
Wow. Another year has 

ended and what a year it 
was. The top news stories of 
2014 included Ebola, the 
drop in oil prices, the conflict 
between Ukraine and Russia, 
airline disasters, the Middle 
East, a new Chair at the Fed-
eral Reserve and a slowing 
Chinese economy. 

So let’s review some of my 
articles from 2014 and high-
light themes that were timely 
(and those that weren’t). 

We began this year by re-
viewing our articles the previ-
ous year and making five 
predictions for this year. The 
January newsletter suggest-
ed that we would see more 
bold public predictions from 
experts about markets 
(equities, bonds, commodi-
ties) and that most would 

prove incorrect. Given the 
frequent predictions of doom 
and gloom that seemed to 
come up, my call on this one 
seems spot on.  

My second prediction was 
that the ‘Great Rotation’ to 
equities would finally begin in 
earnest in 2014. My belief 

was that the solid returns in 
equity markets would finally 
induce individual investors to 
move back to equities. There 
is no proof that this actually 
occurred. So I will humbly 
say this turned out wrong 
(but I prefer to think this pre-
diction was just ”too early”). 

The third prediction for 
2014 was that bond returns 
would be close to zero in 
Canada and the USA. This 
prediction was dead wrong 
as Janet Yellen and friends 
kept a lid on interest rates 
during the year. Again, while 
this was incorrect, I am com-
fortable predicting interest 
rates will rise in 2015 and 
that my timing was just a bit 
premature. 

My next prediction was 
that institutional (con’t pg. 2) 
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Every year, I have the pleasure of teaching an investment course to 3rd year undergradu-

ate students at the Schulich School of Business. Four-person teams are formed and each 
gets $1 million dollars to create their portfolio. Over the ensuing 10-week period, each team 
tries to maximize returns and control risk in this investment challenge. Teams can buy securi-
ties on New York, Toronto, London and Hong Kong stock exchanges. The portfolios can be 
leveraged up 100% using margin loans or ETFs. Positions can be ‘long’ or ‘short’, which al-
lows replication of both traditional mutual fund and sophisticated hedge fund strategies. 

Students put considerable effort into the game as a part of their final grade is determined 
by their teams’ relative performance against their peers. This year, teams were formed with 
names like GoldenSachs, TrakAndYield, NiceWACC, WACC-Jobs, DoughBoyz   (con’t  pg. 2)      
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Alzheimer’s Fundraising: 

If you wish to support 

my efforts and donate, 

just click on the logo. 

A Simple Thank-You 

Thanks to Paul Owens for his 

continued support and contribu-

tions to this publication. 

ASI — What we do: 

Alternativ Solution Inc. (ASI) 

offers advice on capital market 

issues for institutional clients on 

an assortment of topics ranging 

from strategy, risk management, 

asset allocation, manager selec-

tion and manager assessment. 

Our expertise covers both active 

vs. passive, as well as alternative 

assets. The firm also provides 

advice and  education to Boards 

or Trustees.   

ASI is focused on asset and liabil-

ity sides of the pension matter. 

Our main objective is to help 

plans achieve their goals.   

Mr. Klar is a faculty member at 

the Schulich School of Business 

and a senior advisor to York 

University’s $1.9 billion pension 

plan. 

....Cheers, GMK 

Again this year, I will be playing hockey at the 2015 Scotiabank Pro-Am with former 

NHL greats to raise funds to try and cure Alzheimer’s Disease. 

 

          If you can donate funds to this worthy cause, just click on the logo ==>  
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prophesy. At the time, all the main 
prognosticators were convinced the 
market would decline, and it precipi-
tated the decline. At the time, none 
of the fundamentals had really 
changed, so I viewed the event as a 
‘tempest in a teapot’.   

Lastly, in December Paul Owens 
wrote a piece that outlined what new 
legislation in Alberta was doing to 
make DB plans sustainable. 

Conclusion: 

There are many headwinds for 
2015. Some are political events and 
include fear of increased radicaliza-
tion. Potential confrontations in Iran, 
Iraq, the Mid-East and Pakistan will 
be on everyone’s radar. Putin’s gam-
bit in the Ukraine might expand else-
where. Tensions between China and 
Japan continue.  And of course, who 
can forget North Korea. Economical-
ly, the Euro zone remains weak and 
Greece is again making headlines.  

