.
Down markets in February clearly cloud things, with
the average long position being slightly negative and
the shorts being strongly profitable. Adjusting for the
market moves, both long and shorts have on average been
profitable. While still early in live data, this is encouraging
evidence that the market does often overreact to earnings,
creating a contrarian opportunity.
Note: Charts 1 and 2 are based on data from the TSX 60 constituents over the
past five years. Looking at price reactions following earnings that was either +/4% as a threshold for a surprise.

(Chart 2)
(Chart 1)

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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BEING CONTRARIAN (CONTINUED)

Being Partially Contrarian
We would never suggest investors become 100%
contrarian, but adding a portion of capital to implement
contrarian strategies has a couple benefits. One, if the
contrarian strategy does succeed, often strong results will
ensue. It was contrarians who went against sub-prime
housing. Deep value investing, which is contrarian, has
a good long term track record of adding value. The other
benefit is diversification. If most investments are with
the crowd, which tends to be more performance chasing,
a contrarian strategy will often perform very differently.
This can help diversify a portfolio.

CRAIG BASINGER, CFA
As Chief Investment Officer of Richardson GMP, Craig
heads up the firm’s asset management division,
Connected Wealth. Beginning his investment career
in 1995, Craig combines an educational foundation in
economics & psychology with years of experience
in both fundamental and quantitative research. A long
term student of the markets, Craig’s thoughts and
insights can be seen in Market Ethos publications
available at www.connectedwealth.com and is a
regular contributor on BNN.
Charts are sourced to Bloomberg unless otherwise noted.
This material is provided for general information and is not to be construed as
an offer or solicitation for the sale or purchase of securities mentioned herein.
Past performance may not be repeated. Every effort has been made to compile
this material from reliable sources however no warranty can be made as to its
accuracy or completeness. Before acting on any of the above, please seek
individual financial advice based on your personal circumstances. However,
neither the author nor Richardson GMP Limited makes any representation or
warranty, expressed or implied, in respect thereof, or takes any responsibility for
any errors or omissions which may be contained herein or accepts any liability
whatsoever for any loss arising from any use or reliance on this report or its contents.
Richardson GMP Limited is a member of Canadian Investor Protection Fund.
Richardson is a trade-mark of James Richardson & Sons, Limited. GMP is
a registered trade-mark of GMP Securities L.P. Both used under license by
Richardson GMP Limited.

At Connected Wealth, a wholly owned division of
Richardson GMP, Craig and his team bring a transparent
and cost efficient approach to investment
management. The team provides asset allocation
services and manages over $500m in both separately
managed accounts and funds in partnership with
Redwood Asset Management. The team manages
dividend mandates, quantitative risk reduction
strategies and recently launched Canada’s first
behavioural finance based fund.
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HITTING THEIR STRIDE: THE CASE FOR EUROPEAN EQUITIES

It all looks very different in Europe and investors can focus
with more confidence on the attractive investment outlook.
The eurozone economy has moved beyond crisis to a period of sustained, better growth. This
robust environment has produced even larger corporate earnings gains. We like European equities
for the improved earnings prospects available at relatively undemanding valuations.
It all looks very different
After years of below-potential growth, Europe has found a new lease on life. With the key 2017
political risks averted, notably the sound defeat of a high-profile Eurosceptic party in the
French elections, investors are now able to focus with more confidence on the much-improved
economic data.
The eurozone recovery is encouragingly broad-based, with all countries now enjoying growth.
Stronger domestic demand has been the main driver of this better performance, as labour markets
continue to improve. Unemployment, though still uncomfortably high, is now at an eight-year low of
8.8 percent, with almost 7 million jobs created. French labour market reforms should, in time, help to
sustain this trend.
ALL COUNTRIES ARE NOW GROWING
Geographic distribution of GDP growth rates:

Source - Haver Analytics, RBC Capital Markets;
*EFTA: European Free Trade Association

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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HITTING THEIR STRIDE: THE CASE FOR EUROPEAN EQUITIES (CONT’D)
FRANCE ENJOYS THE STRONGEST IMPROVEMENT
PMIs are above the 50 expansionary threshold.

Source - Markit, Haver Analytics, RBC Capital
Markets; PMIs = Purchasing Managers’ Indexes

A better employment outlook has bolstered household income and confidence. Nowhere is this more apparent than in
Germany, where consumer confidence sits close to a 30-year high. Eurozone consumer confidence, a good indicator of
the vigour of consumption, is positive for the first time since January 2001.
Moreover, business investment, elusive in this recovery so far, has started to pick up. Given that corporate
indebtedness remains contained, capital spending could become an important driver for the economy going forward.
Busier factories are now facing capacity constraints, pushing businesses to invest again.
IMPROVED GROWTH OUTLOOK HAS SPURRED INVESTMENT
Evolution of investment across main economies.

