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The Quarterly Commentary
Despite an ominous backdrop of burgeoning U.S.-initiated trade
wars, rising interest rates and stock valuations that have been riding
the wave of an almost ten-year bull market, stocks performed
relatively well in the second quarter. Economies around the world
continue to produce positive results, keeping investor confidence
high, seemingly undeterred by the warning signs.

Long-term Economic Growth Assisted by Low Interest
Rates
Following the economic downturn of 2008-2009, the U.S. economy
has been in a relatively slow but protracted recovery. In turn, the
stock market has provided superior returns, with the Dow Jones
Industrial Average (“DOW”) more than tripling in value from its low of
March 2009 and enjoying the longest and greatest percentage gain
since World War II. The Canadian market, as measured by the S&P/
TSX Composite Index (“S&P/TSX”), has lagged the DOW but still
doubled in value over the same period. Throughout this period of
growth, inflation has been kept in check and, as a result, interest
rates were held at record lows. The U.S. Federal Reserve Board
(“the Fed”) actively engaged in the purchase of long-term bonds to
keep interest rates low in the 10 to 30-year range, a key driver in
managing mortgage lending. Thus, while the economy was
expanding and contributing to corporate earnings growth, stock
prices were driven higher in part by the low interest-rate
environment. We are now seeing interest rates slowly rise in
Canada and the U.S. and this may put downward pressure on
economic growth and stock valuations going forward.

Rising Interest Rates
This year has been marked by volatility as greater uncertainty and
risk translated into significant intraday swings in stock prices and a
number of days that saw the DOW and S&P/TSX drop between 1%
and 2%, only to rebound quickly.
Higher wage inflation has been the catalyst cited by the Fed as its
rationale for continuing to push up the overnight lending rate. At the
longer end of the yield curve, the Fed has been withdrawing

quantitative easing (i.e. purchasing government bonds). At the same
time, the market is anticipating higher inflation and demanding higher
yields on longer-term bonds. The earnings yield on the stock market
is often compared to the U.S. government 10-year bond yield. Higher
yields on this 10-year bond have been putting downward pressure
on U.S. stock indices.

Escalating Trade Uncertainty and Protectionist Policies
The trade tariffs and protectionism in the U.S. under the directive of
the Trump administration escalated during the second quarter.
Having already terminated U.S. participation in the Trans Pacific
Partnership (“TPP”) and initiated the renegotiating the North
American Free Trade Agreement (“NAFTA”), the Trump
administration moved forward in the second quarter with tariffs on
imports from China and on steel and aluminum from several
countries, including China, Canada and Mexico (after a brief
exemption period ended for the latter two countries in May).
China, Canada and other countries have responded to the new
tariffs by imposing their own retaliatory tariffs. President Trump
countered China’s tariff announcement by releasing a list of tariffs on
another $200 billion of Chinese goods.
Meanwhile, tri-lateral NAFTA negotiations between the U.S, Canada
and Mexico continue to sputter. For Canadians, there is probably no
bigger risk to our economy than
disruption of trilateral trade with Mexico
and the U.S. in the auto sector, which
is also currently under threat. As a
complex industry, the auto sector is
truly integrated across borders, parts
and sub-assemblies and production
can move back and forth numerous
times before reaching the final
assembly line.
Even with NAFTA uncertainty and the
imposition of some initial tariffs on
Chinese imports, the markets seemed
to have dismissed the risk and impact
of trade tensions. Nevertheless, the
current uncertainty leads to market
volatility which is a signal from
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The Quarterly Commentary (cont’d )
investors that the outcome of a trade war is unlikely to be good for
anyone. While President Trump seeks to protect specific U.S.

