
 
 
 
 
 
 
 
 

 
arl’s Comments 
 

 
Things have not just gotten insane in the last 
week; things have been insane for several 
years. It started several years ago with 
America's loose credit policies. I've just 
reviewed over two and one half years of our 
previous newsletters. We were preaching that 
there were multiple reasons for concern.  In 
fact, I haven't had much positive to say in the 
last 24 months. I was actually surprised that 
the oil prices overshot any reasonable 
projections and that investors and 
speculators rode this runaway train as long 
as they did.  However now is the time to take 
stock of things and look for the diamonds in 
the rough, as many value investors do in 
these turbulent times. 
 
Stock markets are caught in the crossfire 
between Bearish and Bullish forces with the 
Bears continuing to grab the headlines.  In 
the midst of all of this there are some positive 
factors helping to stabilize the US economy.  
We just passed the nine-month anniversary 
of the first US Federal Reserve interest rate 
cut during this cycle.  Normally it takes about 
nine months for interest rate cuts to start 
positively impacting the economy.  Real 
interest rates are hovering around zero. In 
prior recessions, real rates were at elevated 
levels.  US manufacturing competitiveness 
has improved significantly with the lower 
dollar, which supports the economy and helps 
improve global trade imbalances.  Healthy 
corporate balance sheets, excluding 
financials, should provide continued support 
for business spending.  
  
 
 

Currently, the US has low levels of 
inventories, which is positive, should there be 
a modest increase in consumer spending.  
Given the recent economic turmoil and 
decline in world indexes from last October's 
high, the worst could be factored into a 
number of company share prices.  The Bear 
market has improved stock valuations and 
made them very attractive. It should make 
them a favorite target for huge amounts of 
liquidity that exists in the world’s financial 
system. 
 
The massive pools of capital include 
petrodollars, foreign central bank reserves, 
corporate cash and hedge fund/private equity 
funds. There is a lot of liquidity generating 
sub-par returns in government interest-rate 
vehicles.  Any improvement in investor 
confidence could lead to massive amounts of 
money migrating into equities and driving 
markets higher. 
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Markets are likely to benefit in the near term 
from their oversold nature, combined with the 
Bear sentiment that now exists. Chart 1 
(Page 1) shows the percentage of investment 
newsletter writers who are Bullish and 
Bearish on the market.  The more advisors 
who are Bearish, the greater likelihood that 
this negative sentiment is priced into the 
market. Recent surveys show that Bearish 
advisors (44.7%) now exceed Bullish 
advisors (31.9%).  This doesn't happen often 
and suggests a good short-term buying 
opportunity for equities. 
 
 

 
 
 
Often a decline in stock prices calls for an 
assessment of investors risk tolerance.  On 
average the TSX has offered positive results. 
62% of the months since 1957, and the 
average year, will have seven positive 
months and five negative months. The most 
frequent return for a single month is between 
2% and 3%. If we look at the Canadian 
market performance history, there have 
certainly been some dramatic months: 
October 1987 -22.5%; August 1998 -20.1%; 
while other months, for example, January 
1975 +16.5%; and more recently December 
1999 +12.1%. But interestingly enough the 
bottom line is that the market has uneven 
returns. Seasoned investors know that 
worrying about daily stock market 
performance serves no purpose. Monthly 
returns are volatile enough as they are.  If 
everyone's house had to be reevaluated 
every day for potential buyers we would start 
losing sleep. Fortunately valuations are only 
relevant when you want to sell your house.  

Each decade provides on average seven fat 
years and three lean ones. I know that 
markets can change very quickly and 
sometimes it may seem like we are taking 
seven steps forward and three back. We just 
need to ride out the storm. 
 

 
ntaxed Savings 
 

 
The new TFSA will allow investors to 
stash away tax-free. 
 
Beginning 2009, Canadians will have a new 
tax-assisted savings vehicle – the Tax-Free 
Savings Account (TFSA). 
 
The mechanics of the TFSA are relatively 
simple.  All Canadian residents, 18 and older, 
will be permitted to contribute up to $5,000 
annually.  The contribution amount, which is 
not tax-deductible, will be indexed annually to 
inflation.  If an individual does not contribute 
in a year or contributes less than the 
maximum amount, he can use that 
contribution room in any subsequent year. 
 
Income through TFSAs is earned free of tax 
and that income is not taxed on withdrawal.  
Withdrawals can be made at any time and be 
used for any purpose, without attracting tax.  
And what’s more, any funds withdrawn from 
the TFSA are added to an individual’s 
contribution room and can effectively be re-
contributed in any subsequent year. 
 
Some clients may ask how the TFSA fits in 
with their other registered savings.  What 
should their priorities be?  While the TFSA is 
not intended as a replacement for the RRSP, 
it certainly can be used for retirement 
savings. 

 
Ideally, people should use both RRSPs and 
TFSAs.  If the TFSA is a supplement for 
retirement savings, drawing from the TFSA 
from ages 65 to 71 (instead of the RRSP) 
could increase the age credit and reduce the 
OAS claw back. 
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