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The third quarter passed with relative ease as far as markets go; with both the U.S. and Canadian bourses recording positive returns.  Which was rather 
surprising given the unexpected outcome of the Brexit vote on June 23. Nonetheless, the S&P/TSX Composite Index rose by 4.7% and the S&P 500 Index 
added 3.3%.  The Canadian dollar was relatively stable, closing the quarter at 76.2 cents, vs 77.4 cents at mid-year. 
 
Although there was little volatility in equity markets over the quarter, that wasn’t the case for fixed income markets.  As measured by Government of 
Canada 10 Year rates, they started the quarter at the 1.06% level, fell to as low as 0.95%, but then climbed to 1.23%.  Then by the end of September, 10 
year rates had fallen all the way back to 0.99%.  In the U.S., 10 year U.S. Treasury yields ranged between 1.36% and 1.72%, before ending the quarter at 
1.59% 
 
Notwithstanding the positive returns recorded by stock exchanges in North America, markets have been on edge of late with every meeting of the Federal 
Reserve.  Another meeting of the Fed passed in late September without any increase in rates.  Fed language, if the data supports it, now points to a rate 
hike in December.  The problem being that data has been spotty; it’s not conclusive enough to move Janet Yellen and company to actually push rates 
higher.  In Canada, our economic performance has lagged that of the U.S., and is expected to lag again next year.  There likely won’t be an interest rate hike 
in store from the Bank of Canada through 2017.  If the rate differential between the U.S. and Canada should widen, that would put pressure on the loonie.  
This type of pressure is not a bad thing as seen by Bank of Canada Governor Poloz, who is motivated to save manufacturing jobs in Canada. 
 
The oil market is still facing a conundrum. Canada’s economy cannot depend on a sustainable rebound in this important sector until world demand and 
supply come into better balance.  Without more growth from emerging markets, equilibrium is still some time off.  Meanwhile, oil storage facilities 
throughout the world are now full, as are oil tankers that are sitting in ports waiting to offload their crude.  With no facilities let  to absorb excess 
production, prices may begin to take a more volatile path.  To date, OPEC has done a masterful job of ‘talking’ oil higher.  Every couple of months the oil 
producing countries gather to map out their strategy.  They have never been able to agree on which countries will take actual production cuts, but meeting 
at er meeting they have continued to talk an optimistic game.  So far OPEC has managed to maintain oil prices near the upper end of a $30-$50 range.  
Their ability to keep prices toward the upper end of the range may be in jeopardy, unless their meetings in November result in the names of countries 
willing to curtail their production. 
 
While the oil industry is dealing with the indigestion of supply outstripping demand, another of the great engines of growth, the financial sector, has 
problems of its own.  The rush by Central Banks to keep interest rates low (negative in some countries) plays havoc with banks’ net interest margins, their 
ability to earn a decent spread between the cost of money, and the rate they charge on loans.  On top of this depression-like phenomenon, banks are still 
the whipping boys of government regulators.  We are now 8 years beyond the Lehman bankruptcy debacle, yet banks are still being fined by government 
agencies throughout the world. Fines levied exceed $160 billion in the U.S. alone. By-the-way, to what extent has the consumer benefited from the billions 
of fines that have been assessed?  Country at er country is learning that monetary policy alone cannot drive a decent economic recovery. If the world wants 
growth, maybe it is time to move on from fining banking institutions, and let them get back to the business of extending credit. 
 
We’re heading into the home stretch of a hotly contested election in the U.S.  Will the country sign up for the first female President, or hold its breath and 
vote for Trump?  Personalities aside, both candidates more or less represent their Democratic and Republican platforms.  Nothing new there. The biggest 
difference is insider versus outsider.  As Brexit has shown, anything can happen, regardless of what even the late polls say.  We may be entering a period 
around the election, or in the early months of a new Presidency that will see renewed volatility, along with opportunities to add to equities at attractive 
valuations. 
 

Sincerely, 

 

 

 

Robert G. McKim, CFA | Chief Investment Officer 
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SEAMARK’s ability to meet your socially responsible investing (SRI) needs rests in our track record of tailoring 

portfolios around a long standing investment philosophy.  

