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Equities

During the first quarter of 2021, depending on
investment instrument or currency, market returns
were all over the map. That’s because of:
→ Rising interest rates
→ A jump in commodity prices
→ A rotation from growth stocks to value stocks to
cyclical stocks

To grow their businesses, small-cap stocks need cash
and a lot of it to help solidify their business models.
That’s why small-cap returns were so high in January
and February. As interest rates crept higher, however,
small-cap returns in March turned negative.

→ A potential return of inflationary forces in the
form of higher prices
→ A demand for higher income in the form of
preferred shares
The table on the next page illustrates this. We believe
it’s a stock-picker’s market, not one that favours
owning index funds. What worked last year isn’t
working this year. Note that the Nasdaq Composite Q1
return was 1%, compared to 42% in Canadian dollars
in all of 2020.
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In the first quarter of 2021, the big winner in equities
was the Russell 2000 small-cap index, up almost
11% converted into Canadian dollars and including
dividends re-invested. Positive small-cap performance
is often an indicator, like a higher move in commodity
and industrial stocks, of the economy coming out of
recession.

The end of the SPAC bubble
This slowdown in performance coincided with the
ebbing demand for Special Purpose Acquisition
Companies (SPACs). These companies are shell
corporations listed on a stock exchange with the
purpose of creating a pool of money to acquire a
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Benchmark Total Returns in Canadian Dollars
(January 1, 2021 to March 31, 2021)
JANUARY
RETURN

FEBRUARY
RETURN

MARCH
RETURN

TO MARCH 31, 2021
RETURN

Canada (TSX Composite Index)

-0.55%

4.36%

3.87%

8.06%

U.S. (S&P 500 Index)

-0.75%

2.03%

3.24%

4.54%

NASDAQ Technology Index (CCMP)

1.72%

0.29%

-0.62%

1.38%

Equities

Europe (Euro600 Index)

-1.19%

1.35%

2.50%

2.64%

World (MSCI Global Index)

-0.70%

1.87%

2.25%

3.44%

Small-Cap (Russell 2000 Index)

5.32%

5.48%

-0.10%

10.97%

Emerging Markets (MXEF)

2.99%

0.77%

-1.51%

2.21%

Canada Mid-Term Corporate Bond Index

-0.19%

-2.69%

-0.90%

-3.76%

Canada Long-Term Corporate Bond Index

-2.23%

-3.04%

-3.57%

-8.59%

Canadian Real Return Bond Index

-2.43%

-4.38%

-0.98%

-7.62%

Canadian Preferred Share Index

3.41%

5.09%

3.17%

12.12%

US Long-Term Corporate Bond Index

-2.54%

-4.04%

-3.53%

-9.79%

US Preferred Share Index

-0.99%

-0.92%

2.37%

0.42%

Fixed Income

Data Courtesy of Bloomberg L.P.

private company. In 2020, SPACs raised a record $82
billion USD.

European stock returns,
weaker than North
American indexes, may
outperform their U.S.
counterparts this year
despite concerns over
the slow vaccination pace
and lockdowns in major
economies like France and
Italy.
Even as it flirts with a
record high, the broader
Stoxx Europe600 Index
trades at a discount of
about 21% to the S&P 500
based on its 12-month
forward earnings. The
Stoxx600 has lagged the
U.S. S&P 500 in all but two

years of the past decade.

According to Brandon Kochkodin in a Bloomberg article
on April 17, 2021, “Since it hit its peak in mid-February,
the broader SPAC market is down an average 23%. Too
much supply is part of what did SPACs in. Dozens of
new deals -- many of them minted by celebrities -- hit
the market every week.”
Meantime, academic analysis shows investor returns
on SPACs post-merger are almost uniformly heavily
negative. Usually, sponsors of the flotation of the SPAC
earn millions while the actual investors in these shell
companies often bear the losses.
Geographical performance
From a geographical perspective, the Canadian TSX
Composite stock index rose 8.06% during the quarter,
helped by higher commodity prices for the resource-
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listed companies and by
higher interest rates for the
banks.

