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The Quarterly Commentary 
As the economy continues along the path of 
recovery, some of the issues that impacted 
the financial markets in 2008 continue to 
undermine growth and stability today.  In the 
wake of China’s growth, many diminish the 
importance of the US economy on global 
markets.  However, it still remains the most 
powerful financial influence in the world by a 
significant margin; if the American economy 
struggles, the effects are felt throughout the 
world.      
 
A Slow and Volatile Economic Recovery 
in the US... 
Most analysts agree, the key economic driver 
is consumer confidence.  While the mood of 
the consumer is considered a leading 
indicator, one can look at other factors to 
forecast the direction it will track.  Energy 
prices, for example, have a significant impact 
on consumer spending.  Averaging 
approximately 6.5% of household income, a 
spike in energy costs will have a ripple effect 
throughout the economy.  As the consumer 
sees prices at the gas pump rise, there is a 
distinct pullback in discretionary spending.   
At the outset of 2011, most analysts agreed 
the US and global economies would continue 
on the path of recovery,  although the US 
would continue to recover at a slower pace 
than in previous recessions.  However, 
uprisings in the Middle East and the toppling 
of governments aligned with western 
interests sent the price of oil from the mid 
$70 a barrel range to nearly $110.  It now 
sits between $90 and $100.  So while the 
consumer was slowly regaining a footing, this 
sustained increase in the cost of filling up the 
car has resulted in a decline in consumer 
confidence.  
 
Housing prices and inventory levels are 
excellent barometers of the health of the US 

economy.  Over the past twelve months 
prices have stabilized for the most part, 
however, there remains three times the 
housing stock considered healthy.  Vacancies 
and mortgage defaults remain stubbornly 
high.  Pent up demand should begin to 
reverse this trend at some point in the next 6 
– 18 months.  It was the housing market that 
led the economic downturn in 2008 and it 
continues to be an issue today.  Inflated 
housing prices prior to the downturn were 
also contributing to positive consumer 
confidence and spending as homeowners had 
access to cheap credit.  As prices fell, 
Americans saw their household balance 
sheets shrink and their access to capital 
reduced.  The upside to this is that household 
balance sheets are beginning to strengthen; 
the US consumer has become a net saver.  As 
the housing market begins to recover and 
Americans become more confident with 
respect to their financial position and 
employment, consumer confidence should 
strengthen, leading to economic expansion.  
Unfortunately this can be a long and painful 
process. 
 
The level of government debt accumulated by 
the United States is also a major concern.  
Years of military involvement in the Middle 
East have been a huge burden on the 
American taxpayer.  President Obama’s social 
reforms in areas such as healthcare have also 
resulted in additional public sector spending. 
The government now finds itself having to 
consider increasing its self-imposed 
borrowing limits.  Credit rating agencies such 
as S&P and Moody’s have suggested that for 
the first time in history, the United States 
faces the prospect of a credit rating 
downgrade. 
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On a positive note, US manufacturers are  
benefitting from the weakness in the US 
dollar.  Exports could exceed $1.5 trillion and 
the US trade deficit has shrunk to 
approximately 3% of GDP, approximately half 
of what it was in 2007. 
 
Finally, with unemployment at approximately 
9%, interest rates in the US are expected to 
remain extremely low.  Indications are 
interest rates will not begin to increase 
significantly until unemployment moves 
closer to 7%. 
 
Global Issues Continue to Fuel 
Uncertainty... 
Trying to understand what is going wrong in 
Greece, Portugal, Ireland and even Italy is 
difficult from a Canadian perspective.  Greece 
for example, now saddled with a “junk” debt 
rating, has a national debt load of just under 
$500 billion.  The gross domestic product of 
Greece is approximately $330 billion, which 
means they are carrying debt in excess of 
150% of GDP.  In comparison, Canada’s 
national debt of $600 billion is less than 50% 
of its $1.4 trillion of GDP; although it is 
probably nearing 100% of GDP when 
provincial debt, municipal debt and 
government agency bonds are considered.  
However, there are two substantial 
differences between Canada and Greece.  The 
first being Greece uses the Euro which means 
it does not have its own currency and cannot 
print money to inflate its way out of their 
current fiscal problems.  The second issue is 
economic growth.  Stagnant growth has 
caused government revenues to steadily 
decline, resulting in the call for drastic 
spending reforms.  Despite significant cuts, 
government spending still exceeds its 
revenues and a huge cut to program 
spending is not an option.  Rolling over 
current debt into long-term debt may seem 
like a simple solution, but from a 

bondholder’s perspective, there would appear 
to be little light at the end of the tunnel 
without the domestic growth component.  The 
spin-off of this is the impact on banks and 
foreign nations who hold that sovereign debt. 
 
Moving from Europe to Asia, growth is at the 
other end of the spectrum.  Unfortunately 
rapid growth feeds inflation.  China, for 
example has increased interest rates three 
times this year to curb inflation.  We 
anticipate the Chinese economy, as well as 
those of other emerging markets such as 
India and Brazil will continue to outpace 
North America and Europe.  While the 
emerging markets face some of their own 
challenges, most financial managers feel that 
participation in the equity markets of 
emerging economies is warranted to enhance 
return and mitigate portfolio risk.  
 
