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Equitable Asset Management’s Asset Class Positioning Biases 
 

Asset Class Benchmark Relative Weight* Previous Weight 

Cash Neutral Neutral 

Fixed Income Underweight Underweight 

Duration Underweight Underweight 

Credit Overweight Overweight 

Equities Overweight Overweight 

Canada Neutral Overweight 

US  Underweight Overweight 

International (Europe / Asia) Selectively Overweight Neutral 

Global Real Estate Neutral Neutral 

Other Asset Classes Neutral Neutral 

*The stated positioning biases are relative to the benchmark allocation of the Equtiable Life Active Balanced Porfolio, and are reflective of the outlook for the year as at the time 
of writing.  These positions may or may not reflect the current positioning of the fu 
nd. 

 
Equity Markets   

United States  

 Global economic fundamentals improved throughout 2013 and markets responded in-kind 
 In the second half of the year a notable acceleration occurred in the S&P 500 relative to the 

economy 
 This marked a shift in market sentiment as traders and investors placed increased emphasis on 

corporate fundamentals  
 While corporate fundamentals have improved throughout 2013, most of the market rally has been 

driven by multiple expansion - the S&P 500 currently trades at 15.5x 2014 EPS estimates 
 Going forward, consensus estimates anticipate 4-5% year-over-year revenue growth in 2014 driven 

by increased consumer activity, improving credit conditions and a strong housing market 
 While corporate margins continue to defy gravity at recent historic highs, an improvement in the 

labour market and increased capital investment could reverse this trend 
 We have not seen any significant uptick in business spending, although we believe increased 

capital expenditures and corporate hiring are imminent 
 Continued positive market performance in 2014 for the US markets is limited due to high 

valuations, overly bullish investor sentiment and an absence of acceleration in revenue growth 
 
Europe 

 Europe looks favorable from a valuation standpoint, but the Eurozone’s high deficits and weak 
economic outlooks do not make for a compelling case for continued investment  

 Bright spots do exist however, in particular the UK which has better GDP growth expectations 
relative to the greater Eurozone  

 2014 has been marked as the transition year from the hope phase to the growth phase as investors 
look to the UK as a region with better relative investment opportunities 

 Strong consumer confidence, manufacturing and a white-hot housing market should provide upside 
momentum for the consumer driven economy 
 
Canada 

 In Canada, revenue growth for 2014 is expected to accelerate to 5.4% from negative revenue 
growth in 2012 and 2013 

 While strong earnings growth is also expected, economic headwinds in Canada are more 
pronounced compared to the US  

 In Canada, anemic consumer growth, higher than expected unemployment, significant household 
debt, and a potential slowing in the housing market are all detracting investment factors  

 Although this leads to a bearish view on the Canadian economy, most of this has been priced into 
the lagging Canadian equity market 

 Potential market opportunities exist as the Canadian dollar continues to slide relative to the USD, 
which could stimulate exports and provide trading opportunities 
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Fixed Income 
Government Bond Markets  

 Bond yields are primarily driven by three components – inflation, economic growth and central bank 
policy  

 Over the next few years the major drivers of interest rates will be moving in an upward trajectory, 
pushing yields higher 

 We expect that over the next five years inflation will rise from the current, very low level, of just 
1.2% in 2013, to 2.5%, pushing interest rates higher 

 From an economic growth standpoint we also see risk to fixed income as Canada is more 
dependent on US growth from an interest rate perspective, therefore improving growth south of the 
border will place upward pressure on Canadian rates  

 Central bank policy in the US is moving to reduce stimulus thereby removing some downward yield 
pressure, which is negative for bonds  

 Yields on a 10-year bond, as a representation of the interest rate curve, will move up from the 2.5% 
rate at the end of 2013 to a low 3.0% level by the end of 2014  
 

Corporate Credit  
 Within the fixed income asset class, the case for corporate credit remains strong, particularly as an 

alternative to government bonds 
 Corporate health remains solid, although no longer improving as an acceleration in dividend 

payments is offset by healthy corporate profit growth 
 Demand for credit remains strong, accelerating into the end of 2013  
 In particular, excess liquidity across the globe, loosening in lending standards, a low yield base and 

access to easy credit, are all leading to compressing risk premiums and excessive risk taking in the 
lower tiers of the corporate market 

 Low government yields have motivated portfolio managers to increase exposure to credit to 
mitigate low discount rates against backdrop of rising yields  

 For 2014, corporate spreads should continue to tighten modestly, and the higher yield on these 
assets should help credit outperform government bonds by 2.0-2.5%  

 

Global Real Estate  
 With the US economy poised to strengthen in 2014, rates will start to rise as the US central bank 

pulls back on its stimulus 
 This will negatively affect REITs as they will be forced to refinance their debt at higher interest 

thereby reducing cash flows causing a resultant decrease in property values  
 Over the longer term, the strengthening economy is a positive development as it will likely lead to 

lower vacancy rates and higher rents  
 As a result the outlook for Global REITs is mixed, with short-term pressures offset by long-term 

opportunities   
 
 

Conclusion 
 The US economy has shown significant signs of improvement and the Canadian economy is on 

stable footing 
 The economic stability reflected in market prices in 2013 will however challenge asset performance 

in 2014  
 With an improving economy and reduced central bank stimulus, interest rates will slowly move 

higher 
 Corporations are in good shape and so within the fixed income space corporate credit will 

outperform 
 While equity performance will not be stellar, particularly by 2013 standards, we anticipate this will 

remain the best performing asset class in the near term 
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Prepared for information purposes only and does not constitute investment, legal, accounting, tax or other professional advice. 
 
Any statements contained herein that are not based on historical fact are forward-looking statements.  Any forward-looking statements represent the 
portfolio manager’s best judgment as of the present date as to what may occur in the future.  However, forward-looking statements are subject to many 
risks, uncertainties and assumptions, and are based on the portfolio manager’s present opinions and views.  For this reason, the actual outcome of the 
events or results predicted may differ materially from what is expressed.  Furthermore, the portfolio manager’s views, opinions or assumptions may 
subsequently change based on previously unknown information, or for other reasons.  Equitable Life of Canada® assumes no obligation to update any 
forward-looking information contained herein.  The reader is cautioned to consider these and other factors carefully and not to place undue reliance on 
forward-looking statements.  
 
Investments may increase or decrease in value and are invested at the risk of the investor.  Investment values change frequently and past 
performance does not guarantee future results.  Professional advice should be sought before an investor embarks on any investment strategy. 
 
FOR ADVISOR USE ONLY 
 
® and TM denotes a trademark of The Equitable Life Insurance Company of Canada.   
 
© The Equitable  
Life Insurance Company of Canada.  Reproduction of this publication without written permission is prohibited.  All Rights Reserved. 
 


