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Dear clients and colleagues,
We are celebrating the first year anniversary of the great panic of 2008. Markets bottomed 1 year ago today
and experienced their best rally ever since. What should we expect from now on?
At the beginning of this year, our forecast for the stock market was for a good first quarter followed by a very
difficult six-month period. With markets ending the year about flat.
We are now close to the end of the first quarter and we continue to hold that scenario. Here are few reasons
why:
As expected, the year-on-year improvement in earnings for Q4-09 was very strong. Easy, since the last quarter
of 2008 was a low point in earnings. The first quarter of 2010 should also see good earnings growth year-onyear due to easy comparisons. But then it becomes more difficult. We think earnings expectations are too high
for the rest of the year and 2011.
Another important statistic which will soon have ugly comparisons with last year is inflation and the market is
not anticipating it. At this time last year, the price of oil was $43 it is now above $80. The price of copper was
$1.65, it is now $3.40. The price of cotton was $40 it is now $80. Coffee and cocoa are up more than 15% and
sugar is up 70%. The only commodities that have not moved significantly are the grains and we think they will
soon follow the others and increase significantly as well. PPI inflation around the World has increased
significantly in the last few months and will continue to increase. Either producers will pass those price
increases and we will see CPI inflation, or they will not be able to and we will see shrinking profit margins,
both scenarios being negative for stock prices.
News in the last few weeks have been dominated by Sovereign Debt Risk with a new acronym being used,
PIGS for Portugal, Ireland, Greece and Spain, countries that are now being added to the Baltic States and
Iceland in terms of their dire situation. In the last week, a new country was added to the list, the UK with the
Pound taking a beating. Budget deficits in the developed economies are now completely out of control with
the inevitable outcome of rising interest rates.
Massive stimulus spending is temporary and will be removed and measures such as “cash for clunkers” have
not produced a sustained recovery. In Germany, new car sales were down 10% in January and 29% in February
2010, after the program expired last fall. European car makers are now expecting domestic sales in 2010 to be
down compared to 2009.
Sweden went back into recession last quarter; the rest of Europe might be next.
Unemployment figures are still very high in Europe and in the US putting a sustained recovery at risk.
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We believe that the possibility of a “double-dip” recession has increased in the last six months. Our opinion is
certainly not shared by the consensus and not reflected by the stock market.
We may be wrong. After all, we are stock pickers, not economists.
The upside risk to our scenario would most likely come from the US and Japan. The US because its recession
started before and real estate prices have corrected more. Japan, because of its leadership in Asia and
because of the low base where it starts.
The Country most at risk if our scenario is proven right is Canada. Because of its exposure to commodities, the
strength of the dollar, the out of control deficit and the domestic real estate bubble.
Despite this negative view on the economy in the short term, we do not believe markets will panic the way
they did in March of last year. The most vulnerable sectors are those which have led the recovery, that is the
materials and early cyclicals. Another factor which should sustain the markets is what we believe will be a
major cycle of M&A, this time driven by strategic buyers using cash.
Our portfolio strategy is taking a long-term 3 to 5 year view. Over that period we are fairly optimistic about the
growth of the economy, particularly the US and Japan. Our commentary last week identified some of the
themes which we think will see good growth for years to come. You will see two more commentaries on
themes in the weeks to come.
We maintain a well diversified portfolio with companies that are amongst the leaders in more than 30
different industries. These companies will grow faster than their peers, exhibit superior margins, have a
stronger balance sheet and have management teams that are significant shareholders, aligning their interests
with ours.
Have a good week.
The Global Alpha Team
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