
After a tense number of years the American Economy seems to be 
slowly taking off again, but is it better or simply another member of 
the walking dead? 
By Adrian Walker

	 Back in 2008 it seemed 
as though America may have 
been permanently down for the 
count. Initial estimates of  the 
damage to the US economy were 
pegged at a modest 3% 
contraction of  GDP.  In reality 
the American economy shrank by 
almost 9% in 2008 and has been 
slow to recover ever since. In the 
wake of  the worst financial 
disaster in modern history there 
has been much finger pointing, 
politicking, and free advice offered 
about what went wrong, who's to 
blame and how it can be fixed. 
And much of  the consensus has 
been that America isn't getting 
better.  
	 The evidence of  
America's failed fortunes have 

usually been summed up in the 
unemployment rate, which has 
continued to hover around 8%. 
Indeed, the almost 12 million 
Americans that are unemployed 
would probably take issue with 
anyone who argued that good 
times are here again. But there 
are a number of  green shoots in 
the US market, positive signs that 
a full bodied recovery may be 
underway. 
! What seems to be 
choking out this view however is 
the largely negative media and the 
bumbling of  the political class, 
especially in Congress. The House 
Republicans, many of  whom were 
elected Tea Party members or 
recent converts, have shown a 

kind of  intransigence towards the 
President. Whether this resistance 
is purely for political reasons or 
ideological ones, the challenges 
directed towards things like the 
debt ceiling (an artificial and 
unnecessary cap on what America 
can borrow) have made investors 
and companies extremely 
nervous, and resulted in a 
downgrade of  America's credit 
rating in 2011. Other political 
footballs like the fiscal cliff  have 
also left investors nervous; but as 
each of  these challenges have 
been faced and overcome, fewer 
and fewer roadblocks exist at the 
political level that could hurt an 
American recovery.  	  !
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Why hasn’t the internet 
made us all rich? 
By Adrian Walker 
If  you can remember as far back as the 
late 1990s, you may remember the 
rallying cry that the internet was the next 
big thing. It was going to make us all 
rich. What followed was a surge of  
investment into hundreds of  "dot-com" 
companies and one of  the largest market 
bubbles in recent memory based entirely 
on hype.  
	 New technologies rarely succeed           
in their first round of  investing, but there 
are always a few survivors that manage to 
win big. Two of  those survivors after the 
dot-com bubble were Google and 
Amazon, companies that are today some 
of  the largest by market capitalization. 
They have been followed by companies 
like Facebook and Twitter who have 
become so valuable that you only ever 

hear the word "billion" thrown around 
with them.   
	 In addition, with much less hype           
but far more interesting we have seen the 
rise of  a host of  interesting crowd 
sourced backed internet companies. 
Wikipedia went from being the world's 
worst encyclopedia to one of  the best. 
Kickstarter emerged as one of  the most 
interesting crowd-funding websites, 
followed closely by Indiegogo, both of  
which work like a market place for 
inventors and artists to meet prospective 
investors.  
	 All of  this "e-commerce" has not           
gone unnoticed in mainstream retail. 
Every major store today offers a website 
where most (if  not all) of  their 
merchandise can be purchased from the 
comfort of  your couch. For 2012 it was 
estimated that almost 25% of  holiday 
shopping in the US was going to be done 
over the internet,  Continued pg. 5

From Mike’s Desk 
Does travel insurance 
need to be so difficult? 
By Mike Vamvakaris  

