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August 2019                                                      The Monthly 
 
With this commentary, we plan to communicate with you every month about our thoughts on the markets, some snap-

shots of metrics, a section on behavioural investing and finally an update on MacNicol & Associates Asset Management 

(MAAM). We hope you enjoy this information, and it allows you to better understand what we see going on in the market 

place. 

 

“The more things change, the more they remain the same” 

 

- French Writer Jean-Baptiste Alphonse Karr 

 

The Numbers: 

 

 

 

 

 

 

 

 

 

 

Index:    Year-to-Date: 

S&P/TSX:          13.6% 

NASDAQ:          20.6% 

Dow Jones:          13.5% 

S&P500:           17.0% 

Interest Rates:   Canada         USA 

90-Day T-Bill:                       1.65%         2.05% 

5-Year Bond:      1.26%         1.56% 

10-Year Bond:      1.29%          1.76% 

30-Year Bond:      1.55%         2.31% 

Economic Data: 

 

• US Federal Reserve cut interest rates but falls 

short of heralding in a new easing cycle 

• President Trump announces new wave of 

tariffs against Chinese goods with China 

retaliating 

• Yuan drops sharply as US Dollar gains strength 

• US 10-year bond yield now below 2% 

• Chicago business barometer dips below 50 

• Gold approaching $1,500 

• Oil dips below $54 before covering ground 

• VIX volatility index at 2019 high 

 

Valuation Measures: S&P 500 Index 

 

Valuation Measure        Latest      1-year ago

   

P/E: Price-to-Earnings       21.8           22.37 

 

P/B: Price-to-Book  3.38            3.35 

 

P/S: Price-to-Sales  2.15            2.14 

 

Yield: Dividend Yield  1.91%        1.82% 

 
Year-to-date Performance, by Sector: August 4th, 2019 

 
S&P/TSX Composite          13.6% 

NASDAQ           20.6% 

Dow Jones Industrials          13.5% 
S&P 500           17.0% 

Russel 2000 (Small Caps)         13.7% 

MSCI EAFE           8.4% 
Crude Oil Spot (WTI)          23.1% 

Gold Buillion ($US/Troy Ounce)                          1.5% 

SOX Semi-conductor Index         12.9% 
VIX Volatility Index         -23.7% 

 
Source: Canaccord Genuity Capital Markets & Thomson Reuters 

 

 

 

 
Source: Jeffrey Saut, Raymond James 
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Foreign Exchange - FX 
  
We continue to survey all the Banks and some Custodians to compare Foreign Exchange Rates charged. As you can see in 

the chart below some of these Institutions are charging considerably more than previous months when we did our first 

comparison. We tried to include some other firms, but they do not post public rates online or require a membership fee. Let 

us know if we have left any organization off here and we will try to include in future publications. 

 

As of Aug 7, 2019           8:30 AM  $5,000   Cdn  
  

Banks Rate Buy USD Cost % Difference from Spot Rate 

CIBC No Public Rate Posted Online 
 

Interactive Brokers 1.3312  $3,756   $1  0.0% 

Laurentian Bank No Public Rate Posted Online 
 

National Bank 1.3443  $3,719   $(35) -0.9% 

Raymond James 1.3466  $3,713   $(42) -1.1% 

Royal Bank 1.3585  $3,681   $(74) -2.0% 

Scotia 1.3607  $3,675   $(80) -2.2% 

TD 1.3648  $3,664   $(91) -2.5% 

Spot Rate 1.3317  $3,755  
  

 
Plus ça change, plus c'est la même chose 

 

 
 

French novelist and journalist Jean-Baptise Alphonse Karr was famous for coining the phrase “the more things change, the 

more they remain the same”. We reproduce Karr’s famous quote in his native French to begin this edition of The Monthly 

and we think it is pretty fitting given the state of central banking policy. If there is one thing that many of the world's major 

central bankers struggle with, it is the tension between the picture they want to paint of the economy through their own 

independent, self-guided tours of financial markets, and, the picture that politicians would like them to accept in order to 

assist in helping them achieve what are ultimately political goals.  

 

What made the recent interest rate announcement by US Fed Chair Jerome Powell so tense was not the announcement itself: 

it was widely expected that Powell and company would lower interest rates, but post rate cut media scrum that followed. 

By most accounts, Powell’s time with the press was an unmitigated disaster. By lowering rates last week, Powell signalled 

to financial markets that some form of accommodation in the US monetary system was necessary to keep the economy 

growing or otherwise protect it from some real or perceived threat. Yet by not following through at the interest rate 
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announcement with a "we will do whatever it takes" message about future changes in monetary policy, Powell confused 

many and disappointed others. I was confused by two things: first that an interest rate cut could follow an interest rate hike 

in such a short period of time and second that the US dollar actually moved higher during Powell’s meeting with reporters. 

