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Our portfolios have performed
quite well in the first quarter of
2006. Over the three-month
period, the portfolio of our typi-
ca client has increased by
4.3%, an annualized cruising
speed of almost 18%. Consider-
ing our stock market outlook
for 2006, the current level of
interest rates and our asset dis-
tribution, this quarter will
probably be the best of the
2006 vintage.

We were particularly active
during the last few weeks, care-
fully reviewing the asset distri-
bution of the portfolios con-
fided to us, whether at the level
of the fixed-income securities /
equity securities mix or the
geographic and sectorbased
distribution. As an outcome of

this reflection, we have taken a
few measures to render our
portfolios more defensive.
These are explained in the sec-
tion Review of Portfolio Activi-
tieson page 5.

Sdlling is aways more difficult
than buying. This reminds us of
1999, when we were disposing
of our technology securities
even though the latter kept on
increasing in vaue for quite a
few quarters. Although the cur-
rent market environment is
much hedlthier than that of the
2000, we are beginning to won-
der what lies ahead. We also
wish to keep in mind lesson
number one of 2001-2002: op-
portunity losses are easier to
swallow than real losses.
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After three years of strong
growth in equity securities
(our Canadian stocks gained
almost 105% since the begin-
ning of 2003), it seems wise
to reduce gradudly their
weight within the portfolios.
Not only will the return on
stocks not continue this pace
during the next few years,
but the gap between the per-
formance of stocks and that
of income securities will
diminish considerably.
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The Currency Market

Selected Statistics

Interest Rates

Stock Exchanges

Currencies

Canadian Stocks

US Stocks

Month | Canada Canada Canada
Short- Mid- Long
Term Term Term

CAN USA Intern.
TSX/ DJII EAFE
SPX

USA$ EURO YEN

International Stock
Exchanges

Review of Portfolio
Activities

Basic Information

Dec. 337 392 398
2005

Jan. 351 404 417
2006
Feb. 374 406 413
2006

Mar. | 386 416 426
2006

11272 10717 1680

11945 10864 1771

11688 10993 1784

12110 11109 1842

0.8580 0.7245 101.13

0.8713 0.7205 102.33

0.8718 0.7354 101.39

0.8568 0.7096 100.86
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The Bond Market

As expected, the Bank of Can-
adaraised its leading rate by 25
basis points to 3.75% last
March 7. This marks the fifth
consecutive increase of the
leading rate by the central bank
since September 2005. At
3.75 %, the leading rate has
reached a high not seen since
October 2001. The monetary
authority however softened its
tone, mentioning that it might
have to raise the rate a little,
while it had adopted a firmer
tone in the previous meeting by
saying that it would still be
necessary to raise rates.

As was expected, the Federal
Reserve decided to hike the
federa funds rate 25 basis
points on January 31 and an-
other 25 basis points on March
28, bringing the rate to 4.75%.
These increases coincide with

the departure of Alan Green-
span and the arrival of Ben
Bernanke, his successor. Since
taking over on February 1%
Ben S. Bernanke is the four-
teenth president of the Ameri-
can Federal Reserve. He suc-
ceeds Alan Greenspan who
held the reins of the world's
most important central bank for
18 years.

Bond markets were relatively
volatile since the beginning of
year, but the volatility cannot
be attributed to the arrival of
the new Fed president. From
4.05% at the beginning of Janu-
ary, thereturn on 30-year Cana-
dian bonds rose to 4.28% be-
fore coming down again to
4.18%. Better than expected
economic statistics, mainly in
the retail sales sector, explain
the market’ sretreat.

m Market

Over the last three years, factors
favourable to the Canadian dol-
lar have multiplied, pushing the
loonie up almost 40% against
the USD. In 2005, the loonie
appreciated by 3.4% against the
American dollar, becoming the
third strongest currency.

The loonie's rise continues
while severa multi-year-old
records are smashed regularly.
At the beginning of the year, it
exceeded the 88 US cent mark, a
level that it had not hit since
November 1991.

