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January in Review
The first month of the year got off to a rocky start, driven by concerns 
over China’s ability to continue its pace of economic growth as well as 
falling oil prices. However, volatility subsided as the month progressed, 
as measured by the Chicago Board Options Exchange (CBOE) Volatility 
Index. For tips on managing volatility in your investment portfolio refer 
to page 2. 

IMF downgrades global economic outlook. The International 
Monetary Fund (IMF) lowered its outlook for the global economy, as 
well as Canada, citing China’s economic problems, a severe drop in oil 
prices and a strong U.S. dollar. It expects to see global economic growth 
of 1.7% this year and 2.1% next.

Declining oil prices hit home. The Bank of Canada kept its 
benchmark interest rate unchanged at 0.5% mid-month, also citing 
declining prices for oil and other commodities. The country’s economic 
prospects will depend on the Liberal government’s first budget due in 
March, said Governor Stephen Poloz. Oil prices have fallen more than 
70% from their peak in June 2014, due to declining demand and a 
glut of supply. However, toward the end of the month, oil prices picked 
up, following comments from Russia’s energy minister that the world’s 
major oil-producing countries could discuss production cuts. 

Fed expects rates to rise but keeping a close eye on the global 
economy. After raising interest rates in December for the first time in 
nine years, the U.S. Federal Reserve (Fed) kept rates steady in January. 
The Fed expects rates to rise at a ‘gradual’ pace, but is keeping a very 
close watch on the global economy. The U.S. economy grew at a slower 
pace in the fourth quarter, with GDP growth totalling 0.7%. However, 
growth in 2015 as a whole remained steady, with full year GDP 
expanding 2.4%.

Japan surprises markets by cutting rates into negative territory. 
The Bank of Japan (BoJ) surprised markets on January 29th by 
introducing negative interest rates, as it tried to stimulate lending and 
investment and keep deflation at bay. “What’s important is to show 
people that the BoJ is strongly committed to achieving 2% inflation and 
that it will do whatever it takes to achieve it,” said Governor Haruhiko 
Kuroda.

Index 
LevelINDEX (C$)† 1 Mth YTD 1 Yr

Treasury Bill  
(FTSE TMX Canada      
60 Day T-Bill)

0.05 0.05 0.54 158.29

Bonds 
(FTSE TMX Canada 
Universe Bond)

0.39 0.39 -0.67 998.72

Canadian Equities  
(S&P/TSX Composite)

-1.17 -1.17 -9.89 12,822.13

U.S. Equities  
(S&P 500)

-3.55 -3.55 9.54 2,722.74

Global Equities  
(MSCI World)

-4.56 -4.56 5.34 2,192.21

Emerging Markets  
(MSCI Emerging 
Markets) 

-5.10 -5.10 -12.56 1,041.77

Price COMMODITIES (US$)† 1 Mth YTD 1 Yr

Gold Spot ($/oz) 5.24 5.24 -13.03 1,116.40

Oil WTI ($/barrel) -11.92 -11.92 -42.59 33.62

Natural Gas ($/MMBtu) -2.75 -2.75 -29.29 2.30

Exchange 
RateCURRENCIES† 1 Mth YTD 1 Yr

C$/US$ -0.95 -0.95 -8.86 0.7158

C$/Euro -0.68 -0.68 -5.00 0.6610

C$/Pound 2.49 2.49 -3.75 0.5026

C$/Yen -0.21 -0.21 -6.07 86.6790

†As at January 31, 2016. Source: Bloomberg

Change (%)

Change (%)

Change (%)

Did you know?

February 29th, 2016 is more than  
a leap year – it’s also the 2015 RRSP 
contribution deadline.

Talk to your Scotiabank Advisor 
today to make an investment in 
your retirement.  

http://maps.scotiabank.com/en/index.php
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Market volatility is unnerving, 

for even the savviest of 

investors. In this article we 

provide you with some key 

tips on how to manage – and 

potentially benefit from – 

market volatility. 

The notion of investing without volatility 

is as illusory as a car without an engine. 

