
STRATEGIES FOR YOUR FINANCIAL SUCCESSWINTER 2009

Steering your portfolio 
through turbulent times 

T he fall of 2008 was a period of 
unprecedented volatility in world 
equity markets. Investors in 

Canada and around the world saw sig-
nificant change to their portfolio value, 
sometimes in a single day.  However, 
while short-term upheavals may scare 
some investors away from the markets, 
turbulent times can also pave the way 
for future gains — if you maintain a 
disciplined, long-term investing plan.

What happened?
Volatility is a normal part of market 
behaviour. However, the hyper- 
volatility experienced during 2008 was 
exceptional. Markets were taken down 
by some extraordinary events. For 
Canadian investors, the housing crisis 
in the U.S. and the “freezing” of world 
credit markets, combined with a slow-
ing U.S. economy and falling resource 
prices, created an extremely difficult 
market environment. 

The leveraging used by hedge funds 
and other professional investors  
greatly exacerbated the turbulence. 
As share prices fell, they were forced 
to sell quality assets along with their 
speculative holdings in order to pay 
investors who were redeeming their 
units and leaving the market. All of 
these pressures led to market volatility 
that was more than twice as great as  
historical averages.

Some of these factors were short-
term and will soon pass into memory. 
However, others are more fundamental. 
For example, the U.S. economic weak-
ness will continue to affect Canada  
significantly in the months ahead, as  
a result of slower trade with the U.S., 
falling retail sales, and a softening  
housing market.

What’s next?
U.S. weakness is likely to mean further 
slowing of the global economy as well. 
Economic growth is expected to falter 
in the high-flying BRIC countries (Brazil, 
Russia, India, and China). However, even 
with a slowdown from its previous  
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On June 18, the federal government 
passed its 2008 Budget bill into law. 
This was a milestone for investors 
because it meant that the new Tax-
Free Savings Account (TFSA) would 
be available to millions of Canadians 
beginning in January 2009.   No 
doubt you have seen and heard a lot 
about this new savings vehicle in some 
way, shape or form.   
 

• Capital gains and other 
investment income earned in 
a TFSA will not be taxed. 

• Withdrawals will be tax-free.  

• You can withdraw funds 
from the TFSA at any time 
and for any purpose. 

• The $5,000 annual 
contribution limit will be 
indexed to inflation in $500 
increments.  

• The amount withdrawn can 
be put back in the TFSA at a 
later date without reducing 
your contribution room. 

 
Call us today to find out how you can 
take advantage of the new Tax Free 
Savings Account in your savings 
strategy. 
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double-digit growth rate, China’s GDP  
may still rise 8% in 2009, enough to 
maintain its role as a driver of the  
world economy. 

Market history
The good news for investors is that 
periods of market turmoil are rarely 
long-lived. History has shown that the 
markets tend to come back, often stron-
ger than before. For example, after fall-
ing 20.2% from more than 4,000 in July 
1987 down to 3,191 in the October 1987 
Black Monday sell-off, the then TSE 300 
Composite Index (now the S&P/TSX) 
came back by rising 25.4% in less than 
two years to close above 4,000 in August 
1989. And following the technology crash 
of 2001-2002, the S&P/TSX Composite 
Index rose 57.9% — from less than 5,700 
— to 9,000 in just over two years. 

Investors with diversified holdings 
and sound portfolio management prin-
ciples can come through these periods 
in a good position to make healthy gains 
as the markets resume their normal 
upward course. 

Steering your portfolio
Here are some considerations to help 
you put the recent market volatility 
into perspective and plan your invest-
ment strategy for 2009.

• Take a long-term view. Investing 
for the long term is the best way to 
limit damage from short-term mar-
ket volatility. Over extended periods 
of time, market corrections become 
relatively insignificant dips in a long, 
upward price rise (see chart). 

• Diversify your holdings. Holding 
a targeted mix of stocks, bonds, and 
cash allows you to participate when 
the market is rising, yet protects your 
capital during periods of volatility. 
Diversifying your holdings by sector 
and country can also help spread  
the risk. 

