Hello,
With the ﬁrst Long Weekend of the season having come and gone, Summer
ﬁnally feels as if it's nearly here! The warm weather has allowed us to spend
afternoons walking in our community and experiencing everything Uptown
Waterloo has to offer at this time of year.
It's a busy season at the RaeLipskie Partnership, while we do the necessary
research to take care of our clients' portfolios.
In the coming months the RaeLipskie Team looks forward to spending many
weekends golﬁng, playing tennis and lounging on the docks in cottage country.
To stay up to date with local charity tournaments and community events that
RaeLipskie is participating in, we encourage you to follow us on Facebook,
Twitter, or LinkedIn.

Enjoy the sun!
Sincerely,
The RaeLipskie Partnership Team

Random Gleanings
40% Rule. We believe there is a 40% chance you will read this newsletter to
the end. This 40% level of conﬁdence has become a popular number among
economists and other prognosticators because it is low enough to say “I told
you so” if the prediction fails yet high enough to claim a small victory if the
event actually occurs. So beware of 40% predictions, but please keep reading.

Having once been caught in the old ‘gullible is not in the dictionary’ trick, this
writer can appreciate the growing research showing that people are always
most gullible to themselves. That is, we regularly convince ourselves we know
more than we do and make decisions on this basis, even when there is zero
evidence to indicate competence in the matter. Investors are not exempted
from the effects of this syndrome.
A corollary to the above might well be what some call ‘expert blindness’. This
was evident in a Honda study that compared the facial and brainwave reactions
of dealership managers to those of prospective customers when viewing car
commercials. It turns out there was almost zero correlation in terms of what
was important between the two: the experts reacted to the technical data but
the customers felt emotional connections. Experts beware.
If you are in the car market and want to avoid those dealership ‘experts’
altogether, there are options here and on the way. There are auto vending
machines for new cars in Asia, and U.S.-based Carvana has eleven locations
where you slide in a token and out pops the used car you arranged for entirely
online. And at least one car company in Canada makes the new-car purchase
fully online, including trade-in, ﬁnancing and arrangements for a test drive at
your home. All with nary a plaid jacket in sight.
Looking for a job? Try Elkhart, Indiana, the home of Jayco RVs. There, the job
market is so strong that local unemployment has fallen from a country-worst
20% in 2009 to the lowest at near 0% today. Thanks to robust RV demand,
companies are providing tech-like perks and hiring anyone “with minimal
literacy skills”, while KFC is offering signing bonuses. Worst to ﬁrst.
All our lives, we have been told about the advantage of ‘having the inside
track’ when it comes to any competitive venture. Now, though, we hear this
might not be the case for runners. The Sports Biomechanics journal reports
research showing that tighter turns for inside-lane sprinters force them to keep
their feet on the ground longer for stability, thus slowing them down. A good tip
for your next track meet.
Are you a Netﬂix binge-watcher? As a subscriber, whether you can’t resist
continuing to ‘just the next episode’ or are strictly a casual user, you are
contributing to the company’s amazing growth trajectory, a ﬂight path that has
taken the stock up 85% this year alone to match the formidable Walt Disney
value. And you are probably also a reason why TV viewing is down and

average movie-going has dropped by 16% in the past 8 years. Yet another
disruptive force in our world.
The World Cup is at hand. Yes, the beautiful game, football (aka soccer to
disinterested Canadians), is about to take over the TV sets and laptops of some
3 billion fanatics worldwide. It is a huge spectacle, including the always
entertaining dives, the ugly hooligan antics and, yes, even some soccer. One
investment ﬁrm has gone deep into the data mine to calculate odds and search
for stock-market impacts. Their conclusions? Markets in winning countries tend
to go up a little more than average the day after a win and down in the losers.
Quelle surprise. For the punters out there, the complex algorithms exhaustively
conclude that Spain and France will advance to the ﬁnal match with… wait for
it… Spain squeaking out a win. Viva Espana.

Monthly Market Data Commentary & Data
May was a good month for the Canadian stock market, notwithstanding trade
concerns, North Korea uncertainty and domestic political issues that buffeted
the market on and off during the month. With a return of 3.1% on the TSX
index, May provided the best monthly result to investors in nearly two years.
Somewhat surprisingly for the Canadian market, this gain came without much
help from the resource sector which mostly underperformed the index. Instead,
industrials, health care and technology stocks led the way with the utility and
telecom dividend sectors bringing up the rear. While interest rates dropped a
little in the month, dividend stocks have been affected by the general rise in
rates over the past year or so which has reduced the appeal of dividends
somewhat. Still, dividend yields on such stocks, with many in the 5% vicinity,
continue to look attractive relative to interest rates at half that level. The U.S.
market enjoyed a similarly positive month in Canadian dollar terms while the
rest of the world was a little negative, thanks in part to a stronger Canadian
dollar against those currencies.
As mentioned, interest rates dropped a little in May, with the benchmark 10year Canada yield falling from 2.31% to 2.25%, a tiny blip for the month. While
the Bank of Canada, like the Federal Reserve Board in the U.S., has signaled
its intention to raise the Bank Rate in the coming months, investors also look to
economic and inﬂation statistics to help their interest-rate forecasts for the bond
market. There, economic growth remains positive generally and inﬂation looks

controlled at this point, suggesting modest upward pressure on rates as we
move to a more ‘normalized’ rate structure..