Imagine if  every time you got in a 
car, or walked into your house or at 
the beginning of  every week you had 
to re-purchase your insurance. How 
burdensome would your insurance 
be? I think it’s safe to say that many 
people would simply forgo insurance 
altogether rather than endure the 
hassle of  buying it for every outing, 
regardless of  the risks.  
	 Insurance is there not only          
because we face numerous, costly 
risks, but because we are bad at 
guessing the likelihood that we might 
get injured, have an accident or lose 
things in a fire. Modern life tends to 

force us to buy this protection 
regardless of  how we feel about it, 
but the process is mostly 
convenient. Life insurance, car 
insurance and home insurance all 
last years and require minimum 
work to renew and maintain. But 
this isn’t the case for travel 
insurance.  
	 Every year six in ten          
Canadians that go traveling don’t 
buy travel insurance, and yet they 
are opening themselves up to all 
kinds of  financial burdens if  they 
have an illness or accident while 
abroad. One of  the big reasons 
more people don’t buy travel 
insurance is that in the hustle and 
excitement of  a vacation they forget 
all about it. And because they lack a 
perpetual form of  travel protection 
for each trip, invariably they find 
themselves on vacation and no longer 
allowed to buy the insurance at the 
moment they remember they needed 
it!  
	 One insurance and financial          
firm thinks they have a solution to 
this problem. Manulife has launched 
a travel insurance policy called Travel 
80, travel insurance that works very 
similarly to a life insurance policy. It 
covers you for as many 30 day trips as 
you would like, it is renewable 

annually, and matures at the age of  
80.  
	 In addition to simplifying (and          
drastically reducing the risk of  
traveling abroad), it comes with some 
nice perks. Your premiums are based 
on the age of  your application. 50% 
of  the premiums will be returned if  
you remain claim free for 10 years, 
and it is guaranteed renewable 
regardless of  changes to your health 
for the term of  the policy.  !
Continued pg. 6
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“Every year six in ten 
Canadians that go traveling 
don’t buy travel insurance, 
and yet they are opening 
themselves up to all kinds 
of financial burdens if they 
have an illness or an 
accident abroad.” 
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So why do we think a recovery is underway? Three 
big changes have caught our eye. First, much of  the 
bad debt, high personal debt and corporate troubles 
have been dealt with. Americans have been very 
good about cutting back and getting their personal 
debt load under control. Similarly corporations have 
also finished much of  their restructuring and have 
unloaded both bad debt, and in some instances 
returned to the government money that had been 
loaned to save them in 2008. In short, many balance 
sheets, including that of  the American consumer 
have been restored to health.  
	 Second, new housing starts have improved 
significantly. Housing employs thousands of  people 
and is a signal that people feel more confident about 
things like job security and future earnings. Housing 
also requires extensive borrowing. A growing 
housing market necessitates a more active lending 
market and greater confidence in the market by 
creditors. In October of  last year, housing starts had 
reached their highest since 2008 and were 23% 
higher than the same time a year before that.  
	 Third, and possibly the most dramatic is 
the sudden change in the direction of  American 
manufacturing. While America has seen a steady 
decline in its manufacturing base since the 1980s 
there have been some significant announcements 
about manufacturing coming to the United States. 
This includes Airbus building a new facility in 
Alabama and a recent press release from Apple 
moving production of  their Mac Mini to the US this 
year. Although some are doubting that this is a real 
return of  American manufacturing, the truth is that 
the economic trouble of  2008, heavy stimulus 
spending, cheaper domestic energy, new health care 
coverage from the government, a weaker dollar and 

less unions have made America far more competitive 
globally. Combined with technological advantages 
and higher global fuel prices America today looks far 
more competitive than it has in the past.  
	 This recovery is far from certain. There are 
still a number of  issues that could pull the economy 
backwards, including political mistakes, an economic 
collapse in China or some resurgence of  problems 
within the EU. But many of  these problems seem to 
be starting to sort themselves out. The fiscal cliff  was 
mostly sidestepped at the last minute. Republicans 
seem to sense that they would be the losers if  they 
refuse to raise the debt ceiling. China, which has 
been a hot topic in economic circles about whether 
it would have a serious market correction has 
surprised everyone by posting significant growth in 
the last year. While the EU remains the most 
problematic hotspot, Spain and Italy both look to be 
doing better, and the view is that many of  the debt 
problems have stabilized.  
	 The lesson here is that economic recoveries 
are uncertain things, they take time and traditionally 
emerge in markets that are saturated with negative 
opinions and emotions. But for those of  us that still 
hold to the axiom of  buying when everyone is 
selling, this is the time to buy America! 

