
KPW LIFE PLAN—IMAGINE YOUR FUTURE 

VOL. 8, ISSUE 5 MAY 2019 

Sergio Simone 

EDITORIAL 

COMMENT 

Sergio Simone 

YIELD CURVE  

INVERSION—SHOULD 

WE BE WORRIED 

FORGET “SELL IN 

MAY AND GO AWAY.”  

 Ryan Simone 

RISK & RETURN 

            Editorial Comment 

Continue Reading 

 

  

Continue Reading 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

-8.00%

-6.00%

-4.00%

-2.00%

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

1750

1800

1850

1900

1950

2000

2050

2100

2150

2200

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27

CHART OF THE MONTH

Close gain loss

“CASH COMBINED WITH COURAGE IN A TIME OF CRISIS IS PRICELESS” - Anonymous 
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Disclaimer 

With the S&P 500 up 17 percent just four months into the 
year, investors could be forgiven for thinking about taking 

profits ahead of the usual summer doldrums. Not so fast, 
says Societe Generale. 

“In our view, 2019 will be different,” Societe Generale strate-
gists including Sophie Huynh and Alain Bokobza, the firm’s 

head of global asset allocation, wrote in a note Tuesday titled 

Risk & Return 

Most investors I speak with are happy with a 6% to 8% com-

pound return in their portfolio. The good news is that this is 

an achievable goal. The difficult news is that it requires tak-

ing on more risk than we previously needed.  

Ryan Simone 

Sergio Simone 

Going into May I was optimistic that U.S. President Donald 

Trump and China’s Xi Jinping would reach a conclusion in their 

trade disputes. I’m sorry to say that things are not progressing 

the way I had hoped. My optimistic expectations for a quick 

resolution to the U.S. – China trade war are fading rapidly as it 

seems inevitable that President Trump will levy a 25% tariff on 

about $300 billion of additional Chinese goods.  

Continue Reading  

www.kpwfinancial.com 

Late cycle investing can cause a lot of angst with investors. 

On one hand you are convinced a recession is coming any 

day now while on the other hand you don’t want to pull your 

money out of the market because you are afraid of missing 

out on a potentially huge rally. The question for both advisors 

and investors is “how do we build a portfolio that can maxim-

ize return potential without taking on too much risk?” 
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The fund seeks to provide long-term capital growth by investing primar-

ily in equity securities of Canadian companies using a quantitative 

investment approach. The fund seeks to achieve a reduced level of 

volatility of returns as compared to the broader Canadian equity mar-

ket. 
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BLOG OF THE MONTH 

According to the Global Impact Investing Network, impact 

investments are: “Investments made into companies, organi-

zations, and funds with the intention to generate social and 

environmental impact alongside a financial return.” 

Examples include: A private equity investment in an early-

stage company focused on early childhood education, or a 

community bond investment in a solar-power co-operation. 

Lau examines various economic statistics of the past few decades to 

show that while the real effects of the China-U.S. trade war are not 

negligible, they are relatively manageable for both nations. There is no 

need to panic, despite psychological effects on the Chinese stock 

markets and on the renminbi exchange rate. Behind the trade war is 

the potential economic and technological competition between the two 

countries which is likely to become the ‘new normal’.  

OTHER PEOPLE’S MONEY (OPM) 
 
There are two ways to get rich. One way is to use your own money. The other 
way is to use other people’s money, or as we call it at Rich Dad, OPM. One 
(using your own money) provides small-to-modest returns, takes a long time to 
pan out, and requires some financial intelligence. The other (OPM) provides 
large-to-infinite returns, creates incredible velocity of money, and requires a high 
financial intelligence. 
 
Other people’s money (OPM) is a fundamental concept of Rich Dad and a sign 
of high financial intelligence. By using both good debt and OPM, you can dramat-
ically increase your Return on Investment (ROI) - and you can even achieve infi-
nite returns. 