In the rest of the world, results were muted. The
Emerging Market stock index (MXEF) did well during
2021’s first two months but was the worst performer
in March. Higher US Treasury yields and a stronger US
dollar put an end to its rally.
The higher returns offered for risk-free investments
in the United States could drive even more money
away from emerging markets. Also, the slow pace of
vaccine rollouts in many developing nations threaten
to reduce growth in those economies.
Financials and commodities shone in Q1
Financials have the heaviest weighting in the European
Stoxx 600 among industry groups, comprising about
16% of the benchmark, compared with around 11% for
the S&P 500.
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Bonds

With higher interest rates, European banks have
grown faster than the average. One stock we own,
Svenska Handelsbanken, rose 20% in Q1, thanks to
higher rates and a resumption of its 4% dividend.
In the commodity space, oil was up 24%, while copper
(up 13%) aluminum (up 12%), corn (up 20%) and
soybeans (up 9%) also followed higher.
Not all commodity prices, however, kept pace as gold
(down 10%), nickel (down 3%) and silver (down 7%) fell
as Covid19 lockdowns weakened global demand.
On the back of these higher
resource prices, the Canadian
dollar rose. In turn, this aided the
TSX Index’s gains. That’s because
foreign investors moved money
into Canadian investments,
sending the Loonie higher toward
80 cents to the US dollar. In the
first quarter, the Canadian dollar
was up 1.3% versus the US dollar
and 4.0% against a basket of
global currencies.

Since the beginning of the year, the table below shows
how Canadian government bond yields and prices
have changed. Note, these are just price changes, not
total returns, unlike the table above.

Impact of Interest Rate Changes
GOVERNMENT OF
CANADA BONDS

YIELD ON
DECEMBER 31, 2020

YIELD ON
MARCH  31, 2021

INCREASE
IN YIELD

PRICE
CHANGE

2-year

0.20%

0.23%

+0.03%

-0.09%

5-year

0.39%

1.00%

+0.61%

-2.57%

7-year

0.46%

1.26%

+0.80%

-5.19%

10-year

0.68%

1.56%

+0.88%

-7.44%

30-year

1.21%

1.98%

+0.77%

-16.52%

Data Courtesy of Bloomberg L.P.

A strengthening Canadian dollar helps your personal
spending as you can buy more imported goods.
However, it hurts your investment portfolio because
all the foreign investments show a weaker value when
converted to Canadian dollars.
Liberty portfolios are set up this way to protect you
against negative movements in the Canadian dollar to
help keep your personal spending power growing. This
is known as a natural currency hedge without paying
for the high cost of currency forwards and options.
We’re not bothered by a stronger Canadian dollar
because it helps buy more of the foreign investments
at a cheaper price. Don’t forget, over a 10–20-year time
horizon, currency risk becomes benign.
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On the fixed income side, higher interest rates hurt
bond performances in the first quarter of 2021.
Investors who had asset mixes that combined both
stocks and bonds realized muted returns this year.
More on this in the Q&A section below.

This table shows the price sensitivity of bonds with
different maturity dates. This is known in the bond
world as duration.
How duration works
Duration measures how long it takes, in years, for an
investor to be repaid the bond’s price by the bond’s
total cash flows (the annual interest payments).
Duration is also a sensitivity measure of a bond’s price
to changes in interest rates. In general, the higher the
duration, the more a bond’s price will drop as interest
rates rise and vice versa.
For every 1% change in interest rates (increase or
decrease), a bond’s price will change approximately 1%
in the opposite direction, for every year of duration.
If a bond has a duration of five years and interest
rates increase by 1%, the bond’s price will drop by
approximately 5%.

© 2021 Liberty International Investment Management Inc.

Therefore, the longer the duration of a bond, the
greater the price risk. The problem in today’s low
interest-rate environment is that holding short-term
bonds with low duration provides little income. In the
table above, a 0.23% yield on a 2-year bond doesn’t
come close to covering a 1.50% inflation rate.
Alternatively, owning a 30-year bond provides
investors with a real return after inflation (about
0.48%) but that investor has to absorb price volatility
as the bond price plummets in the short-term.
This is, however, only a short-term unrealized loss
unless it’s sold. Owning a laddered-bond portfolio
helps provide some protection against negative price
movements until rates increase enough where the risk
eventually equals the reward.
Preferred Shares
Preferred shares had a stellar first quarter as the
average total return for rate reset preferred shares
was 12.12%. For investors who own a mix of bonds and
preferred shares, the preferred share gains helped
offset some of the unrealized bond losses.
Preferred share performance in Q1 was the result of:
→ Rising interest rates – rate reset preferreds do
well during these times
→ Higher effective yields – compared to bonds,
preferred share yields are around 5% (much
higher than the yields shown in the bond table
above)
→ Equity markets were strong – preferred shares
do well when equity markets rise because they
are quasi-equity securities

