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1. Market closes for Friday, November 27, 2009:

	North American markets
	


	Dow Jones
	10,309.92
	-154.48 or -1.48%
	+17.47%

	S&P 500
	1,087.05
	-23.58 or -2.12%
	+20.35%

	NASDAQ
	2,138.44
	-37.61 or -1.73%
	+35.60%

	TSX Composite
	11,464.41
	+27.61 or +0.24%
	+27.56%


	International markets
	


	 
	Open
	Change
	YTD

	Nikkei
	9,081.52
	-301.72 or -3.22%
	+2.51%

	Hang Seng
	21,134.50
	-1,075.91 or -4.84%
	+46.90%

	SENSEX
	16,632.01
	-222.92 or -1.32%
	+72.40%

	FTSE 100
	5,245.73
	+51.60 or +0.99%
	+18.30% 

	CAC 40
	3,721.45
	+42.22 or +1.15%
	+15.65%

	DAX
	5,685.61
	+71.44 or +1.27%
	+18.20%


	Bonds
	


	Bonds
	$Current
	$Previous
	%Yield

	Cdn. 10-year bond
	104.38
	104.08
	3.21

	Cdn. 30-year bond
	119.82
	119.65
	3.83

	U.S. 10-year bond
	101.44
	100.25
	3.21

	U.S. 30-year bond
	102.97
	102.34
	4.20


	Currency
	


	BoC Close 
	Today
	Previous

	Canadian $
	0.9421
	0.956

	US $
	1.0615
	1.0455

	
	
	


	Euro Spot Rate
	Today
	Previous

	Canadian $
	0.6294
	0.6316

	Euro
	1.5887
	1.5833


	Commodities
	


	Gold
	AM
	PM

	London Gold Fix ($US)
	$1,128.75
	$1,104.00


	Oil
	Open
	Change

	WTI Crude Future (US)
	$76.05
	-1.91 or -2.45%


2. Housing boom has legs: CIBC economist

(November 23, 2009) Interest rates are not going to rise any time soon, says a leading housing market expert, but it's incumbent upon homebuyers to ensure they can carry their mortgage even if rates rise 200 basis points. 

Speaking before the Canadian Mortgage Conference and Expo in Toronto, hosted by The Canadian Association of Accredited Mortgage Professionals (CAAMP), CIBC senior economist Benjamin Tal made the case that rates will probably not rise until late 2010, which means the hot housing market in Canada, will likely continue well into next year. 

"I don't see the Bank of Canada raising interest rates well ahead of the U.S. because of the implications for the Canadian dollar. Can you imagine a situation where the BoC would raise interest rates, while the U.S. is neutral? The dollar would end up going to the sky. That's exactly what the bank of Canada doesn't want to see".

"Therefore, we won't see the switch the market is projecting; it very possible we won't see a rise in rates until late in 2010 or early 2011. It will be longer than what the market is expecting. The situation in the U.S. clearly does not justify higher interest rates, not now and not anytime soon." 

U.S. time bombs averted

Eventually rates will rise. Tal argued the worst of the recession is over in the U.S., and discounted concerns over "four time bombs" related to U.S. debt, which market bears say will create another financial crises. Those four bombs are resets on Alt-A mortgages and Option Adjustable Rate Mortgages (Option ARMs), as well as concerns in commercial real estate and credit card defaults. 

A large portion of the subprime mortgage crisis was caused by resets on teaser rate mortgages which renewed at higher rates that homeowners couldn't afford. Many of these mortgages were sliced and diced and securitized in the debt markets, which caused a global systemic crash. 

Similar concerns exist on Alt-A mortgages, which were sold at low teaser rates with a reset after the first five years. Tal points out most of the resets are coming due now, so the mortgages are resetting at the now historically low rates. 

Option ARMs are little more problematic. These mortgages allow homeowners to pay interest only on their home purchase for set period. Eventually these mortgages reset and the homeowner must start making principle payments. 

"Only 47% of the Option ARMs were securitized, which does not create the nasty side effects that subprime had. The huge portion that is not secured, which are on the balance sheets of banks, can be played with over time. It's not really a mark-to-market shock. Not to mention that 50% of these mortgage contracts are for 20 years, not for five years." 

Tal adds, "The same goes for commercial real estate, which is mostly held by small banks. Already more than 127 banks have gone under in the U.S. this year, and I expect 300 to 500 to become insolvent over the next 12 months. Compare that to 10,000 banks in The Depression, and it's not as serious a macroeconomic story." 

The primary factor that caused the subprime crisis — inflated home debt — seems to have dulled the impact of credit card bubble, Tal says. 

"People turned to their houses as an ATM, you put debt on the house, instead of the card. We haven't see a bubble in the credit card market and even if you allow for 11% unemployment, were talking about $90 billion [losses] in the U.S. credit card market, which is roughly what the banks are expecting." 