The Learning Corner
What is 5G?
If you haven’t heard this little appellation used yet, you can expect to hear a lot
of it over the next year or two. 5G stands for the 5th generation of wireless
technology (our current 4G LTE has been around for about 6 years) which, the
experts say, will revolutionize our lives. While our mobile phones today might
seem impressively fast, especially if you recall the previous iterations from
years ago, apparently we haven’t seen anything yet. They tell us that phones
on the 5G network will download a full-length HD movie in six seconds, deliver
amazingly low latency (a lag effect of one millisecond, a thousandth of a
second) and enjoy dramatically longer battery life.
These attributes will be useful personally, of course, and in known applications
such as driverless cars, remote-control surgery, trafﬁc control and the
connection of countless devices in the new-world Internet of Things. But the
real excitement comes from the unknown and the huge potential of this highcapacity network for applications that haven’t been invented yet. These will
boggle the mind.
If all this sounds sensational and must-have, please know that patience will be
required. 5G networks are in test mode now and, while some carriers in the
U.S. are in a race to be ﬁrst and could claim that prize by the end of the year,
general adoption probably won’t come until 2020 at least. Carriers will be faced
with auctions of the high-frequency spectrum needed to carry the signals and,

because this end of the spectrum does not carry signals very far, a big rollout of
the antenna infrastructure required. So speed is coming, just a little slowly.

Charting Our Times
Volatility has been the watchword for ﬁnancial markets so far this year and that
would hold true for the currency sector as well. The chart below depicts the
movement of three popular currencies relative to the Canadian dollar since the
beginning of the year on an index based at 100. A line moving up indicates
strength in that currency relative to our dollar, and vice versa.
The U.S. dollar in red has shown strength against most currencies this year,
especially in the past several weeks, and is currently up about 3% versus our
dollar. The reasons include a healthy economy, relatively high interest rates and
a big Open for Business sign, all of which encourage money ﬂows to the U.S.
One positive support for Canada in comparison is elevated oil prices, but this is
being lost in the cacophony of pipeline battles, trade issues and Ontario
election concerns. One of those signs would help, though.

The euro (blue) and pound (green) have moved together in completing the
circuit of a 7-8% gain by mid-March and all the way back to ﬂat currently. The
big drop from their peaks provides a nice lift for travelers to, and exporters from,
the affected countries, but the underlying factors are not encouraging at the
moment. These include economic activity that, while still reasonably strong, has
moderated somewhat which could reduce the extent and speed of central-bank
rate increases. Then there is the overhanging Brexit issue which has been
joined lately by ﬁnancial concerns in Italy that some think could lead to a
Quitaly crisis. Such factors tend to get sorted out over time but are a good
reminder of just how tricky the prediction of currency movements can be.

What You Should Know About Cottage
Ownership

Will you be spending your summer at the cottage? If so, here's what you need
to know about cottage ownership. Read here.

In the News
What should today's
savers be learning from
today's seniors?
Read here.

In the market for a
vacation home? What
questions should you be
asking before
purchasing your

cottage?
Find out here.

In the Ofﬁce

Jo-Ann’s clients have received letters announcing her retirement but we
thought our other clients and readers of our newsletter might like to know that
effective July 15, 2018, Jo-Ann Carlisle will be retiring from The RaeLipskie
Partnership. Jo-Ann joined our ﬁrm May 1, 1995 and has contributed to the
ﬁrm for the past twenty-three years. She has managed portfolios for over 100
families, and participated in our monthly Investment Committee meetings as
well as doing company research. Recently, she created our Socially
Responsible Investing model of stocks. She has been our go-to computer
person, has written our company policies and helped us stay on top of
compliance regulations. From preparing our composite return ﬁgures to writing
our invoicing program and preparing the monthly invoices, to assisting in the
set-up of our pooled funds, Jo-Ann has been an integral part of RaeLipskie.
Recently, Jo-Ann has been focusing on ensuring a smooth transition of these

duties to other staff members and investment professionals at RaeLipskie.
As much as she has done for her clients and RaeLipskie, Jo-Ann is looking
forward to doing just as much in retirement. She has a large stash of craft
supplies calling her name (weaving, spinning, knitting, sewing, stained glass,
wood-working, painting, etc.) She is also looking forward to swimming in the
lake in front of their new home on Manitoulin Island and biking around the
Island. Hubby, John, and she have upcoming trips planned and are hoping to
do more travelling in the future. And they are both looking forward to spending
more time with family; both their moms live nearby the Manitoulin home.
We wish Jo-Ann and John all the best in their new life in the north.

