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TOO MUCH SUCCESS  

This quarter delivered the best returns since  the second quarter of 2020. At that 

time, the markets were recovering from a sharp 40% drop due to the outbreak of the 

pandemic. This quarter is different , as it follows years of strong returns with 

consistent new highs. All this success makes investors wonder if the returns we’ve 

seen in the last few years are sustainable. The answer is likely “no” but that doesn’t 

mean investors should sell everything. It just means they should be a little more 

careful, stay diversified and avoid paying too much for potential growth.  

There are always good investments in the markets. In fact, for more conservative 

investors , there are more opportunities now than there have been in years. Some of 

the highest quality companies are trading at very attractive prices right now. These 

companies offer reduced risk, lower volatility, higher profitability and have less debt 

than the broader market. Investors could justify paying a higher price for companies 

like this but right now , these companies are on sale.  

The above quote from Jeremy Grantham is based on the fact that long -term returns 

of higher quality stocks are better than the rest of the market. This is a “free lunch” 

to investors because lower risk investments like this should, in theory, offer lower 

returns in the long run but in reality, the opposite is true. You actually get a higher 

return for lower risk. I love free lunches, so I plan to take full advantage of this , 

especially now that these types of stocks are trading at reasonable valuations. Whil e 

I don’t expect 20% per year returns over the next five years, I am still optimistic that 

we can continue to do very well without taking on much risk.   

Performance of the Moderate Risk Equity Portfolio and Balanced Portfolio, in which 

many of you are invested, are shown below. I am very happy with these returns , 

given our goal is to achieve similar results to the market but with less risk.  

 

MODERATE RISK EQUITY PORTFOLIO VS. CANADIAN AND U.S. 
MARKETS OVER THE LAST FIVE YEARS:  

 THREE MONTH  ONE YEAR  THREE YEAR  FIVE YEAR  

S&P TSX 60 

Index  

+7.6%  +28.3%  +68.8% 

(+19.1%/yr) 

69.6% 

(+11.1%/yr) 

Dow Jones 

(in CDN$)  

+15.3%  +23.9%  +63.6% 

(+17.9%/yr)  

+73.7% 

(+11.7%/yr)  

Moderate 

Risk Equity 

Portfolio  

+10.6%  +36.1%  +82.3% 

(+22.2%/yr  

+122.5% 

(+17.3%/yr)  
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“Quality stocks are 

the only free lunch in 

the investment 

business.” 

 
Jeremy Grantham, legendary 
investor and co-founder of GMO 

Asset Management, known for 

recognizing the Japanese asset 

bubble, the dot-com bubble, the 
Global Financial Crisis and the 
Everything bubble of 2021 before 

they burst.    
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BALANCED PORTFOLIO RETURNS VS. BENCHMARK OVER LAST THREE YEARS:  

50% S&P TSX 60 Index/50% Canadian Bond Universe Index ETF (XBB)  

 

EARLY SIGNS OF A MATURE BULL MARKET  

The market is no longer uniformly expensive. A relatively small group of artificial intelligence (AI) related growth companie s 

continue to trade at very high valuations , while many other businesses with durable competitive advantages trade at reasonable 

or, in some cases, attractive prices relative to their own histories. This offers value investors lots of opportunities to bu y the 

highest quality companies at low prices.  This is also an early sign that the strong market is hitting maturity , as more capital  is 

concentrated on the more exciting AI growth stocks.  

AI will likely change the world like the internet, railroads and the printing press did. There seems to be consensus about th at. 

Enormous capital is currently being deployed into AI infrastructure. Eventually , this ends badly for investors that pay too high of a 

price for the expected growth. An example of this enthusiasm for growth was recently shown with SpaceX, run by Elon Musk, 

which has just become a public company. This was the largest initial public offe ring (IPO) in history and another early sign of  a 

maturing bull market. Market peaks are often riddled with a flurry of IPOs. SpaceX stock now trades at $152/share , giving it a 

market value of $1.8 trillion. It doesn’t make a profit right now , but in two years , it is expected to make $0.68/share. This means it 

trades at 223 times the earnings expected two years from now. This is more than ten times the price of the average stock in t he 

S&P 500 right now, which itself is very expensive compared to its average his torically. Nobody would pay such a ridiculous price 

for a stock unless they expected tremendous growth for a long time into the future. Space X might end up being a great 

investment. After all , it has been a mistake to bet against Elon Musk in the past.  

However, history has far more examples of investors paying far too much for expected growth. They tend to do this the most 

when there is a new technology or idea that is expected to change the world. The more significant the technology , the more 

capital it attracts and the larger the potential bubble. Eventually , investors tend to overestimate the growth potential and pay too 

much for the stocks involved. The growth that then actually occurs inevitably disappoints, causing the most overinflated stoc ks to 

drop quickly in price. This happened in the internet bubble in 2000, and it happened after a major expansion of railroads in 

England in 1845. Both changed the world for the better but the investors that paid too much for growth lost money when stock 

prices adjusted to reality.  

 

EARNINGS EXTRAVAGANZA  

Despite a very strong stock market overall in the last year, prices of stocks on average are actually a little more attractiv e than 

they were a year ago. This is because earnings were up about 25% on average for the S&P 500 this quarter compared to last ye ar. 

Forward earnings expectations have also gone up. Therefore, prices compared to expected earnings are around the same or 

slightly lower than this same time last year. The main growth engine is still the build -out of AI infrastructure such as data centre s 

and all the industries that benefit from this AI infrastructure build -out such as utilities, steel producers, engineers, fibre optics 

suppliers, copper producers and energy companies. In fact, most of the GDP in North America is currently being fueled by the AI 

infrastructure build -out. The expected global spending on this i n 2026 is about $1 trillion , which is up drastically from $318 billion 

in 2025. 

