
L
ast year was an in-
teresting one for
both investments
and investors, to

say the very least.
To start with, the U.S.

Federal Reserve began
cutting back on its pro-
gram of quantitative eas-
ing, citing America’s im-
proving economy.

The Fed also said it would like-
ly raise interest rates in 2015, al-
though if it were to do so, it would
be more like a driver easing off the
gas, than slamming on the brakes.

Last year also saw a lot of
volatility in energy stocks, as well
as in other sectors that weigh
heavily on the S&P/TSX 300.

Indeed, after a massive melt-
down in oil and gas, as well as con-
tinued weakness in most other
commodities, the index closed out
2014 around 14,573.66 — roughly,
1,083.97, or 6.9 per cent, off its
year-long high in early September.

And because of Canada’s de-
pendence on commodities, the
loonie also took a hit, falling
roughly $0.08 against the U.S. dol-
lar to close out the year at $0.86
and change.

In short, it wasn’t a fun time to
be an investor in Canada. Indeed,
while Canada cooled its heels,
U.S. markets thrived, with the
S&P 500 rising 233 points, or 12.6
per cent on the year, to close near
2,083.77.

Moreover, the greenback
showed strength against curren-
cies worldwide. In short, if you
were an investor, the U.S. was the
place to be in 2014.

Nonetheless, a strong stock
market can be a bit misleading,
given that it tends to put diversifi-
cation in a bad light.

In  fact ,  whenever
U.S. equities go gang-
busters, while almost ev-
erything else — Canadi-
an stocks, global equi-
ties, bonds — drags its
feet, our investors some-
times question our port-
folio strategy.

“The S&P 500 has
risen 10 per cent so far this year,”
they whine. “So why not be 100 per
cent invested in U.S. stocks?”

But the truth is that there will
always be one asset class, or one
stock market, that brings in high-
er returns. And each year, that as-
set or market could be different.

Yet, this is hard to remember
when we’re bombarded with news
about the hottest market which, in
this case, has been U.S. stocks.

Eventually, though, the U.S.
will start to slide and a diversi-
fied portfolio of bonds and pre-
ferred shares will look better
than a portfolio devoted entirely
to U.S. equities.

Indeed, investors with well-
allocated portfolios will look like
geniuses.

And although this may seem
naive, it will still be more palat-
able to those of us who believe in
an asset allocation plan.

But don’t conclude from all
this that I think you should follow
modern portfolio theory.

Don’t, in other words, build up
a broad base of holdings in sec-
tors, markets and asset classes
and then expect your investments
to manage themselves.

Folks who’ve read my columns
over the past year will know I firm-
ly believe we’re now in a stealth
market — that is, a rotational one
— in which money moves from
sector to sector, or even from one

exchange to another
That’s why I reject buying and

then holding a broadly diversified
portfolio, given that this is less
flexible than an active approach.

That said, I also believe it’s
crucial that any portfolio hold
some fixed-income securities.

Not only does this dampen
overall volatility, but it provides
greater liquidity, predictable in-
come, along with a more stable
source of capital with which to
take advantage of opportunities,
or even respond to emergencies.

Here at ValueTrend, we con-
tinued to follow our game plan in
2014 — and, in so doing — out-
performed the S&P/TSX 300, as
well as the S&P 500.

Meanwhile, we expect stocks
will be bullish for the better part
of the winter, although they will
likely be volatile as well.

As such, we continue to work
within this volatility, focusing on
technology through Technology
Select Sector SPDR (XLK-NYSE,
$42.18), an exchange-traded fund.

We’re also trying to shield our-
selves by focusing on U.S. discre-
tionary stocks — in this case,
through another ETF: Consumer
Discretionary Select Sector
SPDR (XLY-NYSE, $71.96).

And to gain exposure to com-
panies in the U.S. financial sector,
we’ve bought the BMO Equal
Weight  U.S. Banks Hedge-to-CAD
Index ETF (ZUB-TSX, $21.60).

In addition, we’re now putting
far less emphasis on commodity-
based equities, as well as on
Canadian stocks in general.

But we are holding onto CGI
Group Inc. (GIB.A-TSX, $44.83),
the Montreal-based powerhouse
in business process services,
which we bought about a year ago.

Needless to say, I continue to
recommend CGI as a long-term
global player that can  withstand
the volatility in the Canadian
stock market. In the meantime,
we expect interest rates will rise in
both the U.S. and Canada.

So, in our income portfolios,
we’ve focused on floating rate
bonds and preferred shares, along
with bonds of short duration.

Specifically, we’ve been buy-
ing a laddered portfolio of one-to-
five-year bonds, along with a few
floating rate ETFs.

Two such funds you might
consider are the Horizons Active
Floating Rate Bond ETF (HFR-
TSX, $10.17) and the Horizons
Active Floating Rate Preferred
Share ETF (HFP-TSX, $10.04).

You can also buy the Power-
Shares Senior Loan (CAD
Hedged) Index ETF (BKL-TSX,
$19.78), although it’s riskier than
the two Horizons funds.

Because these funds all bear
different levels of risk and volatil-
ity, research a fund before buying
it to ensure it’s a good fit.

I’m almost certain the low
volatility markets that have been
around since the end of the reces-
sion of 2009 have run their course.

In fact, as money flows from
one sector to another, I believe
there will be jaw-dropping up and
down moves in the markets.

As Yogi Berra once put it, “the
future ain’t what it used to be!”

As always, I will present ideas
from our trades here at Value-
Trend to help you profit through
the new stealth market.

Keith Richards, who’s based in
Barrie, Ont., is portfolio
manager of Value Trend/Wealth
Management. 

January 16, 2015 Vol. 47, No. 1

V O T E D  T H E  W O R L D ’ S  B E S T  I N V E S T M E N T  A D V I S O R Y

Keith Richards

INVESTMENT SMARTS

For TSX, 2014 was a very tough year 

Investor’s Digest of Canada can be found at www.adviceforinvestors.com

http://www.adviceforinvestors.com

