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INTRODUCTION: 
From Our Founder 
 
In past commentaries, we’ve expressed our concerns regarding the 
struggles by the White House to get policies executed, as well as the 
US Congress and Senate not working well with President Trump. It’s 
apparent that these concerns are now a reality, and it’s highly 
important that investors make sense of their impact going forward. 
 
With the Republican caucus split between moderates and 
extremists, “Ryancare” was pulled from the US House of 
Representatives, while the Democrats dug in their heels to resist the 
approval of Neil Gorsuch as Supreme Court judge. At this rate tax 
reform – critical for boosting the US economy – seems less likely to 
pass in the short term. Taken all together, it seems we’re entering 
lame-duck presidential territory, at least for a little while, which is not 
beneficial to the markets. 
 
In this commentary, we review the most significant market events of 
March 2017 and the most essential strategies for investors to take in 
light of these evolving conditions. In particular, we assess the 
challenging road ahead for the UK’s Brexit process, improvements in 
the eurozone and impact of ongoing political tension in the US. 
 
Richard G. Stone 
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MARKET PERFORMANCE 
 

Market Return (%)* 

Canada (S&P/TSX) 1.3 

US (S&P) 0.3 

MSCI (World) 1.0 

Best (Mexico) 11.4 

Worst (Brazil) (2.7) 

*In Canadian dollar terms as at March 31, 2017 

 
Brexit challenges ahead for UK 
We believe the trying tasks that lie ahead in 
managing the Brexit process with Article 50 does 
not bode well for the UK. Only a miracle will allow 
the UK to complete its negotiations within two 
years. Reflecting the minutia involved with the 
process, Ireland’s Prime Minister Enda Kenny has 
recommended to not have a structured border 
between Northern Ireland and Ireland. The 
recommendation is related to past hostilities 
where that border had existed and fear of such 
violence returning. Thus, looking forward, you
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may have Ireland, a member of 
the European Union (“EU”), 
with non-structured border 
access to the UK through 
Northern Ireland – creating 
questions over immigration 
control.  
 
That’s just one of a huge list of 
items that have to be resolved 
in the next two 
years. Therefore, we have 
concerns about the arduous 
road ahead for the UK in 
implementing its programs and 
the interference they’ll face.  
 
Eurozone trending upward 
For Europe, however, we see a 
more positive road ahead. The 
EU will most likely be able 
to dictate policy to the UK, and 
not vice versa. With the world 
economy entering the 
second quarter of 2017 in good 
shape, we’re still strongly 
committed to Europe. 
Eurozone production grew 
during January and the 
eurozone’s Purchasing 
Managers' Index (“PMI”) 
recorded a near six-year high, 
which is consistent with recent 
quarterly growth in gross 
domestic product numbers. 
 
In addition, measures for 
France and Germany both rose 
to their highest levels since May 
2011. First-quarter eurozone 
household consumption is set 
to be above the average seen in 
recent years and consumer 
confidence has risen to points 
that support this steady 
consumption growth. Lastly, 

eurozone employment has 
finally recovered to the level 
seen prior to the global 
financial crisis.  

 
Prudent investors 
should, in the future, 
look in their investing 
rear-view mirror and 
be content with having 
added eurozone 
exposure to their 
portfolio at this time. 
 
Hence, we’re seeing all the 
components of a baseline start 
to economic recovery. Similar 
to what we saw in the US, our 
belief is that Europe remains an 
attractive valuation, while 
concerns over Article 50, 
populist party candidates and 
various European elections 
represent buying opportunities 
for investors. Prudent investors 
should, in the future, look in 
their investing rear-view mirror 
and be content with having 
added eurozone exposure to 
their portfolio at this time. 
 
US Fed plans new hot potato 
Coming back to North America, 
the US Federal Reserve Board’s 
(“Fed”) perspective has 
suddenly become a new hot 
potato, and may increasingly 
replace coverage of possible 
White House and Russian 
associations. The latest 
headlines from the Fed relate to 
plans on winding down their 
US$4.5 trillion portfolio of 
mortgages and treasury 

securities, later this year. The 
Fed is planning two additional 
short-term interest rate 
increases in 2017 and an 
additional three increases in 
2018, yet there have been no 
concrete details on how they 
would wind down their 
portfolio. The consensus, 
however, is it will be a gradual 
and measured approach.  

 
… the US Federal 
Reserve Board’s 
perspective has 
suddenly become a 
new hot potato, and 
may increasingly 
replace coverage of 
possible White House 
and Russian 
associations. 
 
