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This monththe US Federal reserve hiked its overnight rate by .25% for the fourthinirtine present
tightening cycle theypegan in December 2013 mazingly, he USFederal Funds ratat 1%is nowonly up to
the low of the 200102 rate cutting cya. Lest we forget,lie Greensparled Fedcut its policyrate 13 times
starting from 6.5% ifviay 2000 to 1% by June 200&nd left itthere for a full yeain a failel effort to prevent
the 2001recession an®0%+ decline in financial markets betwe200-2003. Whata wildand crazyl7
years this has beémhisJune2003 New York Times artiadfersa blast from the pastfFederal Reserve
lowers key rate to 1%, lowest level since 1958,we are backo 1958 lows again.

This cycle,ather than cuttingrates as consumptiomweakenedand corporatetax collectiondell (-10% over

the past12 months so far) the Fed has beehikingand planningo withdraw QE liquidity from financial

markets Fed tightering has been a precurstw everyone of the 11bearmarket/recessionsince 1945There

is no reason to expect this cydtebe different. In factbear market andecesson oddsare higher than
averagetoday (50% within 12 months and 100% within 24 monthsgause his Junemarks the96™ month of

the third longest (andveakest) economic expansion in histoh®91-2001 holds the record at 120 months and
19611969 is second at 106 month3he longer easy credit conditions continue, the more papdemand is
exhausted during the expansion, and the lengnd deeper the recession or dzack period that followsThis
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Making thenextdown cyclemore dauntingis the fact thatK S ¢ 2eéhfraRt@riksalreadybroke the bank
buyingmore financialassets duringhe recoveryyearsof thiseconomiccycle thanduringpreviousrecessios.
P ey T —= Asg_lobglproduction and consumption slowed

again since 201ZTentral banks haveserved as

15 $44 6in . . .
Central Banks have purchased ) the price-indiscriminatebuyersof-last-resort,
Bl $7 trillion in assets from 2011-2016. collectively injecting some $7 trillion into

" financial markes through 2016plusanother
$1 trillion year to date(chart leff).

All thisexcess liquidity has allowageak
s o724 Bk bilance shioet ($¥1 financial managers and companiespersist
on cheapcredit (debt below in blue)

R compoundng excesssupply and capacityas
pretax earningdor non-financial companies
(in red) havestagnated Small cagrussell
2000 companieglower right)are even more indebted thathe broaderS&P 150@ompanieqon lower left).

Source: Wim Grommen

Slow growth and lax
lendinghave encouraged
public corporations to
squander capitabuying
back their own sharesin

S&P 1500 ex financial - Net Debt and EBITDA lovels Russell 2000 debt build-up has been the most dramatic
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5 o to management and board
Suroe: 56 Oroms Aeort Peamarch Equty Ouarn members. It also helps
engenderextreme incone
disparity between workers and the executives of public companfesecent Time article entitle@hy
boosting CEO pay makes com@s perform badlgxplainsmisaligned management incentives well

oXlegislative and regulatory shifts over the last 30 years plus have allowed for extreme distortions in

the way executives are compensated. That has affected both atepperformance and underlying
growth on Main Street. First stock buybacks, which are used to aftifiboost the share prices of
firms, were made legal in 1982. (They used to be considered maakgbuation.) Then, under Bill
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encouraged lots of companies to start paying CEGw®uk rather than castwhich of course
incentivizes themtodowh(i Q& o6Sad F2NJ (KS &Fdih2r@hhn ldntgknOgBowth. G
Sometimes these two correlate, but often not.
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As the MSCI study notes, more than 70% of CEO pay is now given in the form of such incentive pay. 4
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This chartshows the ratio of shareholder compensationdefined as dividend payments and share

Figure 2: Shareholder Compensation Remains Elevated Redative to Capital Spending, but Q4
2016 Deop by Net Equity Buybacks Eases Ratio
Recessions are shaded
[Not Equity Buybacks + Dividends] as % Capitai Spending: yearlony ratio, nonfin bes
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Source: Moody's Analytics

buybackst as a percentage of capital investment
for all nonfinancial US publicompanies since
1984.As with merges and acquisitions spike in

the funds used for shotterm payments to
shareholders is typical late in every business cycle
and preceded each ohe last 3 recessions (grey
bars). Meanwhilecash funneled to shareholders
andexecutive compensation it available to
invest in research and developmermiperations or
fund benefit commitments to workers.

