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Breaking Even on Uneven Ground
It’s been an unnerving and confusing year, to say the least. We worry about all sorts of risks all
the time, but not in our wildest dreams did we imagine we would be navigating the consequences
of a global pandemic. The experience has been surreal, humbling and also surprising.
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If asked a year ago how we thought the OB Model Portfolio* would withstand a worldwide pandemic and the
worst economic contraction since the Great Depression, we would have predicted a major hit to the value of
our portfolio. Although we owned high-quality businesses and were postured somewhat defensively with
an unusual and meaningful level of cash, we would not have thought that would be enough to save us from
significant and lasting economic pain.
The decline in the first quarter was alarmingly fast and deep, yet the value of our portfolio has bounced back
astonishingly well. As of mid-August, we had recouped all that had been lost earlier in the year and achieved
a year-to-date return of zero. Ordinarily, break-even status would be no reason for cheer, but it is remarkable
considering the ongoing troubled state of the world.
The value of our Model has risen alongside the Canadian and U.S. equity benchmarks; including reinvested
dividends, the S&P/TSX Composite Index is down just 1.2% for the year to date, while the S&P 500 Index is up
almost 8%, in Canadian dollar terms.
It’s reasonable to wonder why the stock market is doing so well when the COVID-19 virus is still thriving and
the economy is struggling. We can think of three reasons:
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1. Central banks are pumping enormous amounts of cash into the financial system with their bond-buying
programs. Much of that cash gets redirected into the stock market, which puts upward pressure on stock
prices.
2. A small number of very large businesses, like Apple, Amazon and Microsoft, are thriving in a COVID-19
world. These businesses are disproportionately driving the indices higher because they are weighted by
company size, which is masking the damage below the surface. Most stocks are still well below their
highs. The U.S. Information Technology sector, for example, is up 28% year to date, while the Canadian
Energy sector is down 24% over the same period.
3. Business bankruptcies have been limited and personal incomes have held up well, despite record
unemployment, thanks to generous support payments, loans and loan deferrals.
It’s the last point that makes us wonder and worry.
When the pandemic hit, there was a strong bipartisan consensus all over the world to act fast and powerfully.
It was the right thing to do, and it’s the reason the recovery has been impressive. But now that governments
have run up huge debts and economies are re-opening, society is less united on the role of government going
forward. Some feel that governments should scale back fiscal support and slow the growth in debt, while
others worry that the economic recovery will falter if financial aid is reduced or eliminated too quickly.
Continued on next page
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“
Quality remains paramount in the

higher-risk, slow-growth world in which

we live. But the best businesses are

popular and pricey, and we have to

moderate our return expectations

and make sure we own less popular

businesses too. It’s also important to

be diversified with cash, fixed income

securities and even some gold. It’s

more essential than ever to hedge

one’s investment posture and not

be overly exposed to one economic

outcome.

”

In America, Republicans and Democrats have been unable to come to an agreement regarding the size and
scope of the next round of fiscal stimulus. President Trump seems intent on reducing financial support, seeking
just $1 trillion in additional stimulus instead of the $3.4 trillion package the Democrat-controlled House of
Representatives passed in May. The $600 per week federal supplement to state unemployment benefits expired
at the end of August, leaving millions of workers wondering how they were going to make ends meet.
Republicans don’t appear to have much appetite to provide additional aid to cash-strapped state and local
governments. President Trump also seems reluctant to spend more on testing and contact tracing, which are
critical to getting the economy back on its feet in the absence of a vaccine or better treatments. While we
expect the two sides to ultimately compromise and provide additional stimulus, the delay and uncertainty
could stall the economic recovery.
The potential for political gridlock on important fiscal policy matters during a recession is precisely what we
worried about a year ago, and it was why we raised cash and subsequently bought gold in our Model Portfolio.
The reason we haven’t yet seen devastating second- and third-order effects from business closures and high
unemployment is because government support has been enormous, and we worry that some politicians don’t
appreciate the risk of reducing aid prematurely.
We believe in capitalism and prefer free markets with limited government involvement, but we are also realists,
and unfortunately we think the private sector is going to be licking its wounds for a while. That means more
saving and less job creation from the private sector, such that society will need to rely on governments to a
greater degree to create jobs.
Governments will have to be a lot smarter with economic support going forward. Speed and a one-size-fits-all
approach were helpful out of the gate, but if we don’t transition to programs with a future return, we run the
risk of bankrupting ourselves.
There is a great opportunity for governments to create jobs by building and enhancing infrastructure, restructuring
our healthcare systems to be stronger and more resilient, investing in research and development, and advancing
critical projects like clean energy. We need plans and policies that engage both the public and private sectors
in these important endeavours. But, governments need to make sure their investments have a future payoff
and that they are not throwing good money after bad. Keeping zombie companies alive in times of distress
merely prolongs the pain.
Social unrest around inequality was our biggest long-term concern prior to the current crisis, and still is. Fortunately,
one of the silver linings from the COVID-19 tragedy is that the issue of inequality has been brought to the
forefront. Inequality has been a problem for a long time, and the pandemic has both exposed it and made it
worse. COVID-19 is hitting lower-income people harder because they lack access to adequate healthcare and
tend to live and work in over-crowded conditions. Worldwide protests on this matter are no surprise. Inequality is
a global issue, and we believe change is in the air.
It often takes a crisis to precipitate meaningful change, and we are optimistic that, although the path may be
bumpy, much good will come from this chaotic period and there will be more balance and fairness in the
world. The human race has a history of emerging stronger from periods of crisis, and we don’t think this period
will be any different. The world desperately needs better leadership, and we are hopeful that too is forthcoming.
We are also optimistic that we will get a vaccine and/or better treatments. Our scientific and technological
capabilities are unparalleled in this age, and never before has the world had so much money and so many
people focused on solving the same problem.