Source - Haver Analytics, RBC Capital Markets

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
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HITTING THEIR STRIDE: THE CASE FOR EUROPEAN EQUITIES (CONT’D)
SOUNDING MORE HAWKISH?
Despite these marked improvements in the economy, the European Central Bank (ECB) is continuing with its
quantitative easing programme for now, albeit at a much reduced pace. Inflation, while now moving higher, remains
very subdued at 1.4 percent, much below the ECB’s 2 percent target due to the considerable slack remaining in the
economy and the deflationary effect of a strong euro. ECB President Mario Draghi has commented that a 10 percent
increase in the euro slices 0.35 percent off inflation. Thus, despite the recovery, the ECB has only raised its inflation
expectations marginally for 2018 to 1.5 percent, and 1.7 percent in 2020.
That said, the tone of the debate at the ECB is becoming more hawkish as the momentum of the recovery keeps on
surprising on the upside. Investors should expect the ECB to continue to err on the side of caution, particularly as
it will be keen to avoid making the mistake of tightening too early, as it did in 2011, a move which made the region
relapse into recession.
RBC Capital Markets expects the ECB to continue to buy bonds at a pace of €30B per month until September, and
then to announce a final “tapering” that would reduce purchases to zero over a minimum of three months. Given ECB
guidance that rate hikes would only come “well” after that point, we do not expect the first rate increase before mid2019, leaving the region to enjoy loose monetary policy for more than a year.
Strong domestic demand, the return of business investment, and accommodative monetary policy bode well for the
sustainability and resilience of the current upswing. For 2018, RBC Capital Markets is forecasting GDP growth of
above-trend 2.2 percent y/y for the second consecutive year.
We expect this resilient backdrop to support corporate earnings growth. Due to their high fixed-cost base, mostly
attributed to labour costs, European companies enjoy a high level of operating leverage, so revenue growth tends to
lead to operating margin expansion and to a proportionally larger increase in profits. Overall, the consensus expects
the corporate sector to grow earnings in the high single digits in 2018 and 2019, which seems achievable, in our view.
Some fear a strong euro could scupper those forecasts. With the region’s businesses deriving slightly more than half of
revenues abroad, a strong euro has traditionally been a headwind to corporate earnings, with a sustained 10 percent
appreciation in the currency tending to reduce eurozone earnings per share by more than 5 percent on average.
However, with the region increasingly exporting value-added products, it seems to be in a better position to push
through price increases. Earnings are likely to be somewhat less sensitive to any euro strength, in our view.
RISKS TO OUR VIEW
There are risks to this benign outlook.
Political risk may reappear with the Italian general election to be held on March 4, 2018. Politicians may well try to
exploit the Euroscepticism which runs deep in the country, creating headline risk. The Five Star Movement, which was
the frontrunner until recently, has toned down its anti-EU stance, though it supports populist policies that would likely
be detrimental to the economy.
Given current polls, our base-case scenario is that no party will be able to secure a majority, and a coalition
government will be formed. Thus, an administration potentially damaging to the EU should be avoided, though an
eclectic coalition government may not be in a position to introduce much-needed reforms.

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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HITTING THEIR STRIDE: THE CASE FOR EUROPEAN EQUITIES (CONT’D)
Another risk would be more aggressive-than-expected ECB tapering should inflation pressures start to build with real
wages increasing, or the interest rate hike cycle starting earlier.
Finally, even though the region is enjoying a cyclical recovery, structural change is still required, in our view. For the
monetary union to be sustainable in the longer term, more integration is necessary on the fiscal and political fronts,
and the banking union, which remains in its infancy, needs to evolve further. Unless these issues are addressed, a crisis
may well return once economic growth subsides.
EQUITY PLAYBOOK
We recommend an Overweight stance in the region. Valuations are currently more demanding with a forward priceto-earnings (P/E) multiple of 15x versus 11x three years ago. However, in a historical context, they are not much above
their long-term average of 15x and still leave room for upside, in our view. Comparatively, the region remains very
attractively priced, trading at a high single-digit discount to the U.S. on a sector-adjusted 12-month forward P/E ratio
that is undemanding at this stage in the cycle, in our view.
IS EUROPE’S UNDERPERFORMANCE OVER?
MSCI Europe excluding UK Index divided by S&P 500 Index
(ratio of index levels)
The trend seems to be broken.

Source - RBC Wealth Management, Bloomberg;
data through 1/12/19

Given the cyclical recovery, we like companies exposed to the domestic economy, including well-capitalised banks,
which should benefit from healthy loan growth.
Investors may also look at Spain, where the crisis in Catalonia caused the stock market to be the worst performer in
Europe in the last six months of 2017, down some 8 percent, and now trading on a 2018E P/E multiple of 13.4x and
price-to-book value multiple of 1.4x. As highlighted in the Global Insight Weekly feature Strain in Spain (October 5,
2017), we expect the crisis to be contained. Spain’s economic activity levels have been dented somewhat, though they
remain robust, while the bond market has largely shrugged off the crisis.
European small caps offer opportunities, but on a selective basis only. Despite their gain of over 30 percent in 2017,
the premium to large caps is not as extended as it has been in the past, leaving some room for upside.
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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HITTING THEIR STRIDE: THE CASE FOR EUROPEAN EQUITIES (CONT’D)

FRÉDÉRIQUE CARRIER
Managing Director, Head of Investment Strategy – RBC Wealth Management
Frédérique Carrier is managing director, head of investment strategy, for RBC Wealth
Management in the British Isles.
Carrier is co-chair of RBC Wealth Management’s global asset allocation committee, GPAC,
which establishes the asset allocation mix for our clients worldwide. She is a regular
contributor to the group’s Global Insights report. Based in London, she also formulates
the equity strategy for the UK and Europe and is head of the London equity desk,
taking responsibility for the single line equity offering which includes both customised
portfolios and Equity Focus Lists for UK and European stocks.
She joined RBC from Williams de Broë Singer and Friedlander, where she spent eight years managing several European
equity mandates. Previously she spent five years at BBVA Latinvest as a sell side analyst covering Latin America
before moving to Invesco, where she worked for seven years as a fund manager for global emerging markets and
global equities.
Carrier holds a B.Comm (joint honours) in Economics and Finance from McGill University and an MBA from the University
of Western Ontario. She is also an associate of the Society of Investment Professionals.

Disclaimer
The information contained in this report has been compiled by RBC Wealth Management, a division of RBC Capital Markets, LLC, from sources believed to be
reliable, but no representation or warranty, express or implied, is made by Royal Bank of Canada, RBC Wealth Management, its affiliates or any other person as to
its accuracy, completeness or correctness. All opinions and estimates contained in this report constitute RBC Wealth Management’s judgment as of the date of this
report, are subject to change without notice and are provided in good faith but without legal responsibility. Past performance is not a guide to future performance,
future returns are not guar¬anteed, and a loss of original capital may occur. Every province in Canada, state in the U.S., and most countries throughout the world
have their own laws regulating the types of securities and other investment products which may be offered to their residents, as well as the process for doing so. As
a result, the securities discussed in this report may not be eligible for sale in some jurisdictions. This report is not, and under no circumstances should be construed
as, a solicitation to act as securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the business of a securities
broker or dealer in that jurisdiction. Nothing in this report constitutes legal, accounting or tax advice or individually tailored investment advice. This material is
prepared for general circulation to clients, including clients who are affiliates of Royal Bank of Canada, and does not have regard to the particular circumstances or
needs of any specific person who may read it. The investments or services contained in this report may not be suitable for you and it is recommended that you consult
an independent investment advisor if you are in doubt about the suitability of such investments or services. To the full extent permitted by law neither Royal Bank
of Canada nor any of its affiliates, nor any other person, accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or
the information contained herein. In the U.S., RBC Wealth Management operates as a division of RBC Capital Markets, LLC. In Canada, RBC Wealth Management
includes, without limitation, RBC Dominion Securities Inc., which is a foreign affiliate of RBC Capital Markets, LLC. This report has been prepared by RBC Capital
Markets, LLC. Additional information is available upon request.
© 2018 RBC Europe Limited
© 2018 Royal Bank of Canada
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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BITCOIN AND BLOCKCHAIN: RISK AND OPPORTUNITY

