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Quarterly Market Update
Ready for reopening
It was just over a year ago that we stared into the abyss after the World
Health Organization (WHO) declared the COVID-19 outbreak a pandemic
(March 11, 2020), with the global economy heading into full lock down mode
shortly after. But now, the combination of ongoing global policy support and
the accelerating pace of vaccine distribution has helped to create a high level
of optimism as we look forward to the economic reopening.
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• US and Canadian economic growth is expected to rebound sharply abovetrend in 2021. In Canada, we expect the slow progress on vaccinations and
renewed lockdowns following a third wave of COVID-19 to likely hold back the
economic recovery in the first half of 2021. However, we expect robust fiscal
support provided to date, highly accommodative monetary policy, and strong
gains in commodity prices, to bode well for the outlook in H2/2021. The
consensus expectation for real GDP growth in Canada is 5.0% in 2021
(versus the 30-year average of 2.0%).
• Companies are benefiting from a strong recovery in spending and
employment trends, coupled with elevated fiscal and monetary support from
policymakers. Valuations are modestly higher relative to historical levels for the
S&P 500 index but below historical averages for the S&P/TSX index. The
Federal Reserve (Fed) and Bank of Canada (BoC) show little inclination to
push back on rising yields.
Bottom Line: We expect the global economy to experience an extended
period of above-trend global growth in 2021/2022 thanks to extremely
stimulative and accommodative monetary and fiscal policies with consumers
across most of the developed world economies well positioned to boost their
consumption following a period of elevated savings.
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**Please note that the commentary within this newsletter is related
to the Langill & McHenry Private Investment Management Group
(PIMG) discretionary portfolios.
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Key Takeaways:
Stocks
• The stock market rose again in Q1 2021 by +8.1% and +6.2% in Canada and the U.S,
respectively. However, the strong Canadian Loonie (+1.3% in Q1 2021) somewhat muted U.S.
stock returns on a currency-adjusted basis to +4.8%.
• Stocks have rebounded from March 2020, Coronavirus lows, with both Canadian and US
equities posting positive strong returns over a one year period. Over the last 12 months, US
stocks performed better than Canadian stocks rising 56.4%, while Canadian stocks posted an
increase of 44.2%, in local currency.
• Stimulus measures have created a strong base for a robust recovery and, given the depth of the
contraction, these measures will remain in place well into the future. Don’t fight the Fed!

Bonds & Preferred Shares
• Bonds finally took a breather in Q1 2021 and fell -5.0% in Q1 2021. Central banks continue to
provide accommodation to financial markets to combat liquidity and credit concerns surrounding
COVID-19 economic shutdowns. These stimulus actions have stoked fears of stronger inflation
and resulted in rising interest rates, which is negative for bond prices.
• Canadian preferred shares started the first three months of 2021 up +8.8%, rising along with the
expectation of improved economic conditions and the introduction of limited recourse capital
notes (LRCNs), which has inspired a supply imbalance in the preferred share market in favour
of preferred share prices.

