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The Quarter in Review...

Many factors, especialy in
April and May, contributed to
a generalized stock market
downturn. Following a sig-
nificant upsurge of market
indices in 2003 and at the
beginning of 2004, very little
was required to tip the scale.
The resumption of inflation,
record high oil prices, the
likely increase in interest rates
following the sturdiness of the
economy, and continued fear
over the situation in lragq and
elsewhere could each have
given someone cause to liqui-
date a portion of his’/her port-
folio. From the end of March
to the end of May, the Cana-

dian stock index declined by
roughly 10%.

As a matter of fact, the set-
back was not that bad. The
recovery at the end of May
and in June allowed the Cana-
dian stock index to retreat by
only 0,5% during the quarter
(+1.3% for the American
S& P500).

We believe that the stock
market should behave quite
well during the next few quar-
ters, but we will take advan-
tage of this environment to
reduce our equity position
even further. The increase in
interest rates and itsimpact on

valuation ratios will eventu-
aly win out over corporate
earnings, so it will be nec-
essary to remain cautiousin
this respect.

A pleasant summer to all of
you.
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The Dalpé-Milette Group
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Selected Statistics
I nterest Rates Stock Exchanges Currencies

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

Short- Mid- Long TSX/ DJII EAFE

Term Tem Term SPX
Dec 257 391 466 8221 10454 1289 0.7727 0.6156 82.75
2003
Mar. 201 335 433 8586 10357 1337 0.7648 0.6283 80.80
2004
April 192 370 463 8244 10225 1303 0.7297 0.6091 80.13
2004
May 200 397 477 8417 10188 1302 0.7342 0.5998 81.03
2004
June 201 410 484 8546 10435 1327 0.7440 0.6158 80.64

2004
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The Bond Market

Since the beginning of the de-
cline of stock markets in the
spring of 2000, the bond mar-
kets have distanced themselves
sharply. However, 2004 will
probably mark the return of the
pendulum.

In the United States, the bond
market experienced an ex-
tremely difficult month of
April. The first employment
report finally came out on April
2" surpassing all expectations.
The shock waves were felt far
and wide. The 10-year interest
rate in the United States
jumped 26.5 basis points, the
biggest daily change since
March 8, 1996. Rates went
from 3.7% to 4.2% in a few
days, erasing a good portion of
their gain in 2004.

As if the employment surprise
was not enough, the publication
of retail sales and inflation fig-
ures aso struck the bond mar-

ket in April. The 10-year rate
jumped 22 additional basis
points when inflation data indi-
cated a significant upward
movement. The speed at which
this was done shook the market.
The rise of inflation over 12
months, from its weakest point,
wasrelatively fast.

The correction of the Canadian
bond market was less stunning.
This difference can be ex-
plained by the fact that the
Bank of Canada lowered its
leading rate by a quarter point
last April 13. This is the third
reduction of the leading rate
this year and doubtless the last
one of the current economic
cycle. Last June 8th, the Bank
of Canada left its leading rate
unchanged at 2.0%. In April,
the Bank of Canada had more-
over indicated that the period of
easing monetary conditions
was drawing to aclose.

The Currency Market

Last February, Canadian exports
recorded their strongest growth
in close to 10 years, pushing the
trade surplus to a higher level

than expected. On the other
hand, good news on the trade
front did not prevent the Cana-
dian dollar from dliding even
further on the exchange market.
The Canadian dollar lost 4.6%

against the greenback in April.

Such a significant depreciation

in a one month period has not

been seen in the last 20 yesars.

Although the dollar regained
half of the lost ground in May,

this sudden dlide rekindled
doubts about its direction.

