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CFA Society Vancouver is a local Society within the CFA Institute. Our membership
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consists of over 1,300 regular and affiliate members representing a wide range
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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, and treasury managers. We
have had a successful history of providing resources and events that appeal to
our members and the local investing community.
The Society is proud to be celebrating its 50th
Anniversary on November 19th with keynote speaker
Michael Lewis. Mr. Lewis is a financial journalist and
New York Times best-selling author publishing more
than a dozen books on subjects ranging from politics
to Wall Street. Mr. Lewis’ latest release, the NYT #1
best-seller Flash Boys, has taken the financial market
and business world by storm since its release in
March 2014.
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Additional works include The Big Short, Boomergang, The New New Thing and
Liar’s Poker, a Wall Street story based in part on his own experience working as a bond salesman for Salomon
Brothers.
Mr. Lewis is a columnist for Bloomberg News and a contributing writer to Vanity Fair. His articles have also appeared
in The New York Times Magazine, The New Yorker, Gourmet, Slate, Sports Illustrated, Foreign Affairs, and Poetry
Magazine. He has served as editor and columnist for the British weekly The Spectator and as Senior Editor and
campaign correspondent for The New Republic. He has filmed and narrated short pieces for ABC-TV’s Nightline;
created and presented a four-part documentary on the social consequences of the internet for the BBC; and
recorded stories for the American public radio show, This American Life.
CFA Society Vancouver’s 50th Anniversary Celebration is open to everyone, so please register online at
www.cfavancouver.com if you are interested in joining us in celebrating this important milestone.
Thank you to our sponsors for their generous support.
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EXECUTIVE SUMMARY
Economic Review
 Economic activity in the U.S. improved following a rather
dismal first quarter, while the Canadian economy continues
to look subdued, due to the resource sector downturn.
 The euro zone likely continued its recovery following 1.5%
real GDP growth in the first quarter.
 Greece cannot service its excessive debt; the question is
whether they default inside or outside the euro zone.

Ultimately, the European Central Bank (ECB) does not want to see anybody

to see anybody leave the euro zone as this would call into question
the purpose of the euro itself − the raison d’être of the ECB. The
– the raison d’être of the ECB. The real risk is that the credibility of the ECB
real risk is that the credibility of the ECB starts to be questioned.
Greecebeisquestioned.
a reminder
that
many isdeveloped
economies
are
starts
If the
situation
resolved with
then
thesaddled
euro
If thetosituation
is resolved
with Greece,
thenGreece,
the euro
zone
itself
with
excessive
debt.
Debt
is
not
necessarily
bad
if
the
cash
flow to
zone
itself
should
emerge
stronger
for
having
survived
a
test
of
its
structure
should emerge stronger for having survived a test of its structure
service that
debt
is steady
asset
values
backing
debt are
and
will.
In assessing
the and
outcome,
what
comeswhat
to mind
isthe
a quote
andpolitical
political
will.
In assessing
the outcome,
comes
to mind
strong.
However,
excessive
debt
leaves
little
margin
for
error.
An
attributed
to German
philosopher
Friedrich
Nietzsche: “that
which does
not kill
is a quote
attributed
to German
philosopher
Friedrich
Nietzsche:
otherwise small stumble in debtors’ ability to pay or a decline in
“that
which
does not kill us, makes us stronger.”
us,
makes
us stronger.”
asset values and the whole edifice could crumble. Many developed
economies are currently in a situation where their monetary and
fiscal policy options are becoming more limited.
leave the euro zone as this would call into question the purpose of the euro itself

Investment Outlook
 We believe that historically low interest rates will continue for
What is more important, however, to longer-term global growth
Source:
Bianco Research
L.L.C.
a number
of years.
prospects is how China’s economy evolves − an economy that is
Economic
Valuations are
above
their ahistorical
range
but seem
more
improved
following
rather a
weak
first quarter.
In thequarter.
Economicactivity
activity
improved
following
rather
weak first
54 times the size of Greece. The long-term Chinese economic
reasonable in the context of a low interest rate environment.
U.S.,
real
GDP real
was –0.2%
for the
first quarter
but first
will likely
rise but
over will
2% in
In the
U.S.,
GDP was
−0.2%
for the
quarter
likely growth story remains intact even though investors are currently
 We continue to believe that a recession is not imminent in
the
Canada,
the
first quarter
a to
–0.6%
decline
and
risesecond
over quarter.
2%
in For
theour
second
quarter.
For saw
Canada,
the
first
quarter focused on the volatility in the stock market and debt uncertainties.
North
America;
overweight
allocation
equities
remains.
saw a −0.6%
decline
and
continues
more subdued
as the A slowdown in China’s economic growth rate is to be expected as
continues
to be more
subdued
as the
downturnto
in be
the resource
sector suggests
downturn
in
the
resource
sector
suggests
growth
is
struggling
growth is strugglingOUTLOOK
to return to positive territory. The euro zone continued to
ECONOMIC
it tries to transition to a more consumer-driven economic model.
return
to positive
Therise
euro
zone
recovery Debt problems are concentrated in the local governments and the
its
recovery
following aterritory.
1.5% real GDP
in the
firstcontinued
quarter withits
a similar
following a 1.5% real GDP rise in the first quarter with a similar corporate sector while, in contrast to most developed economies,
outcome likely in the second quarter. Obviously there is increased short term
outcome likely in the second quarter. Obviously there is increased the central government and household sectors have strong balance
uncertainty surrounding Europe. Greece may well shake the foundations of
short term uncertainty surrounding Europe. Greece may well shake sheets. Canada, for example, has high household and provincial
the euro zone structure even though it only represents 1.2% of the European
the foundations of the euro zone structure even though it only government sector debt with relatively low federal government
represents 1.2% of the European Union’s economy. Greece’s debt.
“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
Greece
is a reminder
thatsame.”
many developed economies are saddled
originality,
reliability or accuracy
of any statement,
information
advice,
nor does
it make any
representation
concerning the
dismal economic
prospects,
as highlighted
inorthe
graph
above,
with excessive debt. Debt is not necessarily bad if the cash flow to
make it difficult to see how it can service over $440B of debt. The The Japanese economy is still struggling to produce the selfservice that debt is steady and asset values backing the debt are
question really is whether it defaults inside or outside the euro sustained growth necessary to counteract secular deflationary
strong. However, excessive debt leaves little margin for error. An
1zone. Ultimately, the European Central Bank (ECB) does not want headwinds. After a rise to over 2% last year, their core inflation
otherwise small stumble in debtors’ ability to pay or a decline in