A Prediction: 

While all the above are important, 
the key for 2015 will be the US econ-
omy and the timing of rising interest 
rates. If the US remains economically 
healthy, then investors will not panic. 
Either way, we should expect more 
bouts of October-style volatility.  

investors would continue to move 
more funds from traditional asset 
classes (stocks, bonds and cash) 
towards alternatives such as Infra-
structure, Private Equity and Real 
Estate. I believe the evidence 
shows that this actually happened 
hence my prediction was correct. 

My last major prediction for 2014 
was that individual investors would 
remain vigilant towards investments 
that generate positive cash flows. I 
predicted that higher dividend pay-
ing securities (and also higher yield 
bonds) would remain in vogue. In 
both instances, we see compelling 
evidence that this was the case. 

In terms of articles produced in 
2014, we highlighted a number of 
themes and some were timely.  In 
March we reviewed the reasons why 
retirees need less money to live 
than working folks. This dovetailed 
nicely with Paul Owens article about 
the after-tax income replacement 
from social security. The message 
was that a sizeable cohort of Cana-
dians won’t experience a material 
drop in lifestyle once they retire. 

In May we wrote about the ques-
tion of whether to engage in FX 
hedging or not. My core message 
was that perspective matters. Pen-
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and OnLine Stocker. The top performing team earned a spectacular 12.24% return during the game (which equates to an 
annualized return of 82.3%) closely beating a 2nd placed rival that earned 11.7%. By contrast, the last place team lost 
about –7.1% (an annualized loss of 31.8%). During the competition, the S&P500 rose 3.5% and the TSX fell 2.4%. 

All of the 11 teams tried numerous active strategies ranging from value, growth, momentum and thematic. Some tried 
to replicate hedge fund strategies via levered ETFs and a surprisingly large number used technical analysis to time their 
entry/exit decision. As students learned more about the markets, many began experimenting with conditional market or-
ders as a means of controlling risk. And 8 of 11 teams made bi-directional bets by also shorting securities. 

You may recall that September 15 to November 21 was a particularly volatile period. During the early part of this peri-
od, North American equity markets took a tumble with the S&P500 dropping 6.1% and the TSX falling 10.7%. Needless 
to say, this caused havoc with strategies and resulted in some teams experiencing the dreaded ‘whipsaw’ as markets 
eventually rebounded. At the end of the competition, students reflected on their experience and what they learned from 
their successes and failures. Let me share some of their more interesting observations. 

First, everyone was surprised to learn how difficult it was to beat the markets, even those teams that did very well. Sec-
ond, teams with really high or low returns used highly leveraged strategies often with 3x ETFs. Basically, they embraced 
risk to generate returns, which either worked or failed spectacularly. Third, many teams tried to outguess the market by 
anticipating tomorrow’s news today. This never worked. Fourth, teams sought free advice from well-known or respected 
financial websites. However, the ‘professional advice’ was useless and often cost them dearly. Most important, students 
were unprepared for the jarring emotional impact that active investing elicits. Yup, they learned a heck of a lot!    

sion plans and corporations are focused 
on different time frames and different 
parts of the financial reporting spectrum. 
If the focus needs to be short term orient-
ed, then hedging is important. If it is long 
term oriented, hedging is less critical. 

In July we asked the question whether 
equity markets were about to crash due 
to the overwhelming pessimism in the 
financial press. Our answer then was ‘no’ 
and this proved correct. We even predict-
ed that a dip of 10% would usher in a 
buying opportunity. A few months later, in 
October, this actually materialized. 

In September we wrote an article about 
how long low interest rates would last. 
Our conclusion was that low rates would 
persist but a rising trend would develop. 
While it did not commence in late 2014, 
my view is it will in 2015. 

In November, I wrote a slightly tongue 
and cheek article asking what really 
caused the sudden equity market correc-
tion of early October. My view then, as is 
now, is that this event was a self-fulfilling 
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