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Highlights of the year

(millions of dollars)

ASSETS UNDER MANAGEMENT 1984 1983
Total book value 20 1331 18 221.9
Surplus market value over book value of investments 636.7 782.4
Total market value 20 769.8 19 004.3

BREAKDOWN OF ASSETS UNDER MANAGEMENT

Investments
Bonds 12 850.3 11 486.0
Mortgage financing 1155.0 1 156.9
Total - Fixed income securities 14 0053 12 6429
Shares and convertible securities 5 395.6 48527
Heal estate investments 339.0 309.0
Total - Variable income securities 57346 5161.7
Deposits and short-term investments 626.8 829.1
Total investments 20 366.7 18 633.7

Other assets 403.1 370.6

Total market value 20 769.8 19 004.3

DEPOSITORS' HOLDINGS

Régie des rentes du Québec 10 538.8 98053
Commission administrative des régimes de retraite et d'assurances 42105 36854
Régie de I'assurance automobile du Québec 25142 20943
Commission de la santé et de la sécurité du travail 1956.4 1900.8
Office de la construction du Québec 14747 1394.7
Other depositors (3.8) 19.3
Total - Depositors’ holdings 20 690.8 18 B99.8
Liabilities 79.0 104.5
Total market value 20 769.8 19 004.3
DEPOSITORS' NET INCOME 1963.9 17723
NET CONTRIBUTIONS (133.3) 146.6

INTERNAL RATE OF RETURN ON DEPOSITORS' TOTAL HOLDINGS 10.1% 17.2%
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Tht: Caisse’s depositors’
net income reached a record
high of $1,964 million in
1984, representing an increase
of $192 million over the
previous year. Moreover, the
internal rate of return on
investments totalled 10. 1%,
thus exceeding the inflation
rate of 3.8% by 6.3%.

' B

~ he results had a
favourable impact on the
actual yield of the Caisse’s
investments, The compound
average annual rate of return
for total funds under
management was 12.3%
computed over the last eight
years, while the average rate
of inflation for the same
period reached 8.5% . Funds
under the Caisse’s
administration therefore
vielded 3.8% above inflation
for the eight-year peniod.

f
© he 1984 results are of
course strongly dependent
upon bonds which represent
the largest percentage of the
Caisse's investment portfolio
They also reflect the
competence and expertise of
dynamic portfolio managers,
which largely compensated
tor the Canadian stock
markets’ negative results

ig o

“:’ he strong growth of
funds under the Caisse’s
administration at the end of
the "70s and the beginning of
the "80s 1s now not only over,
but has been replaced by a
relative decline. For the first
time. total deposits from
contributions levied by the
depositors were lower than
withdrawals. Some of the
depositors, namely the Regie
des rentes du Quebec, the
Office de la construction du
Quebec and the Commission
de la sante et de la secunite du
travail, have withdrawn 8516
million from the income
produced by the funds
entrusted to the Caisse and not
from the principal of these
funds. However, the Regie de
I"assurance automobile du
Quebec and the Commission
administrative des regimes de
retraite et d assurances, which
mostly manages the pension
funds of employees from the
public and parapublic sectors,
made new deposits that were
added to their investment
income

o

| - ast vear, the Board
stressed that the growth of
funds entrusted to the Caisse
had become basically
dependent upon investment
income due to the narrowing
spread between contributions
and withdrawals. The Board
must now recognize that this
growth is slackening because
depositors are compelled to
draw upon their investment
income to meet their
obligations. Thus, failing an
adjustment of contributions to
the Quebec Pension Plan, a
major increase in withdrawals
must be expected over the next
few vears.

" uring 1984, the
Board's activities included
studying and approving the
investment program,
operating budget and financial
statements. Moreover, several
investment proposals
recommended by
Management were submitted
for the Board's approval.

