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“If you believe you or anyone else has a system that can predict the future of the stock 
market, the joke is on you.”
— Ralph Wanger 

Ahead of the curve, the Fed’s open mouth policy prevails
At the start of 2013, economists wondered if the implementation of fiscal restraint in the U.S., which forced $85 billion in federal gov-
ernment spending cuts, would bog-down America’s economic recovery. Europe was in recession and China’s economy was slowing, 
so a reacceleration of U.S. growth was vital to ongoing recovery everywhere.

Thankfully, like most things we worry about, it didn’t happen. So far in 2013, America’s growth momentum continues at a Goldilocks 
pace (moderate economic growth, low inflation) as private sectors of the economy pick up the slack created by government cutbacks. 

As this hurdle cleared, appetites increased for riskier types of assets. The U.S. stock market climbed steadily, fuelled by investors who 
believed the economy was still not growing fast or big enough to cause the Federal Reserve to reverse its course of support.

On June 19, Federal Reserve Chairman Ben Bernanke announced that he might slow the Fed’s purchase of Treasury and mortgage 
bonds if the economy and labour market continue to improve. Global investors didn’t read this as a welcome sign. This tactic has been 
infusing money into the bond markets, keeping long-term interest rates at record lows. U.S. government bonds immediately began to 
sell off as owners anticipated a rise in long-term interest rates. Price declines were not just confined to bond markets; commodities, 
equity markets, and some currencies also fell.

The global economy still faces risks, but it’s gradually returning to normal. The U.S. recovery now appears to be more self-sustain-
ing. Telltale measures like continuing job gains, rising home values and improving household balance sheets are all helping to drive 
consumer demand for products and the spending that goes with it. The U.S. corporate sector is now in superb shape, ready, willing and 
able to manage higher investment and revenue growth.

When it comes to the mix of investments in a balanced portfolio, it’s always a question of balance. These current pressures that push 
the value of equities up are putting bonds at risk for further rate hikes. So for now, we continue to favour lower-yielding securities 
with relatively short maturities. Meanwhile, equities still have more room to benefit from growth-promoting, ultra-low interest rates 
for a while yet.

As always, we thank you for your support and continued confidence in WDS.
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Equities:
The S&P/TSX Composite Index ($TSX chart) earned a 7.9 per cent total return over the 12-month period ending in June.  We had a 
replay of 2012, when winter’s “up” gave way to an early – and late – spring “down”, particularly in the economically sensitive materi-
als sector, which fell a hefty 30 per cent. 

Slowing growth in China and its shift away from infrastructure investment sparked fears of lower demand for resources and commod-
ities exports. Later, it was speculation about how a faster end to U.S. bond purchases (dubbed Quantitative Easing, or “QE”) would 
impact the entire investment world that spurred the market’s decline. Here at home, our Canadian equities ended flat for the first half 
of 2013, with a negative 0.88-per-cent total return.

The U.S. stock market outperformed other regions on its improving fundamentals. The economic data released on housing, employ-
ment, and manufacturing all indicate a strengthening U.S. recovery. According to the S&P 500 Index’s ($SPX chart) measurements, 
U.S. stocks provided a one-year total return of 24.6 per cent in Canadian dollars (C$). A full 4 per cent of that was the boost from the 
greenback’s rebound.

Developed international equity markets ($MSEAFE chart) showed a synchronized pull-back as a result of the June 19 announcement 
by the Federal Reserve. Seemingly, loose U.S. monetary policy – both low interest rates and/or QE – provide far-reaching support for 
global asset prices.
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Fixed income and interest rates:
Yield curves in both Canada and the U.S. became steeper over the first half of 2013 (see Canadian Yield Curve chart). Typically, 
moves like this are a signal that investors are expecting healthy economic growth, rising inflation and eventually, higher interest rates.

Some observers take this recent move to mean long-term interest rates are normalizing, i.e. rising to their natural level without central 
bank meddling. Others are more optimistic. They see it as a sign of strengthening global recovery, which bodes well for stock prices 
going forward.

While the Bank of Canada and the U.S. Federal Reserve left their key short-term policy rates unchanged; longer-term interest rates 
quickly reversed course. After Bernanke let slip that the Fed may slow its unconventional QE  – a plan he now appears to be back-ped-
alling on – the very idea caused such concern that it was believed to prompt the bond sell-off both north and south of the border. 

The yield on the 10-year Canada bond went from 1.8 to 2.44 per cent, an increase of 64 basis points (bps) since the beginning of the 
year. The U.S. 10-year Treasury note was up 74 bps to 2.52 per cent. This up-tick in interest rates creates falling prices and market 

losses for bonds with longer maturities.

Currencies:
The Canadian dollar ($CDW in chart, left), which opened the year above parity with the U.S. dollar, slid 5 per cent in just six months, 
closing at US $0.9513. Like other resource-focused countries, our loonie is often tied to commodity prices and these have weakened 
lately, especially precious metals. Other factors associated with domestic demand have weighed heavily too, like debt-laden consum-
ers and a vulnerable housing sector.

On the flip side, the U.S. dollar experienced a broad-based resurgence, rallying as the States’ economic growth outlook improved. The 
greenback gained value on sentiment alone as funds flowed back into the U.S., spooked by the prospect of the Fed eventually with-
drawing its bond purchase plan, which many believed fuelled emerging markets. The rout in gold pushed its value higher still.

Source: Bloomberg Finance L.P.

Government of Canada benchmark bond yields – 10 year 
GRAPH PERIOD: 28 June 2012 – 28 June 2013,  
Source: Bank of Canada



4Volume 9, No. 1 – June 2013

Commodities:
A tug-of-war among competing concerns kept West Texas Intermediate (WTI) light crude oil prices volatile in the first half of 2013, 
range-bound between US $83 and $99 per barrel. A decline in  Chinese manufacturing activity and increased U.S. oil stockpiles both 
hinder prospects for future energy demand...and a better price for fuel. A rising U.S. dollar – and a hint that U.S. support for mone-
tary policy may be tapering off – added still more downward demand pressure. But countering the trend are the real and re-emerging 
geopolitical risks in the Middle East that threaten oil supply…again. The $WTIC chart shows a 5-per-cent price rally since January.  It 
finished at US $97 per barrel.

Gold was the second-worst-performing commodity in the first half of 2013. Since January, it has slid US $442 an ounce, extending 
losses to more than 26 per cent. Apparently, it succumbed to the combined effects of rising interest rates, a higher U.S. dollar and 
benign inflation. Part of the slip may be due to the aftermath of a liquidity-driven, speculative blip in gold following the credit crisis. 
From a 52-week high of US $1,796, gold closed at US $1,232 an ounce after retail investors cut bullion holdings to a three-year low.

This report is provided for your information. Conclusions and opinions given do not guarantee future events or performance. Facts and data provid-
ed are from sources we believe to be reliable, but we cannot guarantee they are complete or accurate. This report is not to be construed as an offer to 
sell or a solicitation of an offer to buy any securities. Before making an investment or adopting an investment strategy, each investor should review 
his investment objectives with their investment advisor. Watson Di Primio Steel (WDS) Investment Management Ltd. and individuals and companies 
who are related may, at any time, buy or sell securities that are hereby described in this report.