As captured in thechatt (below), borrowing to fund

shareholder compensation has boostedsiness debt
(even withoutcountingoff balance sheet liabilitiedp
a record72%of US GDRt the end of 2018 the

most since at least 1945The bulk of the funds went
int 2 FAYL Yy ORI ih2086%6/aBAey S S NJ
businesses addefi717 billionin debt while

Business Debt as a % of GDP
(Excluding OFf Balance Sheet Liabilities)
annual

oy L LA

investment in operations, plant, equipment and ] 2
inventoriesdeclined$21.2 billion. i Bl
Smilar debt abusehas beerevident in households : . ; . , L 200
Sincerealaverage hourly earnindsr private wokers o Qe o R ol o
have been negative for more thardaecade most TR - |
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have increasinly relied on credit
(black lineon left chart) and
government supportto bridge the
cost of living gap (red shaded area)

Social begfits (from governments)
as a percentagef UShouseholdreal
disposablencome haveloubled
from 10% in 199@o a record 22% in
2016.
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US household debtbelow since 20@) isnow above the 2008 peak, hitting &esh record highof $12.7
trillion in Q1 2017. Canadian householdebt meanwhile reachedrecord $2 trilliont well above the entire
$1.6 trillion GDHrom the Canadian economy in 2016

A New Record High... ...Driven by Student Debt
Total U.S. household debt Total US. non-housing household debt

515 trilllion $12_73T 54 trilhon
Total debt, Q12017 |

Non-housing debt

Housing debt Auto loan

Student loan

Q12003 Q1 2008 Q12013 Q12017 Q1 2003 Q1 2008 Q1 2013 Q1 2017

ot CTradit PaneVEquitax

Speculativenvestorflows into US real estate leé rebound in US home prices since 2011 andlaswn
below,I NB G dzN}y (2 $SHpushdldssinée 2GR Hidhatringréhave been refinancintp
consolidate othedebts andafford consumption. This is the same destructive behavior that led to negative
equity and widespread defaults in the 2009 cycle.

Ka-Ching
Percentage share of mortgage refinances that involve a borrower taking cash out of the
home, quarterly
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Home equity cashuds have also beecomnon in Canada the past few yeafis chartsince 2000 shows
the extendedrise in Canadian household debt (in red), home prices in Vancouver (yellow), Toronto (dotted)
and nationally (blackyersus the median aftetax income (light blue flat line abottom).

Growth in Canadian house prices, household debt and after-tax income
Index: 2000 = 100
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Proving2008 lessons were not learnednderwriters haveonce morebeen packaging’ a S O dzN@bts Anld A y 3
selling them as asset backed bonds to yigdédperateinvestors who have dématically undepriced the

default risk within thér portfolios. Recall thadefaults and losses in asdedcked securities were so

widespread in the ldscredit-fueledbustin America that most major global banksecameinsolvent, only

rescled from bankruptcy by taxpayer funded bailouts

Taxpayers ha unknowingly taken on concentrated exposure to collection risk this cyaevernment
underwriting of consumer credihas surgedo nearly 30%rom just 5% in2007 (shown below).

Share of Consumer Credit Owned By Federal Government  Chastened by 2008)Sbanksreturnedto
“*more stringentiending standards for a
time. Canadian lendsrdid the opposite
The market for norbank lenderoffering
higherrisk loanshas surged in both
countries.

Righ on cue,defaults are rising foover-
extended lmrrowerseven before official
unemploymern rates have begun their

usual latecycle rise.

109% -

1997 2002 2007 2012 27
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As shown here (witHast 2recessions marked in green bars), credglinquenciesn the US have been rising
since 2015 for all consumer credits
(Canada too).In fact, default rates
for USsubprime loangre already
near the highs ofhe 200809
recession Demand forCanadian
credit counselling and personal
bankruptcy trusteess boomng.

Delinquency Rates On The Rise B RRAL NVESTMENT ADVICE

Thismonth, credit rating agency

Fitch warned that subprimauto
loan-backedbonds may end up

being the worst perfornming assets

in the history of securitizations to
date(andii K 1 Qa al&ayQ

Anwasd Wetn OF Change
[

10

Recess oo wnCeedit Cards s Consumser Loses s Other Consumer Loaes

Autoloans packaged in 2015 are
alreadyexperiencing cumulative net lossapproaching 15%higher thanbonds that were issued in the
subprimemortgagefrenzy of 2007S&Palsonoted that so callegbrime (highest credit qualityljoan losses
havereached a pace not seen since 2008.