have been called in favour of LRCNs (Limited
Recourse Capital Notes). The issuing firm
now gets to deduct the interest on the LRCNs.
Dividends paid by the firm’s preferred shares
were not tax deductible.
Market Summary
To summarize, the stock market has moved higher in
anticipation of a return to economic normalcy, with
corporate profits expected to rise about 25% from
their lows. If this occurs, current market valuations
would be slightly overvalued. If earnings growth does
not live up to expectations, we could see a market
correction in future quarters.
Or, if geopolitical risks rise, such as an invasion of
Ukraine by Russia or Taiwan by China, the stock
market could tumble because of a “risk-off” mentality.
To ensure capital preservation, investors would sell
stocks to go hide in the safer bond market as bonds
are historically half as risky as stocks.
If inflation surprises to the upside, regular bonds could
continue to underperform, while inflation-protected
securities should hold their own. If inflation continues
to be benign, bond prices could hold steady or even
rise.
The best way to invest in these times is to have a fully
diversified portfolio with investments in a myriad
of instruments to help preserve capital and not get
whipsawed by market gyrations.
CNBC’s Jim Kramer’s axiom is, “Bulls make money,
bears make money but pigs get slaughtered.” Having
too much money in one investment can quickly lead
an investor to the poor house.

→ Lower supply / liquidity has helped boost prices
– bank and insurance rate reset preferreds
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INVESTING FOR MILLENNIALS – ANSWER THESE THREE
QUESTIONS TO DETERMINE YOUR APPROPRIATE ASSET MIX
By Audrey Leung
Deciding on your asset allocation is a crucial part of
investing, yet to some do-it-yourself investors, it can
be a real head-scratcher.
Simply put, an investor’s asset mix is the percentage
distribution of asset classes within a portfolio.
Common asset classes include stocks, bonds,
preferred shares, commodities, collectibles, real estate
and cash.
Asset classes with higher returns, like equities,
typically have higher risks, while those with lower
risks, such as bonds, offer lower returns. Therefore,
a notable benefit of mixing asset classes is
diversification to reduce risk.

For example, if you wish to buy a house in five years,
you’ll need a down payment, money that cannot be
put at risk. If this is invested in stocks and the market
falls 40% right before you need the money, you may
not be able to make the down payment and finance
the house purchase.
An investor with a longer time horizon, say a 25-yearold saving for retirement, is usually comfortable
taking more risk. Contrarily, a 35-year-old raising a
child may need to take lower risk, because they may
need some money sooner.

What are your investment goals?
A simple desire to get rich quickly is not a good
strategy. Instead, investors should answer these
questions to determine their asset mix:
→ What are your specific needs and wants?
Do you want to travel the world? Would you like to buy
a car or a house? Are you planning to have children? Do
you want to live a comfortable life, not overly troubled
by finances?
→ Where do you want to be in 5 or 10 years, or even
longer? What will you need financially to get
there?
Be realistic. List your goals on a piece of paper. Sort
them in order by prioritizing the ones most important
to you.
What is your investment time horizon?
Your investment time horizon goes hand-in-hand
with your goals. When do you plan to take money out?
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This has a critical impact on the liquidity needs, thus
driving the asset mix as you will need to consider the
risk level of your portfolio, giving up some return in
order to earn income.

You may have heard of the “100 minus age” rule of
thumb, where you determine your stock allocation
percentage by subtracting your age from 100.
However, your asset mix should not just depend on
your age.
A good illustration is a 70-year-old with an investment
account for their grandchildren. If they followed the
rule of thumb, only 30% of the portfolio would be in
stocks. Yet, if they intend to give the money to their
grandchildren, the portfolio has a longer time horizon
than just their lifespan and a 100% equity portfolio
might be more appropriate.
What is your risk tolerance?
This is the trickiest question of all three. Your risk
tolerance is your willingness and ability to take risk for
potential returns. Ask yourself, “What size of losses
are you able to handle? Would you be okay with a 20%
loss? How about 40%?”
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If you are an aggressive risk-taker, you may put more
money in stocks for higher possible returns. On the
other hand, if you are conservative, you might want to
invest in bonds because of the lower risk and higher
safety.
After answering these questions, you should have a
better understanding of what asset mix is best suited
for you.
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Over time, it’s important to review these questions
and update the answers accordingly. If your goals
change, such as an opportunity to start a business,
you need to alter your asset mix to best represent your
needs. Owning a business carries with it equity-like
risks.
Above all, investing is about balancing risk and return
to help you meet your goals.
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FUN WITH MATH: HOW SHARE
BUYBACKS KEEP A CEO’S JOB AND
MAINTAIN THEIR LAVISH LIFESTYLE
By David Driscoll
Every March, I am tasked with the proxy voting of client shares for
the various companies that we own. Looking through the proxy
information, I continue to be disappointed with the largesse of
executive pay, the lack of backbone by the Board of Directors who are
essentially sycophants of the Chief Executive Officers’ agenda, and
how share buybacks have helped pad the CEO’s lavish lifestyle.

