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« For the first quarter of
2013, we were right often
and significantly. »

I would like to begin the newsletter with this guiding principle: investing is an
exercise in probability. After extensive research, we select securities that are
most likely to perform well and then wait to see if our predictions were
successful. Unlike in other fields of expertise, it is easy to evaluate our
performance. And much like at school, after each quarter we can compare our
performance with the market and accurately calculate the added value of the
services we provide.
For the first quarter of 2013, we were right often and significantly. Indeed, our
portfolios have largely outperformed their benchmark. For example, while
S&P/TSX equity and bond markets remained relatively stable, our portfolios have
produced returns between 6% and 9%, based on the profiles of our investors. As
a result, all accounts under our management are at their highest levels ever.
In this newsletter, I will begin by discussing the first quarter results and
explaining why we performed so well. I will then offer my opinion on two aspects
of investment about which I am often asked: the link between employment and
equity returns; and price indices, which according to some, are currently quite
high. As usual, I will conclude by presenting our perspectives on markets and
securities in our portfolios.

Happy reading.
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First Quarter
Net performance as of March 31, 2013
1 mois

3 mois

6 mois

DDA

1 an

2 ans

Maximale

Hedge Fund Style
Absolute Return

3,0%

5,4%

‐4,4%

5,4%

13,6%

Traditional
Aggressive Growth

1,2%

8,5%

6,7%

8,5%

10,1%

3,7%

5,1%

Index

‐0,1%

2,8%

4,3%

2,8%

5,6%

‐1,4%

0,9%

Growth

1,1%

9,0%

7,4%

9,0%

11,3%

4,3%

5,6%

Index

0,0%

2,3%

3,5%

2,3%

5,3%

0,4%

2,0%

Moderate Growth

0,6%

6,1%

4,8%

6,1%

8,2%

2,3%

3,0%

Index

0,1%

1,9%

2,8%

1,9%

5,0%

1,9%

2,9%

15,6%

Rates for more than one year are annualized. The indices are based on the performance of XIC ‐ S&P/TSX Capped Composite Index Fund and XBB ‐ DEX
Universe Bond Index Funds in the following proportions: Aggressive Growth (90% equities, 10% bonds); Growth (75% equities, 25% bonds); and
Moderate Growth (60% equities, 40% bonds). The yield is calculated net after all costs (management, custody and commissions). Past performance is no
guarantee of future results.

« The Philippines market
increased by 19% during
the first quarter. »

Again, our performance was due to the decision to reduce our exposure to the
Canadian market and promote market specific countries, including the United
States and the Philippines. In my last column in La Presse, I clearly indicated that
exposure to natural resources in the Canadian market was a high risk and that a
decline in gold prices was possible and even probable. This fear was well founded
since between January 1 and April 12, gold plummeted by 12%, and nearly half of
this loss occurred in one single day: April 11. As April is part of the second
quarter, you can see how the results for this period have also started off on the
right foot.
The Philippines market continued to fire on all cylinders increasing by 19%
between January and April. Given that these gains are better than expected, we
decided to close this very profitable position. Regarding individual securities, our
best performers were Packaging Corporation of America (PKG.N) with a gain of
17.5%, Jean‐Coutu (PJC‐A.T) with a gain of 9.5% and Chemtrade Logistics (CHE‐
UN.T) with a gain of 10.5%.
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THE LABOUR MARKET
For the past five years, economic newsletters and other media reports have continually
stated that the economy is doing poorly and they explain the reasons for this gloom. As a
professional investor, I obviously have to be aware of economic news, especially since
my clients regularly ask my opinion on various news stories, including the tax wall or the
recent Cypriot banking crisis. Fortunately, while this news may be interesting or
entertaining, it does not really have an impact on the performance of equity markets,
despite what many would have you believe. Indeed, and this is the most obvious
evidence of this fact, global markets have been rising continuously for four years now.
In the same vein, I’d like to talk today about the myth of the labor market. Each month,
one of the most anticipated economic data is that of U.S. employment. Upon the
announcement of this figure, all the major financial institutions are going to present their
respective interpretations and they often contradict each other.
Similarly, the major economic reports attempt to make the link between this data and
the stock market, as if they were closely related. In reality, there is no link between the
two!
Yet the myth persists because it is based on belief. It is easy to believe that, when there
are more people working on the job market, these people spend more, which leads to
higher profits for companies increasing the value of their shares. Contrarily, when the
rate of unemployment is high, people spend less, which hurts the economy and causes
share prices to fall. Few would argue against this hypothesis. And yet, those who argue
against this theory are correct, and the data to prove it is easily accessible and
verifiable1.
For example, in 2009, the unemployment rate in the U.S. increased over the course of
the year to over 10%. What did stocks do? They increased by 27%! What does this tell
us? The stock market is a leading indicator, and the labor market is a lagging indicator. In
fact, they are so distant from each other in the economic cycle historically that high
unemployment rate is usually beneficial for the financial markets, despite what pseudo‐
experts say.

1

Fisher, Ken, Debunkery, Wiley, 2011.