Bitcoin—the first decentralized digital currency—was worth less
than a penny in 2009, zoomed to US$19,000 in December 2017,
before plunging below $7,000 earlier this year (Chart 1). That’s
volatility with a capital V, sending enthusiasts on a wild ride. With
the currency garnering more investor attention, it’s important to
understand the reality behind cryptocurrencies, including how
they function and potential risks.

BITCOIN AND BLOCKCHAIN: NOT ONE AND THE SAME
Crucially, investors must distinguish between blockchain—the platform behind the currency—and bitcoin itself. As a
decentralized, online ledger, blockchain is a technology many analysts say will thrive. It promises lower costs, greater
efficiencies and faster processing times for recording transactions than current systems. Using cryptology to secure
transactions makes it less prone to fraud. Banks, governments and the real estate industry are just a few players
seeking to reap benefits. But blockchain can run on any currency—including fiat currencies. Simply put, bitcoin
needs blockchain, not the other way around.

BITCOIN THROUGH AN ECONOMIST’S LENS
Bitcoin—along with the hundreds of other digital currencies that have mushroomed in the past year—is not a true
currency in the conventional sense. Although it is used to purchase goods from some retailers and to transfer
funds between countries, it has no inherent value. Unlike assets such as stocks, bonds or real estate, bitcoin
doesn’t generate earnings, income or rents. This means it lacks the foundation for appraising its value. Bitcoin is
simply worth what buyers and sellers think it will be worth in the future. In this sense, the price of bitcoin has become
completely detached from a valuation framework. This contrasts with fiat currencies, which are tethered to economic
fundamentals and backed by governments and taxpayers. For example,
Canadian dollar holders can appraise its value by comparing retail prices in
Canada and the U.S. If prices are higher in Canada, the currency should (at
least in theory) depreciate to equalize purchasing power in the two countries.
Economic shocks could push the currency away from so-called “fair value”,
but eventually it should gravitate back when the shock fades.
Lacking intrinsic value, bitcoin is highly vulnerable to shifts in investor
sentiment. This is evidenced by its wide price variation between countries
and even exchanges. Consequently, bitcoin is too volatile to be used as a store
of value (Chart 2). For example, if half its value was lost overnight, investors
wouldn’t know whether it is now undervalued and worth buying. Conversely,
if a company’s share lost half its value due to a “flash crash”, buyers would
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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BITCOIN AND BLOCKCHAIN: RISK AND OPPORTUNITY (CONTINUED)
BUYER CONSIDERATIONS:
No inherent value – only
worth what buyers and
sellers think it is worth.
High transaction fees – as
much as $50 per transaction
during peak periods.
Expensive system –
verifying transactions
and mining new coins are
resource-intensive and
require high electricity
usage.
Myth of limited supply
– two other variations of
bitcoin exist (bitcoin cash
and bitcoin gold), and more
could be produced—not to
mention the many other
cryptocurrencies already in
existence.
Unregulated and subject
to fraud and hacking –
the blockchain ensures
intermediary-less
transactions, but does
not preclude a user from
being defrauded by an
unscrupulous counterparty.
Indeed, some exchanges
have been hacked, wiping
out user holdings.

likely rush in, believing the stock is
now attractive relative to earnings.
Bitcoin’s excessive volatility
also greatly limits its use as a
means of transaction. Intraday
price swings in excess of 10% are
far from rare (Chart 3). It tends to
swing by more than 5% once every
three days. Compare this to the C$/
US$ exchange rate, where intraday
moves of even 2% or more are
rare, occurring on just a handful
of occasions in the past seven years. Thus, retailers transacting in bitcoin
assume a meaningful risk of losses, unless they immediately convert it to
fiat currency.
Currency risk is amplified by lengthy transaction times, which
can take several days if a customer balks at paying fees. The latter, as well,
can be highly volatile, rising as high as US$55 in December before settling
just above $2 in February. This is hardly an ideal payment system for any
business. Unlike traditional payment systems, fees can be highly affected
by speculative trading activity and market volatility, dragging transactional
users and businesses into the fray and effectively freezing the market as
trading positions are settled (the infamous Miami bitcoin conference that
wouldn’t accept bitcoin comes to mind).
Widespread acceptance of bitcoin could undermine the economy.
Its previous soaring price implied one of the greatest deflationary episodes of
all time (as the price of goods in terms of bitcoin fell), while its more recent
sharp pullback was the opposite (i.e., it now takes more bitcoin to purchase
the same amount of
goods as before). Rather
than providing a neutral
means of exchange,
bitcoin could have real
world consequences
for spending and
production if it gained
widespread use.

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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BITCOIN AND BLOCKCHAIN: RISK AND OPPORTUNITY (CONTINUED)
IS IT A BUBBLE?
From our standpoint, persons investing in bitcoin are speculating, buying and holding because they believe its
price will rise—the textbook definition of a bubble. In fact, a recent report by Convoy Investments compared bitcoin’s
price performance to some of the biggest market bubbles in history, including tulip-mania. Despite losing two-thirds of
its value at one point recently, bitcoin’s price remains 9-times higher than a year ago. In our view, a significant portion
of the market is governed by a “buy-and-hoard” mentality, which lends support but could change abruptly. Ownership
is concentrated, with 1,000 users said to own 40% of all bitcoin. If the “whales” sell, prices could plunge.

