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Random Comments... 

January 26th, 2009 

Please note that my intent with these ‘Random 
Comments’ is not to create a regular newsletter, but 
instead to offer you periodic updates as we navigate 
through these challenging economic times. The 
following is once again a random, non-cohesive jumble 
of facts, thoughts, opinions and interesting tidbits... 
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•We are ALL happy to have 2008 behind us in terms of equity markets! ‘08 was a year that our Children, 
Grandchildren and Great-Grandchildren will learn about in school for years to come.  
 
•The TSX in Canada declined by 33% in 2008 (and nearly 49% peak to trough) and the S&P500 in the 
United States declined by 37% for the year (and nearly 54% peak to trough), yet those performance 
numbers were good enough to keep both near the top of the list relative to other major equity markets 
around the globe (ie – the Shanghai Composite in China was off approximately 63%, and the RTS in 
Russia was off approximately 70%!).  

•So where do we go from here? In my last commentary (in October) I quoted Nick Murray as saying:  
“A bear market is a period of time during which people who think this time is different sell their common 
stocks – at prices that will never be seen again – to people who know that this time is never different!” 
 
•Although things have deteriorated far quicker and far more severely than anyone expected, I f rmlyi  
believe that the above statement still holds absolutely true!  
 
•Please take a moment to f ip to APPENDIX ONE and read the article entitled “Experts: Bank Crisis Risksl  
Turning Recession Into Depression”... 
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 •Did you read it? Now note the date on the top of the page…this article appeared in the Seattle Times on 
Sunday, December 16th, 1990! Does the content within sound familiar? Now note the following: On that date 
the S&P500 in the United States was at 326 points. About a month later it bottomed at 312 points and has never 
been that cheap since! As I write this, even after the massive sell-offs we’ve seen recently (remember the nearly 
54% peak to trough decline), the S&P500 is trading around 850…nearly triple where it sat in 1990! 
 
•I have no idea whether or not the lows that we saw on November 20th, 2008 will hold - I don’t ever profess to 
be a market timer – but I do know that there is absolutely incredible value in stock markets right now, and if I 
had to bet where markets will be 2, 5, and 10 years from now I would say: higher…likely quite a bit higher! Why 
do I say that?... 
 
•Look at the graph below depicting annual S&P returns since 1825. Have a look at where 1931 sits on the chart 
(look way left). Then f nd 1932 (not great, but certainly better). Then f nd 1933 (look way right). Now f nd 2008.iii  
Where do you think 2009, 2010 and beyond will fall on this graph??? 
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•Refer to APPENDIX TWO…all of the major markets in the world are trading at or below the bottom end 
of their fair value bands in terms of normalized p/e ratios. That very rarely happens, and typically when it 
does, it bodes extremely well for returns in the future. 
 
 
•Refer to APPENDIX THREE…remember that since WWII (post war era) we’ve seen 13 bear markets 
(characterized by a 15% decline or greater). This leads us to assume that they occur on average every 5 
years or so. They’ve lasted an average of 13 months and plunged an average of 28.0%. The average time it 
takes to recover all of these losses is 19 months! And the average two year return from the end of the bear 
market has been 39.6%. This time around the market (S&P500) has declined from Oct.9th 2007 to Nov.20th 
2008 by 53.8%! What will the recovery be two years out? Five years out? Ten years out? 
 
 
•It would have been nice to have had a crystal ball in early 2008 (or now in early 2009, or before last 
Saturday’s lotto 6/49 draw for that matter), but unfortunately no one knows tomorrow’s headlines. We can 
set the sails, but we can’t control the wind. Make sure your sails are set, so that you’re properly positioned 
when the wind inevitably blows again! 
 
 
•Stock markets are like a beach ball…they can be pushed under water for a while (quite a long while 
even), but eventually they will want to pop back up. Stock markets have to pop back up for capitalism to 
work – ‘owners’ (of common stock) must make more than ‘loaners’ (holders of bonds, GICs, etc) over the 
long-term for our capitalist structure to work. 
 
 
•Take the 20th Century for example: over that 100 year span you had 2 world wars (and many smaller 
ones), you had the Great Depression, you had the f u epidemic, and you had countless recessions andl  
crises, and yet during that time period the Dow Jones Industrial Average increased from 66 to 11, 497! 
Declines are temporary, the advance is permanent! 
 