Like it or not, the two concepts invariably 

go hand-in-hand, but does that mean 

you should avoid volatility – and investing 

– altogether? Market uncertainty can 

naturally cause panic and lead to poor 

investment decisions. But by recognizing 

short-term market uncertainty for what 

it is, you can help ensure that it doesn’t 

derail  your long-term financial plan. Here 

are five tried and tested principles that 

can help you gain needed perspective:

2. It’s time, not timing

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 peak, 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.

Source: Bloomberg. S&P/ TSX Composite Total Returns Index November 30, 2005 
to November 30, 2015. 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. 

*Daniel Kahneman and Amos Tversky, “Prospect Theory: An Analysis of 
Decisions Under Risk”, Econometrica, 47,2, pp. 263–91.

“  Investing is more 

intelligent when it is 

most businesslike.”
– Billionaire investor Warren Buffett Missed 

10 best days

$9,010$16,543

Continuously invested Missed 
30 best days

$4,517

Missed 
20 best days

$6,125

Sitting on the Sidelines Can Cost You  
The impact of missing the best performing days from November 2005 to 2015  

on a $10,000 investment

1.   Keep calm and carry on

Investors generally feel a financial loss about two and a half times more than a gain of 

the same magnitude.* Understandably, many of us experience a roller coaster of emotions 

when investing (as the diagram below illustrates), which can translate into poor buy and 

sell decisions. Being aware of these emotions during times of volatility will help you stay on 

the straight and narrow and away from the cycle of market emotions.
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5 Timeless Tips  
on Managing Market Ups and Downs



MONTHLY InvestmentMonitor FEBRUARY 2016

3. Manage risk, don’t avoid it 

Risk can be a loaded term when it comes 

to investing – and is often misunderstood. 

For example, volatility is often seen as 

synonymous with risk, but in fact volatility 

simply measures how much a return 

fluctuates. While investors may fixate on 

these fluctuations, the permanent loss of 

capital should be of greater concern. Often, 

investors believe that reducing exposure to 

securities that are perceived as ‘risky’ helps 

to lower risk, but some investors ignore 

other risks altogether, such as longevity risk 

– the risk that they’ll outlive their retirement 

savings. 

Whether we like it or not, investing and 

risk are a package deal – you can’t have 

one without the other. The key to long-

term investment success is to manage 

your exposure to risk by using time and 

diversification to your advantage. While  

the performance of any portfolio can swing 

significantly each year, a balanced portfolio 

has historically resulted in fewer negative 

returns when compared to an all equity 

portfolio over the long term. The charts 

below illustrate this concept. 

Diversification’s impact on three-year returns

Balanced Portfolio2

98%
2%

1960 – 2015+ Positive
   Returns

– Negative
 Returns

Best Year: 1993         25.3% Worst  Year: 2008         -14.8%

Equity Portfolio1

88%
12%

1960 – 2015+ Positive
   Returns

– Negative
 Returns

Best Year: 1979         44.8% Worst Year: 2008         -33.0%

1 Based on 3-year annualized returns ending December 31 of the S&P/TSX Composite Total Return Index from 1960 to 2015. 2 Based on 3-year annualized returns ending December 31 of a portfolio of 50% the S&P/TSX Composite Total Return 
Index and 50% Canadian Fixed Income Composite from 1960 to 2015. Canadian fixed income composite consists of 80% FTSE TMX Canada LT Bond & 20% TMX Canada Residential Mortgage Index from 1960 to 1980; 100% FTSE TMX Canada 
Universe Bond Index from 1981 to 2015. Source: Morningstar. Returns are calculated in Canadian currency. Assumes reinvestment of all income and no transaction costs or taxes. The portfolios are hypothetical and for illustrative purposes only. It is 
not possible to invest directly in an index.
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4. Put diversification to work 

Often equated to not putting all your 

eggs in one basket, diversification is a 

technique that mixes different types of 

investments in a portfolio to help smooth 

out returns over time. 

