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YEAR-TO-DATE PERFORMANCE
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Equity Markets
2019 Returns at Sept. 30
COUNTRY
Australia

STOCK INDEXES

TOTAL RETURN
(with dividends re-invested in native currency)

TOTAL RETURN
(with dividends re-invested in Canadian Dollars)

S&P / ASX 200

+22.49%

+14.06%

United States

S&P 500

+20.55%

+17.16%

Europe

Stoxx 600

+20.29%

+11.30%

China

Shanghai Composite

+19.32%

+11.48%

Brazil

Ibovespa

+19.18%

+7.64%

Canada

S&P/TSX

+19.07%

+19.07%

MSCI Global Index

+18.11%

+14.79%

Japan

MSCI Global Index

Nikkei

+10.76%

+9.79%

India

S&P BSE Sensex 30

+8.29%

+3.79%

Mexican Bolsa

+5.55%

+2.23%

Mexico
Data Courtesy of Bloomberg LLP
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Year-to-date, equity returns remain high for the
developed world with Australia and the United States
leading the pack. Those returns, however, are subdued
because the Canadian dollar strengthened against
almost all its peers. For example, Australian stocks
are up 22.49% in price but when converted back to
Canadian dollars, the return is only 14.06%.

mode with a tendency to overreact to news.
In North America, economic gains remain lopsided. On
one hand, manufacturing and industrial stock revenues
and earnings have slowed. They have produced less and
reduced their capital spending.
On the other hand, consumers drove growth on the
back of strong labour results and higher real estate
valuations. Unemployment remains low, hours worked
are high, payrolls are up and people are happily
spending money, especially in services and real estate.

Despite high year-to-date returns, most of the gains
came from the first four months of the year, with a flat
but volatile third quarter:
Days with a +1% move in the month and total
returns for the month for the MSCI Index
(in US Dollars)
MONTH

DAYS WITH A +1%
PRICE MOVE

TOTAL RETURN

January

6

+7.68%

February

2

+2.77%

March

3

+0.54%

April

1

+2.20%

May

4

-5.70%

June

2

+6.46%

July

1

-0.21%

August

11

-1.59%

September

2

+1.94%

This asymmetric economy means more risk from an
overreliance on a few key drivers. For example, if the
economy relies too much on growth in services, any
sudden weaknesses in the sector may have devastating
effects. Nonetheless, global economic health and
politics will be the main market drivers until consumers
lose confidence or job data weakens.
Reported earnings vs. Underlying economic growth
One common trend during periods of uncertainty is that
analysts and news outlets pick and choose data to back
up their viewpoints. An important thing to keep in mind
is that data can be framed with different underlying
assumptions.
Statistician Darrell Huff points out: "If you torture the
data long enough, it will confess to anything." One
example would be that companies are manipulating
their earnings per share (EPS) figures instead of
focusing on real, organic growth.

Data Courtesy of Bloomberg LLP

A lot of the volatility, especially in August, came from
softness in the global economic outlook and a few key
political issues, mainly the United States-China trade
war, the Brexit uncertainty, and the impeachment
inquiry in the United States.
Economically, the tone has been set by recession
concerns in the European Union and the global
manufacturing pull-back in response to the trade war.
This has led to falling government yields and lowered
global GDP expectations. While the year started strong,
both equity and bond markets are now in “wait and see”
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If a company has fewer customers and lower sales, one
might expect lower profits, but the reported earnings
per share figure can still be increased with high
inflation, tax cuts, and share buybacks. If you compare
real (inflation-adjusted) corporate earnings before
tax to reported earnings per share, they tell opposite
stories:
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How Companies Manipulate Their Earnings
Below, we compare
the daily return,
trading volume, and
price range (highest
price minus lowest
price, a measure of
price volatility) on
days when United
States President
Donald Trump
tweeted about the
United States-China
tariffs to days when
he did not:
Data Courtesy of Bloomberg LLP

In the table above, inflation-adjusted earnings before
tax (shown in orange) have actually fallen from January,
2012 to January 2019, while S&P 500 earnings per share
(shown in yellow) have risen during that time.
Increased earnings per share can be good because
it represents an immediate increase in the value of
shares. On the other hand, if the underlying profits
are decreasing, it can mean long-term weakness as
customers buy less or import more.
Generally, changes in earnings per share not reflected
in underlying earnings are harder to sustain. From
Liberty’s perspective, we want to avoid companies that
increase share value by managing short-term figures
or that rely on tax cuts. We prefer companies with a
strategy that provides sustainable, organic growth.