This approach will depend on 
the performance of the 
economy, which has achieved 
the Fed’s targets so far. Its 
criteria going forward is 
inflation within the 2.0% range, 
core inflation north of 1.6%, 
wage inflation to take place 
and unemployment to stay 
below 5.0%.  
 
As the economy heals, the Fed 
has also stated it wants to 
shrink its balance sheet. One 
method for doing this would 
involve allowing securities that 
mature without using the 
proceeds from the maturing 
securities to buy new ones. 
Recently, the Fed has been 
doing this on a random basis. 
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Assessing the confidence 
gaps 
Continuing with the Fed, we 
think there could be some  
concerns relating to the other 
side of the equation, which we 
call “the confidence gap.” 
There’s a gap between soft and 
hard data (or between surveys 
and actual statistics), and 
which one provides more truth. 
Today, the bond market 
believes in hard data while the 
stock market believes in soft 
data and the success of Trump 
reflation trade.  

 
It’s important to pay 
close attention to 
another confidence 
gap – that is, the gap 
between public 
approval for President 
Trump and consumer 
confidence. 
 
Today it’s important to pay 
close attention to another 
confidence gap – that is, the 
gap between public approval 
for President Trump and 
consumer confidence. The ratio 

between the two exists at 
extreme levels, rarely seen 
before. In March, the Consumer 
Confidence Index hit its highest 
level since December 2000, 
while at the same time 
President Trump’s approval 
rating set a new low of 38%.  
 
Remain disciplined through 
critical periods 
Interestingly, only three other 
times in history has this gap 
been so misaligned – namely, 
during the Vietnam War in 1968, 
the Watergate scandal and oil 
embargo in 1973, and the Iraq 
War in 2007. In each case, 
equity markets were negatively 
impacted. So, a prudent 
investor will have to remain 
disciplined and invested 
throughout these critical 
market periods, as you’re going 
to see volatility. 

 
It’s about staying 
invested and not being 
passive or sitting on 
the sidelines, while 
looking back and 
realizing you missed 
an opportunity.  
 

What does all of this mean for 
you as an investor? It means 
buying good businesses on 
weakness and rebalancing your 
portfolio when appropriate. By 
that, we’re not suggesting you 
have to be overinvested. It’s 
about staying invested and not 
being passive or sitting on the 
sidelines, while looking back 
and realizing you missed an 
opportunity.  
 
Ultimately, we recognize there 
are two sides to every coin. We 
don’t believe you need to put 
on a crash helmet and hide 
during these periods. We see it 
as an opportunity to manage 
your portfolio, exit businesses 
that won’t produce the results 
you need and buying 
companies that will. We’re not 
going to see anything more 
than a traditional 5% to 7% 
pullback in the market, maybe 
10%. Such a pullback could 
happen very quickly based on 
certain factors, but it would 
represent a buying opportunity 
for us. Today, we are invested. 
 

CELEBRATING 150 YEARS WITH CANADIAN FACTS 
April 23, 1851 
Canada’s first official postage stamp, the three-penny beaver, is issued. 
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Sleep well 
Knowing you’ll have the financial resources to live well. 
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There are risks associated with investing in mutual funds. Please refer to the simplified prospectus for details of the risks associated with 
these funds. All mutual funds carry the risk that the mutual fund may decrease in value.  The degree of risk varies depending on the 
investment objective and strategies of the mutual fund.  Before investing in any mutual fund discuss with your financial advisor how it 
works with your other investments and your tolerance for risk. Please refer to the simplified prospectus for more information regarding the 
risks associated with these funds. 
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the 
Simplified Prospectus or Offering Memorandum before investing. Any indicated rates of return are the historical annual compounded total 
returns including changes in security value and reinvestment of all distributions and do not take into account sales, redemption, distribution 
or optional charges or income taxes payable by any securityholder that would have reduced returns. The payment of distributions is not 
guaranteed and may fluctuate. The payment of distributions should not be confused with a fund’s performance, rate of return, or yield. If 
distributions paid by the fund are greater than the performance of the fund, then your original investment will shrink. 
Distributions paid as a result of capital gains realized by a fund and income and dividends earned by a fund are taxable in your hands in the 
year they are paid. Your adjusted cost base will be reduced by the amount of any returns of capital. If your adjusted cost base goes below 
zero, then you will have to pay capital gains tax on the amount below zero. Mutual funds are not guaranteed, their values change frequently 
and past performance may not be repeated. 
Information contained in this publication is based on sources such as issuer reports, statistical services and industry communications, 
which we believe to be reliable but are not represented as accurate or complete. Opinions expressed in this publication are current 
opinions only and are subject to change. 

http://www.stoneco.com/
mailto:info@stoneco.com
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