
 
 

 

Now what? 

Two hunters are out in the woods when one of them collapses.  He doesn’t seem to be breathing and 
his eyes are glazed over.  The other hunter pulls out his cell phone and calls 911.  He gasps, “My 
friend is dead!  What can I do?”  The operator says “Calm down.  I can help.  First, let’s make sure 
he’s dead.”  There is a silence, then a gun shot is heard.  Back on the phone the hunter says “OK, 
now what?” 

2013 was a strong year for our client’s portfolios.  Some of the strategies we have implemented over 
the past few years resulted in significant returns.   For example, over the last 36 months we have 
been moving money out of Canada and investing globally and have reduced the weightings in interest 
rate sensitive investments.  These changes have worked well, but we do not want to take our eye off 
the ball.  The question which constantly occupies my thoughts is now what? 

The pattern of growth over the next few years is not going to be the same as the past few years.  
Because of the large increase in asset values, we need to pay close attention to the assumptions we 
are making about the future.  In particular, there is a concept with which we need to be especially 
cognizant; prudence. 

Let’s say you decide your home needs a stunning antique chair.  You figure the best place to buy an 
extraordinary chair is at an auction house, so off you go.  You are not trained in furniture valuation so 
you bring along an antique furniture dealer for their opinion.  You find the perfect chair and ask your 
companion for their assessments of its worth.  He says its worth around $10,000, a fine chair indeed.   

Before the chair comes up for bid you have to think about a budget for your bidding strategy.  Seeing 
as you really want this chair, you are now faced with a tension between fear and greed.  You don’t 
want to bid too low and miss out on winning the chair, but you also don’t want to overpay for it.  What 
price do you come up with as your maximum bid? 

Someone who is most concerned with value will want to bid low.  They will choose a maximum bid 
well below $10,000.  Recognizing that furniture styles come and go, they only buy furniture when 
there is a bargain to be had.  They also know that appraisers aren’t perfect.  If they buy the chair for 
$6,000, they have a significant $4,000 cushion for their furniture dealer to be wrong with their 
valuation.  They may miss out on the chair to someone else who is willing to pay more.  That’s okay, 
there will be other chairs. 
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Someone who is focused on growth will want to bid much higher than the value 
buyer.  They are not as interested in whether the $10,000 valuation is correct 
because they think the chair is going to be worth much more in a few years 
when they want to resell it.  This person may feel that demand for antique chairs 
is going to somehow increase or that supply for chairs is going to be 
constrained.  Either way, the price for antique chairs is only going up, so the 
price paid is of little concern 
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Ever since the pit of the financial crisis, March 2009, the financial markets have acted like the growth 
focused antique chair buyer.  After falling precipitously, investors have scooped up financial assets 
(stocks, bonds, real estate, commodities, etc) with little regard to the price they were paying.  The 
general notion has been that whatever the price now, the price will be greater in the future.  For the 
last five years this strategy has worked well, the markets have shown remarkable strength.  In fact, 
many will find it hard to believe that since the market trough of March 9, 2009, the US stock market 
has surged 192% (for reference the Canadian market has increased 103% over the same period).  
However, the next five years is likely to look somewhat different. 

Because there has been such a dramatic increase in asset prices, now is the time to be more like a 
value buyer.  It will become increasingly important to be accurate in appraisal values and to have a 
meaningful cushion between what we feel an investment is worth and the price we are willing to pay.  
This is not to say growth won’t be a significant contributor to performance, just that it will be less 
impactful than in the recent past. 

As we have benefitted from strong returns, Stewart Financial portfolios remain diversified and 
conservative.  In fact, over the past few months we have slightly increased our conservative posture.  
There are still many opportunities we will take advantage of to generate a healthy return, but now is 
not the time to pursue aggressive growth strategies.  There will be a day in the future to look more 
like the growth chair buyer, but for now we will prefer to sell what we don’t want to him.  We can make 
money doing that too. 

 

Your glad my wife doesn’t like to go antiquing investment advisor,    

 

Duncan Stewart, MBA, CIMA, FCSI, CFP 
duncan@stewartfinancial.ca 
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