BOOK OF 

THE MONTH 

The China-U.S. Trade War 
—By Lawrence J. Lau 

RBC Qube Low Volatility Canadian Equity Fund 
FUND OF THE 

MONTH 

INVESTMENT 

TERMINOLOGY 

IMPACT INVESTING 

http://quote.morningstar.ca/quicktakes/fund/f_ca.aspx?t=0P0000M5WK&region=CAN&culture=en-CA
http://quote.morningstar.ca/quicktakes/fund/f_ca.aspx?t=F0CAN05M1V&region=can&culture=en-CA
https://www.richdad.com/resources/rich-dad-financial-education-blog/june-2011/rich-dad-fundamentals-opm
http://funds.rbcgam.com/pdf/fund-pages/monthly/rbf489_e.pdf
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LIFE INSURANCE AND HIGH NET WORTH  

CANADIANS: AN EYE-OPENING OPPORTUNITY 

The unique needs and expectations that high net worth (HNW) 

Canadians have of the financial services industry are well understood, and ex-

tend across both the wealth and protection product categories. But while wealth 

managers have fine-tuned their efforts to meet affluent clients’ requirements, 

three in ten wealth Canadians own no life insurance (a result consistent with 

national ownership rates). Given the alignment between life insurance product 

attributes and the unique financial planning needs of HNW Canadians, one 

would expect life insurance ownership to be higher among the affluent. 

PRIVATE WEALTH 
INFORMATION AND SOLUTIONS FOR HIGH NET WORTH INVESTORS  

ULTRA-HIGH NEW WORTH NEED  

ADVISORS WHO KNOW HOW INVESTMENTS 

AND TAXES INTERACT 

Continue Reading 

Tax laws are inherently complex, and the 2017 Tax Cut and Jobs Act hasn’t made 

finding ways to reduce tax drag easier for tax lawyers, especially those serving 

and catering to ultra-high-net-worth (UHNW) individuals and families. 

While fiduciary duties should make objectives clear for investors and alternative 

investment vehicles such as hedge funds and venture capital, the need to achieve 

compelling risk-adjusted returns is not a passive exercise, but an unending  

 

In 2017, SVX began a research and engagement initiative to develop a greater un-

derstanding of high net worth individuals’ interest in and experience with impact 

investing. To date, Canadian studies and research on impact investing has focused 

on investments made by large institutional investors and funds. As such, there is a 

lack of in-depth insights into individuals investors’ views on impact investing. The 

aim of this report is to provide a comprehensive perspective of high net worth indi-

viduals (HNWs) in Canada and their investment preferences, interests, barriers and 

levers. 

Continue Reading 

WOMEN AND WEALTH 

By 2026, women in Canada will control close to half of all accumulated finan-

cial wealth, a significant increase compared to a decade earlier when the share 

was closer to one third. This increase will be partially driven by a significant 

flow of inheritances to women of all ages in Canada, roughly estimated by Stra-

tegic Insight to represent up to $900 billion in financial and real assets over the 

next decade. 

Continue Reading 
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MARKET MOMENTUM: IMPACT INVESTING & 

HIGH NET WORTH CANADIANS 

https://www.sunnet.sunlife.com/files/advisor/english/PDF/20N-0173_hnw-whitepaper_E_final.pdf
https://www.forbes.com/sites/johnpantekidis/2018/08/09/ultra-high-net-worth-need-advisors-who-know-how-investments-and-taxes-interact/#58af56d1ac56
https://impactinvesting.marsdd.com/wp-content/uploads/2018/07/HNWI-Report-Final-Copy-For-Release.pdf
https://www.ipcc.ca/documents/23852/531463/08_17_PW_Women+and+Wealth+White+Paper-Aug14_02_FINAL/3c6f8b93-6381-4454-b270-7efaf6a086b4?version=1.0
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Green Shoots Emerge 

Report Card: Positive Developments: 

Economic green shoots—China rebounding—Risk assets 

rise—Easier financial conditions—yield curve uninverts—Fiscal 

stimulus coming—U.S.-China trade negotiations continue.  

Continue Reading 
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Conviction + Patience: One PM’s Approach to Enhanced 
Growth 

While index funds carry a mandate to add sector or geo-
graphic exposures even if those areas lack interesting oppor-
tunities, BMO Concentrated Global Equity Fund takes a dif-

ferent approach by limiting the strategy to a maximum of 25 names, in the belief 
that thoughtful equity selection merged with an elongated time horizon can yield 
double-digit compound returns over a sustained period of time. 

