
INVESTMENT APPROACH: Our approach favours in particular undervalued stocks so as to minimize portfolio risk and preserve capital. Although this approach is usually associated 
with value investing, we also add a growth component to the portfolio by selecting businesses with an attractive profit-boosting catalyst. By not restricting our approach to a single 
style, we are able to stage a solid performance in all market phases. Moreover, we offer real active management by not hesitating to maintain sharp deviations. We believe that sector 
rotations are important, regardless of financial conditions. When warranted, we tend to go against market trends by moving into stocks and sectors shunned by investors. We exercise 
discipline when buying and selling securities, and we are convinced that it is just as important to avoid disaster as it is to hold star performers for generating spirited gains.
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MARKET OVERVIEW

Buoyed by better-than-expected results and the improved global economic 
situation, investors showed renewed confidence in the markets and drove the 
strong surge in stock market activity since the low recorded in March. From 
March 9 to the end of June, the Canadian stock market gained about 38%, with 
the highest returns posted by the stocks that were hit the hardest during the 
crisis, thereby explaining the exceptional 19.97% advance in the S&P/TSX 
Composite Index in the second quarter ― the seventh best quarterly 
performance in 90 years. 

The volatility that reigned throughout the quarter resulted in significant 
variances in sector returns. Technology, Financials and Energy led the way, 
while Telecommunications, Materials and Health Care were the main laggards. 

After staging an impressive rally since March, the stock market paused in 
June. There may be a period of consolidation or a moderate correction in the 
short term, but the consensus among investors is that there will be no 
economic recovery before the end of the year and that any recovery is 
expected to be weak. What’s more, the release of first quarter results of 
many publicly listed companies in the weeks ahead could influence market 
direction if figures turn out better or worse than anticipated.

PERFORMANCE OVERVIEW

The Fund outperformed the index in the second quarter, thanks to our 
underweight positions in Materials, Telecommunications, Utilities and Health 
Care and to the overweight in Technology. 

Although this was mitigated by the strong exposure to the Consumer sectors 
and the underexposure to Financials and Energy, careful stock picking in these 
sectors made for a very profitable contribution.

1 – Everywhere in this bulletin, “Fund” refers to the Natcan Canadian Equity Fund.
2 – Everywhere in this bulletin, “Index” refers to the S&P/TSX Index
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This bulletin is intended for your private information. The information and opinions herein are provided for informational purposes only, and are subject to change based on market and other conditions. 
The views expressed should not be relied upon as the basis for your investment decisions. The performance returns are calculated gross of management fees and net of transaction and administrative fees. 
Past performance is not necessarily indicative of future performance. This document is not and should not be construed as a solicitation or offering of units of any fund or other security in any jurisdiction. 
No part of this publication may be reproduced in any manner without the prior written permission of Natcan Investment Management Inc. All market index returns presented in this commentary are 
expressed in Canadian dollar terms and were provided by Natcan, Thomson Reuters, PC-Bond (a business unit of TSX Inc.), and Standard & Poor’s (a division of The McGraw-Hill Companies Inc.), unless 
otherwise specified.

OUTLOOK AND STRATEGY

We believe that, after rebounding approximately 40% since the low reached in 
March 2009, activity on the Canadian market could wane somewhat in the 
short term. We however remain optimistic about potential stock market gains 
in the medium term. As for the long term, we doubt that the low point in 
March marked the start of a new market upswing, as we are expecting high 
cyclical volatility in the North American economy and across stock markets in 
general. 

While it is very difficult to accurately predict when there will be a return to 
positive growth, the Canadian stock market seems to have already priced in 
much of the impact that such economic uncertainty could have on the 
profitability of Canadian companies. In a context where Technology, 
Financials and Energy accounted for the highest returns in the quarter, we are 
expecting changes in the top performing sectors over the next few months. 
Consumer Discretionary could emerge as one of the new leaders in terms of 
sector performance. This justifies our overweighting of the sector, which was 
largely based on attractive stock prices and their strong growth potential. 

In a move to take advantage of all these opportunities to improve the quality 
of the portfolio and acquire stocks with a favourable risk/return ratio, we 
rebalanced the portfolio’s sector allocation. More specifically, we increased 
our exposure to cyclically sensitive sectors, such as Materials (+3.5%) and 
Energy (+1.0%), and scaled back on more defensive sectors or sectors that are 
associated with Consumer Discretionary (-2.5%) and Consumer Staples (-1.5%). 
We therefore invested in Potash, Celestica, PetroBank Energy, Quadra Mining 
Goldcorp and Barrick Gold and trimmed our holdings in Astral Media, Weston, 
Metro, Rona, Corus and CGI. Moreover, we reduced the overweight in 
Research in Motion by approximately 1% after it contributed significantly to 
the portfolio with a return of 51.7% in the second quarter. Finally, we 
adjusted our holdings in Financials by reducing our position in Royal Bank and 
CIBC and increasing our position in Bank of Montreal, BNE, Brookfield 
Properties and Sunlife. 

While these changes have made the portfolio less defensive, we will continue 
to take a cautious approach. Quality, value, opportunity and  concentration 
will be the watchwords for the weeks to come.
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