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We were expecting avery vola-
tile year in 2008. The expres-
sion Be careful what you wish
for?describes our state of mind
quite well.

Stock markets worldwide were
in for arough ride this quarter,
experiencing a few ups but
mostly steep falls. The Morgan
Stanley World Index ends the
last three months down 11.6%.
The Canadian stock exchange,
helped by its heavy weighting
in natural resources companies,
has fared better with—3.5%.

Despite a significant reduction
in interest rates in the U.S. and
concrete  efforts  from  the
world’'s monetary authorities to
inject liquidity into the finan-
ciad system, fear remains. One
has to realize that the damage

was considerable and that deep
wounds do not heal overnight.
We are very happy that our
portfolio contains no commer-
cial paper, no rea estate invest-
ment, no direct investment in
the United Sates and no Cana
dian bank that has been signifi-
cantly impacted by the current
crisis. However, we are suffer-
ing from the collateral effects
of the confidence crisis and the
economic sowdown caused by
these problems.

We remain confident that we
are afew quarters away from a
significant upturn and that the
stock market correction offers
an excellent opportunity to
acquire securities that  will
stand out over the next few
years. While we are following
events closely and are affected,
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as are our clients, by the in-
tensity of daily fluctuations,
we are even more concerned
with positioning our portfo-
lios for the next period of
prosperity.

Do not hesitate to read regu-
larly our daily Info Sabius on
the subject or to call usif you
have any questions.
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Interest Rates Stock Exchanges Currencies

Month | Canada Canada Canada CAN USA Intern. USA$ EURO YEN

Short-  Mid-  Long TSX/ DJII EAFE

Term Teem  Term SPX
Dec. 382 387 39 13833 13265 2253 1.0190 0.6926 114.53
2007
Jan. 338 350 388 13155 12650 2044 1.0030 0.6787 107.34
2008
Feb. 304 314 364 13582 12266 2070 1.0220 0.6757 108.52
2008
Mar. 187 291 344 13350 12262 2038 0.9783 0.6196 97.14
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The Bond Market

Worried by the economic
slide south of the border and
its impact here, the Bank of
Canada cut its overnight rate
by 50 basis points to 3.5% at
its most recent meeting on
March 4",

The rate reduction, which is
Mark Carney’s first move as
governor since his accession
to office, is the most signifi-
cant one since November
2001, when the American
economy was in recession
following the bursting of the
IT bubble and the September
11 attacks. This time, the cul-
prits are the sluggishness of
the real estate market, the
contamination of other sectors
and the increasing timidity of
banks with respect to loans.

The last two decisions on

December 4" and January
22" resulted in reductions of
25 basis points. Since Decem-
ber, the Bank has cut 100
basis points from its overnight
rate.

In its communiqué, the Cen-
tral Bank states There are
clear signs that the US econ-
omy is likely to experience a
deeper and more prolonged
slowdown than had been pro-
jectedin January.?

In the United States, the
American Federal Reserve
(Fed) decided to cut its target
rate to 2.25% at its last meet-
ing on March 18, a reduction
of 75 basis points. Just six
months ago, the rate was
5.25%. The repeated reduc-
tions by the Fed since August
have two objectives. The first

The Currency Market

The greenback started the year
on a low note. It should be
noted that the latest statistics
point to a deterioration of the
U.S. economic setting.

The monetary and economic
authorities seem unable to
curb the drop of the U.S. dol-
lar. Over one year, the green-
back lost 18% against the
euro. This collapse of the U.S.
dollar has recently accelerated
with a loss of about 10% over
one month. On March 20", the
euro shattered a new record
against the greenback trading
around $1.5688 US. The
greenback is suffering from

the economic slowdown in the
U.S. and the policy of interest
rate reductions implemented
by the Fed over the last several
months. Leading interest rates
are now higher in the euro
zone than in the United States,
thus rendering the euro more
interesting for investors.

For the first time in 12 years,
the dollar is trading below 100
yen. Another symbolic low,
the Swiss franc is now worth
more than the U.S. dollar for
the first time in history. In
fact, in February, the US Dol-
lar Index, which is a basket of
six major currencies including
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is to untangle the credit crisis
in the short term. The second
is to mitigate the economic
slowdown over the medium
term, which itself depends on
the success of the first objec-
tive.

