
The signs of stabilization in the 
world economy that appeared at 
the end of the previous quarter 
have continued with a certain 
level of consistency during the 
quarter ending June 30th. Either 
the indicators are movin down  
slower than in the previous 
months or they are showing 
signs of a real upturn. Consid-
ering the significant damage 
caused by the financial crisis in 
the fall of 2008 to the economy 
in general, and to the financial 
markets in particular, these 
encouraging signs were evi-
dently going to be well re-
ceived by the markets. 
  
Following a widespread decline 
in the stock markets by some 
25% at the beginning of 2009 
and by 42% in 2008, this was 
more than enough to trigger a 

significant upturn. In fact, the 
recovery from the bottom 
reached on March 9th was 
strong. But not enough to re-
cover the loss in value since 
August 2008. Actually, most of 
the world stock exchanges were 
only able to return to the point 
they were at the end of 2008. 
Furthermore, investors who 
were still taking refuge in long 
term government bonds (the 
investment of choice at the end 
of 2008) were given a taste of 
the same market medicine, with 
a significant drop in the bond 
indices to date in 2009.  
  
The Morgan Stanley World 
Index is down 0.1% in 2009. 
The equity portion of our typi-
cal client’s portfolio posts a 
return of +28.7% to date, a 
significant difference in his/her 

favour. 
  
As indicated on page 5, we 
have not been idle in 2009. 
We wish you a very pleasant 
summer, hopefully a little 
calmer than the environment 
we have had to deal with for 
almost a year.  
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Month Canada 
Short- 
Term 

Canada 
Mid- 
Term 

Canada 
Long-
Term 

 CAN 
TSX/
SPX 

USA 
DJII 

Intern. 
EAFE 

 USA$ EURO YEN 

Dec. 
2008 

0.83 1.69 2.68  8987 8777 1237  0.8183 0.5806 73.96 

Mar. 
2009 

0.39 1.75 2.78  8721 7609 1056  0.8007 0.6064 77.90 

April 
2009 

0.20 2.02 3.10  9324 8168 1185  0.8264 0.6254 80.06 

May 
2009 

0.20 2.47 3.39  10370 8500 1317  0.9163 0.6479 87.41 

June  
2009 

0.24 2.47 3.36  10374 8447 1307  0.8655 0.6162 82.70 
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businesses and households and 
to weaken the loonie by render-
ing short term investments less 
attractive. 
  
Many factors contributed to the 
rise in the Canadian dollar, nota-
bly increases in the stock mar-
kets, the price of oil and raw 
materials. Furthermore, the US 
dollar is showing signs of weak-
ness against other currencies 
lately. 
  
The weakness of the greenback 
also explains the sudden rise in 
the loonie. Almost all currencies 
are up against the US dollar. 
The infatuation for the green-
back, reflecting the currency’s 
reputation as a hedge against 

inflation, faded with the recent 
improvement in the economic 
setting,  which lead to a more 
favourable environment for the 
stock market. 

Unsurprisingly, the Bank of 
Canada left its leading rate at 
its 0.25% low and does not 
foresee, for the moment, any 
additional measures to stimu-
late the economy. Analysts 
were expecting the rate to re-
main unchanged and were not 
expecting any announcement of 
non traditional measures. How-
ever, the upward trend of the 
Canadian dollar worries the 
Governor more and more. 
  
While opting again for status 
quo for its leading rate, the 
Bank of Canada has insisted on 
the risk associated with the 
rapid rise in the Canadian dol-
lar. The Bank of Canada indi-
cated: 
  
“ In recent weeks, financial 
conditions and commodity 
prices have improved signifi-
cantly, and consumer and 
business confidence have re-
covered modestly. If the un-

precedentedly rapid rise in 
the Canadian dollar proves 
persistent, it could fully offset 
these positive factor.”  
 
The Federal Reserve (Fed) de-
cided unsurprisingly to main-
tain its base rate near zero dur-
ing its last meeting. The Fed 
has thus indicated that its base 
rate should remain “extremely 
low”  for a “long period”. Ac-
cording to the Fed, the econ-
omy is likely to remain weak 
and inflation “contained”, for 
at least a “while” . 
  
