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1. Market closes for Friday, December 4, 2009:
	North American markets
	


	 
	Open
	Change
	YTD

	Dow Jones
	10,388.90
	+22.75 or +0.22%
	+18.37%

	S&P 500
	1,105.89
	+5.97 or +0.54% 
	+22.43%

	NASDAQ
	2,194.35
	+21.21 or +0.98% 
	+39.14%

	TSX Composite
	11,510.80
	-125.75 or -1.08%
	+28.07%


	International markets
	


	 
	Open
	Change
	YTD

	Nikkei
	10,022.59
	+44.92 or +0.45%
	+13.13%

	Hang Seng
	22,498.15
	-55.72 or -0.25%
	+56.37%

	SENSEX
	17,101.54
	-84.14 or -0.49%
	+77.27%

	FTSE 100
	5,322.36
	+9.36 or +0.18% 
	+20.03%

	CAC 40
	3,846.62
	+47.51 or +1.25%
	+19.54%

	DAX
	5,817.65
	+47.30 or +0.82% 
	+20.94%


	Bonds
	


	Bonds
	$Current
	$Previous
	%Yield

	Cdn. 10-year bond
	103.53
	104.18
	3.31

	Cdn. 30-year bond
	118.35
	119.05
	3.91

	U.S. 10-year bond
	99.13
	100.01
	3.48

	U.S. 30-year bond
	99.44
	100.72
	4.41


	Currency
	


	BoC Close
	Today
	Previous

	Canadian $
	0.9453
	0.9481

	US $
	1.0579
	1.0547

	
	
	


	Euro Spot Rate
	Today
	Previous

	Canadian $
	0.6367
	0.6290

	Euro
	1.5705
	1.5899


	Commodities
	


	Gold
	AM
	PM

	London Gold Fix ($US)
	$1,203.25
	$1,190.25


	Oil
	Open
	Change

	WTI Crude Future (US)
	$75.69
	-$0.77 or -1.01%


2. Recession officially over

(November 30, 2009) Canada's economy inched ahead in the third quarter, meekly heralding an end to the recession and the start of a period of what is predicted to be slow and laborious recovery. 

Statistics Canada reported Monday that real gross domestic product, an inflation-adjusted measure of the economic growth, expanded at an annualized rate of 0.4% in the third quarter. That was below economist's expectations for an annualized growth rate of 0.6%, according to estimates from CIBC World Markets. 

The first overall economic growth in a year marks an end to the recession, which is defined as at least two back-to-back quarters of contraction. By comparison, the American economy registered growth of 2.8% during the period, the agency said. 

While it is the first indication Canada's economy is again beginning to grow after taking a beating during the global economic meltdown that saw the failure of U.S. banks, ravaged corporate profits and lengthened unemployment lines, it is "not exactly a clanging endorsement of the 'end of recession' story," said Douglas Porter, Bank of Montreal's deputy economist. 

"While the quarterly gain for the third quarter was a bit of a damp squib, this doesn't alter the bigger picture that the Canadian economy is erratically grinding out of recession, led by broad-based gains in domestic spending," Porter wrote in a note to clients. 

"With the solid hand-off from the sturdy September result and mounting signs that the U.S. recovery is taking root, look for much more convincing evidence that the recession is over in fourth-quarter GDP results. Still, the broader picture of a relatively muted recovery remains the dominant theme." 

The economy grew 0.1% in the third quarter compared to the second quarter, Statistics Canada said. It was the first quarterly gain since the third quarter of 2008. 

The agency said final domestic demand advanced 1.2%, as capital investment and personal expenditures both increased. Real GDP was up 0.4% in September, as most major industrial sectors increased their production. 

Final domestic demand was bolstered by a second consecutive quarterly gain in personal expenditures and the first expansion in business capital expenditure since the fourth quarter of 2007. 

Export and import volumes both increased after many quarters of decline. 

"The trouble really is Canadians are doing a lot of spending, but a lot of it is falling on imports rather than what we make at home," said Avery Shenfeld, chief economist at CIBC World Markets. 

"A strong Canadian dollar is seeing a significant withering of our manufacturing capability because we're just too expensive to compete."

The output of services-producing industries increased 0.6%, with the wholesale and retail trade sectors and real-estate agents and brokers leading the way. 

Goods-producing industries slipped 1.4%, continuing a downward trend that started in the third quarter of 2007. 

Mining and oil-and-gas extraction contributed the most to the decrease as a result of temporary shutdowns. 

