
THIS SUMMER’S COMMENTS BY

the U.S. Federal Reserve’s Chair-
man Ben Bernanke gave the bond
markets an “interest rate scare."

It didn’t matter what type of
f ixed income security you held
this year – bonds, preferred

shares, high yield ETFs, or you
name it – they all fell in price
between May and August.

And it’s important for investors
to understand two key facts about
the recent volatility surrounding
fixed income securities:

Bond and preferred shares fluc-
tuate. This is a fact. But these
fluctuations should not be consid-
ered permanent. 

Bonds and target bond ETF’s
tend to have targeted maturity val-
ues and yields.

Further, if your bond holdings
are largely focused on very short

term positions and floating rate
securit ies (as I  have recom-
mended in past issues of The
MoneyLetter), there is nothing
to worry about. 

Your bonds will mature at their
face value (target ETF’s usually
have a target maturity value as
well) and you will receive your
income between now and that tar-
get date. Price fluctuations such
as those we’ve seen this summer
are not reflective of their longer-
termed returns. 

As for preferred shares, they
can be bought in various forms.
Some are floating rate, and some
have target maturities (known as
soft retractable preferred shares)
similar to bonds.

Preferred share ETF’s diversify
through several types of preferred
shares, all paying healthy divi-
dends into your account. I have
held preferred shares in various
formats for clients for over 20
years, and have watched these
securities fluctuate up and down
many, many times.

As with bonds, price fluctua-
tions are not reflective of their
long-termed returns. Currently,
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♦ Parkland Fuel Corp., Pembina Pipeline, First
Capital Realty: Buy, Page 2. ♦ iShares MSCI

World Index Fund: Buy, Page 3.
♦ Vanguard S&P 500 Index ETF: Buy, Page 4.
♦ Royal Bank, National Bank of Canada, Bank

of Montreal: Buy, Page 5.
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preferred share ETF’s such as
iShares Canadian Preferred
Share Index ETF (TSX-CPD)
and Horizons Actively Managed
Preferred Share ETF (TSX-
HPR) are looking like bargains,
given their recent selloff.

Speaking of which, I believe
the recent selloff is overdone.
There is nothing to justify an
immediate change to U.S. Feder-
al Reserve or Canadian interest
rate policy that would perma-
nently drop short-termed bond
prices and damage prefer red
share securities. 

So despite Bernanke's words
and warnings, nothing seems to
have changed; the market simply
had a tantrum over his words

Beyond a tapering of the U.S.
Fed’s “QE” program, U.S. short-
termed rates are expected to
remain flat over the next few
years. Here in Canada, the argu-
ment for higher short-termed
rates is even weaker. GDP num-
bers for Canada’s second quarter
recently came in at 1.7 per cent,
falling from first quarter growth
of 2.2 per cent.

This drop was largely antici-
pated after flooding on the West
Coast disrupted the energy sec-
tor and a stoppage in Quebec’s
construction industry due to
labor disputes. But in any case,
the outlook for economic growth
in Canada is fairly low. Not an
environment that inspires higher
interest rates.

Interestingly, this selloff in the
f ixed income world has influ-
enced the interest-sensitive sec-
tors of the stock market.

Many of these sectors are
oversold, and represent long-
termed buying opportunities. For
example, consider Pembina

Pipeline Corp. (TSX-PPL,
$32.68). We recently bought this
stock near $32. 

Pembina released a good earn-
ings report not long ago. The
results beat consensus, and the
company raised its dividend. 

In addition, the stock is near-
ing its long-term trendline, and
the pipeline sector is oversold
(due to Fed-inspired interest rate
paranoia). Fundamentally, I feel
that this pipeline is the best value
in the sector.

Many sectors are
oversold, and represent

long-termed buying
opportunities

The long-term trendline is bull-
ish for the stock, and it’s been
consolidating nicely in the low-
$30s. My near-term price objec-
tive is to the old high point of $35
by the winter, and I feel it will
likely go higher from there. The
current yield is f ive per cent,
making the stock an attractive
hold while you wait for upside
price appreciation.

