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The Economist – Jan. 21, 2017 

 

   GIVING CANADA A TRY 

 

 

 

 

The “extraordinary” and the 

“pivotal” envisaged in my base case 

for 2017 (Feb 10
th

) are more than 

coming to pass –as America’s 

“tremendous” new president is 

stymied by an independent judiciary 

and an unwilling Congress, and 

forces bigger than even he 

increasingly take centre-stage.   

 

 

In Europe, after a decisive Dutch 

election gave fresh hope to pro-EU, 

anti-populist forces, the first round 

of the French presidential election 

did indeed bring the next revolution 

The Economist had worried about 

(page 9), but this time it was the 

rejection of the old-line parties by an 

electorate thirsting for change. 

Centrist Emmanuel Macron, now the 

untested 39-year old frontrunner (Iiked the image of France’s Justin Trudeau) is 

campaigning on a message of optimism “for our country and for Europe”.  No more 

Frexit!  His victory in the run-off on May 7
th

 would surely augur well for Angela 

Merkel in Germany in the fall, as well as bolstering the EU and its future. 

 

- Freshly “Energized”, Investable Too - 

Michael R. Graham, Ph.D. 
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In Britain, the EU’s cold, almost hostile, reception of Prime Minister 
Theresa May’s Article 50 divorce filing points to a separation 

process far longer than the statutory two years, almost regardless 
of the supportive mandate she hopes to receive in the snap British 

general election called for June 8th. 
 

 

In Canada, a voluminous “innovation” budget of indefinite open-
ended deficits and forgotten election promises raises fresh worries 

of fiscal abandonment along with reminders of the risks of the 
“fuddle duddle” approach of a Trudeau government past. 

 

 
Elsewhere, politics is finding the oddest of bedfellows in the threats 

of a rogue North Korean government, the horrific six-year civil war 
in Syria, the eradication of the Islamic State and a constitutional 

referendum leading Turkey into dictatorship. 
 

 
Neither is politics straying far from the surface in “big oil” where, 

thanks to its astounding shale-driven revolution, America has 
leapfrogged over Russia, Saudi Arabia and OPEC to become the 

world’s leading oil and gas producer.   President Trump has re-
authorized the Keystone XL pipeline and not for nothing could Rex 

Tillerson, the plainspoken new Secretary of State and former head 
of Exxon Mobil (and of the Boy Scouts of America), turn out to be a 

greater friend of Canada’s than of Russia. 

 
 

In a real-life movie that Hollywood couldn’t possibly script any 
better, the resilience of the global stock markets remains nothing 

short of remarkable – in North America where they back and fill in 
record high territory in the wake of the “Trump bump”; in the EU 

where there is fresh buoyancy and the U.K. hangs on; and even in 
Mexico and Brazil where they are recovering strongly, as the 

Mexican peso becomes the world’s hottest currency. 
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The Economist – Mar. 4, 2017 

 

Three months ago who would have 

believed the MSCI All Country World 
Index would post a first quarter return 

of 7%, and counting! Could it be that 
the stock markets, which have long 

beaten to their own drummer, are 
presciently picking up on it being “the 

economy stupid”?  And with good 
reason, given that the biggest surprise 

in the opening months of another 
extraordinary year is turning out to be 

impressive global recovery.  
Everywhere,  factories are on a tear, 

manufacturing is on a roll, order books 
are filling up and business spending on machinery and equipment 

is rising afresh.  Notice too how those rising balloons include 

Mexico and Brazil (and just as readily Russia) in the biggest 
synchronized global recovery since 2010.   

 
 

Furthermore, in a U.S. economy close to full employment and with 
no recession in sight, a vigilant and independent-minded Fed 

Reserve chair Janet Yellen is pressing ahead with her long-planned 
quarter point interest rate increases as her counterparts in the EU 

and its exiting Britain also get the Yellen message.   In China, 
where not long ago President Xi Jinping 

proclaimed “It doesn’t matter if a cat is 
black or white so long as it catches mice”, 

GDP growth of six to seven percent now 
looks to be in the bag.  And in Canada the 

sudden acceleration in our GDP growth 

might even mean our beating out the U.S. 
over the full year.  Certainly the IMF likes 

what is sees as even Bank of Canada 
governor Stephen Poloz raises his forecast 

to 2.6% and Finance Minister Morneau’s 
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1.9% budget prediction gets left ever farther behind. 