INVESTMENT STRATEGIES

Why you may want to ride out market downturns
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Despite temporary declines, Canadian equities have historically followed an upward trend. 
The chart below is based on data for the S&P/TSX Composite Index (formerly the TSE 300 
Composite Index) from January 1977 to January 2008.
 

Source: TSX

• Rebalance your portfolio. To 
stay diversified and limit risk, it’s 
important to rebalance your assets 
when significant market moves cause 
your asset mix to stray from your 
targets. For example, if you’re a long-
term growth investor with 70% of your 
portfolio in equities and 30% in bonds, 
a drop in the stock market may bring 
your equity allocation below its target 
weight. As part of a disciplined peri-
odic rebalancing program, you might 
consider selling your “excess” bonds 
and reinvesting the money in stocks, 
to bring your asset allocation back on 
target. This would allow you to lock in 
any gains on the bonds and take advan-
tage of new growth opportunities. 

• Focus on fundamentals. Much 
of the activity during the 2008 sell-off 
was due to the unwinding of leveraged 
positions, rather than fundamental 
weakness in the companies being sold. 
This has created opportunities to invest 
in high-quality companies at reduced 
valuations. Taking advantage of these 
opportunities can create long-term 
value as the stocks recover over time.   

• Keep a defensive core. During 
times of market volatility, it’s often 

wise to remain defensive in existing 
portfolios, holding quality stocks  
in less economically sensitive sectors 
such as gold, utilities, and consumer 
staples. These can produce steady  
long-term gains and help you weather 
volatility. When markets are down,  
consider enhancing this core with 
selected stocks in sectors that have 
been oversold.  

• Don’t invest on emotion. In 
investing, emotion is your enemy. When 
trading is volatile, focus on maintaining 
your strategy rather than selling into 
falling markets. In these times, the win-
ners are usually not those who sell their 
positions, but those who buy them for 
the long term.

The troubles in the U.S. financial 
system may take months to work out. 
We’re here to answer your questions 
and review your portfolio at every step 
of the way. 

Staying disciplined and focusing on 
your longer-term goals can be trying 
during times like these. If you have 
questions about the current market 
conditions and how they may affect 
your portfolio, please do not hesitate to 
contact us. n
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You’ve spent many years saving 
and investing for retirement, in 
line with your objectives and 

risk tolerance. But when was the last 
time you stepped back and asked your-
self how you want to spend your retire-
ment? Perhaps you’ve developed a new 
interest or are keen to change your 
career direction later in life. 

Surveys show that today’s retirees 
plan to be more active than their par-
ents, engaging in travel, continuing 
their education, or starting a small 
business. However, these activities  
may affect your cash flow requirements 
during retirement. 

Take some time to think through the 
following questions. Then come in and 
speak with us about how to ensure your 
income needs are met in retirement.

Where will you live? 
Many retirees find that the family home 
is no longer appropriate for their needs. 
If you expect to move, your choice will 
have significant financial implications. 
Downsizing to a condo in the city, for 
example, could free up some cash for 
investment purposes and help you  
reach your savings targets quicker.  
On the other hand, investing in a winter 
retreat in the U.S. could introduce  
significant extra costs and complicate 
your estate plan.

How active will you be? 
An active retirement can be significantly 
more expensive than a stay-at-home life-
style. Perhaps you’re thinking of going 
back to university to pursue a passion 
or to prepare for a second career, or 
maybe you’d like to start a business. 

Will you travel? 
Travel ranks high on many Canadians’ 
retirement wish lists. Depending on the 
scope and extent of your plans, you 
might want to start building a vaca-
tion fund. The new Tax-Free Savings 

Retirement savings: How much will you need? 

FINANCIAL ADVICE

Even modest inflation of 2%  

a year can increase your costs  

significantly over the  

20 to 30 years you may  

spend in retirement.

