
 

 

Disciplined investment strategies will prevail 

 

 

“There are two kinds of forecasters, those who 
don’t know and those who don’t know they 
don’t know.” 
  - John Kenneth Galbraith 

Investment Perspectives 

These are challenging times for investors. Cash can be attrac-
tive to hold in the short-term when other asset classes are 
declining in market value. But it underperforms other 
choices over the longer term. Bonds and other lower-risk 
fixed-income securities are presently paying historically low 
rates of interest. For example, the 10-year yield on Govern-
ment of Canada bonds was 1.74 per cent at the end of last 
month. As we explain in the Fixed Income and Interest Rates 
section of this report, it’s anticipated that interest rates will 
remain low for some time yet. Anyone with savings who is 
looking for certainty of income has little choice but to accept 
the current low rates. 

Canadian equities, as described below, generally continue to 
provide unappealing and volatile returns. It was very en-
couraging to experience the rebound in market values that 
lasted until the first quarter of 2011, but the past year has 
been a setback. For the most part, markets around the globe 
continue to struggle and remain below their previous highs. 

Right now, the Canadian and the U. S. economies are only 
growing at 2.0 per cent a year. Europe is in recession, and 
emerging markets are slowing.   

Where can things go from here?  First and most importantly, 
we need European leaders to solve the prolonged debt and 

financial crisis in their group of countries. There has been 
progress made this year, but the financial markets expect 
more tangible steps. Realistically, it will take at least another 
year for politicians to agree on some sort of fiscal union and/
or central banking mechanism. Meanwhile, the major risk is 
that financial markets could lose patience or confidence wait-
ing for a credible plan. Next, the United States continues to 
play a leadership role for the foreseeable future. Gross do-
mestic product growth will be restrained until we see im-
proved co-operation by U.S. politicians on their debt situa-
tion and improvement in the real estate market. Although 
the U.S. economy is not as dominant as it once was, it contin-
ues to be a vital engine of the world economy.   

Eventually, we will return to a normal cycle of prosperity: 
job growth, which leads to increased disposable income, 
which leads to stronger consumer demand, which in turn 
leads to higher business spending, and so on. 

We continue to believe in owning shares of companies with 
strong futures that promise good value.  Patient investing 
has its rewards, especially in these volatile markets. We are 
focused on looking for investment opportunities when, and 
wherever, they arise. 

As always, we thank you for your confidence and support. 

The S&P/TSX Composite Index, which measures the per-
formance of the Canadian equity markets, began 2012 in a 
positive mood. In the first two months, the index increased 
7.0 per cent to reach a year-to-date high of nearly 12,800 
toward the end of February. However, concerns about 
Europe and the slowdown in the world economy resulted in 
late spring weakness in the economic-sensitive sectors of the 
markets, causing the TSX to ultimately decline and provide a 
negative 1.5-per-cent total return for the first half of this year. 

It has now been three years since the United States, a key 
trading partner for our country, came out of a deep reces-
sion. Although the U.S. economic recovery is weak by his-
toric standards, investors remain optimistic that it will im-

prove. In 2012, the U.S. equity markets provided a total re-
turn of 9.9 per cent in Canadian dollars (C$), as measured by 
the S&P 500 Index. However, de-leveraging (consumers and 
governments lowering their debt levels) and uncertainty 
around the globe are making it difficult for the U.S. economy 
to recover with greater speed. 

International and emerging markets rose similarly in the first 
quarter before losing most of their gains in the second quar-
ter. The MSCI EAFE index provided a total return of 3.7 per 
cent C$ and the MSCI Emerging Markets index provided an 
estimated 4.5 per cent C$ total return, despite the fact that 
emerging markets are experiencing a gradual economic 
slowdown and Europe is in a recession this year. 
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In January, the U.S. Federal Reserve extended its timeline to 
continue with, in its words, “exceptionally low levels” of key 
policy rates at least through late 2014. On the domestic front, 
the Bank of Canada maintains a tightening bias in light of a 
frothy housing market and worrisome high household debt 
levels, even as a downgrade to global growth and the ongoing 
European crisis is forcing the Bank to stand pat on any rate 
increases. In summary, it is fairly clear that short-term interest 
rates will remain in microscopic territory through the end of 
2012 and into 2013. 

With worldwide economic macro concerns at a heightened 
level, the “risk off” trade into fixed-income assets was very 
popular throughout the second quarter of 2012. Bond prices in 
the perceived “safer haven” status government treasuries (i.e., 
U.S., Germany and even Canada) have continued to rise while 

the yields on those same bonds have inched ever lower. By the 
end of June, the 10-year yield on Government of Canada bonds 
offered a minuscule 1.74 per cent; U.S. treasuries only 1.67 per 
cent. 

All the same, by entering into 2012 with already super-low 
yields, continued capital gains were hard to come by in these 
very same fixed-income assets. By the end of the first half, the 
DEX Universe Bond Index, a broad measure of the Canadian 
investment-grade fixed-income market, gained only 2.0 per 
cent. For the moment, the substantial money flows into fixed-
income assets has protected capital. However, returns on that 
capital have now become much more elusive. More worrisome, 
however, is that these super-low rates come without any pro-
tection from future inflation risks. 

The Canadian dollar ($CDW in chart, left) started the year a 
little above $0.98 against the U.S. dollar and ended June 2012 at 
around that same level for a decline of  two-tenths of a cent 
over six months. During the period February through April, 
our dollar spent most of its time above par and reached almost 
$1.02 at the end of May. A weaker global expansion continues 
to have a negative effect on commodity prices and our dollar. 
Economic growth expectations in Europe, Asia, and North 
America are being lowered and the result is downward pres-

sure on our currency. 

A positive factor helping the Canadian dollar is the fact that 
Canada has a relatively strong public-sector fiscal situation and 
a respected banking sector. On the flip side of the coin, the U.S. 
dollar is benefiting from a flight to perceived quality as inves-
tors want to own the safest currency around during periods of 
uncertainty. The outlook for our currency is much of the same 
with further downside weakness anticipated until we see a 
stronger recovery in world demand. 

The price of oil, as measured by West Texas Intermediate light 
crude oil, reached a six-month high of US $110 per barrel in late 
February. Subsequently, it declined to a recent low of almost 
US $77 before recovering to US $85 at the end of June. The price 
of this important commodity for Canada declined 14 per cent 
over the first half of this year, down from its initial level of US 
$99 at the beginning of 2012. For the balance of 2012, the out-
look for energy prices is expected to be weak due to slow re-
covery in global economic growth. 

During February and March of this year, the spot price of gold 
jumped 15 per cent to a high that was above US $1,790 per oz. 

before ending at US $1,600 in June. As of June 30, 2012, gold 
had increased 2.2 per cent in market price since the start of 
January. It’s anticipated that gold prices will spike up toward 
previous highs as investors search for alternative investments 
during these difficult periods in financial markets. In the 
longer-term (three to five years), some analysts expect the gold 
price to move down toward US $1,200 as we eventually – and 
hopefully – have fewer problems to worry about. 

Other industrial commodities – such as copper, zinc, and nickel 
– moved lower as well during the first half of 2012. 
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