
When the soundness of the 
international financial system is 
being questioned, major fluc-
tuations are to be expected. 
When investors are ready to 
buy American Treasury bills 
earning almost 0% interest be-
cause they have no confidence 
in any other investment, it is 
obvious that the stock market is 
suffering. 
  
September 2008 will definitely 
go down in history! Without 
the massive injection of liquid-
ity by the world’s central 
banks, the Fed’s takeover of 
several American financial 
institutions and measures de-
signed to limit American bank 
losses in mortgage loans in-
cluded in their portfolio, who 
knows where the chaos in the 
markets would have ended. 
 

The difficulties faced by the 
world economy and the clean-
sing of the international finan-
cial system (including the re-
duction in the usage of loans) 
are far from over. Anywhere 
from two to three years will 
probably be required in order to 
return to some degree of nor-
mality. However, markets now 
seem more prone to rule out the 
Armageddon scenario in favour 
of a long recovery. 
  
As can be expected, portfolios 
have been especially put to the 
test in September. A general 
lack of confidence and overall 
apprehension over the world 
economy have not spared secu-
rities in our portfolio. Fortu-
nately, they were not directly 
affected by the rampant crisis. 
 
  

Our patience and our vision 
are being severely tested 
lately. Nevertheless, we are 
proud of having succeeded to 
maintain our typical client’ s  
capital since the beginning of 
2007 and, considering the 
recent retreat in the prices of 
securities, we are well posi-
tioned for an eventual upturn. 
  
Thank you for your confi-
dence during these testing 
times. 
 

The Quarter in Review... 

The Quarterly Letter 

Selected Statistics 

T H E  D A L P É - M I L E T T E  G R O U P ,  I N V E S T M E N T  A D V I S O R S   
W I T H  D E S J A R D I N S  S E C U R I T I E S  

3rd 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 

June 
2008 

2.48 3.46 3.73  14467 11350 1967  0.9809 0.6270 105.11 

July 
2008 

2.40 3.25 3.70  13592 11378 1902  0.9770 0.6270 105.57 

Aug. 
2008 

2.40 3.03 3.53  13771 11543 1821  0.9403 0.6410 102.36 

Sept. 
2008 

1.89 3.16 3.76  11752 10850 1553  0.9636 0.6671 102.05 
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tained the recovery of the 
greenback, which rediscovered 
its safe-haven status.   
  
After fluctuating very little 
since the beginning of the 
year, the loonie has lost alti-
tude. The Canadian currency 
fell below an important techni-
cal level, trading at around 
$0.935 US this quarter, a 12 
month low. The Canadian dol-
lar was affected by the green-
back’s appreciation against 
major currencies, but also by 
the drop in the price of raw 
materials. The widespread 
contraction in the price of raw 
materials and the return of the 
price of crude oil to the $100 
US a barrel level can be ex-

plained by the compounded 
effect of a planetary slowdown 
in economic activity.  
  
Canada is a country rich in raw 
materials and, therefore, bene-
fits from its status as a net ex-
porter of commodities, which 
represent almost 45% of its 
export volume. In fact, the price 
of raw materials is the most 
influential factor affecting the 
Canadian currency. Other fac-
tors, such as the yield differen-
tial in interest rates with the 
United States can influence the 
loonie in the short term, but our 
currency remains a cyclical 
currency and cyclical currencies 
always get caught in the waves 
related to raw materials. 

For a third consecutive time, 
the Bank of Canada left its 
key overnight rate unchanged 
on September 3rd, indicating 
that it will remain so for a 
while still. “The Bank judges 
that the current level of the 
target for the overnight rate 
remains appropriately accom-
modative.” The key overnight 
rate remains at 3% in Canada. 
  
In the United States, members 
of the US Federal Reserve 
have been facing a rough time 
lately. The Fed has had to 
cope with the threat of infla-
tion following the spiralling 
prices for raw materials, de-
spite an economic slowdown. 
  
During its September 16th 
meeting, the US Federal Re-
serve decided to leave interest 

rates on the federal funds un-
changed at 2%. This decision 
was unanimous. The ten 
members of the Monetary 
Policy Committee voted in 
favour of maintaining the 
status quo. The Fed men-
tioned that the inflation rate 
was still very high at 5.4%. 
  