At the same time, our investment approach is not “anti-indexing.” We recognize 
and appreciate the enduring role of passive investors, particularly when they out-
perform active managers who may fall short of the benchmark; however, common 
sense suggests that markets misprice securities in the short-term, leaving room 
for some portfolio managers to achieve above market returns over the long run. 

European Debt Disputes Make An Unhappy Union 

Once upon a time, bonds backed by a government ’s full 

faith and credit pledge were generally considered less risky 

than corporate bonds. Times have changed. In today ’s po-

litical climate, not all governments inspire us with the same 

confidence. 

Investors had plenty to worry about late last year. They fret-

ted about the Federal Reserve taking a hardline approach to 

tightening monetary policy, and about increasingly tense in-

ternational trade negotiations. They worried China’s economy 

was teetering on the edge of recession, and about a strong 

US dollar and a weakening US economy. Continue Reading 

FUND MANAGER COMMENTARY 

Continue Reading 

Continue Reading 

RBC Global Asset Management 

Franklin Templeton 
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Michael Huges, Senior V.P. & Client Portfolio Manager 

GuardCap Asset Management Limited 

C:/Users/Sergio Simone/AppData/Local/Packages/Microsoft.MicrosoftEdge_8wekyb3d8bbwe/TempState/Downloads/big-picture-economic-outlook (1).pdf
https://www.fidelity.com/viewpoints/market-and-economic-insights/multi-asset-income-fund-for-investors
https://www.franklintempleton.ca/download/en-ca/common/jvjayusu/EUROZONE-DEBT-DISPUTES-MAKE-AN-UNHAPPY-UNION.pdf
https://www.bmogamadvisor.com/newsletter/featured-articles/2019/may/conviction-patience-one-pms-approach-to-enhanced-growth/


LINKS 

Bank of Canada Holds 

Interest Rates: Here Are 2 

Ways To Capitalize 

Since the Bank of Canada is 

holding in abeyance any interest 

Economy Added 263,000 

Jobs In April, Unemploy-

ment Falls To 3.6%, New 

50-Year Low 

Hiring was strong for the second 

2019 CAP Member Sur-

vey: Helping Each Gener-

ation On Their Retirement 

Journey 

Though more than half of 

Guide To Estate Plan-

ning—Disabled Benefi-

ciaries 

When you have a child or family 

member who is disabled and/or  

Bank Of Canada: Climate 

Change Among Top Vul-

nerabilities In Economy 

For the first time, the Bank of 

Canada ranks climate change as 

University Costs Delay 

Parents’ Retirement 

Eight-in-ten (82% parents with 

children under age 18 say they 

intend to assis their children 

VIDEO LINKS 

Canada’s Labour Market 

Posts Largest Monthly 

Jobs Gain Since 1976 

Canada’s labour market delivered 

a surprise Friday with its biggest 

Changing The World’s 

Most Important Number: 

Libor Transition 

The London Interbank Offered 

Rate is the reference interest rate 

2019 Global Market Out-

look—Q2 Update 

Markets are caught between 

incoming data that point to slower 

global growth and forward-looking 

A Quick Guide To The US

-China Trade War 

US President Donald Trump has 

complained about China’s trad-

ing practices since before he 

took office in 2016. 

Alternative Investments: 

Separating Myth From 

Reality 

While many investors equate 

alternative investments with 

Markets Turn Volatile US-

China Trade Tensions  

Markets are facing volatility as 

the U.S. and China attempt to 

hammer out a trade deal.  
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During a week of heightened equity market volatility, 

the corporate credit market was relatively calm. As of 

May 8’s close, the credit market had yet to sense 

much collateral damage from an intensification of the trade conflict between 

China and the U.S.  

As inferred from the statistical record, the jump by the VIX from a Friday, May 3 

close of 12.9 points to a recent 19.4 points could have been joined by a 160 

basis point surge by a composite high-yield bond spread from May 3’s 391 bp. 

DO CANADIANS KNOW THEIR RETIREMENT SYSTEM? 

The level of general financial literacy among Canadians is 

fairly low, although it is comparable to what is observed else-

where. 

