
By mid-June, the second 
quarter of 2008 had allowed 
portfolios to regain losses 
posted in the beginning of the 
year and to record an accept-
able performance for the first 
half of the year.  
 
Then, very rapidly, in a matter 
of days, the stock markets 
began to tumble, erasing the 
accumulated gains in 2008. 
What volatility! The worst 
June since the 30s. One of the 
worst first quarters since 
1970. The American stock 
market is down almost 20% 
since its high of October 
2007. Most stock markets 
around the world are down 15 
to 20% since the start of 2008. 
  
Economic news in the last 
three months has often 

brought up the spectre of stag-
flation, a dreaded scenario 
that consists of both low eco-
nomic activity and increasing 
inflation. The American, 
European and Canadian 
monetary authorities have 
been changing their positions 
in the last few weeks. While 
the economy is still sluggish 
due to the financial credit 
crisis, signs of inflation are on 
the rise, particularly in the 
energy and food sectors, and 
have thus put a damper on the 
enthusiasm of world central 
banks.  
 
To date this year, Canada and 
its resource sector have stood 
out again and have allowed 
our national stock market to 
out-perform the others. In 
addition to having an over-

weight position in Canada, 
which in itself was a good 
decision, our Canadian se-
curities have recorded a 
return of +13.1% to date in 
2008 versus +4.6% for the 
TSX/SPX overall. Small 
consolation in a tough envi-
ronment. 
 
 
Enjoy a pleasant summer! 
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2nd Quarter 2008 

Month Canada 
Short- 
Term 

Canada 
Mid- 
Term 

Canada 
Long-
Term 

 CAN 
TSX/
SPX 

USA 
DJII 

Intern. 
EAFE 

 USA$ EURO YEN 

Dec. 
2007 

3.82 3.87 3.99  13833 13265 2253  1.0190 0.6926 114.53 

Mar. 
2008 

1.87 2.91 3.44  13350 12262 2038  0.9783 0.6196 97.14 

April 
2008 

2.68 3.06 3.59  13937 12820 2139  0.9871 0.6321 102.71 

May 
2008 

2.64 3.34 3.71  14714 12638 2145  1.0082 0.6495 106.36 

June 
2008 

2.48 3.46 3.73  14467 11350 1967  0.9809 0.6270 105.11 

                    Interest Rates              Stock Exchanges                      Currencies 
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The relative strength of the 
American dollar explains most 
of the loonie’s fall on the cur-
rency markets. 
  
The president of the Fed 
(American Federal Reserve), 
Ben Bernanke was worried by 
the fall of the American dollar 
and its inflationary effects on 
the American economy. He said: 
"The challenges that our econ-
omy has faced over the past year 
or so have generated some 
downward pressures on the for-
eign exchange value of the dol-
lar, which have contributed to 
the unwelcome rise in import 
prices and consumer price infla-
tion." By saying that he was 

paying attention to the impacts of 
the fall of the American dollar 
against other currencies, Mr. 
Bernanke gave the greenback a 
shot in the arm, which helped it 
to appreciate against the yen, the 
euro, the pound sterling and the 
Canadian dollar. 
 
Ben Bernanke has broken an 
implied rule by commenting on 
the American dollar, currency 
matters usually being the jurisdic-
tion of the American Treasury.   
  
The American central bank seems 
to want to tackle the weakness of 
the dollar. Will this be sufficient 
to strengthen the U.S. currency 
over the long term?  

Contrary to all expectations, the 
Bank of Canada did not lower 
its overnight rate at its last 
meeting on June 10th, keeping 
the rate steady at 3%. Several 
economists were expecting the 
central bank to reduce the over-
night rate by 0.25% to protect 
the Canadian economy against 
the American downturn. 
  
The Bank of Canada considered 
that the inflationary risks from 
the explosion in oil prices were 
significant enough to keep its 
overnight rate unchanged. "If 
current trends in energy prices 
continue, inflation, which is 
measured by global CPI 
(Consumer Price Index), is 
expected to rise above three per 
cent later this year," the bank 
said in its communiqué. On 
April 22nd, the Bank of Canada 
had lowered its overnight rate 
by 0.50% for a second consecu-
tive time. The Bank has slashed 
its key lending rate by 1.5% 

since December.  
 
In his recent speeches, Fed 
President Ben Bernanke has 
also concentrated on rising 
inflationary fears instead of the 
weakness of the economy. He 
mentioned that the wave of 
energy price hikes has in-
creased inflation risks and in-
flationary forecasts.  
  
