
THE DIFFERENCE A FEW 
MONTHS CAN MAKE

The closing months of 2018 were a 
classic example of behavioral science in 
action.  The concept of “Loss Aversion” 
tells us that we have a tendency to prefer 
avoiding a loss to acquiring an equiva-
lent gain.  For example, most people 
prefer not to lose $5 than to �nd $5.  This 
trait comes in handy with our 
�ght-or-�ight response if we happen to 
meet a wild animal in the woods.  How-
ever, when it comes to the equity market 
and our right brain (the emotional side) 
is telling us to “get out” whenever things 
go the wrong, this can be damaging to 
our �nancial health.  This is why having a 
solid investment plan and sticking to it 
through thick and thin, is the best way to 
go for long-term investors.

When the markets decline 5%, we 
pretend not to notice.  When it falls 10%, 
we get somewhat nervous but explain it 
away as a “healthy correction”.  But when 
that 10% turns into a 20% drop or larger 
and the news headlines are blaringly 
negative,  it’s in our nature to want to sell 
when we should probably be consider-
ing the opposite.

I mention this because that’s exactly 
what happened at the end of 2018 as 
world markets turned negative and had 
the worst December on record.  As our 
President, Rick Tomalty, mentioned in 
his January email to our clients, 2018 
was a challenging year for investors as 
almost all major stock markets declined.  
This, along with the negative news cycle, 

caused a record number of investors to 
sell $83 billion worth of equity funds and 
ETFs in December of 2018 (according to 
data from EPFR Global).  However, what a 
di�erence a few months can make!  Con-
trast the negatives in 2018 to the end of 
the �rst quarter of 2019 with many 
markets having fully recouped their 2018 
losses.  For those that sold in December 
last year, they unfortunately locked in $83 
billion of losses.  This is an ill-fated exam-
ple of how market timing can cause many 
investors to under-perform indices over 
time. 

This is a great example as to why investors 
need to look past short-term volatility and 
alarming headlines.  We helped our clients 
do just that as we saw no panic selling 
during this challenging period. 

With the Federal Reserve in the US and the 
Bank of Canada both indicating they are 
halting rate hikes, there should be a sigh 
of relief for the economy and likely �xed 
bond funds (as bond prices go down as 
interest rates go up – making your bond 
funds lose value).  As for the equity mar-
kets, most analysts are of the opinion 
that 2019 will be a positive year for the 
markets due to 3 reasons:

THE YEAR AHEAD

1. The decline in earnings estimates 
for 2019 seems to be stabilizing;

2. As mentioned above, the Federal 
Reserve in the US is holding rates for at 
least the next six months;

3. China is �nally moving to re�ate its 
economy.

However, no one can predict short-term 
market movements with any degree of 
accuracy.  As Warren Bu�et said, “The only 
value of stock forecasters is to make fortune 
tellers look good.”  Whether the next quar-
ter or the rest of the year ends up 
positive, only time will tell.  Our job is to 
make sure you stay on track with your 
investment goals and are not side- 
tracked by short term volatility.

 
 

As at March 29, 2019 Returns in CAD 

Index Q1'19 YTD 2018 

S&P/TSX 12.42% 12.42% -11.64% 
S&P500 10.93% 10.93% 1.97% 
DJIA 9.05% 9.05% 2.63% 
Russell 2000 12.02% 12.02% -4.48% 
DAX 30 4.94% 4.94% -15.32% 
Nikkei 225 3.52% 3.52% -2.41% 
Hang Seng 10.03% 10.03% -6.29% 
MSCI EM 7.50% 7.50% -9.33% 
Fixed income Q1'19 YTD 2018 
FTSE TMX Uni. 3.91% 3.91% 1.41% 
Currencies Q1'19 YTD 2018 
CAD/USD 2.17% 2.17% -7.83% 
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