* The Odlum Brown Model Portfolio is an all-equity portfolio that was
established by the Odlum Brown Equity Research Department on December
15, 1994, with a hypothetical investment of $250,000. It showcases how we
believe individual security recommendations may be used within the context
of a client portfolio. The Model also provides a basis with which to measure
the quality of our advice and the effectiveness of our disciplined investment
strategy. Trades are made using the closing price on the day a change is
announced. Performance figures do not include any allowance for fees. Past
performance is not indicative of future performance.

Despite our optimism, there are bound to be plenty of good and bad surprises along the way, and that means
stock market volatility. The next few months are critical with regard to the evolution of government policy and
leadership, and we will be watching those developments closely. Quality remains paramount in the higher-risk,
slow-growth world in which we live. But the best businesses are popular and pricey, and we have to moderate
our return expectations and make sure we own less popular businesses too. It’s also important to be diversified
with cash, fixed income securities and even some gold. It’s more essential than ever to hedge one’s investment
posture and not be overly exposed to one economic outcome.
MURRAY LEITH,

CFA

Executive Vice President and Director, Investment Research
@murrayleith
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Insuring Children or Grandchildren
Creates a Lifelong Gift
Fun fact:

As a parent or grandparent, you want the
best for the children in your life. Decisions
you make today, like investing in Registered
Education Savings Plans, can create lasting
financial benefits for these younger generations.
Purchasing life insurance for young children or
grandchildren is another opportunity to create a
meaningful financial legacy.

In 1961, Jim Pattison used the
cash value in his life insurance
policy as borrowing collateral

It may feel strange to contemplate buying insurance
that covers the young life of your child or grandchild;
however, hindsight is often 20/20. Imagine if your
parents had purchased a policy for you when you
were a baby, young child, teenager or young adult
that lasted your entire life.
Life has speedbumps, and future health or lifestyle
events not only happen but may restrict your child
or grandchild’s insurability and impact future
life insurance premiums. By securing appropriate
coverage for your child or grandchild early, they
can look forward to embracing life events, such
as marrying, having children of their own, buying
a home and/or establishing a business, without
this worry.
While there is the question of paying premiums for
more years when a policy is bought at a younger
age, the type of policy purchased for young children
is usually a whole life policy that offers other financial
advantages. Such policies can accumulate “cash
value” and receive policy dividends, which are
generally able to accumulate tax-sheltered inside
the life insurance policy. Dividends are normally
used to buy more insurance over time and can
increase the cash value. When a whole life
insurance policy has decades to accumulate, the
cash value and insurance coverage provided can
grow to a substantial amount.
The cash value in a policy can be accessed for
future goals,* such as:

to open his first General Motors
financially responsible, you can transfer the policy
(including its cash value) to your child or grandchild
without income tax implications. Grandparents can
also transfer policy ownership to the child’s parent
to allow for ongoing guidance until a later date.

automobile dealership on the
corner of 18th and Cambie in
Vancouver, British Columbia.