“Even with NAFTA uncertainty and the
imposition of some initial tariffs on
Chinese imports, the markets seemed
to have dismissed the risk and impact
of trade tensions.”

industries and interests, the response to the tariffs he has unilaterally
imposed has been predictable. He has cited trade imbalances as
another issue he is attempting to resolve, but retaliatory tariffs
imposed on U.S. exports could actually have the opposite effect.
Trade deficits can be misunderstood and are not a drag on economic
growth as Mr. Trump is suggesting. Trade wars could have seriously
negative consequences for the U.S. economy and its consumers.

imposed tariffs will unfortunately likely have a negative impact on all,
including those who Trump seeks to protect. His protectionist
measures will result in tariffs imposed on U.S. exports, which will
negatively affect demand for those products. Tariffs will increase the
cost of imported goods and materials to U.S. consumers and
businesses. The actual costs of U.S. manufactured goods will
increase, subjecting U.S. consumers to price inflation of both imports
and domestically produced products. U.S. exports will have higher
input costs in addition to retaliatory tariffs, making U.S. products less
competitive abroad. Strategically, these measures have been
introduced at a time when the U.S. consumer is in relatively good
financial shape and has the capacity to absorb these higher prices.
However, history suggests that these protectionist measures could
have a domino effect on the global economy and possibly be the
catalyst of a global recession.
As in the past, we advocate caution but remind our clients that a
diversified portfolio is the best strategy forward. Portfolios that are
managed with discipline and regularly rebalanced toward specific
objectives have proven to be the best means of navigating through
periods of uncertainty, and we recommend that they are structured
as such from the onset.

The Trump administration’s rationale is not clear given the general
consensus among economists about the negative impacts of the
policies it is pursuing. While they started as an effort to protect a
relatively small portion of the workforce in specific industries, the
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The second quarter of 2018 was
positive with Canadian investors
benefiting from both strong market
performance as well as an appreciating
U.S. dollar. Global markets experienced
a three-month return of 4.0% in
Canadian dollars at the end of June.
The Canadian market, as measured by
the S&P/TSX, was the leading
geographic region during the quarter,
returning 6.8%, as the resource sector
was helped in large part by an increase
in the price of oil. International markets
were down during the quarter but that
was negated by the rise in the U.S.
dollar, leading to a 1.0% return in
international stocks in Canadian dollar
terms.
The
positive
economic
backdrop in the U.S. overshadowed
any worries regarding global trade
uncertainty, and helped the S&P 500
Index return 3.4% during the quarter.

Jordan Carter, CIM
Advising
Representative

The Benefits of a Written Financial Plan
What Is A Financial Plan?

Identifying Your Lifestyle Needs

You may have a place in mind to go, but you likely will need a map
to get there. A financial plan can help identify where you want to go,
determine how best to get there, and help measure your progress in
getting to your destination. Specifically, it starts with summarizing
your current financial picture, including net worth, investment
portfolio structure, cash flow, income taxes, risk management
(insurance), and your estate plan. Most importantly, the plan
formalizes your main financial goals, and the information you provide
is used to analyze your ability to achieve those goals.

Your lifestyle income needs are frequently the key in identifying one
of the most critical goals of a financial plan – “will I have enough to
retire?” To first answer that question, you need to determine what
your current after-tax “lifestyle” need is. Your financial team can run
through a simple exercise with you to find this number, but it is
essentially the following simple equation:

A written financial plan is the framework to organize your financial
information at a high level to determine if you are trending towards
success in achieving your goals. It will not tell you what to do day to
day, but it will address what is required to achieve long-term
success. And the plan is always supplemented with the ongoing
services of your accountant, portfolio manager, and financial planner
who, as a team, will help you implement the steps to succeed.
A good financial plan will integrate all this information to address
your goals regarding retirement, education funding for children or
grandchildren, investment management, tax efficiency, estate
planning and wealth transfer, business planning and succession, and
insurance planning to protect your income and family as you
progress towards your goals.

Leverage Existing Resources
You already use the services of IAIC, your financial advisor and
likely an accountant so why not leverage these resources by bringing
IAIC’s financial planning services into the picture? A written financial
plan would leverage the collective expertise and knowledge of your
accountant, portfolio manager, and financial advisor to compile your
information and personal goals, and construct a plan to help chart
you towards achieving your objectives.

