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The bipolar market
National Post Sept. 30, 2008

National Post Oct 1, 2008

National Post Oct 11, 2008

National Post 
Oct 15, 2008
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U.S. dollar rises
T-bill yield plummets

CAD/USD (L) U.S. 3-mo T-Bill Rate (R)



Bear markets are common

Raw Data 
Sources:  
Professor Robert 
Schiller, CRSP, 
S&P, Citigroup



This bear is severe but
not unprecedented

Decline
(through 20-Nov-2008)

Canadian Stocks (TSX) -48.77%

U.S. Stocks (S&P 500) -52.26%

Global Stocks (All-World) -56.54%

Overseas (developed) -58.69%

Emerging Markets -67.29%

Note:  Excludes dividends. U.S. and foreign stocks in U.S. dollars

Source:  Yahoo! Finance



Canadian stocks:
cheapest in 20+ years

Sources:  CPMS, The Globe and Mail
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U.S. Stocks:
cheapest since 1990
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S&P 500 Dividend Yield:
Highest since Oct 1992

When adjusted for 

interest rates, today’s 

dividend yield is at a 

four-decade high.
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Buffett Signals - 1970s

Now is the
time to 
invest and 
get rich.

Those awaiting a 'better
time' for equity investing 
are highly likely to maintain 
that posture until well into 
the next bull market.

Quotation Sources:  CNBC, Fortune, Forbes
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Buffett:  early but right

Now is the
time to 
invest and 
get rich.

Those awaiting a 'better
time' for equity investing 
are highly likely to maintain 
that posture until well into 
the next bull market.

Investors in stocks 
these days are 
expecting too much.

In my adult 
lifetime, I don't 
think I've seen 
people as fearful 
economically as 
they are right now.

Quotation Sources:  CNBC, Fortune, Forbes



Should we listen to Buffett?

1974 buy
signal

1979 buy 
signal

1999 
warning

6 mos later +24% +12% 0%

1 year later +31% +23% -6%

2 years later +50% +47% -16%

3 years later +58% +30% -29%

5 years later +110% +109% -4%
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Junk bonds at record low

Source:  Investment Opportunities:  High Yield Bonds, Dundee Securities, 
October 15, 2008
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1457 basis points to Oct 10



Simplistic (long-term) expected 
return model

Bonds
(Gov’t)

Stocks
High Yield 

Bonds

Yield 3.57% 6.25% 20.00%

+ Growth in Yield 0.00% 5.00% 0.00%

= Baseline
Expectation (before  
price/yield change)

3.57% 11.25% 20.00%

+ Impact of Price/Yield 
Change

- +/- +

= Expected Return ??? ??? ???



Wrap-up

Markets are panic-driven.

Bear markets have always occurred, and 
always will.

Stocks are cheap.

High yield bonds are at record lows.



Suggestions
Focus on longer-term fundamentals.

Have a balanced portfolio (75/25 rule).

Diversify, particularly when values are 
abundant.

Stocks and high yield bonds are very 
attractive.




