
The limitations of forecasting and market timing

Investors (and managers!) face a daily deluge of news 

and opinions about the fi nancial markets through 

an ever increasing number of media outlets. The 

temptation to act out on these commentaries can be 

irresistible to investors (and managers!). During good 

times when spirits run high, one might be tempted 

to believe the rosiest of forecasts and take on undue 

risk. During bad times when spirits run low, pulling 

out of our investments until the storm passes seems 

completely reasonable. Unfortunately, such eff orts at 

market timing are exceptionally unreliable. 

The last twelve months have been a testament to the 

extreme diffi  culty of timing and predicting market 

behavior. The Brexit vote and Donald Trump’s surprise 

victory analysts assured, were to be a complete 

disaster for the fi nancial markets. A great number 

of investors and managers pulled their investments 

out of the markets to take to the sidelines based on 

grim forecasts from analyst and bloggers. Contrary 

to most forecasts, the American S&P 500 index is up 

by 10% since the Presidential election, the TSX is up 

6%, international stocks up 10% and emerging market 

stocks 13%. The upswing happened so fast that there 

was no time for an investor to get back into the 

markets, as is oft en the case. 

It is a founding principle of the management of our 

Sigma portfolios to accept the irrefutable fact that 

markets are volatile and completely and utterly 

unpredictable. One may have all the reasons in the 

world to be convinced that markets will go one way, 

and for reasons only understood much too late, they 

go in the opposite direction. 

Our eff orts as portfolio managers are best rewarded 

when focus is put on portfolio structure and eff ective 

risk management. Whether it is the highly diversifi ed 

Sigma balanced and Sigma income with their systematic 

rebalancing and extremely low volatility, or Sigma 

asset class rotation that concentrates its holdings 

among fi ve assets classes based on our leadership 

studies, our approach of systematically reacting to 

instead of trying to predict market movements is the 

most effi  cient way of managing uncertainty, as well as 

emotions that can play havoc to an investor’s portfolio. 
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A review of the markets

The “Trump rally” continues upward, despite a slight pullback in the last few days of the quarter. President 
Trump’s inability to rally Republicans around his health care plan intended to “repeal and replace” Obama Care 
(the Affordable Care Act or ACA), has been a bit of a cold shower for the markets. It’s not that Wall Street has a 
particular interest in the state of health care in general, but rather that Trump’s lack of effectiveness as a closer 
with Congress may not bode well for his planned tax reform bill and the often promised massive infrastructure 
spending program. 

All major indexes ended the first quarter of the year at higher levels. Emerging markets stocks led the way with 
an 11.80% gain, followed by a gain of 6.40% for international stocks. US and Canadian stocks gained 5.23% and 
2.41% respectively. Over the same period, Canadian bonds increased by 1.24%. Preferred shares continue their 
strong performance with a gain of 7.56% for the first three months of the year. 

Headwinds faced by higher quality bonds are all the more evident over a full twelve month period during which 
the bond index has pulled back 2.24% while stock indexes are deep in positive territory. Analysts and experts for 
years and years have been predicting this scenario of increasing interest rates and their downward pressure on the 
price of bonds. Of course, if one had heeded their warnings years ago, one would have missed out on appreciable 
gains over that time. Adequate diversification among different types of bonds is the best defense against the 
uncertainty of interest rate behavior. As an example, despite the recent pullback of government bonds, all the 
other types of bonds and fixed income indexes in the portfolios have posted strong gains. 

Last quarter’s rebalancing

As far as our Sigma balanced and income portfolios are concerned, the rebalancing operations gave us the 
opportunity to take some profit in our positions in emerging markets and in the international markets. The 
proceeds of the sales were used to bring back our positions in government bonds to their target weight in the 
portfolio. A quick reminder here that the sales are only partial, enough to rebalance the positions. 

As for our Sigma asset class rotation portfolios, leadership still belongs to stock indexes over bond indexes and 
the portfolios are consequently invested 80% in stocks and 20% in preferred shares. Leadership among stock 
indexes seems to be more present in international stocks for the time being. 



Wealth management

Return reliability and its impact on retirement projections
An aging population coupled with interest rates at historic lows have retirees and those getting close to retirement 
wondering about what kind of retirement they can afford or will be able to afford. Indeed, retirement projects 
depend greatly on accumulated savings, and of course, on the return generated on these savings over time, both 
before and during retirement years.

Retirement projections prepared by financial advisors for their clients rest on a number of assumptions including 
returns that can be expected in the future on invested savings. It is essential that returns that projections be 
based on are reliable, otherwise any it loses all of its usefulness. 

