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R E P O RT O N B U S I N ES S

Investors pull largest
amount from U.S. mutual
funds, ETFs since 2014
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Markets summary
CANADIAN STOCKS

The Toronto Stock Exchange’s S&P/TSX rose 18.08 points, or
0.11 per cent, to 16,563.29.
Leading the index were Crescent Point Energy, up 9.3 per
cent, Torex Gold Resources, up 7.5 per cent, and Whitecap
Resources, higher by 7.3 per cent. Alimentation Couche-Tard
rose 2.5 per cent as the Quebec convenience store giant aims
to double its net earnings in the next five years.
The most heavily traded shares by volume were Encana,
Canntrust Holdings and Barrick Gold.

Some of last week’s
$25.1-billion in outflows
could be attributed to
midyear rebalancing,
but may also be sign of
nerves, researcher says

U.S. STOCKS

U.S. stocks closed higher and the S&P 500 index briefly crossed the 3,000-point mark for the first time on Wednesday as
remarks by Federal Reserve chairman Jerome Powell reassured investors about the potential for an interest-rate cut
later this month.
The Dow also hit an intraday record while the Nasdaq
closed at an all-time high after the release of prepared remarks for Mr. Powell’s testimony before the U.S. House of
Representatives financial services committee.
Amazon.com, Microsoft and Apple gained at least 1 per
cent and were among the biggest boosts to the indexes.
The Dow Jones Industrial Average rose 76.71 points, or 0.29
per cent, to 26,860.2, the S&P 500 gained 13.44 points, or 0.45
per cent, to 2,993.07, and the Nasdaq Composite added 60.80
points, or 0.75 per cent, to 8,202.53.

DAVID RANDALL NEW YORK

U.S. investors pulled the largest
net amount of assets from mutual funds and exchange-traded
funds that hold domestic stocks
in more than five years last week
even as the U.S. equity market hit
record highs, according to data
released Wednesday by the Investment Company Institute.
The roughly US$25.1-billion in
net outflows from domestic stock
funds was the largest since the
US$25.2-billion pulled from the
category during the week that
ended Feb. 5, 2014.
Over the past two weeks, investors have pulled approximately
US$30.6-billion from U.S. stock
funds.
At the same time, the benchmark S&P 500 index has notched
several record highs, bolstered in
large part by expectations of an
equity-friendly interest-rate cut
by the Federal Reserve by the end
of the year. The S&P 500 traded
above 3,000 for the first time
Wednesday after Federal Reserve
chief Jerome Powell said that the
central bank would “act as appropriate” to sustain record U.S.
growth.
“It’s surprising to see outflows
accelerate because we had a very
strong U.S. equities market in the
first half of the year and investors
have historically put money to
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Over the past two
weeks, investors
have pulled about
US$30.6-billion from
U.S. stock funds.
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work when markets have rallied,”
said Todd Rosenbluth, director of
ETF and mutual fund research at
New York-based research firm
CFRA.
While some of the outflows
could be attributed to midyear rebalancing, “it’s a sign that investors are getting more nervous
about what’s ahead for equity
markets in the second half of the
year as concerns about a slowing
U.S. economy grow,” Mr. Rosenbluth added.
Fixed income funds continued
to attract investor dollars. Taxable and municipal debt funds
brought in US$10.4-billion in new
assets last week, continuing a
streak of positive inflows into the
category over every full week of
the year to date.
World stocks, meanwhile, lost
US$3.6-billion in net outflows,
continuing a six-week streak in
which the category has lost
US$11.6-billion in assets.

