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Message from David Schaffner,
President and CEO
Navigating Uncertainty
I always find it funny when the media talks about how
uncertain the future is, and how that is affecting the markets.
When has the future ever been certain? I think the better
question is whether the level of uncertainty is higher or lower
than normal, and what this means for our decision making.
In this issue’s article “Predicting the Future”, we see how even
perfect knowledge of the top performing stocks over a number
of decades would not have resulted in an investment portfolio
whose value went up in a straight line. There would still have
been many periods of volatility and even negative returns.
While we can objectively look back in time to determine how
an optimal portfolio of stocks would have delivered spectacular
returns, it is not a realistic exercise. The reality is that during the
periods of volatile and negative returns the average investor
would have found it hard to continue with the strategy. We are
humans, not machines, and our behavioural biases would
have made it incredibly difficult to stay invested in even an
optimal portfolio.

future might look like and on whether levels of uncertainty
are much higher or lower than normal. Given that we make
these probability-based decisions, you may ask why not just
sell all stocks and move to cash, and vice versa, when we are
uncertain about whether stocks can continue to increase in
value over the next year? Aside from a one-year period being
too short relative to the time horizon for most investors’
goals, we have never seen anyone in the investment business
consistently being able to get entirely out of, and back into,
stocks at the right time over a number of market cycles.
Our job as your financial stewards is to use time-tested ways
to invest through the future. While there aren’t any guarantees
for the future, we can use our experience, knowledge and
processes to give you the best odds of reaching your financial
goals with the level of risk that is appropriate. Investing isn’t a
one-time forecasting event. It is a
process of working with you over
time on your evolving plans to
ensure your goals are current and
the solution is still the right one.

While our investment teams cannot predict the future,
they do make decisions based on the likelihood of what the
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Predicting the Future

by CWB Wealth Management Research Team

The Back to the Future movies, featuring a young
time-travelling Michael J Fox, were a big hit in the 1980’s.
In total, there were three installments of the franchise. In
the second movie, the villain, Biff, got hold of an almanac
that had the results of future sporting events. Biff used the
book to place bets and amass a fortune. Recently, we read an
article by Alpha Architects, a research firm, called “Even God
Would Get Fired as an Active Manager” which reminded me
of these movies. The authors ask a simple question, “if God
is omnipotent, could he create a long-term active investment
strategy fund that was so good that he could never get fired?”
Their conclusion? God would get fired.

Our point is that to be a successful investor you need to think
long term. No matter what the strategy is, there are going
to be bumps along the road. The key is to stay the course.
DALBAR, a company which regularly publishes studies on
investor behaviour looking at flows in and out of investment
funds, makes this point that over the long term equity investors
consistently underperform the market (Figure 2). Why is that?
One of the primary reasons is that they time the market by
becoming more cautious when the market is falling and more
aggressive when it is doing well. Essentially, individual investors
tend to buy high and sell low rather than just staying invested
for the long term.

Imagine if you could take a newspaper (or a screen shot) with
today’s stock quotes and go back in time. You would be able
to create the perfect portfolio or you could simply buy the
stock that will perform the best in the future and hold it until
today (who needs diversification when you know the future!).
Your returns would be fantastic. You might decide to become a
professional money manager and bring on clients. Imagine how
satisfied they would be to receive these exceptional returns!
But would they? To answer that question let’s look a little
deeper into the study.

Figure 2: Missing Out
Annual returns, average U.S. equity mutual fund investor and S&P

Alpha Architects went back to 1927, created a portfolio of
the 50 best performing stocks over the next five years in the
S&P 500 and held those stocks for the five years. They then
rebalanced the portfolio by buying the best performers over
the next five years and repeated this process until 2016.
The outcome was fantastic. The “God” portfolio returned
29.37% per year vs 9.87% for the S&P 500 (Figure 1).