Most US analysts were bank-
ing on the status quo. The Fed 
seems stuck with a low 
benchmark rate. It cannot 
lower its rate without risking 
to fuel inflation, nor can it 
increase its rate without jeop-
ardizing growth. 
  
The general economic situa-
tion is such that economic 
risks are still a heavy burden. 
The increase in bond rates at 
the beginning of the summer 

was short-lived. The global 
economic slowdown, new 
strong financial stresses and 
the reduction in the price of 
raw materials have increased 
the appeal of the bond market 
for investors. 
  
In this context, the J.P. Mor-
gan American Bond index has 
posted a return of 2.39% for 
the quarter and the Scotia 
McLeod Universe Index has 
posted a return of –0.37 % 
over the same period. 

The American dollar recov-
ered in August and at the be-
ginning of September follow-
ing a change in climate. After 
testing its March-April low in 
the middle of July, the Ameri-
can dollar has appreciated by 
8.7% on a currency-weighted 
basis.   
  
The greenback’s appreciation 
can be explained by a change 
in the growth expectations of 
other countries. During the 
summer, investors came to 
realize that the American 
economy was not the only one 
to undergo a significant slump. 
Economic weakness in 
Europe, in Japan, in Canada 
and around the world has sus-
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The loonie loses altitude 
while the greenback 
appreciates.  
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The key overnight rate 
remains at 3% in Canada 
while the US Fed Funds rate 

remains at 2% . 



The Canadian stock market 
dropped to its lowest level in 
22 months, a setback mainly 
attributable to the materials 
and energy sectors. Slumping 
crude oil prices brought down 
the S&P/TSX index, which is 
strongly influenced by oil, gas 
and natural resources compa-
nies. The index ends the quar-
ter down 18.8%. 
 
Investors are bombarded daily 
by news about the world econ-
omy, the fear of recession, the 
tightening of credit conditions 
and the price of petrol reach-
ing record high level. Some-
times too much information 
makes us lose perspective. The 
market has experienced a sig-
nificant downturn, but it 
should eventually rebound.  
 
Indeed, the Toronto stock ex-
change made a strong come-
back in mid-September fol-
lowing the announcement by 
the American authorities of a 
vast plan to relieve banks of 
their riskier assets. This vast 
plan has revitalized stock mar-
kets and dissipated fears about 
a crash.  
 
To dampen the crisis in the 
financial markets, Canadian 
authorities are evaluating 
whether they should ban short 
selling of securities. Similar 
decisions to ban short selling 
have already been announced 
in other countries. These 
measures are taken to prevent 
some hedge fund brokers from 
using this technique, which 
often accelerates the drop in 
share prices. 

In August, Statistics Canada 
indicated that the Canadian 
economy was experiencing a 
severe slowdown in the past 
two quarters, barely avoiding a 
technical recession. Following 
the decline of 0.2% in real 
GDP in the first quarter, the 
economy grew by 0.1% in the 
second quarter thanks to do-
mestic demand, while foreign 
demand weakened. In the 
meantime, consumer prices 
jumped by 3.4% in July due to 
the prices of gasoline and 
food. The unemployment rate 
remains unchanged at 6% and 
the inflation rate is now at 
3.5% up from 3.4% last 
month.  
 
Let’s now look at the perform-
ance by sub-sector for the third 
quarter of 2008.  
 
The energy sector’s return is   
–27.6%. The price of gasoline 
at the pump continues to rise 
even though the price of crude 
oil has dropped below the psy-
chological threshold of $100 
US for the first time since 
April 2nd, indicating that inves-
tors believe that the problems 
faced by the world economy 
will continue to drive demand 
lower for a good while in the 
United States and elsewhere. 
The prices of aluminum, zinc, 
copper and nickel are also 
down since the beginning of 
the summer.  
 
The materials sector dropped 
by 33.7% while the IT sector 
is bringing up the rear with     
–38.0%.  
 

