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The Quarterly Commentary 
 

Despite the overhanging concerns of the 
“fiscal cliff” in the US, the positive 
momentum the markets enjoyed in the third 
and fourth quarters of 2012 carried through 
into the New Year.  While the Armageddon 
scenarios some predicted were clearly 
misplaced, there continues to be very serious 
issues associated with the US federal debt 
and fiscal deficit that could have a negative 
drag on the economy in the foreseeable 
future.  On the positive side, employment 
figures have strengthened further, North 
American auto sales continue to climb and 
US housing market data indicates it has 
turned a corner.  Building starts are up, 
inventory is shrinking and prices in many 
cities and regions are beginning to rise.  Most 
surprising is the optimism many economists 
now have for the US economy.  While there 
are a number of reasons for this, one key 
driver for American manufacturing 
competiveness is access to cheap energy.  
Despite the uncertainty of major pipeline 
projects proceeding to facilitate America’s 
energy independence, the abundance of 
shale gas in the US, much of it within easy 
reach of existing pipeline infrastructure, will 
be the catalyst for driving a switch from oil to 
gas. 
 
Across the oceans, investors continue to 
worry about Europe’s structural problems and 
slowing growth in China.  A real upside 
surprise for global investors has been the 
rally the Japanese Stock market has enjoyed 
year-to-date. 
 
One of the areas of concern for Canadian 
investors has been the overweighting of the 
TSX in energy and materials, which are both 
experiencing some price weakness due to 
slowing demand in emerging economies.    

 
Fiscal Cliffs, National Debt  

and the Deficit 
As explained in previous newsletters, the term 
“fiscal cliff” refers to spending cuts and tax 
increases that were to automatically take effect 
in the US on January 1, 2013 if Congress could 
not come to a new agreement surrounding the 
nation's debt.  Economists have expressed 
concern over the impact higher payroll taxes 
will have on the behaviour of the consumer 
and the impact of spending cuts on an 
economy struggling to recover.  Investors were 
concerned with not only the broad 
macroeconomic implications, but also the 
expiration of the “Bush tax cuts” through the 
re-establishment of higher tax rates on capital 
gains and dividends.   
 
The fiscal deficit and the growing debt load 
being carried by the US government have the 
potential to hold back the US economy for 
years.  To put everything in perspective, the 
national debt has grown over 60% in the past 
four years and has surpassed $16 trillion, or 
approximately $50,000 for every resident.  It 
is currently growing at a rate of approximately 
$1.2 trillion per annum which equates to 
$3,750 per resident, per year.  The 
government is basically borrowing $312 per 
month on behalf of each of its residents.  Most 
Americans recognize this is unsustainable, yet 
the political will to tackle this issue seems to 
be lacking.  This threatens to undermine 
infrastructure and a competitive tax regime, 
both of which are fundamental requirements 
for the US to return to an economy with robust 
growth.   
 
America’s Return to Global Competiveness 

While the government deficit is now an anchor 
holding down the American economy, the 
private sector is growing, in particular 
manufacturing.  America’s return to 
competiveness is being fuelled mainly by two 
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domestic factors and one external issue.  
First, American labour costs have remained 
flat and in many industries have fallen over 
the past five years.  The auto industry 
provides an example of where labour costs 
have been reduced at the same time 
productivity per unit of labour has increased.  
America is still at the forefront of innovation 
and this has translated into productivity 
gains.  Secondly, new technologies in gas 
and oil extraction have provided access to 
new energy sources.  While oil can be 
transported around the globe, natural gas is 
more difficult to move.  The result can be 
large differentials in the price of gas among 
the world’s different regions independent of 
global supply and demand - this is not the 
case for oil.  At the present time, North 
American natural gas prices are 
approximately one third of prices in the rest 
of the world.  The abundance of shale gas in 
the United States should make lower energy 
costs a sustainable advantage for the 
American manufacturing sector.  Finally, the 
cost of labour in emerging markets has been 
rising substantially.  Much of the competitive 
advantage companies were seeking by 
locating offshore has evaporated.  A number 
of companies are moving manufacturing back 
to the US or are planning to construct new 
facilities on American soil.  Investors are 
obviously bullish on the US as the DOW has 
rallied to new highs despite the fiscal 
challenges facing the country. 
 