CREDIT MAY AGAIN OUTSHINE EQUITIES AT  

DIVINING MARKETS’ NEAR-TERM PATH 

2019 Investment Management Outlook—A Mix 

Of Opportunity And Challenge 

Investment management is in a period of rapid change, driv-

en by shifting investor preferences, margin compression, 

regulatory developments, and advancing technologies. While 

the nine-year bull run has diminished the intensity of these 

industry challenges, experience tells us that markets work in cycles. Success-

ful investment managers (which we define as managers of mutual funds, 

hedge funds, and private equity firms) in 2019 will likely be the ones that can 

continue to manage these challenges with plans designed to withstand chang-

ing market conditions. 

https://www.fool.ca/2019/05/11/bank-of-canada-holds-interest-rates-here-are-2-ways-to-capitalize/
https://www.fool.ca/2019/05/11/bank-of-canada-holds-interest-rates-here-are-2-ways-to-capitalize/
https://www.fool.ca/2019/05/11/bank-of-canada-holds-interest-rates-here-are-2-ways-to-capitalize/
https://www.usatoday.com/story/money/2019/05/03/april-jobs-report-economy-added-253-000-jobs-last-month/3656949002/
https://www.usatoday.com/story/money/2019/05/03/april-jobs-report-economy-added-253-000-jobs-last-month/3656949002/
https://www.usatoday.com/story/money/2019/05/03/april-jobs-report-economy-added-253-000-jobs-last-month/3656949002/
https://www.usatoday.com/story/money/2019/05/03/april-jobs-report-economy-added-253-000-jobs-last-month/3656949002/
https://www.benefitscanada.com/pensions/cap/2019-cap-member-survey-helping-each-generation-on-their-retirement-journey-129677
https://www.benefitscanada.com/pensions/cap/2019-cap-member-survey-helping-each-generation-on-their-retirement-journey-129677
https://www.benefitscanada.com/pensions/cap/2019-cap-member-survey-helping-each-generation-on-their-retirement-journey-129677
https://www.benefitscanada.com/pensions/cap/2019-cap-member-survey-helping-each-generation-on-their-retirement-journey-129677
https://www.pallettvalo.com/wp-content/uploads/2018/06/20170405123532_pv-disabled-beneficiaries-1.pdf
https://www.pallettvalo.com/wp-content/uploads/2018/06/20170405123532_pv-disabled-beneficiaries-1.pdf
https://www.pallettvalo.com/wp-content/uploads/2018/06/20170405123532_pv-disabled-beneficiaries-1.pdf
https://oilprice.com/Latest-Energy-News/World-News/Bank-Of-Canada-Climate-Change-Among-Top-Vulnerabilities-In-Economy.html
https://oilprice.com/Latest-Energy-News/World-News/Bank-Of-Canada-Climate-Change-Among-Top-Vulnerabilities-In-Economy.html
https://oilprice.com/Latest-Energy-News/World-News/Bank-Of-Canada-Climate-Change-Among-Top-Vulnerabilities-In-Economy.html
https://www.fpcanada.ca/docs/default-source/news/fp-canada-student-debt-survey.pdf
https://www.fpcanada.ca/docs/default-source/news/fp-canada-student-debt-survey.pdf
https://globalnews.ca/news/5262169/canada-jobs-growth-april-record/
https://globalnews.ca/news/5262169/canada-jobs-growth-april-record/
https://globalnews.ca/news/5262169/canada-jobs-growth-april-record/
https://www.oliverwyman.com/content/dam/oliver-wyman/v2/publications/2018/February/LIBOR-transition-POV-FINAL.pdf
https://www.oliverwyman.com/content/dam/oliver-wyman/v2/publications/2018/February/LIBOR-transition-POV-FINAL.pdf
https://www.oliverwyman.com/content/dam/oliver-wyman/v2/publications/2018/February/LIBOR-transition-POV-FINAL.pdf
https://russellinvestments.com/-/media/files/ca/en/insights/global-market-outlook/gmocanadaprint.pdf?la=en-ca&hash=A84B245D16B0F365FEDC0099665114B347A3A87F
https://russellinvestments.com/-/media/files/ca/en/insights/global-market-outlook/gmocanadaprint.pdf?la=en-ca&hash=A84B245D16B0F365FEDC0099665114B347A3A87F
https://www.bbc.com/news/business-45899310
https://www.bbc.com/news/business-45899310
https://dynamic-funds.foleon.com/advisor-magazine/spring2019/insight/
https://dynamic-funds.foleon.com/advisor-magazine/spring2019/insight/
https://dynamic-funds.foleon.com/advisor-magazine/spring2019/insight/
https://www.cnbc.com/video/2019/05/14/us-china-trade-war-stock-markets-how-to-invest-right-now.html
https://www.cnbc.com/video/2019/05/14/us-china-trade-war-stock-markets-how-to-invest-right-now.html
http://ire.hec.ca/en/wp-content/uploads/sites/3/2019/05/resultats-2019-final-eng.pdf
C:/Users/Sergio Simone/AppData/Local/Packages/Microsoft.MicrosoftEdge_8wekyb3d8bbwe/TempState/Downloads/PBC_1175285 (1).pdf
C:/Users/Sergio Simone/AppData/Local/Packages/Microsoft.MicrosoftEdge_8wekyb3d8bbwe/TempState/Downloads/PBC_1175285 (1).pdf
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/financial-services/us-fsi-dcfs-investment-management-2019-outlook-rev.pdf
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/financial-services/us-fsi-dcfs-investment-management-2019-outlook-rev.pdf
file://C:/Users/Sergio Simone/Downloads/text.pdf