The return of the consumer 
staples sector is –5.1%. Liste-
riosis has caused a lot of 
headaches for cheese makers, 
who were obliged to discard 
their stock. You need to be in 
a strong financial position to 
withstand such an event, since 
the Quebec Government does 
not know yet if producers will 
be reimbursed for the loss 
incurred during this extraordi-
nary operation. Let’s not for-
get that hundreds of meat 
products from the Maple Leaf 
plant in Toronto were re-
called, also due to contamina-
tion by the listeria bacteria.  
 
The consumer discretionary 
sector is down by 4.6%, while 
the telecommunications sector 
posts a return of –5.1%, the 
finance sector +1.7% and the 
industrial sector –13.4%. As 
expected during the last quar-
ter, several aviation compa-
nies declared bankruptcy. 
Finally, the utilities sector’s 
return is –16.4% while the 
health sector’s is –11.5 %. 
 
The Canadian stock exchange 
did poorly in September, 
compared to its US counter-
part, but not to other world 
markets. The Canadian econ-
omy is perceived to be vulner-
able to a slowing world econ-
omy because of its large re-
sources sector. 
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The Canadian stock market has 

effectively resisted the 

widespread downturn in world 

stock markets for about a 

year... that is until September.  



public deficit. Its benchmark 
index, the CAC-40, ends the 
quarter down 9.1% and 28.2% 
year-to-date. In Italy, the MIB-
30 index fell 14.7% this quarter 
and 33.1% for the year. The 
European Central Bank main-
tained its leading rate at 4.25%, 
but a lower rate is not excluded 
for the beginning of 2009. A 
reduction in consumer spend-
ing, business investments, ex-
ports and industrial production 
in the second quarter was re-
sponsible for economic con-
traction of 0.2%; the economy 
now being on the edge of reces-
sion. 
  
In the United Kingdom, the 
country’s economy has experi-
enced its weakest performance 
since the 1990 recession. In-
deed, the drop in the price of 
houses raises fear for the worst, 

i.e. a recession. The Bank of 
England also maintained its 
leading rate at 5%. The drop of 
the pound sterling could en-
courage it to maintain the status 
quo for many months to come.   
  
Even Asia is now following the 
American and European trend, 
the Hong Kong Hang Seng 
index ending the quarter down 
18.5% and 35.2% since the 
beginning of 2008. The Tokyo 
Nikkei 225 followed suit with 
respective declines of 16.4% 
and 26.4%. The Japanese econ-
omy fell 3% in the last quarter, 
its strongest contraction since 
2001, due to lower business and 
household spending as well as 
lower exports. In China, infla-
tion attained its lowest level 
since June 2007; however, the 
growth of its exports has run 
out of steam. 

What a quarter! American stock 
markets end the three month 
period as battered as Texas is 
by hurricane Ike. The various 
US indexes end the third quar-
ter down by 8.9% for the S&P 
500, 4.4% for the Dow Jones 
and 8.8% for the Nasdaq. These 
same indexes have fallen by 
18.2%, 21.1% and 20.6% re-
spectively since the beginning 
of the year. 
  
As these notorious market de-
clines show, the American 
economy remains generally 
fragile: the real estate crisis 
persists, volatility in the price 
of oil continues and the level of 
inflation remains under scru-
tiny. The American government 
and the Fed were obliged to 
take several measures due to a 
crisis of confidence in the fi-
nancial system not seen since 

the 30s. 
 
 Furthermore, the record num-
ber of bankruptcies recorded in 
August, as well as the increas-
ing number of defaulting loans 
(the value of mortgages sur-
passing the value of houses), 
remind us that the real estate 
crisis is far from over, and this, 
despite an increase of 3.1% in 
the number of existing houses 
sold in July, mainly due to 
home repossessions. 
  
On the employment front, the 
unemployment rate reached its 
highest level in 5 years at 6.1%, 
bringing about an 8th consecu-
tive month of lay-offs. For its 
part, the ISM manufacturing 
index remained relatively stable 
at 49.9 in August, well over the 
threshold of 41.1 percent asso-
ciated with a recession. How-

ever, this level indicates a very 
weak expansion of the US 
economy. 
 