“

I’ve never been
a fan of share
buybacks
because it’s the
shareholders’
money, not the
executives’ cash to
play with.

”

I find it especially egregious during an era when the rich have gotten
richer and the poor have essentially been displaced in society.
Share buybacks are a strategy of buying shares in the open market
to reduce a company’s total outstanding shares. By doing so, the
earnings per share (EPS) rises as the share count falls, resulting in
faster-than-normal EPS growth. The CEO can then take credit for the
profit growth that isn’t of their doing but be paid handsomely for it.
I’ve never been a fan of share buybacks because it’s the shareholders’
money, not the executives’ cash to play with. I’ve always believed
that shareholder cash can be better used to grow the company than
artificially reducing the share count.
I recently reviewed 20-year data of the Dow Jones Industrial Index of
30 companies from 2000 to 2020, including:
→ Revenue Growth – to get an idea of whether a company’s
sales growth was keeping up with economic growth, or Gross
Domestic Product (GDP)
→ Outstanding Shares – to get an idea of the level of share
buybacks executed each year
→ Annual net income and diluted earnings per share according
to GAAP (Generally Accepted Accounting Principles) to remove
any adjustments and multiple accounting tricks
→ Compound annual share price growth to determine if the
companies have kept pace with overall stock market returns
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Could a company grow on its own merits or would
financial shenanigans be necessary to obfuscate
actual performance and, therefore, improve the Chief
Executive Officers’ fortunes?

companies, boasting the fact that they’ve added value
by repurchasing shares but my rebuttal will be this:

→ They did not buy back shares in any measurable
size during market downturns of 2000-02,
The table below illustrates the findings:
2008 or 2020 when it was the best time to do
so. Where was the
terrific foresight
Dow Jones Industrial Index Data (2000-2020)
of the Board of
GAAP NET
GAAP NET
CURRENT
INCOME
P/E RATIO
Directors and CEOs
AVERAGE REVENUE
PERCENT SHARE
INCOME
P/E RATIO
GROWTH
WITHOUT
GROWTH
BUYBACK
GROWTH WITH
WITH
during those 3
WITHOUT
BUYBACKS
BUYBACKS
BUYBACKS
BUYBACKS
periods when their
28%
28%
48%
35%
30.3
41.4
share prices were
ultra-cheap?
Data Courtesy of Bloomberg L.P.
Average revenue growth of the past 20 years was
much higher than GDP of 2% because almost every
company made at least one acquisition and the
growth rates of Apple, Salesforce.com and Nike
skewed the data.

→ Some companies bought back a lot of shares but
saw no improvement in their results, including
their share prices.

Remove those three companies and relevant mergers
and acquisitions and the average revenue growth lines
up with GDP growth. Therefore, the CEOs of these
other 27 companies haven’t performed beyond the
norm.
Meantime, share buybacks had a significant role in
juicing profit growth. Without buybacks and the
impact on earnings per share, the Dow Index would
be trading at 41.4 times earnings, not its current 30.3
times. That’s a significant number.
These past four years, the combination of corporate
buybacks and the cut in U.S. corporate income taxes
enacted in 2017 from 38% to 20%, helped stock prices
rise hyperbolically. Unfortunately, the Boards of
Directors have given credit to their CEOs and rewarded
them handsomely for something they had no control
over.
Naturally, I’ll get denials from Investor Relations
departments of the various Dow component
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For example, Cisco Systems has bought back
41% of its shares in the last 20 years but its total
price return, including dividends, was a paltry
0.48% annually. The same goes for Intel Corp.
(40% buyback, 3% share price growth) and IBM
Corp. (49% and 3%, respectively).
It’s interesting that these 3 companies have had
a multitude of executives pass through their
C-Suites in the past 20 years but to no avail.
Stock performance has been putrid because
their business models are broken.
→ Higher stock option grants have also been a
reason for share buybacks so that executives can
get even sweetened pay packets.
→ The Boards of Directors have added no value
whatsoever, nor have they represented the
shareholders with their best efforts.
They have fallen victim to the consultants and
the CEOs, the former who rubber-stamp pay
increases because the compensation has to
mirror industry competition, while the latter sits
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on the Board and can easily control the agenda.
CEOs are employees of the company and
shouldn’t even be on the Board of Directors.
→ Members of the Board of Directors tend to be
retirees who sit on multiple boards and, as such,
can earn a substantial living. I’ve also seen Board
members represent similar companies – the
same Directors at the same companies.