™ orthe fifth consecutive
year, the Caisse aimed at
increasing the quantity of
variable income securities in
its overall portfolio.
Furthermore, an amount
similar to that of last year was
allocated to investments in the
Quebec public sector.
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he Board was pleased
with the increase. although
maoderate, in the number and
volume of investments made
throughout 1984 in Québec
medium-sized businesses that
are not listed on the stock
exchange. However, it would
like such investments to be
upgraded and intends to
devote all necessary efforts to
this. In many respects, the
vigour of Quebec’s economy
in 1984, which is likely to be
sustained in 1985, bodes well
for the possibility of success in
this area,

he international
portfolio also saw some
growth in 1984, although it
was moderate. The Board
recognizes that this new area
of investment that the Caisse
has been developing since
1983 seems to be on the way to
achieving the anticipated
results. Although the period of
operation has been short,
results appear to be favourable
as much in terms of liquidity
and profitability as
international financial
contacts that may be
beneficial to the Caisse’s
investments, the profitability
of businesses in which it holds
shares and Quebec’s
economy. In this regard, the
Caisse wishes to contribute to
the opening up of Québec’s
world business activities that
is currently manifested in the
economic, financial and
commercial sectors as well as
to the development of
Montreal as an international
financial capital.

* he Caisse expects the
businesses in which it invests
to be administered with the
competence and efficiency
that are necessary to provide
its shareholders with security
and maximum return on their
investments. Moreover, it
expects these businesses to act
as good corporate citizens and
to bring equitable economic
repercussions lo those
societies in which they
operate, and particularly to
Quebec, whether it be through
the purchase of goods and
services. investments,
research or through a type of
human resources management
that respects and reflects the
population concerned by their
operations,

' hese businesses’ goals
are also those of the Caisse
and, in 1984, vigourous and
dynamic steps were taken in
this regard. The Board
believes that in this way the
Caisse is fulfilling its mandate
to efficiently manage the
funds it is entrusted with, as it
ensures security, return on
investment and supports the
economic growth of our
society through its overall
policies. And this 1s achieved
through the cooperation,
continued efforts and
expertise of a dynamic team
which, in both times of trouble
and success, devotes its best
efforts to managing the
collective savings of
Quebecers with which it is
entrusted. The Board wishes
to thank these women and
men.
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THE ECONOMIC
ENVIRONMENT

© n 1984, the North
American economy
expenienced a second year of
expansion, marked by the
absence of inflationary
pressures, the strength of the
American dollar, as well as by
the persistence of major
government deficits, as much
in the United States as in
Canada. Moreover, rising
interest rates during the first
half were a major
destabilizing factor.
However, the softer monetary
policy introduced in
September allowed a more
optimistic climate to be
restored and stilled fears of a
major slowdown as early as
the beginning of 1985,

THE AMERICAN
ECONOMY

" or the United States,
1984 was a very successful
year. After an excellent
recovery in 1983, the
American economy benefited
from a 6.8% increase in
production, without any
significant pressures being
exerted on prices. This result
is very different from what
had been anticipated in the
early part of the year,

& he growth of most of
the major demand-related
categories, including exports,
exceeded that of 1983,
Residential construction is the
only sector in which

expenditures grew more
slowly, after a strong rally in
1983. However, substantial
vigour of private investments
is the highlight of this second
year of expansion. Several
factors are responsible for this
surge in capital expenditures:
first, higher corporate
working capital resulting from
fiscal changes made in 198 |
and, second, in some
segments, the need to increase
competitiveness which had
been weakened by the
appreciation of the dollar, the
latter giving no sign of falling
at the end of the vear,

" tshould be noted.
however, that contrary to the
situation which occurred in
1983, the American economy
did not grow steadily.
Actually, after literally
booming during the first half,
demand then slackened. thus
affecting the continuous rise
in interest rates between
March and August. These
higher rates prevailed at a time
when the demand for funds
from the private sector was
clearly increasing and the
Federal Reserve was
restricting available credit,
Growth consequently slowed
down in the third quarter.

EVOLUTION® OF REAL GNP AND
EXPORTS IN CANADA
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vl onetary authorities
then adopted a more
conciliatory attitude and
dropping interest rates started
to have a positive impact
towards the end of the vear
Nevertheless. the increase in
personal income remained
sufficiently strong and indices
of consumer attitude were
sufficiently high for optimism
to be maintained in 1985