Factors explaining the apprecia-
tion of our dollar remain essen-
tidly the same since severa
months, the most significant
being the interest foreigners

have in the Canadian natural
resources sector. This situation
is particularly evident when the
performance of stock market
indicesis analyzed. As agenera
rule, the Canadian dollar is
above al a currency linked to
the prices for raw materials.
This means that a rise in the
price for raw materials is trans-
lated by an appreciation of the
loonie.

The strength of the loonie aso
reflects the weakness of the
American currency. Since the
Canadian exchange rate is ex-
pressedin USD, the evolution of
the loonie is dependent on de-
velopments south of the border.
In the short term, however, ex-
pectations with respect to inter-
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At the end of January, the
American bond yield curve was
inverted for the first time in
five years following the first
30-year bond issue in four
years and a half. Mgjor institu-
tional investors and foreign
central banks took away over
65% of thetotal bond issue.

As measured by the Scotia Uni-
verse Index, which covers Ca
nadian bonds overall, the bond
market posted a return of 0.2%
for the first quarter. The JP
Morgan index posted a return
of -1.3% for the American
bond market.

est rates in particular hold the
attention of market stakeholders.
Following a bresk of severa
months, the pursuit of monetary
tightening by the Bank of Canada
alowed the interest rate gap be-
tween Canada and the United
Statesto stabilize.

However, the loonie lost some
feathers after the last Bank of
Canada communiqué. The mone-
tary authority softened its tone,
mentioning that it might have to
raise the rate alittle, while it had
adopted a firmer tone in the pre-
vious meeting by saying that it
would still be necessary to raise
rates.
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TR P e
The committee welcomes the
new Federal Reserve
president.

R TR T ]
The loonie reaches a 14-
year high.
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Canadian Stocks

The recent upsurge in the Cana-
dian stock exchange over the
last few years has been nothing
less than spectacular. So much
so, that it upstages the U.S.
stock exchange and many
American markets with respect
to return. It is not therefore sur-
prising to notice that the TSX
ends this quarter still in front of
its American neighbours. The
leading Toronto index is in all
likelihood in lockstep with daily
oil price fluctuations. Thus, the
index has risen during the last
few sessions of this quarter
thanks to the rebound in ail
prices and new al-time highs
notably for copper and zinc. It
ends the period with areturn of
7.4%.

Over haf of the TSX sub-
sectors remained in positive
territory. Taking first place, the
metal sector. With a gain of
14.7%, this sub-sector experi-
enced a comeback of late, swept
aong by increased prices for
zinc and copper due to strong
Asiatic demand in a context of
limited production. The fact that
the demand for resources has
remained high has certainly
helped the market, demand till
exceeding production. Further
more, the industrial sector com-
posed of securities from the
industrials such as railway com-
panies, has progressed by
10.7%, ending in second posi-
tion, calling to mind increased
shipping volume and better op-
erating margins, a performance
deeply related to the rising de-
mand for raw materials. Sur-

prisingly, the information tech-
nology sector has posted a gain
of 10.5%, ranking third, follow-
ing a sudden gain towards the
end of the quarter.

Three sectors end in decline.
The telecommunication services
sector with aloss of 2.1%, the
consumer staples sector (-1.6%),
showing that investors have not
yet begun to fall back on defen-
sive securities. Finally, the utili-
ties sector is the great loser for
the quarter posting a downturn
of 9.7%. This sector is sensitive
to interest rates and does not
perform well in a context of

tightening monetary policy.

The Bank of Canada reckons
that the Canadian economy is
working at full capacity. But the
impressive appreciation of the
Canadian dollar is an omen of
an overheating economy. Thus,
investors demand for the loonie
is, large part, boosted by the
strength of the Canadian econ-
omy. The first quarter therefore
has started off on the wrong foot
with regard to foreign trade,
exports having decreased to the
detriment of imports, bringing
net exportsto null. Foreign trade
exerts an important braking
effect on the growth of red
GDP, Canadian companies hav-
ing to adjust to the new environ-
ment characterized by a strong
Canadian dollar and globaliza-
tion.

The labour market indicators
show a high rate of utilization
for economic resources. The
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appreciation of the loonie is
keeping inflation at bay, but is
increasingly penalizing jobs in
the manufacturing sector. How-
ever, the labour market remains
healthy in the country overall,
its progress consistent with the
trend set in thelast few months.
The unemployment rate is
benefiting from a light decrease
in the labour force in February
and from a decrease of 0.2% in
the unemployment rate from
6.6% to 6.4%.