Not a bubble yet

There is growing concern that the low rates and the fast rise of home prices in Canada are causing a bubble, but Tal says this speculation is premature. 

Tal says a combination of low rates and high consumer confidence, backed by a strong financial lending system; support much of the optimism in home buying. 

"In Canada, consumer confidence is only 10% below the highs of 2007. In the U.S., it's 50% below," he says. "We have confidence and low external interest rates."

His biggest concern is that homebuyers may have overleveraged their most recent purchase, and may not be able to afford the inevitable 200 to 300 basis point increase, which would mark a return to a "normalized" rate regime. 

"I challenge the [mortgage lending] industry to come up with research to make sure we know what types of mortgages are in the pipeline," Tal says. "We need to know how many people taking variable rate mortgages at 2.5%, who cannot afford financing a mortgage at 4.0 or 4.5%. If it's a marginal number, then we're not creating a bubble — we're basically seeing monetary policy that is working. 

"We have to make sure if you take a mortgage now, you have to be able to finance it 200 basis points higher after 2010. If you can't, then you should probably buy a smaller house or don’t buy a house at all — that the prudent thing to do." 

Tal says he believes most lenders are running this basic risk analysis on prospective borrowers. 

"I think everybody knows these interest rates will not last, even consumers understand this. That could be a reason why people are buying right now, this is a window of opportunity that will close in the not to distant future. I believe this will probably not close as quickly as people expect," he says. 

3. Bankruptcies spiked ahead of new rules

(November 23, 2009) The recession may be technically over, but for many Canadians, that's cold comfort. Most of the benefits associated with economic growth — rising employment, higher wages — tend to lag the theoretical recovery. 

The number of Canadians filing for bankruptcy soared over the past year, according to the Office of the Superintendent of Bankruptcy, to 148,378 for the 12 months ending September 30, 2009. That's an increase of 36.4% from the same period last year. 

"For the last few years the insolvency rate has hovered around 100,000 per year, so to approach 150,000 is a massive increase," says Ted Michalos, co-founder of Hoyes, Michalos & Associates Inc., an Ontario personal bankruptcy trustees firm. 

New bankruptcy rules — which Michalos calls "punitive" — came into force on September 18, 2009. This actually drove a spike in the number of bankruptcy filings. 

"Many Canadians rushed to file bankruptcy in the weeks prior to September 18 to take advantage of the old rules," Michalos explains. "In fact, our filing volume on September 17 was three times our normal level, so the spike in September is not unexpected." 

The new rules not only increased the payments required from some bankrupts, but also increased the length of bankruptcy by 12 months in many cases. That increased the actual cost of remaining in bankruptcy.

4. Loonie heading for 98 cents: RBC

(November 23, 2009) Cross-border travelers and snowbirds are probably keeping a keen eye on the U.S. exchange rate these days, as the Canadian dollar appears destined to reach parity once more. 

The loonie should remain strong over the near-term, according to RBC Economics, which predicts the Canadian dollar will finish the year around 96 cents U.S., rising to 98 cents in early 2010. 

5. Time to hedge U.S. currency exposure

(November 25, 2009) The Canadian dollar has been rising steadily against the U.S. dollar recently, due in part to increasing demand for commodities, and in part to the sagging greenback. 

Global uncertainty toward the U.S. dollar was bolstered on Wednesday, as Sergei Shvetsov, head of open market operations for Russia's central bank told his government that the bank was preparing to convert some of its foreign currency reserves into Canadian dollars. 

Russia holds the world's third largest gold and foreign exchange reserves, worth about US$441.7 billion. The announcement gave the loonie a temporary pop this morning, rising half a cent overseas before moving lower. 

"We've seen central banks around the globe look at their largely U.S. dollar foreign reserves and not be comfortable with that," says Stephen Lingard, co-lead manager of Franklin Templeton's Quotential program. "Central banks are holding too many U.S. dollars and they all want to move to more diversified foreign exchange holdings." 

This diversification strategy is similar to that of an investment portfolio, he says. It's simply prudent to hold multiple non-correlated assets. 

"I think for a long time there was a lot of complacency around the U.S. dollar as being the world's currency, and that's just the way it was," he says. "You can see that they don't always have the best interests of international investors in mind." 

Lingard admits that the Russian announcement is the first time he's heard a foreign central bank specifically mention the Canadian dollar as a reserve currency. But he says that it makes sense, given the secular trend in commodities, the prices of which have a direct impact on the loonie. 

But the close trading relationship between Canada and the U.S. means that the loonie is also influenced by American economic performance. 

"We can only decouple so far, when 75% of our trade is tied to that large partner," Lingard says, pointing out that there many Asian currencies are far less reliant on the U.S. economy. "The big difference that I see is the current and ongoing demand for our resources." 