! nd yet, the American
economy is left with two
burdens: the federal deficit
which cannot be brought
down by growth alone and the
international trade deficit for

goods and services, which has

increased at a phenomenal
rate

THE CANADIAN
ECONOMY

4 n Canada, the growth
experienced in 1984 exceeded
the average for the past ten
vears. During the third
quarter, the real gross national
product increased by 4.8%
over the same period last year
Fluctuations recorded
durning the year and sources of
growth were not the same as in
the United States. Increases in
the first two quarters were
lower than those in 1983.
Moreover, domestic demand
was not as strong and the
contribution from exports was
clearly dominating (Graph 1)

t is noteworthy that
increases in personal income
were not very strong.
Canadians experienced a very
definite drop in the growth ot
salary rates, as did
Americans, but did not benefit
from the personal tax breaks
granted inthe U.S. Therefore,
the increase in consumer
spending in 1984 was partially
achieved by a reduction of the
personal savings rate

ctivity in the housing
sector slumped in 1984 due to
higher interest rates
throughout the first half of the
year, and the end in [983, of
federal housing assistance
programs, Corporate profits
were nevertheless excellent
during the first quarter, as in
1983, but later declined
and varied widelv among
the various segments: they
were excellent in

EVOLUTION® OF CONSUMER PRICE INDEX AND UNIT

LABOUR COSTS IN CANADA
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Concerned about informing the public. the
Caisse takes part in financial and
economic information activities

manufactured goods
exporting industries but poor
in the resources sector as well
as financial services. Thus,
investment did not play its
usual role of an accelerator
after now two years of
recovery. This situation
reflects a very uneven
sectorial and regional
apportionment of growth for
this cycle. However, in the
third quarter, corporate capital
expenditures seemed to be
gaining momentum.

he two major
achievements of the Canadian
economy in 1984 were thus
the ability to maintain a large
surplus in the current account
and to control inflation and
wages. Furthermore, the
generally interesting
performance of profits is
closely linked to the reduction
of unit labour costs (Graph 2).
Unemployment reduction is
still a problem and the ever-
growing federal government
deficit continues to cast a
shadow over the horizon.

THE QUEBEC ECONOMY

«0 uebec recorded an
increase in production of
almost 5% in 1984, after a 4%
rise in 1983 (Graph 3). Since
the turming point of the cvcle,
Quebec’s economy has shown
better performance than
Canada as a whole.

his relatively higher
growth stems from several
factors, namely the greater
importance of Québec’s
manufacturing industry,
which is benefiting from the
current recovery to a greater
extent. As far as the
residential sector is
concerned, Quebec’s share of
Canadian housing starts
exceeded 30% in 1984 due to
the favourable impact of the
Corveée-Habitation program.

GROWTH® OF REAL GROSS DOMESTIC PRODUCT
IN QUEBEC AND OTHER PROVINCES

'QUEBEC
'—.
= OTHER PROVINCES |
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1980 1981 1983 1984
* % change over 12 months. : Statistics Canada and COPQ.




ue¢bec consumers
upgraded their level of real
expenditures by some 4% last
vear, They enjoved a 2.7%
increase in real income and
used up a portion of their
savings which exceeds the
Canadian average in terms of
income ratio. It should be
stressed that this higher
income was much more
dependent upon job creation
than wage increases. Average
weekly wages in September
exceeded those prevailing
twelve months carlier by only
2.9% . moreover, salary
increases in 1983 and 1984
were not only definitely lower
than those of previous years.
but a significant portion ( 30% )
of jobs created since the
recovery were part-time jobs,
which verv often call for lower
salary rates

n terms of sectorial
employment. the most
significant contribution came
from the trade and personal
services sectors where 39 000
of the 53.0(X) new jobs were
created between November
1983 and November 1984
The manufacturing and
construction sectors each
boosted their labour forces by
10.000 employees, while
minor drops were recorded in
public administration,
financial services and public
utilities, From a peak of
|5.4% at the trough of the
recession, unemployment
droppedto [1.9% in
December 1984

he highlight of the year
in Quebec was the vigour of
prvate investments (Graph 4).
Non-residential capital
expenditure projections in the
middle of the year indicated a
substantial increase: 4% for
all sectors and 38% in the
manultactunng sector

GROWTH" OF NON-RESIDENTIAL

CAPITAL

EXPENDITURES
IN QUEBEC AND OTHER PROVINCES

QUEBEC
; OTHER PROVINCES
| i
1981 1982 1983 1984

1980

* % change over 12 months.