Greece is a reminder that many developed economies are saddled with

interest rates by 0.25% in the first quarter, the Bank of Canada will certainly not

excessive debt. Debt is not necessarily bad if the cash flow to service that debt

follow the Federal Reserve as it nears its first rate increase in almost ten years.

is steady and asset values backing the debt are strong. However, excessive debt

The Fed will be very sensitive to the impact on financial markets as it starts

leaves little margin for error. An otherwise small stumble in debtors’ ability

the process of rationalizing policy, therefore the process is expected to be long

to pay or a decline in asset values and the whole edifice could crumble. Many

and gradual. Elevated geopolitical risk, record debt levels in many countries,

developed economies are currently in a situation where their monetary and

a deflationary bias in Europe and growth rates that are still well below trend

fiscal policy options are becoming more limited.

argue for limited interest rate increases in this particular cycle. Corporate bonds

Greece is a reminder that many developed economies are saddled with
excessive debt. Debt is not necessarily bad if the cash flow to service that debt

underperformed their government counterparts with a record supply of new
issues creating congestion in the market.

is steady and asset values backing the debt are strong. However, excessive debt
leaves little margin for error. An otherwise small stumble in debtors’ ability
to pay or a decline in asset values and the whole edifice could crumble. Many
developed economies are currently in a situation where their monetary and
fiscal policy options are becoming more limited.

EQUITY MARKETS
Equity market returns were mostly subdued, after healthy gains in recent years,
in response to the near-term potential impact of the Greek situation as well as
increases in U.S. interest rates. Japan was one of the strongest international

What is more important, however, to longer-term global growth prospects is

markets with the continued weakness of the yen helping boost returns. The

how China’s economy evolves − an economy that is 54 times the size of Greece.

Chinese stock market was one of the most volatile markets as it rose 38% then

The long-term Chinese economic growth story remains intact even though

declined over 20% from its peak before closing up 15%. Rising interest rates

investors are currently focused on the volatility in the stock market and debt

impacted performance within the North American stock markets with banks

uncertainties. A slowdown in China’s economic growth rate is to be expected

benefiting and utilities underperforming. Consumer Staples was the worst

as it tries to transition to a more consumer-driven economic model. Debt

performing sector in international markets due mainly to elevated valuations.

problems are concentrated in the local governments and the corporate sector

2015
Valuation measures for broadQ2
equity
markets would appear to be somewhat

while, in contrast to most developed economies, the central government and

expensive if we were in a normal interest rate environment. However,
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historically low interest rates cannot be ignored. As long as the low interest rate

household and provincial government sector debt with relatively low federal

situation remains, the doomsday calls for equity markets are less likely.
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government debt.

rate has dropped back to 1% despite a 21% sell-off in the yen to
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indicators we track, European and North American growth
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continue to improve, albeit at a sluggish pace, while China is in

EQUITY MARKETS

We still believe, however, that historically low interest rates will continue for

historically elevated equity assets as a percentage of household assets in the

a number of years even though there will be periods, like the current one,

United States and the extreme volatility in Chinese equities. Valuations are

where interest rates are in a rising cycle. A rising interest rate environment

above their historical ranges, however, valuations are generally not a trigger

can be destabilizing for financial markets if it is not accompanied by improving

for market corrections. The typical catalyst is a decline into a recessionary

economic growth prospects. From the economic indicators we track, European

economic environment. We have been consistent in our view that a recession

and North American growth continue to improve, albeit at a sluggish pace,

is not imminent in North America, despite the sluggish pace of growth. Our

while China is in the midst of what we would call a healthy slowdown. Inflation

overweight allocation to equities remains. The highquality companies that we

risks are rising somewhat in the United States but remain subdued in Europe

invest in are not dependent on cheap financing or financial engineering for their

where the structure of the euro zone is inherently deflationary given the

growth, and their growth is typically more organic. This gives us the ability to

massive debt overhang. Risk appetites in the financial markets are becoming

structure portfolios that are able to withstand adverse environments.