« No link between the
rate of unemployment
and market returns. »
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High Price Indices?
A month does not go by without someone asking me: Do you think there will be a market
correction? Should I withdraw my profits now that the value of my portfolio has
increased significantly? Is this the right time to adopt a defensive position?
The answer is that the human brain has what is called cognitive biases that are deeply
rooted and greatly influence our behavior. One such bias is the fear of heights, hence the
famous phrase “what goes up must come down”. Thus, for some investors, the following
chart is terrifying, especially because of the astronomical rise in stock prices during the
1990s.

« The vertiginous rise is
simply due to the
multiplier effect of very
long-term performance. »

The vertiginous rise is simply due to the multiplier effect of very long‐term performance.
Thus the effect of an increase or a sharp decline seems more significant if it took place
five years ago, rather than 40 years ago. In this graph, the collapse (or crash) that
occurred in 1987, 25 years ago, seems never to have existed, while the steady increase
since 2009 seems untenable.
However, look at the same data in logarithmic mode.
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From this point of view, which is the one that should be used to analyze the stock price
history, the rise seems more controlled and persistent and ultimately, less terrifying.
Most importantly, the future looks much brighter. Over long periods, the performance of
the stock market is much more stable than one might think.

« … the performance of
the stock market is much
more stable than one
might think. »
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Market Prospects

Rivemont Investments
Subject

Question

Recommendation

We prefer stocks over
bonds.

As interest rates on
commercial loans and
government loans remain
low, stocks are most likely
to outperform bonds.

We prefer the U.S.
market

We still avoid certain
European markets due to
sovereign debt risks.

Allocation between
equities and fixed
income securities.

Which are most
interesting, stocks or
bonds?

Distribution
between Canadian,
U.S. and
international.

Which markets are
most interesting:
Canadian, U.S. or
international?

Distribution
between corporate
bonds and
government bonds.

Which are more
interesting, corporate
bonds or government
bonds?

We recommend
corporate bonds
rather than
government bonds.

Do investments in
other currencies
increase or decrease
the total yield?

The increase in the
Canadian dollar
should be modest
and insufficient to
discourage
diversification
abroad.

Investments in
Canadian dollars or
in foreign currency.

Comments

We recommend short‐ and
medium‐term corporate
bonds as well as high‐yield
bonds.

We avoid investments in
Euros, because of the risk of
devaluation.
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Favorite Securities
You will find below a list of the eight individual securities with the largest weight in
our "growth" portfolio. These stocks were selected based on their respective
potential to outperform the stock market. You will find a short description of their
activities, the annual dividend, if any, and the total return since their first inclusion
in our portfolio.

Dated : April 24, 2013.

1) Symbol: GIB.A

5) Symbol: DSG

Name : CGI Group

Name : Descartes Systems

Description : Consulting services, IT

Description : Technological solutions related to the
transportation of goods.

Dividend Yield: N/A
Total Return: 28.2 %

Dividend Yield: N/A
Total Return: 19.2 %

2) Symbol : PJC.A
Name : Jean-Coutu Group
Description : Retail Pharmacy.
Dividend Yield: 1.7 %
Total Return: 51.6 %
3) Symbol : STE
Name: Steris
Description : Infection prevention and decontamination,
healthcare.

6) Symbol : RSI
Name : Rogers Sugar
Description : Refiner, processor, distributor and marketer of
sugar.
Dividend Yield: 5.8 %
Total Return: 47.6 %
7) Symbol : CHE.UN
Name : Chemtrade Logistics
Description: Chemicals.

Dividend Yield: 1.9 %

Dividend Yield: 7.0 %

Total Return: 0.7 %

Total Return: 7.9 %

4) Symbol : PKG

8) Symbol : IMX

Name : Packaging Corporation of America

Name : IMAX

Description : Box manufacturer.

Description : Theatre network.

Dividend Yield: 2.7 %

Dividend Yield: N/A

Total Return: 29.0 %

Total Return: 0.5 %
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Conclusion

I cannot end this letter without thanking the many clients of our firm who continue
to recommend our services to family, friends and business relations. Assets under
management have increased by 20% in the first quarter of 2013 alone, which is
quite significant.
For those who would like to learn more about the long‐term performance of the
equity markets, I recommend two best‐selling books written by Jeremy Siegel:
Stocks for the Long Run; and The Future for Investors. These books (particularly the
first one) explain in clear and concrete terms why the stock market has historically
been the best way to grow savings.

Sincerely,

Martin Lalonde, MBA, CFA
President
Rivemont Investments
Tel:

819-246-8800

Email:

info@rivemont.ca

Address : 160 de l’Hôpital, suite
202, Gatineau, Québec, J8T 8J1

The information presented is dated March 31, 2012, unless otherwise specified, and is for information purposes only. The information comes from
sources that we deem reliable, but its accuracy is not guaranteed. This is not financial, legal or tax advice. Rivemont Investments is not responsible
for errors or omissions with respect to this information or for any loss or damage suffered as a result of reading it.

