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Still Believing 

Last week saw the passing of Milton Friedman, perhaps the most important economist of our time, maybe of any time.  His thoughts were once seen as blasphemous and radical, but now they are the basis of monetary policy around the world.  I studied his writings back in my University days at U.W.O.  In his 1962 book “Capitalism and Freedom”, he said the following should not exist:

1. Social Security

2. Control of radio and TV by the FCC

3. Legal minimum wage

4. Regulation of banking and transportation

5. Public Housing

6. Price support for agriculture

7. Restrictions on international trade

8. Military draft

9. Rent controls

It’s amazing how many of these principles continue to be attacked, as the US nation is as prosperous as ever.  The notion that it’s all about free markets and businesses working to make a legal profit seems to be lost on a lot of people these days, especially politicians . . .

 . . . which brings me to the recent decision of the minority Conservative government to change income trusts in Canada.  The reaction shows just how much of a surprise it was, as within days markets wiped out $30 Billion of market capitalization.  All in the name of saving $1 Billion in taxes (if the published number is accurate, which I doubt). The sellers and panickers overreacted, as always and have created some opportunities.  While there’s a good chance the Legislation will pass supported by the NDP and Bloc, there has been much speculation the last few days that the change will happen with some amendments.  Rumours include:
· Extending the 4 year grandfathering to 6, 8, or even 10 years for existing trusts

· Including the oil and gas royalty trusts as exempt along with the Real Estate Investment Trusts (REITs)

· Grandfathering all trusts in existence prior to November 1st
While it may be just hoping, should any of the above occur, the rebound would be a solid one.  In either case, the worse has already occurred, and the markets have not allowed any premiums for 8 to 12% yields for another four years with tax advantages.  What happens in four years?  Not sure yet entirely, but the worse that can happen is the trusts convert back to regular common shares and pay regular corporate taxes.

I’d like to go on record here and now, that should the legislation pass as originally outline, it will be these same politicians complaining about foreigners buying up all our assets (especially oil and gas) four years from now.

Elsewhere, the US mid-term elections brought on no big surprises, as the Democrats won both the House and the Senate, the latter maybe raising some eyebrows.  The market had no opinion, basically yawning at the results.

The focus remains the economy, slowing housing and the lack of inflation, while corporate earnings continue to impress.  The late year rally called by us several months ago continues, but a 5-6% pullback wouldn’t surprise me followed by a strong finish, setting up for a solid 2007.

Buys in Canada remain slim, aggressive types should consider the energy trusts and their yields, but overall more focus should be on the US and Overseas markets, particularly in healthcare, financials and technology.

Stay Tuned,

Vito Finucci

Vice President & Director

Private Client Division
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