Shvetsov told the Russian Duma that the central bank may also diversify into "one or two" other currencies, according to a report from Bloomberg. India and Brazil have been floated as possible options. 

Lingard suggests that central bankers are facing a similar conundrum as asset managers when looking at emerging markets. Both the currency and the capital markets of emerging markets have historically been far more volatile than those of the developed world. But some emerging markets have become quite stable. 

"There are a couple of strategists who say that the Royal Bank of India is one of the best globally managed central banks," he says. "If we've moved to a market where central banks are judged on their ability to manage their capital markets, and allow their currency to adjust to fundamentals, I think an argument can be made for less volatility in the currency market down the road." 

The best bet for investors is to at least partially hedge their exposure to the U.S. dollar, as this is now an uncompensated risk. 

"Generally speaking, any of the U.S. assets that we have, on the fixed income side, are hedged back to Canadian dollars just as a matter of course. That's not a tactical view," he says. "On the equity side...it probably makes sense to hedge the U.S. dollar exposure at least partially as well. One of our big holdings, I'd say 30 to 40% of our overall U.S. equity exposure, is hedged back to Canadian dollars." 

6. Dubai a hangover, not a new crisis

(November 27, 2009) Stock markets were hammered yesterday by news that Dubai World, a government sponsored investment fund, was asking for a standstill on repayments for nearly $60 billion in debt, which had largely been used to fuel the rapid real estate development of the tiny emirate. 

The announcement was a surprise, and scared some investors who had viewed the developing regions like Dubai as being largely insulated from the worst of the global credit crisis, which was spillover from U.S. credit problems. 

Market analysts say that the problems in Dubai are neither as serious as last year's near collapse of a number of large Wall Street institutions, nor is it a reflection on the ability of emerging markets to lead a global economic recovery. 

It should be noted that Dubai World has not defaulted, although if creditors don't agree to the standstill, it could. Secondly, the wealth of this particular fund was largely tied up in elaborate commercial real estate projects started during the height of the markets earlier this decade. 

"Most investors won't have any direct exposure to Dubai and the Emirates. This is a reminder that the worst is not over on corporate bond defaults; there is still some ugly credit out there," Avery Shenfeld, chief economist with CIBC told Advisor.ca. "The hangover from a severe global recession has left lots of debts in a troubled state. There was, up until now, a lull in news on that front. The Dubai story was a bit of wake-up call [that things are still working themselves out]. There may be funds that come to the rescue on this particular project. There are areas where there is a lot of wealth that can still have troubled debts." 

Shenfeld says investors shouldn't a link what is happening in Dubai as having a spillover effect on the rest of the emerging markets, where the recovery continues to outpace that of the developed markets. 

"It may have a big impact on the markets for one day, but I don't think you can draw a line from Dubai to Thailand and say what we see in one emerging market is necessarily so elsewhere. I think it's more of a part of the broader story we've seen of bad credits that emerged over the last couple of years," he says. "We're certainly seeing some fairly brisk recoveries in places like China and South Korea. Some of that is also motivated by government stimulus, not much different than what we have in the Americas. We still see that region of the world as likely to outpace the developed economies." 

With crisis comes opportunity

Paul Vaillancourt, senior vice-president and director of portfolio strategy for Franklin Templeton Managed Investment Solutions, says Dubai is a reminder there is still a lot of risk in the global credit markets, but it's still a lingering part of the global credit crisis.

"To put this in perspective, this is nowhere near the same magnitude or scope as the massive cascading effect we had when the credit market seized and Lehman Brothers went under last fall. This is not even in the same category," he says. "This is a reminder: the first wave of financial instability that hit last year, was exactly that — the first wave. We had an investment strategy meeting a couple of days ago we talked about the fact that the health of the U.S., U.K., and European banking sector could further deteriorate due to exposure to defaults in commercial and residential real estate and credit card loans." 

Vaillancourt says Dubai may be one of a number of smaller crises that pop up over the near term. 

"We're going to see some more pain. The International Monetary Fund has said so and the OECD is saying the same thing. This is just evidence that, while the credit market is functioning properly, there are still some individual companies that are in difficulty. There will be some banks that will have exposure, which will further require them to write down some losses." 

He says ultimately this event may create an inflection point for selling, then buying. Vaillancourt says investors who have been in the market for the run-up, will probably look at this as a moment to take some profits. Investors who have been out of the market may want to look at it as a moment to buy. 

"This uncertainty is essentially a round of profit-taking, because investors are cautious. When we do the math a [potential] $60 billion default is a big, big number, but it's not in the same category as what could have happened if all the Wall Street banks had collapsed last fall. That was unbelievable," he says. "We're keeping an eye on this. We're looking at it as a possible opportunity to invest in the MENA (Middle East/North Africa) region. It's better to buy it cheaper than more expensive." 

Have a nice and fruitful week!