Canada:  A Tale of Two Economies... 
Mark Carney, the Governor of the Bank of 
Canada, continues to wrestle with a dilemma.  
From an economic perspective, Ontario and 
Quebec, both with large manufacturing bases, 
are facing significant challenges.  With a 
substantial volume of production exported to 
the United States, Canadian goods are 
becoming more expensive relative to 
domestically manufactured goods as the US 
dollar weakens.  On the other side of the 
country, the resource rich western provinces 
continue to enjoy economic stimulus from the 
mining and energy sectors.  Inflation in this 
region, particularly in housing, is a concern 
the Bank of Canada would like to address.  
The traditional means is to increase short-
term interest rates.  However, this would be 
detrimental to Ontario and Quebec as it 
would increase costs and further strengthen 
the Canadian dollar in the short-term.  
General inflation is also starting to creep 
upwards throughout the country and is now 
running at 3.7% according to the latest 
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monthly statistics.  So it is balancing act for 
the Bank of Canada as the economies of 
Western Canada and the manufacturing 
heartland of Ontario and Quebec have 
become somewhat de-linked. 
 
We anticipate Canada will continue to perform 
well as a nation with dichotomies between the 
different regions.  Interest rates are likely to 
be increased at some point and the Bank of 

Canada may be forced to move on this sooner 
if inflation persists. 
 
We also expect the markets to continue to be 
volatile as they respond to economic 
uncertainty.  As always, we don’t try to out 
guess the financial markets with timing but 
remain committed to our core investment 
principles of diversification, value and 
discipline.

 
What the Markets Did
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
As seen above, equities for the second quarter of 2011 were down, with the Canadian Index faring 
the worst.  This is largely due to the decline in commodity prices over the quarter as the TSX is 
heavily weighted with natural resource companies.  The decline in commodities was lead by oil 
falling over 10% in price.  More in-depth information on the specific sectors of the market can be 
found in the Sector Watch section of the newsletter. 
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S&P/TSX Composite -5.15%

S&P/TSX 60 -4.95%

S&P/TSX Completion -5.73%

S&P/TSX SmallCap -8.21%

S&P/TSX Venture* -17.07%

S&P/TSX Income Trust -1.50%

S&P/TSX Preferred Share 1.49%

IAIC Equity Sectors

Consumer 1.60%

Financials -2.65%

Industrial -7.84%

Resources -8.46%

Utilities 6.49%

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

Sector Watch 
 

Consumer 
IAIC’s Consumer sector includes both manufacturers and 
retailers in the subsectors: consumer discretionary, 
consumer non-discretionary (staples) and 
pharmaceuticals. By market weighting, they represent  
approximately 7.7% of the S&P/TSX Composite Index.  
Canadian Consumer stocks performed well in the second 
quarter of 2011 led by pharmaceuticals with a 3.43% total 
return, followed by consumer non-discretionary (1.97%) 
and consumer discretionary (0.84%).  Based upon the 
MSCI World Index, US and International Consumer sectors 
faired even better in the second quarter compared to 
Canadian companies. Consumer stocks represent 
approximately 31.5% of the S&P 500 by market 
weighting.  Ranked by performance, the subsectors in the 
MSCI mirrored Consumer stocks in Canada, 
Pharmaceuticals led with an 8.28% total return followed 

by consumer non-discretionary (6.38%) and consumer discretionary (4.99%).  For Canadian 
investors, these returns were offset by the strengthening of the Canadian dollar.   
 
Financials 
The Canadian finance sector’s performance in the second quarter of 2011 was poor after a very 
strong gain in the previous quarter. However, year-to-date results are still solid, coming in at 
6.18% (in CAD $). US and International finance sectors fared much worse in the second quarter 
compared to Canadian finance companies. The US finance sector was down 6% in the quarter, 
dragging year-to-date total returns to a negative 3.06% (in US $). International finance also 
experienced weak performance in the quarter, similar to that of Canada and the US. The weak 
results of the second quarter were offset by a solid first quarter, resulting in a year-to-date return 
of 2.02% (in US $). The Canadian dollar has strengthened over the first and second quarters of 
2011, up nearly 3% from the beginning of the year. As a result, when the US and international 
finance sector results are converted into Canadian dollars, they are further reduced.  In Canadian 
dollars the year-to-date international and US returns are negative 1% and 6.06% respectively, 
opposed to the Canadian finance sector which has experienced a positive year-to-date return of 
6.18%. 
 