Even though August is back to 
school month, it did not bring 
with it what merchants, who 
thought that falling oil prices 
and the distribution of tax re-
bates would sustain sales, were 
hoping for. In fact, retail sales 
were down in July and August, 
leaving one to believe that 
American retailers are bracing 
themselves for the worst shop-
ping season since 1979. 
  
A little sunshine in the horizon, 
the University of Michigan 
Consumer Sentiment Index 
rose in September. However, 
patience is called for, especially 
if one compares this increase 
with the loss of confidence 
accumulated in the past year.  

The concern nowadays in 
Europe is not how to lower 
interest rates, but how to con-
trol inflation. Of course, with 
globalization, the real estate 
crisis is still important, espe-
cially when the European econ-
omy shows signs of a recession. 
 The various European indexes 
followed the trend set by their 
American counterparts. In Ger-
many, the DAX index ends the 
quarter down 9.2% and down 
27.7% year-to-date. The unem-
ployment rate dropped in Au-
gust to its lowest level in 16 
years, however business and 
consumer confidence has also 
fallen. 
  
In France, the second economy 
of the euro zone, authorities 
have revised their growth pro-
jection downward since the 
country is facing a significant 

International Stock Exchanges 
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A summer season marching to 
the beat of the American 
elections, the price of oil, the 
level of inflation and 
tornadoes.  

A change in priority for the 
old continent.     



Since the beginning of the 
summer, the subprime loan 
crisis has degenerated into a 
banking crisis of a severity 
unseen since the Great De-
pression. It has reached such 
proportions that it almost de-
stroyed the entire American 
investment bank sector, shook 
investor confidence pro-
foundly and is in the process 
of pushing the economies of 
the G7 nations to the edge of 
a severe recession. Panic 
overtook the whole world and 
governments are generally 
frightened. 
  
The financial system is facing 
a potentially fatal liquidity 
crisis. Despite the efforts of 
central banks and govern-
ments here and there, the 
stock market continues its 
downward trend and is ex-
periencing extreme volatility.  
  
This panic and these losses 
are evidently the result of the 
bursting of the real estate bub-
ble, especially in the United 
States. It is not at once obvi-
ous why the authorities have 
waited so long to deal effec-
tively with the worst financial 
crisis in 80 years. They per-
sisted (and Europe continues 
to do so) in fighting inflation 
in a time of extreme financial 
instability, intensifying defla-
tionary pressures brought 
about by the real estate col-
lapse and by a rapidly slowing 
global economy. Perhaps, in 
the context of an American 
presidential election, we 
wanted to avoid the percep-
tion of coming to the assis-

tance, at great expense, of 
overpaid Wall Street bankers, 
until the very end. 
 In the final analysis, the 
American government had no 
other choice but to get in-
volved in order to stabilize the 
financial system, to avoid 
market failure and to break 
the vicious downward spiral 
in asset values and in the 
economy at large. Uncon-
tained, this crisis risked turn-
ing creditworthy financial 
institutions into risky busi-
nesses. 
 
Despite the rescue plans 
adopted recently, the econo-
mies of the G7 nations will 
still suffer from the reduction 
of systemic indebtedness in 
the United States. The Ameri-
can financial system, in par-
ticular, will go through a de-
leveraging phase which will 
last several years. The Ameri-
can consumer will be forced 
to save more and spend less. 
In the meantime, American 
public debt will soar, due to 
government socialization of 
the financial system’s bad 
debts. The impact on the 
American economy could be 
substantial for many years to 
come since it is precisely this 
exaggerated indebtedness that 
had stimulated a significant 
portion of American growth 
since the beginning of the 
90s. All the more so since 
older baby-boomers are turn-
ing 65 (a cycle of about 15 
years is beginning, the young-
est being 50 years of age) and 
have seen their financial 
situation deteriorate signifi-

cantly, with their houses and 
portfolio entering a period of 
major convalescence. Infla-
tion should subside quite rap-
idly in the next few months. 
  