The Big Picture
Equity markets in both Canada and the United States posted healthy returns of
approximately 4.3% and 2.8% respectively in the past quarter, illustrating the
importance of maintaining a level head throughout corrections. Indeed, while
the quarterly returns were pleasant, headlines were anything but. Worries
continued to spark about what rising interest rates meant for the future of global
growth, the collapse of a coalition in Italy renewed concerns surrounding the
future of the Euro, and of course Trump was in the news, putting tariffs back on
the table with China – then taking them off – then putting them back on again
for good measure. This constant state of ﬂux in the news ﬂow is one of the
reasons we maintain a focus on the underlying fundamentals in taking a
disciplined approach to the investing through market cycles. Stock markets
don’t require positive news to rise, as evidenced by this past quarter. Rather,
stocks largely move on the gap between reality and expectations. If sentiment
is beaten down to such an extent, the bar that equity markets have to clear is
lowered considerably. And when the reality is better (or less bad) than
expectations, markets can, and do, rise.
Let’s turn our attention now to the relevant issues of the quarter and attempt to
put them into perspective. First, interest rates jumped again in the United
States with the closely followed 10-year bond yield rising above 3.1%. This rise
in bond yields continues to warrant attention as it increases borrowing costs for
a North American society carrying a good deal of leverage. However, it is
important to note that like stocks, bond prices are also determined in the
market, and while generally much less volatile than stocks, can move up or
down based on investor’s expectations. As an example, in 2016, the 10-year

bond started the year off at 2.24%. It then fell to a record low of 1.37% and then
rose to end the year at 2.45% (up a mere 0.21% from start to ﬁnish). In 2017,
the 10-year moved to as high as 2.62% and as low as 2.05% before ending the
year little changed at 2.4%. This year’s move is larger (0.61% so far), and
would seem to have sufﬁciently discounted the risks for now, resulting in a
neutral outlook for bonds in the intermediate-term.
While Europe is never really out of the news, it was back in a big way in late
May with a coalition breaking down in Italy and the threat of another election in
the fall. This, unfortunately, is nothing new in Italy and we see the recent
breakdown of the coalition in Italy as doing nothing but lowering the bar that
equities have to hurdle. If the election in the fall goes ahead, Italy would have
its 8th leader in 12 years (with Silvio Berlusconi serving twice in that time).
Change is normal in Italy and we see ample room for uncertainty to fall as
investors gradually realize this won’t be the end of the Eurozone or Italy’s
membership in it.
Finally, with all the talk about tariffs, we decided to do a little investigating as to
what they mean in the “big picture.” While we are not proponents of tariffs as
we believe they are damaging to economic growth, we think all the recent tariff
talk concerning the U.S. and China is much ado about nothing. The direct
impact of all tariffs adopted and threatened so far would have amounted to, at
most, $53.44 billion, or just under 0.2% of combined US and China GDP. For
the US alone, the impact would have been $40.2 billion – a large number until
you consider that in 2017 alone, nominal US GDP grew by $766.1 billion. At the
moment, we are still optimistic that reality is far better than expectations.

For the Heart of the Women You Love

On June 8th we wear red in support of ﬁghting Women Heart Disease, the
leading cause of premature death among Canadian women. St. Mary's General
Hospital Foundation hosts this special day every year, and we are proud to
participate in it!

Golf Club or Tennis Racquet? Take Your Pick.
Tournament of Hope Golf Classic: On June 13th the 21st Annual Tournament
of Hope will take place at Grand Valley Golf & Country Club. The 18 holes of
four-person team scramble is dedicated to raising funds to help those in our
community with signiﬁcant, speciﬁc need through the Independent Living
Centre of Waterloo Region.
Swing Big Golf Classic: A day at Conestoga Golf & Conference Centre will be
enjoyed on June 21st in support of local youth. Big Brothers Big Sisters of
Waterloo Region have 240 kids on their waitlist, so it's time to tee up for a
special cause!
Waterloo Tennis Club: We are excited to be presenting this year's Century
Invitational Tournament on July 22nd. This tournament welcomes some of the

best tennis talent from around Southwestern Ontario. Come out and cheer
them on!
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