Bonds, more than ever, have
played their role as guardians
of value. In Canada, the yield
on 10-year bonds fell to
3.65% from 4.7% since July.
For their part, the yield on 30-
year bonds dropped to 4.06%
from 4.64%.

In this context, the J.P. Mor-
gan Bond Index in the U.S.
posted a return of 4.53% for
the quarter, while the Scotia
McLeod Universe Index
posted a return of 2.95% over
the same period.

the Canadian dollar, fell to its
lowest level since its inception
in1973.

Fears of a global slowdown in
economic growth combined
with the drop in the price of
basic materials have not spared
the loonie. The day following
its worst daily drop in 50 years,
the loonie lost 1.36 cents U.S.
on March 20" closing at
$0.9771 U.S. This represents its
lowest level since the end of
January.

B s

R
Mark  Carney,

governor of the
Canada, cuts the

Page2

ERRL . i) o]

the new
Bank of
overnight

rate by 50 basis points.

R

BB ot r i o)

The greenback is suffering

from the US.
slowdown.

economic



The Quarterly Letter

‘Canadian Stocks

Voldtility is back and the word
recession? is on everybody’s lips.
Since Uncle Sam’s economy is
giving cause for concern, North
American stock markets are faced
with their worst beginning of the
year in decades. The Canadian
market lost 3.5% since the begin-
ning of the year, a setback that
erased amost al of the gains from
2007. Needless to say that with
the exception of the Basic Materi-
als sector, which is still defying
the laws of gravity despite the
latest index correction, al of the
TSX sectors have ended the quar-
ter in negative territory.

Leading the list of the worst sec-
tors is the Consumer Discretion-
ary sector has also undergone a
correction since the beginning of
2008 and posted a return inferior
to amost every sector within the
composite index at —15.0%. The
Consumer Discretionary sector is
generally considered a cyclica
sector that should be avoided
during periods of economic slow-
down. The automotive sub-sector
in North America is bracing itself
for a difficult year due to a higher
than expected contraction in con-
sumer spending, and a number of
companiesrevising their profit per
share outlook downward, all fac-
tors playing against the sector.

The Information Technology sec-
tor despite the fact that it had
ended 2007 with aroar. Over the
last few months, the sector has
been severely tested by the in-
creasing probability that the U.S.
economy is heading towards re-
cession. A good part of the sec-
tor's revenues comes from corpo-
rations, which will probably re-
duce their costs over the next few
months if their profits shrink. The
sector ends the quarter with an
unenviable result of —12.9%.

It is not surprising to find the
Financials sector amongst the
worst performing sectors of the
TSX. The sector, with a year-to-
date return of —9.4% in 2008, was

given arough ride in the last two
quarters, a casualty of the reces-
sion in the U.S. housing market,
which had a significant impact on
mortgage-backed debt. These
problems linked to mortgages
have not yet been contained and
remain a headache for financial
ingtitutions.

Another sector getting a lot of
attention lately was the Basic
Materials sector, which ranked
first amongst the S&P/TSX sec-
tors during the quarter, but not
without some effort. The Gold sub
-sector ranked at the top despite a
strong correction at the end of the
quarter. The Basic Materials sec-
tor valiantly resisted the fall in the
S&PITSX index, mainly due to
the strong returns of gold mining
shares, which represent over 40%
of the Basic Materias index. The
sector ends the quarter with a
respectable return of 7.2%.

The Energy sector has not been
able to take advantage of new
recent highs in the price of crude
oil. The momentum of the sector
remains modest with a return of
0.4%. The sector suffered signifi-
cant volatility provoked by eco-
nomic and geopalitical problems.
The U.S. economy continues to
slow down and a recession would
lead to lower demand for energy,
which would put pressure on the
sector over the next quarter.

The Canadian economy, follow-
ing three quarters of very strong
growth, seems to have clearly
decelerated in the fourth quarter,
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due to the decline of exports.
Luckily, increased disposable
income has kept domestic de-
mand alive.