Challenges in Europe Persist 
Most of Europe has now slid into a recession.  
The banking system remains fragile in many 
of the EU states and austerity measures 
some of the EU member states have 
undertaken are having a negative impact on 
consumption, prolonging the recession.  The 
probability of default on sovereign debt 
continues to be a factor adding to the costs 
for those governments trying to rein in 

spending.  The worst case scenario is the 
breakup of the EU, but economists believe this 
is not in the best interests of Germany, nor 
France.  However, as was witnessed recently in 
Italy, democratically-elected governments 
reflect the will of the people who may not be 
voting on the basis of the collective good of the 
nation, but may be thinking about short-term 
pocketbook issues. 
 

China’s Slowing Growth 
Much of the focus and concern about the global 
economy has shifted away from Europe’s 
structural problems to slowing growth in China.  
While growth in China has remained robust, 
the rate of growth has been declining and 
actual growth reported is failing to meet very 
high expectations.  China is undergoing a 
fundamental change with the challenge of 
labour inflation and a shift away from being an 
exporter of cheap labour to managing the 
emergence of a middle class.  For example, 
China now produces more automobiles than 
any other region in the world and not for 
export, but for domestic consumption.  The 
nation's infrastructure struggles to keep pace.  
The transformation of China has shifted the 
value proposition for the rest of the developed 
world from importing cheap goods to supplying 
finished products into China as exports.  
Despite markets being disappointed growth is 
somewhat easing in China, it is still a rapidly 
growing economy by any measure and will 
continue to be so for years to come.  One big 
risk hanging over China in the long-term is 
shifting demographics.  Ten years ago there 
were five Chinese in the workforce for every 
retiree.  As fallout of the one-child policy China 
implemented in the 1990’s, many experts 
believe this ratio is expected to shift to 2:1 
over the next two decades.  
 
Japan Surprises to the Upside 

Japan has struggled with its structural issues 
since the mid-1980s.  Inflation has been non-
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existent and a strong currency has 
undermined demand for Japanese exports.  
In November of 2012 Japan elected a new 
government that pledged to take the country 
down a different economic path.  To 
introduce modest inflation back into their 
economy the government started printing 
money and devaluing their currency.  While 
these efforts may result in short-term gains, 
Japan faces even bigger challenges than 
China with respect to an aging population.  In 
the meantime, the Japanese stock market 
has rallied over 30% since last November 
and even with a devalued currency, is up 
approximately 20% when measured in US 
dollars. 
 
Resources are now a Drag on the TSX 
For years, most Canadian investors have 
been comfortable overweighting Canadian 
stocks.  Its weighting in resource and 
financial companies has allowed the market 
to be a top quartile performer over most of 
the past decade.  Energy and materials have 
benefited from global demand being fuelled 
by emerging markets which more than offset 
the slowing of demand from our largest 
trading partner, the US.  Canadian banks, 
while set back temporarily in 2008, emerged 
from the global financial crisis relatively 
unscathed.  Canadian housing continued to 
surge forward and the Canadian 
government’s years of fiscal prudence 
prepared the country for a downturn in the 
economy.  In 2012 the US stock market 
outperformed the Canadian market for the 
first time since 2001 and the first quarter of 
2013 has continued along this trend.  As the 
rate of growth in emerging markets remain a 
concern for investors, prices for energy and 
materials have weakened and put downward 
pressure on the resource-heavy TSX.  As we 
were producing this commentary, gold came 
under selling pressure, quickly falling from 
the $1,600 per ounce level to less than 

$1,400.  While gold has always been a 
reasonable hedge against downside risks to the 
broader equity markets, its correlation to the 
DOW has become more positive, diminishing 
its value as a hedge.  A sell-off in any material 
has negative implications for the TSX, but gold 
in particular has a substantial impact on the 
direction it will take.  For the Canadian 
economy, the recovery in the US and the 
strengthening US dollar should benefit 
Canadian manufacturers. 
 
