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•   As detailed in our recent market outlook article, we remain positive on the 
     underlying fundamentals for North American equities. 

•   While the growth momentum is expected to slow in 2019, as we approach the 
     anniversary of the 2018 tax cuts in the U.S., corporate earnings are still robust and 
     the U.S. consumer is very strong.  

•   That said, we are cognizant of late cycle risks, and have adapted our portfolios 
     accordingly.

•   North American interest rates are on the rise, with important implications for equity 
     valuations, both for the overall market and also between growth and value stocks.

•   We are focusing on ensuring that our funds are well-diversified with high-quality 
     holdings. 

•   We believe we can participate when markets rise, but mitigate some of the downside 
     risks that could materialize, including making an initial allocation to our short term 
     bond fund for the Canadian Fixed Pay and Global Fixed Pay Funds.  

Summary

Our investment style is not based on making big macro calls, especially when those calls 
involve trying to guess how politicians might react (think trade issues), it’s really a mug’s 
game. Where we do think we can add value, on the other hand, is through stock 
selection, portfolio construction and diversification. In this regard, we are very much 
active managers. We focus, first and foremost, on risk management. For every stock we 
own, or are considering purchasing, we quantify what we think is a worst-case 
downside target. In addition, we do our best to ensure that a downside trigger a�ecting 
one stock would not also cause other holdings to decline. This strategy allows us to take 
on intelligent risk with specific securities, with the knowledge that we are meaningfully 
diversified and not reliant on any one name for our performance.

Here’s how we’re currently managing our funds: First, over the last number of months, 
we’ve worked very hard to upgrade the quality and diversification of our portfolios. 
Related to this, we have formally implemented Responsible Investing principles into all 
our processes. This supports an emphasis on strong, quality businesses. Second, we’re 
playing the theme of the strong U.S. consumer by owning names like VISA and Costco. 
Third, we own companies that have benefitted (and will continue to do so) from recent 
U.S. corporate tax cuts and de-regulation.
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Given that we’re now in a rising interest rate environment, we’re focusing on businesses 
with strong balance sheets, and responsible debt repayment schedules. The era of low 
rates has resulted in ballooning corporate debt levels. This, in turn has allowed some 
companies to borrow to execute business plans that otherwise would not be feasible. We 
are intent on owning companies that don’t require large amounts of borrowing to 
flourish. Furthermore, we are focused on companies that are able to grow their dividends. 
Competition from other yield asset classes increases, as interest rates rise. For example, 
our imaxx Canadian Short Term Bond Fund has a current yield of nearly 3.1%, which is 
expected to increase over the coming months. Dividend stocks need to be able to grow 
their dividends to warrant investment dollars.
  
It’s important to note that rising rates have important implications for equity valuations. 
This is true for the overall market, but it also plays into the relative attractiveness of growth 
vs. value stocks. For equities, in general, as interest rates rise, valuations should come 
down, simply because the discount rate investors use to value future cash flows must 
increase. In simple terms, $100 of earnings in five years, with rates around 2%, is far more 
valuable than that same $100 of earnings using, say, a 4% discount rate. Growth stocks, 
moreover, tend to get hit harder than value stocks in an era of rising interest rates. Not only 
are growth stocks usually more expensive from a valuation standpoint (i.e. higher PE 
ratios), their valuations are often based more on expectations of future earnings than 
current profits. 

We think it’s crucial to remember how rates a�ect valuations, particularly in the context of 
the recent sello� in equities. What really spooked the market was Fed chair Jerome 
Powell’s comment that the central bank might have to hike its policy rate beyond “neutral”. 
Investors, who have become accustomed to easy money since the global financial crisis, 
were being told that monetary policy might move into restrictive territory. 

Does the fact that rates are on the way up mean that there’s reason to panic? In short, no. 
Stocks can continue to grind higher, so long as corporate earnings growth is able to o�set 
the negative e�ects on valuations from increasing interest rates. Of course, much 
depends on the reason the Fed is tightening. If they’re raising rates due to a strong 
economy, markets should be able to digest that and still go up. But if the Fed is taking away 
the punchbowl because of concerns about inflation, equities will have more meaningful 
downside risk. 