 

 
How refreshing, too, that this accelerating global recovery is being 

predominantly driven by market-forces – Donald Trump, 
politicians, governments, and central bankers notwithstanding. 

 
 

Accompanying this surging recovery are freshly-growing profits 
where the consensus now points to a 14% improvement in global 

earnings in 2017, and in North America the thoughts are for S&P 
and TSX earnings targeting the 145 and 1,000 levels respectively 

over the next year.  Remember, too, that these will be earnings 
more cost-efficient than perhaps ever before. 

 
 

Not that the accompanying stock market buoyancy necessarily 

rules out pullbacks to lower support levels.  But, given this 
renewed underlying earnings (and dividend) underpinning, the 

bears waiting out an eight-year Obama-Trumpian bull market 
might have to wait a while longer yet - maybe quite a while longer. 

 
 

A story of a family questioning whether they should proceed with 
their vacation to the U.S. and deciding instead to give Canada a try 

really hit home with me.  Obviously they aren’t alone, and no 
wonder U.S. worries as Canada takes over as this year’s premier 

tourist destination – and as another latest ranking puts us in the 
top half dozen in terms of freedom and democracy. 

 
 

Canada’s upcoming 150th anniversary also points to fresh 

international recognition of an improbable but resounding success 
story.  Hence, for growing good reason, why not investors also 

giving Canada a try?  They’d find bargain attractiveness, currency 
cheapness, world class choice (not just resources), and superior 

prospective investment return.  In all, I’m unrepentantly confident 
they’d like what they see. 
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Trumping Trump 
 

The accompanying New York Times 

illustration (of Feb. 19th) drives 
home the new  Yalta at which 

today’s world leaders were seen as 
caring first and foremost about their 

political power – and this as 
accusations of Putin-Russian 

election connivance hang ominously 
over the Trump presidency. 

 

 
As he passes his first hundred days, 

President Trump is finding how bold 
election promises and a non-stop 

string of executive orders are one 
thing, their implementation another.  

Also, while winning on the hustings may have been easy, 
government is all the harder in a world where in the final instance 

there can be no massaging or escaping the facts. 
 

 
A Republican-controlled 

Congress declining to repeal the 
Affordable Health Care Act 

(“Obamacare”), a mainstay 

election pledge, had to be a 
very heavy early setback.  

Ramming through a patchwork 
replacement without the 

lengthy and painstaking 
thoroughness of presidents 

past, notably Lyndon Johnson, 
the father of Medicare, turned 

out to be just not on.  In which 
event, what now of other key 

New York Times – Feb. 19, 2017 

The Economist – Feb. 18, 2017 
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planks in the Trump administration’s policy agenda, among them a 

renegotiation of NAFTA (“one of the worst deals in history”) and his 

promised major tax reform – also not forgetting how Congress 
might react to his proposed dismantling of the Dodd-Frank Act to 

prevent future financial crises (like 2008-09) and his disavowal of 
all that painstaking work on climate change and environmental 

protection? 
 

 
Regardless, a lengthy latest executive order directing the U.S. 

government to negotiate changes to the 1994 North American Free 
Trade Agreement (NAFTA) calls for intensified non-partisan 

Canadian engagement, in which Prime Minister Trudeau may well 
have to drive home what he told the President in their initial 

meeting in mid-February.  This will surely include reminders that  
35 states run trade surpluses with Canada.  Adding former Prime 

Minister Brian Mulroney, who knows Trump and Commerce 

Secretary Wilbur Ross well, to a special cabinet committee on 
Canada-U.S. relations had to be an initial master stroke.  While a 

23-year old treaty is doubtless in need of overhaul,  a rightfully 
hardnosed Canada will have every reason to stand its ground in the 

NAFTA 2.0 negotiations to come. 
 

 
  

President Trump’s promised sweeping 
corporate and personal tax reform 

(e.g.,  at the corporate level from 
40% to 15 or 20%) is another 

development Canada will need to 
watch closely.  Congress could well be 

watching too, given the resulting 

escalation of deficits boosted by 
turbo-charged infrastructure spending 

and the  increased debt ceiling 
considerations this must soon involve. 

