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During the first half of 2013, the U.S. economy muddled along while Europe remained stable, but in 

recession. Canada’s economy continued to slow, due in part to a stronger dollar and softer demand 

from China. The growth rate in Japan picked up noticeably following Japanese policymakers’ 

implementation of an aggressive stimulus plan this past April, hoping to raise inflation to 2% within 

two years. The subsequent weakness in the Yen boosted the prospects of the country’s exports. 

Chinese growth remains imbalanced with credit fuelled growth driving excess capacity creation in 

many basic industries. The U.S. Federal Reserve announced that it would look to wean investors off 

the massive liquidity provided to markets since the crisis began in 2007-2008.  The initial 

announcement of these changes had an adverse effect on financial markets as market interest rates 

rose along with volatility. 

Industrial activity remained slow globally, owing in part to a weakening in demand from emerging 

markets, which weighs on the price of most materials. The price of gold declined significantly in the 

first half of the year due mainly to the rise in real interest rates. 

After a couple of months of less than inspiring returns from the world’s financial markets, July saw a 

strong rally, almost across the board.  The main driver of the rally was dovish comments from Fed 

Chairman Ben Bernanke in his mid-month testimony to Congress, where he took pains to push back 

against the perception that any kind of tightening is imminent.  Other news on the economic front 

showed home sales in both the U.S. and Canada rebounding as well as Q2 Real GDP and employment 

data surprising to the upside.  Commodity prices also rallied in July with gold and oil leading the 

way.   
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Geopolitical events once again came to the forefront in the month of August, giving people things 

other than the prospect of higher interest rates and less monetary stimulus to think about.  The 

alleged use of chemical weapons in Syria and the removal of President Morsi in Egypt put the world 

somewhat on edge.  The result was a month of mostly poor performance in the world’s equity and 

bond markets.  The Canadian market actually proved to be a bright spot, however this could mostly 

be attributed to a strong rebound in the price of gold and its resulting benefit to gold and precious 

metals stocks.   

 

We are now in the midst of second quarter earnings season, and indications are that most companies 

are reporting earnings at or around the level expected by the market.  In recent quarters 

approximately 70% of companies in the S&P 500 have posted earnings that have met or exceeded 

expectations.  Leading indicators continue to point to mundane economic growth and low inflation.  

While we have seen a very strong run in (particularly foreign) equity markets over the past twelve 

months, we are still confident that a bias towards high quality, less cyclical stocks is merited.  The 

sustainability and predictability of earnings growth is a key factor in our company and industry 

analysis and will always lead to portfolios made up of leading companies.   
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Canadian Equity 

Portfolio Review 

The combination of an underweight in Materials and strong stock selection within Financials has 

helped pace the portfolio ahead of its benchmark by 5.9% year-to-date (gross of fees) and achieve a 

positive absolute return. Our overweight in Consumer Staples has also been beneficial, as investors 

have looked to non-interest rate sensitive, but still defensive names to offset weakness in other sectors 

of the market.   

 

Canadian Equity Sector Weightings 

 

Individual stock highlights year-to-date include insurer Manulife Financial Corporation which is 

responding well to the prospect of higher interest rates and Potash Corporation of Saskatchewan Inc 

which increased its dividend by twenty-five percent, a rarity in the sector.  Grocer Loblaw Companies 

Limited has posted encouraging sales results and also increased its dividend, in advance of the launch 

of a Real Estate Investment Trust (REIT), to realize the value in its underlying real estate assets. 

During July the friendly takeover of Shoppers Drug Mart by Loblaws was announced.  Both stocks 

rallied nicely, hitting 52 week highs.  The deal is intended to put the merged company in a better 

position to counter the influx of the mega stores such as Walmart and Target into the Canadian 

market.  Going forward, consumers will likely see President’s Choice food in Shoppers’ stores and 

Life brand products on Loblaws shelves. There will also be substantial cost savings over time. 

Market Outlook and Portfolio Strategy 

While Western economic growth seems to have stabilized, the prospects for growth have now 

lessened, following the recent announcement from The Federal Reserve that it will be reversing its 

monetary policy stance, essentially diminishing the support to financial markets with an eye to 

stopping it completely in future. Financial markets were shaken by the news.  At this point The Fed is 
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clearly more worried about the problematic dependency of government intervention and lack of 

economic growth, rather than more volatility. These developments will likely further increase 

instability.  Prolonged sluggish growth is expected for the foreseeable future.  

Our conservative portfolio of quality stocks is well suited for the present economic environment and 

continues to provide strong returns. It has been carefully constructed to dampen the impact of 

volatility, as well as to provide sustainable income over the long term. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This document is provided for information purposes only to clients of Jarislowsky, Fraser Limited (JFL). All opinions and estimates contained in this report 

constitute JFL's judgement as of the time of writing and are provided in good faith. All data, facts and opinions presented in this document may change without 

notification. This is not a solicitation for business.  Past performance is not a guide to future performance. Future returns are not guaranteed. No use of the 

Jarislowsky, Fraser Limited name or any information contained in this report may be copied or redistributed without the prior written approval of JFL 

 

.Sources: Jarislowsky, Fraser Limited, MSCI Inc., S&P Financial Services LLC., TSX Inc., PC Bond Analytics, Global Industry Classification Standard (GICS) by 

MSCI and Standard and Poor's ,Wilshire Atlas Analytics, Bloomberg, RBC Capital Markets. 


