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OURVIEW

Many investors expect the markets to be more placid than they really are. In periods of
volatility, these investors may feel that they are caught off guard. 

In reality, markets are volatile by nature. Over the past 40 years, S&P/TSX Composite total
returns have been about nine per cent on average. If one were to expect low volatility,
annual returns would cluster closely around that average. However this hasn’t happened.
Since 1970, over 60 per cent of annual S&P/TSX Composite total returns have been
either greater than 20 per cent or negative. Simply put, there is a higher likelihood of large
movements in market returns.

Yet volatility remains a dirty word. Volatility in the stock market is often the source of
investor discomfort and, in extreme cases in the past, has led to panic selling. The
Chicago Board Options Exchange Volatility Index (VIX), a measure of near-term market
volatility expectations, is often referred to as the “fear index.” 

But volatility isn’t necessarily all bad. Volatility in the stock market provides the opportunity
for higher returns that all investors seek within their investment portfolios. Remember that
a higher return can be the reward for investing in riskier, more volatile assets.

Volatility can also be a value investor’s friend. Solid businesses may experience short
periods of undervalued share prices, allowing investors to exploit the opportunity and
enter the market.

Of course, there is no denying that volatility causes much anxiety to investors when
swings are towards the downside. But there are ways to protect yourself.

Longer-term investing smoothes out its effects. By committing to a well thought-out plan 
that spans a greater time horizon, investors can generally ride out sharp periods of
volatility. Time is on the investor’s side.

Diversification also helps to manage volatility. Last decade’s collapse of the dot-com
bubble demonstrated the importance of being well-diversified and not investing in one
industry, as an example.

There are also ways to help protect yourself in situations where abnormal events, or
“Black Swan” events, cause temporary but extreme periods of volatility. In this issue we
discuss some of these tactics.

Maintain a positive outlook when volatility occurs. Market uncertainty will always be with
us. But with a proper plan and a bit of patience, volatility may not be such a bad thing.
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When it comes to your will, one of the most
significant decisions you will need to make
involves the appointment of an executor or
estate trustee. Careful selection is important
as this may impact whether or not your
estate is managed properly.

The role of an executor can be very complex
and may include the following:

•  Making funeral arrangements;

•  Creating an inventory of all assets and
locating all required documentation;

•  Determining any particulars surrounding
asset ownership (e.g., valuing personal
effects such as jewellery, or determining
beneficiaries of life insurance policies);

•  Contacting financial institutions to re-register
accounts in the estate’s name;

•  Arranging probate, or estate administration
tax, if required;

•  Filing tax returns for the deceased person
and the estate, as required; and

•  Distributing the deceased person’s assets,
including paying any existing creditors.

Not only may a large amount of
administrative duty be required, but
managing an estate may be further
complicated by the emotions of those
involved. Even the most harmonious family
can undergo bitter conflict when dealing
with the distribution of assets within an
estate. Therefore, it is important that your
chosen executor is able to manage the
sensitivity of the situation while ensuring that
your financial wishes are realized.

Sometimes, there may be a family member
who is an ideal candidate; however, under
other circumstances a corporate executor
may be appointed to act as sole or co-
executor. Various considerations may
impact your decision of who to choose:

•  Can I trust this person?

•  Will this person seek professional help
where needed?

•  Will this person act fairly and in everyone’s
best interest?

•  Is this person willing to take on this
potentially complex role that may demand a
significant amount of time and
responsibility?

Plan ahead

Most importantly, make sure the chosen
individual is aware of the responsibility
involved and agrees to serve on your behalf.
You may consider having an alternate
executor in the event that the chosen
person is unable to fulfill the required duties
as time passes or circumstances change.
By planning ahead, you will have peace of
mind knowing that your estate will be settled
in accordance with your own wishes.

PLANNING AHEAD

CHOOSING AN EXECUTOR / ESTATE TRUSTEE

The comments contained herein are general in nature and are not intended to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own
tax advisors for advice with respect to the tax consequences to them, having regard to their own particular circumstances.

A strong Canadian dollar presents
opportunities for Canadians that haven’t
been seen for many years. It’s hard to
believe that just nine years ago the
Canadian dollar bottomed out at US 61.79
cents. Recently, it reached a three-year
high, and many currency experts anticipate
that it will remain above parity with the US
dollar for the foreseeable future due to
ongoing expectations of higher commodity
prices and potential interest rate increases
by the Bank of Canada.

A higher Canadian dollar means stronger
purchasing power which can benefit
Canadians in various ways. Canadian
businesses can purchase US machinery,
technology or other goods and services at

lower costs. Cross-border acquisitions may
also look more attractive to Canadian
companies in Canadian dollar terms.
Canadian retail consumers have been
taking advantage of cross-border shopping
through increased excursions to US
shopping malls. Even the number of
Canadian snowbirds is expected to rise as
Canadians find real estate bargains due
south.

At the same time, however, sales of some
Canadian companies that export to the US
are hurt by the strong dollar, as are
companies on Canadian soil when
purchases are made south of the border
instead of here at home. 

