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Upon writing a CIO Letter on June 30, I can be assured that its relevance will be questioned, even by July 1st.  One could claim this is always the 
case, but at no time more so than on this occasion.  For this final week of the quarter has witnessed another round of Greek fireworks, just at a 
time when Canada’s markets are closed mid-week, for our Nation’s birthday. 
 
Despite our holiday, the international beat goes on, with all eyes focused once again on Greece and its possible exit from the Eurozone.  A resolu-
tion to the Greek issue was subject to heavy negotiation over the ten days leading to quarter end.  A rational observer would have expected a con-
clusion and therefore some clarity to the situation by June 30th…the day that Greece would possibly default on a $1.7 billion loan payment.  All 
parties had been in frequent negotiations leading up to this critical date.  However, on the weekend, the Greek Prime Minister surprised everyone 
by announcing that the Greek people would have a ‘final’ say in the matter by way of a national referendum.  That vote would not take place until 
July 5, several days after the loan payment default date of June 30.  The lack of political leadership at such a crucial moment reintroduced new 
uncertainty, despite the best efforts of negotiators to have resolved the crisis.  The new unknowns broadsided world equity markets on the June 
29th trading session, just ahead of quarter end. At the time of writing, there are rumors of some talks resuming ahead of the referendum, so mar-
kets are likely to remain on a roller coaster for a few days at least. 
 
Outside of Greece, observers have also been watching events unfold in China. The Shanghai Composite Index, after reaching an all-time high on 
June 12, subsequently retreated with a vengeance, dropping more than 20% from its high before month end.  Closer to home, Canadian and U.S. 
markets waned in the second quarter, with stock indexes (in their domestic currencies) turning in a flattish performance for the first six months of 
2015.  During the second quarter, the S&P/TSX Composite Index registered a total return of -1.6%, while the S&P 500 Index recorded an anemic 
total return of 0.3% in home currency (-1.4% in Cdn dollar terms). MSCI EAFE Index cooled considerably from its 5.1% return in the first quarter, 
registering a return of 0.8% in the second quarter (-0.8% in CAD$). 
 
Bond markets were on a roller coaster of their own during the quarter, with rates rising throughout.  Canadian GOC and U.S. Treasury 10 year 
bond yields rose in the second quarter from 1.36% at March 31, to as high as 1.91% in Canada, and from 1.92% to a peak of 2.48% in the U.S.  The 
Greek jitters subsequently caused quite a rally in bond prices on June 29, such that Canada ten year bonds ended the quarter at a yield of 1.68%, 
and U.S. ten year treasuries at 2.35%. 
 
Meanwhile the economic backdrop in North America is mixed.  A weak first quarter has yielded to some better growth of late.  But Canada faces 
troubles in the oil patch with crude prices hovering in the $60 range, and a new government in Alberta threatening change on several fronts.  In 
the U.S., there are rumblings of a 25 basis point increase in short term rates by the Federal Reserve, with the only speculation as to how soon.  
Higher rates in the U.S. would serve to weaken the Canadian dollar given our more tepid economic situation. 
 
The threat of rising rates has caused a correction in shares of interest rate sensitive securities on both sides of the border. But we question just 
how much administered interest rates can rise over the next 12 months.  The market has seemingly already ‘baked in’ 75-100 bps of increase in 
the U.S.  That sounds aggressive, given that North American economies are not that strong, and have only weak economies to export to.  If mar-
kets have already discounted an increase of such magnitude, it allows us to lean into the wind and be positively inclined toward purchasing com-
panies that have already corrected in price, particularly those with attractive dividend yields and sustainable earnings growth. 
 

Sincerely, 

 

 

 

 

Robert G. McKim, CFA 

Chief Investment Officer 
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If you thought the answer to be around 2% then you, along with most Canadians, subscribe to the long-run target-
ed rate of inflation by the Bank of Canada. A more robust answer to this question is a measured one. This is be-
cause there is a myriad of ways inflation is measured, and the measure that matters depends on who is asking.  The 
average Canadian is most concerned with the rise in their cost of living. On the other hand, the Bank of Canada is 
most concerned with identifying the average underlying trend in inflation that looks through temporary changes.  
Some observers even question the methodologies of measuring inflation, and have come up with several viable 
alternatives that give quite different results. While varied measures exist, inflation considerations are a basic 
starting point when constructing portfolios for the long-run. 
 
The Consumer Price Index (CPI) tracks price changes in a sample of 600 consumer goods and services and assigns 
weights to each. This sample basket is designed to reflect the goods and services the average Canadian household 
buys.  A glaring issue with this basket is that we don't all buy the same goods and services (or even the same goods 
and services in this representative basket) and we don’t all buy them in the same proportion. Despite the short-
comings of this measure it is the broadest measure available, and has served as an approximation of changes in the 
cost of living. 
 