How is that even possible I thought to myself. Were investors expecting the announcement of a full-blown easing cycle 

rather than (just) a “mid-cycle adjustment”. If they were, Powell diffused that expectation pretty quickly: 

 

 
 

["This isn't the start of a long series of rate cuts" – Jerome Powell. Probably not the best choice of words for him to have used last week]. 

 

I suppose that by not officially kicking off a full-blown easing cycle, Powell thought he would be viewed as being 

independent of political influence and respectful of his other Federal Reserve colleagues who felt that this was not the right 

time for a rate cut. Eric Rosengren and Ester George, the two regional Federal Reserve Presidents dissenting from the 

decision to cut rates stated publicly that they did not see a "clear and compelling" reason for a cut and that "the outlook for 

economic activity over the medium term warranted no change in the policy rate". Rosengren and George based their views 

principally on a decade’s low unemployment rate and an improved outlook for American inflation. But the question to 

investors was whether Powell was more interested in bailing out political leaders engaged in a messy Trade War or an 

economy actually at risk?  

 

A wide range of markets were unimpressed either way... 

 

 
 

[Currency markets weren’t the only ones frustrated by Powell’s media conference. S&P Futures plunged shortly after 2pm last Wednesday] 
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Though the reaction from financial markets was clear when set against a backdrop in which investors were expecting several 

rate cuts Powell did an extremely poor job of justifying the rate cut as a form of insurance without confirming the rationale 

that there is a bigger problem.  

 

 
 

[Interest rate cuts don’t happen every day. At 3,878 days since the last time rates were cut more thought could have been put into the size and timing of the 

decision, and certainly on the communication of it to the media.] 

 
Rate cuts were something last undertaken during a period of extreme economic uncertainty so the simple act of cutting them 

itself sends a dangerous message to investors. The American economy continues to be the global trend setter even as 

manufacturing PMI’s across Europe are mired in contraction, and growth data from the eurozone paints an extremely 

disconcerting picture. Though weakness globally could begin to impact the US economy (some believe it already might be) 

for example the Chicago ISM Business Barometer recently printed a contractionary 44.4 – companies are not panicking but 

44 is certainly on the materially softer side of soft.  

  

 
 

[With four of five Chicago PMI components in the red perhaps tariffs really are starting to take a bite out of the economy] 
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Uncertainty on top of uncertainty: mid or late cycle?  

 

Adding to the confusion for many investors was the question about whether market reaction to the interest rate 

announcement was shaped but what stage in the economic cycle we are in. For the record, we at MacNicol & Associates 

Asset Management believe we are well into the late stages of the economic cycle though a good number of investors we 

talk to are more laissez-faire about the distinction. When compared to rate cuts in the later stages of the economic cycle, 

mid-cycle adjustments tend to be associated with periods of stronger market performance because rate cuts in a late cycle 

after a monetary tightening peak coincide with periods of economic slowdown, contraction in aggregate demand and 

falling corporate profitability...periods of slowdown are also characterized by significant uncertainty and risk, and so are 

not supportive of market rallies. That’s almost tautological. Rate cuts at the end of the cycle are not generally followed by 

equity market euphoria because we are at the end of the cycle. A late cycle easing, while providing an economic stimulus 

that could help sustain markets, can also act as a signal of underlying economic weakness, and so instead winds up 

shaping negative market sentiment. Late cycle adjustments are also more predictable than mid-cycle adjustments and so 

tend to get priced in. Failure to meet all levels of market expectations is a real risk in this situation. Equity market bulls 

will hope that the distinction between a mid and late cycle adjustment are not lost on Mr. Powell and his colleagues at the 

Federal Reserve.  

 

Was last week's Fed meeting the button that flashed recession alert or simply more fodder for our at times wickedly 

subversive and at time thoroughly tongue-in-cheek writing style? Time will tell. The MacNicol Team hopes that the US 

Federal Reserve remains independent in their action and a lot more clear in their communications. In a world where 

Central Bank independence is wishful thinking, investors should at least be able to read-between-the-lines more easily, 

even if to see that – these days - the job of central banks is to mop up the mess created by politicians. They say a race to 

the bottom is one with no clear winner. Hopefully things don’t remain “même chose” this time. 