  
The Economist, Feb. 18, 2017 
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There’s also the President’s 
implausible election promise of 

expedited three to four percent 
GDP growth to wipe out 

America’s national debt – now at 
the $20 trillion level, and 

counting – in eight years.   
 

Though speaking out bellicosely 
against Syria, Russia and North 

Korea, he has also yet to 
venture forth internationally – 

among others to the U.K. and 
the state dinner with Her 

Majesty courtesy of Prime 

Minister May.  There’s also this 
summer’s G7 meeting in France at which his “America First” 

protectionist pledges will doubtless be put to further flip-flop 
testing. 

 
 

Jamie Dimon, chairman of Trump’s Business Roundtable (of almost 
two hundred CEOs), remains confident of at least some of the 

Administration’s major proposals being enacted.  High among these 
could be the war he has declared on bureaucratic red tape.  The 

respected Byron Wien is another who keeps counting on Trump to 
deliver, others on the “animal spirits” they believe he has kindled 

in U.S. business.  Arthur Laffer, Ronald Reagan’s chief economist of 
old, likes the tonic that Trump’s election is giving the U.S. 

economy.    

 
Add the ever-present excitement of what an impulsive next day or 

tweet or “alternative fact” can bring, and Ladbrokes, the British 
bookmaker, taking bets on Trump’s longevity as president becomes 

more understandable.   

  

 

The Economist, Bagehot 
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Brexit – The Hard Reality 
 

The last Battle of Britain was fought from 

July to October 1940.  The next, triggered 
in late March 2017, could end much less 

decisively and take much, much longer.  
 

The decidedly cool response by the EU to 

Prime Minister May’s triggering of Article 
50 included the immediate dismissal of 

any thought of parallel trade treaty 
negotiations until the divorce and its 

terms are settled.  With Article 50 
allowing two years of grace, this points to any treaty with the 

remaining 27-member single market having to wait until the spring 
of 2019 at the earliest.  So much for “We are leaving the EU, but 

we are not leaving Europe.”  It’s also hard to see how the pro-
Brexit mandate she will be  seeking on June 8th is going to help all 

that much. 
 

    

Considering it took Canada and 

the EU ten years to finalize an 
epic Comprehensive Economic 

and Trade Agreement (CETA), a 
lengthy period of U.K.–EU 

uncertainty must almost 

certainly lie ahead.  In addition 
there is the status of London, 

which voted heavily to remain 
and along with New York is the 

world’s leading banking, foreign 
exchange and financial-

investment capital.  The 
question of what happens to the 

many London-based institutions with “passport” access to the EU 
already looms large, as does the future location of the host of 

London-based international companies and the jobs they provide, 

The Economist – Mar. 4, 2017 

Evening Standard 
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among them Apple and Google.  With the abandonment of the 

merger of the London Stock Exchange and the Deutsche Boerse, 

who will end up housing the world’s second most important stock 
exchange, and where, becomes another key imponderable.   

 
 

“Separate first, negotiate later” might be well and good, but 
ultimately there’s also the kind of trade treaty that the two will 

need to negotiate.  If on similar terms to that of non-member 
Norway which pays a hefty annual fee for the privilege and is 

obliged to permit the free flow of people to and from the EU, that 
would be what the British voted against in last June’s Brexit 

referendum!   
 

 
Add the removal and replacement of some 19,000 EU laws and 

regulations on U.K. books, and the time-consuming enormity of it 

all leaves many wondering and doubting whether there can 
possibly be the clean separation the British voted for – or thought 

they were voting for.  One particularly well-reasoned article 
concluded a real Brexit just won’t happen; another, that Theresa 

May’s real challenge could turn out to be preserving the United 
Kingdom. 

 
 

And then what of the 
European Union itself, 

assuming its gets over the 
critical political hurdles of 

the French and German 
elections?   Major structural 

change must be inevitable.  

In it, the huge bi-lateral 
trade between Britain and 

major EU members like 
Germany will surely be 

worth preserving.  But 
how?  One thoughtful 

 

The Economist – Mar. 4, 2017 
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commentator, whose opinions I regard highly, sees the eventual 

emergence of a stronger Britain and a revitalized Europe, but likely 

not for another decade. 
 