LOOKING AHEAD
Investors should be aware that there are over a thousand cryptocurrencies, each running on an entirely different
network and created for its own unique purpose. One can expect further proliferation. After all, since blockchain
technology is open-source and replicable, it can be used to run any digital currency. In truth, there’s nothing to prevent
central banks from inventing their own digital currency.
Many investors believe that, if blockchain technology prospers, so too will bitcoin, thereby raising its value. But
remember, the blockchain doesn’t need bitcoin to survive. Moreover, the bigger cryptocurrencies become, the more
likely they will be subject to regulation to limit their impact on the financial system and fiscal revenues. The
growing use of cryptocurrencies could also complicate monetary policy, since the central bank would not have a
reliable measure of, and control of, the money supply. The risk for cryptocurrencies is that if a portion of their value
is based on the desire for anonymity, then a pronounced shift in the regulatory climate could slice valuations. Indeed,
this exact scenario played out in South Korea, where bitcoin’s “Kimchi premium” has all but evaporated as regulators
tightened their grip. And just this week, the U.S. Securities and Exchange Commission issued strong warnings about
the risks of using cryptocurrency exchanges and potential regulatory requirements for operators of the exchanges. The
announcement sent bitcoin’s price skidding 10% lower.
Unlike cryptocurrencies, blockchain technology functions on its own merit. As a secure, transparent
means of verifying payments, major banks are looking at blockchain as an opportunity to supplant portions of their
existing infrastructure. Other companies are developing blockchain systems to track ownership of assets, keep
healthcare records, and even improve voting systems. Investors would be wise to keep a watchful eye on companies
developing and adopting this technology.
Bottom Line: For those looking to “invest” in cryptocurrencies, we’d cite the age-old adage: In gambling, many must
lose for the few to win. A better bet is to stick with companies that are developing the decentralized digital ledgers
running these casinos.

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
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BMO Financial Group

Sal Guatieri, BMO Financial Group Alex Koustas, BMO Nesbitt Burns

BITCOIN AND BLOCKCHAIN: RISK AND OPPORTUNITY (CONTINUED)

SAL GUATIERI Director and Senior Economist
Sal has two decades experience as a macro economist. With BMO Financial Group since
1994, his main responsibilities include analyzing and forecasting the U.S. and Canadian
economies, interest rates and exchange rates. He contributes to our department’s various
publications, gives economic presentations to our clients, and is a regular commentator
on economic and financial trends to the media.
Prior to joining BMO, Sal worked at the Bank of Canada as an economist in the Research
Department, contributing to the staff’s quarterly economic projection, and in the
International Department, analyzing foreign exchange markets. Sal received his Masters
degree in Economics from Queen’s University in 1990.

ALEX KOUSTAS Vice President and Senior Economist
Alex Koustas provides macroeconomic monitoring and analysis to support the Economics
team. He is regularly involved in enterprise-wide risk management activities such as
stress testing while also conducting industry risk analysis.
Before joining BMO Nesbitt Burns, Alex worked as an economist at another major
Canadian financial institution for four years in economic research. His areas of focus were
the Canadian Provincial economies as well as North American consumer trends.
Alex holds an Honours Bachelor of Arts degree from Brock University and a Masters
degree in Economics from Queen’s University. He studied French throughout his
educational career and is bilingual.
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BITCOIN AND BLOCKCHAIN: RISK AND OPPORTUNITY (CONTINUED)
General Disclosure
“BMO Capital Markets” is a trade name used by the BMO Financial Group for the wholesale banking businesses of Bank of Montreal and its subsidiaries BMO
Nesbitt Burns Inc., BMO Capital Markets Limited in the U.K. and BMO Capital Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited and
BMO Capital Markets Corp are affiliates. This document is issued and distributed in Hong Kong by Bank of Montreal (“BMO”). BMO is an authorized institution under
the Banking Ordinance (Chapter 155 of the Laws of Hong Kong) and a registered institution with the Securities and Futures Commission (CE No. AAK809) under
the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). BMO does not represent that this document may be lawfully distributed, or that any
financial products may be lawfully offered or dealt with, in compliance with any regulatory requirements in other jurisdictions, or pursuant to an exemption available
thereunder. This document is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local
laws or regulations. Their contents have not been reviewed by any regulatory authority. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending
arrangements with, or provide other remunerated services to, many issuers covered by BMO Capital Markets. The opinions, estimates and projections contained
in this report are those of BMO Capital Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to ensure
that the contents have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete.
However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions
contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its contents. Information may be available to
BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report is not intended to be used as the primary basis of investment
decisions, and because of individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This
document is not to be construed as an offer to sell, a solicitation for or an offer to buy, any products or services referenced herein (including, without limitation, any
commodities, securities or other financial instruments), nor shall such Information be considered as investment advice or as a recommendation to enter into any
transaction. Each investor should consider obtaining independent advice before making any financial decisions. This document is provided for general information
only and does not take into account any investor’s particular needs, financial status or investment objectives. BMO Capital Markets or its affiliates will buy from or
sell to customers the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a
long or short position in many of the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader
should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy
or sell securities of issuers discussed herein.
Dissemination of Research

Our publications are disseminated via email and may also be available via our web site http://economics.bmocapitalmarkets.com. Please contact your BMO Financial
Group Representative for more information.
Conflict Statement

A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing conflicts of interest
in connection with investment research which is available at http://researchglobal.bmocapitalmarkets.com/Public/Conflict_Statement_Public.aspx.
ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment
and corporate banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and
commercial banking clients are served by BMO Harris Bank N.A., Member FDIC. Investment and corporate banking services are provided in Canada and the US
through BMO Capital Markets. BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO
Harris Bank N.A, BMO Ireland Plc, and Bank of Montreal (China) Co. Ltd. and the institutional broker dealer businesses of BMO Capital Markets Corp. (Member
SIPC), BMO Nesbitt Burns Securities Limited (Member SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member Canadian Investor Protection Fund) in Canada, Europe
and Asia, BMO Capital Markets Limited in Europe, Asia and Australia and BMO Advisors Private Limited in India.
“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Inc., used under license. “BMO Capital Markets” is a trademark of Bank of Montreal, used under
license. “BMO (M-Bar roundel symbol)” is a registered trademark of Bank of Montreal, used under license.
® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
™ Trademark Bank of Montreal in the United States and Canada.
© COPYRIGHT 2018 BMO CAPITAL MARKETS CORP.
A member of BMO Financial Group
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SUTTON GROUP WEST COAST REALTY

Steve Saretsky Vancouver Realtor and Author of VancityCondoGuide.com

BC REAL ESTATE – WHERE ARE WE AND WHERE ARE WE GOING?