Lax lendingaggressivealesincentives debt securitizatiorand longetoan andlease terms 73to 84 month
were a record 34% of new vehideans as of Februaryall helped to bost newauto sales angroductionto
cycle highs in 201@yst as the supply of able buyerasexhausting

G! AGNBOIOKSR | dziz O2yadzySNE FlLffAy3a dziASR w@SK
carswLY G SNyt O2YodzadA2y SyaiaySase INE AYyaINBRASyYy
T Morgan Stanley, June 2017

The year over year growth in credit has finallglled over(cycles marked belowsince 1967and retail sales
have enteredwhat is likely to be a e

multi-year period of decline. This Bank lL.oans plus N(::ﬁt;éal;'cial Commercial Paper
hasled to aglut of goodgylobally, 8% 2 y S e ——
including a record numbeof old 205 2 M hwmm
techvehicles piling u@as antiquated =
inventoryaround the world. Lower
resale values for used carssing
defaults and mountindpssedor the 54
auto finance companieare likely to %
end in yet aother plea for taxpayers

25%

20%

iH it

15% 15%,

10%

-5% Another credit cycle coming to an

to bail out the poorly managed big - end...perfectly natural and painful.
automakers once more. RS o 15 e wy w1 vn 95 e ey w1 1 s

Source: Foderal Reserve Board. Throagh Apeil 2017,

Source: St. Louils Fed

This publication is intended to convey information only. It is not to be construed as a solicitation or offer to buy or sell any of the securities mentioned in it. The author has
taken all usual and reasonable precautions to determine that the information contained in this publication is accurate and efforts to summarize and analyze such information
are based on approved practices in the industry. However, the market forces underlying investment value are subject to sudden and dramatic changes and data availability
varies from one moment to the next. Consequently, the author cannot make any warranty as to the accuracy or completeness of information, analysis or views contained in
this publication or their usefulness or suitability in any particular circumstance. You should not undertake any investment or portfolio assessment or other transaction on the
basis of this publication, but should first consult your advisor. The author accepts no liability of whatsoever kind for any damages or losses incurred by you as a result of
reliance upon or use of this publication in contravention of this notice. All performance data represent past performance and are no indication of future performance.



7

LiQa y20 2dzad A ifterthifimgliekord!3%7% Bbal Hebt$oAGDR & thébstart of 2015ome

Total Global Debt (allsectors) $68trillion higher than in 2007(chartleft)t
l'SDti‘L_"ﬂ'--fofEack year _ — over the last 6 months the global credit
B o $217, impulser net change in the willingness and

ability of lenders to extend, and of
borrowers to take on more credithas
turned negative globally, as it did in 2008
(see chart blow).

..
2R
MMex-T1.8. $149

Thisaligns withsuperfluous goodsjebt and
aging demogralpics acros§&7 countries.
The rate of changén net creditto dateat -
6% of global GOQMRas already matched th
contractionseenduring the 2008ecession.

bt o BEERBENE

2002 2007 2012 2017
Source: ITF, BIS, Haver

Global Credit Impulse haturned negative -6% of dobal GDP to April (shown here).

Global credit impulse is plunging _
GDP% Peak to trough -6% All of this(and more)suggests thaglobal

industrial productiorand import volume may
havepeakedfor thisbusinessycle If the
traditional 3 to 6month lag between credit
change inflectiorpoints and economic growth
persists, the pbal economy is due for a
negative shockn the second half of 2017.

Which brings u$o this bottom chart showing

8 i s
93 95 97 99 01 03 05 07 09 11 13 15 17 the total value of US household financial assets

SOURCE:UBS  (housingincluded)as a percentage of
disposable income since 1970Beause
incomes have stagnated, while asset prices hafiated, this ratio topped outat a record 525% of disposable
personal incomen 2015 Noexpansion lasts forevemdthis extremeratio is likey to be pst as fleeting ag
wasin 2000 and 2007.