The Bank of Canada is also on a tightening path, of course, having recently hiked its 
benchmark rate for the fifth time in the last 16 months. As with other central banks, it is 
intent on moving away from an accommodative stance. The bank has indicated that the 
economy is now growing at its long-term sustainable rate and inflation is at its target. To 
achieve its estimated “neutral rate” implies the BoC is penciling in at least three more 
quarter point rate hikes (i.e. overnight rate at 2.5-3%). This is not set in stone, however; 
Stephen Poloz and his colleagues have stressed data dependency and will watch the 
impact of rising rates, particularly in light of the high household debt levels in Canada. 

For Canadian markets, we’ve already seen some of the e�ects of the BoC’s tightening: The 
S&P/TSX Composite is little-changed since the central bank began raising rates 16 months 
ago, while corporate profits have increased at a double-digit pace, resulting in the 
Canadian market’s P/E ratio declining to only 13x 2019 estimated earnings - close to a five 
year low. 
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Investing in an era of rising interest 

Source: Bloomberg Inc., showing the S&P TSX Composite from 10/31/2007 to 10/31/2018.



Sector-wise, we see compelling opportunities in energy, particularly refiners. In 2020, 
new global maritime shipping rules will be introduced to limit environmental degradation. 
At present, the emission standards for large ships carrying goods is quite varied, and many 
of these vessels are terrible polluters. The new rules will benefit refiners. To play this 
theme, we own Marathon Petroleum in the U.S. Marathon is also attractive because of 
good refining margins and its recent merger with Andeavor. The stock trades at a 
substantial discount to our estimate of fair value and does not reflect potential synergies 
and economies of scale to be realized, as the operations are merged.

There’s no pure play refiner in Canada, but we do have some exposure to Suncor, which 
is an integrated producer. Generally speaking, we have had little exposure to Canadian oil 
companies due to the large price di�erential between global and Canadian crude.  Until 
that di�erential closes, oil producers north of the border will not be able to take advantage 
of the strong rally in oil prices that we’ve seen around the world. We do own Canadian 
Natural, however, as it continues to demonstrate strong production growth, good 
management and admirable environmental stewardship.

Another company in the energy space that we own is Shawcor. Shawcor is a pipecoating 
company, and one of the few Canadian businesses that can claim to be a global leader in 
its field. Its technology is used to upgrade the safety of pipelines, and is also called upon 
for strengthening deep water oil platforms. Long story short, if you’re building one of 
these platforms, odds are very good you’ll be hiring Shawcor to coat the pipes. The stock 
is at an 8-year low, but there’s value to be had: It’s only trading at 1.1x sales and pays a 
decent dividend yield (2.4%) so we are paid as we wait for additional large projects to 
emerge.  Crucially, current cash flows are supported by sustainable, repeatable 
operations.   

We still like the Canadian banks. They pay average dividend yields of over 3.5%, and 
despite being large companies, are managing to grow earnings by the mid to high single 
digits annually. Much of their earnings come from repeatable, predictable and sustainable 
business lines. We especially like TD and Royal Bank, both of which are at reasonable 
valuations. Current weakness aside, they are both core holdings on a 2-5 year time 
horizon. 

In general, we think North American financials have room to move higher, and also to 
provide a certain amount of balance to our portfolios. We’re bullish on large cap U.S. 
banks such as JPMorgan Chase, and Bank of America. 

While Manulife has a higher risk profile, its valuation is particularly compelling. The stock 
is trading close to its historical valuation lows, at 7.3x earnings and 1x book value. It also 
sports both an attractive dividend yield (4.2%) and the company maintains a strong capital 
position. Granted, Manulife is not without risks for investors; there’s the potential for a 
write-down associated with its long-term care business in the U.S., as well as a recent 
lawsuit related to the policy language of a business that the company acquired. 
Subsequently, the lawsuit risk has been mitigated by actions of the regulator and the 
company has taken actions to release capital. 

Aecon Group, a Canadian construction and infrastructure development company, is 
another stock we like.   We established our position in the stock when its price plummeted 
on the announcement that the Canadian government would not allow the acquisition of 
Aecon by a Chinese company. The company has continued to increase its project pipeline 
and increase its visible earnings. The recent sale of its contract mining business 
strengthened the company’s balance sheet, freeing up resources to pursue additional 
opportunities in its core business. Its valuation is compelling at <1x sales, an EV/EBITDA 
multiple of 5, and a dividend yield of 3%.