How does a strong dollar impact your
investment portfolio?

Based on the attractive exchange rate, this
may be an excellent time to acquire US
investments. As an example, on April 1,
2009, purchasing a US investment with a
price of US$50 would have cost an investor
about CDN$63. Fast-forward two years and
an investment that had the same price in US
dollars would cost an investor only about
CDN$48. That’s a discount of 24 per cent
— quite significant under any circumstance.

Depending on your investment strategy and
risk tolerance, it may be a good time to
review the role of US and other foreign
equities or mutual funds within your portfolio. 

BEYOND OUR BORDER

STRONGER DOLLAR OPPORTUNITIES 

Commissions, trailing commissions, management fees/expenses may be associated with mutual fund investments. Read the prospectus before investing. Mutual funds are not guaranteed, their values will change
and past performance may not be repeated. 
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There may be more to Benjamin Franklin’s
old saying: “A penny saved is a penny
earned.” 

In fact, as the price of copper continues to
rise, a penny saved may be worth more
than three cents — that is, when
considering its value as metal.

Up until the mid-1990s, the penny was
composed of about 98 per cent copper with
the actual weight of the penny varying over
time. Most recently, the penny has been
made of mainly steel, with small amounts of

copper-plated zinc and nickel.

The melt value of an older penny is
estimated at about three cents, on average
(depending on weight and copper
concentration). Although a newer penny
doesn’t have the same melt value due to the
small amount of copper, some sources
estimate that it costs the Royal Canadian
Mint at least 1.5 cents to produce the penny
and 3 cents for its distribution.

So shouldn’t the high cost to produce and
distribute the penny (much less its dwindling

purchasing power) render the penny
obsolete? Last year, a Senate committee
recommended that the Canadian
government end the penny’s circulation.

But Canadians have mixed views on the
penny’s future. In 2007, 42 per cent of
Canadian consumers supported eliminating
the penny, but over 33 per cent of Canadian
consumers opposed its demise*. 

Will the penny live to see the end of the
decade? A penny for your thoughts...

THE END OF AN ERA?

A PENNY FOR YOUR THOUGHTS...

The recent tragedy of the Japanese
earthquake and tsunami has once again
highlighted an occurrence where a
seemingly unpredictable, disruptive event,
often referred to as a Black Swan event,
affects the global economy.

The origin of the term “Black Swan” 
dates back to a time in history when swans
were believed to be only white in colour. 
A black-coloured swan was seen as an
impossibility. More recently, former Wall
Street trader Nassim Nicholas Taleb
redefined a Black Swan event to be an
outlier outside of the realm of regular
expectations that has an extreme impact,
but after the fact becomes explainable
through rationalization and as a result of
human nature.

A look back over time shows that Black
Swan events occur fairly frequently — 
the 9/11 terrorist attacks in 2001 and 
the collapse of Lehman Brothers in 2008
are recent examples. They may have a
significant short-term impact on the
financial markets, but oftentimes do not
create any long-lasting effects. 

However, these events often result in much
discomfort causing investors to hastily
react. In hindsight, after these Black Swan
events are over and things have returned 
to normal, the simple act of staying-the-
course emerges as one of the more viable
defenses. 

As Black Swan events are inevitable, 
are there any pre-emptive measures that
can be taken? Here are some practical
investment tactics that you might consider
to help minimize the effects of Black Swan
events when it comes to your investment
portfolio.

Diversifying — Diversification across
different industries, geographies and 
asset classes is an excellent way to 
protect against Black Swan events.
A diversification strategy may extend to
include other elements, such as types 
of risk. As examples, investing in bonds
with varying maturities may be one way 
to manage interest-rate risk. Inflation-
protected investments may help to manage
purchasing-power risk.

Rebalancing — If the share price of one 
of your equity holdings has gone up so
much that its value makes up a large
proportion of your overall portfolio, it 
may be a good time to consider selling 
to restore balance. By selling high (and
buying low), the basic idea is to ensure that
appropriate diversification is maintained
through balanced allocations.

Upgrading — More speculative holdings
may be replaced with shares of larger,
more established companies to form the
basis of your portfolio as these companies
may have greater stability and be better
able to withstand a downturn.

Dollar Cost Averaging (DCA) — DCA
helps to separate emotions associated with
turns in the market from investing decisions.
Engaging in the practice of buying at regular
intervals, regardless of market conditions,
generally lowers the overall cost of shares
purchased over time as a greater number 
of shares are purchased when prices are
low and fewer shares are purchased when
prices are high.

INVESTMENT TACTICS

DEFENDING YOUR PORTFOLIO
AGAINST “BLACK SWAN” EVENTS

*“The Future of the Penny in Canada,” Sept. 2007, Royal Canadian Mint.
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CONSIDER AN INSURED ANNUITY†

†Insurance products and services are offered through Macquarie Insurance Services Ltd. a wholly owned subsidiary of Macquarie Private Wealth Inc. (“MPW”)

The content of this article was prepared under contract by Hirasawa & Associates. The opinions contained herein are those of the author as of the date hereof and are subject to change without notice and
may not reflect those of Macquarie Private Wealth Inc. (“MPW”). 