Data Courtesy of Bloomberg LLP

The data shows a clear trend: when President Trump
tweeted about tariffs, people traded more, the price
was more volatile and, on average, returns were
negative. Days without these tweets had less activity
and more positive returns.

A Twitter-based economy
One thing that speaks to the recent uncertainty and
volatility in markets is the impact of news on markets.
One of the biggest factors in daily returns in August was
Twitter.

3 | January 1 to September 30, 2019

While this isn’t reliable enough to drive a trading
strategy (you may have seen a related Volfefe index in
the news), it does speak to market instability and how
important sentiment has been lately. The tone of news
can change drastically from one day to the next, and it

© 2019 Liberty International Investment Management Inc.

depends less on fundamental changes in the economy
and more on reactions and speculation.

So, you want to be a dictator, do you? In the table above,
note that emerging market countries, essentially those
led by dictators, have to pay the highest rates to cover
the risk of non-democracy.

The take-away
In the face of volatility and political uncertainty, as
well as some economic risk, Liberty continues to
maintain a 20% cash position in the equity portion
of our portfolios. This allows us to participate in stock
gains while hedging against any sudden drops in the
market. Our turnover remains low while we focus on a
diversified set of long-sighted companies that should
weather any short-term uncertainty.

Bond Markets
10-Year Bond Yields
COUNTRY

COUPON

PRICE

Emerging Markets

In the developed markets, the United Kingdom also has
to pay higher rates than their European counterparts
because of the unknown future of Brexit.
And then there’s Greece, the 2011 punching bag that
had the world concerned that it would default on its
obligations. Today, based on its Current Yield, it appears
to have the same credit worthiness of the United States,
even though it carries only a B (High) credit rating – the
US credit rating is AAA.

Global yields continue to drop to all-time lows. In the
last newsletter, we mentioned yield curve
inversion and negative rates, and this trend
has continued with German interest rates now
CURRENT YIELD
dropping below zero. We will talk more about
yield curves and the implications of inversion
beginning on page 6.
6.88%

Turkey (USD)

7.63%

$105.11

Brazil (USD)

4.50%

$105.06

3.85%

Russia (USD)

4.38%

$107.34

3.46%

Mexico (USD)

4.50%

$109.36

3.34%

China

3.29%

$101.13

3.15%

Indonesia (USD)

3.40%

$104.79

2.84%

Chile (USD)

3.24%

$107.01

2.28%

Greece

3.88%

$121.49

1.42%

Developed Markets
United States

1.63%

$99.02

1.73%

Canada

2.25%

$106.59

1.51%

New Zealand

3.00%

$116.72

1.14%

Australia

2.75%

$116.65

1.01%

United Kingdom

0.88%

$101.68

0.70%

Germany

0.00%

$104.50

-0.45%

Japan

0.10%

$102.96

-0.19%

Data Courtesy of Bloomberg LLP
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In the charts below, you can see how interest
rates along the yield curve have moved since
last year. Compared to 2018, Canadian interest
rates have dropped roughly one-half of one
percent this year – the difference in the dotted
brown line to the solid blue line. The same
is true for the American and German yield
curves.
In the bar graphs at the bottom of each chart,
we’ve illustrated how much rates have fallen
and also the implied shape of the yield curve
as short-term rates (0 to 10 years) have fallen
much less than 30-year rates. When shortterm rates are higher than long-term rates,
you have what’s known as an inverted yield
curve. The importance is that it often implies a
coming recession.