EDITORIAL COMMENT-CONTINUED 

Whenever you are going to reposition a portfolio the natural first step should be to try 

and figure out where in the business cycle we are. If you look back at historical re-

turns during the various business cycles, you will see that money can be made in all 

stages of the cycle save one. It is very difficult to earn positive returns during a reces-

sion.  

Successful investing during the current stage of the economic cycle requires more 

emotional and psychological fortitude than investing acumen. If you are a savvy in-

vestor, you know that it is best to stay in the market because trying to time an exit 

point and then a re-entry point is virtually impossible, after-all, as the saying goes, 

“investment success is not about timing the market it is about the time in the market”. 

If you believe, as successful investors do, that you are going to stay invested, then 

the logical progression is to prepare your portfolio for a recession without giving up 

too much in potential gains while smoothing out the volatility. 

The consensus is that a wide range of economic indicators are suggesting that we 

are now in a “late-cycle” phase. I would not be too concerned at this point as we are 

still premature in the “end of cycle” stage. In fact, I believe we are primed for some 

good potential growth in the equity markets before we enter the recessive part of this 

cycle. 

Some of the indicators associated with a late-cycle are moderating growth, rising 

inflation, tightening credit and earnings pressure. Central banks use restrictive policy 

to control inflation, wage and commodity price increases. This tightening exerts pres-

sure on profit margins which negatively effects earnings. 

Late-cycle investing makes us wary, but it does not make us pessimistic. It is the 

“wary” part that motivates us to take some risk off the table while still leaning towards 

decent returns. Now is the time to prepare your portfolio for a variety of scenarios. 

Now is the time to include high-quality fixed income, though at an underweighted 

level, and globally diversified equities. These allocations should be enhanced with 

non-correlated assets like alternatives and low-volatility strategies.  

Now is the time to consider using fixed income allocations as an effective diversifier 

and tailoring equity allocations to capitalize on the late-cycle stage.  Fixed income will 

provide some stability to a portfolio during a downturn. This is a very important com-

ponent of a portfolio during a late-cycle. Before allocating to fixed income there are 

some important things to take into consideration, like Duration and Yield. 

Duration is a measure of how sensitive a fixed income investment is to a change in 

interest rates. For example, as interest rates fall a longer duration bond will help in-

crease returns but when the expansion eases and the central banks are implement-

ing tightening or restrictive policies, the longer duration bonds can lose money. This 

may be counter-productive, and investors may want to be a little cautious, as this 

kind of shift can reduce the ability of fixed income to do what it does best: to offset 

the downside in the equity markets.  

Yield refers to the income that is returned on an investment. In the case of bonds, it 

would be the interest received.  