The overall consumer price
index (CPI) receded by 0.2% in
February following an increase
of 0.5% in January. Once again,
prices at the gas pump (a de-
crease of 6.8% in February)
have had the strongest influ-
ence. Inflation remains how-
ever under contral, the CPI,
excluding energy, having in-
creased by less than 2% over
thelast twelve months.
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The TSX is in lockstep with

daily oil price fluctuations and

new all-time highs for copper
and zinc.
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The year has started off with a
roar on Wall Street; the Dow
Jones ends this first quarter of
2006 up 3.7%. The S&P 500
and Nasdag gain 3.7% and
6.1% respectively, quite ap-
preciable performances as well.
The American indices retreated
a the end of quarter after hav-
ing reached a five-year peak in
mid-March.

South of the border, the econ-
omy remains in good shape in
the first quarter as demon-
strated by various economic
gtatistics. Moreover, in January,
Mr. Greenspan passed on the
torch, after 18 years of service,
to the new president, Mr. Ber-
nanke.

After arather timid January, job
creation in February exceeded
expectations with arobust gain,
whereas unemployment re-

mains very weak, below the 5%
level. All of this implies that
the overall situation remains
one of a strengthening labour
market. The decrease in retail
sdes in February ends five
consecutive months of in-
creases. On the other hand,
even with timid results in
March, sales have progressed
very well in the first quarter of
2006, given the strong increase
in January.

Industrial production has also
performed well, prompted in
particular by the uncertainty in
energy demand that was caused
by temperature fluctuations in
the United States. As for the
real estate sector, the most re-
cent signas are rather mixed.
Housing starts have increased,
but sales have receded. Eco-
nomic growth isalso stimulated
by business investment, orders

International Stock Exchanges

The latest data published by the
OECD confirm a moderate
acceleration of the world econ-
omy. Its leading indicator pro-
gressed for the ninth consecu-
tive time in spite of high oil
prices and imbalances in cur-
rent accounts.

In the euro zone, Germany and
France appreciated by more
than 6% in January aone and
ended the quarter up 10.4% and
10.7% respectively. Italy’slead-
ing index rose by 7.4%.

In Germany, the market senti-
ment index declined in March,
but remains at ahigh level, well
above its average. This decline
reflects the toughening stance
of BCE members with respect
to inflation. The chief econo-

mist declared moreover that the
BCE could not close its eyesto
the risks imposed by the avail-
ability of money in the twelve
countries of the euro zone. In-
vestor confidence in Germany
fell for a second consecutive
month in March. Overal, the
situation remains however en-
couraging. Good news for
Europe's third economy - con-
sumer spending has experi-
enced its strongest increase in
France since October 2004.

The British stock market is also
going with the flow and has
gained 6.2% this quarter. How-
ever, inflation increased in the
United Kingdom in February
for the first time in five months
while the unemployment rate
also experienced its strongest
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for durable goods having in-
creased in February for the
fourth time in five months.

The current account deficit in
the United States reached 7% of
GDP over the last quarter of
2005, showing the scale of the
imbalance within the current
international economic context
and also the significant need
Americans have for financing,
and for foreign goods and ser-
vices.

All in dl, inflation remains
under control although risks
remain. Strategists are banking
on strong growth during the
first quarter of 2006 followed
by a deceleration. The begin-
ning of 2006 was prolific in
positive signals, the rest of the
year remainsto be seen.

rise in over 13 years in Febru-
ay.

As expected, with inflation in
positive territory, Japanese au-
thorities are removing liquid
assets from the banking system
and are getting ready to aban-
don their zero rate palicy, in
force since 2001. This said,
monetary policy still requires
caution since the Japanese
economy is barely out of defla-
tion. The NIKKEI 225 ended
the quarter with a return of
5.9%.

In March, Chind s trade surplus
fell toitslowest level since July
2004 due to an increase in im-
ports whereas exports gave
ground. The country’s index is
up 6.2% thisfirst quarter.

r
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T erING
Taking off at top speed, the
Dow Jones and the S&P 500
rise both by 3.7% this first
quarter of 2006.