To look through temporary changes, the Bank of Canada focuses on “core” inflation, which drops eight historically 
volatile components from the calculation of the CPI: fruits, vegetables, gasoline, fuel oil, natural gas, mortgage in-
terest, intercity transportation and tobacco products.  Clearly, this measure removes significant components from 
the basket that the average Canadian cannot - nor can the consumer easily substitute these vital components.  The 
Bank of Canada’s focus on the underlying trend is important for setting monetary policy that aims to control the 
level and trend of inflation. It is intuitive to think that volatile components should be removed for the purpose of 
identifying the underlying trend in aggregate inflation, however the ability to change and modify the measurement 
leaves some to question the quality of the output. 
 
Observers have questioned the numerous changes in methodologies of measuring inflation that have occurred 
over the past few decades. John Williams, an economic consultant in the U.S., noticed a dramatic shift since the 
early 1980’s in the measures he tracks. He notes two factors were used to adjust the CPI lower during this time 
through a process called ‘hedonic modelling’ (a process also used in Canada) which are 1) the reduction to the in-
flation rate from improved product quality, and  2) substitution—the idea that consumers will switch to cheaper 
products in the face of higher prices on their preferred goods and services. He notes, “The US reports inflation 
around 1.5% per year right now, but if you look at the chang-
es they’ve made in their methodologies compared with what 
was done in 1980, the CPI is being understated by about 7 
percentage points each year.” (see graph3) 
 
While this is the U.S experience, Canada’s inflation rate has 
tracked the U.S. inflation rate quite closely2 and uses similar 
calculation methodologies. Given the interconnectedness of 
our economies and shared practices, it stands to reason that 
underestimation is also occurring in Canada. The CPI in both 
Canada and the U.S. becomes the baseline for adjustments 
to various expenditures. This creates an environment for 
governments and other central bodies to be incentivized to 
keep reported inflation low, which in turn keeps expenditures low. For instance, the inflation rate calculation is also 
used in government employee compensation and pension escalators, so there is every incentive to low ball the 
official number.  Meanwhile, Canadian consumers and businesses bear the full brunt of cost-volatility as a result of 
the removal of vital components from the “core” CPI measurement. This situation gives rise to many Canadians 
having the impression that their inflation experience is markedly different than the reported number. 
 
For investors, and retirees, it's important to know that the official numbers are not necessarily representative of 
real life and have important implications for portfolio construction. Inflation is particularly detrimental to real (after 
inflation) returns to bond holders with no inflation protection, because their coupon payments are generally fixed. 
Stock investors are in a better position to maintain real returns as companies seek to pass through cost increases to 
consumers in the form of higher prices.   
 
SEAMARK has long believed our bottom-up stock selection philosophy and acute awareness of risk (including the 
pervasive inflation risk ) allows us to provide investors with the greatest opportunity for real wealth accumulation 
over the long-term.                                                         Robert G. McKim, CFA | CIO  &  Tyrone Saunders, CFA | Investment Analyst 

1. http://www.theglobeandmail.com/report-on-business/the-logic-and-lunacy-of-calculating-the-inflation-rate/article25008805/  2. (Figure 3) http://www.economics.utoronto.ca/jfloyd/modules/

infl.html  3. http://www.shadowstats.com/alternate_data/inflation-charts 

http://www.theglobeandmail.com/report-on-business/the-logic-and-lunacy-of-calculating-the-inflation-rate/article25008805/
http://www.economics.utoronto.ca/jfloyd/modules/infl.htmlC:/Users/tsaunders/Documents/ActivePresenter
http://www.economics.utoronto.ca/jfloyd/modules/infl.htmlC:/Users/tsaunders/Documents/ActivePresenter
http://www.shadowstats.com/alternate_data/inflation-charts
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SEAMARK  

LOW VOLATILITY  

EQUITY COMPOSITE 
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Annualized Return a          12.1% 
 

S&P/TSX Composite a         4.7%        
(Annualized Total Return)                     

 

Dividend Yield                     3.8%                
(ex-cash)                               

 

Yield on Original Cost        

(ex-cash)                                                       4.5%             

 

% of Companies With  

Dividend Increasesb          89.6% 

 

Average Rate of Dividend 

Increasesb                              6.6% 

 

Correlation a,c                          0.3 

 

Standard Deviation d          6.0% 

 

Standard Deviation -    

S&P/TSX Composite d             9.5% 

 

Portfolio Beta a,c                     0.3 

 

Upside 

Capture Ratio a,c                 74.6% 

 

Downside  

Capture Ratio a,c                   4.9% 

 
As at June 30, 2015 
 
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 2, 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 
before fees. Past performance is not necessarily indicative of 
future returns.  Performance is reported in CA$ 

 

High Tea with Art Gallery of Nova Scotia 

From left: Leslie Tinkham, Joel Muise, Beste Alpargun, Bob McKim, Don Wishart, Robbie Shaw, Lisa Bugden, Tyrone 

Saunders  - June 13, 2015, Halifax, Nova Scotia 

SEAMARK was pleased to sponsor High Tea at the Art Gallery of Nova Scotia. It was a pleasure to enjoy tea 

and refreshments with the Art Gallery’s valued members and leadership team, while taking in unique exhi-

bitions presently on display including the local favorite ARM’S LENGTH: THE NORTHWEST ARM AND THE 

ARTIST.  