The bottom line is this: Investors have been conned,
and it’s been going on for decades.
As Liberty grows as a firm, a time will come when
we’re big enough to hold sway on voting matters and
Board decisions. For now, we continue to vote against
most Board recommendations because they’re not in
the best interests of the true owners of the company –
the shareholders.

→ Some Board members are relatives of the CEO.
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EXAMINING PRIVATE EQUITY AS AN ASSET CLASS
By Brett Girard CPA, CA, CFA
Imagine an asset class with low volatility, low
correlation to the public markets and higher historical
returns than public equities.
The role of private equity firms provides “alternative
investments” that involve the acquisition of a
company, either publicly-listed or privately-held,
through a combination of debt and equity.
Once a company is acquired, the private equity
operators, for a sizable fee, enact strategic initiatives
such as spinning off poorly performing divisions,
downsizing head count and/or selling assets, with the
intent of unlocking value. This can be very accretive for
investors but this asset class is not without risk.
Private Equity is Illiquid
Without an active market like a stock exchange, the
only values that are readily available with private
equity investments are the purchase and sale prices.
The daily volatility seen in publicly-traded securities
is absent in private equity. Fluctuations in value exist
but are not transparent to the investor. One never
knows, therefore, what may be the true value of their
investment.

Correlation, or how asset classes perform relative to
each other, is a critical driver of diversification. Owning
assets that move in different directions is the core to
preserving capital. Historically, in any one year, stock
returns have ranged from -40% to + 45% while bond
returns have ranged from -12% to +20%.
Private equity, which avoids the daily price
reconciliation, as above, is often touted as a positive
because it appears to help decrease correlation across
asset classes.
However, while an investment may be privately held,
the value can still change. You may not sell your home
for many years but if your neighbors do, you will at
least have a rough approximation of what value you
may fetch in the market.
Shown in the table below, private equity is less volatile
than stocks but not bonds.
Private Equity vs. Equity and Bond Market Volatility,
1994–2019
13.1%

The biggest risk of such an illiquid investment arises
when the invested funds are required sooner than
the expected investment time horizon. Since it isn’t
a stock with an active market, investors must wait
until a liquidity event occurs when the private equity
investment is sold, refinanced, or publicly listed.

7.7%

7.0%

PRIVATE EQUITY

Since private equity investments can have a lifespan of
3–12 years, investors must prepare to be parted from
their capital for a significant period of time. Tying up
capital for up to a decade may make sense when the
investment is made, but many things can change over
that time frame.
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Private Equity is less volatile than stocks but not bonds

S&P 500

US 10-YEAR BOND

Source: FactorResearch. Calculations based on quarterly data

Private equity does not have historical returns higher than
public equities
Private equity supporters claim that alternative
investments provide superior returns to public
equities. There is an element of truth to this – short-
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term markets tend to be reactive to quarterly results
and too impatient for strategic change.
What’s lost in the marketing, however, is that the
returns are made using leverage – and lots of it. When
buying a company, private equity investors routinely
carry two to three times more debt than equity.
With a typical acquisition, between 60% to 80% of the
purchase price is funded by debt and only 20% to 40%
by equity. Because of the heavy leverage, expected
returns should be significantly higher than publiclylisted stocks where the debt load is more in line to a
one-to-one basis.
Looking at the data below, private equity (green bars)
did outperform the public market equivalents (blue
bars) until about 2005. Part of this decline was due
to the sheer size of dollars allocated to private equity
through the 2000s as assets under management
(AUM) grew by USD $3 trillion. As more financing
deals increased chasing fewer deals, purchase prices
jumped and caused overall returns to drop.