3. Commodities rallied in October

(November 30, 2009) Canadian commodities came roaring back in October, with the Scotia Commodity Price Index gaining 6.8%. The rise in prices comes on the heels of a weak September, and is largely fueled by a softening U.S. dollar, according to the bank. 

The strongest gains were in the oil and gas sub-index, which rose 20% month-over-month. But these gains may be short-lived, as U.S. demand for fossil fuels has weakened throughout November. 

"This likely reflects mild U.S. weather at the beginning of the heating season in November — checking any gains in distillate demand — as well as U.S. economic indicators, which remain mixed," says Patricia Mohr, vice-president, economics and commodity market specialist at Scotiabank. 

Investors have moved into traditional store-of-value assets such as gold and silver, but also into more utilitarian metals, such as copper. The overall metals and minerals sub-index rose 3% month-over-month. 

"While news of financial restructuring at Dubai World has temporarily bolstered the U.S. dollar in late November, the dollar is likely to resume its decline and move irregularly lower in 2010, sending gold higher," Mohr says. 

Even the forest products index joined the rally, rising 3.1%. Agricultural commodities posted the weakest gains, rising 0.8%.

4. Economy points to late cyclicals

(December 01, 2009) Economic performance may outpace market returns in the coming months, according to a 2010 forecast by Scotiabank. Like many other forecasters, Scotiabank is predicting a return to muted but stable returns for Canadian investors, with the prospect of rising inflation towards the end of next year. 

Scotiabank chief economist Warren Jestin says the world is already undergoing an uneven recovery, with emerging market economies like China, already back to pre-recessionary levels. This has led to an increase in commodity demand, which in turn has fueled a run-up in commodity prices. 

The developed economies of Europe and the U.S. are still stumbling, while Canada is somewhere in between, stunted by the slow U.S. recovery, but a strong source of hard commodities for the developing world's rapid industrialization. 

"Our banking system is widely regarded as the strongest in the world. Our labour market has shown greater resilience, with job losses running about half the rate of decline evident south of the border. Household and corporate sector balance sheets also are in relatively better shape," Jestin says. "These factors have supported a rebound in consumer spending and the revival of Canada's housing market, where buyers are taking advantage of historically low interest rates at a time when U.S. residential activity remains deeply mired in recession.

"At the same time, Canadian exporters continue to face heavy headwinds, with sales volumes during the summer down roughly 20% from the previous year. Add in steep price declines, and overall receipts have fallen nearly 30%," he adds. "Commodity producers are beginning to benefit from a rebound in global markets, but with three quarters of external sales going to the U.S., the pace of recovery will be subdued." 

All of these factors, lead Jestin to conclude that Canada is on pace for a slow grind upward next year. The continued rise of the loonie will remain an albatross around the neck of exporters, and dampen domestic growth. Meanwhile the weaker U.S. dollar will provide much needed support to American exporters. 

"In Canada and the U.S., for example, growth in 2010 will probably be around 3%, doing little more than backfilling the hole created by the steep decline in activity over the past year," Jestin says. "Even this modest performance will compare favourably with trends in Europe and Japan, where economic retrenchment has been much deeper and the timetable for regaining lost GDP stretches well beyond 2010." 

In the same outlook report, Scotia's director of portfolio strategy, Vincent Delisle, says the modest economic growth may still outpace that of the equity markets over the early months of the year, as the market has largely priced in a recovery. Upside earnings surprises will likely be necessary to boost stocks further.

"Robust earnings growth [between 25% to 30%] and positive funds flows could lift equity indices another 10%. The equity risk-reward outlook is not as compelling as it was at the start of 2009, however, and investors should expect more modest equity gains now that the normalization phase is in the latter stages," Delisle says. "Rising interest rates should represent one of the main challenges next year as Central Banks likely implement their 'exit strategies' in the second half of 2010. Bond returns are expected to range between 0% on government bonds to low single digits on corporate bonds next year versus low double digit gains for equities." 

Given this view, Scotia is taking a an equity overweight stance in its portfolio for the coming year. Delisle expects cyclical sectors of the economy to dominate equity performance in the coming year. 

"We are the stage of cycle where equities outperform high yield bonds," Delisle says. "Cyclical sectors have been leading the charge since the spring rebound started in March and 2009 sector performance has provided a text-book illustration of late-stage recession leadership. We expect this cyclical domination to continue in 2010, albeit at a lesser margin. 