The latest sketches from Beste  

There is beauty in every corner of Atlantic Cana-

da. The streets of St. John’s are symbolic of the 

city’s beauty.  

This inviting color scheme, known to locals as 

“jellybean row” gives cause for more visits to St. 

John’s! 

 

On a drive towards Harbour Grace, this little 

cove is a piece of art itself.  

One cannot do full justice when translating it 

into a sketch! 

 

-Beste Alpargun 
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Which benchmark really matters? 

When SEAMARK was launched some 30 years ago, performance was largely viewed in relation to that of other investment managers. By definition, 
half of the field would be winners (above median), and the other half would be below. This dividing of the pack was an effective way of keeping 
money managers focused on performing. The growth of many great investment management firms was a consequence of sustainably delivering 
industry leading performance. 
 
Over time, index benchmarks entered into the discussion, often by way of the client's Investment Policy Statement.  Many in the money manage-
ment industry acquiesced to the use of index benchmarks.  It would be easier to beat a ‘dumb bogey’ than the returns of the top half of the invest-
ment manager pack, was the thinking at the time. Active money managers recognize that benchmarks have many inherent shortfalls that cause 
managers to want to rebuff their adoption. Benchmark agnostic is a phrase we have used from time to time, suggesting that we can do better for 
the client with our active management. Better, doesn’t have to mean beat the benchmark. In Canada, the S&P/TSX Composite Index is a poor 
standard to have as a benchmark because it so heavily skewed toward just two dominant sectors, with financials and commodities collectively ac-
counting for approximately two-thirds of the Composite. 
 
SEAMARK has been quite vocal, warning investors, institutions and individuals alike, to be leery of the default level of risk (or volatility) inherent in 
this lopsided Canadian industry standard. In fact, in response, we have even developed a specific investment solution to squeeze out as much vola-
tility as we can from the investment equation by managing a Low Volatility Equity portfolio, which we offer to those investors that seek a smoother 
investment experience. 
 
Every investment management search considers a prospective manager’s investment style. There are several types of managers e.g. value manag-
ers, growth managers, and growth at a reasonable price managers. There are index managers, and momentum managers. Each of these styles car-
ries a connotation to the observer. People recognize Warren Buffet as a value manager. Ben Graham (the grandfather of fundamental  analysis) was 
the same. So value has a positive connotation: Buy low, sell high. 
 
What style would one ascribe to an index of stocks? One may think that an index is style neutral, but that is not the case. By contrast to Buffett and 
Graham, most indices fall into the momentum style. And momentum has the opposite connotation to value, because it has the effect of buying 
high, buying more higher, and selling low. With absolutely no regard for price or value. This sounds counterintuitive to the goal of investing, but it is 
an inescapable fact of the arithmetic behind the construct of capitalization-weighted indexes. Meanwhile, the prudent manager is doing just the 
opposite…trimming, or selling holdings on the way up when they represent overvaluation, and adding to, or purchasing when prices are down and 
represent real opportunity. You would expect the performance profile of such a manager to underperform the index on the way up, and outper-
form, on the way down. 
 
In the discussion of Index benchmarks, there is another fiduciary consideration to contemplate. It is generally accepted that the market, based on 
its depth and breadth, represents the average of all companies. The index consists of big companies, and small companies; fast growing companies 
and slow growth companies; good companies, and bad companies…all rolled up to represent some average. In defence of active management, SEA-
MARK’s founder Peter Marshall used to retort to those that espoused the use of indices: “Why do you want to own the bad companies too?” 
 
Now, what of the investor participants? Do they fit an average profile? There are the young, and old. The experienced, and inexperienced. Specula-
tors, and investors. The well capitalized, and the undercapitalized. The cash flow positive, and cash flow negative. The private client and the institu-
tion. Each with their own risk taking abilities. Is the index a one stop benchmark solution for such a disparate group of participants? How does an 
investment manager exercise a fiduciary duty to create a properly risk-tuned portfolio for such a diverse group of investors, if each one adopts the 
index as a benchmark? Someone, is being under-served by that model. 
 