The recent improvement in the 
stock markets has encouraged 
investors to take risks once 
again, and to leave behind the 
safe harbour of the bond mar-
ket, thus driving the ten-year 
federal bond yields up signifi-
cantly since mid-March. 
  
The 10-year American bond 
yields have jumped to almost 

4% at the beginning of June, 
after falling below 2.5% in 
March. The yield on the 30-
year bonds hit 4.71%, their 
highest level since July 23rd, 
2008.  
  
The Canadian bond yields have 
also increased this quarter. Two
-year yields rose 1% in April to 
reach almost 1.40% at the be-
ginning of June. The increase in 
the 10-year yields was even 
more significant, rising by al-
most 100 basis points to nearly 
3.6%.  
  
As measured by the Dex Uni-
verse Index, which tracks the 
broad Canadian bond market, 
the bond market posted a return 
of 1.25% for the quarter and 
2.79% to date in 2009. The JP 
Morgan American bond market 
index posted a return of 0.27% 
for the quarter and 1.51% to date 
in 2009.  

In May, the Canadian dollar 
began its fastest climb in 50 
years. It gained 9.3% against the 
greenback, exceeding $0.91 US. 
One has to go back to the begin-
ning of October 2008 to find a 
dollar over 90 cents US. Since 
March 9, the loonie has risen 
11.4% against the American 
dollar. 
  
If the loonie continues its up-
ward trend at this rate, the Bank 
of Canada could have to “print” 
money and buy assets, such as 
bonds, to counter the Canadian 
currency’s increase, which 
could offset economic recovery. 
Buying assets would satisfy two 
objectives of the central bank: to 
lower the cost of borrowing for 
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The Canadian dollar rose 
9.3% in May alone. We 
have to go back to 1950 to 
see such a jump.  
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Central banks leave their 
rates unchanged. 



The S&P/TSX picked up almost 
37% since the start of the recov-
ery at the beginning of March 
2009. Encouraging signs can be 
seen just off the horizon for the 
Canadian economy. Job losses 
are concentrated in Ontario. 
Some 60,000, jobs have been 
created in April and May in the 
other provinces. Sales of houses 
increased 30% over the last 
three months. The price of raw 
materials has once again begun 
its ascent, putting the Canadian 
dollar on the road to new sum-
mits. The Canadian stock ex-
change ends the quarter up 
19.0% and up 15.4% to date in 
2009. 
 
The annual inflation rate is 
down to 0.1%, unemployment is 
at 8.4% and GDP is at 1.5%.  
 
The telecommunications sector 
ends the quarter at –2.4%. The 
Ontario Teachers’ Pension Plan 
has discretely sold most of its 
stockholding (4%) in BCE, and 
this, through four large transac-
tions, to fund managers. Teach-
ers’ has reduced its exposure to 
BCE since it believes that there 
is nothing in the horizon that 
could stimulate the share. 
 
The industrial sector ends the 
quarter at 16.4%. Tembec Forest 
Products has announced a series 
of temporary work stoppages in 

all of its sawmills in northern 
Ontario due to the weak market. 
These stoppages were brought 
about by the rapid and signifi-
cant rise in the Canadian dollar 
and the lower demand for tim-
ber.  
 
The consumer discretionary 
sector ends the quarter at 9.7%. 
Chrysler intends to maintain its 
Canadian dealer network intact 
following its legal restructuring. 
With 450 franchisees today, this 
number should remain relatively 
stable. The Canadian Chrysler 
dealers thus avoid the lot suf-
fered by some 300 of their GM 
competitors, who have an-
nounced dozens of closures in 
Quebec.  
 
The basic materials sector ends 
the quarter at 4.1%. Despite the 
crisis in the aluminum industry, 
Rio Tinto Alcan has continued 
to report profit from the opera-
tions of its Quebec aluminum 
plants and of its one other plant 
in Canada. After hitting a low 
during the first quarter, the price 
of aluminum is now rising.  
 
The energy sector ends the quar-
ter at 20.7%. The price of crude 
is up 60% this year. The oil 
market is facing a transition 
period with gradually improving 
demand, declining stocks and a 
price neighbouring the $75 to 

$85 range desired by the big oil 
producers.  
 