The “"Everything Bubble™: Financial Assets relative to disposable
personal iIncome

By the most historically i
reliable valuation metrics, e S —
stocksare 140 to 165% above

historic norms. No market
cycle in history has failed to
return these measurements
to within 25% of the long-
term average (or below).

g
?

DotCom Bubtie

§

Persoral lecome

Financial Assets of Mouseholds | Dsposadie

Incrementum
300%

1M 1974 1978 1682 1084 1900 100 1008 2002 20006 2010 2014 2018

t Incrarmmntum AG, Jesaes Feilder Faderal Reserve 5t Lowss
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As we have explained beforad nausean?), egregiously valued financial assets, are no free lunchth@ o
contrary, they lock in negatvreturn prospects for years thereafter
Besideis the updated

GMO  7-Year Asset Class Real Return Forecasts* _GMO forecast fonegative
investment returnsfrom

As of May 31, 2017 .
present valuations over
the next 7 years Only
STOCKS BONDS B
L oo emerging market stocks
R e £3% Lomgterm offer the prospect of a
Eoo% . . . .
£ - mildly positive returnin
g . exchange for high risk and
3 0.5% . - - .
: '—-- ~-~.-—~ i wild capitalswings in
2 - Q7% 10% 1% 1% between
0% 255
Meanwhile a recent Legg
R = Masa survey foundhat
- the average worker is

expectng to compound
their savings at annual returns of 9%d retirees at8.6% to fundheir (hopelessly flawd) retirement plans.

The market value of US stocks relative to Gross National Prodneerted in blue below) . dzF F S G Qa -
yardstickr is also siggesting similarly negativeeturn prospects frompresent levels over the next 19ears
As we noted last month, too
concentrated b easily
liquidate, Berkshire
WA\ \ continues to hold some
i 7y Al $135 billion in US equities,
\"ﬂ(‘%‘;__ | S AY R A ¢ but they haveadded little to
LVANALY \ their portfolio over the past
5 yearsand aretoday
holding$100 billicat_more
than 40% ofasses under
management in cash (we
TheFeiderReport com hold a similar cashveight
e fese s e in VPIGmanagedaccounts
today). This should be
compared withthe less than 5% cash held by conventigoaitfolio managers and mutual fundsound the
world. Al . S NJadn&aksNatefioidemeeting in MayPBuffett noted some frustrabn that the fundcash

piles hadgrown from $50 billiorin 2013to $100 billion thisMay, saying:

The Buffett Yardstick & 10-Year Retums

Markat Cap-10-GNP 10-Year Roturmn

\/
\/

®S aKzdzZ RYyQi dzaS &2dzNJ Y2y Seé (KId gleé& F2N f2y3
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Quch is the tesiof a valuation basednvestment discipline. Although it is critical to long terrsurvival and
success over time, during periodsdebt-fueled maniaspassive allocatorsanlook geniuswvhile thehonest
andastute managers appedike underachieves.In a speech this month, famdohancialanalyst andMadoff
whistleblower, Harry Markopolos

summedthe current environment as Swelling Shortfall in Savings
fO”OWS: d ¢ K é NS | NB dnd f 2 The retirement gap in U.S. and China could top $100 trillion each by 2050
they arestealing customers from ‘ 2050

legitimate manager® o which we would
wholeheartedly exclaimis there ever
Harryl

But thisnet return race is far from over. a .
Even before the next bust phase of the —mm I EmEN -. - .
boombust-boom-bustboom cyclethat has ‘ ) S

characterzed the last 20 yearsetirement
savingsdeficits are ballooning and on tracko reach an estimated300 trillion by 2050(see abovi

Bloomberg B

General Electric offera studyin the shortterm obsessed, extractive thinking behind present deficits
There is alirect, deleteriousconnectionbetween shortterm financial gimmicks designeéd push up share
pricesand long term financial health and viabiliti story this month on the $31 billion funding hole in

. . DSy SNJI fspénsiG@IanNsh O Q
Gg?snss:?ngd::igit wsitit:r\eseats buybacks increase instructive Pensiorshortfalls are
@ Pension Funded Status 8 Vohee of Shares Repurchased widespread 0 dzu D9 Qa A a
any company in the&? 500, even as
the company hasnjoyed enormous
global reach and revenue for
decadesAs the market recovered
afterthe 2000n o0 0 SOK G NB O]
pension assets grew back and by
2007,0KS LIX LIy ol a O2y

