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In our Outlook on 12/8/08, we were bullish on Canadian stocks since we
perceived them as a bargain relative to US Stocks. At the time, the
Canadian TSX index was trading at about a 4% discount to the US Dow
Industrials Average. Thus, we thought that Canadian stocks offered a good
risk/reward opportunity that would benefit from a rebound in both equity
and commodity prices.  

 

 

 

Our initial entry on 12/8/08 occurred when the TSX was
trading at 8567.12, a 4% discount relative to the Dow
Industrials.  This is shown in the 1st red line on the left.

Upon our exit on 12/31/08, the TSX advanced to 8987.70, a
4.91% gain since 12/8/08. It is now trading at 2% premium
to the Dow Industrials.  See second right line on the right.
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Since our Outlook on 12/8/08, the TSX has outperformed the US Dow
Industrials Average (INDU). The TSX has gained 4.91% since 12/8/08
while the Dow Industrials has declined 1.77%. So is the TSX index still a
bargain relative to the Dow Industrials? If we look at the ratio of
TSX/INDU, we can gauge the relative value of the TSX versus the INDU. A
ratio of 1 indicates that the TSX is trading at the same level as the INDU. A
ratio above 1 indicates that the TSX is trading at a premium relative to the
INDU. A ratio below 1 indicates that the TSX is trading at a discount
relative to the INDU. As shown by the graph above, the TSX/INDU ratio is
now 1.02 which means that the TSX is trading at a 2% premium relative
the Dow Industrials. So to answer the previous question, the TSX is no
longer a bargain relative to the Dow Industrials based on its 2% premium
over the Dow. Although there may be more upside, we think it is a good
time to lock in profits since the risk/reward is not as favorable.

Mark Yuan, CFA

Investment Risks: All investments are subject to risk, including possible
loss of principle. The views expressed in this commentary reflect those of
the portfolio manager and YieldSafe Investments LLC as of the date of the
commentary. Any views are subject to change at any time based on
market or other conditions, and YieldSafe disclaims any responsibility to
update such views. These views are not intended to be a forecast of future
events, a guarantee of future results or investment advice. Because
investment decisions are based on numerous factors, these views may not
be relied upon as an indication of trading intent on behalf of any portfolio.
The information contained herein has been prepared from sources believed
to be reliable, but is not guaranteed by YieldSafe as to its accuracy or
completeness. References to particular securities are intended only to
explain the rationale for the portfolio manager's action with respect to such
securities. Such references do not include all information about such
securities, including risks, and are not intended to be recommendations.
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