He adds, "mid-to-late cycle areas such as technology, industrials, energy, and materials should outperform the 'early cyclical' financials and discretionary [consumer] when the tightening cycle begins in the latter half of 2010. We are reducing our financials weighting to market weight and raising our recommendation in telecom as we believe the sector will perform better in 2010." 

Deslisle warns that investors may be in a long trek back to their performance experienced in 2007, when the market cycle peak. 

"Equity markets have turned in a stellar performance in 2009, but it will likely take years before indices revisit their 2007/2008 peak levels. Our objective in 2010 will be to adapt our asset mix stance when the risk-reward outlook no longer dictates an aggressive cyclical bias. By the end of 2010, portfolios should not look as cyclical as they do now."

Sprott warns on banks

If you take Canada as whole, the market outlook appears okay. But a recent a commentary by Eric Sprott, the CEO of Sprott Inc., issues a dire warning on the risk of investing in Canadian banks. 

Sprott argues that the banks have done little to deleverage their balance sheets, despite industry-wide claims to the contrary. By comparing the banks' total common equity to their actual tangible assets, Sprott says the "Big Five" are on average leveraged more than 30:1. 

"We remove intangibles, such as goodwill, from this calculation because they have no real value. You cannot buy goodwill and then sell it at a profit — and under a bank bankruptcy scenario, which we have seen so often over the past year, goodwill is worth nothing. What we are interested in calculating, therefore, is how many tangible assets are supported by one dollar of tangible common equity. This number gives us an indication of how levered a common equity investor in a bank stock is to changes in asset prices," Sprott writes. "Applying our definition of leverage to the current system reveals the inherent weaknesses that still exist within it, and confirms why we question the value in bank stocks." 

Sprott admits the Canadian banks have had a healthier leverage ratio than their U.S. counterparts over a three year period, but he estimates that a mere 3% decline in the value of assets would wipe out all of the tangible value of their common equity. He postulates that the banks have survived due to careful and robust assistance from various funding mechanisms of the Canadian government. 

"First, they received $65 billion in liquidity injections from the Insured Mortgage Purchase Program, whereby Canada Mortgage and Housing purchased insured mortgages from Canadian banks to provide additional liquidity on the asset side of their balance sheets," Sprott says. "Next, the Bank of Canada provided them with an additional $45 billion in temporary liquidity facilities. Finally, a Canadian bank (that shall remain nameless) also received assistance from the Canada Pension Plan (CPP) through the purchase of $4 billion in mortgages prior to the IMPP program, for a total government expenditure of $114 billion." 

Sprott says this number exceeds the total tangible common equity of the Canadian banks, which he pegs at $68 billion.

"Can you put two and two together? The Canadian government injected a sum through mortgage purchases worth more than the entire tangible common equity of the Canadian banking system," he says. 

5. Harper issues economic report card, from China

(December 02, 2009) Stephen Harper travelled halfway around the world, but couldn't leave Canadian politics behind, choosing China to unveil the government's fourth economic stimulus report card — a status update the Liberals dismissed as misleading.

The prime minister landed in Beijing on a cold, grey Wednesday afternoon and after a low-key arrival ceremony, released the update about six hours before Finance Minister Jim Flaherty was to repeat the exercise back home in Winnipeg. 

The unusual setting was made necessary, Harper said, because his recent busy foreign travel schedule did not allow him the opportunity to comment on the update in Canada. 

"The economy remains our number one priority wherever we are in the world," he explained. 

"When we travel abroad and promote Canadian business, investment and trade, that's also a pretty important part of our economic action plan." 

The latest report card boasts that the government has committed to 97% of this year's stimulus spending, up from the 90% it cited in September. 

And it says about 8,000 of more than 12,000 approved projects are already underway, although that could include anything from planning to actual shovels on the ground. 

Back in Ottawa, however, Liberal finance critic John McCallum was unimpressed. 

"It's full of weasel words," McCallum said. "In terms of creating or saving jobs, its shovels in the ground and construction work that counts, not commitments." 

Just because over 90% of the money has been committed, doesn't mean people are actually at work, he said. 

"They do not tell us how many jobs have been created. We know they know, because the municipalities are required to submit that information, but they won't tell us." 

Government officials have said they do not track the number of jobs created by the stimulus program, even though one of the key goals of the program is to put people back to work. But the Liberals have produced documents showing that the government does collect such data — it just hasn't released it. 

