
Now that January is over, 

it’s interesting to note that 
North American equity mar-
kets were up sharply. In local 
currency terms, the S&P500 
rose 5.18% while the S&P/
TSX Composite rose 2.25%. 
Does this imply anything? 
Yes, according to BofA Mer-
rillLynch. When equity mar-
kets rise in January, markets 
end the year higher than 
where they began 72% of the 
time. And when this occurs 
during the first year of a pres-
idential term (...like now), the  
statistic rises to 76%. So why 
did the market surge in Janu-
ary and why did Canada lag? 

Musing #1: It would be nice 
to claim markets were strong 
because that’s what I predict-
ed just last month. But let’s 
face facts, I’m not as well 
known or influential as Ros-
enberg, Roubini, Gross or a 
slew of other prognosticators. 

So if it wasn’t me, what did 
cause the rise? Some claim it 
was caused by the return of 
individual investors. This is 
called the “great rotation”.  

Sorry, but I’m not con-
vinced this has started yet. 
Many folks abandoned equi-
ties near the bottom in 2009. 
Since then, the S&P500 has 
risen 120% and there is only 
anecdotal evidence that indi-

viduals have renewed their 
taste for risk. True, the US 
economy is better — house 
prices have firmed, unem-
ployment has stabilized and 
durable goods are recovering 
— yet problems remain. 

In my view, the US markets 
rose dramatically in January 
due to three factors. The US 
political rhetoric cooled down 
a bit, investors reduced their 
holdings of zero-return short-
term funds and December’s 
special dividends from US 

corporations 
(to avoid 
higher tax) 
needed to 
be re-
invested 
somewhere. 
These US 

events fuelled US equities 
more so than elsewhere. 

Musing #2: Bill Gross of 
PIMCO is a much respected 
and much followed market 
commentator. In his recent 
writing, Credit Supernova, he 
talks about the decline in the 
credit-fuelled economy. 

Essentially, Gross says the 
steady increase in credit to 
fuel economic expansion is 
becoming less viable and a 
much less powerful force. 

He offers an investment 
menu worth reviewing. One 
slightly surprising suggestion 

(at least from a fixed income 
guy) is to buy equities. 
Which ones? Conservative 
global equities that have sta-
ble cash flows. He also fa-
vours real assets, commodi-
ties, short duration and real 
return bonds. I agree and 
have said essentially the 
same thing for years...but I 
have placed greater empha-
sis on equities. 

Gross points out that 
yields are so low today that 
investors are not properly 
compensated for holding 
longer-term bonds. One 
would expect that investors 
will realize this sooner or 
later...and take action. 

Outlook: Like others, I am 
eagerly awaiting individual 
investors to return on-mass. 
When the “great rotation” 
happens, big shifts of money 
will flow to equities from oth-
er safer investments. But this 
will only occur once expecta-
tions for equities are positive 
and also widely believed. 

For me, today’s modest 
equity participation by indi-
viduals remains a bullish 
sign. It means valuations are 
still reasonable (sorry folks, 
no sign of exuberance yet).  

It bodes well for equity 
many markets and supports 
BofAML’s opinion for 2013 
(and maybe beyond).    
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Inside this issue: 

ASI — What we do: 

Alternativ Solution Inc. offers 

consulting on capital market 

issues for institutional investors 

such as pension and endow-

ment plans. It also offers man-

ager assessment and risk re-

view of various products. The 

firm also offers financial educa-

tion to Boards of Directors. 

ASI focuses on the asset side, 

working with clients to achieve 

better investment results while 

containing risk.  

Projects include developing 

investment policies, asset mix 

audits, investment overhaul,  

LDI, product evaluation, money 

manager search, infrastructure / 

private equity, and portfolio 

transition. 

Mr. Klar is a member of the 

York University Pension Plan 

investment committee which 

provides investment and gov-

ernance oversight for the $1.3 

billion dollar plan. 

....Cheers, GMK 
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     I am raising funds for Alzheimer’s Research by playing hockey  

           with former NHL stars at the Annual 2013 Scotiabank Pro-Am. 
 

            PLEASE ...….help support the cause by clicking HERE. ==>  
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