The fall of the loonie is par-
tially due to the fact that finan-
cia markets no longer see the
American economy inthe same
light. The one ingredient that
was missing for a sustainable
expansion is now present;
close to 1 million jobs were
created in the United States in
the last two months. This dyna-
mism and the acceleration of
inflation in the last three
months indicate that the
American economy no longer
needs an expansionist mone-
tary policy, but that isonly part
of the story. The Austrdian
dollar was affected even more
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In the United States, the econ-
omy is running at full speed
since the beginning of the year.
At their May 4th meeting, the
12 members of the American
Federa Reserve (Fed) decided
unanimously to keep the
American central bank’s lead-
ing rate unchanged at 1%. In
the communiqué indicating its
decision, the Fed eliminated the
expression that it intended to be
‘patient’ before tightening
credit. On June 30", to no one’s
surprise, the Federal Reserve
increased the central bank’s
leading rate by 25 basis points
to 1.25%.

In this context, The SMI Uni-
verse Canadian index posted a
negative return of —2.0% for the
quarter. The quarter was even
less lucrative for the American
market as the JP. Morgan in-
dex recorded a negative return
of —3.3%

than the loonie in spite of the
enormousinterest rate differential

- 425 basis points— between Aus-

traia and the United States.

Thereis dso fear of aworld eco-

nomic slowdown and a crisis in
China, which has affected all

currencies connected to raw ma-

terials, of which theloonieisone.

Since the beginning of the year,
the Canadian currency fell by
3.7% against the American dol-
lar.
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The pendulum swings back for
the bond market

The loonie lost 4.6% in April
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Canadian Stocks

The Canadian stock markets
have been quite shaken in the
last quarter, but seem to have
regained momentum in June.
Indeed, the S&PITSX ends the
quarter with a loss of 0.5% in
spite of the fluctuations of the
last few weeks. In addition, the
latter ends the first half of the
year on a dlightly positive note
with an increase of 3.9%, posi-
tioning it at the top of mgor
North Americanindices.

Most economic sectors in the
index end this quarter in nega-
tive territory. Among these, the
great losers are materials
(-3.8%), telecommunications
(-5.0%), and utilities with a
decline of 9.5%. Incidentaly,
the last two posted the worst
returns among the 10 sectors for
2004, -8.4% and —8.2% respec-
tively. On the other hand, con-
sumer discretionary and infor-

mation technology offered the
best performance for the quarter,
with 4.9% and 4.7%. To date,
the most successful sectors in
2004 are information technology
(35.6%), followed by energy
(8.7%) and finaly finance
(6.1%).

The confidence level of Cana-
dian consumers fell to its lowest
level since November 2001,
influenced, among other things,
by the upcoming el ections, con-
tinuous geopolitical tensions,
the price of oil and the possible
increase in interest rates. For its
part, the Bank of Canada low-
ered its interest rate in April to
stimulate domestic demand and
counter the appreciation of the
loonie. However, the Bank has
since taken a breather and left
the rate unchanged in June.

Indeed, many signs indicate an

economic

acceleration of
growth in Canada in the second
quarter. Canadian GDP dtatis-
tics reveal an improvement in
market conditions during the
current quarter. Also, the good
performance of the labour mar-
ket in April and May surpassed
the expectations of experts and
allowed a further retreat in the
unemployment rate to 7.2%, the
lowest level since September
2001. In April, the trade surplus
was propelled by Canadian
exports growing at over six
times the pace of imports, due
mostly to a sustained US de-
mand.

Contrary to expectations, the
inflation rate in Canada shot up
in May fuelled by gasoline
price. However, analysts are
expecting monetary tightening
from the Bank of Canada only
inthefal.

In spite of sudden fluctuations
in the last few weeks, the TSX
has posted a slightly positive
return for 2004 and the
Canadian economy is showing
signs of growth.

Summary Review of Stock Markets
1998 to June 2004

view of the situation.

Canadian and US stock markets
have experienced significant fluc-
tuations since the end of 1998. So,
where do we stand today taking
everything in consideration? See
the chart on the right for a re-

1. Markets have been very volatile over the period.
2. The Canadian market is almost at the same level than at the end of 1999 (4 1/2 years).
3. The US market is 15% lower than at the end of 1998 (5 1/2 years).