The financials sector ends the 
quarter at 32.7%. The prices of 
Canadian bank shares have 
exploded since mid-February 
with quarterly results generally 
exceeding expectations.  
 
The technology sector ends the 
quarter at 43.3%. It remains 
undervalued despite a very 
strong increase since the begin-
ning of the year. The sector has 
registered a gain of 26% from 
the beginning of the year to the 
beginning of June, a perform-
ance far better than that of the 
markets (7%).  
  
The utilities sector ends the 
quarter at 13.5%, consumer 
staples at 9.0% and health at 
7.1%.  
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The TSX makes a comeback to 
just over the 10,000 mark.  



leading rate unchanged at 1% 
while announcing the purchase 
of secured bonds to sustain 
credit. 
  
In the United Kingdom, retail 
sales were down in May, a first 
in three months. However, 
housing prices recorded their 
strongest increase since 2002. 
The Bank of England main-
tained its leading rate un-
changed at 0.5% and also an-
nounced an increase in its asset 
purchase program. The refer-
ence index ended the quarter up 
8.2% and is down 4.2% since 
the beginning of the year. 
  
In Asia, the Hong Kong Hang 
Seng index ended the quarter 
up 35.4% and 27.7% year to 
date. The Tokyo Nikkei 225 

followed the trend, up 22.8% 
and 12.4% respectively. In Ja-
pan, the drop in the global 
economy is a drag on business 
profits, causing a reduction in 
business expenses and an in-
crease in bankruptcies. In 
China, industrial production 
and retail sales have increased, 
since the government’s stimu-
lus spending has boosted the 
world’s third economy.  

Despite a wave of panic bring-
ing stock markets to new lows 
last March and an economic 
setting that is still difficult, a 
glimmer of hope lets us envis-
age a more positive future. In-
deed, the major American indi-
ces - the S&P, the Dow Jones 
and the Nasdaq - end the quar-
ter up 15.2%, 11.0% and 20.1% 
respectively. They end the first 
half of the year with a perform-
ance of 1.8%, -3.8% and 16.4% 
respectively. 
  
From an economic data per-
spective, some signs of stabili-
zation are shining through, 
without however pointing the 
way to economic recovery. The 
Conference Board Consumer 
Confidence Index posted a gain 
in May, the third consecutive 

monthly increase. Retail sales 
also end the month of May in 
positive territory, following two 
negative months. 
  
The unemployment rate reached 
its highest level since 1983 at 
9.4%. However job losses have 
improved to 345,000 in May 
from 504,000 in April. From the 
spending aspect, the Obama 
administration’s stimulus plan 
(tax reductions and transfer in-
creases) allowed an increase of 
1.1% in disposal income. How-
ever, with the savings rate at 
5.7% (a peak since 1995), the 
growth in spending has been 
limited. 
  
The real estate market has, for 
its part, seen an increase in 
housing starts as well as in sales 

of existing homes. However, 
45% of these sales were from 
bank seizures or from sales at 
reduced prices, bringing prices 
down. The downward pressure 
on prices is worsened by the fact 
that the number of houses put on 
sale has increased three times 
faster than actual sales.  

The various European stock 
exchanges experienced the 
same outcome as their Ameri-
can counterparts in the second 
quarter. 
  
In Germany, the DAX index 
ended the quarter up 17.7% and 
flat since the beginning of the 
year. Consumer confidence 
rose to a three year high in 
June, as the recession that is 
buffeting the first European 
economy is drawing to a close. 
  
In France, the increase in gov-
ernment expenses versus reve-
nues could trigger the highest 
budgetary deficit in 16 years. 
The CAC-40 index gained 
11.9% for the quarter and is 
down 2.4% for the year. The 
European Central Bank kept its 
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The light at the end of the 
tunnel.  

Encouraging signs. 



Last May, we proceeded with 
the second block of purchases 
aimed at getting in on what 
we thought were good long-
term investment opportuni-
ties. Our first purchases were 
made in November 2008, at 
the heart of the confidence 
crisis and near the market 
bottom in 2008.  

