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last year was challenging 
for investment managers. Equities 
did well in the first nine months 
of the year, then headed south — 
particularly in December. Interest 
rates rose, but backtracked a little 
as the year drew to a close.

Such an environment can be 
good for stock-pickers, and cer-
tainly some mutual fund families 
using that style did well. Mawer 
Investment Management Ltd. of 
Calgary led the pack with 90.1% 
of long-term assets under man-
agement (AUM) held in funds 
with first- or second-quartile per-
formance for the year ended Dec. 
31, 2018, according Morningstar 
Canada data. (All firms are based in 
Toronto unless otherwise noted.)

“It was a year when boring 
worked and sexy sizzled,” says 
Paul Moroz, Mawer’s chief invest-
ment officer (CIO) and head of 
the global equities and small-
cap team. “A lot of the FAANGs 
[Facebook Inc., Amazon.com Inc.,  
Apple Inc., Netflix Inc. and Alpha-
bet Inc. (a.k.a. Google)] were out of 
favour, due partly to [both] monet-
ary policy tightening and greater 
uncertainty.” 

The result was money being 
pulled out of markets, which 
“sapped speculation,” Moroz adds, 
and didn’t produce enough volatil-
ity to generate investment oppor-
tunities. Volatility did increase, 
however, later in 2018. 

Says Dan Chornous, chief invest-
ment officer with RBC Global Asset 
Management Inc.: “The combina-
tion of increased market volatility 
and wide dispersion 
of returns across 
countries, sectors and 
individual compan-
ies created opportun-
ities for skilled active 
managers.” 

RBC’s fund family, 
which is the largest 
in Canada with over 
$300 billion in long-
term AUM as of Dec. 
31, did quite well last 
year, although its 
percentage of long-
term AUM in the top 
two quartiles, 58.1%, is well below 
the top performers.

Moroz thinks 2019 is going 
to be challenging. He explains: 
“Equities might be beaten up or 
they might rise some more. There 
could be waves of volatility in 
both directions.” 

Major questions include 
whether monetary policy will 
tighten further or if interest rates 
will stay where they are. The slow-
ing of China’s economy is another 
key factor, and Moroz asks: “How 
bad will that get?”

Other fund families that did 
very well in 2018 were those of 
Fidelity Investments Canada ULC 

and Beutel Goodman & Co. Ltd., 
the portfolio managers of which 
were also stock-pickers, with 
80.8% and 79.4% of long-term 
AUM, respectively, held in funds 
that performed above the average. 

But stock-picking didn’t always 
yield strong results last year. The 
funds of Franklin Templeton 
Investments Corp. and Invesco 
Canada Ltd. struggled, with only 
34.7% and 20.1% of long-term 
AUM, respectively, held in funds 
that performed above the average.

Nor was stock-picking the only 
answer. Dynamic Funds’ and 
Scotia Asset Management LP’s 
funds also did well: Dynamic 
ranked No. 2, at 82.6%, and Scotia 
AM at No. 5, at 78.6%. Both families 
offer a variety of investment styles. 

Glen Gowland, executive vice 
president, global wealth man-
agement, at Bank of Nova Scotia, 
which owns both fund families, 
attributes the strong performance 
to experienced portfolio managers 
who made the right adjustments 
in the last quarter of 2018.

Here’s a closer look at some of 
the mutual fund families:
n mawer investment man-
agement ltd.  Moroz isn’t 
worried about how the external 
environment develops: “What 
matters is finding companies pro-
ducing earnings and dividends.” 
He points to two “boring” stocks, 
which most people haven’t heard 
about, that did very well in 2018.

Wolters Kluwer NV in the 
Netherlands is a global infor-
mation services company that 
provides software in the follow-
ing spaces: health care; tax and 
accounting; governance, risk and 
compliance; and legal and regula-
tory matters. When you go to your 
doctor, for example, chances are he 
or she is using Wolters Kluwer soft-
ware to help with diagnoses. Your 
accountant also probably uses the 
company’s software. “In Canadian 
dollar terms,” Monoz says, “the 
stock was up by 25% in 2018.”

U.K.-based Aon PLC is an insur-
ance brokerage and 
human resources 
services company 
that helps businesses 
w i t h  i n s u r a n c e 
needs manage risk 
in an increasing risky 
world, says Moroz. 
The stock’s return 
was a little more than 
20% in 2018.
n  d y n a m i c 
funds and sco-
tia asset man-
agement. Although 
both these fund fam-

ilies are owned by Scotiabank, they 
are separate families that use the 
same investment-management 
firm, 1832 Asset Management LP, 
which also is owned by Scotiabank.