On June 25th, the American 
Federal Reserve kept its federal 
funds rate at 2 percent. Indeed, 
the economic situation remains 
a problem, but inflationary 
pressures, due mainly to an 
increase in energy prices, have 
left little room for new mone-
tary easing. 
 
 Several central banks in the 
world have put an end to lower-
ing interest rates, faced with the 
gaining momentum of the 
strongest inflationary eruption 
in a decade.  

Inflation has disastrous conse-
quences for bonds. When cen-
tral banks increase their interest 
rates, actively traded bonds lose 
their appeal since they offer 
lower rates. This then decreases 
their value. The longer the ma-
turity, the more sensitive the 
bond is to a spike in interest 
rates. 
  
In this context, the Canadian 
bond market has retreated dur-
ing the second quarter of 2008. 
Holders of long term bonds 
from the Government of Can-
ada recorded a loss of 1.3% 
while the Scotia Capital Uni-
verse Bond Index, which re-
flects the performance of the 
broad Canadian bond market, 
recorded a return of –0.7%. The 
JP Morgan Index has recorded  
-2.2% for the American bond 
market.  

Why is the loonie bogged down 
at parity with the greenback 
while raw materials are hot and 
the price of a barrel of oil is 
breaking records? 
  
For years, our currency fluctu-
ated according to the price for 
raw materials. Last summer, the 
loonie was sailing towards par-
ity with the greenback. Canadi-
ans hadn’t seen their currency so 
strong vis-à-vis that of their 
southern neighbours in 30 years. 
That was last summer, an eter-
nity on the foreign exchange 
market. In June, the dollar 
reached its lowest level since 
April 11, 2008.    
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Canada will not be immune to 
the slowdown in the United 
States. However, a recession is 
unlikely due to the dynamism of 
domestic demand, the vitality of 
the labour market, the develop-
ment of the resource sector and 
the improvement in trade condi-
tions. Low real interest rates and 
a surplus in public finances cre-
ate sufficient leeway to avoid 
the worst and will allow Can-
ada’s economy to outperform 
that of the U.S.. The recovery in 
construction starts in Canada 
confirms that the market is not 
about to collapse as is currently 
the case in the United States. 
The second quarter is less vigor-
ous than the first, consequently 
residential construction will 
adversely affect real GDP 
growth in Canada. With the 
unemployment rate at 6.1%, the 
lowest in over 30 years, labour 
market conditions remain fa-
vourable to significant salary 
increases. At the same time, 
energy is pushing inflation to-
wards the upper end of the 
range. The annual rate shifts 
from 1.7% to 2.2% and the Con-
sumer Price Index (CPI) is up 
1% in May. 
  
Let’s now take a look at the 
performance of sub-sectors for 
the 2nd quarter of 2008. 
  
Driven by the energy and the 
information technology sectors 
and supported by the materials 
and the industrials sectors, the 
S&P/TSX recovered and set 
new highs in May, following 
several ups and downs. It ends 
+8.4 %. These sectors benefited 
from the growing conviction 
that the weakness of the Ameri-
can economy will only have a 

limited impact on world eco-
nomic growth. 
  
The energy sector posted a re-
turn of +30.0%. Energy prices 
continue to be extremely vola-
tile and energy will continue to 
push the Canadian market up-
ward over the course of the year. 
One of the reasons explaining 
the higher price of oil is the 
increasing demand from emerg-
ing markets, India and China. 
However, many other reasons 
are mentioned, such as political 
problems in Nigeria and the 
nuclear ambitions of Iran. Mexi-
can reserves are dwindling and 
Russia has just announced a 
reduction of its production this 
summer. Malaysia has an-
nounced that it was ceasing to 
subsidize prices at the gas 
pump, as did Indonesia. 
  
The consumer discretionary 
sector recorded the worst per-
formance with –11.5%; the ma-
terials sector at +17.2%% is still 
on the rise. The chemical prod-
ucts sub-sector is mostly respon-
sible for the increase in the ma-
terial sector. Mining and other 
sub-sectors are also up, but 
much more modestly. 
  
Amongst the negative sectors 
lies the telecommunications 
sector –2.1% due to the uncer-
tainty with BCE, the Supreme 
Court of Canada having re-
versed the decision of the Que-
bec Court of Appeal. The share 
reacted positively to the green 
light given on Friday, June 20th 
by the Supreme Court with re-
spect to the purchase by the 
Ontario Teachers Pension Plan. 
In addition, there is increasing 
competition to come in the wire-

less industry, which will have 
an impact on securities like 
Telus. Next, we find the con-
sumer staples sector at %. 
Many consumer staple corpora-
tions are close to their 52 week 
lows (Métro and Loblaw are 
faced with strong competition 
from superstores like Wal-
Mart). 
  