In the meanwhile, the benchmark FTSE index hangs on as the U.K. 
economy keeps growing and the pound sterling hangs in too.  

Perhaps, those all-seeing stock markets once again have it figured 
out far better than the politicians and the experts, and it’s 

economics and investment, stupid, that are  forcibly going  to 
count most of all in the difficult years to come. 

 
 

 
 

Canadian Thankyous to Trump  
 

It’s hard to imagine Canada feeling thankful to Donald Trump at 

this time of NAFTA and border tax and tariff threats, but there 
might well be not one but two votes of Canadian thanks due to 

him. 
 

 

First is his greenlighting of the XL 
link to the Keystone pipeline to 

ship another 800,000 barrels per 
day of vitally needed bitumen 

feedstock to those waiting Gulf of 

Mexico refineries, and the lift this 
has given a beleaguered Alberta, 

our oilsands and oil patch (more 
on which later).  Second, his 

promise of big corporate and 
personal U.S. tax cuts left 

Finance Minister Bill Morneau with 
little  option but to sit tight in a 

latest budget that may have been 
full of painstaking – and 

doubtless well-meaning - detail, 
but largely wasn’t a budget at all. 

The Globe & Mail – Mar. 23, 2017 
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Before the budget, recurring talk of taxing the rich had brought 

growing worries of an effective increase in Canada’s capital gains 

tax.  The finance minister subsequently ruled this out, but probably 
wouldn’t have dared anyway given the Trump administration’s 

promise of big U.S. tax reductions to come.  And if U.S. taxes are 
reduced as widely publicized, Canada may be left with no option 

but to follow suit, even though our corporate taxation is 
measurably lower. 

 
 

If there was one very conspicuous omission in a copious 278-page 
budget document it had to be the complete lack of any mention of 

an eventual return to fiscal balance.  Agreed, deficits of less than 
2% used to good purpose are all the more manageable when 

Canada’s debt-to-GDP ratio in the low 30% range is by far the 
lowest in the G7 and the G20.  However, if British Columbia can 

balance its budget for five years running (and may it stay this way 

after the upcoming May 9th election), and debt-strapped Quebec 
for three – with plans to pay down debt and keep it balanced for 

another five, and if Saskatchewan and even Newfoundland can 
take credible steps to balance their budgets by targeted dates, why 

not Canada’s federal government?  Open-ended deficits must 
please not be allowed to become a runaway freight train after the 

years, if not decades, of hard work by Paul Martin and the Harper 
government to restore Canada to fiscal balance.  I’m hopeful this 

critical importance will not be forgotten in the fiscal update – and 
likely real budget – promised in 

the fall.   
 

 
Fiscal discipline aside, Canada’s 

biggest year-to-date investment 

news has to be the 
“Canadianization” of our oilsands.  

Some foreign divestment, by 
Murphy Oil, Norway’s Statoil, and 

others had gone before, but it was 
the blockbuster deals in the 

Financial Post – Mar. 30, 2017 
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opening months that were to decisively tip the scales. 

 

 
First came Canadian Natural Resources’ $12.7 billion purchase 

of Royal Dutch Shell and Marathon Oil  Corporation’s oilsands 
assets, then Cenovus Energy’s $17.7 billion buy-out of its partner 

Conoco Phillips jointly-controlled oilsands assets along with 
Conoco’s Deep Basin assets in Alberta and British Columbia.  These 

purchases will raise Canadian Natural’s daily production through 
one million barrels per day, Cenovus to the 600,000 b/d level.  

Additionally, they will have pumped over $30 billion worth of 
oilsands assets back into Canadian hands. 

 
 

In 2009, Suncor Energy, once an affiliate of a foreign major, 
absorbed Petro-Canada: in 2016, it gained control of the historic 

Syncrude project to become an integrated world-class industry 

leader.  This leaves Imperial Oil, the country’s oldest oil 
company, and a subsidiary of Exxon Mobil, as the fourth pillar in a 

consolidating and impressive world-scale industry now 
predominantly Canadian controlled.  Claudia Catteneo of The 

Financial Post writes “The delicious irony is that this Canadianzation 
of our ‘ace in the hole’ oilsands is happening without the clever 

hand of Ottawa’s policy makers.  Furthermore, what are now the 
world’s third-largest proven oil reserves look set for new 

production records in 2017, at dramatically-cut operating costs per 
barrel.   