Dynamic’s and Scotia’s funds are 
similar yet different. Gowland says 
mandates can differ, with Scotia’s 
funds generally being a little more 
defensive and usually with less 
concentrated holdings.

As a result, Scotia’s funds tend 
to have more consistent returns. 
For example, in the past five years, 
Scotia’s fund family had four years 
with at least 55% of long-term 
AUM held in above-average per-
forming funds, while Dynamic’s 

family had only three years of per-
formance above 55%. The average 
percentage of AUM held in funds 
that ranked in the first or second 
quartile for Scotia’s family in 2014-
18 is 62.4% vs Dynamic’s 52.6%.

Still, according to Gow land, 
Dynamic funds’ ability to hold 
“meaningful positions” in more 
concentrated portfolios means 
that when the family is doing well, 
it usually has a higher percentage 
of AUM held in the first or second 
quartile, as was the case in 2018. 

“[I anticipate] pretty good news 
on most fronts in 2019,” Gowland 
says. “It will just be less good than 
in 2017 and 2018.” 

There are critical questions, 
Gowland says. For example, 
were equities oversold this past 
December, or will 2018’s fourth 
quarter be the norm from here on 
out? If equities continue to rise, 
albeit likely with more volatility, 
both Dynamic’s and Scotia’s funds 
are well positioned.
n fidelity investments 
canada ulc. The Fidelity fund 
family had a dramatic turnaround, 
with 80.8% of long-term AUM held 
in funds performing above the 
average in the year ended Dec. 31 
vs 32.2% in 2017 and 30.6% in 2016. 
Kelly Creelman, senior vice presi-
dent, retail products and solutions, 
puts this down to a return to “nor-
mal volatility in financial markets.” 

When volatility is low, there 
aren’t a lot of opportunities to pick 
up good-quality stocks at attract-
ive valuations. Some Fidelity port-
folio managers also were very 
defensive last year. The combina-
tion left fund returns lower than 
those of many competitors.

But once volatility returned late 
last year, so did opportunities. 
Creelman says the firm’s portfolio 
managers bought a lot of equities 
in December on days of extreme 
volatility, and she’s seeing the 
result in returns already. 

Creelman thinks there will be 
even more opportunities in 2019 
because increased concerns about 
potential risks in the market are 
feeding volatility. 
n rbc global asset man-
agement inc. Chornous is opti-
mistic about 2019, given the drop 
in equities in late 2018. “Stocks are 
now below our modelled estimate 
of fair value in all major regions 
and appear especially attract-
ive in non-U.S. markets,” he says. 
“The recent decline in stocks has 
lowered the dependency on above-
average earnings gains to sustain 
the bull market. As a result, stocks 
offer decent upside from current 
levels under reasonable assump-
tions, as long as earnings grow in 
the mid- to upper single digits, as 
analysts anticipate for 2019.”
n beutel goodman & co. 
ltd. This company looks for equi-
ties with quality underlying busi-
nesses for which financial markets 
have low expectations, says Mark 
Thomson, chairman and man-
aging director for Canadian 
and global equities. Picks that 
did well in 2018 include Rogers 
Communications Inc. and Metro 
Inc. in Canada; Eli Lilly & Co. and 
AutoZone Inc. in the U.S.; and 
Horizon Pharma PLC in Ireland.

Going into 2019, Thomson likes 
consumer staples firms, which 
have good businesses and low valu-
ations. He also notes that valua-
tions of financial services firms are 
pricing in a dire economic environ-
ment, so these stocks could be of 
good value. He adds that Beutel’s 
funds should “significantly outper-
form if markets are weak in 2019” 
because of Beutel porfolio man-
agers’ discipline in buying equities 
when they are underpriced. 
n  franklin templeton 
investments corp.  Like 
Fidelity’s, Franklin Templeton’s 
fund family benefits from volatil-
ity, “When volatility falls, so does 

our relative performance,” says 
Duane Green, chairman, presi-
dent and CEO. Although that 
didn’t show up in the family’s per-
formance for 2018 as a whole, 
Green says, 66% of their AUM were 
held in funds in the first or second 
quartile in the fourth quarter.

Earlier in 2018, Green says, 
markets were driven by momen-
tum. “It was all about FAANGs in 
the spring and summer,” he says. 
“And we don’t buy like that.”