T

here’s no denying BC Real Estate has had an incredible
bull run. Nearly 20 years of unprecedented price gains.
Following a continued decline in interest rates and nearly
all levels of Government enthusiastically supporting and
promoting real estate as a means to economic growth
and prosperity. While BC Real Estate prices took a minor
dip in 2008, virtually side stepping the global financial
crisis, the average sales price of BC Real Estate has since
climbed a staggering 97%, topping out in February 2016
at $779,419.

runaway prices, and an abundance of new housing supply en
route. Could we finally see the end of the great bull run?
After registering four consecutive annual increases in
residential sales, BC finally suffered its first annual decline
in sales, dropping 8% in 2017. That trend has continued into
2018, applying downwards pressure on prices at the top end
of the market. This can also be seen in total dollar volumes
which coincidentally peaked in 2016 at $77B CDN.
While it’s impossible to pinpoint the exact cause of the
slowdown, it’s almost certainly a multitude of factors.
As in every real estate boom, a large number of demand
was pulled forward, many market participants who would
have otherwise held off from buying end up pushing buying
decisions forward. This created unsustainable demand that
will ultimately become a drag in future years.

However, BC Real Estate now finds itself at a crossroads.
With interest rates having virtually nowhere to go but up,
household borrowing nearly maxed out, a new provincial
Government intent on curbing housing speculation and

But perhaps more obvious, a slowdown of offshore capital
has also been noticeable. In 2017 the Chinese Government
took swift action to curb capital outflows, requiring citizens
to pledge cash leaving the country would not be used to
purchase real estate. According to a report from Pictet
Wealth Management, capital outflows fell by 67% in 2017.
As a result there has been a noticeable slowdown in global
property markets including Australia, London and New
York, which just recorded the fewest sales in Q1 since 2008.
This is also evident in Vancouver’s property market, where
detached sales suffered a 27 year low for the first quarter
of 2018.

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
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SUTTON GROUP WEST COAST REALTY

Steve Saretsky Vancouver Realtor and Author of VancityCondoGuide.com

BC REAL ESTATE – WHERE ARE WE AND WHERE ARE WE GOING? (CONT’D)
household balance sheets. Not including the Bank of
Canada’s most recent rate hike in January 2018, interest
paid on Canadian mortgages in 2017 increased by 5.97%
from the year before. This was the fastest pace of growth
since 2007. Household credit growth has also been
decelerating, something the Bank of Canada has been
watching closely as it navigates it’s rate path.

Further, ground breaking mortgage regulations set in
place by OSFI called B-20, are set to put a clampdown
on already stretched household borrowing. The policy
requires all borrowers seeking a mortgage to be stress
tested at their qualifying rate plus 2%, ultimately reducing
the typical mortgage by about 20%. This will also subject
borrowers to higher rates upon renewal, as borrowers
are unable to switch lenders unless they too are willing
to be stress tested by a new lender. But perhaps more
importantly, the introduction of OSFI’s B-20 guidelines
highlight a substantial shift in the mindset of policy
makers, who for years have encouraged households
to borrow more, ultimately propelling the economy
forward through a wealth effect, and increased consumer
spending. Much of which has been financed through
borrowing against one’s home. Between 2000 and 2010,
HELOC balances soared from $35 billion to $186 billion,
according to the Financial Consumer Agency of Canada,
an average annual growth rate of 20%.
As of 2016, HELOC balances sit at $211 billion, a 500%
increase since the year 2000.
This desire from regulators to begin curbing household
borrowing also coincides with actions from the Bank of
Canada to begin reducing liquidity. For the first time in
nearly a decade, the Bank of Canada began increasing
interest rates, ultimately hiking three times in less than
a year. While it’s still early, this is already showing up

Governor Poloz stated “Strong housing data in late 2017,
and softer data at the beginning of this year, indicate
some pulling forward of demand ahead of new mortgage
guidelines and other policy measures. It will take some
time to fully assess the impact of these, as well as recently
announced provincial measures, on housing demand and
prices. More broadly, the Bank continues to monitor the
economy’s sensitivity to higher interest rates. Notably,
household credit growth has decelerated for three
consecutive months.”
A reduction in mortgage credit growth ultimately
translates to a reduction of demand within the real estate
market. Facilitated by either a declining willingness of
households to borrow, or from banks supplying less
credit. It also runs the risk of a potential household
deleveraging, something the Bank of Canada warned
finance minister Bill Morneau about last year.

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
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SUTTON GROUP WEST COAST REALTY

Steve Saretsky Vancouver Realtor and Author of VancityCondoGuide.com

BC REAL ESTATE – WHERE ARE WE AND WHERE ARE WE GOING? (CONT’D)
This is particularly concerning given Canada’s FIRE
sector (Finance, Insurance, and Real Estate) made up
23% of GDP in 2017, above the United States peak of
21.5% in 2009.

If that weren’t enough, the BC Government
piled in on the party. The introduction of the BC
Government’s annual speculation tax of 2% targeting
non BC income tax payers who own residential
real estate but don’t rent it out is highly punitive,
particularly in the eyes of offshore investors. Even
if the tax is not paid, it would still require offshore
investors to submit tax filings with CRA. The further
increase of the foreign buyers tax, and property
transfer tax now means a foreign buyer of a $3M
home in BC would be subject to $668,000 in taxes
upon completion.
Lastly, the long awaited supply of housing might
be the final nail in the coffin. Unit completions
recently hit an all time high in BC. Meanwhile total
units under construction is nearly double the long
term average, hitting a record high of 55,000 units.
Ensuring a plethora of supply will flood the market
in the coming years.

As is typical in all real estate booms, demand
eventually exhausts itself, Governments over
regulate, credit tightens, and developers overshoot
supply. While it’s certainly too early to tell if BC has
come to the end of its historical bull run, what we
do know is BC Real Estate activity peaked in 2016,
and has continued to trend downwards since. With
the addition of higher interest rates, higher taxes,
tighter borrowing conditions, and an avalanche of
new housing supply underway, it’s hard to imagine
a scenario where that would be bullish for prices, at
least in the short to medium term.