Markets
Canada USA
TSE 300-TSX/SPX S&P 500

1998 6874

1999 | 8414 22.4% 1469 9.7%

2000 8934 6.2% 1320 -10.1%

2001 7688 -13.9% 1148 -13.0%

2002 6615 -14.0% 880 -23.3%

2003 \\ 8221 24.3% 1112 26.4%
2004 as at June 30 4.0% Q 2.6%

Comments:
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US Stocks

Contrary to the robust gains at
the beginning of 2004, the
stock markets have been navi-
gating in choppy waters since
the beginning of the quarter,
reacting, among other things, to
an imminent tightening of US
monetary policy. The latest
data confirm that the total con-
sumer priceindex hasincreased
during the quarter, yet they do
not indicate a return to infla-
tion, which would force the
Federa Reserveto deviate from
its commitment to increase
leading rates at a "moderate”

pace.

After evolving in sawtooth
patterns, the S& P 500, the Dow
Jones and the NASDAQ end
the quarter with respective re-
turns of 1.3%, 0.8% and 2.7%,
and 2.6%, -0.2% and 2.2% for

thefirst half of 2004.

The most recent statistics indi-
cate that the American econ-
omy continues to grow &t a fast
pace and ison track for afourth
consecutive quarter with an
annuaized growth of at least
4%, afirstin 20 years.

While employment was per-
ceived asthe weakest link just a
few months ago, the recovery
in employment is sustained and
exceeds even the most optimis-
tic forecasts. Manufacturing
activity remains excessively
strong and retail sales jumped
a the end of the quarter. It
should be noted that industrial
activity is aso very sturdy and
has undergone the strongest
increasein nearly 6 years.

International Stock Exchanges

International indices put up a
good show this quarter. In
Europe, the German and Italian
indices have performed particu-
larly well with respective earn-
ings of 51% and 3.2%. The
United Kingdom and France
end the quarter up with 1.8%
and 3.0%.

Over theyear, mgjor indices are
in positive territory, lead by the
Japanese NIKKEI index which
is up by 1.1%. In contrast, the
Hong Kong Hang Seng index
has lost some ground and
closesthe quarter down 2.3%.

In spite of persistent deflation,
the growth in Japan is impres-
sive. Consumer spending is

alive and well and has regis-
tered its strongest increase over
a 12—-month period in 7 years.
However, thisrecovery remains
dependent on exports, espe-
cialy trade with neighbouring
China. Yet, the Chinese au-
thorities, fearful of an overheat-
ing economy, have tightened
credit conditions. Thus, China
continues to be plagued by
over-investment, fed by easily
accessible credit.

China is not the only one put-
ting a brake on credit. The
Bank of England has raised its
leading rate by 25 basis points
twice this quarter, once in May
then in June. These measures
aim, among other things, to
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These statistics, combined with
arecord high trade deficit this
quarter, explain the need to
return monetary policy to a
more neutral level.

In conclusion, the likely rise in
interest rates, the situation in
the Middle East and inflation-
ary pressures have rendered
markets somewhat cautious this
quarter. Furthermore, the up-
swing in ail price isincreasing
investor discomfort, but profits
continue nevertheless to exceed
expectations.

contain inflationary pressures.
The latest figures demonstrate
moreover that the pace of
household spending continues
to accelerate.

The latest results also show a
moderate improvement of the
economy in Euroland. No one
doubts that the recovery re-
mains fragile in spite of strong
domestic demand, notably in
France. Besides, the unemploy-
ment rate remained high this
quarter in the euro zone, espe-
cialy in Germany.
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Stock markets are
anticipating an increase in
interest rates.