This material is provided for general information and is not to be construed as an offer or solicitation for the sale or purchase of securities mentioned herein.  Every effort has been made to compile this material
from reliable sources however no warranty can be made as to its accuracy or completeness. The comments contained herein are general in nature and are not intended to be, nor should be construed to be,
legal or tax advice to any particular individual. Accordingly, individuals should consult their own tax advisors for advice with respect to the tax consequences to them, having regard to their own particular
circumstances.  Before acting on any of the above, please seek individual financial advice based on your personal circumstances. However, neither the author or Macquarie Private Wealth Inc. (MPW) makes
any representation or warranty, expressed or implied, in respect thereof, or takes any responsibility for any errors or omissions which may be contained herein or accepts any liability whatsoever for any loss
arising from any use or reliance on this report or its contents

No entity within the Macquarie Group of Companies is registered as a bank or an authorized foreign bank in Canada under the Bank Act, S.C. 1991, c. 46 and no entity within the Macquarie Group of Companies
is regulated in Canada as a financial institution, bank holding company or an insurance holding company. Macquarie Bank Limited ABN 46 008 583 542 (MBL) is a company incorporated in Australia and
authorized under the Banking Act 1959 (Australia) to conduct banking business in Australia. MBL is not authorized to conduct business in Canada. No entity within the Macquarie Group of Companies other
than MBL is an authorized deposit-taking institution for the purposes of the Banking Act 1959 (Australia), and their obligations do not represent deposits or other liabilities of MBL. MBL does not guarantee
or otherwise provide assurance in respect of the obligations of any other Macquarie Group company. Macquarie Private Wealth Inc. is a member of the Canadian Investor Protection Fund and IIROC.

A low-risk, tax-advantaged
investment that preserves your
capital and may increase retirement
income.

Retirees are constantly searching for 
ways to boost the rate of return on their
non-registered investments without taking
on significant risk. Setting up an insured
annuity is a low-risk strategy that can
increase your after-tax cash flow and yield
while preserving capital for the eventual
transfer to your heirs.

What is an insured annuity?

As the name suggests, there are two
components involved in this strategy: 
i) the purchase of a prescribed life annuity
that provides regular cash flow; and, 
ii) the purchase of an exempt life
insurance policy.

An annuity is an investment where, in
exchange for a single lump sum payment,
an insurer makes guaranteed regular
income payments that contain both an
interest and a return of principal element.

How does it work?

The annuity used in this strategy would
continue to make payments for the rest of
your, or your spouse’s, lifetime. Since a
portion of the payments you receive is a
return of principal, only the income portion
of the payment is subject to tax annually
thereby providing you with a higher
guaranteed after-tax cash flow for the 
rest of your life relative to comparable
investments in GICs, term deposits, 
or bonds.

In order to ultimately replace the capital
used to purchase the annuity in your
estate for the benefit of your heirs, a life
insurance policy is purchased with a
death benefit equal to the amount of the
annuity investment. The premiums for 
the life insurance policy are funded by a
portion of the annuity payments you
receive and insurance proceeds are paid
to your named beneficiaries.

While the amount of regular annuity
payments received and the insurance
premiums you are required to pay will 
vary depending on your age, gender, 

the amounts involved, and type of the
annuity and insurance purchased, in
general your net after-tax cash flow
should be greater than if you had invested
your capital in other low risk investments.

Important considerations

Before adopting this strategy, it is very
important to understand that the capital
used to purchase the annuity is no 
longer accessible to you. Also, it is best 
to complete the insurance side of this
strategy first to ensure that you and/or
your spouse are insurable and at standard
rates. The higher of an insurance risk 
you pose, the higher your insurance
premiums will be, resulting in lower 
after-tax cash flow.

An insured annuity should be considered
as a component of a larger diversified
plan. As always, you should consult
professional advisors to ensure this
strategy is beneficial in your particular
situation.

Billionaire wisdom

Last quarter, Forbes released its annual list of the world’s richest people, comprising 1,210 billionaires with a combined wealth of an
astonishing $4.5 trillion. Canadians represented 24 billionaires or 2 per cent of the total — not bad considering Canada’s population
is less than 0.5 per cent of the world’s population. Here are select thoughts from some of the world’s richest people:

#2: Bill Gates, Businessman, $56 billion. “Embrace bad news to learn where you need the most improvement.”

#3: Warren Buffett, Investor, $50 billion. “Part of making good decisions in business is recognizing the poor decisions you’ve
made and why they were poor. You don’t want to expect perfection in yourself. You want to strive to do your best.”

#61: Carl Icahn, Investor, $12.5 billion. “I make all these billions because there are so many companies with problems that can
easily be fixed.”

#420: Oprah Winfrey, Entertainer, $2.7 billion. “The big secret in life is that there is no big secret. Whatever your goal, you can get
there if you are willing to work.”