A Word on Interest Rates  

and Fixed Income 
The prognosticators have been forecasting the 
end of the 20 year bull-run in bonds for five 
years now, yet it continues to defy 
conventional wisdom as yields on the 10-year 
US treasury remain below 2%.  There are 
some indications from the US Federal Reserve 
that rates will remain unchanged until 2014 
and possibly into 2015.  The bigger concern 
economists now see with interest rates is that 
the Federal Reserve has no room left to lower 
the cost of short-term borrowing and the 
economy continues to grow at a very slow 
pace.  Policy makers have basically neutered a 
valuable tool the Fed has always used to 
smooth out the economy and control inflation.  
Any movement to the higher side could send 
the economy into a tailspin. The Bank of 
Canada faces the same challenges.  Canada 
has had a unique situation in that many 
regions of the country continued to enjoy a 
strong housing market while other parts of the 
economy were suffering due to the strength of 
the Canadian dollar.  To address this issue 
fiscal policy and tighter banking rules were 
selectively targeted at the housing sector 
rather than implementing rate changes that 
would impact the entire economy.  Rates will 
rise at some point, so maintaining minimum 
exposure to this eventuality through a 
structured bond ladder and preferred shares 
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with characteristics that mitigate interest rate 
risk is a very important investing strategy. 
 
In Summary 
We feel the American economy will continue 
to grow at a modest pace of between 1% and 
2%.  Competitive labour costs and access to 
cheap energy sources is a competitive 
advantage for the US.  Rising labour costs in 
emerging markets is making it more 
attractive to manufacture goods on US soil.  
Inflationary pressures in the emerging 
economies have the potential to further slow 

growth which is impacting global commodity 
and energy prices.  This in turn is putting some 
downward pressure on the Canadian stock 
market.  Finally, interest rates are expected to 
remain at very low levels for the next 12 to 24 
months, but consensus is that rates will 
eventually rise as evidenced by the upward 
slope of the yield curve.  This should be 
protected against with prudent fixed-income 
strategies. 
 
As always, IAIC continues to advocate a 
balanced and disciplined approach to investing.   

 

 

What the Markets Did

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
It was a positive quarter across the Canadian, US and International indices.  Canada was the 
lowest performer, posting a return just over 3% while the US was the far and away leader 
with a return of almost 13%.  The same order persists if one examines the 12-month returns, 
with the US index posting a return over 16%.  In both scenarios, the International indices 
were the middle of the pack. 

*Represents total returns in Canadian currency 
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S&P/TSX Composite 1.7% 7.2%

S&P/TSX 60 2.3% 8.1%

S&P/TSX Completion 0.0% 4.7%

S&P/TSX SmallCap -2.0% -2.2%

S&P/TSX Venture -8.5% -17.7%

S&P/TSX Income Trust 2.2% 17.1%

S&P/TSX Preferred Share 1.4% 5.5%

IAIC Equity Sector Benchmarks

Consumer 12.6% 22.6%

Financials 4.2% 10.4%

Industrial 14.8% 23.4%

Resources -2.0% -4.6%

Utilities 8.6% 19.4%

S&P/TSX CA Indices ($C) 3M TR 12M TR

 

Sector Watch 
 

Consumer 
IAIC's consumer sector includes consumer 
discretionary, consumer non-discretionary 
(staples) and pharmaceuticals.  Overall, the 
combined sub-sectors generated an increase of 
12.6% in the first quarter, with pharmaceuticals 
having the largest impact generating an increase 
of 22.8% for the quarter.  The impact of the 
strengthening U.S. economy generated positive 
results overall, demonstrating strong consumer 
confidence levels. 
 
Financials 
The Canadian finance sector had another solid 
quarter, generating a return of 4.2%.  The strong 
performance of the Canadian banks can be 
attributed to disciplined expense management and 

increased revenue within the Canadian retail segment, due in part to growth by acquisition.  
Positive returns were also seen in the US finance sector, mostly due to improved credit 
experience and the strengthening of the American economy.  The international finance sector 
demonstrated positive gains again this quarter despite the negative impact of the Cyprus 
bailout challenges.  Overall, in the first quarter the financial sector experienced some 
significant headwinds, including the impact over the "fiscal cliff."  However, these concerning 
items were offset by a strengthening US economy driving mortgage and loan activity. 
 