At Liberty, we are not against private equity. The
combination of operating excellence and leverage can
generate significant returns.
Our strategy, however, is to gain exposure through
publicly-traded entities that exhibit private equity
investment characteristics (Danaher, Thermo Fisher,
Roper Technologies, etc.) without paying the hefty
fees involved with alternative investments. One of
the most prolific Liberty portfolio private equity-like
operators is Danaher Corporation.
Danaher designs, manufactures, and markets
products and services in Life Sciences, Diagnostics and
Environmental and Applied Solutions. The company
began as a real estate investment trust that made its
first acquisition of an industrial company in 1984. Over
the next two years, 12 more acquisitions were made in
the manufacturing and instrumentation space.

Danaher recognized there were two ways to grow
a business – organically (R&D and sales) and
inorganically (acquisitions). While most companies
tend to be good at one type of
Private Equity IRRs vs. Public Market Returns
growth, Danaher excels at both.
This has allowed an accretive
feedback loop to develop with
existing entities organically
generating free cash flow that is
used to fund acquisitions. In turn,
these acquisitions increase free
cash flow and facilitate even more
acquisitions and even greater free
cash flow.

Today, more assets continue to flow into private
equity investments. While some strategies may
outperform, the higher competition for deals, high
equity market valuations and the threat of rising
interest rates make us question the future returns of
alternative investments.
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On the acquisition front, through the
Danaher Business System (“DBS”), a
philosophy of continuous improvement and dispersed
accountably, modelled after the Japanese Kaizen,
the company has created a repeatable playbook
for selection, integration and growth of acquisition
targets.
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Acquisitions are divided into two
purposes:
→ Establish the platform –
Danaher enters a new segment
and gains an advantage by
implementing their DBS
philosophy
→ Bolt-on acquisitions – a
complementary business to an
existing segment is added to
drive economies of scale

Data Courtesy of Bloomberg L.P.

Compared to traditional private equity investments,
Danaher provides the benefits without the drawbacks.
There is no illiquidity risk as 2.5 million shares trade
each day. Should we ever need to sell the position,
funds could be raised in short order.

DBS helps Danaher recognize
when a division or segment should be spun off. For
example, Fortive, a company specializing in Industrial
Technology was spun off and publicly listed in 2016
and Envista, specializing in Dental Equipment and
Consumables, was spun off and listed in 2019.

As mentioned, while private equity investments give
the illusion of low volatility and high returns, Danaher
has done better. Since 2000, Danaher’s share price has
risen 2,632%, or a compound annual return (CAGR)
of 16.8%. This compares to the S&P 500 Index’s 323%
return, or a CAGR of 7.0%.

To see DBS in action on the acquisition side, Danaher,
in early 2019, acquired General Electric’s biopharma
division for $21.4 billion to improve its Life Sciences
division.
Given that Danaher’s market
capitalization was only $105 billion
at the time of the purchase, this
was a “bet-the-farm” acquisition
that could have caused investors
to flee. By then, however, Danaher
had already successfully acquired
over 100 companies and explained
to the market that GE Biopharma
was a crown jewel that would be
more dangerous in the hands of a
competitor.

Data Courtesy of Bloomberg L.P.

Since the acquisition, operating cash
flow has grown about 54% from $4.0
billion to $6.2 billion, while leverage has decreased $2.7
billion. Looking at the share price since the acquisition,
it is clear the market appreciates Danaher’s DBS
philosophy and execution.
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We believe that investing in the right public companies
that share private equity’s characteristics with neither
the leverage nor the fees are a better use of client
money.
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CLIENT QUESTIONS
What factors do you consider when you make a stock purchase?
When we prepare to buy a stock outright or buy
more shares of a stock that we own, some of the
considerations we make are:
→ Does its share price reflect good value? We use
a number of valuation metrics to make this
decision, including but not limited to: Price/
Earnings ratios, discounted cash flows, dividend
growth and PEG ratios.
→ What are the current technical analyses showing?
If the stock is overbought (as the market is
currently), we wait. The better time is when it is
technically oversold. If the historical volatility is
high, we wait. If the volatility is low, we buy.

→ Is the dividend yield currently attractive? If the
dividend yield exceeds bond yields and / or we
anticipate a substantial dividend increase, we
buy.
→ Is it the proper month to buy? Historically, stocks
perform better during one month of the year
than others. We’re aware of it and will use this as
a basis of when to buy.
Unfortunately, it’s rare that every metric will flash
“BUY” at the same time but it is important to be aware
of these situations. After all, above-average long-term
performance is enhanced when we can have an edge
over our peers who just buy for the sake of buying.