 
 

In the natural gas and LNG segments of the industry are far-
reaching developments too.  Alliance Pipeline, jointly owned by 

Enbridge and Veresen, is seeking to expand its Alberta-to-

Chicago system.  On the west coast Pembina Pipeline, the winner 
of the Montney  “lottery”, has announced a propane export 

terminal in Prince Rupert.  At Squamish, B.C., the Woodfibre LNG is 
officially “a go”.  Never mind that the servicing pipeline in this 

smallest of all those British Columbia export projects is to be built 
by Newfoundland-headquartered Fortis Inc.   Above all, it’s green-
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light developments like these and Canada’s oilsands “coming 

home” that are re-invigorating an entire industry – that is 

excitingly investable too.   

 

 

 

AN INVESTABLE CANADA – REITERATED 
 

 

At this still-early stage my 

recommendations for 2017 will 
begin to sound like a stuck record, 

though now with an enhanced focus 
on energy. 

 
 

First is my other EE – not Edwin 
Encarnacion who I wish the Blue 

Jays hadn’t traded, but Encana 
Corp (TSX/ECA - $14.64) and 

Enbridge Inc. (TSX/ENB - $56.64).   
 

 
The U.S. fracking-led ascendancy in world oil is heavily centred on 

the Permian field in Texas ( “Permania”); and Canada’s leadership 

in natural gas in the vast Montney field straddling Alberta and 
British Columbia.  Encana could hardly be better positioned in both.  

Downstream, Enbridge is indisputably America’s infrastructure 
leader following its accretive $37 billion acquisition-merger of 

Spectra Energy Corp., and not forgetting the recently-granted 
permission (by the Trudeau government no less) to expand its Line 

3 to the U.S. Midwest.  And for those requiring income,  I can’t 
ever have enough of Enbridge Income Fund (TSX/ENF.UN - 

$33.94). 
 
 

Elsewhere, Cenovus Energy (TSX/CVE - $14.18) has been left  
weighed down by its bold but expensively-priced  multi-billion debt 

The Globe & Mail, ROB 
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and share-funded purchase of Conoco-Phillips, and will need time 

to sell assets and restore its once-strong balance sheet.  I had 

expected some other corporation or investor to want Cenovus if the 
market didn’t, not this way round.  In the meanwhile it remains a 

joint allotment in my Canadian Equity 6-Pak (along with Encana), 
as I expectantly watch the softness and wait for buying 

opportunities below the latest $16 issue price.  
 

 
In the energy-utility sector is Trans Canada Corp. (TSX/TRP - 

$63.45) with its continent-wide strength bolstered by last year’s 
acquisition of the Columbia pipeline in the prolific Marcellus basin in 

the north-eastern U.S., and now with presidential permission to get 
on with that potentially-lucrative Keystone XL link and its 

remaining hurdles.  Approval of the conversion and of its effectively 
two-thirds complete Energy East pipeline to Canada’s Saint John 

refineries would be another major plus.  Pembina Pipeline Corp. 

(TSX/PPL-$ 44.28), with its superb Montney positioning and its 
planned propane export terminal in Prince Rupert, is another I 

remain strongly attracted to.  Elsewhere there are Trans Alta 
Renewables (TSX/RNW - $15.59) for its yield and alternative 

energy attraction, Fortis Inc. (TSX/FTS - $44.35) which I added to 
my proactive list a year ago, and a rebounding Veresen Inc. 

(TSX/VN - $15.85) for its Alberta-Chicago growth potential and 
Jordan Cove (U.S.) LNG-export possibilities. 