During our client meetings, we often discuss the inability by the vast majority of portfolio managers to deliver 
stable and reliable returns over extended periods of time. Over many years now, we have found that a highly 
diversified index-based approach to portfolio management offers the best way to generate the stability and 
reliability of returns, upon which a credible retirement plan can be based on. As an added margin of error, and to 
increase the chances of successfully meeting your future financial needs, we purposefully lower the forecast rate 
of return used for our projections to be extra conservative. 

A road map for the future is always a very helpful tool if done with rigor. Just a reminder that we offer all our clients 
retirement projections at no extra cost, so feel free to contact us if you would like us to explore this together.

Our mission
Our mission is to offer our clients a higher reliability of results thanks to our index-based portfolio management 
solutions with a rigorous client service process. 

Bulletin board

A new and updated portfolio management execution platform is now available at National Bank Financial. We will 
be filling you in on the details as we meet over the coming year. 

Do you know of anyone that could benefit from our services?
Don’t hesitate to contact a member of our team!!

We have prepared this commentary to give you our thoughts on various financial aspects and considerations. This commentary 
reflects our opinion alone, and may not reflect the views of National Bank Financial Group. In expressing these opinions, we bring 
our best judgement and professional experience from the perspective of someone who surveys a broad range of investments. 
Therefore, this report should be viewed as a reflection of our informed opinions rather than analyses produced by the Research 
Department of National Bank Financial. • National Bank Financial is an indirect wholly-owned subsidiary of National Bank of 
Canada. The National Bank of Canada is a public company listed on the Toronto Stock Exchange (NA: TSX). 
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Basket Investment Strategy 
The basket’s primary objective is to fully reap the 
benefits of full diversification and of a disciplined 
approach to risk management in the face of market 
fluctuations, while assuring long term growth.  

In order to achieve its objective, the basket is 
diversified among a higher number of asset classes 
than traditionally found in balanced portfolios. Each 
asset class present in the portfolio is chosen not only 
for its potential for long term return, but also for its 
low correlation to the other asset classes of the 
portfolio. The portfolio is systematically rebalanced to 
assure that allocations stay within designated weights. 
Two rebalancing approaches are used to maximize 
efficiency, one based on frequency and a second 
based on threshold. This portfolio structure has 
historically offered lower volatility without sacrificing 
return levels as compared to the traditional balanced 
portfolio. 

 

 

Performance  

Portfolio Performance as of March 31st, 2017 

 3 months 1 yr 3 yrs 5 yrs Inception 

Basket 
Performance 2.75% 12.15% 6.88% 7.81% 5.88% 

Std deviation 1.368% 3.16% 5.41% 5.02% 6.61% 

Benchmark 2.96% 11.44% 7.04% 8.58% 5.89% 

 
Value of Basket 
March 31, 2017 $60,675.78 

Fees: Returns presented are gross or net of fees.  

Source: Indication of the source of the data presented.  
Indices are shown for comparison purpose only. 

Composition of the benchmark: 40% TMX bond 
index,30%TSX,15%S&P 500, 15% EAFE 

Basket Sector Breakdown  
 

Basket Asset Breakdown 
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Transactions since January 1st 2017 
 

Sell/ 
Buy Description Quantity Price 

Sell iShares Cdn Univ 
Bond 422 30.94$ 

Buy BMO Agg Bond 
Index 838 15.58$ 

Buy BMO Agg Bond 
Index 16 15.73$ 

Sell iShares Gold Bull-
Hdg 12 10.90$ 

Sell iShares Core MSCI 
Emg Mkt 2 48.35$ 

Sell iShares SP/Tsx Rei 8 16.35$ 

Buy Powershares Sr 
Loan 4 23.22$ 

 

Security Description Market value Weight 
BMO AGG 
Bond 

Canadian 
fixed income $13,416.34 22% 

iShares 
dividend 
stocks 

Canadian 
stocks $7,119.88 12% 

iShares 
Core 
S&P/TSX 

US stocks $4,482.66 7.5% 

IShares 
Russ 2000  

US large cap 
value $4,092.46 7% 

Vanguard 
FTSE Dev Intl stocks $3,664.63 6% 

iShares 
MSCI 
EAFE 

Intl stocks $3,107.16 5% 

iShares Sel 
Div 

US dividend 
stocks $2,912.53 5% 

iShares 
Sp/tsx cp 
rei 

Canadian real 
estate 
investment 
trusts 

$2,538.00 4% 

iShares 
Core MSCI 
EMg Mkt 

Emerging mkt 
stocks $2,419.14 4% 

Powershare 
Sr Loan 

Variable rate 
senior loan $2416.82 4% 
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Basket Investment Strategy 
The basket’s objective is to maximize returns by 
exploiting relative performance trends among global 
asset classes. The manager captures these trends by 
investing in exchange traded funds representing the 
various asset classes. 