© 2019 Liberty International Investment Management Inc.

willingness to experiment with
negative rates has put the economy in
an entirely new position.
With rates so low, governments
have fewer options if the economy
continues to weaken, and it’s not clear
how effective alternatives to ratecut-based stimulus will be. Japan has
been struggling to bring inflation up to
target ever since hitting negative rates
in 2016, and the country may serve as
a warning of protracted weakness as
the rest of the world turns to negative
rates.

Data Courtesy of Bloomberg LLP

In the meantime, the falling yields
and the attractiveness of relatively
safe bond markets has driven returns
upwards, with a 7.59% year-to-date
return for the Canadian bond universe
(proxied by the Desjardins Canadian
Universe Bond Index ETF) and 8.62%
for the US bond universe (proxied by
the Vanguard Total Bond Market ETF).

Data Courtesy of Bloomberg LLP

Data Courtesy of Bloomberg LLP

The main reason for low yields is that governments use
monetary policy to try to spur the economy in the face
of investor pessimism. If borrowing costs are lowered,
people and businesses should borrow more to spend
and invest and thus stimulate the economy. However,
the drawn-out recovery since 2008, alongside increasing
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Liberty’s strategy is to buy and hold
a laddered bond portfolio, which
means that the bond’s maturity dates
are balanced across a range of time
horizons to avoid some of the risk
of sentiment-based rate and yield
fluctuation that affect different parts
of the yield curve. And since we are
willing to hold the bonds to maturity,
price fluctuations throughout the
holding period aren’t as important as the generally
unaffected coupon payments. The biggest issue for
us in markets like these is that there are fewer bonds
available with attractive yields and prices.
Similarly, we have a passive, long-term perspective on
preferred shares. Our goal is to supplement the lower
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yield from equities with the higher yield and more
favourable taxation provided by preferred shares. The
addition of preferred shares also adds diversification
and reduces portfolio volatility. As with bonds, by
taking a long-term perspective, we’re not as concerned
about the price fluctuations from changing interest
rates, and more focused on the benefits we get from
the continued interest payments.

Since the tech company’s future is a bigger risk and they
are borrowing money for a longer time, you will expect
a higher interest payment. If you weren’t compensated
for the higher risk and longer term, you would always
prefer the safer, shorter government loan.

Our long term perspective on equities, preferred shares
and bonds means that, while we do still keep an eye
on market and economic conditions, we are not at all
concerned about recessions and corrections. In fact,
because of the cash position that we use to hedge,
instead of being a threat, falling markets give us an
opportunity to buy strong companies at deflated prices.

Yield Curve Inversion:
Does this indicate a coming
recession?
If you’ve been following the financial news lately, you’ve
probably heard about the inverted yield curve and
the heightened risk of recession. To make sense of the
headlines, we’ll give a brief overview of yield curves and
some of the implications of an inversion.
What is yield?
It helps to think of bonds and other fixed income as
loans. If you loan someone money, they will pay you
interest in return, either throughout the life of the loan
or by returning a larger amount at the end.
The amount of interest can depend on a few things,
especially how likely you are to get your money back
(riskiness), and how long you’ll have to wait for that
money (term). A one-month loan to the government
will have very different risk expectations compared to a
twenty-year loan to a tech start up.
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Yield is a figure that summarizes the payoff of the
loan relative to the loan amount. If you deposited the
loan amount into a savings account earning the yield,
you would end up with the same amount as the loan.
This way, yield combines all the different timing and
payments of a loan or bond into a single comparable
figure.
The trickiest thing to understand about yield is how it
changes. We’ll look at a 10-year bond paying 10% each
year as an example. If you buy it for $100, it’s the same
as depositing $100 in a savings account and earning the
10% yield for 10 years:

$100 EARNING
10%

BOND
INCOME
EARNING
10%

START

$100

$0

YEAR 1

$110

$10

YEAR 2

$121

$21

(Previous $10 earning 10% +
$10 payment)

YEAR 3

$133

$33

(Previous $21 earning 10% +
$10 payment)

YEAR 4

$146

$46

YEAR 5

$161

$61

YEAR 6

$177

$77

YEAR 7

$195

$95

YEAR 8

$214

$114

YEAR 9

$236

$136

YEAR 10

$259

$259

Note: the final bond payment is $10 interest plus the repayment of the original $100.