Indeed, the country’s unemploy-
ment rate remains at 5.8%, its
lowest level over the last 33 years
and, consequently, the employ-
ment rate is at an historic high of
63.9 %. This strong increase in
employment, in a context that
increasingly resembles full em-
ployment, is inevitably fuelling
wage growth. Consumer spend-
ing is thus benefiting from sig-
nificant  underlying  support,
which when coupled with the
beneficial effects of falling lead-
ing interest rates, is sustaining the
vitality of domestic demand.

T EerTGRE
Volatility is back, but the S&P/
TSX comes through in better
shape than its  world
counterparts!

Even if the U.S. dowdown does
impact Canada, the country is
well positioned to avoid an eco-
nomic contraction. The saying
goes that when the U.S. sneezes,
Canada catches a cold”. This
time, however, the vitaity of the
Canadian economy could refute
it.

M ore M ovement Within
the Dalpé-Milette Group!

Mrs. Francesca Pannunzio joins our team.

Francesca holds a degree in Business Administration from HEC
Montreal, with a specialization in Finance. In addition to her qualifi-
cations and superior technical training, she has eight years of rele-
vant experience in our industry.

She will be responsible for customer services. Her arrival coincides
with the departure of Annie Dagenais who will
give birth to her second child next June. Annie
will leave at the end of May for a one year mater-
nity leave.

She will be responsible for customer ser-
vices. Her arrival coincides with the departure of Annie
Dagenais who will give birth to her second child next June.
Annie will leave at the end of May for a one year maternity
leave.
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Days come and days go, but no
two days are alike on the markets
these days. American stock mar-
kets have experienced significant
fluctuations during the last quar-
ter. Following a drop in January,
they stabilized in February and
end the first quarter of 2008 in
negative territory.

Following several see-saw trad-
ing sessions, the American ex-
change’s diversified index, the
S&P 500, fell by 9.9%, the Dow
Jones index of the 30 most im-
portant securities declined by
7.6%, while the Nasdag plum-
meted 14.1%.

The trigger for the current credit
crisis lies in some shoddy credit
practises and in the lack of trans-
parency. Our southern
neighbours intend to proceed
with a thorough clean up by
tightening regulations. We have
aready witnessed many initia-
tives by the Fed to tackle this
crisis and to restore investor con-
fidence these last few months
(hefty reduction of the leading

rate, refinancing plan, additional
tool of 200 billion dollars).

In mid-March, the price of black
gold reached a new record, around
$110. Combined with the rea
estate crisis, this could sap the
American  consumers  moral.
Negative data on industrial pro-
duction reinforce the fears of a
recession. However, it should be
noted that a recession is techni-
caly defined by ?a period of at
least six months of decline of the
real GDP?.

Job losses are multiplying. An
additional sign that consumer
spending is at haf-mast among
our neighbours to the south, retail
sales (representing two thirds of
economic growth) have declined
by 0.6% in February. In addition,,
housing starts were at their lowest
in 17 years in February, but are
more resilient than expected. The
University of Michigan Consumer
Sentiment Index measuring con-
sumer attitudes and expectations
towards the U.S. economy has
receded in March. A fifth con-

Tnternational Stock Exchanges

European markets were no ex-
ception and experienced signifi-
cant declines. The indices of
Germany, France and Italy end
the first quarter of 2008 down
19.0%, 16.2% and 17.3% respec-
tively.

Inflation is at its highest level in
years in the euro zone at 3.2%
year over year in February. In
addition, consumer prices and
salaries have increased more than
expected. However, German
investor confidence was surpris-
ingly up for a second consecutive
month in March and exports have
stood firm until now in the euro
zone.

In the United Kingdom, the Brit-
ish index ends the first three

months with a decline of 11.7%,
while the Hong Kong Hang Seng
index ends the same period down
17.9%. In Tokyo, the world's
second financial center, the Nik-
kei 225 lost 18.2%. Export weak-
ness at the beginning of the year
has increased the risk of a reces-
sion in Japan.