The financial sector (-4.2%), 
which includes banks, insur-
ance companies and manage-
ment firms, is another sector 
still in negative territory. Banks 
have been severely hit over the 
last few months by the Ameri-
can credit crisis and the eco-
nomic slowdown, but they have 
undergone a resurgence in the 
last few weeks. Several ana-
lysts believe that the worst of 
this crisis is already behind us. 
  
The price of a barrel of oil is 
hurting the industrials sector (-
2.9%), resulting in job cuts by 
some airline carriers and up-
coming price increases in air-
plane tickets for consumers. 
Every increase of one dollar per 
barrel represents additional 
expenses for the industry. Word 
is circulating of potential bank-
ruptcies in the air transportation 
industry due to the price of oil. 
We end with the utilities 
(+5.4%) and the health (-
12.0%) sectors.  
  
It should be noted that the stock 
market has been emotional 
lately and that very few stocks 
that take off maintain their pace 
afterwards. 
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21.5%. The European central 
bank, for its part, has main-
tained its leading rate at 4%, 
but an increase is still possible 
in July. In Europe, manufac-
turing production has unex-
pectedly increased in April in 
France and Italy, compensat-
ing the weakness in produc-
tion in Germany. 
  
In the United Kingdom, the 
unemployment rate in May is 
at its highest level in 7 
months, the economic slow-
down forcing businesses to 
reduce their personnel. High 
inflation is tying the hands of 
the Bank of England, which 
kept its benchmark rate un-
changed. The decrease in the 
level of household confi-
dence, the decline in service 
sector activity as well as the 
severe and continued correc-

tion in the real estate market 
are not helping the country’s 
economy. Its index is down 
1.3% this quarter and 12.9% 
since the beginning of the 
year.  
  
In Asia, the Hong Kong Hang 
Seng index ends the quarter 
and the semester in negative 
territory at –3.2% and –20.5% 
respectively. The Tokyo Nik-
kei 225 index, for its part, 
ends the quarter up 7.6% and 
down 11.9%, since the begin-
ning of the year. Manufactur-
ing confidence in Japan has 
sunk to a four-year low, due 
mainly to the increase in the 
price of raw materials. In 
China, exports have acceler-
ated in May, calming fears  
related to the slowdown in 
American demand.  

The stock market indices ex-
perienced quite a ride during 
the second quarter of 2008. 
The low at the beginning of 
March was followed by a 
noteworthy recovery in the 
markets up to the month of 
May. There were exceptions 
to the rule, however, as both 
the Dow Jones and the S&P 
500 indices end the quarter 
with significant losses. 
  
The second quarter therefore 
ends with returns of –3.2% 
for the S&P 500, -7.4% for 
the Dow Jones and +0.6% for 
NASDAQ. After the first six 
months of the year, these indi-
ces are down 12.9%, 14.4% 
and 13.6% respectively. 

From an economic point of 
view, Uncle Sam’s country is 
not out of the woods yet. Con-
struction starts are down in 
May to their lowest level in 
17 years. Automobile sales 
retreated once more in May. 
We have to go back to July 
1998 to find rates this low. 
New job losses have caused 
an increase in the unemploy-
ment rate to 5.5% in May, the 
highest increase since 1980. 
  
The University of Michigan 
Consumer Sentiment Index 
has never been so low since 
the 80s. The real estate mar-
ket, for its part, has yet to 
recover. Home repossessions 
by banks have more than dou-

bled in May, which resulted 
in lower real estate prices 
because of the growing num-
ber of houses for sale due to 
default on payment. This has 
a direct impact on household 
balance sheets. 
 
Finally, let’s hope that the 
Bush administration’s fiscal 
plan will have the expected 
effect on consumer confi-
dence, as was shown by the 
increase in retail sales last 
month.  

After the spread of the finan-
cial crisis beyond the shores 
of North America, the hot 
topics on the world markets 
are the surge in oil prices and 
the level of inflation. 
  
German consumer confidence 
has dropped to its lowest level 
in over 15 years because the 
surge in inflation, spiralling 
oil prices and the possibility 
of an increase in interest rates 
are casting a shadow over 
growth prospects. The DAX 
index ends the quarter down 
1.8% and 20.4% for the first 
six months of the year. 
  