As many families have unique circumstances and
individual concerns vary, we work closely with our
clients to ensure the structure of any insurance
policy purchased for your children or grandchildren
will be a welcome benefit and a valuable asset to
them and/or the generations that follow.
You want your children and grandchildren to dream
big and accomplish their goals. The purchase of a
life insurance policy for a child can be a timely,
lifelong gift to create a strong, resilient foundation
for their dreams. For more information, please
contact us through your Odlum Brown Investment
Advisor or Portfolio Manager.
DEBBIE STUART, CLU, CHS

Estate and Insurance Planner
Odlum Brown Financial Services Limited
*Tax implications vary depending on how the cash value is accessed.
Odlum Brown Financial Services Limited (OBFSL), a wholly owned subsidiary of
Odlum Brown Limited, can offer Odlum Brown clients a variety of coverage
options from many of Canada’s top insurance companies tailored to suit their
individual needs. Our licensed professionals are here to help you assess your
position and then implement customized recommendations to meet your individual
circumstances and needs.

• Post-secondary education
• A down payment on a home
• Starting or buying a business
• Unexpected healthcare or medical costs
• An additional source of retirement income
Since you are the initial policy owner, you can help
to guide and educate the next generation on the
value of financial assets such as life insurance and
help to prevent mistakes that are often made by
inexperience. When you decide that they are
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Odlum Brown in the Community
At Odlum Brown, we are committed to supporting the communities where we live and work. Here are
two of the wonderful initiatives we are sponsoring this month:

Ovarian Cancer Canada Walk of Hope:
The Virtual Edition
September 13, 2020
Throughout BC
For the seventh consecutive year, Odlum Brown is proud to be the Provincial Sponsor of the Ovarian Cancer
Canada Walk of Hope. The Walk will certainly look different this year as it moves to a virtual event, but the
community continues to focus on raising vital funds to provide support, raise awareness and fund much-needed
research into prevention, improved treatments and, ultimately, a cure for ovarian cancer.
For more information, visit ovariancanada.org.

BC Culture Days
September 25 – October 25, 2020
Throughout BC
Odlum Brown is pleased to support BC Culture Days as a Provincial Sponsor. As Canada’s largest public
participation campaign for the arts, Culture Days celebrates art, culture and heritage in communities across
the country. Explore free, interactive events, in an extended virtual schedule, perfect for the whole family.
For more information, visit culturedays.ca/bc.
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DISCLAIMER & DISCLOSURE
Odlum Brown Limited is an independent, full-service
investment firm focused on providing professional
investment advice and objective research. We respect
your right to be informed of relationships with the issuers or
strategies referred to in this report which might reasonably
be expected to indicate potential conflicts of interest with
respect to the securities or any investment strategies
discussed or recommended in this report. We do not act as a
market maker in any securities and do not provide investment
banking or advisory services to, or hold significant positions
in, the issuers covered by our research. Analysts and their
associates may, from time to time, hold securities of issuers
discussed or recommended in this report because they
personally have the conviction to follow their own research,
but we have implemented internal policies that impose
restrictions on when and how an Analyst may buy or sell
securities they cover and any such interest will be disclosed
in our report in accordance with regulatory policy. Our Analysts
receive no direct compensation based on revenue from
investment banking services. We describe our research
policies in greater detail, including a description of our rating
system and how we disseminate our research, on the Odlum
Brown Limited website at odlumbrown.com.
This report has been prepared by Odlum Brown Limited and
is intended only for persons resident and located in all the
provinces and territories of Canada, where Odlum Brown
Limited's services and products may lawfully be offered for
sale, and therein only to clients of Odlum Brown Limited. This
report is not intended for distribution to, or use by, any person
or entity in any jurisdiction or country including the United
States, where such distribution or use would be contrary
to law or regulation or which would subject Odlum Brown
Limited to any registration requirement within such jurisdiction
or country. As no regard has been made as to the specific
investment objectives, financial situation, and other particular
circumstances of any person who may receive this report,
clients should seek the advice of a registered investment
advisor and other professional advisors, as applicable, regarding
the appropriateness of investing in any securities or any
investment strategies discussed or recommended in this report.
This report is for information purposes only and is neither
a solicitation for the purchase of securities nor an offer of
securities. The information contained in this report has been
compiled from sources we believe to be reliable, however, we
make no guarantee, representation or warranty, expressed or
implied, as to such information’s accuracy or completeness.
All opinions and estimates contained in this report, whether
or not our own, are based on assumptions we believe to be
reasonable as of the date of the report and are subject to
change without notice.
Please note that, as at the date of this report, the Research
Analyst responsible for the recommendations herein, associates
of such Analyst and/or other individuals directly involved in
the preparation of this report may hold securities of the
issuer(s) referred to directly or through derivatives.
No part of this publication may be reproduced without the
express written consent of Odlum Brown Limited. Odlum Brown
Limited is a Member-Canadian Investor Protection Fund.
Odlum Brown Limited respects your time and your privacy.
If you no longer wish us to retain and use your personal
information preferring to have your name removed from our
mailing list, please let us know. For more information on our
Privacy Policy please visit our website at odlumbrown.com.
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