
Equity and Fixed Income Markets
■■ The Canadian equity markets generated a 

positive return of 6.7% for the quarter and 
erased the negative start to the year. The  
S&P/TSX had a Q1/18 loss of 4.52%, but is now 
slightly positive at 1.95% year to date. 10 of the  
11 sectors posted gains, with the utility sector 
being the only negative performer for the 
quarter. After a long slump, energy finally 
jumped from worst performer to leading all 
sectors in Q2.

■■ U.S. equities recovered lost ground also with 
the S&P 500 gaining 3.43% for the quarter 
and is now up 2.65% year to date. Only six of 
11 sectors had positive returns year to date, 
with technology once again leading by a wide 
margin. Utilities and telecom continue to  
be challenged as rising interest rates  
create headwinds.

■■ Most major developed international markets 
regained lost ground this past quarter. Only the 
Nikki 225 and DAX are still at a loss year to date. 

■■ Preferred shares continue to struggle as they 
had another small loss in the quarter and are 
down 1.85% year to date. Canadian investment 
grade corporate bonds eked out a small  
.42% gain.
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Commentary

Financial Markets
On the heels of a 4.5% Q1 loss, the Canadian 
equity market finally ushered in a small gain 
year to date. That uptick was during a very 
negative sentiment period for Canadian 
markets as NAFTA negotiations ground to 
a snail’s pace, new tariffs were sanctioned 
on aluminum and steel, and a threatening 
25% auto tariff hung over Canada’s largest 
manufacturing industry. The loser during this 
period of uncertainty ended up falling on the 
back the Canadian dollar relative to the USD 
as it weakened over 4%.

The U.S. equity markets did not fare as well 
with volatility and downside risks increasing 
as investors attempted to determine the 
effect of a potential global trade war on a 
company’s valuation. On the positive side, 
78% of companies in the S&P 500 reported 
earnings per share (EPS) above their mean 
EPS estimate. This is the highest percentage 
since tracking this number by FactSet 
started in Q3/2008. Although I anticipate 
companies to report solid earnings for the 
remainder of 2018, volatility will most likely 
remain elevated as the evolving trade war 
and protectionist behavior continue to 
weigh in on the markets. 

Most developed international equity markets 
are slightly positive for the year as they 
are also struggling from trade threats and 
counter retaliation measures. I believe that 
Western Europe remains an area for future 

growth and therefore we continue to add 
exposure to this geographical area. With 
the U.S. picking trade battles with many 
of their largest trading partners, those 
targeted countries are searching outside 
the U.S. to enhance business relations. 
I think that will be long term positive for 
Europe as they gain increased access and 
more favorable trading terms in areas 
like China and South East Asian markets. 
Although it is a long journey, and Canada 
has taken many steps over the past several 
years in this direction, we need to enhance 
our focus on diversifying our customer base 
beyond the U.S. One of Canada’s major 
exports to the U.S. is energy, but we battle 
internally to construct the infrastructure 
necessary to diversify that customer base. 

As volatility in the equity markets picked up 
momentum towards the end of the quarter, 
money was shifting into U.S. treasuries; 
which in turn moved the 10 year treasury 
yield back under 3%. It is expected that 
the U.S. will continue on a path of raising 
short term interest rates, but the future 
of Canadian rates has become more 
clouded. Canadians are already feeling the 
effects of higher interest rates as over time; 
consumers have shifted their borrowing 
structure from fixed rates to variable rates. 
The variable interest rate home equity line 
of credit has become the borrowing vehicle 
of choice as consumers took advantage of 
falling interest rates. That interest rate trend 
has now reversed to the upside. Canada 
may experience an upward shift in inflation 

over the medium term driven by higher 
energy prices, increased labor costs from 
the minimum wage hike, a soft loonie, and 
import trade tariffs. 

Value vs. Growth Stocks
Value stocks typically derive their long term 
performance from both dividends and 
price appreciation, whereby growth stocks 
tend to generate their returns by stock 
price appreciation as they reinvest excess 
cash flow back into their company to fund 
growth instead of distributing to investors 
via dividends. Growth stocks have a history 
of being more volatile than value stocks as 
they typically trade at higher price earnings 
multiples; and if growth expectations are 
not met, get punished. Growth stocks are 
companies that are expected to continue 
growing revenue and earnings at an above-
average rate relative to the market. 

Value sectors are considered to be more 
mature businesses such as banks, telecom, 
industrials, and utilities. Growth sectors 
include technology and biotechnology. It 
can also be a growth focused company like 
Tesla within a traditional mature business 
such as automobiles. 

Performance of Growth stocks outperformed 
Value stocks by a wide margin in 2017 as 
the Russel 1000 Growth Index gained 30% 
compared to the Russel 1000 Value index 
gaining 13.7%. This outperformance was 
reversed to a lesser degree in 2016 as Value 
had a return of 17.3% and Growth delivered 
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7.1%. Over the past 20 years, Large Cap Value 
averaged a return of 7.4% compared to Large 
Cap Growth at 6.9%. Importantly, Value had a 
standard deviation (volatility) of 14.9%, while 
Growth was at 17.1%. During the significant 
market correction years of the early 2000s 

and 2008, Value outperformed Growth in 
each of those years. 

At Borger Wealth Advisory Group our equity 
portfolio construction has historically had 
an overweighting to Value stocks. We 
invest in quality companies that have been 
in existence for many years and have a 
track record of increasing dividends over 
time which improves your cash flow on the 
original invested capital. Although we have 
some individual Growth stocks within our 
portfolios, we predominately rely on the 
expertise of top tier global external money 
management teams to support us in this 
asset class given its fast changing dynamics 

and an accelerating rate of technological 
innovation. To gain access to the broader 
market within growth sectors, we may utilize 
a Growth focused Exchange Traded Fund. 

Jay, Catherine, Madison and I thank you for 
your business and entrusting us to guide 
you and your family’s financial journey. If 
you have any questions or issues you would 
like to discuss, we will be happy to receive 
your call. 

Have a safe and  
enjoyable summer.
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