 

The MacNicol Investment Team  

 

Das awful 

 
 

Das awful was a comment one member of an online financial forum I used to belong to wrote in response to the emissions 

scandal that embroiled German auto maker Volkswagen a few years ago. Das Auto is Volkswagen's official slogan and it 

literally means "The Car". The idea behind "Das Auto" was that VW had built the perfect car and that drivers did not need 

to look any further for their motoring needs. Having personally owned numerous VW products over the years, I can tell 

you they certainly were great cars. Today? Frankly, I am not so sure. The one thing you can say about VW vehicles is that 
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they are relatively inexpensive. One thing that is far from cheap though is German bunds (German bonds, known as 

"bunds") and that has me saying das awful.  

 

 
 

[VW’s low-priced product line is a far cry from some very expensive sovereign debt. With yields on many Eurozone notes now well into the negatives, prices 

are so high, you are guaranteed to lose money.] 

 

Europe is well into a slowdown cycle and bunds hardly needed another excuse to rally. If the bond market was not already 

concerned enough about the outlook for global growth, this week brought fresh evidence to support the contention that 

while the US economy is still on reasonably sound footing – although even that is now unclear - the rest of the world 

falters.   

 

           
 

[Europe’s economy has not looked good for a little while thanks in large part to a slowdown in German manufacturing. Does the manufacturing slump spill 

into the services sector where a more direct impact on the labour market could be felt? The MacNicol Investment Team feels this may already be happening.] 

 

Germany’s economic performance is impacting peripheral nations like France whose own bond market rally pushed yields 

on 10-year French bonds to -23bp. The world’s stock of negative-yielding debt is massive and growing. Perma-bears are 

smiling but despite our underweight to the region, the MacNicol Investment Team is not amused. There has been 

something missing from recent VW cars. They have lost some of their intrinsic “Volkswagen Ness” and we think the 

same is happening for some of Europe’s economic engines like Germany. Trade and the ongoing BREXIT fiasco are cross 

currents of there own, but they have over-layed a continent that has had troubles achieving very small inflation goals for a 

while. Volkswagen cannot blame all of its troubles on Regulators or other Automakers, and by the same token, at some 
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point, Europe has to address more of its core problems like manufacturing and employment trends otherwise more 

investors will be saying das awful.  

 

 

Seasonality and investor cognition 

 

 
 

In a paper published in the Proceedings of the National Academy of Sciences, researchers from the Cyclotron Research 

Centre at the University of Liege (Belgium) along with colleagues from the University of Surrey (UK) concluded that 

evidence for seasonality in humans is limited, with mood probably standing as the best aspect of human cognition impact 

by a season. We think evidence of seasonality is easier to spot when it comes to investors and their need to connect May 

with a time to sell. Thanks to a variety of investment websites and newsletters a lot of investors suffer from the cognitive 

impairment of simply wanting to walk away from their portfolio each May. Many investors seem to think that exiting stocks 

at the start of the summer is a good idea, yet give little thought to things like tax issues, transaction costs and the fact that 

once out of the market you have to time an entry back into the market. Though the “sell in May, and go away” adage does 

have a decent enough track record, missing your re-entry point by just a couple of days can have a big impact on your 

results. In fact, if you time the “sell in May and go away” wrong and you’ll probably be saying “Sell in May and you will 

pay”.  

 

 
 

[“Sell in May and go away” is an old Wall Street adage that’s been around for a long time and though the strategy has a decent enough track record, it 

certainly does not work all the time. Moreover, exiting the market in May is the easy part…dipping your toe back in however is much trickier]  

   

Investing is not about implementing clichés or supposedly time-tested investment folklore into your portfolio. Don’t get 

tricked into feeling that a quick exit can make for healthy profits because there could be a lot more run up left. Working 
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with us can help reduce your portfolio volatility by taking out decisions influenced by the seasons. Remember, we never 

take a break because making good investment decisions is always in season.  

 

The MacNicol Investment Team  

 
Firm News 

 

We are lucky to have a summer student, Kaynat Chowdhury, here to help fill in while Naima is away on maternity leave. 

Kaynat has also been very helpful with developing a marketing strategy for us.  

 

Joseph and his wife Maria are out West celebrating their 10th wedding anniversary - Congratulations to both of you.  

Fabiane is looking forward to a trip to Portugal at the beginning of September. She is meeting her parents and her two 

sisters and will be traveling for two weeks.  

 

Diane and I visited St. Pierre and Miquelon at the beginning of July for a couple of days. We then traveled to 

Newfoundland for a short, but wonderful visit. We stayed long enough to know that we would like to go back again! 

Enjoy the rest of your summer and this beautiful weather. 

 

 

MacNicol & Associates Asset Management Inc.  