 
•Please understand that I am NOT saying that everything is rosy right now. The global economy is now 
undoubtedly deeply entrenched in a very severe recession, and I would expect that we’ll see even further 
deterioration in the economy in the coming months (more doom and gloom in the headlines and poor 
numbers with respect to lagging economic indicators – probably until at least the back half of 2009 or even 
early 2010), but remember that stock markets are forward looking, and they historically bottom long before 
the economy does. The markets sold off dramatically before we saw the extent of damage done to the 
economy, and I believe that the markets will rebound long before we see substantial recovery in the 
economy. 
 
 
•The system is ‘cleansing’ itself right now. We’re seeing Financial Darwinism! I have no doubt that the 
strong will once again survive, they’ll adapt, they’ll evolve, and they’ll be better off for it on the other end 
(more eff ciencies, greater market share, etc) i
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 •On October 1st, 2008 I put out the following market cycles emotions chart in my Random Comment’s… 

•Have we now moved down the cycle some?? Ask yourself: do you feel any of the listed emotions? Do you feel 
like giving up on the whole idea of investing? Are you afraid to even open your statements??… 
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 •Be sure to look at your own personal ‘Relative Portfolio Performance’ sheet that we’ve included with this 
quarter’s reports in order to keep your returns in the proper perspective. Our disciplined investment 
strategies are working! 
 
•So what should we be doing now? Stick to the 5 elements of Wealth Management (I explained these in 
detail in the October edition of Random Comments – if you’d like another copy please let me know - 
here’s a refresher): 
 
1. Ensure You Have An Asset Allocation That Makes You Most Comfortable 
2. Stick To Quality 
3. Stick to a Disciplined Investment Process 
4. Be Properly Diversif ed i
5. Concentrate on Your Financial Goals 
 
•Remember that emotions are detrimental to the long-term success of a portfolio. Don’t get absorbed by 
the doom and gloom in the media!  

 
•“Every lesson that history teaches us about the stock markets tells us to buy now. Being a market 
contrarian is always diff cult, but being one in a historically volatile market is even harder. Expect thosei  
with the fortitude to let reason and history guide their decisions to do much better than those driven by 
emotion and fear.” 
                                   Jim O’Shaughnessy – January 2nd, 2009 
 
 
 
Reminders:  
 
•We are now opening Tax Free Savings Accounts. Please let me know if you think a TFSA would be 
benef cial to you. i
•RRSP Contribution Deadline is March 2, 2009. This year’s limit is 18% of earned income to a maximum 
of $20,000.  
 
This is a great year to make a TFSA contribution and/or to catch up on RRSP contributions! 
 
 
And as always, if you have any questions, concerns, or if you just want to chat please don’t hesitate to be 
in touch at any time! 
 
 
Dan 
 
 
 











RBC Dominion Securities RBC Dominion Securities

This information is not investment advice and should be used only in conjunction with a discussion with your RBC Dominion 

Securities Inc. Investment Advisor. This will ensure that your own circumstances have been considered properly and that action is 

taken on the latest available information. The information contained herein has been obtained from sources believed to be reliable 

at the time obtained but neither RBC Dominion Securities Inc. nor its employees, agents, or information suppliers can guarantee its 

accuracy or completeness. This report is not and under no circumstances is to be construed as an offer to sell or the solicitation of 

an offer to buy any securities. This report is furnished on the basis and understanding that neither RBC Dominion Securities Inc. nor its employees, agents, or 

information suppliers is to be under any responsibility or liability whatsoever in respect thereof. The inventories of RBC Dominion Securities Inc. may from 

time to time include securities mentioned herein. This commentary is based on information that is believed to be accurate at the time of writing, and is subject 

to change. All opinions and estimates contained in this report constitute RBC Dominion Securities Inc.’s judgment as of the date of this report, are subject to 

change without notice and are provided in good faith but without legal responsibility. Interest rates, market conditions and other investment factors are subject 

to change. Past performance may not be repeated. The information provided is intended only to illustrate certain historical returns and is not intended to 

ref ect future values or returns. RBC Dominion Securities Inc.* and Royal Bank of Canada are separate corporate entities which are aff liated. *Member CIPF.il  

®Registered trademark of Royal Bank of Canada. Used under licence. RBC Dominion Securities is a registered trademark of Royal Bank of Canada. Used under 

licence. ©Copyright 2009. All rights reserved. 

 

 


	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Appendices
	Back Page

