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  September 14, 2009
One Year Later…
As I write these comments, it’s two weeks from the end of the third quarter in what continues to be a most eventful year for both global economies and financial markets.
It was exactly one year ago that the weekend that shook Wall Street and the global financial systems took place – when Lehman Brothers collapsed, Merrill Lynch vanished as an independent entity and AIG was literally taken over by the US government.

In light of all these, I thought it might be worthwhile to briefly summarize where we’ve been this year, where we are today, and maybe do some “crystal ball” gazing going forward and hopefully highlight some lessons from last year’s events.

Where we’ve been…

But six months ago, in early March it truly seemed to many like the world might be coming to an end – talk of return to a Great Depression dominated the media.  Fear was rampant and the highest I’ve seen in nearly three decades in financial services.

Although hindsight is 20/20, it also looks like that dark period in mid March turned out to be the bottom.  Since then, the economic news has gradually improved bit by bit.  As a result, we’ve had a strong recovery in markets, from their bottom most markets are up 40-50% retracing a good portion of the losses since last fall.  
The second quarter of this year, from March to June, was especially strong.  Since 1956, the Canadian Market has only had three quarters that rose more than this one.
In the meantime, here are six lessons from the last 12 months:

1. We are reminded how volatile stocks can be.

2. The importance of diversification. (not just asset class but sectors)

3. Many investors discovered a new level of risk tolerance than they had believed.

4. Investors were reminded to focus on what they can control.

5. In many cases, retirement plans have to be reassessed.

6. Finally, in today’s world, we need to expect the unexpected.

Where we are today…

A year ago, rampant optimism characterized the world.  The Canadian TSX hit a new high in June 2008 and concerns were set aside as minor annoyances.

By contrast, six months ago, the markets were overwhelmed by absolute pessimism – there was no sign of hope anywhere.

Today, my best guess is we are somewhere between those two extremes and many investors can best be characterized as extremely nervous.

As a general rule, in my experience, a certain level of anxiety is positive. What usually gets investors in trouble is either extreme levels of pessimism or optimism.  While today’s mood may be erring on the side of too pessimistic, being cautious in the current market makes sense.
The good news is there are still many excellent opportunities for investors who are prepared for short term volatility, but can think 18-24 months out.

The outlook going forward…

The cover of August’s Business Week Magazine ran a cover story called “The Case for Optimism.”

The premise was simply:  Beyond the issues facing the global economy, there remain many underlying positives that give cause for optimism if we look out two and three years and beyond.

There are many things under the surface that will drive economic growth.  The positive impact of technology, a recovering housing market, the revitalization of economies and the incredible growth in emerging markets (notably China, India and Brazil) and an emerging middle class in those nations are all positives which will have a huge impact.

Volatility…

Let me close by talking about volatility.

In 1907, legendary US financier J Pierpont Morgan singlehandedly averted a banking panic among US investors.

Later in life, someone asked him his best guess on the direction of markets.  His answer was: “They will go up and they will go down.”

One hundred years later, that’s still the best answer for a short term forecast.  As the last 12 months have shown us, no one can predict market movements in the immediate period.  No one likes volatility, but it is a necessary evil to arrive at the ultimate destination.

Given the continued volatility and uncertainty, we are continuing to focus on higher quality companies who pay decent dividends.

I would also be remiss if I did not take this opportunity to thank you for the continued opportunity to work together.  My team and I are doing our best to navigate our clients through these tough times.  We are always here should you have any questions or wish to talk about anything related to your portfolio or other finances.

Stay Tuned 
Vito Finucci

Vice President & Director

Private Client Division
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