
So true. After all, psychology 
is defined as the study of 
mind and behaviour and those 
who don’t understand how 
psychology informs markets are 
doomed to repeat the mistakes 
of the past. Our minds will drive 
us to flee perceived risk and to 

be part of the crowd. Often, 
that is not rational. A much 
quoted study (Matthews  
and Wells, University of 
Cincinnati) discovered that 
85% of what we worry about 
doesn’t actually occur. So, what 
often happens in markets is 

The Importance of  
Patience and Time

There was a quote in the Wall Street Journal 
recently that really caught my eye. It was  
from a wealth management executive who  
said that every time he sees his financial advisor, 
it’s “kind of like seeing a psychologist.”

investors flee into the crowds, 
selling into panic and buying 
euphoria. When they buy on 
euphoria, they’re scared about 
missing future gains, and when 
they sell into panics they’re 
scared about suffering future 
losses. It has little to do with 
calmly assessing the merits 
of individual securities while 
thinking long term. It’s the 
old story of the investor who 
confidently says they’re feeling 
good when stocks are trading 
at all-time highs and will buy 
more when there’s a correction, 
but then proceeds to sell every 
stock they own when the 
correction takes place.

The third quarter of 2015 was 
a case study on this topic, and 
without rehashing the news 
that everyone already knows, 
here are a few points to keep 
in mind as we travel through 
these market moves:

Stocks are volatile. Always 
have been, always will be. Real 
time pricing tends to do that. If 
they went up a little every day 
with no bumps whatsoever, 

then they’d be extremely 
expensive, and yield little in 
return for your investment 
because there would be no 
risk. To earn a greater return 
than the risk free alternative, 
you must be willing to accept 
the inevitable volatility. Use the 
volatility to your advantage, 
and look past the daily noise, 
that’s what the most successful 
investors have a knack for.

Stick to the process. Stay 
calm and assess a security on its 
own merits, with the long term 
in mind. No one can predict 
the short-term future, and that 
includes making market calls.

Turn off the business news. 
It’s a lot of noise and it doesn’t 
do much for helping you stay 
calm and measured.

Own businesses that have 
been around for many 
decades and offer services that 
you and I use every day. Get 
paid regular dividends. That’s 
defence, and defence wins in 
the end.

Jason Gibbs Vice President & Portfolio Manager
SCOTIA CANADIAN DIVIDEND FUND

Cycle of Market Emotions

Continued on last page...

While the ups and downs of equity markets are largely unpredictable, 
their effects on investor behaviour can be observed. Many of us 
experience a rollercoaster of emotions when investing, which can 
translate into poor buy and sell decisions.
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To use a phrase from 
Chaos Theory, China—the 
world’s second largest 
economy—flapped its wings 
in the second quarter, and 
economies around the world 
were caught in the whirlwind. 
China’s decision to devalue 
its currency against its peers 
was an unwelcome signal that 
global economic conditions 
were challenged, resulting in 
negative returns for most global 
stock markets.  

In Europe, deflationary 
pressure prompted the 
European Central Bank (ECB) 
to suggest the possibility 
of additional stimulus, 
which caused some investor 
insecurity. U.S. equities 
weren’t immune either. 
Even though the economy 
continued to strengthen, the 
U.S. Federal Reserve (Fed) 
decided to keep rates steady, 

largely because of China’s 
move. Not to be overlooked, 
Canada’s economy fell into 
a ‘technical’ recession in 
the first half of the year, 
negatively impacted by 
weaker demand for resource-
based commodities stemming 
from, you-guessed-it, China. 

This dizzying knock-on effect 
around the world resulted 
in a volatile quarter for 
investors; highlighting the 
importance of Scotia INNOVA 
Portfolio’s focus on downside 
protection—a feature that all 
investors can appreciate.

To put it all into perspective, 
read what Judith Chan, 
Portfolio Manager (PM) for 
Scotia INNOVA Portfolios, 
and the PMs of a few of the 
program’s underlying funds 
had to say about the recent 
market volatility.

Managing 
the  
Butterfly 
Effect
If there is anything investors 
can take away from the 
latest few months, it’s that 
global economies are highly 
interconnected.  

“We’re not reacting to the continued 
global uncertainty that is causing 
volatility, as it looks to be more fear/
panic driven. We expect volatility to 
continue over the next 6-12 months, 
making active management crucial 
in differentiating and selecting 
market leaders.” 

—  Judith Chan, Portfolio Manager,  
Scotia INNOVA Portfolios

China

TOP SECTORS 
(AS @ 10/30/15)

• Financials 
• Industrials

>50% OF TOTAL INDEX

YTD PERFORMANCE 
(AS @ 10/30/15)

 6.2% YTD

 7.5% 3 Mth

US$4.4 Trillion   Total Market Cap

SHANGHAI COMPOSITE INDEX 

Source: Bloomberg. Index returns are as of October 30, 2015 and 
are expressed in local currency. The index data contained in this 
newsletter is provided for information purposes only and should 
not be compared to the fund performance of Scotia INNOVA 
Portfolios. It is not possible to invest directly in an index.
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“We tend to focus on stock selection in our investment 
process rather than try to make top-down calls. So 
the recent declines in equity markets across the world 
have not caused us to change our view or necessarily 
reposition the portfolio.” 

—   Mark Wimer, Portfolio Manager,  
Scotia Private International Equity Pool

“Never get too bearish on a country like Canada. This is 
particularly true when you see the geo-political issues 
going on in the rest of the world.”

—   Jason Gibbs, Vice President & Portfolio Manager,  
Scotia Canadian Dividend Fund

“Anyone betting on any increase in rates or even less 
dovish talk from the Fed, in the last several years, has 
been wrong over and over. ‘Do not bet against the 
Fed’ has been the strategy to take.”