The global economy is
accelerating.
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Review of Portfolio Activities

Our only important transaction
during the quarter was the sale
of our investment in BCE
shares (at $27.75; current price
$26.25). This sde has had the
effect of reducing dslightly the
weight of the equity position in
the portfolios, rendering it more
in line with a neutral position
rather than an over-weighted
one.

Shares of companies that we
wish to hold in our portfolio
must satisfy certain criteria
based on growth at areasonable
price. We estimate that BCE's
profit growth outlook is weak
and that BCE will behave simi-
larly to other participantsin its
sector, whichisrelatively unap-
pealing.

BCE's stock price benefits
from a certain level of support
because of a generous dividend
of about 4% a year. BCE man-
agement is stuck between the
pursuit of an aggressive divi-
dend policy supporting the
stock price, and major invest-
ment requirements due to tech-
nological changes and cutthroat
competition.

We are worried that the likely
increase in interest rates over
the next few years will depreci-
ate the value of sharesin BCE,
even if the company was to
increaseitsdividend slightly.

We intend to take advantage of
a recovery of the markets over
the next few quarters to further
reduce the weight of equity

D

COMNFEREMCES

SABIUS

N

Last May 18, over 300 people participated in our latest Sabius Con-
ference. Bernard Voyer, experienced speaker and explorer, delivered
amessage of perseverance and exceptional achievement. The chil-
dren, to whom this presentation was especially dedicated, were en-
chanted and spurred on. A true success story!
An event to repeat in 2005.

2nd Quarter 2004

Eventual
sales will more likely reduce
the weight of some investments
than completely liquidate select
securities.

within portfolios.

A few quarters ago, we adopted
a conservative strategy to man-
age the duration of our fixed
income securities. This ap-
proach served us well, but we
intend to gradually extend the
duration of these securities,
probably at the end of the year.

Page5

A slow quarter with very few
portfolio transactions.

Bernard Voyer excels!
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Members of the Dalpé-Milette Group:

Marc Dalpé 514-281-8768 mdal pe@sabius.com
2 Complexe Desjardins Jean-Marc Milette 514-281-8763 jmmilette@sabius.com
East Tower, 15th Floor Chantal Beaulieu 514-281-8682 cbeaulieu@sabius.com
Montreal, Quebec Annie Dagenais 514-281-8709 adagenai s@sabius.com
H5B 132 Anna Gastal di 514-281-8715 agastaldi @sabius.com
Véronique Levrey 514-281-8725 vlevrey @sabius.com

Fax: 514-987-1214

WE CAN BE REACHED

The Dalpé-Milette Group’s mission is to be
BY E-MAIL

the primary financial advisor for its cli-
ents. Within the framework of a courteous,
WWW. S ABI U S . C O M attentive, professional and personalized

service, the service offering is based on
an experienced team, endowed with high
calibre analytical skills as well as the

j_/ necessary tools to provide its clients with

l exceptional financial services. A well-
balanced, dynamic and systematic ap-

|The Dalpé-Milette Group |DISTINCTION PROGRAMME proach in addition to competitive man-
— agement fees exempt of any potential

. - — conflict of interest characterize its portfo-
National Winner of the 1999-2000 Distinction Program

L ] . - .- ey
D ES] d rd Ins Of the I nvestment Dealers Association of Canada liomanagement activities.

Valeurs mobiliéres

INnfo Sabiu

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 re-

quirements. Itis senton adaily basis either by fax or by e-mail to our clients who wish to be kept Membre
abreast of their portfolios and the many issues which affect them. Please do not hesitate to con- ﬂﬁﬁ
tact us should you be interested in receiving it. :

The particulars contained herein were obtained from sources which we believe religble but are not guaranteed by us and may be incomplete. The opinions ex-
pressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities men-
tioned herein. The Firm may act as financia advisor, fiscal agent or underwriter for certain of the companies mentioned herein and may receive a remuneraion
for its services. The Firm and/or its officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. The securities and/or information presented may not be suitable to all investors.