elevated as witnessed by the increasing mergers and acquisitions activity,

Sources: TD Securities, S&P, BIS and Bloomberg. The Yen and Euro currency conversion are based on Bank of Canada noon rates. This document is prepared for general circulation
to clients of Jarislowsky, Fraser Limited (JFL) and is provided for information purposes only, it is not intended to convey investment, legal, tax or individually tailored investment
advice. All opinions and estimates contained in this report constitute JFL’s judgment as of the time of writing and are provided in good faith. All data, facts and opinions presented in
this document may change without notification. This is not a solicitation for business. Past performance is not a guide to future performance. Future returns are not guaranteed. No
use of the Jarislowsky, Fraser Limited name or any information contained in this report may be copied or redistributed without the prior written approval of JFL.

“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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Manulife Asset Management

Philip Petursson Managing Director, Capital Markets and Strategy Manulife Asset Management

Rate cuts, weaker loonie: adding to attractiveness of
foreign bonds and equities
Bank of Canada (BoC) Governor Stephen Poloz, announced on July 15 that the BoC was cutting
its overnight rate from 0.75% to 0.50% in response to a weakening Canadian economy.
This doesn’t come as a surprise to us. In the past number of months we have

is expected to average 1.1%. It seems likely that the Canadian economy is in a

increasingly seen a case for the BoC to cut rates once more before the end of the

recession. It remains to be seen whether it will rebound in the second half as

year. Recall the BoC cut the overnight rate to 0.75% in January as “insurance”

strongly as the BoC expects, or continues to remain weak.

against the potential for weaker growth in Q1. In following speeches Poloz
highlighted the Bank’s view that growth should be supported by a stronger
US economy and stronger demand for our exports. In a surprising turn of
events, the US economy contracted in Q1 and Canada’s trade balance hit its
widest deficit ever in March and second largest deficit in May. The dollar value
of oil exports has fallen with the drop in crude prices. Manufacturing thus
far has not picked up the slack - nor is it likely to over the near-term. In fact,
manufacturing capacity fell in the first quarter. Canadian industries operated at
82.7% of their production capacity in the first quarter, down from 83.5% in the
previous quarter. It was the largest decline since the second quarter of 2009,
according to Statistics Canada. With slower global growth and the continued
race to the bottom for the euro, yen, renminbi, loonie, won, etc…competition for
any rebound in demand will be fierce.

We expect growth to remain very sluggish through 2015 on weaker oil prices
that don’t look likely to rebound anytime soon for a number of reasons,
including the most recent Iran Nuclear Agreement that will no doubt contribute
to the global glut in crude. In addition, a weaker consumer that continues to
be over-indebted, and a labour market that is creating jobs at half the pace of
2 years ago do not bode well for a strong rebound. The biggest risk remains
housing. Activity is at a high in terms of sales, prices and construction. Housing
and energy have been the drivers of the Canadian economy over the last 10
years. One has fallen. If the other does, it spells more bad news. The rate
cut may continue to help prop up the housing market, it remains to be seen
however, how long it can continue.
Canada Labour Market – 12 Month Moving Average Job Gains

Canada Trade Deficit vs West Texas Intermediate (USD)

Source: Statistics Canada, Bloomberg, Manulife Asset Management as of May 2015

Source: Statistics Canada, Bloomberg, Manulife Asset Management as of May 2015

Investment Implications

In its Monetary Report, the Bank acknowledged its expectation for contraction

The Canadian dollar closed below US$0.78 on the news. The loonie hit a multi-

of the Canadian economy in the first half of the year. The Bank forecasts a

year low against the US dollar. Should the US Federal Reserve raise rates before

continued contraction of -0.5% for Q2 with a rebound of 1.5% and 2.5% in the

the end of the year the interest rate differential between our two countries’

following two quarters respectively on an annualized basis. Full year growth

central bank rates and yield curves would push the loonie lower near our shared

“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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view over the next 12-18 months of US$0.72. Certainly, by breaking new lows, a

Disclaimer:

target of US$0.75 over the short-term is highly probable.

Investing involves risk, and there is always the potential of losing money when you invest
in securities.

With a weaker loonie and support for such by the BoC, foreign equities are once
again more attractive than domestic. We are re-emphasizing our US overweight
theme in client portfolios. A weaker loonie should also benefit investment in
Asian securities – particularly those from countries or issuers with a currency
pegged or denominated in USD.
On the fixed income side, Canadian bond holders should also benefit. First
from the perspective of domestic bond issues as yields are likely to move lower
following the rate cut. Secondly from the total return pick-up that foreign
currency bonds may offer should the loonie continue to drop. This continues to
support our global fixed income portfolios.
Overall, this should be taken as a positive move for portfolios positioned with
an underweight Canada and an overweight US.