Pension Fuily Funded: 2005-2007 Z N N
$45 Billion buybacks since 2015 AN F-20.0 T dzy Rasstnting perpetually
$31 Billion Pension Hole . o .
Share Price start of 2014: $25 _ projectedreturns above 7% going
Stews Price Todey: 829 forward. But thenasset pricesanked

2006 2007 2008 2009 2010 2011 2012 2013 2014 N5 20 into 200 and spentthe next5 yeas

Scurce: Bloomberg

growing back lossesgain

At the same time, the proliferation of low rates and yelgloballyattracted activistshareholdergo buy
votingblocks in majr comporations and lobbynanagement to cut costs (likeayroll and pension

contributions) while increasingearterm investorpayouts through dividends and share buy backs. GE alone
spent $45 billion buying back its shares since 2@8&8 charupper let). Cash funneled to shareholders and
executive compensation ot available tanvest in the business dund pension commitments to workers.
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Case in point, Jeff Immetthairman and CEO of GE for thst 146 yearsannouncedhis monththat he will
retire on August 1 with a pay package @112 million,ncludingsome $81.F in personal pension benefits

G L G dr tehsionO Buybackse assets available not to fund the pension promise but to make
shareholders hapgyfwhile making the companmweaker in the longer run]
¢Olivia MitchellPension Research @ucil

U.S. public pensionare stillassuming a 7.58%verage rate of eturn according to Publi®®lans Datgsee
blue line onchart).
Hits and Misses : Thiscompares
US. public pensions have struggled to meet their returns bogeys over the past decade . .
with the available
2.7%yield on d-year
Treasuries, 5.48%
/\ yield onU.S. junk
bondsand less than
3% yield on stocks
today. The black line
(beside) shows the
actualannual returns
experiencedfrom
2001 ;.'n.lw 21.\'41‘5 ;’U"I«I ;'ﬂ‘wn wl.m.-, ’,_‘\‘).l_).' ;'u.m_« :}x:.wa ;'-;vu 2“4” ;.'n'v 2 ;»n‘n :mﬂ ;.'-\“.'» 2000 b 2015

B Annual return for state and local pensions B Assumed rate of return

20% —

‘

Source: Public Ptans Database, Census of Governments

Taxpayers and
employees have beegraduallyincreasing pension contributiorte make up the shortfalbut not by nearly
Sy2dzako I NBOSyYy i N& sdvindhotes @ &en i ge@sRi@n@stmenty ddBdiedrn
25% from 2017hrough 2019, it would not be enough to catch up the now $4 trillion gap between what state
and local governments are projected to pay retirees and the funds needpdytar and this is beforany
bear marketentersthe mix

Savings shortfalls are espaity problematidoday since those bus born between 1947 and 20@ave a
median life expectancy @5 and 100+ years! Building up savings and then protecting ittlierthird and
hopefully final50%+ drop in this secular beaeriodis critical to financial stability over the remainder of our
lifespan. As explained by manager Lance Roberts this month:

GOCKSNBE Aa6 I FlLifroOe OGKIFG Aa O2yidAydz¥ufadd S &L
K 2 f ddacrosttaveragir@nd WompoundingQWhen you are invested in ANY asset that can lose
principal value during your investment time horizon, you can NOT compound r&ompound

returns ONLY occur in investments that do not lose principal such as bonds, money market accounts
and CDsFurthermore,the major problem is the loss WimeQo achieve your investment goald/hen

a major correction occurs in the financial markets, which occur quite frequently, getting back to even i
NOT the real problenWhile capital can be recovered fmlling a destructive event, the time to reach

your invesinent goals ipermanently lostx
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taken all usual and reasonable precautions to determine that the information contained in this publication is accurate and efforts to summarize and analyze such information
are based on approved practices in the industry. However, the market forces underlying investment value are subject to sudden and dramatic changes and data availability
varies from one moment to the next. Consequently, the author cannot make any warranty as to the accuracy or completeness of information, analysis or views contained in
this publication or their usefulness or suitability in any particular circumstance. You should not undertake any investment or portfolio assessment or other transaction on the
basis of this publication, but should first consult your advisor. The author accepts no liability of whatsoever kind for any damages or losses incurred by you as a result of
reliance upon or use of this publication in contravention of this notice. All performance data represent past performance and are no indication of future performance.
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Late in thisheavilymanufacturedmarket cycleand our own lifespanj K S

the net yields they providever the next decadenattersnow more than ever!

