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It Never Fails . . .

Well, it never seems to fail that when | head offd holiday, the market goes through some
gyrations, and this time around, it seems moretWeldnan usual. With the use of technology,

| can stay abreast of the goings on, and provideesguidance and feedback. Being ‘connected’
does not enhance the time off, but never-the-ldss,s show business’!

During these volatile times, how do we make senfsthe markets, what it all means to us and
for our portfolios, and how the markets comparedaother key asset in the news lately, real
estate?

It's true that most investors focus on short-teesultts. In strong markets, ‘hot’ sectors will out-
perform a balanced portfolio. On the flipside, thgame ‘hot’ sectors will be decimated in a
downturn while the balanced portfolio will not. é#ssence, over the longer-term, balanced
portfolios tend to ‘smooth out’ the inevitable markolatility. Those are just the facts of life.

Here are some observations .the uncontrollable reality of the strong Canadiatiar has
taken away the business cost advantage that weemgoyed since 2002. In real productivity
terms, we are actually at $.81 purchasing powetypaith the U.S. At 100 cents on the dollar,
we need to see our productivity go up by 19%, argll&@7 it needs to rise by 26% in order to
keep our purchasing power at parity with the U @ladl.

Because many international investmeans purchased in U.S. dollarsand since statistical
returns are reported to Canadian investors in Camal dollars, this means that the S&P 500 is
down 8%, and the MSCI EAFE (which represents tloadhest measurement of international
equities), is down 4%, both in Canadian dollar tebacause of the difference in value of the
currencies, and that's even before this latesbpal. Let's relate this to our oil prices. Oil psc
are at record highs (and are reported in US dg]lges the price at our pump is 20% less
currently than it was at its peak when oil was geeaThis is happening because of a stronger
Canadian dollar, or a weaker American one - yooiagh six of one, half a dozen of the other.

Now . .. let’s discuss real estate as an assetlgersus investing in the marketé/hen markets

rise, each of us perceives that our net worth ha®ased, and we feel richer and more secure. The
same is also true when our real estate goes uglule vHowever, in either case, the markets will
dictate what the assets are worth, based on whadatty who is buying them from us is willing

to pay.

The major difference is that the capital marketasy transparent. There is no way to massage,
or make the numbers look better, while with reshies there most certainly is. As an example, if
your neighbor’s house sold for a certain price, youl feel that your home is worth more due to



upgrades, color, location, etc., you use theiirgglbrice and add on something extra for your
perception of what you think your home is worthaffitvay you feel better. . it's an illusion,

but it works at least for now! The actual valueyonécomes apparent or ‘crystallized’, when you
put your home up for sale and see what otherscaoaléy willing to pay for it.

So why is it, that as investors, we view the cdpitarkets as risky, and real estate as saf@®e

to the transparency of the market, and our accessrtportfolio value on a momentary basis, we
can easily see the short-term fluctuations (‘ngias’opposed to maintaining a long-term
perspective. We all need a place to live, and rggtii daily appraisal done on our home would be
very costly, and almost ludicrous in nature, sodeg’t ‘see’ the fluctuation in real estate value

in the same way. This alone sets up our investipge&ations to fail, and can trigger us to
sometimes act irrationally.

Interestingly, despite our perception that the matk are more risky or less secure than real
estate holdings, if one does a long-term comparisgmtween the stock market and the real
estate market, we see that the stock market's ayemnnual returns have outperformed those
of the average annual returns of the real estatenket by about 3% per year.

But what about investing in real estate above aybibd our home? With what is going on in the
U.S., and our above par loonie, you undoubtedlyehaad or heard about real estate deals in
places like Arizona and Florida. It may seem likgoad idea to invest in real estate, which is
domiciled in a different country, with differenttaules, and is an illiquid asset, because it is
now on sale, and in a lot of cases would be a teng-hold. | am not saying that this is a bad or
wrong decision; | just wanted to point out the &ade that sometimes exists in the thought
process when considering real estate as opposedesting in the markets.

In trying to explain all of this, my purpose is notmake light of some of the capital markets real
issues, but to add clarity and a conscious anatigbr explanation as to how things work,
interact, and function in what is becoming a mudrercomplex world.

After reading this, you may be asking yourself, “iwodoes this affect me”?

In summary, the heightened value of our Canadidlards hurting our economy, and it is
magnifying or even creating some negative retuumseatly in our portfolios. As investors, we
tend to be emotional and reactive in the shortentand don't always do things that are logical.

So, unless you need to start withdrawing the assétgour portfolio in the near future, |
would like to suggest that you take advantage df tturrent volatility. Let the fund managers
who do the actual security selection do what theg good at, and what we pay them to do,
which is not to manage cash. Cash will guaranteauya‘loss’ in future real purchasing
power, because it will not keep up with inflatioand in the long-term, will always under
perform the markets. For these reasons, my besti@alis to ‘hang tight’, and to relish the
prospect of being able to take advantage of purachggyreat holdings at a discount.

That is my view

Victor