But what if high demand for the bond drove the
purchase price up to $110 dollars? In that case, the
$110 deposit at 10% would out-earn the bond (whose
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payments are unchanged by demand), so our 10% yield
must be incorrect (that’s because you’ll have a capital
loss on the bond at maturity):
$110 EARNING 10%

BOND INCOME EARNING 10%

START

$110

$0

YEAR 1

$121

$10

YEAR 2

$133

$21

YEAR 3

$146

$33

YEAR 4

$161

$46

YEAR 5

$177

$61

YEAR 6

$195

$77

YEAR 7

$214

$95

YEAR 8

$236

$114

YEAR 9

$259

$136

YEAR 10

$285

$259

A typical yield curve in a rising economy.

Instead, the rate that equates the two and represents
your earnings over the life of the bond is 8.48%, which is
our yield for the bond at a price of $110:
$110 EARNING 8.48%

BOND INCOME EARNING 8.48%

START

$110

$0

YEAR 1

$119

$10

YEAR 2

$129

$21

YEAR 3

$140

$33

YEAR 4

$152

$45

YEAR 5

$165

$59

YEAR 6

$179

$74

YEAR 7

$194

$91

YEAR 8

$211

$108

YEAR 9

$229

$127

YEAR 10

$248

$248

Notice the very important relationship: as the price
went up from $100 to $110, the yield fell from 10% to
8.48%. Price and yield move in opposite directions. If
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you already hold a bond, falling yields are good because
it means your bond is worth more. You can think of it
as the fixed rate that your bond pays becoming more
attractive as prevailing interest rates fall, so people are
willing to pay more to buy it from you. On the other
hand, if you need a buy a bond, falling yields are bad
because it means you will have to pay more.

A yield curve is just a collection of individual bond
yields across different maturity dates. Plotting from
the shortest-term to maturity to the longest-term to
maturity shows the relationship between interest and
time horizon. Different things affect the yield curve at
different time horizons.
For example, the base interest rate in an economy is
usually the short-term (overnight) rate set by the central
bank. This is the rate you usually hear talked about
in financial news. If the central bank raises this rate,
people will naturally expect more interest from shortterm bonds to match the increase.
However, the change in short-term rates also changes
expectations for all other time horizons. If you can
earn 2% on a one-year loan, you will ask for more than
2% from a ten-year loan to make up for the longer
commitment. This leads to the upwards slope that we’d
expect from a typical yield curve—as the time horizon
increases, the interest rate increases.
If the one-year rate increases from 2% to 3%, you
can also expect the 10-year rate to increase so that it
continues to reward longer and riskier loans. In theory,
this gives the central bank some ability to influence the
entire curve just by changing the short-term rate.
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Of course, it’s never that simple. If investors expect a
recession, they will look to long-term bonds for safety.
As we mentioned in the example above, when yields are
falling, it’s better to already hold a bond than it is to buy
a bond.
If investors are expecting falling yields, then buying
long-term bonds is a way to lock in a higher interest rate
and buy at a lower price before it rises. This search for
protection and stability is often called a flight-to-safety.
As more demand builds for longer-term bonds, the
rising price and falling yield lowers their yield. Since the
demand is focused on the longer end of the curve, the
overall curve flattens and eventually inverts. Because
recession expectations shaped the curve, people look at
inversion as a signal for potential recession.

An inverted yield curve.

Another thing to keep in mind is how long the inversion
lasts. Since expectations drive the curve, a brief
inversion can reflect uncertainty, volatility, and even
confusion more than it reflects well-grounded longterm expectations. A longer, protracted inversion is
like turning the fire alarm off only to have it start back
up again—it’s more likely that something is seriously
wrong.