COMMODITIES

Oil prices rose 4.5 per cent a barrel to their highest level in
more than a month after U.S. crude inventories shrank and as
major producers cut nearly a third of offshore Gulf of Mexico
production ahead of an expected storm.
FOREX AND BONDS

The Canadian dollar strengthened against its broadly weaker
U.S. counterpart, moving closer to last week’s eight-month
high, as the Bank of Canada showed no sign that it would
match potential interest-rate cuts from the Fed.
The U.S. dollar fell against the euro and the yen as comments from Mr. Powell bolstered expectations for an interestrate cut this month.
Canada’s yield curve steepened in sympathy with the U.S.
curve.
The two-year rose 10.5 cents to yield 1.583 per cent and the
10-year was flat to yield 1.584 per cent.
The U.S. Treasury yield curve steepened after the Federal
Reserve’s concerns about global growth increased expectations that the U.S. central bank may cut rates more sharply
than expected in July.
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Financial heavyweights filtered by safety, value investing metrics
SEAN PUGLIESE

Select TSX-listed financial stocks

NUMBER CRUNCHER

COMPANY

CFA and investment portfolio
manager at Wickham Investment
Counsel
WHAT ARE WE LOOKING FOR?

My associate Allan Meyer and I
take a closer look at Canadian financials using our investment
philosophy focused on safety
and value.
THE SCREEN

We started our search by filtering
for Canadian exchange-listed
names in the financial sector
with a minimum market capitalization of $5-billion. Market cap
is a safety factor: Generally,
larger companies are more liquid
and stable. The list is sorted on
this metric by largest to smallest.
Dividend yield is the annualized dividend divided by the recent share price. Dividends generally reflect safety and stability,
and we love to get paid while we
wait for capital appreciation.
Then we looked at the debtto-equity ratio as our last safety

WHAT WE FOUND

Earnings momentum is the
change in annualized earnings
over the past quarter. A positive
number implies earnings are
growing while the opposite is
true for a negative number. Positive earnings momentum over
the long term should translate to
share price appreciation and perhaps dividend hikes.

Return on equity reflects profitability – a higher number is better. It is calculated by dividing
net income by shareholders’ equity. We’ve also included the average and median numbers for
most metrics to allow for better
comparability and the 52-week
total return as a performance
measure.

Manulife Financial Corp. scores
well across the board for both
safety and value. Fairfax Financial Holdings Ltd., Power Financial Corp. and Sun Life Financial
Inc. look good on most measures. Fairfax boasts the best
earnings momentum on the list
while Power Financial has the
highest yield.
The banks dominate the list in
terms of size or market cap and
tend to pay a good dividend, and
have attractive valuation and
profitability ratios, but also tend
to have high debt levels.
It should be mentioned that
owing to the nature of their business, banks are generally able to
carry and service higher levels of
debt.
Canadian Imperial Bank of
Commerce looks to be the most
attractive bank.
For investors who like the sector but prefer to diversify away
individual security risk through
an exchange-traded fund, iShares S&P/TSX Capped Financials
Index ETF (XFN) is an option.
Investors should contact an
investment professional or conduct further research before buying any of the securities listed
here.

TICKER

Royal Bank of Canada
RY-T
Toronto-Dominion Bank
TD-T
Bank of Nova Scotia
BNS-T
Bank of Montreal
BMO-T
Brookfield Asset Management
BAM-A-T
Manulife Financial Corp
MFC-T
Cdn. Imperial Bank of Commerce
CM-T
Sun Life Financial Inc.
SLF-T
Great-West Lifeco Inc.
GWO-T
National Bank of Canada
NA-T
Power Financial Corp.
PWF-T
Fairfax Financial Holdings Ltd.
FFH-T
Intact Financial Corp
IFC-T
Power Corporation of Canada
POW-T
IGM Financial Inc
IGM-T
Industrial Alliance Ins. & Financial
IAG-T
CI Financial Corp.
CIX-T
TMX Group Ltd.
X-T
Average
Median
Source: Eikon and Wickham Investment Counsel Inc.

factor. It is the debt outstanding
divided by shareholders’ equity.
A smaller number indicates lower leverage or debt levels.
The price-to-earnings ratio is
the recent share price divided by
the projected earnings per share.
It is a valuation metric: The lower the number, the better the value.
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46.4
32.3
28.2
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10.7
9.0
5.7
5.2
5.1