STEVE SARETSKY
Vancouver Realtor and author of VancityCondoGuide.com
Steve Saretsky is a Vancouver Residential Realtor and author behind one of Vancouver’s
most popular Real Estate Blogs: Vancity Condo Guide. Steve is widely considered a
thought leader in the industry with regular appearances on BNN, CBC, CKNW, and CTV.
Steve’s dedication to analyzing the stats, financial landscape, and policies affecting
Vancouver Real Estate have allowed him to build a successful business among the top
10% of Greater Vancouver Realtors* while working with and advising various institutional
investors, investment advisors, and Real Estate developers.
Steve has been lauded as a ‘disruptor’ in the Real Estate industry, while becoming one
of the most followed Vancouver Real Estate personas on social media, hosts an online video series ‘The Saretsky Show’,
and authors a weekly newsletter to several thousand readers.
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Burgundy Asset Management

Mark Gallien Vice President, Burgundy Asset Management

VOLATILITY CAN BE THE FRIEND OF THE
PATIENT LONG-TERM INVESTOR
Until most recent months, market discussions often turned to how regularly the equity market
indices had been reaching new highs and the very low level of volatility they had exhibited.

There are various measures for market volatility, but one that is often used is the Chicago Board Options Exchange
(CBOE) Volatility Index, or VIX.
CBOE describes the Volatility Index as “a key measure of market expectations of near-term volatility conveyed by S&P
500 stock index option prices,” highlighting that, “Since its introduction in 1993, the VIX Index has been considered
by many to be the world’s premier barometer of investor sentiment and market volatility.”1
Unlike the well-known S&P 500 Index, the VIX is not based on the price of a group of stocks. It is a measure of the
expected level of fluctuation in the premiums (i.e., price) of the options on the S&P 500 Index over the next 12 months,
a measure of expected future volatility.
You can think of options like an insurance policy. Investors use them to protect their portfolios from potential
scenarios. Similar to other forms of insurance, the greater the perceived risk, the higher the premiums. When the
anticipation of risk causes investors to seek greater protection of their portfolios, the price of options (and the price of
the VIX) rises.
The CBOE has compiled valuations for the VIX since 1990. From 1990 until the end of 2016, the VIX’s average annual
volatility was 19.2 (the higher the number, the greater the level of expected future volatility). In 2017, the VIX averaged
only 11.1, which is lower than any average annual VIX value on record. For comparison, the next lowest year for the
VIX was 1995 when it averaged 12.4 and the highest year was 2008 when it averaged 32.7. The steady market increases
and low volatility of the past year can be largely attributed to a continuation of easy credit conditions after years of
accommodative monetary policy by many of the world’s central banks.
These market circumstances are significant to active investment managers like Burgundy as we can opportunistically
take advantage of volatility to purchase the common stock of high-quality companies when they are undervalued. The
opportunities to take advantage of market inefficiency are more limited when volatility is low. For the past couple of
years, this environment has made it challenging for us to find businesses that meet our quality screens and trade at
attractive values.
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
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VOLATILITY CAN BE THE FRIEND OF THE
PATIENT LONG-TERM INVESTOR (CONTINUED)
The current equity bull market started about nine years ago, back in early 2009. Based on the S&P 500, it’s the secondlongest cycle since the October 1990 to March 2000 bull market. Active investment managers such as Burgundy,
with a high-quality investment approach, tend to outperform relevant benchmarks in the early to mid-stages of the
market cycle and underperform in the later stages (when lower quality, more cyclical, and riskier investments tend to
dominate).
Looking back at recent history, we can identify periods when the markets have become overvalued: the tech bubble,
which was followed by the tech wreck, and the commodity bubble, which was followed by the financial crisis. During
these periods, many of Burgundy’s investment mandates underperformed their benchmarks. However, when the
tech and commodity bubbles burst, we recovered our previous underperformance and went on to outperform the
benchmarks. If we fast forward to the current cycle with today’s high valuations, many of our investment mandates are
again trailing their benchmarks – though absolute returns have been satisfying. Over the past few years, the reasons
behind the market’s enthusiasm have often been the same as the ones generating such minimal volatility.
In the current equity market environment, the S&P 500 Index of U.S. stocks peaked on January 26th of this year.
The broad-based market correction we have been experiencing has brought the market volatility that we knew would
eventually return. So far, over the month of February this year, the VIX has averaged 24.4.
We do not know how long this recent bout of long-delayed volatility will last or when this cycle will end. Despite its
long duration, the cycle may continue for a while. The economic data looks robust, interest rates remain low by historic
standards, and there is still plenty of liquidity in the capital markets. As patient long-term investors, we welcome the
buying opportunities that can come with the return of volatility and, should it persist for an extended period of time,
we will be very comfortable with the high-quality companies that make up our portfolios.
1

http://www.cboe.com/products/vix-index-volatility/vix-options-and-futures/vix-index
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VOLATILITY CAN BE THE FRIEND OF THE
PATIENT LONG-TERM INVESTOR (CONTINUED)

MARK GALLIEN
Vice President, Burgundy Asset Management
Mark joined Burgundy in May of 2002 to focus on private client relationship
management and business development. In July 2005, he was appointed a Vice
President of the firm.
Mark has more than 25 years of experience advising high net worth individuals, trusts
and foundations on their investment strategies. Prior to joining Burgundy, Mark was
Vice President and an Investment Counsellor with KPMG Investment Advisors Inc.
where he played a key role in investment policy development, asset allocation, client
servicing and marketing. Prior to that he spent several years with CIBC and Royal Trust.
In 1990, Mark graduated from Algonquin College in Ottawa with a major in finance. He is a Fellow of the Canadian
Securities Institute, a Certified Investment Manager, a Certified Financial Planner, and was awarded the Chartered
Financial Analyst designation in 1997. He has also studied in the Executive Education programs of the Columbia
University Graduate School of Business, the Richard Ivey School of Business, the Harvard Business School, and the
CFA Institute.
Mark is currently a Director on the Investment and Finance Committee of Mackenzie Health Foundation. He is a member
of the CFA Institute and the Toronto CFA Society.