In creating an efficient portfolio that will reflect a lower tolerance for risk, we opt for a collection of securities that we expect will deliver attractive 
returns, but with less volatility than the index, i.e. less downside capture than the index. As practitioners of active money management and the fidu-
ciary duty that entails, we object to the notion that Index benchmarks should be considered as neutral, or as a default, or universally acceptable in 
any way.  Clients deserve better, and we strive to deliver that! 
 
Robert G. McKim, CFA | Chief Investment Officer 

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 SEA-

MARK 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 $61 whereas $100 invested in the SEAMARK Low Volatility Equity 

Composite would have declined to  $98. The downside capture ratio represents the relative 

proportion lost in negative return periods versus a comparative benchmark. SEAMARK’s Low 

Volatility Equity Composite boasts a downside capture ratio of 4.9%! 

Low Volatility Equity Update1 

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 manage-

ment 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 before fees. Past performance is not necessarily indicative of future returns.  Performance is reported in CA$ 
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Pooled Fund Capital Gains Tax Deferrals 

Performance Update1                       As at June 30, 2015 

1. Performance data is calculated on an actual basis for periods of less than one year, and on an annualized basis for periods of one or more years. Perfor-
mance data assumes the reinvestment of all distributions and does not take into account management fees or income taxes (except for withholding tax, if 
any, on foreign income) payable by any unitholder that would have reduced returns. Past performance is not necessarily indicative of future returns. 

 

Links to Q2 2015 Pooled Fund Profiles 

 

Balanced     Canadian Bond     Canadian Equity     U.S. Equity     Low Volatility Equity     Total Equity 
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  One One Six Nine YTD One Two Five Ten Inception Inception 

  Month Quarter Months Months   Year Years Years Years Return Date   

SEAMARK Balanced Fund (2.01) (2.1) 3.6  7.0  3.6  10.1  13.3  10.7  6.8  7.6  6/30/1997 

Balanced Benchmark* (1.61) (1.3) 4.2  6.2  4.2  7.3  11.9  9.1  6.1  6.2    

                        

SEAMARK Canadian Equity (2.6) (3.0) (1.7) (1.5) (1.7) (0.7) 12.4  8.3  6.7  8.7  6/30/1997 

S&P/TSX Composite Index (2.8) (1.6) 0.9  (0.6) 0.9  (1.2) 12.8  8.3  6.9  6.6    

                        

SEAMARK Low Volatility Equity (2.86) (2.7) 2.5  6.5  2.5  10.1  13.3  N/A N/A 15.6  8/31/2012 

S&P/TSX Composite Index (2.78) (1.6) 0.9  (0.6) 0.9  (1.2) 12.8  N/A N/A 10.5    

                        

SEAMARK Canadian Bond Fund (0.48) (1.8) 2.2  4.7  2.2  5.7  5.5  4.8  5.1  6.0  6/30/1997 

FTSE TMX Canada Universe Bond 
Index  

(0.55) (1.7) 2.4  5.1  2.4  6.3  5.8  5.1  5.0  5.9    

                        

SEAMARK U.S. Equity Fund (2.01) (2.02) 7.36  13.79  7.36  20.86  19.30  18.16  6.81  7.28  
06/30/1997 

  

S&P 500 Index (CAD) (1.87) (1.37) 8.85  18.22  8.85  25.51  26.05  21.21  8.08  5.74    

                        

SEAMARK Total Equity Fund (3.06) (2.03) 3.33  6.40  3.33  10.60  N/A N/A N/A 12.78  12/31/2013  

Total Equity Benchmark** (2.46) (1.35) 5.65  7.97  5.65  9.80  N/A N/A N/A 13.39    

 *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    

 Tax Loss Carry Forwards*  

SEAMARK Pooled U.S. Equity Fund $22,787,553 
Some of these tax loss deferrals are significant   
compared to the assets in the respective Pools. 
Please contact Beste Alpargun for more infor-
mation.  902 423 9547 balpargun@seamark.ca 

SEAMARK Pooled Total Equity Fund $17,763,147  

SEAMARK Pooled Low Volatility Equity Fund $5,825,222 

SEAMARK Pooled Canadian Equity Fund $5,163,873 

SEAMARK Pooled Balanced Fund $1,902,304 

   

*Audited Financial Statements, as at December 31, 2014  

http://www.seamark.ca/images/pdf/pooledfunds/BalancedQ215.pdf
http://www.seamark.ca/images/pdf/pooledfunds/CdnBondQ215.pdf
http://www.seamark.ca/images/pdf/pooledfunds/CdnEqQ215.pdf
http://www.seamark.ca/images/pdf/pooledfunds/USEquityQ215.pdf
http://www.seamark.ca/images/pdf/pooledfunds/LowVolEqQ215.pdf
http://www.seamark.ca/images/pdf/pooledfunds/TotalEqQ215.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