Sources Statistics Canada and COPQ
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The Casse contributes to the developmens
of the manufacturing sector and in
particular the textiles industry







he Caisse administers
funds it is entrusted with by
various public bodies that are
so authorized by virtue of an
act of the Assemblee
nationale. Of the Caisse’s 11
depositors, 7 accumulate
reserves to meet future
commitments and the other 4
entrust the Caisse with
liquidities

t December 31, 1984,
the market value of total
depositors’ holdings with the
Caisse reached 5207 billion,
an increase of $1.8 billion
during the vear.

ithout considering the
general reserve, the book
value of these assets totalled
$19.6 billion, an increase of
$1.8 billion which, on the
whole, is due to the
reinvestment of 93.2% of
investment income amounting

THE DEPOSITORS

Régie des rentes du Québec
Commission administrative des régimes de retraite et d'assurances

to $1.964 million. Despite the
net contributions of

%419 milhion made by some
depositors. the effect of
withdrawals of $552 million
made by others was not
completely offset. Therefore,
net disbursements of

$133 million were recorded,
representing 6.8% ol
investment income for 1984

GENERAL FUND

he first depositor to the
Caisse’s General Fund is the
Regie des rentes du Quebec,
the universal pension plan of
Quebec workers created in
1965. Its equivalent in the
other provinces is the Canada
Pension Plan,

Government and Public Employees Retirement Plan
General Retirement Plan for Mayors and Councillors of Municipalities

Individual Plans

Régie de I'assurance automobile du Québec
Commission de la santé et de la sécurité du travail
Office de la construction du Québec
Supplemental Pension Plan for Employees of the Québec Construction Industry
Fonds d'assurance-préts agricoles et forestiers
Régie des assurances agricoles du Québec
Régimes d'assurance-stabilisation des revenus agricoles et d'assurance-récolte du Québec
Régie des marchés agricoles du Québec
Reégie de I'assurance-dépots du Québec

* espile an increase in
assets of over $670 million
during the year. the Regie des
rentes du Quebec had to fund
current requirements by
withdrawing $372 million
from some $1,042 million in
investment income. In the
previous year, S 157 million
was withdrawn. At vear-end,
the Regie des rentes du
Quebec’s assets with the

Caisse accounted for 50.9% of

total depositors” holdings.

nother depositor to the
General Fund 1s the Regie de
I"assurance automobile du
Quebec, formed in 1977 to
provide insurance against
bodily harm resulting from
automobile accidents. The
plan operates much in the
same way as the workmen’s
compensation plan.

DEPOSITORS




The principal depositor is the Régie des
rentes du Québec which provides retirees
with their retirement income

Contributions are levied
vearly to constitute a reserve
for benefits to be paid out to
victims. At December 31,
1984, the holdings of the
Regie de |"assurance
automobile du Quebec
reached $2.3 billion. or

$390 million over last year
This increase 1s due to
investment income of

$233 million and $ 157 million
in new contributions. The plan
represents 12.2% of the
overall depositors” holdings
entrusted to the Caisse, and
19.2% of the General Fund.

mong the unitholders
in the General Fund is the
Fonds d"assurance-préts
agricoles et forestiers which
maintains a $10 million
reserve as security for the
loans it grants,

INDIVIDUAL FUNDS

ince 1969. the Caisse
has administered the holdings
of certain supplemental
pension plans. The first
supplemental plan is that of
the employees of the
construction industry, The
type of benefits and source of
contributions make this plan
rather special. At December
31, the assets of the
Supplemental Pension Plan
for Employees of the Quebec
Construction Industry totalled
$1.4 billion, apportioned
among three accounts: active
participants. retired
participants and additional
contributions from certain
workers. During 1984, the
assets of the basic plan,
including the accounts of both
active and retired participants,

SUMMARY OF ASSETS UNDER MANAGEMENT

were alloted to Individual
Funds 311 and 312,
respectively, whereas those
from additional contributions
are deposited in Individual
Fund 313. Moreover, the
assets that had been entrusted
to the Caisse by the Office de
la construction du Québec for
h(."p'dratl? managcmcn[ were
alloted to Individual Fund 311
on October st at book value
The growth of this pension
plan has slowed down over the
last few years.