Recessions have a way of making most forms of investments correlated. When the 

markets collapse during a recession neither equities nor fixed income are immune. 

This is a time that preservation of capital is paramount. If we are prepared to wait out 

a recessive period, then it would be best to wait it out in an investment that does not 

bear the full impact of the market. The key is to find an experienced fixed income 

manager that can make tactical decisions around duration, yield and global diversifi-

cation to help mitigate the negative impact of a recessive market. 

The principal reason investors incorporate equities in their portfolios is because they 

are the main driver of returns. Let’s face it, if we could put our money in a Guaran-

teed Interest Certificate paying 10%, we would probably not invest in the stock mar-

ket at all. 

The role of equities in our portfolios need not change in the late cycle. In fact, history 
proves that equity returns have been very strong during the late cycle as evidenced 
in the S&P 500 which has averaged a 10.4% return in the late cycle.  

To Page 1           Disclaimer         Continue 



EDITORIAL COMMENT-CONTINUED 

This suggests to me that it might still be too early to underweight our exposure to 

equities at this time, though we should proceed with a little caution. 

Today our equity mutual fund assets should be allocated to managers that focus on 

investing in companies with strong balance sheets and are profitable. The debt in 

these companies should be manageable and they should be growing their earnings 

faster than their cost of debt. In my opinion investors should consider using dividend 

paying mutual funds during this late-cycle stage. Dividend payors generally are high-

er quality companies and exhibit lower volatility. Over the last thirty years dividend 

payers have exhibited 2.5% less volatility than the S&P/TSX Composite Index. To put 

this in perspective, dividend cutters and non-payers have experienced 7.0% and 

9.5% more volatility respectively. 

Another successful strategy is to look at countries around the world that are at an 

earlier part of the cycle than Canada and the U.S. There are many countries that 

have not yet fully recovered from the 2008/9 crash and are trading at very favorable 

valuations. 

Once the asset classes, countries and sectors have been determined it is time to 

consider the best mix between these asset classes to build a portfolio that can 

achieve the optimal return without taking on excessive risk. With an endless combi-

nation of assets available this can be a daunting task for any investor. It is difficult 

enough during great markets let alone during late cycles.  

For me, the best place to begin is by focusing on the core of your portfolio. This is 

generally where there is a strong balance between the core equity funds and fixed 

income funds. This will provide a mix of stability during falling markets and exposure 

to rising equity markets. 

This core should be complemented with a mix of lower-correlated assets like alterna-
tives, specialty fixed income and other low volatility strategies. This strategy can in-

crease your risk-adjusted returns and keep you positioned to take advantage of po-
tential upside gains while at the same time reducing your exposure to downside risk.  

To Page 1           Disclaimer            



CHART OF THE MONTH-CONTINUED 

 “Why ‘Sell in May and go away’ won’t work this year. 

Their argument boils down to earnings downgrades. While it’s true that market per-
formance is typically worse between May and September than at the beginning and 
end of the year, the pattern generally coincides with profit forecast cuts. Earnings 
estimates are almost always too lofty at a year’s start, and the downgrades typically 
cluster in June and October, according to the strategists. 

But given that profit forecasts were furiously downgraded at the start of 2019, and 
now estimates are beginning to be revised higher as benchmarks reach records, 
further cuts in the warmer months are probably unlikely. 

“2019 will be different as we started the year with already quite pessimistic expecta-
tions,” the strategists wrote. “Going forward, we should see U.S. earnings growth 
bottoming out, as we think it is too early for an earnings recession cycle.” 

The firm sees room for the S&P 500 to rise to 3,000 in the near term -- a 2 percent 
gain from current levels. 

To contact the reporter on this story: Sarah Ponczek in New York at sponcze-
k2@bloomberg.net 

To contact the editors responsible for this story: Jeremy Herron at jher-
ron8@bloomberg.net, Randall Jensen, Dave Liedtka 

For more articles like this, please visit us at bloomberg.com 

©2019 Bloomberg L.P. 
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U.S.—China Trade War—How Concerned Should I Be? 