What are the merits of holding bonds today?
The daily movement of bond prices is irrelevant. That’s
because you receive the coupon payment each year
until maturity, just like a GIC.

until the GIC matured. Because it doesn’t trade on the
open market, the price always remains the same. At
maturity, you’d receive your $5,000 investment and,
over time, you’d earn $156 in interest.

The table below illustrates the movement of prices
between a GIC and a Capital Power corporate bond
Because the Capital Power bond trades in the
that both mature in 2024. GIC prices don’t move at
secondary market, its price will change based on the
all during their lifetimes because the GIC is a private
movement in interest rates.
investment and doesn’t trade on
an over-the-counter market as
The Life Cycle of a $5,000 1.04% GIC maturing in 2024 versus a $5,000 par
bonds do.
4.284% Capital Power corporate bond maturing in 2024
If GICs traded on a secondary
GIC
CAPITAL POWER
market, they, too, would face
Year
Price
Annual Interest
Year
Price
Annual Interest
the same price volatility of a
1
$5,000
$52.00
1
$5,375
$214.20
bond based on the movement in
2
$5,000
$52.00
2
$4,945
$214.20
interest rates.
3
$5,000
$52.00
3
$5,000
$214.20
Based on the table at right, if you
bought a $5,000, 3-year GIC at
1.04% maturing in 2024, you’d
receive $52 in interest each year
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Proceeds at
Maturity
Total Value

$5,000

$156.00

Proceeds at
Maturity

$5,156.00

Total Value

$5,000

$642.60

$5,642.60
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In Year 1, interest rates fall (as in 2020) and the value of
the bond rises 7.5% from $5,000 to $5,375.
In Year 2, interest rates rise (as in 2021) and the value of
the bond drops 8% from $5,375 to $4,945.
In Year 3, the bond matures and you get the full $5,000
back and earn $642.60 over the holding period of the
bond.
Therefore, all you need to be concerned about are
that the company can repay the principal and how
the coupon compares with inflation rates. The price

movement is irrelevant.
Meantime, investors have to decide what to do with
the interest income. They can use it for living expenses
or re-invest it as interest rates go higher. Rather than
selling a bond because it has fallen in value, investors
have cash flow to buy more.
The term “dollar-cost averaging” doesn’t just apply to
stocks. It can also be used to buy more bonds, which
we continue to do for our clients.

My performance is flat and yet the stock market has had a great first quarter. What’s going on?
Some clients who have asset mixes of 50% equity /
50% fixed income or some other balanced mixes have
complained that they’ve made no money in 2021 while
the 3-month stock market returns have been stellar.
As a result, they’ve questioned our strategy and
wondered if we should design a new one. The answer
to them and any curious investors is, “No.”

4. The Canadian dollar is up. This hurts the foreign
investments when converted to Canadian
dollars
For example, if an asset mix is 50% stocks, 40% fixed
income and 10% cash, performance will come from
many types of instruments.
Because the stock mix is 20% Canada, 40% US and
40% international, the equity portion of the portfolio
may be broken down as follows:

The difficulty with some investors is that they think in
linear terms and expect their portfolios to go up every
day, quarter by quarter, forever. Unfortunately,
it doesn’t work that way. Letting emotions
STOCKS
make investment decisions based on shortterm gyrations is often a recipe for disaster.
TSX 300 Composite Index

RETURN
IN CAD$

WEIGHTED
AVERAGE

WEIGHTED
AVERAGE
RETURN

8.06%

20.00%

1.61%

When considering your overall portfolio
performance, you must consider the return of
each type of instrument separately and how it
compares to a market index, or benchmark.

S&P 500 Index

4.54%

40.00%

1.82%

EuroStoxx 600 Index

2.64%

40.00%

1.06%

Year-to-date:

Stock asset mix weight

Total

1. Stock returns are up
2. Bond returns are down. When interest rates rise,
bond prices fall (as in 2021) and vice versa (as in
2020)
3. Some preferred shares are up
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4.49%
50.00%

2.24%

For example, multiply the 8.06% total return by 20%
and you get 1.61%. Add up the weighted average
return column and you get a 4.49% total return for
equities. Multiply that number by the stock weight
of the portfolio and you get 2.24%, the total stock
performance.
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Next, the fixed income returns are calculated as a
percentage of each type of investment: Short-term
bonds, medium-term bonds, long-term bonds,
inflation-protected bonds and preferred shares.