Events in the financial markets have resulted, and may continue to result, in an unusually
high degree of volatility in the financial markets, both domestic and foreign. In addition,
reduced liquidity in credit and fixed-income markets may adversely affect issuers
worldwide.
Investments in foreign securities involve special risks, including foreign currency risk
and the possibility of substantial volatility due to adverse political, economic or other
developments. These risks are magnified for investments made in emerging markets.
It is important that you consider this information in the context of your personal risk
tolerance and investment goals. Before acting on the information provided, you should
consider suitability for your circumstances and, if necessary, seek professional advice.
This material, intended for the exclusive use by the recipients who are allowable
to receive this document under the applicable laws and regulations of the relevant
jurisdictions, was produced by and the opinions expressed are those of Manulife Asset
Management as of the date of this publication, and are subject to change based on
market and other conditions. The information and/or analysis contained in this material
have been compiled or arrived at from sources believed to be reliable but Manulife
Asset Management does not make any representation as to their accuracy, correctness,
usefulness or completeness and does not accept liability for any loss arising from the
use hereof or the information and/or analysis contained herein. The information in this
document including statements concerning financial market trends, are based on current
market conditions, which will fluctuate and may be superseded by subsequent market
events or for other reasons. Manulife Asset Management disclaims any responsibility to
update such information. Neither Manulife Asset Management or its affiliates, nor any of
their directors, officers or employees shall assume any liability or responsibility for any
direct or indirect loss or damage or any other consequence of any person acting or not
acting in reliance on the information contained herein.

teams respectively, to provide clients and investment intermediaries

All overviews and commentary are intended to be general in nature and for current
interest. While helpful, these overviews are no substitute for professional tax, investment
or legal advice. Clients should seek professional advice for their particular situation.
Neither Manulife Financial, Manulife Asset Management™, nor any of their affiliates
or representatives is providing tax, investment or legal advice. Past performance does
not guarantee future results. This material was prepared solely for informational
purposes, does not constitute an offer or an invitation by or on behalf of Manulife Asset
Management to any person to buy or sell any security and is no indication of trading
intent in any fund or account managed by Manulife Asset Management. No investment
strategy or risk management technique can guarantee returns or eliminate risk in any
market environment. Unless otherwise specified, all data is sourced from Manulife Asset
Management.

with guidance and commentary on Manulife Asset Management’s

Manulife Asset Management

strategies, asset allocation weightings, as well as specific portfolio

Manulife Asset Management is the global asset management arm of Manulife Financial
Corporation (“Manulife”). Manulife Asset Management and its affiliates provide
comprehensive asset management solutions for institutional investors and investment
funds in key markets around the world. This investment expertise extends across a broad
range of public and private asset classes, as well as asset allocation solutions. Manulife
Asset Management has investment offices in the United States, Canada, the United
Kingdom, Japan, Hong Kong, and throughout Asia. Where appropriate, Manulife entities
are registered with appropriate regulatory authorities in the jurisdictions in which they
are required to be registered to carry on their respective business activities. Additional
information about Manulife Asset Management may be found at ManulifeAM.com

Philip Petursson is Managing Director of the Capital Markets &
Strategy Group, providing insights on investment strategies, asset
allocation and economic, equity and fixed income markets. In this
role, Philip works with Manulife Asset Management’s Investment
Committee, Asset Allocation Committee and the portfolio management

recommendations. Philip is a frequent guest on BNN and is often quoted
in the Canadian press.
Prior to joining Manulife Asset Management, Philip held the position
of Director, Investments with John Hancock Retirement Plan
Services where he was responsible for the management of the defined
contribution investment platform; including manager due diligence,

Manulife, Manulife Asset Management, the Block Design, the Four Cube Design, and
Strong Reliable Trustworthy Forward-thinking are trademarks of The Manufacturers Life
Insurance Company and are used by it, and by its affiliates under license.

selection and on-going monitoring
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Sprott Global Resource Investments

Henry Bonner Market Specialist Sprott Global Resource Investments

sprott’s thoughts – an interview with eric sprott

“I Haven’t Lost any
Conviction on Gold
and Silver.”
–Eric Sprott
with an exit and debt repudiation. With what they
theoretically agreed to, it is going to be very, very
difficult for the Greeks and the country to survive in
that environment.
So we will see how that plays out as events unfold.
Even other governments within the ECB might
Henry Bonner recently spoke with Canadian

just under $89 billion euros in the Greek banking

billionaire Eric Sprott about his views on the Greek

system and we were theoretically only talking about

debt crisis and investing in gold and silver.

lending another $7.2 billion to Greece to solve the

Greece has missed payments to its creditors and has

problem.

been trying to negotiate down its debts for several

But that has gone way up in the meantime, like

months.

most estimates that countries make on the size of

The situation is reminiscent of the Detroit

their difficulties.

bankruptcy, says Eric. It was easy to see it coming –

When I look at the proposals, it just is a total

the borrowers plainly stated they would run out of

wipeout for Greece. For the love of me, I can’t

money. In both cases, the borrowers and creditors

understand why their parliament would pass that.

let the clock run until there was no money left.

I mean, the ECB is seizing $50 billion in assets.

