
 
 
Market Review as of May 31, 2013 
 

Despite several negative themes in the macroeconomic environment, the global stock market 
posted significant gains during the first five months of the year. The Japanese equity market was 
exceptionally strong over the period (33.77%), driven by the aggressive monetary stimulus from 
the Bank of Japan. The U.S. stock market also performed well with the S&P 500 finishing at a 
record high, having risen by more than 15% since January. While the U.S. has certainly been one of 
the best-performing economies recently, the pace of the rally slowed down in May after investors 
began debating when the U.S. Federal Reserve will start tapering asset purchases. European 
markets did not perform as strongly but still managed to gain 11.74% despite the results of the 
Italian elections, allegation of corruption in Spain, and the Cypriot banking crisis. The Canadian 
environment was definitely less favorable. In this context, the Canadian S&P/TSX advanced by 
2.99%. Finally, Emerging markets underperformed those of developed countries, while the MSCI 
Emerging Markets index gained only 0.21%. Overall, the MSCI World index delivered a significant 
positive return so far this year (14.47%), pursuing the strong rally which started at the end of 
2011. In May, global equities were performing strongly until the middle of the month when gains 
were pared back after markets reacted to the possibility of early liquidity withdrawals. Overall, the 
MSCI World index returned 1.44% during the month. European and U.S. equities led the way, 
while Japan underperformed for the first time in seven months.  
 
During the first five months of the year, nine of the ten sectors posted positive returns: mostly 
above 10%. The best sectors of the MSCI World index were healthcare (21.37%), consumer 
discretionary (21.01%), and financials (16.98%), while commodities were shunned by investors. 
Thus, materials and energy sectors have been clear laggards since the beginning of the year. 
 
*  Returns presented are those of the MSCI net indices in local currencies. 

 
  



 

Strategy Overview  
 

Hexavest’s investment approach consists of active management at multiple decisional levels 
(regional allocation, country selection, sector and industry allocation, stock selection, and currency 
management) in order to diversify the sources of added value and reduce related portfolio risk. 
Hexavest possesses an edge in analyzing macroeconomic factors and in identifying excesses at the 
stock selection level. The process is predominantly top-down and the primary decisions are 
governed by a fundamental analysis of macroeconomic factors and are supported by quantitative 
models. A great emphasis is placed on preserving investors’ capital. As a result, our portfolios 
typically have a value bias. 
 
Our top-down strategies account for approximately 80% of the process, while stock selection 
makes up the remaining 20%. Top-down strategies include region/country decisions, 
sector/industry decisions, and currency allocation, and depend on the analysis of three broad 
factors: macroeconomic environment, valuation of financial markets, and sentiment of investors. 
The vast quantity of financial and economic data readily available makes it difficult for any 
individual or any team to objectively process all the information at hand. This is why, over the 
years, our team has developed quantitative models aimed at supporting fundamental research. 
Our fundamental analysis is supported by proprietary quantitative models that act as validation 
tools. 
 
 

Performance Review 
 

As of May 31, the year-to-date performance of the Hexavest World Fund and the Hexavest 
Europac Fund were all strong and above their respective benchmarks (the MSCI World and the 
MSCI EAFE indices). The most significant drivers of outperformance were our region and country 
allocation, mainly as a result of our decision to underweight Europe and to overweight Japan. Our 
active currency management also added value to performance during the period. This positive 
contribution is mainly due to our decision to favor the U.S. dollar and to underweight the Japanese 
yen. Our sector allocation had a mixed impact: the positive contributions from our overweight 
positions in staples and healthcare, and from our underweight position in energy were offset by 
the negative impact of our underweighting in the financials and consumer discretionary sectors. 
 
 

 

  



 

Outlook 
 

The U.S. economy generally improved during the first quarter, but it is currently decelerating, 
impacted by austerity measures. Meanwhile, Europe remains in recession and other major 
economies are growing at a tepid pace. In our view, the global macroeconomic environment 
remains sluggish, and we expect the consensus to reduce its GDP growth forecast. World growth 
has continued to decelerate despite the flood of liquidity provided by central banks, which has led 
to more leverage, not less. We believe that money printing could help prevent another major 
crisis, but it does not translate into stronger and sustainable economic growth. For these reasons, 
our assessment of the macroeconomic environment vector stands at a double negative.  
 
On the valuation front, we borrowed from future growth to smooth out business cycles in the last 
decades. Today’s high public debt levels prevent governments from continuing on this 
unsustainable path. As a result, the real economy should be much more unstable and 
unpredictable than before, as should corporate earnings. We believe that equity markets deserve 
a discount in this type of environment. What’s more, massive liquidity injections from central 
banks have inflated the price of financial assets, including equities which are getting increasingly 
expensive. That being said, stocks may be the only liquid asset class left which isn’t in a bubble. For 
that reason, our valuation vector stands at a single negative. 
 

With regards to sentiment, the equity market rally that began in the third quarter of 2011 has 
accelerated since the beginning of the year. Equity prices have been pushed far in complacency 
territory by central banks, while global economic fundamentals have been weakening overall. 
From these levels, investors may well be disappointed. Our contrarian assessment of the 
sentiment vector is at triple negative. 

Thus, our outlook is negative for all three vectors (macroeconomic environment, valuation, and 
sentiment). But the liquidities injected by central banks have been the most important driver of 
stock market performance over the last couple of months, and we tactically reduced the defensive 
bias of the portfolios recently.  But markets seem to take fundamental factors into consideration 
again, and we are starting to see a shift in investor sentiment. We are getting closer to the point 
where we will reinstate a more defensive bias in the portfolios, most likely by increasing the cash 
level.  
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