This post is presented for illustrative and discussion purposes only. It is not intended to provide investment advice and does not consider unique objectives, constraints,
or financial needs. Under no circumstances does this post suggest that you should time the market in any way or make investment decisions based on the content.
Investors are advised that their investments are not guaranteed, their values change frequently, and past performance may not be repeated. The information contained
in this post is the opinion of Burgundy Asset Management and/or its employees as of the date of the post and is subject to change without notice.
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FIERA CAPITAL

David Frei Lindsay Saldanha

INVEST GREEN – A CLOSER LOOK AT INFRASTRUCTURE
DEBT INVESTMENTS
WHY INVEST GREEN?
Many global pension plans, endowment funds and other institutional investors are beginning to
tackle the challenge of aligning their portfolios with responsible investment principles.
Since 2006, more than 1,750 signatories, representing more than
US$70 trillion of assets under management have become part of
the United Nations Principles for Responsible Investment’s (UNPRI’s)
efforts to encourage investors to use responsible investment to
enhance returns and better manage risks1. Green investment fits
well within these principles. Reasons to invest green are numerous
but include:

Ethical Considerations
Simply put, we believe that it is the right thing to do. According to the World Economic Forum, the world’s fast
degrading environment now represents a major threat to the global economy. In 2010 world governments agreed
to limit the in crease in global temperature to 2 °C above pre-industrial levels, to avoid the worst impacts of climate
change. To have an 80% chance of maintaining this 2 °C limit, the Independent Energy Agency estimates an
additional $36 trillion investment is needed through 2050 in sustainable businesses involved in energy efficiency,
clean fuels and low-carbon transportation.2

Advantageous Return Profiles
Investing green does not necessarily mean sacrificing returns. Green infrastructure debt investments provide
diversification benefits, and earn a higher yield than benchmark provincial bonds while often times being
underpinned by stable contracted cash flows from a provincial entity. The attraction of renewables to investors is
growing significantly, as falling costs in the sector coincide with governments looking to phase out coal fired power
stations and thus backing rich contracts.

Responding to Legal or Regulatory Pressures
Making environmental, social and governance (ESG) factors and responsible investing an integral part of the
investment decision and process as a response to or in anticipation of more stringent legal and regulatory
constraints is a growing trend across the global investment industry. Increasing green investments in anticipation
of increased regulation, protects investors from having to scramble to invest with less favourable terms later on
when there is likely to be increased competition/demand.

Improving Stakeholder Relations by Making a Public Showing of Concern for the Environment
We believe that fiduciaries, trustees and investment committees will increasingly prioritize their stakeholder needs
as it relates to the environment. Getting ahead of the trend and being able to show how one’s investment dollars are
helping combat climate change and other environmental concerns is an important step.
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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INVEST GREEN – A CLOSER LOOK AT INFRASTRUCTURE
DEBT INVESTMENTS (CONTINUED)
Intuitively, it might be more obvious what a “Green” investment looks like in the context of an equity portfolio, but what
about the fixed income component? As responsible investment awareness increases, it will be increasingly important
that institutional investors and their consultants consider the best approach to increasing allocations to “green”
investments.

HOW TO INVEST GREEN?
It should be acknowledged upfront that there is no single, agreed-upon definition for “green” investments. However,
they can generally be viewed as those investments in companies or projects that exist to, or develop/utilize technologies
specifically to conserve natural resources or reduce the carbon footprint of the businesses that they operate in.
In the fixed income world, there are in fact certified “Green bonds”. These bonds are independently certified or rated
for their “greenness”. In Canada, this market remains small relative to the fixed income universe and the “Green Bond”
market is largely still in its infancy. To-date there are 14 outstanding Canadian-denominated, certified “green” bonds.

CURRENT CAD OUSTANDING GREEN BONDS
ISSUER NAME

MATURITY

AMOUNT ISSUED (CDN $)

Province of Ontario

9-Oct-18

500,000,000

European Investment Bank

5-Nov-20

500,000,000

International Bank for Reconstruction & Development

9-Aug-21

10,000,000

European Investment Bank

16-Sep-21

500,000,000

Province of Quebec

3-Mar-22

500,000,000

Export Development Canada

1-Sep-22

500,000,000

International Bank for Reconstruction & Development

17-Jan-23

1,000,000,000

European Investment Bank

18-Jan-23

700,000,000

Province of Ontario

27-Jan-23

1,550,000,000

Province of Quebec

1-Mar-23

500,000,000

Province of Ontario

2-May-25

1,000,000,000

500 Georgia Office Partnership

22-Jul-25

225,000,000

THP Partnership

31-Oct-45

231,523,000

City of Ottawa

10-Nov-47

102,000,000

As shown above, these issues have predominantly been sovereign/sub-sovereign government securities where the use
of proceeds have been committed to “green” purposes including the Government funding of “green” projects. While we
support the continued development of a domestic Green bond market, the size and global distribution of these issues
can make it difficult for domestic bond investors to truly grow their “green” fixed income portfolios.
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
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INVEST GREEN – A CLOSER LOOK AT INFRASTRUCTURE
DEBT INVESTMENTS (CONTINUED)
As the proceeds from these Green bonds are typically invested in “green” projects to fund the public share of costs, it is
interesting to consider that investors can also invest directly in the infrastructure debt of these projects. Understandably,
the environmental benefits differ by project type, and similarly, the ESG risk factors differ and require specialized
consideration. For reference, certain environmental considerations by project type are included below.
Social projects are constructed such that they are energy efficient or otherwise environmentally
friendly, with majority of Canadian modern government accomodation projects designed to a
minimum LEED Silver certification.

SOCIAL
Hospitals
• Schools
• Courthouses
• Detention centers
•

Leadership in Energy and Environmental Design® (LEED) is a rating system that is recognized
as the international mark of excellence for green buildings in over 160 countries. LEED focuses
on encouraging a more sustainable approach to the way buildings are designed, constructed
and operated.3
Each LEED rating system consists of prerequisites (required elements, or green building
strategies that must be included in any LEED certified project) and credits (optional elements,
or strategies that projects can elect to purse to gain points toward LEED certification). There
are four possible levels of LEED certification (certified, silver, gold and platinum); making it
a flexible system to accommodate a wide range of green building strategies that best fit the
constraints and goals of a particular project.
Green buildings create a healthier indoor environment for occupants through better indoor
air quality, less harmful products, and more natural daylight. They also reduce waste, conserve
energy, and decrease water consumption.

