
Barometer clients have been well positioned to benefit from this strong run up in 

equities starting in earnest last November, and despite some short-term protective 

measures at quarter-end, portfolios remain positioned for further growth.

Climbing the Wall of Worry

Over the past quarter, the Federal 
Reserve (“Fed”) has managed to 
move up rate hike expectations 
without scaring the markets.  
Unlike previous announcements 
when markets reacted negatively 
to threatened rate moves, rate 
hikes were well telegraphed this 
time by the Fed, and the markets 
had faith in the underlying 
strength of the economy.  The 
higher rates that everyone feared 
have been digested positively by 
the markets - providing further 
evidence that the US economy is 
moving forward. 

Barometer clients have been 
well positioned to benefit from 
this strong run up in equities 
starting in earnest last November, 
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reportand despite some short-term 
protective measures at quarter-
end, portfolios remain positioned 
for further growth.

As we approached the end of 
March, worries concerning the 
Trump Administration’s ability to 
execute on core election promises 
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have caused unease. The failure 
of Trump to gain control of the 
borders, together with his most 
recent failure to take the healthcare 
bill to a vote, has caused some 
doubt in his ability to get his 
fellow republicans on board for 
further initiatives. The market 
now will or is waiting to see if this 
jeopardizes Trump’s tax reform.

Our short-term indictors have 
turned down, but the US market 
remains structurally strong. 
And even though economic 
indicators remain positive and we 
continue to view these pullbacks 
as typical within a secular bull 
market, we have taken short-
term action using hedges and 
cash to mitigate volatility.  As 
equities appreciate, however, 
investors continue to speculate 
when the next market correction 
will come, making any volatility 
as we saw through quarter 
end, seem more frightening.  
Having lived through a long 
period of challenged markets, 
investors tend to forget that bull 
markets can last for a protracted 
period – the 1990’s marking 
the last period.  We continue 
to observe healthy economic 
fundamentals in the U.S., such 
as strengthening employment 
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data, healthy inflation, and wage 
growth - providing a strong 
backdrop for corporations (Chart 
1, 2). In the interim, the market 
remains sensitive to the timing 
and magnitude of tax reform, 
deregulation, and infrastructure 
spending – likely to continue the 
short-term noise.

Beyond the core themes 
(financials, technology, industrials) 
we allocated to early in the year, 
we are encouraged that additional 
markets and sectors are beginning 
to participate.  Sectors like 

healthcare have re-emerged, and 
within emerging markets, select 
Asian markets are improving. Our 
core focus remains tilted towards 
cyclical sectors, with majority 
weighting in the U.S.

The Tactical Income Mandate 
has the flexibility to manage 
through a rising rate environment, 
allowing us to shift predominately 
into dividend-growing equities. 
Financials form a large weighting 
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in this strategy (23.7%), with 
companies such as Royal Bank 
of Canada, Unum Group, 
and Bank of America Group, 
contributing to results. Higher 
rates, proposed deregulation, and 
a stronger economy have provided 
a tail wind for this sector. Within 
industrials (20.7%), companies 
such as General Dynamics Co. 
and Raytheon Co. have been 
strong performers with the surge 
in US defense spending.  During 
the quarter, healthcare companies 
such as Amgen Inc. and Eli 
Lilly and Co. were added to the 
portfolio. Until recently, this sector 
has lagged, but with the failure 

Source: BLS, Haver, and RBC Capital Markets | Chart 2  Note: All Employees; 3-month Moving Average
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by Trump to repeal the Obama 
Plan, this sector has resurged. 
We have decreased our position 
in energy significantly over the 
quarter (3.9%) – increasing global 
production together with rising 
inventories is putting pressure on 
oil prices.

The Tactical Balanced Mandate 
has maintained 65.7% exposure 
to equities, with information 
technology representing the largest 
weighting. Technology Holdings 
such as Apple and OpenText 
Corp. contributed to performance.  
Within corporate bonds, strong 
yield positions in securities such 

as DHX Media Ltd. and Hudbay 
Minerals Inc., continue to provide 
stability and yield.  Risk-adjusted 
returns have been beneficial for 
both asset classes.

The Global Macro Pool has 
also benefited from exposure to 
financials, information technology, 
and defense stocks. In addition, 
short positions in energy and 
fixed income have contributed to 
a strong quarter. The Long Short 
Pool has been exposed to similar 
themes, both long and short.  
Companies such as Shopify Inc., 
Apple Inc., and Kinaxis Inc. have 
been wins.

The Equity Mandate has the 
biggest investment scope to 
allocate to growth sectors, and it 
has been focused in technology.  
Companies such as Shopify Inc. 
(a Canadian success story), Take-
Two Interactive Software Inc., 
and Adobe Systems Inc. have 
been contributors.
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Looking Forward

Climbing the wall of worry does 
not come without its bumps, and 
daily monitoring of our risk models 
points us to the healthy areas of 
the market and raises flags when 
markets show signs of deterioration. 
Through the quarter, we have seen 
our models remain positive for the 
most part, despite some short-term 
weakness through the end of the 
quarter. We did see some changes 
in leadership which led us to make 
changes in exposures – taking some 
defensive actions more recently 
including increasing healthcare and 
decreasing energy. Going forward, 

Climbing the wall of 
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when markets show 

signs of deterioration.  

we will likely see the markets work 
through the UK triggering article 
50 of the Treaty of Lisbon, Brexit 
proceedings continue, the market 
move beyond healthcare reform, 
a relaxing of energy regulations 
through the ‘energy independence’ 
executive order, and an attempt 
to extend production limits and 
compliance through OPEC and 
non-OPEC oil producing nations.  
To this point we have seen great 
market resilience and all in all, 
we are happy to see more durable 
themes - themes we can stay 
invested in, and a market that 
works well for our process. 
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