LINA OS 4 S

Liard F 2 N

As shownbelow in each of the stockmarket cyclessince 1996exuberantprices and low volatility convinced
many participantsthat those concerned abouvaluefor price were old-fashioned, dull and ouof-step with
YIEylF3aSNAR RARYQi

the newparadignt until prices collapsed! & S F dzt
buying them today.

When The Crash Comes - Who You Gonna Call?

0dze (K2

f, REAL INVESTMENT ADVICE

/

Help!
Where's My Advisor?

2,450
Online Trading ETF Proliferation Launch Of
R/E - Mortgage "Robo-Advisors"
2,200 Products. & Passive Indexing
3950 I Dop't Need An
Advisor-1'm A
Genius
1,700
1,450
1,200
Nope...No
930 Bubble Here. -~ =
2 2
= =
700 = 2 = 2
e S
T = e =
Tz = = »
450 g - [ [
2 Credit/Real Estate 2
i Tech Bubble = Bubble = Liquidity Bubble
1990 1994 1998 2002 2006 2010 2014

— S&P 500 Stock Price Index

Whether it be acres of oltech auto
inventories,superfluousetail space, 51_’2:‘)5’( s
unaffordable housing or financial ARE | .
assets priced for losses, the qties DOING

for thinking people today igsho will GREATI ,
buy assets when present owners are ‘E’t’gg )
desperate for liguidity and cashRot DO T

the highly indebted and undesaved Niﬁ%{j&?
masses. Not thpensions, typical

managers, mutual funds, ETFs and dc

it-yourselferswho are holdingdss than

5% cash today. Only those who are defensive now, will be able to maintain liquidity to act as the strong hand
buying from weak in the coming clearance sale§ QPSS RS&aAIJY SR 2dzNJ LR NI F2f A 2
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basis of this publication, but should first consult your advisor. The author accepts no liability of whatsoever kind for any damages or losses incurred by you as a result of
reliance upon or use of this publication in contravention of this notice. All performance data represent past performance and are no indication of future performance.



12

Canadian annual GDP growth rate since 1960: topping out this recovery in 2011, Canadian growth has
averaged less than%® since.This monththe Bank of Canadgparked a C$ rally by noting monetagtes are
GSEGNI 2NRAY I NAE & f 2 ¢0{201braRP 8z 4t K2 PSI R24BR BT A NKERER |
justify rate hikes in 2014m p 3 hakdén@ follow through withthem now withGDP momentum much weaker.

CANADA GDP ANNUAL GROWTH RATE

The BOC's whispered rate hike has much less to do
w/GDP growth and more with stuffing the investor 1
speculation genie back into the bottle which they iet oun.

No hikes.

2013

SOURCE: TRADINGECONOMICS.COM | STATISTICS CANADA

Canadian 1€year government bond yields here since 2000 have been rolling over s20d® and again year
to date. Rock and hard place: if the BOC does hike short term rates to try and get off the zero bound and
dampen rampant real estate speculation, it will also intensify economic weakness. The bond market is
predicting slow growth andontinued price deflatiorither way.

CANADA GOVERNMENT BOND 10Y
A rate hike by the Bank of Canada will be deemed a policy mistake
by the bond market. It may be that Mr. Poloz is simply trying to
raise rates so the BOC can lower them as the slowdown broadens,
unfortunately housing data, auto sales and energy prices suggest
that opportunity has come and gone.

‘w:lﬂr e

As the Bank of Canada
hints at a near term
rate hike, the bond
market looks past it
toward deflation.

200 2004 2010 2013

SOURCE: TRADINGECONOMICS.COM | TREASURY BOARD OF CANADA
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The USD/CAD Index hesince2007. After a breakout at the end of April, Juneawthe UFCAD ratio weaken

G2 G0Sad adzl2 NI GKIF GQa

the other side, a trifecta of headwinds for Canada from household debt/property bubbles to weak oil and

KStR

AAYOS Hnamp AY

lower export prospects suggest thate if done, will be hard to hold for long.

D U5 Dotar 1o Canscian Doler (EOO) INDX

2 Jun2017
W $USDCAD (Monthly) 1.300 (29 Jun)

Hawkish bankers push a
SUSDCAD test of support...