Account is an ideal place to save for an 
extensive stay abroad. You can contrib-
ute up to $5,000 a year, earn tax-free 
returns, and withdraw your money at 
any time with no tax implications. 

Have you factored in inflation?
Even modest inflation of 2% a year can 
increase your costs significantly over the 
20 to 30 years you may spend in retire-
ment. This means it’s important to struc-
ture your portfolio with a prudent mix of 
equities. Historically, equities have out-
paced inflation by a greater margin than 
fixed-income and cash-equivalent assets.

Will your family need help? 
Many Canadians want to help their  
children or grandchildren financially 

after retirement. And with today’s longer 
lifespans, you may also find yourself  
caring for elderly parents while you are 
in your 60s or 70s. 

What about health care costs? 
It’s important to plan for future health 
needs, especially in your later retire-
ment years. It’s possible that you or your 
spouse may need an extended stay in a 
nursing care facility. This can involve a 
significant cost. With extra savings or 
long-term care insurance, you can cover 
these expenses without drawing on your 
retirement savings.

What will you leave behind? 
You may wish to leave a sizeable estate 
for your loved ones. This means you’ll 
need to live on your recurring income 
without touching these assets. This can 
affect how you allocate your assets, and 
the total savings you’ll need.

We can work with you to build  
an overall retirement plan and calcu-
late your financial needs to fund the 
retirement you envision. n



This publication has been prepared by ScotiaMcLeod, a division of Scotia Capital Inc. (SCI), a member of CIPF. This publication is intended as a general source of information and 
should not be considered as personal investment or tax advice. We are not tax advisors and we recommend that individuals consult with their professional tax advisor before taking 
any action based upon the information found in this publication. Opinions, estimates, and projections contained herein are our own as of the date hereof and are subject to change 
without notice.  The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is 
made as to their accuracy or completeness. Neither SCI nor its affiliates accepts liability whatsoever for any loss arising from any use of this publication or its contents. This publication 
is not, and is not to be construed as, an offer to sell or solicitation of an offer to buy any securities and/or commodity futures contracts. SCI, its affiliates and/or their respective officers, 
directors, or employees may from time to time acquire, hold, or sell securities and/or commodities and/or commodity futures contracts mentioned herein as principal or agent. SCI 
and/or its affiliates may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have received and may receive remuneration for 
same. All insurance products are sold through ScotiaMcLeod Financial Services Inc., the insurance subsidiary of Scotia Capital Inc., a member of the Scotiabank Group. When discussing 
life insurance products, ScotiaMcLeod Investment Executives and Financial Planners are acting as Life Underwriters (Financial Security Advisors in 
Quebec) representing ScotiaMcLeod Financial Services Inc. This publication and all the information, opinions, and conclusions contained in it are 
protected by copyright. This report may not be reproduced in whole or in part, or referred to in any manner whatsoever, nor may the information, 
opinions, and conclusions contained in it be referred to without in each case the prior express consent of SCI. 
TM Trademark used under authorization and control of The Bank of Nova Scotia. ScotiaMcLeod is a division of Scotia Capital Inc., member CIPF.

This publication has been prepared by ScotiaMcLeod, a division of Scotia Capital Inc. (SCI), a member of CIPF. This publication is intended as a general source of information and 
should not be considered as personal investment or tax advice. We are not tax advisors and we recommend that individuals consult with their professional tax advisor before taking 
any action based upon the information found in this publication. Opinions, estimates, and projections contained herein are our own as of the date hereof and are subject to change 
without notice.  The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, 
is made as to their accuracy or completeness. Neither SCI nor its affiliates accepts liability whatsoever for any loss arising from any use of this publication or its contents. This publica-
tion is not, and is not to be construed as, an offer to sell or solicitation of an offer to buy any securities and/or commodity futures contracts. SCI, its affiliates and/or their respective 
officers, directors, or employees may from time to time acquire, hold, or sell securities and/or commodities and/or commodity futures contracts mentioned herein as principal or agent. 
SCI and/or its affiliates may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have received and may receive remunera-
tion for same. All insurance products are sold through ScotiaMcLeod Financial Services Inc., the insurance subsidiary of Scotia Capital Inc., a member of the Scotiabank Group. When 
discussing life insurance products, ScotiaMcLeod advisors are acting as Life Underwriters (Financial Security Advisors in Quebec) representing 
ScotiaMcLeod Financial Services Inc. This publication and all the information, opinions, and conclusions contained in it are protected by copy-
right. This report may not be reproduced in whole or in part, or referred to in any manner whatsoever, nor may the information, opinions, and 
conclusions contained in it be referred to without in each case the prior express consent of SCI. 
TM Trademark used under authorization and control of The Bank of Nova Scotia. ScotiaMcLeod is a division of Scotia Capital Inc., member CIPF.