Management of the basket is based on the principle 
that asset classes that have outperformed 
(underperformed) over a certain number of months 
tend continue their outperformance 
(underperformance) for sustained and exploitable 
periods. Markets evolve in cycles during which 
certain dominant themes develop that favor certain 
asset classes while disfavoring others.  

Our approach consists in concentrating 100% of the 
basket in five asset classes selected by our 
quantitative studies among some fifteen asset 
classes. Our studies are repeated on a monthly basis 
and portfolio holdings are adjusted based on the 
studies’ results.  

 

Performance  

 
Value of Basket 
March 31, 2017 $13,369.72 

Fees: Returns presented are gross of fees.  

Source: NBF 

Composition of the benchmark: 40% TMX bond index, 30% TSX, 
15% S&P 500, 15% EAFE  

Basket Asset Breakdown  
 

Basket Asset Breakdown 
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Portfolio Performance as of March31, 2017 

 3 months 1 yr 3 yrs 5 yrs Inception 

Basket 
Performance 3.96% 10.75% N/A N/A 10.75% 

Std deviation 2.59% 4.63% N/A N/A 4.63% 

Benchmark 2.96% 11.44% 0.00% 0.00% 11.44% 



 

  

 Holdings 

 
 

Transactions since January 1st 2017 

Buy/ 
Sell Description Quantity Price 

Buy BMO Laddered Pfd 226 11.18$ 

Buy iShares Core MSCI 
Emg Mkt 44 45.23$ 

Sell iShares Core 
S&P/Tsx 108 24.30$ 

Sell SPDR BLM H/Y 
Bond 52 36.85$ 

 
Sell 

 
iShares Sel Div 

 
22 

 
91.27$ 

 
Buy 

 
iShares Core 
MSCI EAFE 

 
 

34 
 

 
57.93$ 

 

Titres Description Valeur au 
marché Pondération 

ISHARES 
CDN SEL 
DIV ETF 

Canadian 
dividend 
stocks 

$2,707.56 20% 

ISHARES 
CORE 
MSCI EMG 
MKT 

Emerging 
market stocks $2,801.11 20% 

ISHRS 
CORE 
MSCI 
EAFE 

International 
stocks $2,624.66 20% 

BMO LASS 
S&P500 Obligations $2,580.92 20% 

ISHARES 
CORE S&P 
500 

US stocks $2,528.56 20% 
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Basket Investment Strategy 
The basket’s objective is to maximize returns by 
exploiting relative performance trends among global 
asset classes. The manager captures these trends by 
investing in exchange traded funds representing the 
various asset classes. 

Management of the basket is based on the principle 
that asset classes that have outperformed 
(underperformed) over a certain number of months 
tend continue their outperformance 
(underperformance) for sustained and exploitable 
periods. Markets evolve in cycles during which 
certain dominant themes develop that favor certain 
asset classes while disfavoring others.  

This moderate version of our asset class rotation 
basket will always have a minimum of 30% of its 
assets invested in fixed income. 70% of the assets 
will be invested in five asset classes selected by our 
quantitative studies among some 15 asset classes. 
Our studies are repeated on a monthly basis and 
portfolio holdings are adjusted based on the studies’ 
results. 

 

Performance  

Portfolio Performance as of March 31, 2017 

 3 months 1 yr 3 yrs 5 yrs Inception 

Basket 
Performance 3.05% 7.68% N/A N/A 3.05% 

Std deviation 2.13% 3.97% N/A N/A 3.97% 

Benchmark 2.96% 11.44% N/A N/A 11.44% 

 
Value of Basket 
March 31, 2017 $18,815.39 

Fees: Returns presented are gross of fees.  

Source: Indication of the source of the data presented.  
Indices are shown for comparison purpose only. 