105.42
77.74
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100.35
64.00
24.29
104.24
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30.35
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30.30
642.01
123.50
28.33
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53.89
21.80
91.78

3.9
3.8
4.9
4.1
1.3
4.1
5.4
3.8
5.4
4.3
6.0
2.1
2.5
5.7
6.0
3.3
3.3
2.7
4.0
4.0

310.8
179.1
164.0
278.5
404.6
29.3
147.2
42.1
25.4
283.0
75.6
49.4
28.3
117.8
200.4
15.8
105.2
32.7
138.3
111.5

11.2
10.8
9.5
10.1
21.4
8.0
8.4
10.5
9.8
9.8
8.6
9.0
16.8
8.7
11.3
8.8
8.8
15.9
11.0
9.8

1.5
2.0
-0.1
1.1
-6.4
4.4
0.2
-1.2
-2.5
1.0
-2.2
45.5
-1.4
-16.2
-2.1
-0.7
-0.4
-0.6
1.2
-0.5

17.7
16.3
13.9
14.2
12.9
13.6
16.4
13.5
11.3
17.6
11.2
4.0
11.6
6.9
17.5
11.4
36.2
8.6
14.2
13.5

10.1
6.6
-0.3
2.6
21.4
7.8
-4.6
8.4
-0.8
4.5
4.8
-9.4
37.0
2.1
4.4
10.0
-1.3
12.4
6.4
4.7

EYE ON EQUITIES STEFANIE MAROTTA

FLUOR (FLR-NYSE)
CLOSE US$31.89, UP 29¢

PREMIUM BRANDS (PBH-TSX)
CLOSE $93.46, UP 96¢

CGI GROUP (GIB.A-TSX)
CLOSE $102.20, DOWN 24¢

TUCOWS (TC-TSX)
CLOSE $69.05, DOWN $10.79

AG GROWTH (AFN-TSX)
CLOSE $53.27, DOWN 20¢

With a suite of new senior executives and a “couple of troubled
projects in backlog,” Canaccord
Genuity analyst Yuri Lynk said
that he is not yet able to recommend the stock of engineering
and construction management
firm Fluor Corp. ahead of its second-quarter results on Aug. 1.
Target: He raised his price target
on Fluor to US$35 from US$32 but
maintained his hold rating. The
median is US$38, according to
Zack’s Investment Research.

Desjardins upgraded Premium
Brands Holdings Corp. based on
its strong growth track record,
concrete growth initiatives and
merger and acquisition opportunities. “While there are still shortterm challenges, we are increasingly optimistic on the company’s long-term growth prospects,” analyst David Newman said.
Target: He upgraded the stock to
“buy” from “hold,” and raised its
price target to $103 from $83. The
median is $96.

Ahead of CGI Group Inc. reporting its third-quarter results at the
end of July, Desjardins updated its
revenue and earnings per share
estimates for the IT services provider. Desjardins analyst Maher
Yaghi raised his revenue targets
for 2020 to $13.1-billion from
$12.9-billion while lowering adjusted EPS for 2019 to $4.77 from
$4.84.
Target: He kept his “hold” rating
on the stock and his $101.50 price
target. The median is $106.

Echelon Wealth Partners cut its
price target on Tucows Inc. as the
domain services and network access provider announced it would
be adding service over the Verizon network, extended its agreement with Sprint and will cut its
ties with T-Mobile at year end.
“We view the migration as shortterm pain for longer-term gain,”
analyst Gianluca Tucci said.
Target: He kept his “buy” rating
but cut his discounted cash flowbased price target to $100 from
$125.

Flooding and poor weather conditions hitting farmers in the
United States and Canada are affecting sales at AG Growth International Inc. CIBC analyst Jacob
Bout reduced his second-quarter
EBITDA estimate to $49.7-million
from $54.2-million. This reflects
“continued wet weather in the
U.S. (impacting farm storage and
commercial sales;) and dry
weather in Canada (impacting
farm sales),” he said.
Target: He maintained his price
target at $71 and “outperformer”
rating. The median is $70.50.