CONTINUED 

This will move this conflict into uncharted territory. These new actions will prevent 
negotiations with Beijing from moving forward. The big question on my mind and on 
the mind of many investors is: “How will this impact my investment portfolio?” 

One of the biggest effects this dispute will have on our portfolios is an increase in the 

level of volatility. Expect to see major swings as news hits the airwaves. For exam-
ple, US Treasury Secretary, Steven Mnuchin recently made a comment that he was 
hopeful that the two countries can reach an agreement to prevent a trade war. This 

simple statement resulted in the largest single day stock market gain since 2015. 
This single comment boldly underlines how easily any development in this story can 
seriously impact the movement of stock markets around the world. 

An axiom in the investment business says that “bull markets rise on a wall of worry”. 

This has been particularly true of the last few years where we have seen a relentless 
bull market power ahead despite all the worrisome “bricks” like Brexit, US elections, 
European populism, North Korean tensions and on-going political pressures in the 

United States. 

If this trade war persists, and it appears that it may, it will be critical for investors to 
rethink their portfolio allocations to help manage the wild and expected volatility. Di-

versification will be a key component in bulletproofing your portfolio. I continue to like 
equities but prefer exposure to a broadly diversified asset mix with over-weightings in 
defensive and more value oriented sectors as opposed to growth equities, Other as-

set classes to consider are alternative investments, absolute return funds and invest-
ments with lower correlations to the equity markets, will be essential to weather this 
storm. 

At this point we seem to have more questions than answers, but one thing is clear to 

me: The situation is likely to get worse before it gets better. It is inevitable that at 
some point the fears will get fully reflected in the markets and the selling pressure will 
have run its course. The reality is that the direct economic effect, although negative, 

remains fairly small, as US/China trade is not a large component of either country’s 
GDP (less for the U.S., more for China, given the relative sizes of the two countries).  
What investors should also consider is that companies with tariff exposure are in the 

process of restructuring supply chains to avoid the tariffs, which will further mute the 
impact of those tariffs.  

The big unknown will be in how President Trump behaves in the future. It is impossi-
ble to forecast what future measures he may impose. Aside from this, my belief is 

that the market will quickly price in the trade conflict and we can look forward with 
more optimism as the U.S. market fundamentals continue to point to long-term rising 
markets.  

It is not all bad news out there. For example, volatility often breeds opportunity. As 

markets become more volatile and prices make large downward swings, investors 
will have the opportunity to add to their portfolios at discounted prices. Also, the trade 
conflict will likely restraint he Federal Reserve from future interest rate increases, 

which would support economic growth. We need look no further than the last few 
months to see that the rapid fall in bond yields have had a positive impact on the 
North American housing market as affordability has improved. I would venture to 

guess that the U.S. housing cycle is beginning to turn up again, which reduces the 
likelihood of a recession in the United States. 

I tend to side with the thinking of Jamie Cox, managing partner for Harris Financial 
Group, who suggests that the best approach, for now, is to sit tight and see how 

things play out. He said, “Wild swings caused by criss-crossing headlines makes 
doing nothing the right choice for most investors.” 
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Risk & Return—Continued. 

These days, an investor with a balanced risk tolerance (60% equity/ 40% bonds) 

should expect an annualized return of 5% before taxes. When a balanced investor is 

looking for a 6%-8% return, it presents challenges because it means the investor will 

have to take on additional risk. But it wasn’t always like this.  

Anyone who invested in the 1990s probably remembers double digit returns being 

the norm. In fact, a balanced investor’s 5% return expectations today wouldn’t even 

match a conservative return expectation in 1995.  

In 1995, a 7.5% return could be achieved by having a portfolio consisting entirely of 

bonds. Keep in mind this was the type of portfolio reserved mostly for investors in the 

latest stages of life and with low risk tolerances and subsequently a low standard 

deviation. We use standard deviation as a measure of risk in a portfolio. It is the 

probability of a portfolio’s volatility moving around its mean return. For example, in 

1995, a bond portfolio had a standard deviation of 6%, meaning the portfolio would 

fluctuate most of the time within a 6% range from it’s 7.5% return (i.e. anywhere from 

1.5% on the low end to 13.5% on the high end).    