In May 2009, we doubled our 
position in Brazil (the initial 
purchase was made in No-
vember 2008) and also dou-
bled our investment in the 
nuclear energy sector.  

Besides allowing us to take or 
increase our positions in 
promising investments at de-
preciated prices, these pur-
chases have also ensured that 
our portfolios will profit fully 
from the favourable impact of 
the eventual rise in the stock 
markets. Whenever the stock 
markets drop 50%, the weight 
of equity in a portfolio, with a 
target profile of 50% fixed 
income securities and 50% 
equity suddenly becomes 75% 
fixed income securities and 
25% equity. Consequently, 
when the market recovery 
takes shape, only 25% of the 
portfolio benefits instead of 
the targeted 50%. Purchases 
made over the last quarters 
have allowed the portfolio to 

fully benefit from the spring 
2009 recovery.  

Table 1 shows the result of 
our actions on the equity 
weighting in the portfolio 
since the beginning of the 
crisis in September 2008. As 
shown, we have succeeded in 
containing the natural ten-
dency to be underweight in 
equity when the market col-
lapses. Consequently, we are 
closer to recover from the 
damage caused during the fall 
of 2008 than if we had done 
nothing or, worse still, if we 
had panicked during the peak 
of the storm and sold our  
equity position. 

Besides having benefited 
from adjustments to the fixed 
income / equity distribution, 
our portfolios have also been 
helped by the superior per-
formance of the securities 
held in our equity position. 
Overall, the shares of our 
typical client have posted a 
return of +28.7% during the 
first quarter of 2009 against   
–0.1% for the MSWI, the 
world market index, when 
measured in Canadian dollars. 
The recovery since the spring 
has fooled us in that only 
losses from January to the 
beginning of March 2009 
were recouped. Many of the 

world stock markets, includ-
ing the United States, have 
not even begun to make up 
for the setback of 2008. Fur-
thermore, the significant in-
crease of the Canadian dollar 
has adversely affected the 
return on foreign investments, 
particularly those in the 
United States. 

Table 2 shows the recovery of 
the major indices in 2009. 
There is still a long way to go 
before the indices recover the 
losses suffered since the fall 
2008. Luckily, if the trend 
continues, our typical client 
will not have to wait that 
long. 

At the end of the quarter, we 
have slightly reduced the eq-
uity weighting in our portfo-
lios by selling 20% of our 
investment in five securities. 
This will bring the equity 
weighting, which was ap-
proaching the permitted upper 
limit, closer to our neutral 
target. The liquidity generated 
has been invested in govern-
ment bonds with a maturity 
date of 2019, thereby extend-
ing the average length of our 
fixed income securities and 
allowing us to benefit from 
the significant increase in 
long-term interest rates to 
date in 2009.  
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Our portfolio transactions 

during the last few quarters 

have allowed our portfolios to 

fully benefit from the upturn 

in the market since the 

spring.  
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31/08/2008 10/11/2008 31/12/2008 04/05/2009 08/06/2009 30/06/2009 Average

transactions 1 transactions 2 transactions 3

% revenues 48% 50% 52% 45% 47% 48% 48%

% equities 52% 50% 48% 55% 53% 52% 52%

(Profile: 50% revenues, 50% equities)

Table 1: Asset-Mix of Our Typical Client as at:

In 2009 Since High of 2008

Canada TSX/SPX $CAD +15.4% -30.8%

USA Dow Jones $USD -3.8% -35.3%

S&P 500 $USD +1.8% -35.0%

Europe EAFE $USD +5.6% -40.8%

Monde MSWI $USD +4.8% -38.0%

Table 2: Variation in Various Stock Markets

As at June 30, 2009
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The Dalpé-Milette Group’s mission is to 

be the primary financial advisor for its 

clients. Within the framework of a courte-

ous, attentive, professional and personal-

ized service, the service offering is based 

on an experienced team, endowed with 

high calibre analytical skills as well as 

the necessary tools to provide its clients 

with exceptional financial services. A 

well-balanced, dynamic and systematic 

approach in addition to competitive man-

agement fees exempt of any potential 

conflict of interest characterize its port-

folio management activities. 

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. 
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