“In October of last year, housing starts 
had reached their highest since 2008 
and were 23% higher than the same 
time the year before”
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In 2010 
Canadians 
largely skipped 
making RRSP 
contributions in 
favor of 
shopping and 
picking up 
debt. Adrian 
covers a simple 
way to simplify, 
correct and 
budget our 
finances in 
2013! 

Back from the dead... 
continued from pg. 1 
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In November we sent out an email discussing Canada’s 
uncertain economic future. We were, and continue to be, very 
concerned about debt levels and a slowing of  the Canadian 
market. But beyond these problems Canada has other bigger 
challenges, primarily that it isn’t big enough. 	  
	 Every Canadian knows that they live in a big country 
that is mostly empty. It’s common knowledge that the majority 
of  the population lives within striking distance of  the American 
border, and that the Canadian population is highly urbanized, 
with 35% of  the population in Toronto, Vancouver and 
Montreal. But when we consider this broad and diverse land 
we may not be paying attention to how small our economy is.  
	 While many Canadians do many different things, 
overwhelmingly the Canadian economy is confined to three 
areas. Natural resources, mining and financial services account 
for most of  the stock market, with all other sectors being little 
more than 10%. Even with the relative strength of  the 
Canadian economy after 2008, Canada has never been more 
than 3% of  the global GDP.  
	 This is Canada’s great weakness. That despite 
however successful we have proven to be over the last decade, 
Canada remains a small country to invest in.  

	 One of  the core rules of  investing is to seek 
diversification, but this is precisely what Canada lacks. 
Investments in Canada invariably begin to overlap because 
three large sectors so completely dominate the stock market. 
For example, dividend funds are quite popular, as are blue chip 
equity (also considered to be conservative) funds. But some of  
their primary holdings tend to be things like the five big banks 
which pay a dividend. Even though they are all separate 
businesses, they all share the same fundamental traits. This 
means that while each company may have an individual fate, 
they will all be subject to the same economic pressures. 
	 Why does this all matter? Canadians overwhelmingly 
prefer to invest within Canada. There’s actually a term for this 
called “home bias” which is a recognized risk all investors face. 
People tend to favour investments in places they know or find 
comfort in. But as markets change it’s good to remember that 
sometimes the safest and best investments may be beyond our 
borders. We believe that 2013 is going to offer us great 
opportunities, just not domestically. If  you have questions about 
your investments and finding opportunities outside of  Canada, 
please give us a call!!

Canada’s Other Problem 
Remembering to diversify 
By Adrian Walker

“Even with the relative strength of the 
Canadian economy after 2008, Canada has 
never been more than 3% of global GDP” 
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and estimates (that will likely prove to be too 
conservative) of  e-commerce by 2016 in the US 
will be over $300 billion.  
	 So why aren't we all getting rich?          
Between crowd-funding and major companies 
why hasn't the internet started to make us all 
better off ? For that matter, how much better off  
is the economy thanks to the internet? 
	 The answer, unfortunately, is not very          
much. The internet may be ubiquitous, but it 
requires a lot less people to run. Take for 
instance Google, one of  the world's biggest 
companies by market size. While it is arguably 
the most important website around today, and 
doing some of  the most important work on the 
internet, Google employs around 36,000 people 
in total. Facebook reportedly has about 3500 
employees, while Twitter has only about 300. 
Instagram, the photo-app service bought by 
Facebook last year for $1 billion had only 18 
employees.  
	 You may scoff  at the Facebook's and          
Twitters, companies whose business model has 
yet to be proven, but what about companies like 
Amazon? Well Amazon may be one of  the 
world's largest retailers (and may have the nicest 
shareholders) but it is a company of  razor thin 
margins. Consider that Amazon has proven 
highly effective at being able to sell almost 
anything, from books to consumer electronics, 
but frequently makes almost no money because 
it's business model is about undercutting 
existing competition, and then delivering 