We recently bought Park-
land Fuel Corp. (TSX-PKI,
$17.40) near $17. The company
came out  with a good,  sol id
quarterly financial report – and
they also  beat consensus earn-
ings estimates. 

Parkland owns fuel distribution
arms, along with a few gas sta-
tions. They distribute about half
of their profits in dividends and
reinvest the rest by acquiring
small fuel distributors to grow
their network. 

The company pays an attrac-
tive six per cent yield while you
wait for the stock to finish con-
solidating. It traded sideways in
2010, displayed a solid uptrend

in 2012, and has once again been
trading sideways for much of
this year.

I believe the stock will eventu-
ally break out and reach well
beyond its resistance point of
$18.50. I’d envision it hitting its
old high of $20 within the next
year or so.

And, as with Pembina, you get
paid well to wait through a
healthy dividend.

On another note, I’ve been
asked about REIT’s lately. My
opinion on this sector differs from
some other portfolio managers.

REIT’s are certainly oversold,
and may be worth a short-termed
trade on a bounce. But the longer-
termed outlook for the sector is a
little less certain.

The longer trendline on the
sector chart that I watch has been
broken. And, unlike a more tradi-
tional equity, REIT’s tend to flow-
through most of their post-
expense profits to unit holders.

Thus, there is little room for
growth in this group, but you will
find plenty of interest-rate sensi-
tivity. While I do not expect
short-termed rates to rise, I
wouldn’t be comfortable owning
too much exposure in anything
that acts like a long-termed fixed
income security.

If you like the idea of real
estate investing with income, con-
sider instead First Capital Real-
ty (TSX-FCR, $16.81). We own
this stock, which pays out about
half of its net profits through a
dividend while reinvesting the
other half in new, high-quality
commercial buildings. 

The stock has been unfairly
drawn down along with the
REIT sector, and we are quite
comfortable with holding this
one for its inevitable recovery.
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Keith Richards, from Page One



Meanwhile, we’re earning four
per cent (or greater) on the yield
of this stock.

We expect to be buying more
of these types of undervalued
equities closer to the end of Sep-
tember or into October. For those
with patience, I believe that the
opportunity to buy high-quality
stocks at attractive prices is fast
approaching. ▼

Keith Richards, Portfolio Manager,
can be contacted at krichards@value-
trend.ca.  He may hold positions in the
securities mentioned. Worldsource
Securities Inc. – Member: Canadian
Investor Protection Fund, and sponsor-
ing investment dealer of  Keith
Richards. The opinions expressed are
those solely of Keith Richards and may
not necessarily reflect that of World-
source Securities, its employees or
affiliates. The contents are for informa-
tion purposes only and do not repre-
sent investment advice. ETFs may have
exposure to aggressive investment
techniques that include leveraging,
which magnify gains and losses and
can result in greater volatility in value,
and be subject to aggressive investment
risk and price volatility risk. ETFs are
not guaranteed, their values change
frequently and past performance may
not be repeated.  Please read the
prospectus before investing.
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Keep it simple when it comes to...

FOREIGN
EXPOSURE

James Kedzierski

ETF INVESTOR

DIVERSIFICATION INTO FOREIGN

markets can be an overwhelming
experience if you invest in
exchange-traded funds, or ETFs.

That’s because the number of
ETFs that track foreign markets
keeps multiplying, making invest-
ment choices more difficult for
many investors.

Yet, rather than complicate the
investment process, I think you’re
better off to keep it simple by
choosing just one or two ETFs for
the core of your foreign exposure.
If you want just one ETF for your
foreign exposure, then make it
iShares MSCI World Index
Fund (TSX-XWD, $28.75).

This ETF tracks the MSCI
World Index, which is designed to
measure the equity market perfor-
mance of the world’s developed
markets.