Figure 1: Imagine getting an annualized 30% return!
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Despite exceptional long term performance, there were still
bumps in the road. Over the 90 years of the study, there were
nine times that investor returns fell 20% or more. Think about
that for a second. Even with perfect hindsight on what will
outperform in the next five years and the spectacular long term
performance that this hindsight guarantees, investors would
still have some rough patches.
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In summary, none of us have a Delorean that travels back in
time like Michael J Fox. If we did, we’d be able to generate
huge amounts of wealth, but it would still come with some ups
and downs. That’s just the way the markets are. The key tool
we have to overcome this problem is a solid long term plan and
a consistent strategy that keeps us invested through good times
and bad.

Driving Slower

by CWB McLean & Partners Research Team

It isn’t easy to predict the future even in the best of times,
let alone in times like today where the global economic system
is under threat from a trade war between the two giants:
U.S. & China. Our job as investment managers is to assess
the various paths that events could go down and assign
probabilities to each outcome. It was our assessment that it
would be in the best interest of both U.S. & China to negotiate
a trade deal quickly, and hence we believed – and continue to
believe – this was the most likely outcome. The path to a signed
deal is, unfortunately, proving to be more treacherous than
we believed. One tweet from President Trump sent everything
awry in May, proving that even with proper assessment,
things don’t always go as you expect.
Another way to look at this – a real life example – is from
Saket Mundra, CWB McLean & Partners Research Analyst,
who made plans with his family in March for a trip to the
Fairmont Hot Springs in June. We know how unpredictable
Calgary weather can be, however the probabilities of a snow
storm in June was low… yet, snow (and lots of it!) was exactly
what they encountered on their drive up to Banff in early June.
Needless to say, their spirits were dampened driving with
summer tires on a highway clad with snow. Saket and his
wife knew this wasn’t the safest bet and had doubts about
continuing the journey. They planned to turn around and
go home until his five year old daughter exclaimed, “Papa, I
LOVE the snow! I want to go to the hot springs. Can you just
drive slow and we can still go?” She had embraced the snowy
weather in light of what seemed like a lucrative reward - a dip
in the hot springs. The little one had a better sense of odds,
or in our parlance “risk/reward”, as she wasn’t perturbed by
the unexpected hiccup on the way and encouraged them
to stay the course. When we heard this story, we couldn’t
stop ourselves from comparing it with the stock markets and
think, “expect the unexpected”. Especially the last twelve
months, bear stark parallels to his story. From trade war to
truce and then a big fall out – nothing has gone according to
expectations or plan. All of us had our moments of doubt.
Should we sell or stay the course?

It is exactly at these moments why we have a disciplined
process and philosophy to fall back on. As the “Twitter risk” has
increased and renewed threat of U.S.-China trade resurfaced
over the last couple of months, we have re-examined the risk/
reward on our stocks which would be most impacted by a
prolonged trade war. We made some adjustments to allocate
away from those stocks we deemed most impacted, moving
to cash or reallocating to other stocks with better risk/reward
characteristics. As encounters of the ‘unexpected’ increased,
it made us realize that we must drive slower but still move
forward to the ultimate destination.
One action we took in our portfolio akin to “driving slower”
was to trim our holding of Baidu, a web search engine
(much like Google) that is dominant in China. Due to
worsening economic indicators in China and increasing
domestic competition for advertising dollars, Baidu reported
poor results for its latest quarter. Our assessment was that it
would take some time for Baidu to improve its results, and if
the U.S.-China trade war worsened, shareholders were more
likely to sell down Baidu due to the lack of visibility such a
scenario would entail.
However, given that Chinese stocks were fairly beat up at the
time, we determined that it would be best to maintain our
allocation to Chinese equities. We thus added to our existing
position in Alibaba, the dominant e-commerce player in China.
The Chinese government was heavily stimulating the local
economy and given Alibaba’s position as a net importer of
goods in to the country, we expected that it would perform
well; or at the very least, it would outperform Baidu. The switch
from Baidu to Alibaba thus lets us keep moving forward, but in
the near term, it improved the risk/return skew of the portfolio.
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What to consider for an effective business
succession plan
by Wealth Advisory Services