In France, the CAC-40 index 
and, in Italy, the MIB-30 in-
dex have fallen 5.8% and 
5.1% respectively this quarter. 
On a year-to-date basis,  they 
post returns of –21.0% and –

��	����	
)�����	)�*��/����0���

!���	)�*��

The Quarterly Letter 
�������	���
����
�

Page 4 

���� ���	
���� ��� �����
��	������� ��� ���	����� ����
	������������	
�
��   

���� ������
��� ��� ���	
�����
�	������� ���� ���� ��� ������
��	��

���  ����



When stock markets undergo 
periods of high volatility, as 
has been the case since the 
beginning of the year, securi-
ties are blown away irrespec-
tive of their fundamentals. 
This is when liquid assets that 
have been kept despite their 
low returns due to current 
interest rates, can be exploited 
with brio. 

Last February, we started a 
series of purchases (see the 
quarterly letter for the first 
quarter of 2008). At the be-
ginning of April, we added to 
our position in Canadian Oil 
Sands (cost: $42.21; current: 
$55.00) and took positions in 
two market traded funds 
MOO Market Vectors Agri-
business (cost: $58.93; cur-

rent: $63.13) and NLR Mar-
ket Vectors Nuclear Energy 
(cost: $31.76; $34.86). 

In fact, the average profit on  
our transactions to date in 
2008 has been +19.2%, sig-
nificantly improving the re-
turn of our equity holdings in 
2008. Beyond this, the market 
corrections helped us to posi-
tion our portfolios in some 
sectors that are very promis-
ing in the long term at depre-
ciated and interesting prices. 

This should remind us that 
significant and periodic drops 
in the market are a reality of 
financial markets and are ei-
ther due to overheated mar-
kets in the months immedi-
ately preceding or are fol-
lowed by an explosive recov-

ery in prices.  

We are convinced that the 
return of our portfolios in the 
long term was higher due to 
these market corrections than 
if the markets had always 
reported stable growth. Vola-
tility is evidently increased, 
but then so is the return. 

This being said, do not be-
lieve that we are eager for the 
next correction! A quiet sum-
mer will allow us to recharge 
our batteries, which were 
heavily used in this first half 
of the year. 
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Mr. Marc Dalpé and Mr. Jean-Marc Milette, partners of the Dalpé-Milette Group, are pleased to announce that 
Mr. Jean Quintin and Mr. Martin Migneault have joined their team. 
 

Mr. Jean Quintin is a marketing graduate from the HEC Montreal. He has over 25 years of 
experience in marketing with various advertising agencies and other firms. He recently occu-
pied the position of marketing director of Six Flags/La Ronde. He will be responsible for or-
chestrating the business development plan of the Dalpé-Milette Group and will actively con-
tribute to client prospecting *.  

  

Mr.Martin Migneault holds a bachelor degree in political science with a specialization in 
international relations from UQUAM. From 1999 to April 2008, he worked as an investment 
advisor with Desjardins Securities. He is currently participating in the client prospecting 
activities of the Dalpé-Milette Group, in particularly with customers of the Caisses Desjar-
dins. 

 

* Subject to the registration conditions and the authorization of the regulatory authorities. 
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Members of the Dalpé-Milette Group: 
 
Marc Dalpé, Associate Portfolio Manager (514) 281-8768 mdalpe@sabius.com 
Jean-Marc Milette, Investment Advisor  (514) 281-8763 jmmilette@sabius.com 
 
Business Development: 
Martin Migneault    (514) 281-7765 mmigneault@sabius.com 
Jean Quintin    (514) 985-3568 jquintin@sabius.com 
 
Client Service Representatives: 
Chantal Bouchard    (514) 281-7401 cbouchard@sabius.com 
Annie Dagenais (on maternity leave)  (514)  n/d adagenais@sabius.com 
Anna Gastaldi    (514) 281-8715 agastaldi@sabius.com 
Christine Ouellet    (514) 281-8709 couellet@sabius.com 
Francesca Pannunzio   (514) 281-8682 fpannunzio@sabius.com 
 
Administrative Assistants: 
Véronique Levrey    (514) 281-8725 vlevrey@sabius.com 
Audrey Sanchez    (514) 985-1842 asanchez@sabius.com 
 

Each Desjardins Securities advisor whose name appears in the front matter or in a byline 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 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 a solicitation 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 Securities is a wholly owned subsidiary of Mouvement Desjardins. Desjardins Securities is 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 a managed account, or take part in the formulation of investment decisions made in the name of a managed account. 
 