 

UPDATES ON THE IRAN WAR  

On June 17 , there was a memorandum of understanding between the U.S. and Iran , in which each country agreed to a ceasefire 

during the next 60 days if negotiations between the two countries continued. Here are the main elements of the agreement:  

 THREE MONTH  ONE YEAR  THREE YEAR  FIVE YEAR  

Benchmark*  +4.8% +15.8% +41.9% (+11.7%/yr)  +36.6% (+5.9%/yr)  

Balanced Portfolio  +9.8%  +30.5%  +66.1% (+18.4%/yr)  +62.0% (+10.1%/yr)  
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1. Sanctions relief for Iran: The U.S. granted Iran a temporary license , allowing Iran to resume oil exports for 60 days. 

Previous to this, there were sanctions on all Iran oil exports.  

2. Nuclear negotiations: Iran agreed to negotiate limits on enrichment verification measures in exchange for broader 

sanctions relief.  

3. Frozen assets: Some Iranian assets were previously frozen, and the two parties have agreed to discuss giving Iran access 

to these assets.  

4. Strait of Hormuz: Iran agreed to allow commercial vessels to travel through the strait again. Ships started moving 

through the strait again, which brought oil and gas prices down significantly.  

Nonetheless, Iran feels it should be able to regulate traffic and charge transit fees to vessels passing through the strait. The U.S. 

believes that all ships should have freedom of navigation. This dispute led to renewed attacks on commercial tankers in th e strait 

and the U.S. revoking the temporary oil export sanction waiver for Iran. The U.S. retaliated with airstrikes on Iranian missi le and 

drone facilities.  

Clearly , this situation is still unresolved. Even before these latest attacks , there were only about ten ships passing through the 

strait per day , compared to an average of 40 ships per day before the conflict , which began in February. The supply situation for 

oil and gas continues to deteriorate. Despite this , oil prices are down from their highs of $119 U.S./barrel earlier in the conflict , to 

$70 per barrel now. I would imagine this price will jump back up if we do not see a more permanent end to this war . It seems like 

the two parties are still very far apart on many issues and the Trump administration does not seem to have much bargaining 

power with Iran. Military action to secure the strait is not favoured among Republicans or Democrats and any more dis ruption of 

the Strait of Hormuz from Iran is likely to cause higher oil and gas prices and higher inflation. The Federal Reserve has already 

indicated that it is willing to raise rates soon. Another prolonged closure of the Strait of Hormuz is almost sure to cause higher 

inflation and an interest rate hike by the Federal Reserve. This would be devastating to President Trump and the Republican p arty 

in the midterms. It appears Iran is about to negotiate a pretty good deal for themselves as they continue to c ontrol the Strait of 

Hormuz without fear of a U.S. assault.   

 

BONDS  

The market is indicating a 60% chance of a rate hike in the U.S. by the end of 2026. This is up from before the Iran war brok e out 

and has pushed the U.S. dollar higher relative to the Canadian dollar. Every U.S.  dollar  is now worth $1.42 CDN. Medium- and 

longer-term rates are also responding to the Iran war. The ten -year U.S. bond is up from 4.25% to 4.50% and the 30 -year bond is 

up from 4.8% to 5%. Rapid increases in interest rates are usually not positive for markets, but gradually rising rates potential ly 

indicate that economies are expanding. That usually corresponds with rising stock markets. Also, for the safer portions of 

portfolios, it is nice to have an option to buy a safe bond that pays high enough interest to more than keep up with inflatio n. This  

wasn’t available in recent years. In addition, many of these bonds can be bought at discounts to their maturity value and the  

difference is treated as a capital gain. This works very well in taxable accounts. A 4.5% capital gain on a bond for an inves tor in the 

top marginal tax bracket in B.C. is equivalent to a 7.1% interest -bearing investment , such as a GIC after taxes. Plus, the capital 

gain on a bond does not  become taxable until it is sold or matures, which allows an investor to defer the capital gains tax to future 

years. Investors in GICs pay the tax on the interest each year it is earned.  
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FINAL THOUGHTS  

Despite very strong returns in recent years , there seem to be more opportunities to invest than I have seen in a while in the stock 

market and in the bond market. There are also opportunities outside North America , where prices are still better than in North 

America. Now that our portfolios have had several well -above-average years , my focus is starting to shift towards preserving these 

gains. To achieve this, I will try and avoid or reduce exposure to the more expensive growth areas of the market and continue  

buying the companies that offer the most  earnings stability, have the best balance sheets and provide the highest current cash 

flow. I will also increase exposure to some medium -term high-quality bonds , now that they are offering better after -tax yields. 

These can offer protection against a recession and provide a stable source of capital to take advantage of market opportuniti es. 

Before we wrap up, I’d like to share a quick team update. We’re delighted to welcome Ashley back to the team after her matern ity 

leave, which began last June. It’s been wonderful to have her back in the office.  

As summer gets into full swing, I hope you’re enjoying the sunshine and making the most of the season. Thank you for your 

continued trust and support. I feel incredibly fortunate to work with such wonderful clients, and I’m truly grateful for the 

confidenc e you place in our team . 

 

 

Shawn Dunbar, BSc., CIM®  

 

  

https://www.raymondjames.ca/dunbarwealth
https://www.ciro.ca/
http://www.cipf.ca/