uring the vear, despite
withdrawals of $25 million, a
$109 million increase was
recorded for the plan, due to
investment income of
S134 million

as at December 31, 1984
(in millions of dollars)
General Individunt of a-:
=
Fund! Funds Total total in 1984 Total
‘market
, book value L, velue
Investments f I 1
Bonds 9.363.8 372086 13.084.4 65.0 1,071.0 12,8503
Mortgage financing 4885 687.4 1,175.9 58 (29)  1,1550
Shares and convertible securities 21138 2,456.8 45704 227 1.006.8 539586
Real estate investments 269.1 4.1 273.2 14 7.2 339.0
Short-term investments 609.5 16.6 626.1 3.1 (203.4) 626.8
Deposits in the General Fund (198.9) 198.9 - — — —_
Total investments 12,645.6 7.084.4 19,730.0 98.0 1,878.7 20,366.7
Other assets 2832 1199 403.1 20 325 4031
e
1984 Total 12,928.8 7.204.3 20,133.1 100.0 1,911.2 20,769.8
1983 Total 2 11,8319 6,390.0 18.221.9 100.0 1,983.1 19,004.3
ee— - - ——
Net change in 1984 1,096.9 8143 1,911.2 1,765.5

1 For purposes of this presentation, the assets of the General Fund were reduced by the amount of demand deposits of the Individual Funds and
accrued interest therson. Assets of real estate subsidiaries are included in the General Fund.

2 partfolios under separate management were integrated into the depasitors’ respective Individual Funds.




he second

supplemental pt:n\siu.n p.ian to E.vsl‘mg:“mm

erﬁrusl the Calf\.ﬁe with its (book value - in millions of dollars)

asselts Is that of the

government and public

employees. This pension plan 2
(RREGOP) was set up in 1974 Wlmm-‘ ariable income

and covers the entire public
sector: the employees of the
government, education and
social affairs sectors. Itis
managed by the Commission
administrative des regimes de
retraite et d"assurances
(CARRA) which turns over
the contributions of
employees to the Caisse.
Since 1974, the plan has
accumulated $3.9 billion.
representing 20.2% of the
holdings of the Caisse’s

The Caisse administers the funds of the
Québec construction industry workers

pension plan

: 1
depositors. The growth of this 1360 o 1902 1969 "
plan is important for several 1 Bonds. morigages, deposits and short-term investments.
reasons: 1t is fairly new, its 2 ghares, convertible securities, real estate

members are continually

increasing in number and they

are relatively voung. During

the year, the plan’s assets

increased by $626 million, of

which $261 million came ALLOCATION OF TOTAL DEPOSITORS'
from new contributions and NET INCOME AND CONTRIBUTIONS
the rest from reinvested (in millions of dollars)

investment income,

'. [ Vet income .
he Government and Net ibuti
Public Employees Retirement D
Plan (RREGOP) features two
accounts: one for unionized
employees and another for
non-unionized employees,
and the respective holdings of
these accounts are found in
Individual Funds 301 and 302.
In 1984, the portfolio under
separate management for

non-unionized employees was (133
integrated into Individual
Fund 302.
1980 1981 1982 1983 1984
1y K less xpendit

2 pep lens withd:




he Commission sector pension plans and the

administrative des regimes de holdings of some of those
retraite et d assurances plans are also entrusted to the
administers other public Caisse. Such is the case for the

BREAKDOWN OF TOTAL DEPOSITORS' HOLDINGS
as at December 31
(percentage of market value)

The Caisse invests in the farm and forest
Il il f 1984

industries
Régie des rentes du Québec 50.9
Commission administrative des régimes de retraite et d'assurances  20.3

Régie de |'assurance automobile du Québec 122
Commission de la santé et de la sécurité du travail 9.5
Office de la construction du Québec and other depositors T3

General Retirement Plan for
Mayors and Councillors of
Municipalities whose assets of
almost $12 million are

1983 1982
51.9 53.8
18.5 17.5
1.1 10.5
10.1 10.2

7.4 8.0

ALLOCATION OF EACH DEPOSITOR'S NET INCOME AND CONTRIBUTIONS

for fiscal 1984
(in millions of dollars)
@ Netincome
B Net contributions
O Total 1042
31 670
368 390
263 233
157 164
B i -
(120)
(372)
=l Commission Régie de Commission de Regie des rentes
= | administrative I'assurance la santé et de ln du Quebec
des régimes de automobile du sécurité du
retraite et Quebec travail