Note: periods of inversion during recession backed out, and short-term (<30d) fluctuations in spread above zero were ignored

Is inversion a cause of recession?
An inverted yield curve is like a smoke detector going
off. Something is wrong, but is your house going to burn
down? A smoke detector doesn’t differentiate between
your dinner burning in the oven and a bonfire in your
living room, but it does mean there’s smoke in the air.
The most popular measure of inversion looks at the 10year and 2-year yields. The curve is considered inverted
when the difference (usually called spread) between
the two is negative, which means the yield for a twoyear term is higher than for ten years.
As a rule of thumb, yield curve inversion is a strong
signal that a recession will happen within two years.
Keep in mind that there is actually about a 40% chance
that a recession is expected within the next two years
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regardless of the yield curve. The question is when a
recession will happen, not if it will happen.

The most recent yield curve inversion in August has
had the shortest duration on record when adjusted
for short-term fluctuations. It also coincided with a
period of high sentiment volatility driven by the trade
war and international uncertainty. This does not mean
that the signal should be ignored, but it does mean that
the likelihood of recession at a given time is still a big
question mark.
There is a good chance—but not a guarantee—of a
recession beginning in the next two years. For now,
there’s been a lot of new and weird cooking going on in
the kitchen and the smoke detector is quiet again. An
important thing to keep an eye out for will be the yield
curve inverting again or other signs of economic trouble.
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But this time it’s different!

hand, the same global issues that drove investors to US
bond markets can also contribute to a US recession.

A final thing to keep in mind is that the economic
landscape can change, and the temptation to believe
that history will finally stop repeating is as strong as
ever. A new circumstance this time is that global yields
are at their lowest, with the United States being one
of the few remaining major economies with positive
yields.
If flight-to-safety inverts the yield curve, then global
investors flocking to long-term US bonds can shape the
curve far beyond local recessionary forces. On the other
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This is a new situation and the only thing we can be
sure about is some serious uncertainty and investor
apprehension. There are data and arguments out there
for bulls and bears to pick and choose from, and usually
an opportune tweet will end up shaking the market
more than any concrete economic factor. That’s why
Liberty takes on a strategy that doesn’t rely on yield
expectations—so our clients don’t have to worry about
the latest doom and gloom headline.

© 2019 Liberty International Investment Management Inc.

FUN WITH MATH:

The Importance of Investing Early
It’s something that you’ve probably heard before: The earlier you start saving for
retirement, the better. We’ll take a look at why it helps to invest early and the
consequences of starting later while counting on earning a higher salary to be
able to save more.

“

The best time
to plant a
tree was 20
years ago. The
second-best
time is now.

There are two things to keep in mind about savings, and they’re both clichés
because they’re true. The first is that you can put your money to work for you.
The second is an old proverb: "The best time to plant a tree was 20 years ago. The
second-best time is now."
The key to investing is that your investment returns also earn their own return, so
there is a cumulative benefit. This compounding effect from returns on returns
isn’t the same over time—it actually increases exponentially. The table below
shows this effect in action.
Principal is the amount of money you actually deposit, while interest is the return
accumulating over time. All the calculations for the rest of this section are based
on end-of-year deposits earning 7.95% annually, but the principles are generalized
as rates and timings vary:

”
Interest earned is always a good thing, but you can see that if you start investing
early enough, your interest ends up being responsible for more of your total
savings than the money deposited.
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One thing that people are tempted to do is start saving
later in life when their salary is higher. This works, but
you will never achieve the same return on investment as
you would have if you started earlier.
And, if you start saving the year you retire, you will need
to deposit your entire savings goal all at once. If you
start 45 years earlier,
you will only need to
deposit a fraction of
your savings goal, and
the contributions will be
spread out over time.
The table below shows
the distribution of
total cash deposits and
interest earned for the
same retirement goal,
depending on when
you started. Remember
that the less you need
to deposit yourself, the
more money you have for vacations and other qualityof-life purchases.
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Look at what happens when Jill saves $1,200 a year
from age 20 ($54,000 total over 45 years) compared
to Jack who saves $8,100 a year from age 45 ($162,000
total—three times as much as Jill). Even though Jack
contributed so much more than Jill, he still retired with
less money. Jill had the advantage of starting early and
letting compounding do the rest.