—   Stephen Kearns, Portfolio Manager,  
Scotia Private High Yield Income Pool

Europe

TOP SECTORS 
(AS @ 10/30/15)

• Financials 
• Consumer Staples 
• Healthcare

>50% OF TOTAL INDEX

YTD PERFORMANCE 
(AS @ 10/30/15)

 11.9% YTD

 5.0% 3 Mth

US$10.3 Trillion   Total Market Cap

MSCI EUROPE 

Canada

TOP SECTORS 
(AS @ 10/30/15)

• Financials
• Energy

>50% OF TOTAL INDEX

YTD PERFORMANCE 
(AS @ 10/30/15)

 5.2% YTD

 5.8% 3 Mth

US$1.5 Trillion   Total Market Cap

S&P/TSX COMPOSITE INDEX 

USA

TOP SECTORS 
(AS @ 10/30/15)

• Technology 
• Financials
• Healthcare

>50% OF TOTAL INDEX

YTD PERFORMANCE 
(AS @ 10/30/15)

 2.7% YTD

 0.6% 3 Mth

US$19.0 Trillion   Total Market Cap

S&P 500 INDEX 

Portfolio Performance (%) as at October 31, 2015

SCOTIA INNOVA PORTFOLIOS 3 Mth 6 Mth 1 Yr 3 Yr 5 Yr Since  
Inception

Scotia INNOVA® Portfolios Series A

Scotia INNOVA Income -1.28 -0.51 2.72 4.53 4.24 5.83*

Scotia INNOVA Balanced Income -1.65 -0.37 3.56 6.15 5.07 7.01*

Scotia INNOVA Balanced Growth -2.17 0.00 5.31 8.75 6.33 8.29*

Scotia INNOVA Growth -2.49 -0.25 6.20 10.66 7.19 9.46*

Scotia INNOVA Maximum Growth -2.81 -0.09 7.78 13.65 8.54 10.68*

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.
* January 2009
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Why shouldn’t you  
automatically trim  
your investments when 
market uncertainty  
sets in?

Because trying to time the  
ups and downs of the market  
is a bit like rolling the dice,  
and sitting on the sidelines  
can cost you. 

As the illustration below shows, 
over a 10-year period, if you’re 
not invested for only a small 
fraction of days when the  
market is performing at its best, 
you can substantially erode 
your savings. Staying invested—
sometimes referred to as the 
‘grin and bear it’ approach— 
can potentially translate into a 
better outcome. ■

It’s Time, not Timing

Source: Bloomberg. S&P/ TSX Composite Total Returns Index, December 31, 2004 to December 31, 2014. It is not possible to invest directly 
in an index. Assumes reinvestment of all income and no transaction costs or taxes. Value of investment calculated using compounded daily 
returns. Missing 10, 20, 30 best days, excludes the top respective return days. 

Sitting on the Sidelines Can Cost You 
The impact of missing the best performing days from December 2004 to 2014 on a $10,000 investment

At the end of the day, invest-
ments are long-term assets, just 
like your home and car. They’re 
called long term because you 
plan to use them for many, 
many years, recognizing there 
will be bumps along the way in 
the journey. If you come home 
and your furnace isn’t working, 
you wouldn’t call a realtor in 
anger, saying you’ll take the 
first bid on the house to be rid 
of it. So it makes little sense to 
do the same with investments.

As Tolstoy said, “The two most 
powerful warriors are patience  
and time.” ■

Continued from page 1

The Importance of Patience 
and Time

Scotia Canadian Dividend 
Fund is a core building 
block of the Scotia INNOVA 
Portfolios – offering exposure 
to stable, high-quality stocks 
mainly found in Canada and 
aiming to provide a high level 
of dividend income.

Continuously invested

$20,793.36 $11,325.46 $7,698.32 $5,683.50

Missed
10 best days

Missed
20 best days

Missed
30 best days

www.scotiafunds.com

© Copyright 2015 1832 Asset Management L.P. All rights reserved.

This document has been prepared by 1832 Asset Management L.P. and is provided for information purposes only. Views expressed regarding a particular investment, economy, industry 
or market sector should not be considered an indication of trading intent of any of the mutual funds managed by 1832 Asset Management LP. These views are not to be relied upon as 
investment advice nor should they be considered a recommendation to buy or sell. These views are subject to change at any time based upon markets and other conditions, and we disclaim 
any responsibility to update such views.

Information contained in this document, including information relating to interest rates, market conditions, tax rules, and other investment factors are subject to change without notice and 
1832 Asset Management L.P. is not responsible to update this information. To the extent this document contains information or data obtained from third party sources, it is believed to be 
accurate and reliable as of the date of publication, but 1832 Asset Management L.P. does not guarantee its accuracy or reliability. Nothing in this document is or should be relied upon as 
a promise or representation as to the future. Investors should consult their own professional 
advisor for specific investment advice tailored to their needs when planning to implement an 
investment strategy to ensure that individual circumstances are considered properly and action  
is taken based on the latest available information. 

® Registered trademarks of Bank of Nova Scotia, used under licence.

ScotiaFunds are managed by 1832 Asset Management L.P., a limited partnership the general 
partner of which is wholly owned by The Bank of Nova Scotia. ScotiaFunds are available through 
Scotia Securities Inc. and from other dealers and advisors, including ScotiaMcLeod® and Scotia 
iTRADE® which are divisions of Scotia Capital Inc. Scotia Securities Inc. and Scotia Capital Inc. 
are wholly owned by The Bank of Nova Scotia. Scotia Capital Inc. is a member of the Canadian 
Investor Protection Fund and the Investment Industry Regulatory Organization of Canada.

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.
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