
MARKET OVERVIEW

A synchronized global recession coupled with an unprecedented financial 
crisis characterized 2008, a year that embodied the worst market collapse 
history has ever known.

Although small-cap equities underperformed their larger peers in 2008
(-45.49% vs -33.00%1), the year ended on a positive note as December 
bucked the 25-month trend of underperformance2. All sectors ended the 
year with double-digit losses, but Materials, Energy, Consumer 
Discretionary, Industrials, and Financial Services endured the biggest 
setbacks during the period.

PERFORMANCE REVIEW

The portfolio significantly outperformed its benchmark for the quarter, 
mainly owing to its limited exposure to resources and good stock picking in 
Health Care. Our Industrials holdings may have cost us several basis points 
over the past calendar year, but we managed to neutralize part of that 
setback in the fourth quarter.

Our strategy proved profitable in the current environment, and we are 
confident it will allow us to benefit from what could likely be an excellent 
year for the small-cap equity universe. 

1 Returns of the S&P/TSX Small Cap Index and the S&P/TSX Index respectively. 
2 Source: BMO Nesbitt Burns
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Management Approach We favour a growth-oriented style, which is particularly appropriate for the management of small caps. Unlike other managers, we pay special attention to 
the preservation of capital and seek growth opportunities across all sectors so as to diversify value-added sources. We offer a real small-cap Canadian equity product and, as such, we 
don’t hesitate to liquidate stocks where market capitalizations has grown too big. Moreover, we draw on U.S. stocks to enhance diversification in sectors with little or no representation 
in Canada. Stock selection remains a priority over the selection of individual sectors, the latter being a complementary decision. A natural bias favours industrial products that are 
particularly conducive to innovation, and consumer products and distribution, that are sectors in expansion. On the other hand, we maintain an unfavourable bias for the resources 
sectors given that size and economies of scale are predominant factors.

PERFORMANCE

PERFORMANCE ATTRIBUTION VS THE INDEX
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Sector attribution includes sector allocation and stock selection. In green: not a Fund portfolio holding.

1 – Everywhere in this bulletin, “Fund” refers to the Natcan Small Cap Equity Fund.
2 – Everywhere in this bulletin, “Index” refers to a combined index as calculated by Natcan (BMO Small Cap Index until 
August 2007,  and S&P/TSX SmallCap Index since then).
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QUARTERLY BULLETIN AS AT DECEMBER 31, 2008



OUTLOOK AND STRATEGY

We continue to believe the current market environment closely resembles 
the one that followed the burst of the technology bubble at the beginning 
of the decade, when Canadian small capitalizations began their relative 
climb. At that time, the upward move had been triggered by low 
valuation levels and a wave of mergers and acquisitions. We feel history 
may be about to repeat itself.

In recent months, we have reduced the level of cash on hand to seize 
interesting opportunities left behind by the latest market drops. Yet, the 
fund remains underweight financials, and more specifically banks and 
insurance companies, as we believe the need for capital injection will be 
less important for these types of companies amid the current economic 
climate.

The most significant underweight positions remain in Energy and Materials 
as energy service providers may have to cut prices, and many trusts, their 
distributions, in order to subsist. In a similar fashion, the current price of 
natural resources is jeopardizing several small companies within the 
Materials space. Conversely, the fund is overweight Industrials,
Consumers, and Information Technology where valuation levels have 
reached historical lows. Over the coming year, the majority of these 
companies are likely to seek more efficient operating cost management, 
and we believe several portfolio holdings will take advantage of the 
situation to improve their competitive stance. 

SECTOR ALLOCATION
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QUARTER’S BUYS AND SELLS

TOP 5 HOLDINGS

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.
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FinancialsDundee Wealth Inc.

EnergyHighpine Oil & Gas

Health CareLogibec Groupe Informatique

FinancialsOptionsXpress Holdings

Consumer DiscretionarySonic Corp.

IndustrialsTransat A.T. Inc.

IndustrialsTransforce Inc.

EnergyCeltic Exploration

TechnologyZoran Corp.

SectorsAdditions

MaterialsOceanagold Corp.

Health CareAngiotech Pharma

IndustrialsAllen Vanguard Corp.

Consumer DiscretionaryMonroe Muffler Brake

MaterialsNew Gold Inc.

EnergyTurnkey E & P

SectorsWithdrawals   