An important take-away is that it’s always better to start
saving as early as possible, even if you just save a small
amount. A corollary
is that starting later
is not an excuse to
avoid saving. Even if
you start late, you’ll
still get the most
benefit by saving as
much as you can as
soon as you can.
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CLIENT QUESTIONS
Why do you prefer to buy equities in October?
Since 1960, and on a calendar basis (January to
December), the annual compound return (dividends
included) of the S&P 500 Index has been 8.42%. From
October to October, however, the S&P 500 Index has
earned a return of 12.9%. So, why the difference?

four. In 2018, the strategy didn’t work as the market fell
20% from September through December.
Going back to October 2008, the Liberty stocks’ average
returns have been 18%, much higher than their calendar
returns of 12%. The best five have been:

Most large stock corrections have occurred during
September and October, causing the stock market to
trade near its calendar lows. We like the 3rd and 4th
weeks of October as buying opportunities after all the
sellers get out of the market. And if returns can be 50%
higher, the odds of eventual success improve.
One caveat, however, is that the strategy isn’t foolproof.
The success rate has been about 75%, or three years in

COMPANY

SYMBOL

OCTOBER-TO-OCTOBER
RETURN SINCE 2008

NV5 Global

NVEE

44.2%

Heico Corp.

HEI

31.5%

Enghouse Systems

ENGH

31.3%

Alimentation Couche-Tard

ATD.B

31.2%

Teleperformance SA

TEP FP

28.1%

Why don’t you like to actively trade stocks?
We want all the nickels and dimes accruing to our
clients, not to the brokers or custodians. The less you
trade, the more you get to keep and the higher your
performance will be. Also, you don’t lose the dividend
growth earned by holding the shares nor do you incur
capital gains tax that active traders face.

If the stock goes up 10%, they have a total return of
42% and, more importantly, if the stock falls 10%,
they’re still up 22%.
Therefore, the higher the yield-at-cost goes, the
more downside protection they gain when the
stock price falls.

Consider this scenario of two investors:
A. Investor A buys the equivalent of 1,000 shares
of CN Rail in 1998 for proceeds of $6,655 (including
a $10 commission) and doesn’t touch it. They also
re-invest the shares as they don’t need the income.
By September of 2019, their shares are worth
$114,780 and they have been paid $14,981 in
dividends. Their yield-at-cost is 32.3%, meaning that
they are making 32% on their investment, plus or
minus the stock price move of CN Rail that year.
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B. Investor B reminds us of some mutual fund
portfolio managers and do-it-yourself investors. A
study by Dalbar Research in 2010 showed that the
average turnover rate of Canadian equity fund
managers was 120%, meaning that by October of
every year, they had bought and sold the equivalent
of every stock position in their portfolio at least
once.
This creates higher transaction costs including
commissions, bid/offer spreads and taxes. That’s
why 85% of mutual fund managers never beat their
benchmark. They are considered “cowboys” in the
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industry, believing they can outperform the market
by actively trading.
For the do-it-yourself investor, trading actively may
be linked with emotion or just the fact that it’s a lot
of fun to go in and out of positions without thinking
of the costs associated with it. And don’t forget, the
marketing arms of the banks and brokers want you
to trade as that’s how they make their money.
Anyway, Investor B buys an equal amount of shares
as Investor A in 1998 but, instead of holding on to
the shares, they sell after a 50% rise in the price
and sit on the sidelines until the stock either drops
20% when they get back in or chase it after it rises
another 20%.