In an ideal world, every business owner would have a succession
plan or exit strategy right from day one. Realistically, many
business owners don’t have the answers to the fundamental
questions they need to consider when it comes time to think
about stepping away from their business. Will a family member
take over the business? Will the business be sold? Do they even
know the value of their business and how much they could
realistically sell it for?
The best place to start a succession plan is with what the
business owner wants for the business once they walk away.
Whether it’s having a family member take it over, selling the
business or simply shutting it down, business owners need to
have the end in mind in order to start planning appropriately.
A lifetime of hard work and sacrifice can make it hard for
business owners to place a dollar value on their company
and then hand over the reins to someone else. It is important
to remember the actual act of business succession planning
doesn’t mean that you have to sell your business tomorrow.
However, it is valuable to go through the step by step logic
of what needs to be done so there are no surprises or
rushed decisions.
The worst-case scenario for a business owner is when there
isn’t a succession plan and something happens to the owner
that forces them to step back, such as a health crisis; they could
quickly discover that their business might not be worth as much
as they were hoping. Creating a plan and having it in place
can help ensure that business owners aren’t faced with tough
decisions that could put a damper on their hopes and dreams
for retirement or their next business venture.
The best-case scenario is that the business owner has had
proper protection measures in place so their business continues
to run in the way they want after they retire. Knowing what
needs to happen in advance, they’ve made the improvements
to make sure that the business has a higher chance of success.

This can include nurturing relationship building between clients
and subsequent managers for transferring goodwill from the
original owner, as well as setting employees up for being taken
care of and retained over a period of time once the owner has
stepped away.
Succession plans and exit strategies should start as soon as
possible, ideally at least three years before the date when
they want to actually sell their business. Once complete,
the plan should be revisited every year thereafter as the
business evolves. Businesses can change significantly from
year to year, as even small changes in a business can have a
big impact on the overall planning. Changes in the business
owner’s health, in the personal wishes of the business owner
or external factors like a company being heavily leased in
real estate can all impact the ultimate decisions that need
to be made regarding succession.
The CWB Wealth Management team works together with
existing advisors, to help create a comprehensive plan that’s
spearheaded by a single planner. CWB Wealth Management’s
Senior Planners are able to outline all the variables that a
business owner needs to think about in order to see their
business continue to flourish after its transition. They also bring
the clarity and confidence that all of the individual pieces are
working together.
Get in touch with CWB Wealth Management today to find out
how we can help ensure your business has the right succession
plan in place for the next phase of your life. You can reach us
at info@cwbwealth.com or 1.855.292.9655 to help get you on
the right path.
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Information presented herein is for discussion and illustrative purposes only and is not a recommendation or an offer or solicitation to buy or sell any
securities. Views expressed are as of the date indicated, based on the information available at that time, and may change based on market and other
conditions. Unless otherwise noted, the opinions provided are those of the authors and not necessarily those of CWB Wealth Management (CWB WM)
or its affiliates. CWBWM does not assume any duty to update any of the information. Investment decisions should be based on an individual’s own goals,
time horizon, and tolerance for risk. Nothing in this content should be considered to be legal or tax advice and you are encouraged to consult your own
lawyer, accountant or other advisor before making any financial decision. Quoted yields should not be construed as an amount an investor would receive
from the Fund and are subject to change. Investors should consult their financial advisor before making a decision as to whether mutual funds are a
suitable investment for them. Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments.
Please read the prospectus, which contains detailed investment information, before investing. Mutual funds are not guaranteed, their values change
frequently and past performance may not be repeated. CWB WM uses third parties to provide certain data used to produce this report. We believe the
data to be accurate, however, cannot guarantee its accuracy. Visit cwbwealth.com/disclosures for our full disclaimer. Fees charged for the services provided
by CWB WM and its affiliates may change from time to time, 60 days’ notice will be provided to clients in advance of any changes.
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