The ETF invests  in three
iShares ETFs listed on the New
York Stock Exchange: iShares
Core S&P 500 ETF; iShares
MSCI Europe, Australasia and
Far East  ETF; and iShares

MSCI Canada ETF. These three
ETFs are allocated so that the
f inal  result  is  an ETF that
resembles the MSCI World
Index.

BROADLY DIVERSIFIED

The top-country weightings of
the ETF are as follows: the U.S.,
53.8 per cent; Japan, 8.9 per
cent;  the U.K.,  7.8 per cent;
Switzerland, 4.1 per cent, Cana-
da, 4.0 per cent; France, 4.0 per
cent; Germany, 3.6 per cent;
Australia,  3.4 per cent;  the
Netherlands, 2.0 per cent; and
Sweden, 1.3 per cent.

While the ETF offers substan-
tial geographical diversification,
it’s also well diversified by indus-
try sectors.

Its sector breakdown is as fol-
lows: f inancials, 21.0 per cent;
consumer discretionary, 11.8 per
cent; technology, 11.6 per cent;
health care,  11.3 per  cent;
industrials, 11.2 per cent; con-
sumer staples, 10.5 per cent;
energy, 9.6 per cent; materials,
5.8 per cent; telecommunica-
tions, 3.6 per cent; and utilities,
3.3 per cent.

Continued on Page Four

James Kedzierski is the editor of  the Canadi-
an Mutual Fund Adviser, an investment advi-
sory publication that reports on the wide
array of funds available to Canadians. 

Special Appearance

Keith Richards will be on
BNN’s popular Market Call
Tonight show Tuesday October
1 at 6pm. You can call with your
questions on technical analysis
during the show toll-free at 1-
855-326-6266 or email your
questions (marketcall@bnn.ca)
ahead of time. Specify they are
for Mr. Richards. 

Mr. Richards will also be
Speaking at the Toronto Inter-
national MoneyShow at the
Metro Toronto Convention Cen-
ter on Friday October 25 at 9:15
am. The topic of the show is
Anticipation 2014: The Good,
The Bad, and the In-between.
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As for performance, the ETF
has been a top-quartile performer
in the global equity category
since its inception in 2009. Over
the past four years, it has a com-
pound annual growth rate of 10.1
per cent.

On a year-by-year basis, the
ETF was a third-quartile per-
former in two years, and a top-
quartile performer in two years.

Its volatility rating of five out
of 10, makes it a fairly conserv-
ative selection among equity
funds.

And its management expense
ratio, or MER, of 0.47 per cent is
well below the category average
of 2.67 per cent.

If you want to reduce your
MER further, you could invest in
the same three ETFs, or similar
ETFs, that make up the iShares
MSCI World Index in roughly
the same proportions that are
held in the World Index. But if
you prefer a one-stop solution,
iShares MSCI Index is still a
good deal.

The ETF has had a nice run so
far this year, thanks in large part
to a buoyant U.S. market. So
expect more modest results in the
near term.

☛ My Advice: iShares MSCI
World Index is a buy for investors
seeking a conservative, core for-
eign equity ETF for their portfolio.

UNHEDGED ETFS

One consideration that’s
bound to weigh on your mind
when seeking foreign diversifi-
cation through exchange-traded
funds is whether to choose ETFs
that engage in currency hedging
or not.

By and large, I think long-term
investors are better off sidestep-

ping ETFs that hedge currencies,
though there may be times when
hedging can make sense.

Studies have shown that ETFs
that do not hedge add to the bene-
fits of diversification without sac-
rif icing performance over the
long term.

Another benef i t  of  non-
hedgers is that they don’t have
to pay the costs of cur rency
hedging, and this typically keeps
their  management expense
rat ios,  or  MERs,  lower than
ETFs that do hedge.

Currency hedging
may make sense for

investors with a shorter
time horizon

But this is not always the case.
Vanguard Canada, for instance,
currently offers two ETFs that
track the S&P 500 Index. One
hedges and the other does not.
But both have an MER of 0.18
per cent.

