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Why We Should Stick to Our Long-Term Strategy

With the events of 2008 and 2009 still fresh in our minds, | believe that now is the
time to review where we have come from and why we should stick to our long-term
strategy for the equity portion of our portfolios.

The following chart illustrates the performance of the S&P 500 over the past 14
years. At the low, in March of 2009, the S&P 500 had fallen to levels that it had not
seen since 1997. Global economies were in a recession brought on by a banking
liquidity crisis and the crash of the American housing market had devastated both
the wealth and the psyche of the American consumer.

By the third quarter of 2009 both the Canadian and American economies had come “m Armiento
out of recession. The overnight lending rates were approaching zero and
governments around the world had printed unprecedented amounts of money.

In recent weeks the equity markets have

EC]UIty Markets hit 52-week highs and both the Canadian

Peak_to_trough decline was 57% ... and Arr.1erican economies are starting to
show signs of recovery and the markets

1800 have become increasingly volatile.

S&P500
What's next?
First of all, we must be able to
distinguish between short-term price
fluctuations and permanent loss of
capital. In 2009 equity markets around
the world made phenomenal recoveries.
It is not inconceivable that the markets
are a little ahead of themselves and due
to correct (in the short term). However
il o September since our equity investments have a time
horizon of 10-20 years, we need to
consider the bigger picture.
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It is my belief that equity markets still have a long way to go on the upside. We have come out of the recession
and are now in an economic recovery. The markets are only in the second year of this recovery and usually it
takes a number of years to get back to the old high.

We can no longer expect the American consumer to be the prindriver of global growth Growth in the
global economies, particularly the emerging markets, is accelerating. Canada is well positioned to take
advantage of this growth. Within the equity portion of your portfolio | believe that we should continue to
remain overweight in Canada and specifically in the energy and materials sectors.

The chart to the left is indicative
of most commodities. Copper is
very sensitive to economic trends
and its price is closely monitored
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In a recent presentation made by
Dave Taylor (portfolio manager Dynamic Funds), he points out that in the twenty-seven year bear market in
Copper (1975-2002) the larger mining companies were depleting their mines and that few large copper
projects came into production to replace production reserves. We can make similar arguments for other
commodities, energy and precious metals. There are many implications to these dynamics, but in the end the
supply-demand imbalances are what | believe make the long term prospects for Canadian and other equity
markets relatively more attactive than other asset classes.
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There seems to be three issues that that have created the recent market volatility. The crisis in Greece, the
timing and policy exit strategy to remove the massive stimulus that has been in place for the past twenty
months and the impact rising interest rates or inflation will have on global economic growth. None of these
factors can be dismissed. Greece by itself is not significant, but damage to the EU or the Euro may cause the
world economy to slip back into a recession. The stimulus issue is murky at best. Governments around the



world have borrowed prolifically without any clear picture on how to pay it back. Stimulus of this magnitude
will cause inflation. 10 Q& 2dzad | YIFI GGSNI 2F 6KSYy YR K2g YdzOK®

By their very nature, bull markets will start and have their best moves when the news is most pessimistic. It is
during these times that most investors are selling their equities and running for the security of the fixed
income investments. Record amounts of money left the equity markets at the end of 2008 and 2009 and went
into fixed income investments even though yields were in some cases almost zero. When interest rates start
to rise some of this money will find its way back into the equity markets, and as shown in the chart below,
equity markets can move up even as interest rates are rising.
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If the stock market move in 2009 has caused you to become overweight in equity markets, then now is the
time to take profits and reduce your exposure back into your comfort level. This is not an attempt to time the
market but a systematic approach to buying and selling that is intended keep you in the market for the long-
term and should this correction move deeper than | expect, we will have the funds to buy back in.
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