
MARKET OVERVIEW

The volatility experienced in the third quarter continued in the fourth 
quarter of 2008. In Canada, the spreads of the DEX Universe Corporate 
Index widened by 153 basis points in the last three months to end the 
year at +364. New issuance reignited in the US with Financials 
corporations issuing under the Government guarantee scheme. High
quality non-financial also tapped the market with concessions in the 100 
basis points range. In Canada, new issuance was very modest with only 
some non-financials hitting the market in the five year area of the curve
at decent spread concessions. Those new issues performed poorly in the 
secondary market. In early December, the decision by Deutsche Bank not 
to redeem one of their upcoming maturities in fix-floater subordinated 
debt (first large bank to use its option to extend) sent shockwaves 
throughout the credit markets around the world. 

The DEX Universe Corporate Index returned -0,25% during the quarter as 
opposed as +7,40% for the DEX Federal Bond Index. Most of the negative 
performance came from the A rated sector with a return of -2,88%, 
followed by the BBB rated sector with -1,30%. Energy, Financials and 
Infrastructure were responsible for the poor return of the A rated sector.

PERFORMANCE REVIEW

The portfolio cumulated value added versus the index during the last 
quarter of 2008. Though curve, carry, trading, overweights in asset back 
securities (ABS) and Energy and marketweight in real estate and 
Industrials had a negative impact on performance, this was largely 
compensated by underweight positions in banks and infrastructures, 
which contributed positively to portfolio performance. 
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1 – Everywhere in this bulletin, “Fund” refers to the Natcan Corporate Universe Bond Fund.
2 – Everywhere in this bulletin, “Index” refers to the DEX Universe Corporate Bond Index.

Management Approach  Based on rigorous risk management, our approach focuses on capital preservation. Our experts share a global market perspective, and favour a disciplined 
investment process rooted in the belief that security and industry selection plays a central role in portfolio performance. The portfolio is actively managed without duration deviations. 
Our management process begins with the duplication of the index through vigorous security selection. We then proceed to an in-depth analysis of relative values with the help of 
derivatives in order to increase the yield of the portfolio while avoiding additional credit risk. We then analyse economic, fundamental, and technical factors to try to predict Canada 
and U.S. credit spreads over a 6-month horizon. Finally, we initiate different tactical deviations, and conclude with the management, in real time, of these deviations by evaluating the 
risk and expected return of the portfolio.

For more information about Natcan’s Funds: 514-871-7600 or info@natcan.com

QUARTERLY BULLETIN AS AT DECEMBER 31, 2008
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OUTLOOK AND STRATEGY

Our overweight in Government bonds was increased, economic 
uncertainty and new issuances with significant spread concessions 
continuing to bring weakness in the credit markets. With spreads at 
current levels though, it is now less interesting being that much 
underweight credit. We will look to reduce this position considerably in 
the first quarter of 2009 by participating in new issues. We should 
participate in most new issues that show a considerable spread 
concession while getting cautious not to become overweight aggressively.

We reduced our overweight in ABS, because levels for the asset backed 
securities are attractive compared to Canadian banks deposit notes. The 
performance of the underlying pools doesn’t show any signs of 
deterioration in Canada as opposed to in the United States. In addition, 
there is a possibility that the Canadian government decides to revive the 
ABS market in order to help consumer lending.

Our underweight in banks was increased, mostly by selling Senior bank 
papers, which we are now flat compared to the index. Banks around the 
world need capital to cope with the challenging economic environment. 
We remain underweight the most subordinated part of the banks capital 
structure and will increase our weighting on expected new issuance with 
attractive terms and conditions.

We maintained our underweight in infrastructures because they were 
expensive throughout the year and became under pressure during the 
last quarter. The recent new issue concessions re-priced the sector.

Finally, we also sold 6% of very short term securities to reposition the 
portfolio on the curve. Important outflows were experienced during the 
quarter which negatively impacted the relative performance of the fund 
due to the severe illiquidity of the market.
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TECHNICAL CHARACTERISTICS

MAIN DEVIATIONS

4.74Average credit rating

375Average spread (basis points)

5.61%Yield to maturity

79Number of issuers

FundCharacteristics

This publication is intended for your private information. The information and opinions herein are provided for informational purposes only, 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. 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. The Natcan Pooled Funds performance returns are calculated on a net of fees basis. All market index returns presented in this document were provided by Thomson Reuters 
and PC-Bond, a business unit of TSX Inc.

Overweights Fund weight Index weight
Weight 

deviation
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duration
Index 

duration
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duration

Government of Canada 9,80% 0,00% 9,98% 3,143 0,000 0,31
Broadway Credit Card Trust 3,11% 0,53% 2,59% 3,370 3,317 0,09
STARTR (TACM receivables) 1,98% 0,00% 1,98% 1,167 0,000 0,02
Quebec Province 1,65% 0,00% 1,65% 5,840 0,000 0,10
Enmax Corporation 1,71% 0,13% 1,57% 6,999 6,999 0,11
CCARAT (Auto loans backed securities) 1,46% 0,09% 1,36% 1,213 1,213 0,02
FFAST (TACM auto loans) 1,39% 0,11% 1,28% 2,620 2,620 0,03
Hypo Real Estate 1,14% 0,00% 1,14% 0,435 0,000 0,01
XCEED (CDN mortg. backed securities) 1,12% 0,00% 1,12% 2,752 0,000 0,03
Brookfield Renewable Power 1,10% 0,28% 0,82% 9,025 8,354 0,08

Underweights Fund weight Index weight
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duration
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uration

Royal Bank 5,22% 8,30% -3,08% 4,118 3,334 -0,06
Hydro One 0,00% 2,46% -2,46% 0,000 7,624 -0,19
Bank of Montreal 4,79% 6,84% -2,05% 4,891 4,350 -0,07
Scotia Bank 6,26% 7,81% -1,55% 2,397 3,056 -0,08
Greater Toronto Airport Authority 1,56% 2,98% -1,43% 5,250 7,076 -0,13
Spectra Energy 0,50% 1,93% -1,42% 9,387 6,636 -0,08
National Bank 0,00% 1,14% -1,14% 0,000 4,910 -0,06
CIBC Bank 3,72% 4,74% -1,02% 3,861 3,026 0,00
TD Bank 5,60% 6,65% -0,96% 5,460 4,605 0,00
HSBC Bank 0,94% 1,79% -0,85% 4,266 2,673 -0,01