products as soon as possible with as little cost as 
possible. Last year Amazon had a negative 3 
quarter return despite an increase in sales of  
27%.  
	 All of  this leads to the inevitable          
conclusion that the internet is not a tool from 
which money will flow or make us all rich. 
Rather it's a disruptive technology that is 
undermining many traditional businesses. It's 
worth remembering that in Medieval Europe, if  
you owned any books at all, the book you likely 
owned was a bible. Transcribed and illuminated 
by hand that book might cost as much as a 
whole house, and it would be read and reread 
countless times. The arrival of  the Gutenberg 
Printing Press didn't make people wealthy, it 
simply put a bunch of  monks out of  business. It 
also made our access to information, the 
amount of  information and the diversity of  
information considerably cheaper and more 
abundant. The fall-out from the printing press 
shaped our world, and the internet is reshaping 
it in much the same way. It just might not make 
you rich.  

Amazon...frequently makes almost no 
money because it’s business model is 
about undercutting existing 
competition, then delivering products 
as soon as possible with as little cost as 
possible. 

Wealth and the Internet 
continued from pg. 2 
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Important Dates & Things to Remember

March 1st, 2013
RRSP Contribution Deadline! (Maximum allowable contribution this year 

is $22,970.00)

TFSA Contribution 

Limit Increased

This year’s TFSA (Tax-Free Savings Account) contribution limit has been 
increased to $5,500 and if you haven’t made any contributions since the 
plan’s creation back in 2009 you are eligible for a lump-sum contribution 
of $25,500. The TFSA is available to all Canadians age 18 and over and 
contributions grow tax-free. For example, an investment of $5,000 last 
year into one of our more popular US Equity Fund (that many of you 
own), would have appreciated by 14.77% (for the 2012 calendar year) 
and the gain of $738.50 would have been entirely tax-free.
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The downsides here are more about timing than 
anything else. If  you are over 65 you don’t qualify. 
The benefit is also strongest if  you purchase when 
younger. If  you have a preexisting condition it 
may interfere with the travel insurance.  
	 	 Since you spend the majority of  your life          
not injuring yourself it may seem silly to invest too 
much concern on two weeks out of  the year. But 

for those weeks you are outside of  Canada you 
are at you maximum financial risk. Having an 
accident or a medical emergency abroad (like, say, 
Florida) can cost upwards of  $25,000 for a trip to 
the hospital. If  there is a simpler way avoid such a 
heavy financial burden, we encourage you to take 
it. 

Travel Insurance made easy 
continued from pg. 2 
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Market Numbers

Indexes Q4 YTD

S&P/TSX - Toronto + 1.7% + 7.2%

Dow Jones - New York (US
$) - 1.7% + 10.2%

S&P 500 - New York (US$) - 0.4% + 16.0%

Morgan Stanley World (US$) + 2.6% + 16.5%

Morgan Stanley EAFE (US$) + 6.6% + 17.9%

Source: Morningstar Research Inc. (as of December 31st, 2012)
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At the end of  Q3, in our last newsletter, we pointed out 
that despite a few difficulties the third quarter of  2012 
had been mostly positive, with September in particular 
posting some fairly strong returns. Our view of  what the 
last quarter of  the year held for us was based on one of  
two scenarios, that either the United States became mired 
in more political games of  chicken, or that the economy 
would push through and post some fairly strong returns 
as Christmas approached. Lucky for us the latter of  the 
options came to pass, with concerns over the fiscal cliff  
being mostly resolved or deferred.  
	 Overall however the year ended up somewhat divided,     
with the gap existing between market performance and 
investor sentiment. 2012 proved to be a strong year in the 
markets, with January providing good returns, and the 
late summer and winter posting sizable gains, capping off  
what was objectively a good year in the financial markets. 
Although the markets turned negative briefly in the 
spring, on the whole 2012 proved to be a solid year as 
many global sectors climbed back slowly and steadily. 
Early concerns on whether China would suffer a 
recession dissipated as the country began posting better 
than expected GDP growth, however diminished it had 
been from the previous years.  
	 Some of  the best news on 2012 came from central     
banks in Europe and the United States. The European 
Central Bank (ECB) provided more than one trillion 
euros in the first quarter of  the year, and it promised an 
extensive bond buying program later in the year. In the 
US, the Federal Reserve announced that it would proceed 
on an aggressive bond buying program and keep interest 
rates low until unemployment fell below 6.5%. 
	 Many of  these announcements produced significant     
rallies in the markets but investors in Canada 