 
 

Other resource-related names I’m watching closely include last 
year’s runaway winner Teck Resources (TSX/TCK - $29.46), now 

all the more for its powerful and leveraged positioning in world 
zinc;   and Sherritt International (TSX/S - $0.90) as a 

speculative recovery  junior for its nickel and cobalt capabilities 

now that its capital, restructuring is complete and the long-
troubled Ambatovy joint venture in Madagascar (in which it has 

been reduced to a 12% economic interest) is finally into 
production. 
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���� Bank of Nova Scotia, Brookfield Asset Management, Canadian Pacific   Railway, Enbridge ,Encana 
Corp / Cenovus Energy, Thomson Reuters 

 ++++   Artis REIT, Bank of Montreal, BCE, Inter Pipeline, Enbridge  Income Fund, TransAlta Renewables 

In the non-resource sectors of widely-diversified and value-laden 

Canadian equity markets, I’m increasingly picking up on Power 

Financial Corp (TSX/PWF - $34.29) and Sun Life Financial 
(TSX/SLF - $47.89) for their impressive diversification and 

increasing internationalism. 
 

 
Many of the above names are in my Canadian Equity* and 

Dividend+ 6-Paks, where I couldn’t hope to repeat last year’s 25% 
total returns, but bought in balanced packages I’d have every 

confidence of continuing superior capital or income-led total 
returns.  In addition, my Canadian Equity 6-Pak is made up of 

second-to-none world-class industry leaders – and, what is more, 
they are all Canadian. 

 
 

 

IN CONCLUSION 
 

Nobel Prize winning economist Robert Shiller perceptively reminds 
how revolutionary the dot.com era of the early 2000s was for 

investors, just as the Trump revolution could prove to be now.  He 
also understands how hard it is to resist the urge to pile in when 

the markets are this buoyant, and “one can’t be certain they are 
nearing a top even if they are way overpriced”.  How’s that for an 

expert but honest assessment? 
 

 
Then there’s Warren Buffett, 86, whose views I eagerly await at 

the upcoming Berkshire Hathaway annual general meeting in early 

May – my 22nd or  is it my 23rd annual pilgrimage to Omaha? 
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A year ago we were told it didn’t really matter who won a 

controversial presidential election, given America’s triumphant 240 

years of unstoppable progress.  Subsequently Mr. Buffett sided 
heavily with Hillary Clinton, though this didn’t stop him 

participating in that stunning post-election Trump “bump”.  This 
year’s message seems to continue much the same; also his belief 

that the current crop of American babies are the luckiest in history.  
Nevertheless, he must have doubts about a flip-flop, inconsistent  

Trump presidency – we will see, at a meeting I also look forward to 
reporting on to my MGIS readership. 

 
For now, I am going to give the final word to Charlie Munger, 93, 

Buffett’s partner and Berkshire’s worldly-wise vice-chairman.  Mr. 
Munger eschews trading and market timing because in his view all 

investing is value investing.  In other words, there will always be 
bargains to be found in stocks that are cheaper than others, as well 

as relative to the markets as a whole;  and what better way to 

keep looking to invest in attractively-priced businesses. 
 

 
In the spring of 2017 I  see today’s Canadian equity markets full of 

investment-bargains ably meeting Mr. Munger’s value criteria.  If 
that vacationing family was right in deciding on giving Canada a 

try, just think of the values that could await this year’s Canadian 
investors! 

 
Michael Graham 

April 25th, 2017 
 

 
 

    

    STOP PRESSSTOP PRESSSTOP PRESSSTOP PRESS

Emmanuel Macron, 39, would likely be the youngest 

leader in France’s history, if not also in the history of 

the European Union.   Question marks about his 
inexperience have quickly begun surfacing, but 
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markets would nonetheless react very favourably if he 

is elected president on May 7th; and  just the opposite 

if Marine Le Pen, a close second in the first round, were 
to prevail.  The line between investment and politics 

couldn’t be more fragile in this particular election. 
 

President Trump’s latest railings against Canadian dairy 
and softwood lumber aren’t new.  But why Canadian 

energy when he and Prime Minister Trudeau had vowed 
to tighten energy ties at their meeting and we are part 

of an integrated, continent-wide labyrinth.  His 
upcoming anti-Canada energy executive order is 

awaited with genuine bewilderment. 
 

The election in British Columbia, Canada’s conspicuous 
“have” province, on Tuesday, May 9th will be worth 

keeping a wary  - and I hope example-setting - eye on. 

 
But first, roll on Warren Buffett and Charlie Munger on 

Saturday, May 6th, I can’t wait! 
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