The report issued Wednesday does make clear, however, that provinces and municipalities are running out of time to access the remainder of the money on offer. 

The government says about $400 million in the fund earmarked for recreational infrastructure and under the communities component has yet to be approved, and that local authorities have until Jan. 29 to submit projects or lose the funding. 

"Allowing the temporary elements of the Action Plan to wind down, as scheduled, is the first step in the government's strategy for returning to fiscal balance," the 168-page report states. 

Finance Minister Jim Flaherty, whose speech Wednesday at the University of Winnipeg was upstaged by Harper's announcement, said the government would wrestle with the federal deficit once the economy improves. 

"Budget 2010 will be year two of our two-year economic action plan; the budget will not include major new spending initiatives," Flaherty said. 

"When the time is right, when the economic recovery is clear and entrenched and if it's necessary, we will determine the amount of spending growth restraint required to balance the budget." 

Late last month, Flaherty projected a final federal deficit of historic proportions: $56.2 billion by the time the 2009-2010 fiscal year wraps up on March 21. 

"If we have to restrain growth in spending," he said Wednesday, "when the time comes we will find that restraint in the remaining $100 billion in federal program spending that is projected to grow at 3.3% a year." 

While the report does not call for additional funding to stimulate the still stagnant economy, it offers a new wrinkle in allocating $205 million of the clean-energy fund to homeowners who retrofit their homes to save on energy consumption. 

The quarterly updates on how the stimulus is working were part of an agreement negotiated with the Liberals last spring. 

The release of the document was the only scheduled event on the first day of the four-day visit, seen by both sides as an exercise in fence-mending after four years of somewhat chilly relations. 

Harper said he will be trying to improve and expand trade opportunities for Canadian businesses during the trip. 

The visit comes at a time when the relationship has grown into Canada's second largest, aside from the U.S., with about $53 billion in bilateral merchandise trade. However, it remains a lop-sided affair as Chinese exports about four times as much as it imports from Canada. 

That element of the trip got off to a good start with the announcement that China is lifting the ban on imports of Canadian pork, a market estimated to be worth about $50 million. 

A government official, however, cautioned against expectations of any major breakthroughs in the economic relationship. 

Harper stressed the economic stimulus program his government put in place in last January's budget is working, although he warned the economy remains "fragile" and could still be derailed by developments in the world. 

"It is soon to let down our guard, too soon to adopt any radical change in economic direction," he said, rejecting any suggestion that government stimulus is no longer needed. 

On Monday, Statistics Canada announced the Canadian economy had begun growing again, but at a very low pace of 0.4% during the third quarter. 

That is a weak performance compared to most other Group of Seven countries, particularly the United States, which rebounded by 2.8% during the same months. 

It remains unclear to what extent the billions of dollars Ottawa says it has pumped into the economy has actually accomplished. 

As with previous releases, the latest report makes no attempt to estimate how many jobs have so far been created. 

The government says any delays in getting the money out the door has mostly fallen on shared-funding infrastructure projects, noting the elements of the stimulus plan controlled solely by Ottawa — tax cuts, improvements to employment insurance and the home renovation tax credit — have all been implemented. 

In fact, it claims Canadians have been taking advantage of the tax credit to upgrade their homes, noting that renovation spending in Canada has increased 12.5% and 11.5% in the second and third quarters respectively. The credit refunds up to $1,350 on $10,000 worth of renovations. 

6. Consumer confidence holds steady

(December 4, 2009) Canadian consumer confidence is holding up, especially when compared with the U.S., according to the latest Harris/Decima-Investor's Group Measure of Consumer Confidence survey. 

North of the border, the confidence index remains unchanged since August, at a reading of 85.5. In the U.S., confidence has risen slightly, to 67.4. 

The survey found 40% of Canadians expect their financial situations will change over the coming year, with three quarters of that group expecting improvements. Roughly one quarter of respondents said they expect next year will see good economic times, compared to 15% who see bad times ahead. 

"Cautious optimism by Canadians indicates a balanced outlook for both the economy and their personal financial situation," said Jack Courtney, assistant vice-president, advanced financial planning at Investors Group. "But it is also interesting to note that Canadians continue to express optimism for the longer term."

Fifty eight percent said the economy will improve over the next five years, while 31% foresee continued high unemployment and recession over this period.

The results were gathered for two weeks from November 19 to November 29, 2009 for just over 2,000 completes. A sample of the same size has a margin of error of 2.2%, 19 times out of 20. 

Have a nice and fruitful week!