Cash Flow
CURRENT INCOME (Personal)
Gross Annual Income (before tax)
Salary
Self Employment Income (taxable)
Private Company Dividends
Rental Income
Other Income
Total Income (A)

145,000
5,000
$150,000

CURRENT OUT FLOW (Personal)
Annual Expenditures & Savings
Debt Payments
Savings - RRSP
Savings - RESP
Savings - TFSA
CRA (income taxes, CPP/EI premiums)
Other
Total Out Flow (B)

15,000
20,000
5,000
40,000
$80,000

Current After-Tax Lifestyle Need (A-B)

$70,000

It literally takes just a few line items to determine the total amount
you are spending on lifestyle – your home, groceries, food, vehicles,
vacations, restaurants and everything else. You simply take your
taxable income, net out the amounts you aren’t “living on”, such as
income taxes and personal savings, and the residual is the figure
you spend annually to support your current lifestyle. This is an
excellent starting target for your retirement needs, and is often the
figure used in our long-term retirement
modelling, adjusted for inflation annually.

Getting Started
Getting started is easy – IAIC, your
financial advisor and accountant already
have much of the information we need.
A quick meeting with your financial
advisor is generally all that would be
needed to flesh out the additional
information needed to begin your
financial plan.
Taking the first
hardest,
but
relationship with
and accountant,
way there.

step is always the
with
the
existing
your financial advisor
you are already half-
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Keeping Our Record of Your Personal
Information Up To Date
In order for our investment management team at IAIC
to make appropriate investment decisions for you, we
must always be up to date on your personal
circumstances that are relevant to your financial
situation and objectives.
For example, a material change in any of the following
could impact our decision-making:
Marital status
 Job / business
 Income / net worth
 Health
 Personal residence (especially a move to outside
of Ontario)
 Investment time horizon (when do you need cash
in the future)
 Appetite and capacity for investment risk
 Investment objectives
If you experience any of these types of changes in
your life, please inform us directly, either by phone or
electronically (see contact information below).


We are required to keep your personal information up
to date. It is our practice that if we have not had a
meaningful conversation with you in the past year
about your personal circumstances such as those
listed above, we will reach out to you directly in order
to update our records and determine if any investment
strategy changes are needed. We may reach out to
you by phone, letter or electronically. In these times
of identity theft, if you are uncertain at all about the
legitimacy of our request for information, please
contact us to verify that the request is indeed
legitimate and originating from IAIC.
We look forward to hearing from you!
Independent Accountants’ Investment Counsel Inc.
135 Main Street E.
PO Box 68
Listowel, Ontario
Phone: 519-291-2817
TF: 1-877-291-3040
admin@iaic.ca
www.iaic.ca

Do You Have an Asset Protection
and Wealth Transfer Plan in
Place?
As your wealth grows and your retirement plans become clearer,
there comes a time when you need to look to the future and
determine how you want your wealth to impact your family, your
community and society as a whole. A wealth transfer plan can help
to ensure your wealth is preserved and transferred efficiently to your
family and that your wishes are ultimately fulfilled.
In addition to providing you with services to help your build your
wealth and fund your retirement, we provide guidance to you on
strategies that will protect your assets against risks and ensure that
your wealth is transferred to your spouse, children or other
beneficiaries efficiently. Risks such as premature death, disability or
critical illness can have a significant impact on your assets. Properly
assessing these risks and developing a plan to protect your wealth is
a key component of your financial plan.
We encourage you to reach out to your Accountant or Financial
Planner to review your plan and ensure that you have a secure asset
protection and wealth transfer plan in place.

You asked – we listened
Welcome to the “refreshed” IAIC Quarterly newsletter.
Over the past several months a core group of IAIC stakeholders has
worked diligently to revamp the look and content of the IAIC
Quarterly newsletter. Based on client feedback, we have made
some noteworthy changes. We have reworked the tone and
shortened the commentary, streamlined the observations in the
section “How The Markets Performed” and added a new feature
piece that focuses on the seamless integration of accounting,
financial planning and investment management.
We feel that our new look is fresh and sophisticated, that our content
reflects the wealth of expertise that we have in our firm and
reinforces for you – our clients – the commitment we make to you
every day to provide you with a truly customized portfolio and the
best of service.

Editor: Karin McNabb CM, VP Marketing
E-mail: marketing@iaic.ca
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