Since currency fluctuations can
increase the volatility of returns
over the near term, hedging can
lend a measure of comfort to
investors who would rather not
see their returns hurt by a rising

Canadian dollar.
Remember, when the loonie

rises in value against the U.S. dol-
lar, for example, it undermines
your returns from U.S. equities
when exchanged back into Cana-
dian dollars.

But the opposite also applies:
when the loonie falls, your returns
from U.S. equities will be
enhanced.

Currency hedging may make
sense for investors with a shorter
time horizon who don’t want to
take the risk that the Canadian
dollar will rise anytime soon.

Right now, I feel the loonie is
more likely to weaken rather than
strengthen against the U.S. dollar
in the near term. That’s because
the demand for the U.S. dollar
should remain strong as investors
move funds into the country to
take advantage of a strengthening
economy.

So I  think unhedged U.S.
equity ETFs are attractive from
both a near-term and long-term
perspective. If you’re looking
for ETFs that  invest  in U.S.
stocks, then, I recommend those
that don’t hedge against a rise in
the loonie.

For large-cap exposure, I rec-

James Kedzierski, from Page Three

Diversification remains key

One of Sir John Templeton’s 28 Investment Principles states that,
“To avoid having all your eggs in the wrong basket at the wrong time,
every investor should diversify.”

Another famous investor, Warren Buffet, believes in putting all of his
eggs in one, or very few, well-chosen baskets and watching them
carefully.

If you wish to over-emphasize a market segment such as
emerging markets or European equities in your portfolio, you can
do so by adding an ETF or mutual fund that specializes in one of
these areas to a core, diversified fund. Then watch that special-
ized fund carefully.

This works best, however, if you also hold a core, diversified fund
such as iShares MSCI World Index.



ommend Vanguard S&P 500
Index ETF (TSX-VFV, $30.79).

It seeks to track the perfor-
mance, before fees and expenses,
of the S&P 500, an index made
up of 500 large-cap stocks.

The ETF invests primarily in
the U.S.-domiciled Vanguard
S&P 500 ETF (NYSE-VOO,
$76.03). 

The latter has a very low MER
of 0.5 per cent, versus 0.18 per
cent for the Canadian ETF. But
the Canadian version lets you
avoid currency conversions that
could cost you about 1.5 per cent
of a trade in Canadian-dollar bro-
kerage accounts.

What’s more, if your net worth
is above $5 million, it also lets
you sidestep U.S. estate taxes.

I recommend either of these
ETFs, depending on your prefer-
ence.

☛ My Advice: Buy unhedged
ETFs, such as Vanguard S&P 500
Index ETF, if you’re investing in
the U.S. now. ▼
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S&P 500 Index’s
Top 10

Vanguard S&P 500 Index
ETF attempts to track the per-
formance of the large-cap S&P
500 Index. Here are the Index’s
top-10 holdings.

Company

Exxon Mobil...................2.8%
Apple Inc........................2.6%
Microsoft........................1.8%
Johnson & Johnson.......1.7%
General Electric .............1.7%
Google ...........................1.6%
Chevron .........................1.6%
Procter & Gamble..........1.5%
Wells Fargo....................1.4%
IBM ................................1.4%

The ‘Big Six’ deliver an impressive third quarter

PROFITS
WAY UP

David West, CFA

STOCK WATCH

THE BIG SIX CANADIAN BANKS

have now all reported their third-
quarter earnings and, generally
speaking, they are doing very
well indeed.

Let’s look at them from the
smallest to the largest in terms of
market capitalization.

As you will see, there is a
common theme: while net inter-
est margins are close to a four-
year low, the banks are making
profits from gains in asset man-
agement, investment manage-
ment and in some cases con-
sumer lending as well.

The average interest margin, or
the difference between what
banks borrow at and what they
lend at, was 2.04 per cent this past
quarter, versus 2.10 per cent a
year earlier. In 2009, a record low
for bank interest margins, the
margin was 1.90 per cent. 

