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“The individual investor should act consistently as an investor and not as a speculator.”
— Benjamin Graham 

Is there still upside in the stock market?
That all depends… on the world economy, corporate profitability and interest rates. This economic upturn should continue to be differ-
ent than previous economic expansions due to the nature of the last recession.

We’re seeing slower growth, lower inflation and lower interest rates because we’re still recovering from a financial crisis. This is “dif-
ferent” from the more typical boom and bust recessions we’ve experienced over the past few decades. It’s taking longer for consumers 
and businesses to recuperate from the effects of this Great Recession.

Five years after the global stock markets corrected themselves so severely in 2009, it looks like we’re finally on a steady path. World 
GDP growth is forecasted to increase from 3.0% in 2013 to close to 4.0% in 2015. Although poor weather conditions were a factor so 
far this year, most economists believe that the North American economy has already rebounded.

In the U.S., continued job growth, better government budget finances, improving consumer debt levels and rising business confidence 
are all contributing to an optimistic outlook. Europe, too, is expected to return to positive growth following a period of weakness in 
2013. It looks like the world economy is finally growing at a realistic and moderate rate—not too fast; not too slow.

Corporate profitability is the main factor that supports stock market prices. Since profits are expected to grow between 6.0% and 8.0% 
per year, this should be a positive boost to equity markets.

Of course, there are always risks to consider. For example, in the shorter term, equity markets are vulnerable to a greater-than-ex-
pected slowdown in economic growth or any uncertainty created by rising interest rates. We anticipate that interest rates will finally 
increase from their very low current levels. However, central banks around the globe are treading cautiously and aren’t likely to raise 
rates too quickly.

While we remain generally optimistic at prospects for the next few years, we will carefully monitor events and act accordingly to 
make appropriate adjustments to our investment thesis.

As always, we thank you for your support and continued confidence in WDS.
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Equities:
For stocks, 2013 was a good year. Equities continued their upward move in the first six months of 2014 due to a combination of earn-
ings growth and price/earnings multiple expansion. The improving labour markets in North America, coupled with higher commodity 
prices and investor-friendly interest rates, have created an environment that’s supporting new highs in stock market indices.

After sorely lagging U.S. performance last year, Canadian equities have made a comeback, becoming one of the best-performing stock 
markets globally in 2014. Canada’s S&P/TSX Composite Index ($TSX chart) started the year at 13,622 and has increased steadily to 
15,146 in the past six months. When dividends are folded in (total return), the TSX was up 12.9% on a year-to-date basis. Energy and 
materials outperformed the other sectors.

The S&P 500 Index ($SPX chart) edged into 2014 at 1,848, dropped below 1,750 in February, and recovered to finish the first half of 
2014 at 1,960. Including dividends, the total return on the S&P 500 Index was 7.1% on a year-to-date basis measured in U.S. dollars, 
and 7.6% in Canadian dollars. In the U.S., utilities and energy were dominant sectors.

Europe and most emerging markets saw positive performance in their stock markets this year. China, Korea and Japan had negative 
returns. The MSCI EAFE Index was up 5.6%, including dividends. On a global basis, equity markets had an average total return of 
6.9% measured in Canadian dollars.

Fixed income and interest rates:
As the year began, most forecasters expected that North American 10-year bond yields would continue to rise, possibly by another 
50-to-75 basis points in 2014. It was not to be. Long-term interest rates actually declined over the last six months. The Federal Reserve 
has continued tapering its quantitative easing program (often referred to as QE3) to $35 billion per month in bond purchases, but it 
remains accommodating and highly supportive of stronger economic activity. A high level of global demand for fixed income assets 
has allowed bond yields to drift back down and remain low, too.

There have been different explanations for the surprisingly low bond yields. Global inflation levels remain low and overall, world 
growth is moderate. In addition, many pension funds have made investment reallocations back to bonds, using profits taken from their 
much-improved equity returns.

There has also been a flow of fixed income capital back into North America. Our low interest rates are still highly competitive com-
pared to the much lower European and Japanese yields. Most likely, a combination of all this has led to higher bond prices. By the end 
of June (see Canadian Yield Curve chart) Government of Canada 10-year yields closed at 2.24%, while U.S. 10-year Treasuries fell to 
2.53%. As bond yields fell and their prices rose, the FTSE 
TMX Canada (formerly DEX) Universe Bond Index posted 
a total return of 4.8% for the first half of the year.

As world GDP growth accelerates and inflation levels move 
slowly higher, a rise in interest rates is inevitable. The only 
question is when. We expect, however, that levels will be 
lower than we’ve experienced in the recent past.
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Currencies:
In 2014, the Canadian dollar began and ended the first half of the year at 
around $0.94 against the U.S. dollar. However, during this six-month pe-
riod, it dipped to below $0.90 in late January and again in March before 
recovering to its current level.

Last year’s weak dollar carried over into January, as the Bank of Canada 
Governor announced interest rates would not increase for a while. 
Higher rates in Canada are often needed to attract foreign capital to our 
markets. During March, uncertainty created by the Quebec provincial 
election was a factor causing further weakness.

The dollar’s recent strength is attributable to the softness in U.S. eco-
nomic data combined with the high oil prices we’re experiencing. Global 
growth, rather than that of the U.S., is positive for our dollar because it 
increases demand for commodities. When measured against other major 
world currencies, the C$ was essentially unchanged except for the 3.8% 
decline against the Japanese yen.

Commodities:
Improved global economic activity boosted world oil prices during the first half of the year, combined with the flare-up of tensions 
in the Middle East and their threat to Iraq’s northern oil output. As the $WTIC chart shows, the price of oil rose 6.9% year-to-date to 
above US $105. Expectations of ongoing geopolitical tension and tight supply conditions within OPEC countries should continue to 
support world oil prices for now.

The price of gold had a relatively good first-half of the year. From a 2013 year-end price of US $1,205 an ounce, the price rebounded 
9.7% to close the second quarter at US $1,327 an ounce. Encouraging for the gold bugs, the almost-three-year-long bear market for the 
metal seems to be stabilizing. More recently, the move up has been supported by a weaker U.S. dollar, because treasury yields have 
dipped since the Federal Reserve projected lower longer term interest rates.

Other than a 6.5% decline in copper prices and a 30% decline in iron ore, most other base metal prices rose as broad-based improve-
ment in U.S. industrial activity and a pick-up in China’s Purchasing Managers’ Index lifted market sentiment during the first half of 
the year.

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.