By including investments that have 

different reactions to economic trends 

– or have a negative correlation to one 

another – as one type of security falls 

the other should rise, which can help to 

offset the negative effects. As the chart 

below illustrates, a diversified portfolio 

of different asset classes provides the 

opportunity to participate in potential 

gains of each year’s top winner while 

aiming to lessen the negative impact of 

those at the bottom. 

ASSET CLASS INDEX

Canadian Small Cap BMO Small Cap Index
U.S. Equities S&P 500 Index
Canadian Equities S&P/TSX Composite Total Return Index
Canadian Bonds FTSE TMX Canada Universe Bond Index 
International Equities MSCI EAFE Index 
Emerging Markets MSCI Emerging Markets Free Index
U.S. Small Cap Russell 2000 Index
Global Bonds Barclays Global Aggregate Bond Index
Balanced Portfolio 40% FTSE TMX Canada Universe Bond Index,  
 30% S&P/TSX Composite Total Return Index,  
 30% MSCI World Index

Calendar year returns (in Canadian dollars)

% 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

32.1% 18.6% 31.1% 75.1% 38.5% 9.7% 16.0% 48.1% 23.9% 21.6%

26.4% 9.8% 6.4% 52.0% 20.2% 8.3% 15.3% 41.3% 14.4% 19.5%

17.9% 3.7% -16.1%
Balanced Portfolio

35.1% 17.6% 4.6% 13.8% 31.6% 11.2%
Balanced Portfolio

16.2%

17.3% 2.3%
Balanced Portfolio

-17.2% 15.9%
Balanced Portfolio

13.0% 0.4%
Balanced Portfolio

13.4% 13.3%
Balanced Portfolio

10.6% 14.6%

16.6% 2.0% -21.2% 12.5% 10.1%
Balanced Portfolio

-1.8% 7.9%
Balanced Portfolio

13.0% 9.7% 11.1%
Balanced Portfolio

15.4% -5.3% -28.8% 8.0% 9.1% -8.7% 7.2% 7.8% 8.8% 3.5%

12.8%
Balanced Portfolio

-7.2% -33.0% 7.4% 6.7% -9.6% 3.6% 4.3% 7.0% 2.4%

6.2% -10.5% -41.4% 5.4% 2.6% -14.2% 2.5% 3.9% 4.1% -8.3%

4.1% -16.5% -46.6% -9.2% 0.0% -16.2% 2.0% -1.2% -0.1% -13.8%

Source: Morningstar. Priced in Canadian currency, as at December 31, 
2015. Assumes reinvestment of all income and no transaction costs or 
taxes. Annual returns compounded monthly. 
The asset classes are represented by their indicated indices and the 
balanced portfolio is hypothetical in nature. This information is for 
illustrative purposes only. It is not possible to invest directly in an index.
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Chasing Returns not a Winning Strategy
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® Registered trademark of The Bank of Nova Scotia, used under licence.  
© Copyright 2016 1832 Asset Management L.P. All rights reserved. 

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.  Scotia Securities Inc. is wholly owned by The Bank of Nova Scotia and is a member of the Mutual Fund Dealers Association of Canada. 

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 and/or tax 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.

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. 

Staying invested during market ups and downs is 
simple – but not always easy. 
Contact your financial advisor today to develop a plan that makes 
sense for you. 

Understanding your initial reactions to 

market ups and downs can help you 

make better investment choices and 

view your portfolio more objectively.

5. Focus on the big picture 

Short-term ups and downs can cause you 

to lose sight of the big picture, which is 

why it is so important to seek advice and 

develop a financial plan. Research on the 

value of advice has shown that investors 

who work with a financial advisor not only 

save at a higher rate than non-advised 

investors, but they also have a greater 

feeling of confidence about their financial 

future than those who don’t work with an 

advisor.

If you have taken the time to determine 

what your financial goals are and have 

a financial plan to help you reach those 

goals, this can go a long way to keeping 

you on track and remind you why you’re 

investing in the first place, whether it’s for 

retirement, your child’s education or some 

other goal important to you.
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Save at twice 
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mind and a greater 
sense of control 
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WEALTH ACCUMULATION

FOCUSCONFIDENCE

1The Value of Advice Report 2012 (IFIC).

The Value of Advice
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