National Bank of Canada
(TSX-NA, $82.91), whose market
capitalization is $12.7 billion,
made $2.39 per share in this
year’s third quarter.

That’s 12 per cent more than
the $2.14 per share it made in the
same quarter last year.

Capital market trading and
wealth management fees helped
the bank make a record profit of
$419 million that beat analysts’
expectations.

Canadian Imperial Bank of
Commerce (TSX-CM, $82.45)
increased its profit by eight per
cent, generating earnings of $2.16
per share compared with $2.00
per share last year, and slightly
beating expectations. In dollars,
the bank made $890 million, it’s
best third-quarter profit ever.

CIBC has $6 billion in Aero-
gold card loans and will have to
decide soon on a deal with TD,
which is to become the primary
issuer of Aerogold cards by the
end of the year.

Bank of Montreal (TSX-
BMO, $67.20) made $1.68 per
share, a Big-Six-best 18 per cent

Contributing Editor David
Wm. West, CFA, FCSI, is
president of West Invest-
ment Consulting, provid-
ing investment manage-
ment services to financial
institutions and investors.
With more than 20 years’
experience in the invest-
ment business, Mr. West is

also a writer, teacher, and investment commentator. Continued on Page Six



increase over earnings of $1.42
per share a year ago. Wealth
management stood out as help-
ing, with higher assets under
management and higher transac-
tion volume.

BMO made $1.14 billion, a
record and beating expectations.

Bank of Nova Scotia (TSX-
BNS, $60.03) made $1.77 billion,
beating expectations. That’s
equivalent to $1.37 per share, up
11 per cent from $1.23 per share.

Wealth management stood out
for this bank as well.

Toronto-Dominion Bank
(TSX-TD, $91.16) reported some
good news and some bad news.
Earnings were $1.58 per share, far
surpassing analyst expectations of
$1.41 per share. However, they
were down 11 per cent from earn-
ings of $1.78 per share in the
same quarter last year, when it
posted record earnings.

Profit at the bank was $1.53
billion, and Canadian personal
and commercial banking was a
bright spot, offset somewhat by a
pre-announced loss of $292 mil-
lion in its insurance unit from
higher costs of settling personal
injury automobile claims in
Ontario.

Floods in southern Alberta and
Toronto added another $125 mil-
lion in losses related to insuring
homes in those areas.

Royal Bank of Canada (TSX-
RY, $66.56) generated a third-
quarter profit of $1.52 per share,
up three per cent from $1.47 per
share last year and beating esti-
mates.

In aggregate, that’s a profit of
$2.3 billion. Canadian personal
and commercial banking and
wealth management posted
record profits.

There are only two things you
really need to know before invest-
ing in Royal Bank. That it is the
biggest bank in Canada (with mar-
ket capitalization of 93.0 billion)
and that it makes a ton of money.

The bank made $2.3 billion in
the third quarter of fiscal 2013,
and in three quarters earnings are
up 12 per cent over last year. Of
course, its stock price is up 8.18
per cent this update, and up 18.1
per cent from a year ago. 

CAUSE FOR PAUSE

Sometimes the profits that the
big Canadian banks make give us
pause. Take, for example, this
third quarter of f iscal 2013. In
just those three months, Canada's
Big Six banks made a combined
profit of $8.05 billion. That's in
just 91 days!

That's more than $88,461,000
per day, holidays included! $8 bil-
lion a quarter is $32 billion a year
being extracted from the economy
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in favor of six companies.
Sometimes we think the econ-

omy would be better off with
some of that $32 billion left back
in the economy. And we think
that paying $4.00 per month just
to have a chequing account (that
of course doesn't pay interest, and
charges more than $4.00 if the
number of debits exceeds a cer-
tain number) is a bit much.

But then we give our head a
shake and think we're just one
person, and that it's only $4.00.