We believe that the emerging 
economies will get through 
the difficulties in the US in a 
relatively good position and 
that the equilibrium of the 
world economy will continue 
moving eastward, to China in 
particular. The American cri-
sis will not slow this trend 
down, but rather accelerate it. 
Even though shares of busi-
nesses operating in these 
economies have dropped dra-
matically in these last months, 
these declines do not gener-
ally reflect a significant dete-
rioration of economic funda-
mentals. For example, while 
the American banks were 
proceeding with a sprint in 
loans, the Chinese financial 
institutions have spent the last 
ten years reducing their risk 
exposure and consolidating 
their balance sheets. Chinese 
banks are overflowing with 
liquidities, while Chinese 
consumers are starting to 
spend, just in time to counter-
balance in part the slowdown 
in exports. Moreover, the Chi-
nese Central Bank has just 
reduced its interest rates for 
the first time in six years to 
ensure that its growth will not 
suffer too much.  
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It is not at once obvious why 

the authorities have waited 

so long to deal effectively 

with the worst financial crisis 

in 80 years.     



The world stock markets are 
substantially oversold and 
signs of panic are everywhere. 
The correlation between mar-
kets has been exceptionally 
high and highlights an inabil-
ity to differentiate between 
the values of various invest-
ments. It is difficult to predict 
the resolution of this crisis, 
since information allowing us 
to know the extent of the 
damages and to quantify them 
is very incomplete. The dam-
ages caused by the bursting of 
the technology bubble in 2000 
were in contrast much easier 
to evaluate. 
  
We are very reluctant to gam-
ble more aggressively with 
our clients’ portfolios since 
we are dealing with a once in 
a life time environment (we 
hope!), a financial crisis with 
an unpredictable and danger-
ous progression. However, we 
are quite sure that the markets 
of the emerging economies 
will offer much better returns 
than  those available on Wall 
Street. This will become more 
evident after the dust settles 
down a bit. 
  
We also remain quite optimis-
tic with regards to the pros-
pects for the resource sectors 
and for our investments in 
particular. The American fis-
cal rescue operation will re-
duce the risks of a dramatic 
fall in the economy. The li-
quidity crisis has obscured the 
fundamentals of these sectors 
and any improvement will 

highlight them. It is likely that 
the American measures, al-
though required, will weaken 
the American dollar and, con-
sequently, will increase the 
price of resources. Finally, 
China and its neighbours will 
continue for many years to 
gorge themselves on energy 
and base metals. 
  
If history can be a guide, it 
seems that each stock market 
bubble is rooted in the ex-
cesses of the previous bubble. 
The current real estate bubble 
and the financial abuses that it 
has contributed to create ema-
nate to a great extent from 
what everyone was trying to 
avoid following the tough 
years in 2001 and 2002. No 
more dot.com concept compa-
nies, we wanted hard assets, 
something tangible. Assets 
whose value could not be 
inflated by creative account-
ing. We wanted to avoid com-
panies becoming too rich and 
starting to spend on ill 
thought out projects. We 
wanted high cash flow re-
turns. All of these wishes fa-
voured the real estate sector, 
which also benefited from an 
environment of exceptionally 
low interest rates, despite a 
healthy economy that did not 
need such an incentive. 
  
We predict that history will 
repeat itself once more. Inves-
tors will want to avoid indebt-
edness like the plague: no 
more companies making sig-
nificant use of debt, no more 

companies with heavily in-
debted customers. No off-
balance-sheet financing, no 
synthetic investment vehicles 
or any other obscure or 
opaque financial ingenuity. 
No company that is hard to 
understand. We will look for 
companies with a simple busi-
ness plan and with revenues 
and earnings that are rela-
tively easy to predict. No 
company with growth too 
closely linked to consumer 
spending or the American 
government and, if possible, 
with protection against an 
American dollar that will re-
main under pressure. We can-
not better describe the natural 
resource sector without spell-
ing it out! 
  
We have spoken over the 
phone to many of our  clients 
in this difficult time. We are 
aware that it is hard to remain 
calm and to have confidence 
in his advisor in this type of 
environment. We hope that 
you appreciate the substantial 
efforts we are making (and 
occasional sleepless nights) to 
manage this crisis to the best 
of our abilities, while respect-
ing your investment objec-
tives. Thank you for your 
support and confidence.  
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If history can be a guide, it 
seems that each stock market 
bubble has its roots in the 
excesses of the previous 
bubble. 
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