SEAMARK’s investment philosophy can best be described as long-term, bottom-up, value sensitive, and growth 

biased. SEAMARK’s focus is on identifying and researching individual companies that have attractive investment 

characteristics based on quality, growth prospects, and valuation. Investment decisions are made primarily using 

longer term considerations, forecasting beyond the typical one year period.  It is expected that portfolio turnover will 

be low; in fact, historically turnover has averaged near 15%.   

Interwoven into our security selection process and buy for the long term philosophy is the focus on sustainability. 

Sustainability is an umbrella concept utilized to screen out companies susceptible to mis-steps. SEAMARK aims to 

mitigate risk at the individual security level - thus the assessment of salient environmental, political, and governance 

factors becomes a natural by-product of the research process.  

SEAMARK enhances its focus on Environmental, Social, and Governance (ESG) factors by partnering with 

organizations that can not only deepen our screening process, but also help our clients have a voice as active 

shareholders. One of these organizations, SHARE (Shareholder Association for Research and Education), based in 

British Columbia, is a leading advocate for responsible investment in Canada. SEAMARK has been partnering with 

SHARE on behalf of several clients for a number of years now.  

As an institutional asset manager with over 32 years of history, SEAMARK has held diverse client relationships. Our 

experience spans from governmental agencies, university endowments, charitable organizations, labor unions to 

religious organizations. Many of these organizations align their investment policies with their values, provided to us 

in an Investment Policy Statement (IPS) that typically comes with varying degrees of social responsibility 

requirements - including the exclusion of specific companies and industries. We, as a portfolio manager with 

fiduciary responsibility, tailor portfolios around  (IPS) guidelines to achieve each client’s investment objectives.  

SEAMARK… 

 Has an investment philosophy that is based on security selection for the long-term—with a primary focus on 

sustainability. 

 Partners with organizations that deepen our screening process and help clients be engaged shareholders. 

 As a portfolio manager SEAMARK has a fiduciary responsibility; therefore we customize portfolios within the 

framework of your organization’s Investment Policy Statement. SEAMARK is capable of using both negative 

and positive screening in its security selection process. 

The bar chart (right) illustrates 

how $100 invested in the S&P/

TSX Total Return Composite 

Index - using negative return 

months only - performed 

versus how $100 invested in 

the SEAMARK Low Volatility 

Equity Composite performed 

during those same months. 

Compounding those negative 

return months would have 

caused $100 invested in the 

S&P/ TSX Total Return 

Composite to decline to $54 

whereas $100 invested in the 

SEAMARK Low Volatility Equity 

Composite would have 

declined to just $99. The 

downside capture ratio represents the relative proportion lost in negative return periods versus a comparative 

benchmark. SEAMARK’s Low Volatility Equity Composite has a downside capture ratio of only 1.9%!  

 

LOW VOLATILITY  

EQUITY COMPOSITE  1 

 
 
Annualized Return a          12.2% 
 

S&P/TSX Composite a         4.6%        
(Annualized Total Return)                     

 

Dividend Yield                      3.8%                
(ex-cash)                               
 

Yield on Original Cost        

(ex-cash)                                                        4.4%             

 

% of Companies With  

Dividend Increases b            84% 

 

Average Rate of Dividend 

Increases b                             5.7% 

 

Correlation a,c                          0.5 

 

Standard Deviation d          6.2% 

 

Standard Deviation -    

S&P/TSX Composite d             9.4% 

 

Portfolio Beta a,c                     0.3 

 

Upside 

Capture Ratio a,c                 74.6% 

 

Downside  

Capture Ratio a,c                   1.9% 

 

As of September 30, 2016 
 
a) Since  Low Volatility Equity composite inception date 
– Jan 1, 2011 

b) Past 12 months 

c) Vs. Benchmark S&P/TSX Total Return Index.  
 
d) Annualized since Jan 1, 2011 
 
 
1. The Low Volatility Equity Composite includes assets of 
the SEAMARK Pooled Low Volatility Equity Fund and 
similar mandates—one of which was under the 
management of McKim, Wishart and Loughery during 
their partnership at LeeSide. All rates of return are time-
weighted historical  compounded total returns calculated 
on an actual basis. Past performance is not necessarily 
indicative of future returns.  Performance is reported in 
CA$ and exclude the impact of fees.  

