ETF STRATEGY
Tactical Asset Allocation: June 2014
ETF RESEARCH & STRATEGY
June 9, 2014






We continue to favor stocks expecting further upside in the near and long term
We still prefer developed over emerging market equities with small caps offering greater upside
Despite the recent rebound we believe the trend for the Canadian dollar remains downward
Fixed Income durations should be kept short with overweight positions in lower credit issuers

Our recommended ETFs to express National Bank’s Asset Allocation Strategy:
Table 1 - Recommended ETFs
Asset Class

Equity

U.S.
Broad
U.S. Small
Cap
EAFE

Fixed
Income

U.S.
Technology
Short Term
High Yield

Ticker

Fund Name

VTI US
VUN CN
IJR US
VB US
XEF CN
VDU CN
XLK US
VGT US
IYW US
HYS US
SJNK US
CSD CN

Vanguard Total Stock Market ETF
Vanguard US Total Market Index ETF
iShares Core S&P Small-Cap ETF
Vanguard Small-Cap ETF
iShares MSCI EAFE IMI Index ETF
Vanguard FTSE Developed ex North America
Technology Select Sector SPDR Fund
Vanguard Information Technology ETF
iShares US Technology ETF
PIMCO 0-5 Year High Yield Corporate Bond
SPDR Barclays Short Term High Yield Bond
iShares Adv Short Duration High Income

Price
($)
101.47
30.13
111.10
115.07
25.33
29.58
38.36
95.71
96.14
106.89
30.87
20.46

Type*
USL
UnH
USL
USL
UnH
UnH
USL
USL
USL
USL
USL
C$H

QMV
($M)
44,201
166
13,899
9,002
177
138
12,968
5,440
4,153
5,061
4,262
360

20D ADV
(000)
1,549
45
732
337
43
22
5,180
277
241
361
860
77

MER
(%)
0.05
0.17
0.17
0.09
0.20**
0.31
0.17
0.14
0.46
0.55
0.40
0.61

*Type: US-Listed (USL); US dollar (USD); With currency hedge (C$H), and Non-hedged (UnH); **Stated Mgt Fee; Source: NBF, Bloomberg as of 9-June-14

Asset Allocation Strategy Report: Bonds away! –
June 4, 2014
Reference: Martin Lefebvre, Asset Allocation and
Investment Strategist
 Fixed income: The more bond yields fall, the less you
want to own them. Yields on U.S. 10-year notes
bounced off their technical support level of 2.40% on
the prospect that economic growth would accelerate
after contracting by 1% in Q1 2014.
 Equities: Stocks continue to offer the best expected
returns over both the short and longer-term horizons.
We still favour developed markets over emerging
markets. IT stocks still have potential, but late cyclical
sectors such as energy and materials could be limited
by the appreciation of the USD. Therefore, now is not a
good time to increase the weighting of the TSX in
portfolios.
 Currencies: The Canadian dollar got a break from
weaker growth in the United States, but the path of
least resistance for the loonie remains downward,
particularly now that the European Central Bank looks
set to announce further easing of its monetary policy at
its June meeting.

Table 2 - Global Asset Allocation 3-Month Horizon
Asset Classes

Weight
Min Under Equal Over Max

Cash
Bonds
(Duration)
Federal
Investment Grade
High Yield (USD)
Non-traditional Income
World Equities
S&P/TSX
S&P 500 (USD)
Growth vs. Value
Large Cap vs. Small Cap
Defensives vs. Cyclicals
MSCI EAFE (USD)
MSCI EM (USD)
Alternative Investments
Commodities
Energy
Base Metals
Gold
Hedge Funds (USD)
REITs
Source: Consulting Investment Committee, NBF
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 Commodities: Raw materials continue to suffer as a result of slower demand from emerging markets. Technically,
the price of gold bullion is due for a rebound, but it will most likely continue on its downward path towards
US$1,200 on the prospect of rising interest rates and strengthening USD.
Small caps and momentum stocks still lagging
Source: NBF, Datastream

Good progress, but the best is likely yet to come
Source: NBF, Datastream

Inflation is a lagging indicator
Source: NBF, Datastream

 With the month of May now behind us and June and
July historically having offered decent returns on
average, we believe that there is still room for the
market to climb higher.
 This being said, as overbought conditions have been
worked down, small caps and momentum stocks
(such as social media) appear to offer more upside
in the near term since they remain well below their
March peak, and should benefit most from the
marked improvement in the U.S. surprise index.