Industrial 
IAIC’s Industrial includes Industrials (manufacturing and transportation) and Information 
technology.  By market weighting, they represent  approximately 8.0% of the S&P/TSX Composite 
Index.  The Canadian Industrial sector performed very poorly in second quarter of 2011.  While the 
manufacturing / transportation subsector performed well with a total return of 1.93%, it was 
dragged down by information technology which lost 31.44%.  This was heavily impacted by market 
heavyweight Research in Motion, which came under selling pressure despite reporting solid year-
over-year revenue growth and relatively good profit.  Based upon the MSCI World Index, US and 
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Jun-11 May-11 Apr-11 Mar-11 Feb-11 Jan-11 Jun-10

Target 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 0.50%

90D TBill 0.93% 0.96% 0.98% 0.96% 0.96% 0.96% 0.50%

2Y Benchmark 1.60% 1.54% 1.70% 1.83% 1.84% 1.59% 1.39%

10Y Benchmark 3.11% 3.07% 3.21% 3.35% 3.30% 3.27% 3.08%

30Y Benchmark 3.58% 3.52% 3.74% 3.80% 3.75% 3.78% 3.65%

CPI (Y/Y) NA 3.70% 3.28% 3.29% 2.16% 2.35% 0.96%

CPI x-Food/Ener. (Y/Y) NA 1.95% 1.69% 2.05% 1.16% 1.61% 0.90%

$U / $C 1.037 1.032 1.053 1.029 1.025 0.998 0.942

€ / $C 0.714 0.718 0.710 0.726 0.743 0.729 0.767

¥ / $C 83.732 84.039 85.671 85.295 84.014 81.856 83.437

CA Rates

International Industrial stocks were also set back.  Industrial stocks represent approximately 
29.5% of the S&P 500 by market weighting . The manufacturing / transportation sector lost 0.40% 
while information technology lost 1.33%.  Again, for Canadian investors, these losses were further 
compounded by the strengthening of the Canadian dollar. 
 
Resources 
The resource sector performed very poorly in the second quarter of 2011, down 8.46%. The pull 
back is not much of a surprise after many commodity prices surged to near record prices in the 
previous quarter. Silver had hit $48.58 per ounce earlier this year but pulled back to $34.81 by the 
end of the second quarter. In a similar trend, oil hit $113.93 per barrel but  pulled back to $95.42 
by the end of the quarter. As well, natural gas approached $5 before it quickly pulled back to 
$4.37 by the second quarter's end. It has been a similar story for most commodity prices, pull-
backs driven by global growth and political concerns, a non-sustainable price surge and seasonal 
demand from emerging markets. 
 
Utilities 
The utility sector is broadly comprised of companies in the telecommunication, electricity 
generation, oil & gas pipeline and energy distribution business.  The high level of government 
regulation in the energy distribution and telecommunication industry result in this sector to be 
relatively stable with predictable earnings and consequently tend to pay a larger part of their 
earning in dividends to their shareholders than other businesses.  Typically when other sectors 
experience poor performance investors turn to the utility sector for safety.  This was the case in 
the second quarter of 2011, other sectors experienced a decline, investors were drawn to the 
safety of the utility sector resulting increased prices for such equities. 

 
 

Key Economic Rates & Commodity Prices 
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The Bank of Canada continues to maintain its target overnight rate at 1%.  If the level of inflation 
continues to creep up, it is likely the Bank will begin to increase the target.  The Canadian dollar 
continues to hover around parity with US dollar.  This is largely due to much lower interest rates in 
the US with little indication of an increase in the near term. 

 
 
 Price of Gold (per ounce)    Price of Oil (per barrel) 
 

 
 
 
 
 
 
 
 
 
 
 
Gold has historically been the ‘go to’ commodity when there are fears of inflation.  In the second 
quarter of 2011, gold rose in value by over 4%. Current sovereign credit issues in Europe have 
also placed some upward pressure on the price of gold.  This is in sharp contrast to a 10% 
decrease in the price of oil which was due to a slowdown and decrease in demand in larger net 
import countries like China. 
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The New IAIC Brand 
 
You have likely noticed by now that Independent Accountants' 
Investment Counsel has changed its look.  A new corporate image, 
logo, slogan, mission statement and descriptor were all developed 
during the organization's recent rebranding initiative.    
 
IAIC's new corporate brand theme is based on the telescope and 
tripod.  This parallel has been made as the integral workings of all the 
parts of the telescope and tripod represents conceptually, IAIC's 
approach to providing wealth management services. 
 
The telescope represents how IAIC helps clients scan the economic 
horizon, seek out the best opportunities and ensure everything in their 
financial situation is clear and focused. 
 
The tripod is the base; it is what keeps the telescope steady and 
balanced.  The tripod has the flexibility to adjust in height and each 
leg can adjust independently and work together to maintain balance, 
even on unlevel ground.  The three legs of the tripod represent the 
organization's three core disciplines that integrate together to support 
its clients.  They are accounting, financial planning and investment 
management.  Like the tripod IAIC is flexible, able to make the 
appropriate adjustment to support clients in each of their unique 
situations. 
 
IAIC has also revamped its website (www.iaic.ca).  In addition to obtaining information about the 
organization and its services, visitors have access to an exchange ticker and business news stories 
being continually updated throughout the day.  Clients with online access to their investment 
accounts can still gain access via the IAIC website.  If you currently do not have online access to 
your investment account but are interested in using this service please call 519-291-2817 or email 
admin@iaic.ca.   
 
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 local IAIC representatives if you have any questions regarding this newsletter. 