We don't mind being just one
person paying fees and charges,
as long as millions of other peo-
ple are paying them too. We can
somehow benefit by more than
$4.00 per month if we only turn
the tables a bit.

☛ My Advice: Become a bank
shareholder. And immediately
you have millions of people pay-
ing you fees, with you collecting
your share of more than $88 mil-
lion per day! ▼

Higher payouts

I’ve talked a little, tongue-in-cheek, about the banks nickel and
diming us with all kinds of fees, and speculate about how it would
be nice to turn the tables and have the banks pay us fees, instead of
the reverse: us always paying them.

Actually, it’s not that hard to do; that is, not hard to make more
on our bank stocks than our monthly bank charge costs us.
Especially if the banks we own keep raising dividends, which are
fuelled by these fees.

In the third quarter, three banks announced higher payouts.
Bank of Nova Scotia was the first to announce a dividend

increase in the quarter. The new dividend of $0.62 per quarter,
raised from $0.60 previously, brings the annual rate up to $2.48 per
share, a 3.33 per cent increase.

Royal Bank raised its dividend by four cents or 6.35 per cent to
$0.67 per share, or $2.68 annually, first payable on November 22,
record 24 October.

And Toronto-Dominion Bank upped its payout, also by four
cents, to $0.85 per share or $3.40 annually, a 4.94 per cent
increase. The new rate is payable 31 October, record 3 October.

David West, from Page Five
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Investment Certif icates, high-
interest savings accounts and fed-
eral or provincial bonds. I advise
against investing in ‘high yield’
bonds – also known as ‘junk
bonds’. That’s because they’re
less secure than government
bonds. A cash-strapped company
can default on its bonds.

If you buy government bonds,
make sure that they mature when
you will need the cash. At maturi-
ty, you get the full face value of
the bond. If you buy a long-term
bond, by contrast, the price of the
bond will change every day.

When interest rates go up,
long-term bond prices drop (to
make their yields the same as the
interest rates on newly-issued
bonds). When interest rates drop,
long-term bond prices rise. But
this return is not secure.

The same principle is true of
Registered Educational Savings
Plans, or RESP. In the last few
years before your children or
grandchildren pursue higher edu-
cation, you should park cash con-
tributions into secure fixed-income
investments. The government’s 20
per cent matching contribution is
the biggest reward in this case.

AN EXAMPLE

Let’s say that you invest $2,500
in the RESP in each of the last
f ive years before your child or
grandchild goes to university or
college. The government will con-
tribute the maximum $500. That’s
like a 20 per cent return on the
money. That’s much more than
f ixed-income investments can

earn in five and fewer years.
When you expect to need the

money in well over f ive years,
then it makes sense to invest in
high-quality, dividend-paying
stocks. That’s because time is on
your side.

When a company pays a grow-
ing dividend that’s higher than
interest rates, then it’s hard to lose
(provided that the earnings per
share significantly exceed the div-
idend or the company has lots of
cash and little or no debt). In fact,
you’re more likely to earn capital
gains. Otherwise, with each pass-
ing year, the yield will go higher
and higher. At some point, this
will attract income-seeking
investors who will bid up the
price of your stock.

As a result, when you invest in
a self-directed RESP for a new-
born, you can safely invest in high-
quality, dividend-paying stocks.

This way they’ll profit from the
growth in the economy and the
compounding returns of the divi-
dends over the years.

In short, before you invest
money, decide when you’ll likely
need it. If the period is less than
five years, invest in secure fixed-
income investments.

If the period is more than 10
years, then invest in stocks. If
the period is between f ive and
10 years, then you’ll have to use
your judgment. In the case of a
RESP, you’ll not want to have to
tell your children or grandchil-
dren that a stock-market melt-
down wiped out most of their
education money. ▼

A FRIEND HAS ALMOST FINISHED

having her kitchen rebuilt and a
former pantry turned into a pow-
der room. She’s pleased with the
new walls and floor, maple-wood
cabinets, quartz counter tops and
with having a second toilet and
sink in her house.