Park Lawn, is a provider of funeral homes and cemeteries and provides an earnings profile 
that is uncorrelated to other holdings in our portfolios. Death and taxes are the two 
unavoidable things in life, and the company provides good visibility on the former. It also 
has a large land inventory, low degree of leverage and decent growth opportunities in the 
U.S.

Sectors and stocks we like

FAM001 11/18 // PAGE 3FOR INVESTMENT PROFESSIONAL USE ONLY



Summing it all up
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In conclusion, we’re still optimistic about equity markets, but recognize that we are late in 
the economic cycle. We’ve responded to the potential risks by upgrading the quality and 
diversification of our portfolios, with the aim of upside participation and downside 
mitigation. To that end, we’ve recently added a short term bond allocation to both the 
Canadian and Global Fixed Pay Funds, given the attractive yield, which is currently north 
of 3%, and limited risk attributes. We think that’s the most prudent course of action for our 
investors. 

Another attractive U.S. holding in the portfolios is CVS Health Corp. CVS is a provider of 
pharmacy benefit management services, and also owns a significant number of 
pharmacies. The company’s planned merger with U.S health insurer Aetna has preliminary 
approval from the Deptartment of Justice, but still has state-level hurdles to clear. We 
believe the integrated business model of these two companies will be beneficial under 
new pharma regulations. CVS’ valuation is close to 10-year lows, with a P/E multiple 
below 10x, a PEG ratio <1x, and a dividend yield of 2.8%.

Naturally, we are receiving questions about cannabis stocks. We are not ignoring the 
sector, but remain concerned that the most common delivery systems at the moment 
(smoking and vaping) are not considered to be medically safe. Research is at an early stage 
with encouraging results from cannabidoil (CBD) studies, but limited scientific data 
available re: THC health impacts. That, together with the fact that valuations for cannabis 
companies are extraordinarily high, makes us very cautious on the industry right now.

From a geographic standpoint, we are at the higher end of our permitted, U.S. exposure. 
But recognizing that many investors view our funds as Canadian dollar-denominated 
portfolios, we are hedging a fair amount of the currency risk. We believe this allows us to 
take advantage of the strong themes we see south of the border, without making a large 
currency bet in the process.

The information contained herein is intended for use by investment professionals only and this document is not to
be distributed to investors. Securities laws in the provinces and territories of Canada prohibit such distribution.

The information contained herein is intended for investment professionals for general information only and is
compiled from sources believed to be reliable, but no representation or warranty, express or implied, is made as to
its accuracy. All opinions contained in the document and/or commentaries and/ or expressed by portfolio 
managers are subject to change without notice and are provided in good faith without legal responsibility. This 
document and comments are (i) not intended to provide specific financial, tax, insurance, investment, legal or 
accounting advice and should not be relied upon in that regard, (ii) may be the opinion(s) of an individual only and 
are not necessarily those of Foresters Asset Management (FAM) or their a�liates, and (iii) do not constitute a specific 
o�er to buy and/or sell securities or insurance. FAM and their a�liates cannot guarantee the accuracy or 
completeness of information presented and accept no responsibility for any loss arising from any use of or reliance 
on such information. Certain statements in this market commentary may be viewed as forward-looking statements. 
Any statements that express or involve discussions with respect to expectations, beliefs, plans, intentions, 
projections, objectives, assumptions or future events are not statements of historical fact and may be forward 
looking statements. These forward-looking statements are subject to a number of risks and uncertainties that could 
cause actual results or events to di�er materially from those reflected in the forward-looking statements, including 
as a result of changes in the general economic or political environment and changes in applicable legislation. 
Accordingly, readers are cautioned not to place undue reliance on such statements due to the inherent uncertainty 
therein. Except as required by applicable securities laws, forward-looking statements speak only as of the date on 
which they are made and Foresters Asset Management undertakes no obligation to update publicly or otherwise 
revise any forward-looking statement whether as a result of new information, future events or other such factors 
which a�ect this information.