Eric says Greece would be better off if it left the

It almost looks like they want to run the banking

Euro and reneged on its debts. More negotiations

system in the country, if not effectively run the

are likely to draw out the crisis, as Greece simply

country itself! All the reporting mechanisms go to

cannot pay its obligations.

the ECB.

Meanwhile the US reportedly has $85 trillion in

I can’t believe that Tsipras would have won the “no”

unfunded obligations, a number which grows each

vote (against the bailout) and then had that happen

year… Does anyone believe those can be paid?

to him.

Henry Bonner: Hello Eric, what are your

I have always believed that Greece would have been

thoughts on the Greek debt crisis? How do you see

better off just reneging on the debt because there’s

things playing out from here?

no way in the world that the ECB can honestly

Eric Sprott: I have always thought that the ECB

expect to be paid back.

reject it. So there are still a lot of acts to be played.
So you don’t think that the situation will
settle just because they reached a deal? You
think the Greek crisis is going to continue?
Well, of course the fundamental problem, which
was very much expressed by Mr. Varoufakis, is that
Greece is broke.
He said it probably three months ago now. The fact
is that they are broke and have around 25 percent
unemployment.
They’ve been undergoing a recession for five years.
So how do you expect somebody who’s broke to
pay up? Normally, when someone is broke, they go
through a chapter 11 bankruptcy or something in
order to get out from under debt.
So I think it’s going to be an ongoing crisis. It will
be interesting to see how it plays out in the banking
system. But of course it’s the banking system
that the powers-that-be want to preserve. That’s
because the banking system can create a domino
effect where all of a sudden everyone is questioning
everyone else’s credit. Also, writing down a debt

(European Central Bank) would persist in coming

So we will see what happens in the Greek

would be bad because that debt is on people’s

up with some kind of solution, because they had

parliament. But I think Greece would be better

balance sheets, particularly the ECB’s.

“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
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They can pretend that there are no write-offs or put

start paying back the debt and you can’t take on

Of course it has been a very, very tough game for the

it up in some organizations where you never see the

increasing amounts of credit, then your GDP goes

last four years here. In my own account, I continue

losses. But we all know that if Greece repudiates its

down because people don’t have the spending

to invest in gold and silver companies. I recently

debts, there are going to be lots of losses on those

power.

bought a mine in the United States personally. I just

bonds. We will see how it plays out.
Is this a repudiation of the idea that you
can bring about prosperity with centrallyplanned economic policies and a common
currency? Is this part of the case against
fiat currencies in general, including
the dollar?
That is totally the case.
It’s similar to what we’ve seen in Japan, where there

That’s essentially where we are now. Countries,

took on 40% of another mine here in Canada.

central banks, and people really can’t take on more

So I’m a believer. I look at the physical supply and

debts. Therefore, you’re likely to see a contraction

demand of gold -- and silver for that matter, where

in economies as that extra spending from debt

we are experiencing some shortages here.

vanishes from the scene.
So do you think we could see other
countries follow in the path of Greece -other countries that are weak in Europe
or elsewhere?

The demand numbers I’ve seen are way beyond
the supply. I think that Western central banks
surreptitiously make up the missing supply and that
someday they’re going to look in the cupboard and
realize that it’s bare.
So far, everyone in the press is downplaying gold

really is no recovery. We see it happening in the

Well, I’ve always believed that the US is essentially

States where there’s no recovery. The only hint of a

bankrupt. Based on their own data, their unfunded

recovery is coming from the fact that you took rates

liabilities are something like $85 trillion and rising

To your bigger question, how do you survive in a

to zero. You let the marginal buyer buy a home. You

by $5 trillion a year. Of course the reason you’re

recession or a depression?

let the marginal buyer buy a car. Those slight gains,

not totally insolvent is because those unfunded

which are often at very low levels, have kept the

obligations don’t have to be paid yet.

economy bumbling along here.

but I haven’t lost any conviction whatsoever.

You have got to take matters into your own hands.
Make sure you have essentials and the things you

But theoretically they do have to be paid someday

need to get you through. It could fall apart pretty

But as you know, there are lots of signs that the

and whenever I look at this $17 or $18 trillion GDP, I

seriously all of a sudden – just like we experienced

economy is not strong. Retail sales were down 0.3

think: “Well, that engine has to support $85 trillion

in ‘08 where there was almost a zero credit available

percent for the month of June.1

of obligations and an extra $5 trillion every year.”

at one time.

The middle class is getting pillaged because

There’s no way that those obligations can be met.

That is just as likely to happen this time and it’s

inflation is way higher than the wage gains they
have seen. Therefore, there’s no extra money for
discretionary spending, even in the US.
Europe looks like it has failed the Greek situation
here.

I analogize with Detroit. Ten years ago, they were
broke and time went by until finally they said “we’re
bankrupt.” It was writ large because the pension
obligations weren’t going to diminish.

hard to transact in an environment like that. So you
had better be prepared. Have some ‘good’ currency
– gold and silver.
Eric Sprott completed his undergraduate

It’s the same thing with the US where medical care,

degree at Carleton University and soon

And we even have a situation in China now where

civil service pension plans, and social security can’t

after earned his designation as a Chartered

the monetary authorities were perhaps too lax and

be funded.