**For information on model returns please email Adam McHenry at
adam.mchenry@raymondjames.ca**
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Our Models
• In the last six months, we have seen our longer-term investment thesis start to register with stock
markets as economies and sentiment recover from the lows of the Coronavirus lock downs, in spring
2020. This recent outperformance of our two main stock portfolios (Dividend Growth (DG) and Yield &
Growth (Y&G)), over the last six months, +16.8% and +21.7% relative to +14.4% for the benchmark,
reinforces this view.
• Our stock portfolios ("All Equity"), DG and Y&G, advanced +8.9% & +10.8% for Q1 2021 and +32.8% &
+31.6% over the last twelve months, relative to our benchmark at +6.2% and +40.6%, respectively.
• Our bond portfolios ("Capital Preservation"), DG and Y&G versions, returned -0.9% & -0.7% for Q1
2021 and +7.7% & +8.8% over the last twelve months, relative to our benchmark at -5.0% and +1.8%,
respectively.
• Top performers in our stock portfolios for Q1 2021 were Manulife Financial (MFC) up +20.7% in our
Dividend Growth portfolio, while Canadian Natural Resources (CNQ) rose +28.6% to lead
performance in our Yield & Growth portfolio. Laggards in our portfolios for Q1 2021 were Algonquin
Power & Utilities (AQN) falling -4.0% in our Dividend Growth portfolio, while Merck & Co (MRK) fell
-4.9% in our Yield & Growth portfolio.
• We made some changes in our models, in regard to both asset allocation and specific securities in Q1
2021:
o With respect to asset allocation, we increased our allocation to equities by +2% in sourced
money from cash and fixed income by -1% each.
o On the stock side of the portfolios, in the DG models, we added three new positions in Air
Products (APD), Imperial Oil (IMO) and Tractor Supply Co (TSCO). In the Y&G models, we
sold our position in Sysco (SYY) and replaced it with Kimberly-Clark (KMB) and also added
two new positions in CT REIT (CT.UN) and Rio Tinto (RIO). We also swapped two positions
between models, by swapping Enbridge (ENB) from DG to Y&G, and replacing it with Magna
Intl (MG) from Y&G to DG.
o On the bond side of the portfolio, we made a number of changes. We took advantage of the sell
off in the longer dated bond market and enhanced the duration of our bond model by selling
shorter maturity bonds and replacing them with longer dated bonds. Lastly, we increased our
credit exposure in our bond model by selling government bond issues and purchasing
investment-grade corporate issuers and preferred shares. Our expectation is that a strong
economic recovery and preferred share market dynamics will increase our rate of return.
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"Dividend Growth (DG)" Stocks We Own:
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"Dividend Growth (DG)" Bonds & Preferred Shares We Own:
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"Yield & Growth (Y&G)" Stocks We Own:
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"Yield & Growth (Y&G)" Bonds & Preferred Shares We Own:
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Completion Models:
If you have an account within your portfolio with < $100,000, you may also be invested in a portfolio of
investments that are outside the Dividend Growth and Yield & Growth models. We call these investments
either “completion models” or “satellite holdings.” The completion and satellite portfolios help to customize
all of your accounts for your unique risk tolerance, tax circumstances and liquidity needs. For a sense of
the securities we own in the completion and satellite portfolios, we have listed our two completion models
below.
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Model Portfolio Process
When we select investment securities for our model portfolios, we follow a disciplined three step
process:
1. Examine our asset mix vs. our expectations for long-term returns. This review helps guide our model
portfolios allocation to cash & equivalents, fixed income (bonds & preferred shares), and equity
(stocks).
2. Review our business cycle allocation vs. our expectations for broad market. We then allocate to
sectors of the market and security factors that are expected to perform well.
3. Assess securities for inclusion in the portfolio based on: (i) Dividend growth, (ii) Leverage, (iii)
Valuation and (iv) Market structure. Securities reflecting these features are typically of higher quality
than average.
After the third step is complete, we include a portfolio of investment securities in our model
portfolios reflecting our expectations for the market going forward.
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Our Investor Profiles & Asset Allocations:
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Model Portfolio Management Philosophy
Model Portfolio Objectives for Dividend Growth and Yield & Growth:
• We designed both of the model portfolios with a conservative investment approach. The portfolios
may not participate as much in gains when markets are rising. However, they are expected to be
more resilient in falling markets to protect capital. As a result, the portfolios will tend to be less
volatile and capital will be given more opportunity to compound over a long-period of time.

Dividend Growth (DG):
• Equity allocation = ~15-20 stocks (~10 Canada, ~10 US), dividend growth target +6%/
yr, dividend yield target +0%

Yield & Growth (Y&G):
• Equity allocation = ~15-20 stocks (~10 Canada, ~10 US), dividend growth target +0%/yr, dividend
yield target +2.5%

Other Portfolio Parameters (both DG and Y&G):
• 14 models with different asset allocation based on risk and return objectives including Capital
Preservation, Income, Balanced Income, Balanced Growth, Growth and All Equity
• Negligible embedded cost
• Fixed Income allocation = ~4-9 bonds, ~2-3 preferred shares, investment grade credit, short and
laddered duration (<10 years)
• Diversify by geography, sector and style
• Large capitalization (“blue chip”)
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The information in this communication is derived from various sources, including Raymond James Ltd., CI Investments, Signature Global Asset Management,
Cambridge Global Asset Management, Globe and Mail, National Post, Bank of Montreal Economics, and Trading Economics. Index information was provided by TD Newcrest
and PC Bond. Returns for the S&P/TSX and S&P 500 indexes are total returns (including dividends) while other indexes are price returns. This material is provided for
general information and is subject to change without notice. Every effort has been made to compile this material from reliable sources; however, no warranty can be
made as to its accuracy or completeness. Before acting on any of the above, please contact us for individual financial advice based on your personal circumstances.
Complete disclosures for companies covered by Raymond James can be viewed at: www.raymondjames.ca/researchdisclosures. Market commentary within this newsletter
has been provided by Raymond James Private Client Solutions.
Raymond James Ltd. (RJL) prepared this newsletter. Information is from sources believed to be reliable but accuracy cannot be guaranteed. It is for informational
purposes only. It is not meant to provide legal or tax advice; as each situation is different, individuals should seek advice based on their circumstances. This document is not
directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in any locality, state, country, or other jurisdiction
where such distribution, publication, availability or use would be contrary to law or regulation. The securities discussed in this document may not be eligible for sale in some
jurisdictions. This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. RJL, its
officers, directors, agents, employees and families may from time to time hold long or short positions in the securities mentioned herein and may engage in transactions
contrary to the conclusions in this newsletter. RJL may perform investment banking or other services for, or solicit investment banking business from, any company
mentioned in this newsletter. Securities offered through Raymond James Ltd., Member-Canadian Investor Protection Fund. Financial planning and insurance offered
through Raymond James Financial Planning Ltd., not a Member-Canadian Investor Protection Fund.
Commissions, trailing commissions, management fees and expenses all may be associated with mutual funds. Please read the prospectus before investing. Mutual
funds are not guaranteed, their values change frequently and past performance may not be repeated.
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