Composition of the benchmark: 40% TMX bond index, 30% TSX, 
15% S&P 500, 15% EAFE 

Basket Asset Breakdown  
 
 

Basket allocation  Breakdown 
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Transactions since January 1st 2017 

Buy/ 
Sell Description Quantity Price 

Buy BMO Laddered Pfd 226 11.18$ 

Buy iShares Core MSCI 
Emg Mkt 44 45.23$ 

Sell iShares Core 
S&P/Tsx 108 24.30$ 

Sell SPDR BLM H/Y 
Bond 52 36.85$ 

 
Sell 

 
iShares Sel Div 

 
22 

 
91.27$ 

 
Buy 

 
iShares Core MSCI 
EAFE 

 
 

34 
 

 
57.93$ 

 

 
 

Titres Description Valeur au 
marché Pondération 

VANGUARD 
CDN AGG 
BND 

Canadian 
bonds 5,397.52$ 29.5% 

ISHARES 
CDN SEL 
DIV 

Canadian 
dividend 
stocks 

2,707.56$ 14.5% 

ISHARES 
CORE MSCI 
EAFE 

International 
Stocks 2,624.66$ 14% 

ISHARES 
CORE MSCI 
EM MK 

Emerging Mkt 
Stocks 2,801.11$ 14% 

BMO LADD 
PFD INDX 

Preferred 
shares cdn 2,580.92$ 14% 

ISHARES 
CORE S&P 
500 

Actions US 2,528.56 13% 
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Basket Investment Strategy 
The basket’s primary objective is to generate current 
income while allowing for a moderate amount of 
capital growth. As with all Sigma baskets, Sigma 
income aims to maximize risk control. 

 In order to do so, it will hold a wide variety of asset 
classes, geographic locations, and management 
styles.  

There will be a preference for asset classes that 
generate income, such as government and corporate 
bonds, preferred shares, dividend stocks and real 
estate investment trusts. Each asset class present in 
the portfolio is chosen not only for its potential for 
long term return, but also for its low correlation to the 
other asset classes of the portfolio. The portfolio is 
systematically rebalanced to assure that allocations 
stay within designated weights. Two rebalancing 
approaches are used to maximize efficiency, one 
based on frequency and a second based on 
threshold. This portfolio structure has historically 
offered lower volatility without sacrificing return levels 
as compared to the traditional conservative portfolio. 

 

 

Performance  

Portfolio Performance as of March 31, 2017 

 3 months 1 yr 3 yrs 5 yrs Inception 

Basket 
Performance 2.09% 9.01% 5.82% 6.18% 5.09% 

Std. 
deviation 1.34% 2.91% 4.78% 4.27% 4.89% 

Benchmark 2.10% 6.48% 5.57% 6.05% 5.21% 

 
Value of Basket 
March 31st 2017 $58,795.10 

Fees: Returns presented are gross of fees.  

Source: NBF 

Composition of the benchmark: 70% TMX bond index, 15% TSX, 
7.5% S&P 500, 7.5% EAFE  

Basket Asset Breakdown  
 
 

Basket Sector Breakdown 
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Top 10 Holding 

Titres Description Valeur au 
marché Pondération 

BMO AGG 
Bond Ind 
 

Canadian 
fixed 
income 

20,957.14$ 36% 

ISHARES 
CDN SEL 
DIV 

Canadian 
dividend 
stocks 

5,766.10$ 

 
 
 

10% 
 
 
 

ISHRS 
S&P/TSX 
CDN PFD 

Preferred 
shares $4,117.20 7% 

ISHARES 
CDN RL 
RET BD ETF 

Real return 
bonds 4.048.80$ 7% 

POWERSHR 
SR LOAN PTF 
ETF 

Variable 
rate loans 4,028.03$ 7% 

SPDR S&P 
INTL DIV 
ETF 

Intl. 
Dividend 
stocks 

2,942.15$ 5% 

POWERSHR 
EMER MK 
SOV DEBT 

Emerging 
markets 
bonds 

2,400.09$ 4% 

ISHARES 
US HI YLD 
BND 

High yield 
bonds 2,355.28$ 4% 

iShares 
Russ 2000 
Val Ind 

US Small 
cap value 1,888.83 3% 

ISHARES 
S&P 
CONSUMER 
STPL 

Intl. 
Consumer 
staples 

1,730.90$ 3% 

 

Transactions since January 1st 2017 

Sell/ 
Buy Description Quantity Prce 

Sell iShares Cdn Univ 
Bond 

666 30.94$ 

Buy BMO Agg Bond 
Index 

838 15.58$ 

Buy BMO Agg Bond 
Index 10 15.73$ 

Buy  iShares Russ 2000 
Val 2 116.70$ 

Sell iShares S&P/Tsx 
cdb pfd 18 14.02$ 

Sell iShares Core MSCI 
Emg Mkt 2 48.35$ 

Sell SPDR S&P Intl Div 2 38.17$ 

 