Accountant. Eric then entered the investment

I like to focus on the US as a prime example. But

industry as a research analyst at Merrill

The population bought into the stock mania and

I can also go to Italy, Spain, or Japan. I could go

Lynch. In 1981, he founded Sprott Securities

now they are getting their hats handed to them too.

to any number of countries, including probably

Inc. (SSI), which became one of Canada’s

Canada for that matter, and see an untenable

largest independently owned institutional

situation in the long run.

brokerage firms. In 2000, Eric divested his

now they are paying the price.

The theory that central planners can alter events on
a sustained basis is fundamentally wrong. We saw
the central planners fail in the USSR. We see them
failing in Japan. We see them failing in the ECB. We

entire ownership of SSI to its employees
What do you do if you want to protect

and chose to focus his sole attention on the

yourself? Do you hold gold?

investment management business and he

I’ve always believed you should own gold and it has

formed Sprott Asset Management which he

played out very well since I got involved back in

is still the Chairman of. In 2006, Eric was

2000. It has been spectacular, quite frankly.

awarded the Ernst & Young Entrepreneur of

see them failing in the US.
I think it all shows that fiat currency -- and
more importantly debt creation -- can sustain
an economy for a while. But once you have to

the Year Award for Ontario.
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katusa research

Marin Katusa Author, Portfolio Manager Katusa Research

deflation, commodities and the usd
There were many topics that didn’t make the final

But why is that the case? And does the corollary

cut of my New York Times Bestseller, The Colder

hold up so that a weak USD shows itself good for

War, mainly because of the length desired by the

resources?

publisher and the formula to maximize books sales.
One of the topics that didn’t make the editors cut
was my opinion on the current state of the US
dollar relative to other currencies, and the effect on
commodities.
Over the next 12 months, at a minimum, the
emerging markets will struggle—and the USD will
remain as the go-to currency on the global stage.
Investors around the world, in an attempt to avoid
risk, are flowing their US dollars back to the US
for safety. This is negative for economic growth in
the emerging markets (EMs) and thus negative for
commodities.

This simple answer is yes.
A weak USD means more USD internationally,
especially in emerging markets. In the past this has
increased the demand for commodities and driven
positive returns for investors in the metals and
energy sectors.
For example, after the Vietnam War, the US
government flooded the world with US dollars. The

DEFLATION AND COMMODITIES

end result? The debasement of the USD. As a result,

Traditional economists believed that interest rates

the emerging markets in Latin America were fueled

had to skyrocket because of the stimulus by the

by the rush of US dollars looking for growth outside

Federal Reserve and the perceived debasement of

of the US. Commodities such as oil, gold and base

the USD. As a result, gold and other precious metals

metals had an incredible rise from 1973 to 1980.

soared. Yet something else happened that most

Historically, commodities underperform when

traditional economists got wrong—the financial

the USD is strong. Such examples are the time

heroin actually worked. For the time being, that

periods from 1980-1985 and again from 1994 to

is. But all of that stimulus money has created a

2001. There has been a strong negative correlation

situation where as bad as the USD is it’s the cleanest

between the USD and commodities.

of the dirty shirts in the world of currencies. For now.

A more recent example is the greatest commodity
bull market of all which was during the period from
2001 to 2011. Initially, the demand for commodities
from the EM’s triggered the bull market, but it was
the financial heroin in the forms of QE 1, 2, and 3,
and Operation Twist that extended and inflated the
bull market. The world had never such stimulus
and central banking policy. The drug-like infusion
exacerbated the flow of US dollars chasing yield
and growth. The remarkable rise in commodity
prices was a benefactor of the rising demand from
the EM’s and the financial heroin from the OECD
countries.

RUN USD RUN
Even though the USD has increased in value relative
to other currencies, another way of looking at this
situation is that the USD has been revaluing itself,
while all the other currencies are trading within
relative range of one another. So, if the USD revalues
and strengthens in the near term relative to its peer
group, the Yuan will have to eventually unpeg itself

“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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So, the $560 Billion USA Inc. spent

investments into both development and exploration.

in share buybacks was mostly

The energy matrix has changed, but global demand

financed by debt.

for energy has risen every year, and it will continue to

Even though the debt increased

do so.

significantly on the books and the

By the end of 2016, the Yuan will be included in the

book value of USA Inc. had little to

IMF SDR basket. The Chinese government will not

no growth, investors were happy

want the Yuan to appreciate as it will effectively price

because the share price of USA

its goods out of the

from the USD, as China is currently pricing itself

Inc. kept rising. But of course, we know that the

market. Over 25%

out of the global trade. Eventually this will lead to

fundamentals will eventually matter, and the smart

of China’s GDP

further revaluation of the USD—unless of course, the

money is starting to take their chips and go home.

comes from exports,

emerging markets get the stimulus they need in the

When the music stops, there will be some tragic losses

twice that of the US.

