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What’s News

By Neil Mclver

Summer Headwinds:
Newly minted U.S. Federal
Chairman Ben

Bernanke has made quite a

Reserve

splash since being appointed to
replace Alan Greenspan. Off
the cuff remarks from both he
and a few of his Regional
Chairman have sent mixed
signals to the market which
had the effect of eroc].ing some
confidence in his abi]ity to

e{fec’cively steward the giant U.S. economy. He does appear to be
moving quiclzly to ensure that inflation is contained })y raising rates.
The difficulty is that after growing at the remarkable interest rate of
5.6% in the first quarter of 2006, the U.S. economy appears to be
slowing just as interest rates move up. Another issue facing the U.S.
economy today is the cresting valuations of the 1’1011sing market.
This market, which has been responsible for a tremendous amount
of wealth creation over the past number of years, has led many in
both Canada and U.S. to borrow against their homes in order to
Speculate in other real estate markets or to fund their 1i£esty1e. The
spectre of rising rates has caused the homebuilders confidence
(similar to consumer confidence for U.S. homebuilders) to fall to
an 11 year low and the pool of unsold homes to rise signi{icantly.
More importantly, the level of U.S. personal debt is l'ligl'l with most
of it borrowed based upon the now questional)]e value of the

1
consumers home.

It's very lilzely that })y raising rates now Bernanke will engineer a

'soft 1an(1ingv and slow the U.S. economy in a controlled manner.

Qutside the U.S. economic grow’cll remains robust, which will help
insulate Canada from a slowdown south of the border. China's
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industrial capacity alone will grow at an astounding 15% this year

and global demand for Canada's commodities remains strong.

Markets:

Technical indicators (charting) suggest that both energy and
precious metals have tested the bottom and now will likely recover
nicely. Large cap Canadian equity positions in your portfolio such
as Petro Canada and Encana appear poised to resume their upwarcl
march. Similarly, the TSX Gold Index appears to have bounced off
the bottom and although it's off 309 from its peak, it has still
provicle(l a 389% return over the past year. The 1onger term view of
Gold also looks rather positive. Strong corporate earnings have
resulted in the TSX being at the least expensive level that it has
traded on a price/earnings basis for ten years. I expect that the TSX
will provide a 6.5% to 10.5% rate of return from this point until
the end of the year.

High quality U.S. companies, likewise, are tracling at less than half
the price/earnings multiple they were four or five years ago. Many of

these companies are loecoming quite attractive for patient investors.

Corporate bonds are finally beginning to look somewhat more
lucrative as they are beginning to provide realistically more

attractive rates of return versus government bonds.

West Coast Trail:

By the time you read this, comfortably in your home, I will likely be
out on the wild West Coast Trail with my wife Tricia and my 12
year old step-son Mitchell with 50 to 60 pounds on my back. We
will be carrying all our food, ClOtl’liIlg and tents while {iltering water
from streams as we hike the trail over eight days. Although I look
forward to the adventure, I seem to be constantly checlaing the
weather forecast hoping for no rain! With any luck out t}lere, I'l be
returning to the office on Monc],ay, ]uly 17th.
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On the Marlz

By Mark ]asayleo

Defining‘ Bull and

Bear Markets:

The terms "Bull" and "Bear"
markets have become common
terms to investors. However,
what defines a Bull and Bear
market is far from common.
With market volatility over
the past eight Weelzs, such
diverging definitions become

more apparent.

Many commentators claim that we have seen a Bull market in stocks
since 2003 and that if there is at least a 20% downward move from
the pealz, we will enter a Bear market. With a definition like this, it
appears that Bull and Bear markets frequently alternate. The more
the two types of markets oscillate back and {orth, the less useful the
definition is to a strategic investor looking to benefit from Asset
Allocation.

One of my pre{erred definitions for Bull and Bear markets is the
trend in the average Price-to-Earnings (PE) ratio for the market.
For instance, as a Bull market reaches its pealz, the PE ratio will also
be at its highest. The Ratio indicates that investors pay an
historically high price for a stock given its current earnings. This is

what happens when investors are eupl’xoric.

Using the overall PE ratio, we are currently in a Bear market that
began in March 2000. The overall PE ratio has fallen from a peak
of over 30 to around 14 now. The preceding Bull market lasted
from 1982-2000, and the Bear market before that was from
1966-1982. The PE measure also corresponds nicely with the
pu})lic's psychology towards owning stocks during these time

periods.

These longer-term cycles are often referred to as Secular Bull and
Bear markets. Within these cycles, there are always fluctuations that
can trend in the opposite direction for a couple of years, just like we
have seen with rising markets from 2003-2005. However, overall
PE ratios continued to decline and over the 2000-2006 stretch

the major market indices are also down.

Despite the fact that we are in a Secular Bear market and are
susceptil)le to sell-offs like the one recently, many of the great
investors established their stellar track records in markets like this.
Peter Lynch, Warren Buffet and ]ohn Templeton plante& the seeds of
their success back in the Secular Bear market of the 1970's before
rising to fame in the 1980's.

Our Asset Allocation Process is &esignecl to take aclvantage of Secular
Bear markets. We are under—weighting the most vulnerable
components such as large US growth companies and avoiding low
quality companies. In addition, the Process' signiﬁcant weig}lting in
Canadian stocks will help to offset some of the Bear market ailments
in the US. Canadaisa unique market with a focus on exporting energy

and materials to a growing world. This trend should continue.

Sincerely Saleena

By Saleena Vellani

Website:

After many months of
restructuring, we are pleasecl to
have launched our new website:

www. mcfverwea/tll. com

Qur new website is clesignecl as a
resource and guide for our clients.
It contains full Liographies on
each of the team mern]oers,
explains the concept of a family
office, and the portfolio

management section explains our

advanced portfolio management
process. The key links section has a group of very useful websites,
including a full range of easy to use financial calculators. Additionally,

you can access your portfolio online directly from our website.

At the Mclver Wealth Management Consulting Group, we pric],e
ourselves in delivering the highest quality advice and financial
solutions tailored for the most successful Canadians and their
families. Please feel free to share our website with those who qualify
and may benefit from our exclusive services. We believe that they will

value our conservative guidance.