Green thinks 2019 will be a 
“fairly constructive year of finan-
cial markets, with growth con-
tinuing.” He likes equities over 
bonds and emerging markets over 
developed markets. 
n  invesco canada ltd. 
“Invesco’s holdings of under-
valued, quality companies with 
good long-term prospects weren’t 
rewarded in 2018,” says Jamie 
Kingston, senior vice president of 
North American product manage-
ment and development.

Kingston says the first half of 
2018 was dominated by high-
growth companies and momen-
tum plays while the second half of 
the year was dominated by slower-
growth, defensive stocks, such as 
utilities and consumer staples. 
Invesco portfolio managers gen-
erally don’t invest in these areas.

The firm’s Canadian equity 
funds were “clobbered” by their 
holdings of primary energy pro-
ducers rather than more defensive 
energy holdings, such as pipelines. 
As well, fixed-income funds were 
hurt by an over-weighting in cor-
porate bonds in a rising interest 
rate environment and the finan-
cial market turmoil at yearend. 

Kingston thinks 2019 will be 
a better year for Invesco’s fund 
family. He anticipates better com-
modities prices to help energy 
holdings and also thinks emerging 
markets, where valuations are low, 
should do better than last year.  IE

Stock-pickers need some volatility
Mutual fund families 
that used a stock-
picking portfolio-
management style 
soared last year 
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How mutual fund families performed last year
Mutual fund family1 Assets in first and second quartiles Long-term assets2

Y/E ’18
(%)

Y/E ’17
(%)

Y/E ’16
(%)

Y/E ’18
($bil.)

Y/E ’17
($bil.)

Mawer Investment Management 90.1 85.7 27.6 28.3 27.3
Dynamic Funds3 82.6 58.2 24.9 46.4 46.5
Fidelity Investment Canada 80.8 32.2 30.6 134.4 143.8
Beutel Goodman & Co. 79.4 92.3 66.9 15.4 16.6
Scotia Asset Management3 78.6 56.8 35.3 52.8 55.1
Sun Life Investments (Canada) 75.2 66.5 29.5 17.7 15.5
Quadrus Investment Services 72.7 53.8 64.0 25.6 24.1
AGF Funds 61.4 44.1 48.0 23.2 23.5
IA Clarington Investments 60.8 31.8 64.8 16.2 17.3
Mackenzie Investments 60.5 51.2 68.0 55.1 57.3
RBC Asset Management 58.1 62.9 69.3 303.2 307.2
BMO Investments 53.0 65.0 27.5 63.2 68.2
Cdn. Imp. Bank of Comm./CIBC Asset Mgmt. 49.5 52.7 54.8 56.3 55.6
MD Financial Management 48.7 33.0 74.1 15.9 17.5
TD Mutual Funds 44.3 32.3 54.9 163.1 166.5
Russell Investments Canada 43.1 33.1 50.2 17.5 19.3
CI Investments 42.1 32.1 56.8 110.9 109.8
National Bank Securities 38.7 54.5 51.2 42.4 24.5
Manulife Mutual Funds/Manulife Asset Mgmt. 37.8 68.7 23.3 62.9 62.8
Franklin Templeton Investments 34.7 25.7 49.6 25.1 29.0
Investors Group 34.0 25.4 58.3 94.2 101.7
Desjardins Investments 26.5 53.4 44.0 58.3 59.5
Invesco Canada 20.1 68.9 63.2 28.8 35.8
1.  FUND FAMILIES WITH $15 BILLION OR MORE OF LONG-TERM ASSETS HELD IN FUNDS RANKED BY MORNINGSTAR CANADA
2. ASSETS FOR FUNDS FOR WHICH MORNINGSTAR CANADA PRODUCED RANKING DATA. WHEN ONLY ONE FIGURE IS PROVIDED FOR 

FUNDS WITH DIFFERENT VERSIONS, THE ASSETS ARE DIVIDED EQUALLY AMONG THE VERSIONS. THERE CAN BE DOUBLE-COUNTING 
WHEN FUNDS ARE INVESTED IN OTHER FUNDS IN THE FAMILY

3. BOTH DYNAMIC FUNDS AND SCOTIA ASSET MANAGEMENT ARE OWNED BY BANK OF NOVA SCOTIA

SOURCE: MORNINGSTAR CANADA                                                                                                                             INVESTMENT EXECUTIVE CHART

“Equities 
might be 
beaten up  
or they might 
rise some 
more” 