Inflation and soaring raw mate-
rial prices worry Chinese inves-
tors. According to recent statis-
tics, Chinese industrial produc-
tion posted its lowest growth in
over a year and its trade surplus
is down for the first time in al-
most a year. However, money
supply growth has slowed down,
reassuring the Chinese authori-
ties.

1st Quarter 2008

secutive downturn of the leading
indicator was also announced at
the end of the quarter.

Some positive statistics remain;
prices for raw materias are still
vigorous, sustained by the weak-
ness of the greenback. Retall
prices have shown an unexpected
stability in February. Furthermore,
according to recent compilations,
only 13% of corporations posted
disappointing results inferior to
expectations in the fourth quarter.
However, this percentage could
increase this quarter.

All in al, financial turbulence, the
weskness of the labour market
and the decline in housing prices
are affecting the mood of the
American consumer. Growth in
the first quarter of 2008 will be
weak. It remains to be seen how
far the measures adopted by the
government and the monetary
authorities will go to soften the
current blows.

As mentioned by the Managing
Director of the IMF
(International  Monetary Fund)
following the meeting of the G7
countries in February, the world
economy has entered into a diffi-
cult phase. The good news is that
more countries have intervened
to inject liquidity into the system.
Furthermore, despite the slow-
down experienced by industrial-
ized countries, emerging econo-
mies are surprising everyone with
their continued expansion.

In the last few months, world
financial markets have faced
significant turbulence due to the
American red estate crisis and
the uncertainty with respect to
the extent of the financial sector
crisisin United States.

r

Page4

i

EEFL e
A Yo-yo stock market this
quarter, dominated by fears
about the credit crisis.
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International stock exchanges
post losses as significant as in
the United States.
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'ReView of Portfolio Activities
The last quarter has been the  (4)the economic growth of preparing to invest in Market
source of much concern. This emerging markets, Vector-Agribusiness ETF
required a lot of reading, mainly China and India, (listed on the AMEX; symbol
analysis, introspection and will continue to surpass MOO.A), which replicates the
vision. We had to evaluate the by far that of the United performance of the DAX
potential short term impact of States and Western  Global Agribusiness Index.
the damage ver;us mid and Europe. _This will be re- We increased our participa-
long term potential gains. flected in the perform- tion in HudBay Mining. We
The volatility and the wide- ance of the best compa- 46 mogified our holdings in
spread decline of the stocks n'%s fth these COUNNIeS  the energy sector by increas-
markets have alowed us to and of their currency; ing our investment in Cana-
slightly modify our portfolios (5) the natural resource, agri- dian Oil Sands Trust where
to, in our opinion, position culture and infrastructure  long lasting reserves and the
them better for the next years. sectors  will dominate major impact on profitability
for et sppt o E00TC VY o1 0 e g price of
portfolio management strat- ' i e T T
egy are: (6) gradually, an increasing have plann_ed an upcoming S )
ortion of ortfolios  INvestment in Market Vector- The stock market downturn
(1) stock markets are at worst porld ide .”p be in Nuclear Energy ETF (listed allows us to position our
: worldwi Wi in- s i
5to 10 % from their bot- ) portfolios in sectors and
o vested inthemes 3, 4and N _the AMEX: symbol o iviec that should, in our

(2) stock markets are defi-
nitely less expensive than
income securities and the
next economic upturn
will alow a significant
recovery of stock market
prices;

(3)the financia and eco-
nomic situation favouring
Canada, especialy attrib-
utable to the importance
of its natural resources
sector (oil, base metals
and agriculture), which
has been noticeable for a
few years now, will be
even more obvious in the
next few years. This will
continue to contribute to
a strong and increasing
Canadian dollar;

evaluation ratios.

During the last quarter, our
portfolio transactions were
directed to better align our
securitiesto thisvision.

We liquidated our holding in
Alimentation  Couche-Tard
(which was Part of the
furnitures? since 1992) at
$16.99 on February # - the
stock price on March 31 be-
ing $16.09.