Socially Responsible Investing Tailored For You 

Downside Capture Illustration—Low Volatility Equity Composite 
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The “Fed Model”                              
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How expensive are bonds in this environment of yields that have never been seen before? 

The “Fed Model”, aptly named by Edward Yardeni, was first introduced in a 1997 Humphrey-Hawkins report to 
Congress that compared 1982-1997 10-year U.S. Treasury note yields to the earnings- yield of the S&P 500. As a 
reminder, the earnings yield is simply the inverse ratio of the widely used price-to-earnings ratio. For example, a P/E 
ratio of 20, equates to an earnings-yield of 5%. Investors can use the Fed Model to see the relative value between 
stocks and bonds as measured by the difference between the earnings yield, in the case of stocks, and the bond yield, 
in the case of bonds. 

Interestingly, the comparison showed a very close relationship. 

In Figure 1 (1) below you can see that from 1979 through 1999 there was a very close relationship between changes in 
the earnings yield and the bond yield. While you can intuitively appreciate the idea that the returns of stocks would be 
expected to be riskier than that of bonds, it stands to reason that a higher relative earnings yield would be expected as 
compensation for the extra ‘risk’. 

The signals of the model are probably most useful 
when the spread relationship moves to 
unprecedented extremes, as depicted in the Figure 
below - which illustrates the significant gap that 
presently exists between the earnings yield at 6%, 
and the bond yield at 1.5%. Exacerbating this gap is 
the fact that stocks also pay dividends, that in 
aggregate, amounted to a dividend yield of 2.2% (as 
at Sept 30), thus taking the total stock yield (earning 
plus dividend yield) to just above 8%. 

A more helpful way to think about the current 
valuation levels of stocks versus bonds is to inverse 
the yields of each. 

At a 6% earnings yield the S&P 500 is trading at a 
price-to-earnings ratio of 16.7, while a bond yield of 1.5%, implies a bond price-to-income ratio of 66.7.  When 10 Year 
Canadas traded at a 1% yield recently, that would be akin to a P/E of 100! 

Figure 2 (1) below takes the data presented one step further to provide an indication of the percent that stocks are 
overvalued (above the zero line) versus undervalued (below the zero line). 

There are a number of ways in which this data can be 

interpreted. One view could be that earnings 

expectations are too high and that earnings will come 

down to reduce the earnings yield. Another could be 

that bonds are overvalued and interest rates will 

move higher. By historical standards, a stock valuation 

of 17x on next years expected earnings would be 

considered about fair value. For bonds however, there 

is no historical precedent – we’re living it. 

Many of our avid readers would appreciate that 

SEAMARK is a bottom-up manager that allows asset 

mix changes to occur one security at a time. We rarely 

make an outright call on the market, such as recommending that investors liquidate bond holdings to buy stocks. 

That said, it is hard to ignore the expensive valuation of bonds today. At September 30, 10 year U.S. treasuries yielded 

1.59%, while 10 year Canada's offered a paltry 0.99%.  In some places around the world, Central Bank purchases of 

bonds have driven yields into negative territory. At that point, one could begin to question the relevancy of an asset 

class that offers no return.  Hopefully, this will turn out to be only a temporary phenomenon.   

In Balanced Funds, we are comfortable keeping bond weights near the low end of the ranges permitted by clients' 

Investment Policy Statements.  Equity valuations, as measured by P/E, (or the earnings yield) are not out of line with 

historical norms, especially when compared to the traditional bond alternative.  In a low growth environment we 

remain favourably inclined to companies with attractive yields as a substitute for bonds, whose yields have simply 

melted away in recent years.                                               Co-authored by: Tyrone D. Saunders, CFA | Robert G. McKim, CFA  

1. Yardeni Research Inc., http://www.yardeni.com/Pub/valuationfed.pdf 
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2015 Pooled Fund Capital Gains Tax Deferrals 

Composite Performance Update 1                   As of September 30, 2016 

 

Links to Q3 2016 Pooled Fund Profiles 

 

 

Balanced     Canadian Bond     Canadian Equity     U.S. Equity     Low Volatility Equity     Total Equity 