Industrial 

The total return for the industrial sector for the first quarter generated positive gains of 
14.8%.  The industrial sector once again had the greatest three-month return compared to all 
other sectors, due mainly to large positive gains within the information technology sub-sector.  
Another contributor to the solid returns was the performance of railways. The  major railway 
companies continue to increase earnings through greater revenues and efficiency within their 
operations. 
 
Resources 

It was a familiar story for the resource sector in the first quarter of 2013.  With a three-month 
return of -2.0%, the sector once again lagged its peers.  Subsectors differed: a 4.2% gain by 
energy companies was stifled as returns from material companies fell 10.4%.  Overall, 
resource shares have been unable to contribute positively as declining commodity prices have 
placed downward pressure on earnings and share prices.   Weakened demand is further 
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Mar-13 Feb-13 Jan-13 Dec-12 Nov-12 Oct-12 Mar-12

Target 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00%

90D TBill 0.97% 0.96% 0.93% 0.92% 0.96% 0.99% 0.92%

2Y Benchmark 1.00% 0.95% 1.16% 1.14% 1.07% 1.07% 1.20%

10Y Benchmark 1.76% 1.84% 1.99% 1.80% 1.70% 1.78% 2.11%

30Y Benchmark 2.51% 2.53% 2.57% 2.37% 2.29% 2.38% 2.66%

CPI (Y/Y) NA 1.24% 0.50% 0.83% 0.83% 1.16% 1.93%

CPI x-Food/Ener. (Y/Y) NA 1.12% 0.61% 0.87% 0.86% 0.95% 1.49%

$U / $C 0.983 0.972 1.000 1.003 1.006 0.999 1.002

€ / $C 0.767 0.743 0.736 0.761 0.774 0.771 0.752

¥ / $C 92.814 90.019 91.408 86.915 83.242 79.928 82.725

CA Rates

Metals & Minerals Price 52W Hi 52W Lo 1M Chg 3M Chg 12M Chg

Gold (fut, troy oz) $1,594.80 $1,796.50 $1,536.60 1.06% -4.83% -4.46%

Silver (fut, troy oz) $28.32 $34.58 $27.58 -0.25% -6.13% -12.81%

Copper (fut, lb) $3.41 $3.84 $3.38 -3.52% -4.98% -11.23%

Zinc (fut, lb) $0.85 $0.97 $0.83 -8.55% -8.92% -6.17%

Nickel (fut, lb) $7.53 $8.36 $7.17 0.33% -2.38% -6.54%

Aluminum (fut, lb) $0.85 $0.95 $0.84 -4.42% -8.01% -10.11%

complicated by questions regarding effectiveness in containing rising costs as the industry's 
focus has shifted from growth to profitability.  The uncertain strength of the recovery, that has 
adjusted growth estimates around the world, may continue to disadvantage resource 
companies. 
 
Utilities 

The utilities sector finished the first three months of 2013 in the middle of the pack amongst 
its peers, with a total return of 8.6% for the quarter.  This is a very rewarding return in 
a  sector  more known for consistent dividends than large price appreciation.  Consisting of 
telecommunications, pipelines, and power generation companies, it was the telecoms that led 
the charge in the utilities sector with a three-month return of 11.7%.  Shares of companies in 
the utilities sector have been some of the big beneficiaries during the recent market advance 
and it remains to be seen how much of a run remains.  Although this question has been asked 
before, for the time being investors continue to be attracted to dividends that grow and are 
supported by strong cash flow generation. 

 

Key Economic Rates & Commodity Prices 

 

 

 

 

 

 

 

  *Chart values are as at March 31, 2013 
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The metals and materials sub-sector was down over the quarter.  In large part, this is due to 
the slower growth posted in China.  Less-than-expected building and infrastructure activity 
going on in the world’s most populated country especially impacts the demand of this sub-
sector’s goods.   
 
While gold was down almost 5% in the quarter, its further decline post quarter-end has it on 
the minds of many investors.  There are various factors fueling gold’s decline.  With the US 
economy continuing down the road to recovery, chances of further stimulus are declining.  
Also, with inflation seemingly in-check the demand for gold, which is often used as a hedge 
against inflation, decreases. 
  