Threatened  
by inflation? 

Despite a slowing world economy, 
inflation has become a threat in a 

number of countries, including Cana­
da. But, while attention is focused on 
monthly inflation figures, it’s important 
to understand what they mean, and 
how they affect your finances.

Headline vs. core inflation. The 
overall or “headline” inflation figure 
reflects changes in the Consumer Price 
Index (CPI); the “core” inflation figure 
strips out volatile elements such as 
energy and food, giving a clearer 
picture of economic conditions. 
However, these more volatile items also 
contribute to total consumer costs.

The effects. Prices for fuel, food, 
and transportation have been rising 
recently. However, costs for many 
consumer goods have been falling  
for years, and wage inflation is 
relatively tame.

Interest rates. The Bank of Canada 
attempts to keep core inflation within 
a band of 1% to 3% by controlling 
interest rates. These changes affect 
borrowing rates and can slow or 
accelerate the economy, resulting in 
new inflation trends.

Your portfolio strategy. Gold and 
commodities can offer some shelter for 
investors in an inflationary environ­
ment. Real-return bonds also provide 
an inflation hedge, as they promise a 
return over and above the CPI rate. It’s 
important to keep in mind that equities 
have traditionally outpaced inflation 
over the long term. n

Stick to the basics in  
an uncertain housing market 

ith a cooling housing market 

and uncertainty about the 

direction of interest rates, 

there’s much to think about if you’re 

buying a larger home, downsizing to a 

condo in the city, or even helping your 

children with their first purchase.  

Home prices have indeed softened as  

the economy has slowed. But if you’re 

buying with the intention of living in 

your home or condo, and follow some 

sound real estate principles, short-term 

market events shouldn’t be a reason to 

put your plans on hold. 

Here are a few of the principles to 

keep in mind. 

Look for value 

Resale value will probably play a major 

role in your decision. You can boost 

your long-term return by looking for a 

home in a neighbourhood with upside 

potential, or buying a less expensive 

house on a good street and upgrading it. 

Know what you need 

If you’re trading up to a larger home, 

your wish list may be longer than it was 

when you purchased your first home. 

But luxuries, such as a pool, may not 

always translate into better resale value 

(renovated kitchens and bathrooms add 

much more to a home’s resale value). 

 

 

If you’re downsizing, be sure to 

consider access to shopping, transpor-

tation, healthcare facilities, and enter-

tainment. Be aware that “smaller” 

doesn’t necessarily mean “less expen-

sive.” A luxury condo or a small home in 

a high-demand area may cost more per 

square foot than your current home. 

Know your limits 

Seek professional mortgage advice, and 

take advantage of online calculators that 

can help determine how much you can 

spend without straining your budget. 

Get preapproved 

If you’re not ready to buy and interest 

rates are on the move, don’t forget to  

get preapproved for a mortgage. This 

can allow you to lock in a preferred 

interest rate. 

Consider variable rate 

Locking in an interest rate is a better 

strategy when rates are low. However, 

when they are relatively high, a variable 

rate mortgage can allow you to benefit 

from future rate decreases. 

Your home is part of your overall 

financial plan. Our team of experts at 

ScotiaMcLeod can help you determine 

how to fit a new home purchase into 

your long-term plan.  

W 