My friend is less pleased with
some of her stocks that have
experienced a recent drop in
price. That’s because it has
reduced the value of  her Tax-
Free-Savings Account). 

She had earmarked this money
to help pay for the renovations.
Now she’ll have to sell more
shares from her regular broker-
age account to cover the bills.

My friend’s so-called ‘invest-
ment horizon’ was short. So I had
advised her to keep the money
liquid in a high-interest savings
account.

But with the upswing in U.S.
stocks earlier this year, she
wanted to keep the money work-
ing for her.

Stocks are much more prof-
itable than fixed-income invest-
ments. But only over long periods
of time. Stock prices can plunge
by almost a half in just one year.

This means that before you
invest, you should first determine
when you’ll need the cash. If its
within five years, you should put
the money into secure f ixed-
income investments.

This includes Guaranteed

Cash and your time horizon

Marc Johnson, CFA

Marc Johnson, CFA, is the editor of The
Investment Reporter, an advisory publication
that has been providing investors with 
independent financial advice since 1941.
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Build a portfolio that’s right for you
Mr. C asked me “Do you have guidelines for what percentage of

RRSP assets should be fixed-income, such as laddered bonds? I
now have about half my portfolio as unregistered equities and half
registered inside a self-directed RRSP. About 66 per cent of my
RRSP is equities and 33 per cent of my RRSP is now cash with
plans to buy fixed-income products.”

First off, I think that Mr. C is wise to consider both his unregistered
stocks and his RRSP as two parts of an overall portfolio. If Mr. C
puts his RRSP cash into fixed-income investments such as bonds,
they’ll account for 16.5 per cent of his portfolio (a third of his RRSP,
which is half the overall portfolio – or 0.33 times 0.5). This means that
stocks will make up the other 83.5 per cent of his portfolio.

Personal circumstances 
Whether or not this is a suitable mix for Mr. C depends on his

unique circumstances: I would first ask him “are you working or
retired? If you’re working, in how many years do you plan to retire?
Are you self-employed or a salaried worker? If you work for a com-
pany, is that company, your job and your income secure? Do you
belong to a company pension plan? If so, is it a defined benefits or a
defined contribution plan? What’s your risk tolerance? Do your
stocks pay dependable dividends? Do you expect to inherit a lot of
money?” There are many other factors that could affect his situation.

If Mr. C is working and plans to work for many years to come, for
example, then his current asset mix may be suitable. After all,
stocks have traditionally delivered better returns than bonds in the
long run. But if Mr. C is retired, then he should probably increase the
percentage of bonds above the 16.5 per cent. He should cover his
expected cash needs for at least the next five years – 10 would be
better.

If he’s self-employed, Mr. C should probably  hold a greater per-
centage of bonds. Or he could buy investments that should do well
precisely when his business is likely to do poorly. If Mr. C works for
a secure company, on the other hand, he can probably afford to
hold a lower percentage of bonds.

Is Mr. C’s job secure? If so, then he can probably hold fewer
bonds. More important, is his income secure? If he’s, say, a com-
missioned salesman whose income could dry up overnight, he
should hold more bonds. If he works for the government, by con-
trast, then he can ease up on his bond holdings.

If Mr. C is in his company’s pension – particularly a defined bene-
fits plan – then he can afford to take more risk and his current mix
may be suitable. But if he plans to mostly live off his investments,
then he should likely increase his percentage of bonds.

This may be a suitable mix if Mr. C can accept a fairly high level
of risk. But if this risk leads to sleepless nights, then 16.5 per cent in
bonds is too little.

If Mr. C’s stocks pay dependable and rising dividends, then he’ll
already have some income and can afford to hold fewer bonds. But
if Mr. C owns mostly growth stocks that pay no dividends, I suggest
he sell some of these and shift the cash into bonds. Unless, of
course, Mr. C stands to inherit a fortune. 

– Marc Johnson


