
Beyond bonds

When it comes to protecting your portfolio against 
fluctuations, it is often bonds that first come to mind. 
Most investors hold so-called stock/bond balanced 
portfolios to guard against shocks that periodically 
affect financial markets.

While bonds play an important role in protecting your 
portfolio, there are actually several other asset classes 
that can help your portfolio through these more 
tumultuous times, especially during times of rising 
interest rates such as we presently have. For 30 years 
investors could count on a more or less uninterrupted 
interest rate decline. This has been giving traditional 
balanced fund a nice boost in returns with very little 
effort, as interest rates fall and bond prices 
correspondingly increase. But now that rates are so 
low that they are struggling to decrease further.

Bonds should of course always be part of a complete 
portfolio solution. They are not the only solution 
however. The diversification they offer is also offered 
by other weakly correlated asset classes that may 
not behave in the same way and at the same time as 
the stock market.

Taking the current pullback as an example, we can 
see that some asset classes have been able to offer 
more protection than bonds since the beginning of 
the year that have had a return more or less zero. For 
example, currencies played an important role, with 
the US dollar went up 3.50% against the Canadian 
dollar and the Euro up 5.25%. Any investment 
denominated in these currencies has thus benefited 
from the increase in these currencies. Gold being a 
safe haven in times of uncertainty, it also shows gains 
for the first quarter.

In the event of a significant drop in stock market 
indexes, bonds may well adopt their safe haven role 
and see their price increase further. On the other 
hand, trying to predict the vagaries of markets is 
risky. A portfolio will be better able to manage risk if 
it is composed of several asset classes that exhibit 
low correlation not only to stocks and bonds, but 
also with each other..
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Market Review
It was to be expected that the complacency that characterized the stock markets in 2017 could not last indefinitely. 
Several indicators and measures of volatility spent a better part of the year at very low levels. The VIX, commonly 
known as the Fear Index, provides an indication of future volatility that the market anticipates was confined to 
rarely seen levels, reflecting complacency.

Since January, a variety of events have surfaced and finally triggered a correction in the markets. To begin with, 
President Trump is becoming more aggressive with US trading partners, introducing significant tariffs. Trump’s 
unpredictable style of negotiation does nothing to reassure the stock market. Canada had a few cold sweats 
when Trump threatened new steel tariffs (from which Canada will likely be exempted), and NAFTA negotiations did 
not seem to be going well before finally seeming to stabilize. Although a new NAFTA deal still isn’t signed.

The financial markets are also looking very closely at the Federal Reserve which proceeded in February with a first 
rate hike as planned. The US central bank has also indicated that given the strength of economic growth, it may 
increase rates four times rather than the three increases expected by markets.Finally, the technology sector, which 
has been driving markets up for several months, is showing signs of fatigue. The recent scandal dogging Facebook, 
far from affecting only this company, has given rise to a major challenge by regulators on the industry’s business 
model that relies on sharing and reselling data that they collect from their users.

Markets are trying to decipher and interpret each little parcel of news to give themselves direction, reacting in the 
short term thus creating volatility. A quick calculation shows us that the average variations from one day to another 
of the S & P 500 has risen to 1.11% since February 1st from an average change of 0.33% for the previous nine months. 
Variations during the average day rose to 1.77% compared to 0.33%.

Uncertainties over NAFTA and steel tariffs caused the Canadian TSX Index to suffer more than its international 
peers in Canadian currency with a 4.5% drop for the quarter, compared to a local currency gain of 3.86% for 
emerging countries, 1.50% for international equities and 2.30% for the S & P 500. Despite the threat of tariffs, 
emerging countries have up to present have held up well.

Since we are still in a context of rising interest rates, bonds have so far not offered much value-added during the 
pullback in equities, posting a very slight increase of 0.10%. No doubt that if the markets had been less fragile, the 
bonds would have fallen further. Their role as a safe haven during periods of volatility supported them.

Rebalancing operations:
Emerging and US equities had leadership roles during the recent market rally. Both indices were rebalanced lower 
in January and February respectively. Gold having been constrained to a limited price range for several months 
has reacted positively to the strong emotions of the months of February and March and was rebalanced downward 
at the end of November. Canadian bonds, US real estate and US dividend stocks all rebalanced.

Rotations:
The main themes of recent months have been the underperformance of Canadian equities as well as of our 
currency. As a result, the TSX lost its position among the five asset classes of the rotation portfolio in January, 
followed by the Canadian dividend index in March, currently replaced by the US dividend index and the Canadian 
real estate index. The portfolio is currently 100% invested in non-fixed income (equity and real estate), 80% in 
foreign currencies, 40% in US equities and 40% in foreign equities.



Conversion of a term life insurance policy without medical examination:  
A possible solution for individuals with health problems:
It goes without saying that the management of your portfolio is a major part of what we do for you. A good portion of our annual 
meetings are devoted to your investments. However, financial planning is also a very important aspect of what we offer. Whether it 
be retirement projections, estate planning, even help guide you in matters of credit with our partners at National Bank.

The topic of life insurance comes up quite often. For instance, many of you have taken out term insurance in the past. They have the 
advantage of being much less expensive than whole-life insurance. Being temporary however, they need to be renewed if one 
wants to maintain coverage. Circumstances dictate whether a term policy approaching maturity is still optimal, and changes may 
be required. However, in order to be able to make changes, the insured’s current state of health becomes decisive, since his/her 
insurability depends on it. This can be a major obstacle for many whose health has deteriorated over the years.

In these circumstances, there is a way to adapt a term insurance coverage for whole-life insurance without a medical examination. 
Indeed, certain provisions of insurance contracts allow these changes.

Do not hesitate to let us know if you have any questions regarding your term insurance policy. In collaboration with our Financial 
Security Advisor partner, we will be pleased to assist you.

Insurance products and solutions are available through NBF Financial Services (NBFFS). SFFBN is not a member of the Canadian 
Investor Protection Fund (CIPF). Products sold via SFFBN are therefore not guaranteed by the CIPF

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
We’d like to take this opportunity to share with you some great news: we have recently been honored twice! 
The team has distinguished itself as the 2017 Team of the Year for the Montreal region, and Christian Lamarre 
has been named winner of the Social Responsibility Award for the Montréal region.

This is the second time the team has been awarded the Team of the year honor, having been finalist for the 
2015 National Team of the Year Award. Christian, in turn, was awarded the prize for Social Responsability for 
Canada in 2009.

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. National Bank Financial – Wealth Management (NBFWM) is 
a division of National Bank Financial Inc. (NBF), as well as a trademark owned by National Bank of Canada (NBC) that is used under license by 
NBF. NBF is a member of the Investment Industry Regulatory Organization of Canada (IIROC) and the Canadian Investor Protection Fund (CIPF), 
and is a wholly-owned subsidiary of NBC, a public company listed on the Toronto Stock Exchange (TSX: NA).
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