
Brazil – is the
world’s largest
producer of coffee
and sugar.

Russia – is the
world’s largest
exporter of natural
gas.

India – is a global
leader in
outsourcing.

China – is the
world’s second
largest economy.

As investment opportunities
have become more global,
emerging markets (EM) have
been increasingly
incorporated into
professionally managed
portfolios (including Scotia
INNOVA Portfolios).

To understand more, we’ve
highlighted four factors
below that are driving
interest in developing
economies and their financial
markets.

Demographic
Convergence

EM nations make up
approximately 85% of the
world’s population and 75%
of its landmass. Globally, one
in every six people live in
China and one in every five
live in India. Sheer mass
though is not the only thing
developing countries have
going for them; more than
50% of their population are
below the age of 25, with
millions joining the ranks of
the middle class every year.

Changing Economic
Landscape

The aptly‐named BRIC subset
(Brazil, Russia, India, China)
of the emerging markets is
paving the way for global
growth. While economic
growth for EM has cooled
from its peak in the mid‐

2000s, the International
Monetary Fund is still
projecting a healthy 4.9%
GDP growth in 2014.
Contrast that to the more
anemic 2.2% for developed
economies and the
enthusiasm for EM is
understandable.

Improving Business
Climate

Stricter financial policies have
resulted in better‐managed
businesses and increased
levels of foreign investment
in many developing
countries. Stronger balance
sheets, improved
management practices and a
commitment to maximizing
shareholder value have all

contributed to a better
business and investment
climate in EM countries.

Enhanced Potential

Despite their large
populations and impressive
GDP growth rates, emerging
markets are still a relatively
small weight of the global
stock market at 11%. This
number is expected to

dramatically rise over the
next two decades as EM
equities are increasingly
recognized as an
important asset class and
source of potential growth
and portfolio
diversification. 

See page 2 for more
information on how
Scotia INNOVA Portfolios
approach emerging
markets.
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Increased globalization has drawn the world closer together,

making long distances seem shorter and opening up new

frontiers for investing. 
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What distinguishes
one emerging market

from the next?

With over 21 countries in the

EM universe spread across

Asia, Africa, Europe, Latin

America and the Middle East,

the group is by no means

homogenous. Countries that

are the least developed are

typically classified as frontier

markets and are in earlier

stages of their long-term

investment cycle. The

economic picture, political

and regulatory backdrop,

business climate, foreign

direct investment and

currency stability can vary

from one market to the next,

leading to a very different

opportunity set and risk

profile for each. In recent

years, the divergence

between countries that are

improving in fundamentals

versus the ones that are

deteriorating is widening.

Picking the right spots is

crucial in determining success

in investing in this area of the

world.

Are there any
themes you are

paying particular
attention to?

From a macro perspective,

one of the themes we are

most interested in when

investing in EM is sectors and

companies that benefit from

domestic growth and

growing consumer demand.

Local demand themes,

including consumption,

housing and infrastructure

investment, are key factors

underpinning the enhanced

growth prospects. This stands

in contrast to those markets

and sectors that are more

export-driven and whose

fortunes are more closely tied

to the developed world. This

extends to cyclical sectors

such as energy and materials

that are intrinsically more

volatile.

How do you
approach EM for
Scotia INNOVA

Portfolios?

Our approach to EM in

INNOVA is rooted in active

management, where we

leverage the expertise of a

large team of local EM

specialists that are both

country and sector based. We

also tap into sectors and

companies that are levered to

regional and local growth

through a proprietary

investment that is designed

exclusively for INNOVA. Lastly,

we use EM debt to capitalize

on higher yields and

improving credit quality. 
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While the stories surrounding the emerging markets are compelling,

they are not without their complexity and risk. Scotia INNOVA Portfolios

are able to tap into expertise, here and around the world, to ensure

that the Portfolios are considering all that the world has to offer.

SCOTIA PORTFOLIOS 3 Mths 6 Mths 1 Yr 3 Yrs 5 Yrs Since
Inception

Scotia INNOVA Portfolios® Series A
Scotia INNOVA Income 1.66% 4.02% 4.50% 4.93% 6.47% 6.55%*

Scotia INNOVA Balanced Income 2.43% 5.16% 7.33% 5.59% 7.44% 7.87%*

Scotia INNOVA Balanced Growth 3.30% 6.58% 11.32% 6.39% 8.58% 9.07%*

Scotia INNOVA Growth 3.96% 7.65% 14.82% 7.05% 9.41% 10.35%*

Scotia INNOVA Maximum Growth 4.45% 8.98% 20.19% 8.01% 10.75% 11.56%*

Portfolio Performance (as at April 30, 2014)

* January, 2009

Commissions, trailing commissions, management fees and expenses may be associated with
mutual fund investments. Please read the prospectus before investing. Mutual funds are not
guaranteed or insured by the Canada Deposit Insurance Corporation or any other government
deposit insurer, their values change frequently and past performance may not be repeated.
The indicated rates of return are the historical annual compounded total returns including
changes in unit value and reinvestment of all distributions and does not take into account sales,
redemption, distribution or optional charges or income taxes payable by any securityholder that
would have reduced returns. 