 While the bubble was most obvious towards the end
of the dotcom era, it turns out that the cycle lasted a
lot longer, nearly two decades in fact.
 Using the end of the early 90s’ recession as a
starting point for the Nasdaq index and matching it
with the progress made since the end of the great
recession of 2008, it seems we are still in the early
innings

 With regard to inflation, there is no doubt that
excess capacity in the U.S. economy (negative
output gap) will continue to limit upward pressure.
However, inflation is a lagging indicator for the
economic cycle and a strong pick-up in U.S. leading
indicators suggest that inflation will soon reverse its
recent downward trend
 While wage growth remains subdued, house prices
are rising fast and should continue pushing up
shelter costs, the most important component of the
consumer price basket
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DISCLOSURES:
Levered and Inverse Exchange-Traded Funds are very different from most ETFs. They pursue leveraged investment goals, and they are riskier than alternatives that do not use leverage
because they magnify the performance of the benchmark on an investment. These ETFs seek daily leveraged investment results. The return of an inverse or levered ETF for periods
longer than a single day, especially in periods of market volatility, may be completely uncorrelated to the return of the benchmark over such longer periods. Levered and inverse ETFs are
intended to be used as short-term trading vehicles for investors managing their portfolios on a daily basis. They are not to be used by, and are not appropriate for, investors who intend to
hold positions.
Unless otherwise agreed in writing, National Bank of Canada and its affiliates act solely in the capacity of an arm’s length contractual counterparty and not as an adviser or fiduciary.
Accordingly you should not regard transaction proposals or other written or oral communications from us as a recommendation or advice that a transaction is appropriate for you or meets
your financial objectives. Any financial transaction involves a variety of potentially significant risks and issues. Before entering into any financial transaction, you should ensure that you
fully understand the terms, have evaluated the risks and have determined that the transaction is appropriate for you in all respects. If you believe that you need assistance, you should
consult appropriate advisers before entering into the transaction. The attached material does not constitute an offer to enter into any transaction. Such material is believed by us to be
reliable, but we make no representation as to its accuracy or completeness. This brief statement does not purport to describe all of the risks associated with financial transactions and
should not be construed as advice to you.
General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company listed on Canadian stock
exchanges.
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The opinions expressed are based
upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein.
Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion and that no part of his/her
compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or companies.
NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of NBF including, Institutional
Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since the revenues from these businesses vary, the funds for
research compensation vary. No one business line has a greater influence than any other for Research Analyst compensation.
Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to this report, Canadian residents
should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their NBF Investment advisor.
U.S. Residents – With respect to the distribution of this Report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF accepts responsibility for its content, subject to any
terms set out above. To make further inquiry related to this Report, or to effect any transaction, United States residents should contact their NBCFI registered representative.
This Report has been prepared in whole or in part by research analysts employed by non-US affiliates of NBCFI that are not registered as broker-dealers in the United States. These
non-US research analysts are not registered as associated persons of NBCFI and are not licensed or qualified as research analysts with FINRA or any other US regulatory authority and,
accordingly, may not be subject (among other things) to FINRA’s restrictions regarding communications by a research analyst with a subject company, public appearances by research
analysts, and trading securities held by a research analyst account.
UK Residents – In respect of the distribution of this report to UK residents, National Bank Financial Inc. has approved the contents (including, where necessary, for the purposes of
Section 21(1) of the Financial Services and Markets Act 2000). National Bank Financial Inc. and/or its parent and/or any companies within or affiliates of the National Bank of Canada
group and/or any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or sales as
principal or agent, or may act or may have acted as market maker in the relevant securities or related financial instruments discussed in this report, or may act or have acted as
investment and/or commercial banker with respect thereto. The value of investments can go down as well as up. Past performance will not necessarily be repeated in the future. The
investments contained in this report are not available to retail customers. This report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to
buy or subscribe for the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.
This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial Conduct Authority.
National Bank Financial Inc. is authorised and regulated by the Financial Conduct Authority and has its registered office at 71 Fenchurch Street, London, EC3M 4HD.. National Bank
Financial Inc. is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, opinions or
conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial.
NBF is a member of the Canadian Investor Protection Fund.
The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243
Click on the following link to see the company specific disclosures http://www.nbcn.ca/contactus/disclosures.html
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating for the company in question.
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