L

Despite the sell-off in USDCAD
back to support @ 1.30 area, the
impact of a 6% decline in crude in
June, a slowdown in housing and
autos, will do little to support the
BOC's rate hike thesis.

iKS

Oil (WTIC) here since 2010, droppadurther 7%in Juneand may well retest support below $40.0PEC

production cus are not enough to buoy prices in the face of weakening demand, high inventories and cash

hungry producers worldwideChallenges are compounding for Canada and othesenpbrters.

- $WTIC (Monthly) 44.93

Canada's two largest exports (autos & oil)
continue their decline despite the hopes of both
the financial pundits and the BOC. The facts are
that periods of contracting economic demand
are a natural response to over-consumption,
especially when prodded for years by
experimental central bank intervention (QE).

ARXL Crude SUDPOIT drua

2888

X
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I v I R I M@ sinteg{ OctobeR016 is 66 weighted in just 2 sectors: financials aadergy. Both are
vulnerablelate in this cycle This monththe Canadianndex lost ground (bluenow negative yeato date,
while mternally the number of stocks trading above thetiO-day movingaverage(redy erodedfurther.

X Comproete Percert of Stocks Abovs 50 Day Movry Average (EQD) T5€ AT

XA’OI (Dally) 41.74 (29 Jun)

1960 ‘?sx 1513774 |
’. !w

The TSX catches down to its eroding internals as the
number of TSX stocks able to hold above their 50 day
price average falls further.

The index spent 7 years makingckats 2008 lossesnly to stagnate again since 20I#he declinghis month
of just over 1% was enough tape out all gains since June 2008run-of-the-mill bear market declinef
25% would takehe Canadiamarket back to where it was ats secular top in 2000 17 years agb

The S&P 500 Indgblue line) sinceOctober2016. US stocks were sligithigher on the month, butvith less

conviction under the hood: the number of stocks trading above theid®p moving averagén red)has been

weakening since JahuNE | & CoKdSY LI NN & A y i 2R (RKASY L9 NHzY L) & f dzY
| SSPXASOR St 500 percert o Shocks Above 50 Day Movig Average (ECC) N6 ' ;

. -$SDXA50R (Dadly) 60.60 (29 Jun

The SP500 internals had a decent start to the month until recently when
the entire month’s gains, and some, were given back. With stock
markets more expensive now then 1929, 2007 and nearly 2000,
internal metrics like these are the first signs of danger and opportunity.
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It took 16 ¥z yeardor the tech-heavy NASDAQ index tmake back its 200003 lossesfinally achievingsome
net gains in2017 onits wildly over-valued¥ C! | b D QFaaebadk)Anmazon, Apple, Netflix and Google
below). Snce Januaryfewer andfewerindex membergarticipatedin the rally. Ajumpin selling pressure for
the fab 5in Junetook the NASDAQin purple below) lowemto month end. Further downsidedoms large

Amazaon
Nasdag

Google

Netflix

~
In another sign of risk-off this month, ' " Appia
market darlings,Apple, Netflix and V
Google are seen underperforming the

broader index, while Facebook and

Amazon follow along.

& i B sm
A decline of less thah7%from present levelsvould delete theentire gainsince March 2000. A 500%

decline, like 2000 and 2008 (reasonable from present valuations), would return thetmtisels first seen in
1997.This highlights capital risk from here, as well as valuabéntey prospects ahead.

Here since2007:US 10year government bond ields rose slightly in June, but the secular downtrend and
roll-over since January remain intadtintil wages increasand consumer debt isignificantlyreduced, the
secular forces of deflatioand slowgrowth are likely todominae. As noted &st month,a flattening yield
curver longrates falling as short rates riséhas signalled the start @veryrecession for decades.

STNX CBOE 10 Yesr LS Tressury Yiedd ivox. - 4 ___ ®odthamcon

LRSS 2 er 12 1283 Chig +190 (v6 24%) «

M TNX (Weehly) 22.82 — —————

US and Cdn 10 yr bonds had over-reacted in lock-step to Fed/BOC
tightening rhetoric, this may provide an opportunity to extend
duration as rates fall on the backs of slowing consumer demand.