People also wondered
whether they should start
thinking about making TFSA
“or” RRSP contributions
going forward.

Now, in its sixth year and
with a total of $31,000 in
contribution room to 2014,
the inclination to compare
the TFSA to an RRSP has only
grown. Here's our take:

Pay now, pay later

When comparing the RRSP
to a TFSA, one of the key
differences is that
contributions to an RRSP
provide a tax deferral
opportunity. When you make
your RRSP contribution you
are able to potentially reduce
your taxable income* today,
in your current tax bracket.
However, taxes will likely be
repaid in the future when
you start to draw an income
(likely in the form of RRIF
payments). 

By contrast, the same
contribution to your TFSA
doesn’t provide you with an
immediate tax deduction

today, nor will it create a
taxable payment in the
future. 

Where the plans look the
same though is in the
period between
contribution withdrawals.
During that period, no tax
is paid on the income
earned in either the RRSP
or the TFSA. 

Contribution
Room

Another
important
differentiator
between the
two plans is
that unlike
the RRSP, TFSA
contributions are not
dependent on earned
income. The contribution
room is the same for
everyone regardless of
income. This can make a
difference in situations
where income doesn’t
come from more
traditional employment
income.

Saving Habits Don’t
Need to Retire

While RRSPs must be
converted to an income
stream in the year that you
turn 71, TFSAs have no such
end date and can continue
indefinitely as a place to
house new deposits and
shelter income.

The More the Merrier

Ultimately, you may not need
to choose one over the other.
In fact, the TFSA makes a
great complement to an
RRSP as well as other existing
registered plans like the
Registered Education Saving
Plan (RESP), and even the
Registered Retirement

Income Fund (RRIF). Just like
other registered plans, a
TFSA is not simply an
account (as the “A” in it’s
name might lead you to
believe), but, a plan that will
allow you to invest in a wide
range of options including
mutual funds and GICs to
help you meet your goals.**

Ultimately, this new plan
choice has opened a world
of possibilities that are by no
means limited to an
either/or decision. Your
Scotiabank advisor can go
through the options and
help you make the decision
that’s right for you.
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Something old, 
something new
When something new is introduced it’s human
nature to compare it to what we already have.
When the Tax Free Saving Account (TFSA) was
introduced in 2009, it led to a flurry of articles
and conversations about how the new plan
stacked up against the long-available Registered
Retirement Savings Plans (RRSP). 

* Everyone’s tax situation is
different. Speak to your tax
advisor to discuss your personal
situation.

**For additional information 
on the TFSA go to
www.scotiabank.com/tfsa



U.S. markets continue to
advance as stimulus
reduced.

Shares of U.S.
equities
continued to
advance higher

during the first quarter, even
after US$20 billion in
stimulus had been scaled
back at the end of December

and early March. The S&P
500 closed near to its all-
time high returning 5.92%
for the quarter. The U.S.
markets were supported by
an improving economy and
lower unemployment as well
as comments by Fed Chair
Yellen at quarter end that the
U.S. economy would continue
to need stimulus from the Fed
for “some time”.

Health care and
materials push Canadian
equities higher.
Canadian equities closed the

quarter with a
gain of 6.06%,
largely
unaffected by
Fed tapering and

geopolitical tensions in
Ukraine. Markets were
propelled by an increase in
corporate takeovers which

rose 20% over the first
quarter of 2013, totalling
US$35.7 billion. Market
strength came from the
energy, materials, health care
and utilities sectors which
each gained over seven
percent for the quarter.

Emerging markets show
strength.

Emerging
markets
continued to
face headwinds
from the

tapering in the U.S., yet were
able to post a gain of 3.49%
during the quarter.
Heightened concerns over
the situation in Ukraine have
impacted the mood of
investors towards the Russian
economy, which was
believed to be on the verge
of recession prior to their

foray in Crimea, will now
face an even more difficult
economic situation in the
face of sanctions. Global
equities as represented by
the MSCI World Index
returned 5.32% for the
quarter, slightly trailing the
Canadian and U.S. markets.

Europe reaches
agreement on banking
union.

An agreement
was reached
between
European
member states

that will handle any future
banking crises. A €55 billion
shared fund will be created
to assist banks that find
themselves in financial
difficulties by providing them
with funding. The agreement
still requires formal approval
prior to coming into effect. 
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Sunny 

A Look at the Markets

Sunny with clouds

Index Performance
YTD (as at April 30, 2014,C$)

8.6% Canadian equities 
(S&P/TSX Composite Index)

5.7% U.S. equities
(S&P 500 Index) 

5.6% Global equities 
(MSCI World Index)  

3.0% Emerging markets
(MSCI Emerging Markets Index) 

3.3% Canadian bonds 
(FTSE TMX Canada 
Universe Bond)

Source: Bloomberg
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