T AR
Most stock markets in the
world experienced a strong
upsurge this quarter.
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'Review of Portfolio Activities

As mentioned at the beginning
of our quarterly letter, we have
been fairly busy at the begin-
ning of the year. Firstly, we
have experienced strong growth
in assets under our management
during the last few months,
partially due to significant
RRSP contributions. But, we
have especially benefited from
the many references from our
current clients, who wish to
share their satisfaction with our
service with their close rela
tions or colleagues. Thank you
and we encourage you to con-
tinue.

We have also been very active
with regards to portfolio trans-
actions. These revolve around
the following themes:

1. thereduction in the weight
of shares within balanced
portfolios: e.g. our typical
client currently has dlightly
over 40% in stocks against

55% a month ago. We
liquidated our investment
in CIBC and reduced our
investments in Alimenta-
tion Couche-Tard and our
cyclical stocks;

the reduction of the aver-
age duration of our income
securities. We have made
substantial profit over the
last two years with our
longterm securities, but
we believe that the time
has come to move closer to
the duration of the refer-
ence index (Scotia Uni-
verse). To achieve this, we
have liquidated our longest
duration security (2035)
and invested the proceeds
from the sale of equity in
the short term; and

we have finaly reduced
the cyclical character of
our Canadian stocks by
lowering our investment in
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Alcan, Teck Cominco and
Falconbridge by a third.

Although the basic metals ™. TiE s

industry should perform
better in the future than
during the economic
downturns of the last 30
years, due to the needs in
Asa and India, it should
be noted that stock prices
are strongly related to the
price of resources and con-
sequently very volatile.

We also reduced our invest-
mentsin Southeast Asiaby half
and increased those in India by
50%. Although the Indian mar-
ket could be voldtile in the
short term, we are very optimis-
tic with the medium and long
term. In only one quarter, we
gained approximately 20% in
India, agood beginning!

A busy quarter within our
portfolios, where we aimed
mainly to increase the
defensive nature of the latter.
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the primary financial advisor for its cli-
ents. Within the framework of a courteous,

i/ attentive, professional and personalized
service, the service offering is based on

_l an experienced team, endowed with high
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exceptional financial services. A well-

. . m— balanced, dynamic and systematic ap-
National Winner of the 1999-2000 Distinction Program proach in addition to competitive man-

- inc Of thel Dealers Association of Canad .
DE&.]ardlnb fhelnvesiment Dealers Association of Canada agement fees exempt of any potential

Securities conflict of interest characterize its portfo-

wember CIPE lio management activities.

INnfo Sabius
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For our clients who wish to obtain more information about financial markets as well as the views and
thoughts which direct our portfolio management decisions, our Info Sabius meets these requirements. It is
sent on a daily basis either by fax or by e-mail to our clients who wish to be kept abreast of their portfolios
and the many issues which affect them. Please do not hesitate to contact us should you be interested in re-
ceivingit.

Each Desjardins Securities advisor whose name appears in the front matter or in abyline of this publication hereby attests that the recommendations and opinions expressed herein accurately
reflect the personal views of the advisors with respect to the company and the securities discussed herein and any other company or any other security referred to herein and tracked by the
advisor. It ispossible that Desjardins Securities has previously published other opinions, including ones contrary to those expressed herein. Such opinions reflect the different points of view,
hypotheses and analysis methods of the advisors who authored them. This publication is provided for information purposes only and does not constitute an offer or asolicitation to buy or sell
any securities products referred to herein in any jurisdiction in which such an offer or solicitation cannot legally be made. Before making an investment decision based on the recommenda-
tions provided herein, recipients of this publication are advised to determine how suitable the recommendations are for them in view of their personal financial situations and investment
goals and requirements.

This publication may contain statistics obtained from third parties that we believe to be reliable. Desjardins Securities does not claim to know whether the obtained statistical information is
accurate and complete, and users should not rely on it as though it were. The estimates, opinions and recommendations contained herein are expressed at the date of publication and are
subject to change without notice.

Desjardins Securitiesis awholly owned subsidiary of Mouvement Desjardins. Desjardins Securitiesis a member of the Canadian Investor Protection Fund (CIPF).