near term from either the new BRIC’s bank, US QE4,

If the Chinese stock

A Bubble Popping is Deflationary

markets correct,

If the Fed doesn’t raise interest rates, which I expect

which they will do, as the laws of gravity work in every

MIRAGE IN THE MARKETS

it won’t, oil production will continue in the US oil

market, the Bank of China will have to start its own

patch and the debt will implode many of the leveraged

version of QE1, 2, 3 and Operation Twist. As Mark

In the last two years, US corporations issued over

high cost producers in the next 24 months. It may

Twain said, “History doesn’t repeats itself, but it does

50% more debt than in 2006 and 2007. Remember,

take a lot longer than we all expect it to because of

rhyme.”

in a deflationary environment, debt is bad. But, it’s

the low interest rates in the current market. But in

the quality of that debt that is really alarming. In

the end mathematics will prevail. Because of the

2006 and 2007, only 28% of the $700 Billion in US

Federal Reserve’s loose standards, the US oil patch

corporate debt was B-rated or lower. In 2013 and

has been lent money from investors chasing yield and

2014, 71% of the $1.1 Trillion in US corporate debt

eventually this will be horrible for many of those oil

is B-rated or lower. If this isn’t a wakeup call, I don’t

investors.

China’s own QE policy or any combination of the above
to attract the capital to keep their economies growing.

know what is.

US Corporate Balance Sheet
Another alarm should be sounded by the US corporate
balance sheet as a whole. If we were to put all the US
public corporations into a holdco. - let’s call it USA
Inc. for simplicity - in 2014, USA Inc. would have

been spent on business reinvestment and property/
plant/equipment, and $700 Billion paid out in
dividends, for a total of $2.4 Trillion in cash outlfows.
Yet USA Inc.’s debt increased by $600 Billion last
year. Almost all of the $2.5 Trillion in operating cash
flow was spent on dividends, business reinvestment

Times Bestseller, The Colder War. Over the
last decade, he has become one of the most
successful portfolio managers in the resource
sector, such as his 2009 Fund Partnership

Corporate America has benefited from the loose

(KC50 Fund, LLC) which has outperformed

money also, and I don’t think its fate will be any

the comparable index, the TSX-V by over

different. Eventually one of the bubbles will pop,

500% post fees. Marin Katusa has been

which will have a ripple effect and lead to unintended

involved in raising over $1 Billion in financing

consequences. Stick to sound, long term, proven

for resource companies. He has visited over

investing techniques. Stay unleveraged and avoid

400 resource projects in over 100 countries.

debt. Debt is a killer in a deflationary environment.

Marin publishes his thoughts and research at

Zero interest rates cannot last forever but they can

www.katusaresearch.com

reported earnings of $1.1 Trillion. Operating cash flow
would be about $2.5 Trillion. $1.7 Trillion would have

Marin Katusa is the author of the New York

persist for a while, so be prudent. Because of the lack
of discipline, pushing out the risk curve will cause
some companies, even in the current zero interest rate
environment, to default and implode.

Volatility in Commodities

and property/plant/equipment, and USA Inc. debt

Volatility will increase not just in commodities,

increased by $600 Billion last year (let’s not forget

but I expect across all sectors and soon. Currently,

about $1.4 Trillion

the resource sector as a whole has faced deflation

in depreciation).

in commodity prices, which has severely impacted

“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
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Borden ladner gervais LLP

Tamara Wong & Melanie McDonald Partners Borden Ladner Gervais

DO I REALLY NEED A WILL?
What Happens if I Die
without a Will?
Most people are surprised to learn what would
happen to their assets if they don’t have a valid Will
in place. Although the rules in each province usually
direct the assets to family members, those rules
may not actually reflect your wishes.
British Columbia
For example, if you are resident in British
Columbia, die without a valid Will and have a
spouse but no children, then your spouse would
inherit your estate. However, a spouse includes a
person with whom you have lived in a marriagelike relationship for at least 2 years. Determining

As Wills and Estates and lawyers,

what is a will?

we are often asked; “Do I really need

A Will is a document that outlines who will manage

relationship is not always black and white.

a Will?” or “Why would I need a Will?

your estate and inherit your assets. However,

While many couples may choose a common law

there’s more to a Will than a listing of beneficiaries.

relationship, others may do so inadvertently,

A valid Will can also be used to:

making a decision to live together without actually

1. appoint an executor who would take steps to

considering whether they are or intend to be in a

Everything goes to my spouse and
children anyways.” However, once
a person has gone through the

manage your estate, including paying debts and

process to complete a Will they

making applications for probate (if necessary), and

quickly realize that the provincial

distribute your assets in accordance with the terms

default laws that apply when a valid
Will is not in place do not reflect their
wishes, in particular where there are
second marriages and children from
different relationships. A lawyer can
help to outline the potential pitfalls
and the various options to achieve
the wishes of the will-maker. With
a Will in place a person can have

whether a couple is living in a marriage-like

common law relationship. Depending on the facts,
a person may even have more than one spouse who
may be entitled to an estate if there is no Will.

of your Will;

If you die with a spouse and children, then in

2. minimize or even avoid the probate process

British Columbia the amount your spouse would

and probate fees;

Columbia would depend on whether you and your

3. designate a person to care for and manage

spouse had children together. For example, if you

funds for your children if yo u die before they
become legal adults;

4. set out your burial wishes; and
5. protect the assets you give to your
family members.

receive under current legislation in British

have a spouse and children only with that spouse,
your spouse would receive all of your household
furnishings, the first $300,000 of your estate
and an option to buy the spousal home from your
estate. One-half of the remainder of your estate
would go to your spouse and the other one-half
would be divided among your children. However,
if you have a spouse and children from more than

peace of mind that his or her wishes

one relationship, then the preferential amount

will be fulfilled.

decreases from $300,000 to $150,000.