We began investing in the
agricultural sector through the
purchase of Potash Sask Corp
on February F at $141.20 -
the stock price on March 31%
being $159.50 and we are

performance of the DAX
Globa Nuclear Energy Index.
Despite the fears that this
energy form provokes, we
think that it is currently well
positioned to help satisfy in-
creasing energy reguirements,
the scarcity of conventional
sources and concerns about
global warming.

themselves during the next
upturn.
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The Stéck Market: Context Versus Valuation

(text wrote on
March 20, 2008)

The stock market is currently
experiencing a very turbulent
period. The decline in share
prices since the summer of
2007 has been significant.
Volatility isat arecord high.

The numerous conversations
with our clients in the past
few months have highlighted
that many find it difficult to
reconcile the current environ-
ment and the depreciated
price of shares. The objective
of this short memo is to show
the relationship between the
two.

To simplify the explanation,
we will take a specific case,
shares in the Roya Bank,
instead of generalizing for the
market as a whole, even
though the same logic applies
in the two cases.

A year ago, the economic
environment was quite better
than it is actually. No one was
even talking about the real
estate crisis, commercia pa-
per or the liquidity crisis.
Royal Bank shares were trad-
ing at $57.20.

Today, the market is in tur-
moil and we are constantly
bombarded by negative eco-
nomic news. Royal Bank
shares are now worth $45.50.
In a year, these shares have
dropped 20.3%, a significant
decline.

In fact, the decline is even
worst than it seems. The value
of stock market securities are
strongly influenced by the
level of long term interest
rates. In Canada, long-term
rates (Canada 10-year bond
rates) fell from 4.05% to
3.45% since last year. All
other things being equal, how-
ever, the Royal Bank should
be currently worth, due to the
decline of interest rates,
around $67 (we will spare you
the details of this calculation).
Consequently, we can con-
clude that the Roya Bank
stock has experienced a de-
valuation of 32% in ayear.

Of course, al things are not
eqgual. The current economic
and financial situation is
much worse than the one that
prevailed a year ago. But the
real_ guestion remains, has this
situation deteriorated so badly
S0 as to justify a decline of

32% in the value of the Royal
Bank? Remember that the
value of a share on the market
is supposed to reflect the fu-
ture outlook (for life) of the
profitability of acompany.

To this question, we confi-
dently answer no. This means
that an investment in the
shares of the Royal Bank to-
day seems more promising for
the next few years than a year
ago. The situation has deterio-
rated, but the security has
declined even more, making it
a better investment today.
Confidence in an investment
in the Royal Bank should be
higher today than a year ago
despite (in fact, ?due to?) the
current turbulence.

The same logic applies today
for most of the other Cana-
dian banks, base metal securi-
ties and securities of emerg-
ing countries, in fact, for most
of the stock market.

Royal bank shares are worth
as at March 31,2008: $47.95.
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In our opinion, the current
economic and financial
environment does not justify
the severe correction in the
price of several stocks on the
market.
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The Dalpé-Milette Group’s mission is to be
the primary financial advisor for its cli-
ents. Within the framework of a courteous,
attentive, professional and personalized
1170 Peel Street service, the service offering is based on
Suite 300 an experienced team, endowed with high
Montreal, Quebec calibre analytical skills as well as the
H3B 0A9 necessary tools to provide its clients with
exceptional financial services. A well-
Fax: 514-987-1214 DISTINCTION PROGRAMME balanced, dynamic and systematic ap-
| proach in addition to competitive man-
agement fees exempt of any potential
National Winner of the 1999-2000 conflict of interest characterize its portfo-
WWW . S A B I U S ' C O M Of thel nveaag:rlscé;?;sljﬁiﬁa?on of Canada liomanagement activities.
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I 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 faxor by e-mail to our clients who wish to be kept abreast of their portfolios and the many issues which affect them.
|
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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 comp any or any other security referred to herein and tracked by the
advisor. It is possible 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).

Marc Dalpé is registered as Associate Portfolio Manager with the self-regulatory organizations. According to the Regulation 1300 of the IDA, he is authorized to make investment decisions

and to give advice for managed accounts. With the exception of Marc Dalpé, no member of the Dalpé-Milette Group can exert discretionary authority on the account of a customer or appro-
ve discretionary orders for amanaged account, or take part in the formulation of investment decisions made in the name of a managed account.




