
Putting things in perspective

The end of year performance review is an interesting 
period in terms of investors’ perceptions and 
expectations. In recent months, newscasts and 
newspapers have been faithfully monitoring the new 
highs achieved by most stock market indexes, despite 
the fact that the TSX has only increased by 9%, that 
the US stock market index has been affected by a 
nearly 7% decline in the US dollar against the Canadian 
dollar, and that an adequately diversified portfolio 
holds more than just the stock market. The tone of the 
popular press is always spectacular in good and the 
bad news. Given the level at which indexes started the 
year, stock market could have gone up by only 1% this 
year and we would be talking about «new heights».

 Another factor is that to benefit from the stock 
market rises of 2017, one would have had to stay fully 
invested the whole year, which many investors and 
managers failed to do. Let’s go back to a little over a 
year ago when very few analysts saw the future with 
much enthusiasm. The recent victory of Donald Trump 
in the US presidential election plunged the planet 
into uncertainty. His arrogant tone towards North 
Korea worried the experts who feared additional 
strain in diplomatic in already complicated relations 
with this unpredictable country ,and his protectionist 
rhetoric vis-à-vis the country’s trading partners risked 
snuffing out a nascent return to generalized economic 
growth. In addition, Brexit’s recent victory was still a 
source major turmoil in the Eurozone. 

As a result, several managers chose last year to 
liquidate a good portion of their portfolios and to 
adopt a defensive position, to see how things would 
go. This kind of anticipation, we know, can be 
expensive. It is always incredibly difficult to know when 
is the right time to reinvest in the markets once we get 
out. Many managers underperformed in 2017 for this 
reason. Such reflexes are the result of a portfolio 
structure that does not manage the risk well enough 
to begin with.

A portfolio with a well-diversified mix of a wide variety 
of asset classes is unlikely to replicate the performance 
of stock indices during big run-up, but will reduce the 
manager’s temptation to react emotionally, and will 
also protect acquired gains once the markets change 
direction. Our balanced Sigma portfolio remains 
highly diversified among a large number of asset 
classes at all times, and our rebalancing discipline 
allows us to take profits as markets advance, resulting 
in a 7.77% return, compared to 6.86% for the NBF 
Balanced Index, while maintaining superior risk 
management. Our Sigma Asset Class Rotation 
portfolio allows us to focus the portfolio where trends 
are strong, and this in a disciplined way, without 
emotion or trying to guess the future. Having enabled 
us to capture the good performance of emerging 
countries and international equities, Sigma asset class 
rotation ended the year with a respectable gain of 
9.65% while also controlling risk very well.
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The year in review
The markets were full of surprises in 2017. What looked like a year filled with risk and uncertainty 
ended with solid gains for most stock indexes. The recent election of President Trump, the many 
geopolitical tensions, and the already high levels of stock market indexes have given analysts a lot 
to fret about, and their expectations for 2017 were very modest, and even negative in many cases. 
Investors have been particularly well rewarded for international investments. In Canadian dollars, 
the Emerging Markets Index ended the leading year with a total gain of 26%, followed by a gain of 
16.56% for international equities in developed countries and 13.58% for S & P 500. Despite a 9% gain 
for the year, the TSX is lagging behind its international counterparts. Once again, markets stubbornly 
ignored analysts’ expectations. 

 Given their often counter -cyclical nature relative to stock market indices as well as historically low 
interest rate levels, one cannot be surprised at the more modest returns offered by bonds in 2017. The 
Canadian bond benchmark returned only 2.52%. As is usually the case during periods of rate hikes, 
the yield curve flattened during the year. In other words, when central banks raise policy rates in the 
short term, they reduce the risk of inflation in the future by their actions, which favors longer-term 
bonds, and can often even lead to a decrease in longer rates. In the United States, for example, all 
rates below 10 years have risen while all rates on bonds 10 years and older have fallen. In Canada, 
rates have risen all along the curve, but 3 to 5-year bonds have paid off the most. As is usually the 
case at this stage of the business cycle, risk-taking is rewarded. The high yield bond index increased 
by 7% during the year, outperforming quality bonds by a margin of 4.50%. In the current environment, 
improving the financial balance sheets of higher-risk businesses through good economic growth 
results in a good performance of these bonds. 

Propelled by tensions between North Korea and the United States, and a weak US dollar, gold posted 
strong gains during the first nine months of the year. Although it pulled back during the last quarter, 
it still ends the year with a 9% gain.

RRSP vs. TFSA contribution: Is one better than the other?
Every year, the decision to contribute to either an RRSP or TFSA can be a dilemma for many investors. 
Even though the annual TFSA contribution has become almost ‘’ automatic ‘’ for many affluent or 
wealthy investors, some question the relevance of contributing to the RRSP. There is no absolute 
answer to this question as there are several things to consider. High income earners who can 
contribute to the RRSP should consider this alternative as it can significantly reduce taxable income, 
resulting in significant tax savings. Similarly, high-income individuals who do not have an employer-
sponsored pension plan have an interest in considering the RRSP. Indeed, it is likely that your current 
marginal tax rate is higher than the tax rate applicable to your retirement, which confers an interesting 
advantage. Combined with tax-sheltered capital accumulation for many years, RRSPs grow faster 
than an equivalent amount invested outside RRSPs. People who do not have a pension plan, or 
whose plan does not meet a significant portion of their retirement needs, should consider the RRSP 
alternative. Also, employees hired at older ages who do not fully enjoy the benefits of their pension 
plan should consider the RRSP. With respect to the TFSA, the target audience is broader: wealthy 
investor with surplus cash, defined benefit pensioner, lower income workers, and individuals who 
want to avoid future Old Age Security Pension claw-back (See summer 2017 issue). Other tax planning 
considerations need to be taken into account: Tax benefits, the death of a spouse and the various 
tax credits are to be assessed in the decision to invest in TFSAs and RRSPs. Each situation being 
different, we invite you to contact us foe answers to any questions you might have.



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
RRSP AND TFSA REMINDER: 

The RRSP contribution limit for 2017 is $26,230. The deadline is March 1st. The contribution limit for the 
year 2018 is $26,500. 

The contribution limit for the TFSA for 2018 is $5,500. The cumulative maximum contribution amount 
since the TFSA was launched is $57,500.

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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