Stay in touch! Subscribe to The Latest and follow us on LinkedIn and Twitter 

Telephone:  902-423-9367 | Toll Free: 888-303-5055| information@seamark.ca | www.seamark.ca 

 Tax Loss Carry Forwards*  

SEAMARK Pooled U.S. Equity Fund  $22,231,306  
Some of these tax loss deferrals are significant   
compared to the assets in the respective Pools. 
Please contact Tyrone Saunders for more infor-
mation.  902 423 6954 tsaunders@seamark.ca 

SEAMARK Pooled Total Equity Fund  $17,746,872  

SEAMARK Pooled Low Volatility Equity Fund  $5,411,660  

SEAMARK Pooled Canadian Equity Fund  $4,987,754  

SEAMARK Pooled Balanced Fund  $910,984  

   

*Audited Financial Statements, as at December 31, 2015  

  One One Six Nine One Two Five Inception Inception 

  Month Quarter Months Months Year Years Years Return Date   

SEAMARK Balanced Composite 0.2 3.2 6.4 5.8 10.7 7.7 10.7 8.5 12/31/2009 

Balanced Benchmark* 0.6 3.6 6.7 6.8 9.4 6.3 8.7 7.5   

                    

SEAMARK Canadian Equity Composite 0.4 4.3 7.3 13.9 14.6 3.9 10.4 7.9 01/31/2011 

S&P/TSX Composite Index 1.2 5.5 10.8 15.8 14.2 2.3 8.0 4.5   

                    

SEAMARK Low Volatility Equity Composite 0.1 1.8 6.9 11.4 16.8 11.4 14.7 12.3 12/31/2010 

S&P/TSX Composite Index 1.2 5.5 10.8 15.8 14.2 2.3 8.0 4.6   

                    

SEAMARK Fixed Income Composite 0.5 1.2 3.6 5.0 5.8 5.7 - 4.2 04/30/2012 

FTSE TMX Canada Universe Bond Index  0.2 1.2 3.8 5.3 6.3 5.8 - 4.5   

                    

SEAMARK U.S. Equity Composite -0.4 3.1 9.8 3.8 14.5 12.1 - 17.3 04/30/2012 

S&P 500 Index (CAD) -0.0 4.7 7.6 2.2 13.0 15.9 - 20.3   

                    

SEAMARK Total Equity Composite  0.8 5.5 9.1 8.1 12.6 7.8 13.7 13.7 09/30/2011  

Total Equity Benchmark** 0.2 4.1 8.0 7.1 14.4 8.8 14.7 14.7   

 *5% FTSE TMX 91 Day T-Bill Index, 40% FTSE TMX Canada Universe Bond Index, 30% S&P/TSX Composite Index, and 25% MSCI World (ex Canada) Index                       

**50% S&P/TSX Composite Index, 35% S&P 500 Index, and 15% MSCI EAFE Index    

1. Performance figures are calculated using the time weighed rate of return (TWRR). This performance measurement standard calculates total rates of return (i.e. income and realized and unreal-

ized gains and losses). It adjusts the impact of portfolio contributions and withdrawals, and is defined as the return on a constant dollar of assets held throughout the measurement period. Perfor-

mance data is presented on an actual basis for periods of one year or less, and on an annualized basis for periods greater than one year. Performance calculations are in CAD dollars and exclude the 

impact of fees. Past performance is not necessarily indicative of future returns.  

http://www.seamark.ca/images/pdf/pooledfunds/BalancedQ316.pdf
http://www.seamark.ca/images/pdf/pooledfunds/CdnBondQ316.pdf
http://www.seamark.ca/images/pdf/pooledfunds/CdnEqQ316.pdf
http://www.seamark.ca/images/pdf/pooledfunds/USEquityQ316.pdf
http://www.seamark.ca/images/pdf/pooledfunds/LowVolEqQ316.pdf
http://www.seamark.ca/images/pdf/pooledfunds/TotalEqQ316.pdf
mailto:aslawter@seamark.ca?subject=The%20Latest%20-%20Subscription
http://www.linkedin.com/company/seamark-asset-management
https://twitter.com/seamarkasset
mailto:information@seamark.ca