China recently posted data on economic growth over the last year.  With expectations high at 
a lofty 8% the actual figure, although close at 7.7%, still disappointed many analysts.  As 
China is the world’s second largest economy, this lead to a broad-based decline in 
commodities, including gold. 
 
Predictions that the island nation of Cypress was going to flood the gold market by selling over 
$500 million of bullion as part of an international aid package also lead to the sell off of the 
shiny metal. 
 
 
 
 

An Overview of  

Secondary Wills  
 
A secondary (or dual) will is an estate 
planning tool for Canadian business owners 
holding shares in private companies.  The 
secondary will is essentially a mirror image 
of a primary will, with the exception it only 
deals with shares of and/or shareholder 
loans to a private corporation.  The key 
objective is to be able to pass on certain 
estate assets to beneficiaries without 
incurring probate fees. 
 
In Canada, on the death of an individual 
their will is subject to probate.  Probate is a 
process by which a court of law confirms 
both the validity of the will and the 
appointment of the estate trustees.  

Probate is typically required before the 
estate assets can be distributed to the 
beneficiaries.  For this service, the 
Provincial courts charge a fee based on the 
value of the estate. 
 
The origin of secondary wills dates back to 
a 1998 Ontario court case after a business 
owner drafted a secondary will to 
specifically deal with his significant business 
assets (in excess of $25,000,000).  His 
strategy was to enable his estate to avoid 
paying probate fees on the value of those 
assets, representing savings of almost 
$400,000.  The province objected when his 
executors attempted to apply this strategy, 
but the Ontario Supreme Court sided with 
his estate, thereby paving the way for the 
secondary will strategy in Ontario. 
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Since this ruling, many estate planners and 
lawyers in Ontario will ensure high-net-
worth business owners are aware of this 
strategy to help minimize estate costs. 
 
Financial Planning Considerations  
for Secondary Wills: 
• While a secondary will strategy can work 

in many situations, consideration should 
be made for other estate-fee 
minimization strategies as well. 

 
• Ensure the appropriate beneficiary 

designations for all RRSP, RRIF, TFSA 
accounts and life insurance policies have 
been made. 

 
• Consider holding property in joint name 

with right of survivorship – be aware 
there are potential problems with this 
strategy, particularly if the joint owner is 
not a spouse. 

 
• Consider inter vivos trusts or gifts of 

property while alive to reduce the size of 
the probatable estate. 

 

• When using multiple wills, wording is 
very important.  If not done properly the 
wills could revoke one another.  It is 
important to ensure the appropriate 
assets are dealt with in the secondary 
will.  Any probatable asset listed in error 
would result in all secondary will assets 
being subject to estate administration 
tax. 
 

• Probate regulations in Ontario are 
currently under review and any changes 
could have a negative impact on the 
future benefit of a secondary will 
strategy.  At the date of this publication 
it is unclear if changes will be applied 
retroactively to existing secondary wills. 

 
Whether it is appropriate for an individual 
to include a secondary will with their overall 
estate planning strategy needs to be 
determine on a case-by-case basis.  To find 
out if a secondary will might be appropriate 
for your situation we recommend you talk 
with your local accountant or financial 
planner.  
 

 
 
IAIC Disclosures 
All graph and chart statistical data contained in this report has been supplied by TD Newscrest Equity Research. Sources used by TD 
Newscrest Equity Research to compile the data include: Global Insight, Thomson Financial, CPMS, Bloomberg, S&P/TSX Index Services, 
S&P Index Services, TSX, NYSE, NASD, and company reports.   
 
The views and opinions expressed in this newsletter are based on historical company fundamentals and market statistics.  No guarantee of 
outcome is implied and opinions may change without notice.  Investors should not base any of their investment decisions solely on this 
report. 
 
This report is produced entirely by Independent Accountants' Investment Counsel Inc.  Although the information contained in this report 
has been obtained from sources that IAIC Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may 
be incomplete or condensed. All opinions, estimates and other information included in this report constitute our judgment as of the date 
hereof and are subject to change without notice. 
 
Please contact your IAIC representative if you have any questions regarding this newsletter.
 