This publication is intended to convey information only. It is not to be construed as a solicitation or offer to buy or sell any of the securities mentioned in it. The author has
taken all usual and reasonable precautions to determine that the information contained in this publication is accurate and efforts to summarize and analyze such information
are based on approved practices in the industry. However, the market forces underlying investment value are subject to sudden and dramatic changes and data availability
varies from one moment to the next. Consequently, the author cannot make any warranty as to the accuracy or completeness of information, analysis or views contained in
this publication or their usefulness or suitability in any particular circumstance. You should not undertake any investment or portfolio assessment or other transaction on the
basis of this publication, but should first consult your advisor. The author accepts no liability of whatsoever kind for any damages or losses incurred by you as a result of
reliance upon or use of this publication in contravention of this notice. All performance data represent past performance and are no indication of future performance.



16

Here since 200US Hyield bonds (HYG) have lost relative value against investmgnatde (LQD) since

2011 The Trump bumpran outof steam in Marchwith no break irthe deflationarytrend, so far.The average
yieldfor a junk bond is currently 5.48(because prices att®o high), well below the teryear average of 8.3%.
Corporate bond$ave a lot further to fall (see 20a@),beforeyieldsmove up to historic norms once more.
When they do, the sector will offer lower capital risk and valuable fixed income yields to add to our accounts.

I L Qe ) 0,308

SRRt i AT

The Trump-Bump is over...

After 2 failed attempts to go higher, the willingness of investors to
add higher risk/higher yield debt has failed as this indicator post
the Trump-bump is now in decline (i.e risk-off).

|

A J O @ A J 68 A ) 0O AT O A J O A I DNA IO A Y ON A )OI A I ON AT D

Enjoy those precioussummerdays and nights Quotes of the month:

G2 KSYy &aKIFINB LINAOS&a IINB 26> Fa (KSe& oSNB Ay
muted while perception of risk is very high. By contrast, when securities prices are high, as they are
today, the perception of risk is muted, but the risks to investors are quite elevEtede are 3 forces

that investors are regularly combatting:

1. ANBSR YR FSINE gKAOK LINBa édN.B Ry DdSa

2.1 3INB3a&ADS OWER ]BNE]ES MBY ASYARI YIBNI RS NE 4 &
GKIYy GKS& OFy RSt AGSNI

3. Ay@Sai2Na “ﬁiKGmﬁMNEII VIRZ tONBDVAR/ S LI 3aAdS
AYRSE o03ByPRYNBRAANAOGAZ2Y A (KI G GIdMB f &dz
LINE @Sy 2dz LISNF2NXYIyOSo

As formissing the Trump rally by continuing to hedge and focus on the long t&k¥é truly don't
care.We're not going to fall into the trap of trying to outsmart others with clesleort-term trading.”
--Value managerSeth KlarmanBaupost, May 27, 2017
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G! YIFENJ]SG GKIF G idiversidate)riskasdniposSio ltradd. Xou caryl® yiskn (long
stocks), or risloff (short stocks), but there are virtually no berefi diversification. Look &&P 500

index funds. In the old days, you would say you werersified if you owned omeyouowned 500

stocks! Does anybody really think that they are diversified by owningdex fund today? No.

You owrthe same 500 stocks that everyone else owns. Again, there is nothing left but systematic risk.

And this is borne out by experiemcprofessional stockickersare getting schooled. You are either

f2y3 C!bD wCl 0S6221= !'YIT2ys bSGFtAE |yR D223
to say that active managers are stupid.

dzi R2 @2dz GKAY] A0Q&a Y2NB f A1 $upid orb)Khatihg VI
environment suddenly changed?¥ & 2 dzQNX 2y S 2F (K2a$S &Yl NI LIS:
process and just buyANGS? Or do you stick with what has worked your entire career in the likelihood
that it will oneday work agaf K ¢ KA a GAYS A& &la®@lion judeR2, AT RA

dMarket adjustments to date have occurred without significant strelesvever, the risk of a sharp

and disorderly reversal remains given the compressed credit and liquidity risk pAsraa

result,market participants need to be mindful of the risks of diminished market liquidity, asset price
RAAO2YGAYydzZAGASa | yR Oz Wark GwngyyBank f ERyland, Jina 20574 Y |

@ bnou’qwk-n,
“Let’s talk about that all-caps email.”

52y Qi F2NBS (dwwiviuggithgdinariite. SodeNdaily €har8 and commentary
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