“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
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Ontario

attaining the age of 19 or even at a later age when

are other reasons for putting a valid Will in place.

In Ontario, if you die with a spouse and children

the beneficiary may be more mature and financially

The stress of dealing with a family member’s death

your spouse is entitled to $200,000 and if the

responsible. The trust could also set out guidelines

can be magnified when the deceased died without

couple had one child then the balance of the estate

about the types of expenses that are to be paid from

a valid Will. Where there is no Will in place, there

is divided 50/50 between the spouse and child.

the trust fund (i.e., medical expenses, university

is also no executor appointed to manage the estate

However, if there is a surviving spouse and more

tuition, or to purchase a home or vehicle).

and a Court application will need to be made to

than one child, then the spouse receives $200,000
plus one-third of the balance and the remaining
estate is divided equally among the children.

Similarly, if you have a family member who is
unable to manage his or her finances, then with a
valid Will you can establish a trust which would

Alberta

give an independent trustee the authority to make

The rules in Alberta are different. If you have a

decisions as to how funds may be spent. In addition,

spouse and children only with that spouse then

if you have a family member that has a disability,

the surviving spouse receives the entire estate.

then you can set out specific provisions in your

However, if you have a spouse and children from

Will to minimize the effect of his or her inheritance

more than one relationship, then the surviving

on any disability benefits that beneficiary may be

spouse receives the greater of $150,000 and

receiving.

appoint a person to administer the estate. This
person is called an administrator. For the period
when no administrator has been appointed, bank
and investment accounts could be frozen and it may
be hard for family members to obtain information
about the estate assets since that information may
not be disclosed for privacy reasons. Also, the
spouse and other family members of the deceased
will not have certainty about their inheritance and
there could be disputes about whether a person
is considered a spouse and who among the family

one-half of your estate, and your children (not
your spouse’s children) would share equally in the

What Happens if I Lose Capacity?

members should be appointed as the administrator.

balance of your estate.

A Will only applies when you have passed away.

A Will is important, but it is only the first piece of

As the average life expectancy increases so have

Typically, when a Will is prepared the lawyer will

the estate planning puzzle. Your Will only addresses

the associated medical and health care costs.

also prepare two additional documents that come

assets that you own personally and does not include

As a result, many people want their spouses to

into effect when you are still alive, but are unable to

assets that are owned jointly and assets where there

receive their entire estate to ensure their spouse

communicate or are not mentally competent. The

is a valid beneficiary designation in place (such as

has sufficient assets for his or her lifetime, and

first document is called an Enduring or Continuing

with life insurance, Tax Free Savings Accounts and

only upon the death of the surviving spouse would

Power of Attorney. This is a document that allows

RRSPs and RRIFs).

any remaining amounts be given to children. As

you to appoint someone to pay your bills, invest

By going through the process to prepare a valid

outlined above, if you don’t have a Will then your

your property and otherwise manage your legal and

Will, all of these issues and your assets will be

surviving spouse may not inherit your entire estate

financial affairs. The second document is called

reviewed and addressed, your wishes will be clearly

and may need to negotiate with children and other

a Representation Agreement in British Columbia

stated, and you will have the peace of mind that

family members or sue the estate for a greater share.

or Personal or Health Care Directive in Alberta

you have left your family members with the proper

and Ontario, respectively. This is a document that

framework to manage your estate.

How can a Will Protect the
Assets I Give to Beneficiaries?

allows you to appoint someone to make decisions
about the type of health and medical care you would

Tamara Wong is a partner in BLG LLP’s

In each province a beneficiary must be above the

receive and where you would live. This document

Vancouver office and practises in the areas

age of majority before he or she is entitled to receive

may also outline your wishes or directions with

of wills and estate planning, trusts and

his or her share of the estate. In Ontario and Alberta

respect to end of life care, organ donations, blood

corporate commercial law. She also assists

the age of majority is 18 and in British Columbia it

transfusions and involvement in trial prescriptions

clients with business succession planning and

is 19. If property or money is left to a minor, then

or treatments. If these documents are not in

on matters related to the administration of

a provincial government department may step in

place, then if a person becomes incapable a family

an estate, including applications for grants of

to hold the money and property in trust until that

member or other person may need to apply to Court

probate and grants of administration.

minor attains the age of majority. With a valid Will

to be appointed to make these decisions.

you can arrange for the money and property to be

Melanie McDonald is a partner in BLG LLP’s

held in trust for the beneficiary by a close friend

Other benefits of having a Will

Calgary office who assists business owners,

or family member. The terms of the trust could

Even if the provincial default rules setting out the

specify that the beneficiary receives the funds upon

with their estate, tax and business planning.

distribution of your estate reflect your wishes, there

executives and high net worth individuals
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