overwhelmingly chose to place their money in 
government bonds. This investor driven demand drove 
Canadian bonds to historic lows, showing that Canadians 
still prefer the safety of  the asset class to the potential for 
market growth.  
	 In all, 2012 has set the stage nicely for 2013.     
Economist are remaining cautious about the future, 
believing that growth will be modest overall with interest 
rates remaining mostly low, although there is some buzz 
that we may see our first interest rate hike this year. 
Europe seems to be mostly stable for the time being, but 
eyes are on the ECB and Germany to see if  they can 
continue to instill confidence in the Euro Zone. The 
United States has continued to post positive economic 
numbers, and while growth may be uneven the trend is 
certainly upwards.  
	 But while growth may be returning to the developed       
world, Canada seems to be slinking back. More economic 
news has broadened Canada’s woes. While a strong 
dollar had been hurting manufacturing, cheap American 
energy has started hurting Canada’s energy sector, 
further weakening much of  the economy. The Bank of  
Canada and Mark Carney have reduced Canada’s 
projected GDP growth for 2013, and early estimates 
suggest that any growth this year will be anemic at best.  
	 This coming year people may find a reversal of  the       
last decade, as Canada now looks to be the heavily 
indebted nation weakened by forces beyond its control, 
while economies long thought to be beyond serious 
recovery, such as France, Spain and Italy, reemerge on the 
global stage more competitive and aggressive.  
	      

Market Summary 
Q4 Review 
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Sources & Disclaimer: !
The information in this letter is derived 
from various sources, including CI 
Investments, Signature Global Advisors, 
Harbour Advisors, Globe and Mail, 
National Post, Bank of Montreal 
Economics, and Morningstar Canada. 
Index information in paragraphs 2 to 4 
were provided by TD Newcrest, PC Bond, 
and the Bank of Canada. 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 me for individual 
financial advice based on your personal 
circumstances.
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Disclaimer!
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund 
investments. Please read the simplified prospectus before investing. Mutual funds are not guaranteed and 
are not covered by the Canada Deposit Insurance Corporation or by any other government deposit 
insurer. Fund values change frequently and past performance may not be repeated. This information is not 
intended to provide specific personalized advice including, without limitation, investment, financial, legal, 
accounting or tax advice. However, please call Brian Walker, Adrian Walker or Mike Vamvakaris to discuss 
your particular circumstance.

How to Reach Us!
!
Brian Walker, Mike Vamvakaris & Adrian Walker!
Paragon Asset Management!
4875 15th Sideroad – King City, Ontario – L7B 1K4!
Telephone: (905) 859-5995 Fax: (905) 859-7281 Toll Free: 1-888-822-5514 
bwalker@paragonasset.ca, mike@paragonasset.ca, awalker@paragonasset.ca!
Mutual Funds Provided Through FundEX Investments Inc.

Sources!
Sources for the Walker Report are collected over the quarter from the following news agencies:!
Bloomberg, Financial Times, The Globe & Mail, Thomson Reuters, the BBC, Morningstar Research, The 
Bank of Canada, TD Mutual Funds, Manulife Financial, Slate News, CBC News.