FIXED INCOME

RETURN WEIGHTED
IN CAD$ AVERAGE

WEIGHTED
AVERAGE
RETURN

Short-term bonds

-1.70%

20.00%

-0.34%

Medium-term bonds

-3.76%

20.00%

-0.75%

Long-term bonds

-9.19%

20.00%

-1.84%

Inflation-protected
bonds

-7.62%

20.00%

-1.52%

Preferred Shares

6.27%

20.00%

1.25%

Total
Fixed Income asset
mix weight

Its performance may look like this:
RETURN IN
CAD$

WEIGHTED
AVERAGE

WEIGHTED
AVERAGE
RETURN

Cash holdings

0.13%

10.00%

0.01%

0.01%

Add up the far-right columns and you get the
expected performance. In this example, the portfolio
total return is 0.98% for the first quarter of 2021.
As you can see, this portfolio example cannot
be compared to just the TSX Composite stock
index or the Nasdaq Composite because there’s
more going on than just one type of investment.
Comparing apples-to-apples is the only way to judge
performance and maintain your sanity.

-3.20%
40.00%

CASH

-1.28%

In this case, the total return is a loss of 3.20%.
Multiplied by the portfolio weight of 40%, you get a
fixed income total return of -1.28%.
Finally, the cash portion of the portfolio also has
to be considered. Cash held includes interest and
dividend income to be re-invested in the future and /
or some cash held strategically because the market is
expensive.

What makes money in the long-run is creating a plan,
sticking to it and letting the investments perform
the way they’re expected to. Not everything is going
to move up at the same time – that’s the trade-off of
diversification.
Conversely, owning assets that are highly correlated
is a license to lose all your money and watch your
retirement get wiped out. Diversification keeps you in
the game, every day, for the rest of your life.

Last year’s winners are this year’s losers. Why is this happening?
Below is a chart of the companies that excelled last
year with their 2020 performance shown relative to
2021 and their dividend yields. They are compared
with the ones that are outperforming this year.
Some of Liberty’s big 2020 winners were life science
and technology stocks, companies with growing
profits and prices but small dividend yields. This year,
those stocks have had negative returns as investors
have rotated to deeper value investments in multiple
sectors with higher yields.
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Does this mean that we should sell last year’s winners?
No, the 2020 winners are companies whose share
prices rose too far, too fast. It will probably take time
for their earnings to catch up to their share prices.
Instead of selling, it’s important to be patient and wait
for an opportunity during a correction to buy more.
Remember, the less you trade, the more you make.
If you have a portfolio of solid companies, time and
compounding are to your advantage. Don’t waste the
opportunity.
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A comparison of last year’s price performance to 2021
2020 Winners
2020 TOTAL RETURN

2021 TOTAL RETURN

DIVIDEND YIELD

Shopify Inc.

COMPANY

178%

-4%

0.00%

Thermo Fisher Scientific

+44%

-2%

0.23%

Graco Inc.

+41%

-1%

1.03%

Verisk Analytics

+40%

-15%

0.65%

Enghouse Systems

+29%

-3%

0.89%

2020 TOTAL RETURN

2021 TOTAL RETURN

DIVIDEND YIELD

-28%

+30%

2.27%

Assa Abloy

-6%

+24%

1.00%

Cogeco Communications

-11%

+21%

2.16%

Svenska Handelsbanken

-18%

+20%

4.28%

TC Energy

-21%

+13%

5.93%

2021 Winners
COMPANY
Fairfax Financial

Data Courtesy of Bloomberg L.P.

Will trading commissions ever come down?
We’re happy to report that we have negotiated lower
trading commissions and DAP fees with our custodian,
National Bank.
Trading commissions have dropped from a minimum
$15 a trade to $10 a trade, while the DAP fees (trading
costs when we trade with a broker that isn’t National
Bank) have fallen from $20 to $15.

Our goal for our clients is to continue to see overall
fees and costs drop. We’ll be announcing a new, lower
management fee schedule in the summer. And, as we
get bigger as a firm, Liberty fees will continue to fall.
It only makes sense that the less you pay in transaction
costs and other fees, the better your performance
should be.

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

Brett Girard CPA, CA, CFA
Portfolio Manager & CFO

Annie Bertrand CIM
Associate Portfolio Manager

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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