As time progressed, and the world changed, this same 7.5% return could still be 

achieved but investors would have to take on additional risk in their portfolios. For 

example, in 2005, a 7.5% return required the introduction of several new asset clas-

ses into the bond portfolio such as: U.S. large-cap equities, U.S. small-cap equities, 

non-U.S. equities, real estate and private equity.  Bonds could still make up more 

than 50% of the portfolio; however, the addition of equities meant that the standard 

deviation also increased from 6% to 8.9%. That means the volatility of the portfolio 

would typically be in the range of -1.4% to 16.4%.  

Unfortunately, things aren’t any better closer to today. As of 2015, a return expecta-

tion of 7.5% required the investor to reduce his or her bond exposure to 33% of the 

portfolio. The other 67% would need to be invested in equities and real estate asset 

classes. This also means that the standard deviation increases to 17.2%. That’s not 

a typo. A portfolio with a 7.5% return expectation will have a volatility that moves the 

portfolio within a range of between -9.7% and 24.7% most of the time.  

 

 

 

A 

7.5% return is achievable over the long term. It just means that investors have to 

ignore the bumpier ride we’ll experience along the way. The truth is, investing like it’s 

1995 is no longer possible and there is no indication that we are headed that way 

again any time soon. Fortunately, fund companies understand this and as investors 

we’re now offered a wide range of tools to help ease the burden. By including things 

like low volatility funds into a portfolio, we can mitigate some of that volatility. Also, as 

a replacement to bond exposure, infrastructure funds, which are a seperate asset 

class that were once only available to large pensions or instituional money, can now 

be used by the common investor. Even finding the best managers who know how to 

look for good companies to invest in can help reduce the downside of a portfolio.  

It may not be as easy as it once was and constructing a good portfolio will require a 

little more hardened patience from the investor, but when all is said and done, the 
end goal can still be achieved.      
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DISCLAIMER 

Commissions, trailing commissions, management fees and expenses all 

may be associated with mutual fund investments. Please read the simpli-

fied prospectus before investing. Mutual funds are not guaranteed and are 

not covered by the Canada Deposit Insurance Corporation or by any other 

government deposit insurer. There can be no assurances that the fund will 

be able to maintain its net asset value per security at a constant amount 

or that the full amount of your investment in the fund will be returned to 

you. Fund values change frequently and past performance may not be 

repeated. 

Labour Sponsored Investment Funds (“LSIF”) have tax credits that are 

subject to certain conditions and are generally subject to recapture, if 

shares are redeemed within eight years. Please note that Mutual Fund 

Representatives in Alberta are not permitted to sell LSIF. 

An investor proposing to borrow for the purchase of securities should be 

aware that a purchase with borrowed monies involves greater risk than a 

purchase using cash resources only. The extent of that risk is a determi-

nation to be made by each purchaser and will vary depending on the cir-

cumstances of the purchaser and the securities purchased. 

Discuss the risks associated with leveraged mutual fund purchased with 

an investment funds advisor before investing. Purchases are subject to 

suitability requirements. Using borrowed money to finance the purchase of 

securities involves greater risk than a purchase using cash resources only. 

If you borrow money to purchase securities, your responsibility to repay 

the loan and pay interest as required by its terms remains the same if the 

value of the securities purchased declines. 

Investors should educate themselves regarding securities, taxation or ex-

change control legislation, which may affect them personally. This news-

letter is for general information only and is not intended to provide specif-

ic personalized advice including, without limitation, investment, financial, 

legal, accounting or tax advice. Please consult an appropriate professional 

regarding your particular circumstances. 

All non-mutual fund related business conducted by Kleinburg Private Wealth 

Management is not in the capacity of an employee or agent of Carte Wealth 

Management Inc. Non-mutual fund related business includes, without limi-

tation, advising in or selling any type of insurance product, advising in or 

selling any type of mortgage service, estate and tax planning or tax return 

preparation. Accordingly, Carte Wealth Management Inc. is not liable and/

or responsible for any non-mutual fund related business conducted by 

Kleinburg Private Wealth Management. Such non-mutual fund related business 

conducted by Kleinburg Private Wealth Management alone. 

Mutual funds provided through Carte Wealth Management Inc. 
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