POWER
GENERATION
Wind
Solar
• Hydro
• Natural gas
•
•

Globally, power generation and heat production remain the largest source of greenhouse gas
emission. For some time, pressures have increased to phase coal and other fossil fuels out of
Canada’s energy supply. In turn, this has created numerous opportunities to invest in renewable
power projects. The criticism of fossil fuels primarily comes from the harmful greenhouse
gases that are released into the atmosphere during combustion. Increased concentrations
of these gases in the atmosphere are widely accepted as the primary contributor to climate
change.
Renewable energy power projects are designed to reduce the carbon footprint of Canada’s
energy production. Other than the manufacture, installation and maintenance of the
technology itself, renewable energy projects produce no greenhouse gases. It is estimated
that for every KWh of green power produced, approximately one less pound of greenhouse
gas carbon dioxide is released into the atmosphere.4 Furthermore, renewable energy helps to
conserve water. The operation of wind turbines and solar panels only require water for periodic
cleaning, whereas each KWh of generation via coal requires withdrawal of 25 gallons of water.5
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Transportation projects can include public transportation or new road projects.

TRANSPORTATION
Roads
Bridges
• Transit
• Airports
• Ports
• Rail
•
•

The transportation sector is currently responsible for almost a quarter of Canada’s greenhouse
gas emissions and offers tremendous opportunities for significant emissions reduction.6
Public transportation and transit projects help to increase transit ridership and reduce traffic
congestion. This reduces the adverse impacts of private automobile use, such as air pollution
and carbon emissions, and contributes significantly to better health and a more sustainable
environment.
Good public transportation infrastructure also allows for high-density urban development,
which lessens the economic and environmental costs of suburban sprawl, and promotes more
cohesive and sustainable communities.
Construction of new roads and highways intended to reduce traffic congestion benefit drivers,
emergency services and businesses that transport goods, all of which translates into greater
economic competitiveness and efficiency. In addition, often times as part of the project scope,
green space and trails are incorporated into the design of new roads or highways, adding
further societal benefits.
It should be noted, that for a transportation project to be considered “green” one must consider
its environmental risks and mitigation strategies. Typically, before a project is approved by
government, an environmental assessment report is created to assess environmental effects,
outline mitigation measures and to enable governmental review and public consultation.
Some of the environmental risks include habitat fragmentation, species-at-risk issues, water
pollution as it relates to urban runoff, protection of related fisheries, existing contamination
issues, and soil remediation needs.
In the case of a P3 approach, the project agreement typically specifies the environmental
monitoring that must be completed during construction and throughout the operations
term. Projects frequently retain an environmental consultant to report on and to ensure that
environmental conditions are being met.
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For utility projects, the “green” benefits are often more difficult to ascertain. Certain utilities
may develop/utilize technologies specifically designed to conserve natural resources or reduce
the carbon footprint of the businesses that they operate in.

UTILITIES
Transmission
• Distribution
• Essential
communications
systems
• Wastewater
•

Such a utility project might include investments in wastewater treatment plants or in the
management of biosolids. It may also include projects where the technology is such that it has
been recognized for its leadership role in decreasing the harmful environmental impacts or byproducts in what would otherwise be traditionally considered “non-green” sectors.
Wastewater treatment plants are designed to remove solids, chemicals and other undesirable
materials in a reliable, cost-effective and environmentally friendly manner, producing clean
water that translates into less pollution in our lakes, waterways, the water table and drinking
water sources. Wastewater treatment processes operate under strict regulations and meet or
exceed standards set by the province and federal government to protect public health and the
environment.
Biosolids are the nutrient-rich, organic materials resulting from the treatment of sewage in
a wastewater treatment facility (i.e. treated sewage sludge). They are a beneficial resource,
containing essential plant nutrients, organic matter and are recycled as a fertilizer and soil
amendment which contributes to less dumping and filling of our landfill sites.

OUTSIDE OF INCREASING YOUR GREEN IMPACT,
WHAT ELSE CAN INFRASTRUCTURE DEBT PROVIDE?
A common myth associated with responsible investing is that one needs to sacrifice risk-adjusted returns in exchange
for ethical behaviour.
Some market participants might point to less liquid Green Bonds pricing equivalent to their more liquid counterparts as
proof of this point. For this argument to be viable, however, one needs to assume that Green Bonds are in fact materially
less-liquid enough to adversely influence price. They are generally sizeable issues with a robust buyers list from both
domestic and foreign investors. One might also argue that there is a scarcity premium attached to these bonds given
the limited supply potential of the sector. Add to that, the growing global appetite for Green Bonds issued by developed
countries, they may indeed be a profitable investment which might explain why Ontario and Quebec Green Bonds trade
on a technically rich basis relative to their non-Green counterparts.
Having said that, wouldn’t it be nice to invest green while still enjoying materially better risk-adjusted returns? We
believe that this can be achieved through Infrastructure Debt.
Infrastructure investments offer higher yields than provincial benchmark bonds, but in most cases are direct or indirect
obligations of the Province (i.e. underlying project cash flows are derived from long-term contracts with a provincial or
Crown Corporation). Due to the essential nature of the infrastructure projects, the projects themselves frequently have a
special relationship with the Government.
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THE SPREAD ADVANTAGE IS ILLUSTRATED BELOW:

INFRASTRUCTURE DEBT INVESTMENTS ARE CHARACTERIZED BY:
essential services resilient to economic cycles
stable revenues derived from long-term offtake/concession contracts providing predictable cashflows
natural monopolistic environment with low substitution risk
high barriers to entry - capital intensive with a high degree of regulation
less sensitivity than comparable corporate securities to event risk, re-financing risk, macroeconomic factors, and poor
corporate management behaviors
different drivers of risk than equities and corporate bonds, providing important portfolio diversification
higher yields plus an “illiquidity” premium
lower historical default rate and a higher recovery rate than corporate bonds
As investors and their consultants evaluate the best approach of aligning their portfolios with their responsible
investment principles, we believe that infrastructure debt is a natural fit. Combining yield-enhancement with the
numerous diversification benefits of the asset class and the natural “green” characteristics of modern infrastructure, the
decision should be a simple one - Go green with infrastructure debt!
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