By September of 2019, their shares are worth
$58,967 and they have earned $7,411 in dividends,
only half the returns of Investor A. They have also
paid $140 in commissions to buy and sell and paid
$17,414 in capital gains tax to the government.
As a result, Investor A has a better chance of
growing their investments and retiring early. They
have also improved their odds of not running out of
money in their lifetime.
The moral of the story is this: Keep your turnover rate
as low as possible. Invest in businesses and ignore the
desire to trade actively. At Liberty, we have not sold
a stock in two years because we haven’t had to. As a
result, we’ve captured the full value of the dividends
and the nickels and dimes are accruing to the clients.

Why am I paying accrued interest when a bond is purchased?
When you buy a $1,000 par value bond with a 5%
coupon that matures on April 30, you will receive $25
in interest on October 30th and April 30th. However, if
you buy the bond on any other date, you will have to pay
“accrued” interest to the seller.

For example, if you purchased the bond on May 31st, you
would owe the seller 31 days of interest. That’s because,
on October 30th, you’ll get the full amount of the $25
interest payment even though you didn’t own it for the
entire 6 months.

Why don’t you just buy a portfolio of Canadian banks and hold them forever?
The simple answer is to avoid correlation risk, the
greatest danger to an individual’s equity portfolio. It
is rarely mentioned in the Chartered Financial Analyst
(CFA) programme but should contain a chapter on it.
Sadly, many of our industry peers don’t heed this risk.
Anyone can spot it by looking at their portfolio holdings.
Here’s why:
Consider an investor who has $1 million and has reached
retirement at age 55. They need to withdraw $70,000
a year for living expenses and taxes. Their portfolio
consists of only Canadian bank stocks, deemed to be
safe and secure and in no doubt of bankruptcy because
they are backstopped by the Bank of Canada.
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In the first year of retirement, say 2008, the market
drops 40%. The value of the portfolio falls to $600,000
less the $70,000 drawdown, leaving the investor with
$530,000.
When a market drops 40%, the $1.00 of value drops to
$0.60, meaning the market then must rise 67% just to
return to breakeven.
In the next decade after 2008, the banks averaged a 7%
total return, but that wasn’t good enough. The money
runs out at age 82.
Investors shouldn’t be blind to the fact that having all
their eggs in one basket can lead to ruin.
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Pundits have said to avoid European stocks because of the poor economy and Brexit fears. So why do we own European
stocks in our portfolio?
The short answer is that it isn’t where the companies are
domiciled, it’s where their revenues are earned and how
good a company they are.
Year-to-date, our European stocks are up a collective
average of 21.5%, three and one-half percent higher
than the Euro Stoxx 600 Index, which is up 18.0%.

When we consider all 85 stock names in which we’re
invested, it doesn’t matter what country they call their
home base. Their performance characteristics are
essentially the same and follow the growth of their free
cash flows, not their home countries.

OTHER NEWS
It’s been a busy year at Liberty. To date:
→→ We’ve opened a satellite office in Montreal helmed
by Annie Bertrand (annie@libertyiim.com) to
manage Liberty clients in Ottawa, Quebec, New
Brunswick and Newfoundland. David will still travel
to Ottawa but only once a year, while Annie will
cover the second visit.

→→ Thomas Zagrobelny, head of our research /
analytics team, has officially received his CFA
credentials, giving us three CFA members (Brett
Girard, Merab Nathaniel-Alam and Thomas). In fact,
Thomas wrote most of this quarter’s newsletter.

→→ In June, we hired two new analysts, Audrey Leung
and Victoria Zhang for our operations and research
teams. Both are Bachelor of Commerce holders
and they have already passed Level 1 of the CFA
programme. They’ll begin their Level 2 studies in
January.

If you have any questions, let us know.
David Driscoll
President & CEO

Brett Girard CPA, CA, CFA
Portfolio Manager & CFO

The commentary in this newsletter should be considered general commentary only. The above language is intended for informational purposes only and is not intended
to constitute accounting, legal, tax, or investment advice. You should consult directly with a Liberty professional before acting on any information in this newsletter.
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