= - | d'assurances

Office de la
construction du
Québec

1981
56.0

16.5
8.9
9.8
8.8

1980
58.7

15.3
76
9.6

8.8

(37) (33)

Other
depositors




EVOLUTION OF INVESTMENTS FOR TOTAL ASSETS
UNDER MANAGEMENT AT BOOK VALUE

as at December 31

8

-~
[~
T I

1

1

8 & 8§ &8 8

%
100 }-
71 18,
80 508 B2.9 81.9
b
10
OI_

19?4 1979 1980 19-83
Variable income FT Fixed income
securities — securities
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1984

invested mostly in Individual
Fund 304 Similarly, several
other plans designated as
Individual Plans can be found
in Individual Fund 303; their
assets total $19 million

' he Commission de la
sante et de la sécurite du
travail entrusts to the Caisse
the reserves it accumulates to
meet workmen's
compensation benefits it 1s
required to pay and these are
indexed at the same rate as the
Quebec Pension Plan. The
Commission receives
contributions from all
employers for insurance
against accidents occurring in
their sector or industry. At its
inception in 1973, the
Commussion transferred a
portfolio of investments.
which during the last quarter
of 1984 was integrated into
Individual Fund 330 at book
value. As at December 31,
1984, the Commuission had
assets of $1.9 billion,
representing 9.5% of the
Caisse’s total depositors’
holdings. Several changes
brought to the plan have
limited the growth of the
Commuission’s reserve, which
in 1984 increased by
$64 million despite
withdrawals of $120 million
from investment income of
S 184 million

The investment of funds from the public
sector emplovees retirement plan is
administered by the Caisse




PERFORMANCE

ASSET MIX

 he weighting of
variable income securities
(shares and real estate
investments) and fixed
income securities (bonds,
mortgage financing and
short-term investments)
within total assets is the main
explanation for the
performance of funds under
the Caisse’s administration.
Since 1980, variable income
securities have increased from
$1.5 to $4.8 billion, as
compared to $9.98 to
$14.9 billion for fixed income
securities (Table 7). In terms
of percentage and book value
(Table 11), this
apportionment of the Caisse’s
total assets represents an
increase in vanable income
securities from 1 1.6% at the
endof 197910 24. 1% in 1984.

¥ his long-term
orientation reflects the
Caisse’s preoccupation with
maintaining good
performance and guarding
against the effects of inflation.
On the long-term as well as the
very long-term, experience
has proven that variable
income securities show a
better return. At market value,
the proportion of variable
income securities has risen to
an all-time high of 27.6%
(Table 12).

" ince it has reached the
objective of increasing the
portion of variable income

securities within the portfolio.

in the future, the Caisse's
asset mix should tend to be
more in line with
medium-term financial cyvcle
projections.

WEIGHTED RETURN

he rate of return
obtained by portfolio
managers compares with
major market indices when
using the time-weighted rate
of return. Thus, bond
investments posted a 16.5%
yield for 1984 and 10.6% for
the last eight vears. This
performance is higher than
that of the MYW
medium-term index which
was 14.4% in 1984 and 9.6%
for eight years in the case of
the MYW long-term index.

© n 1984, the mortgage
investment portfolio
performed remarkably well
against the MYW mortgage
index, recording a weighted
return of 13.5% compared to
11.8%, For the eight-year
period, the return is slightly
lower due to the somewhal

longer maturity of the Caisse's

portfolio: 11.5% as opposed
to 12.3%. Canadian stocks
provided a somewhat lower
weighted return than the TSE
300 index, mainly because of
the strong proportion of
securities from cyclical
sectors.

owever, for the
eight-year period, the rate of
return obtained by portfolio
managers was slightly above
that of the TSE 300 market
index, or 16.6% against
16.5%. Finally, foreign
stocks, at 3.2%, posted a
better weighted return than
Canadian stocks. Owing to the
specific diversification in
sectors that are not
represented in Canada, this
return cannot be compared
with international indices,




INTERNAL RETURN

he Caisse obtained a
10. 1% internal rate of return
tor total funds under
management in [984
Table |3 shows the
investment returns of the
General Fund and eight
Individual Funds as well as
those of the bond, stock,
mortgage and real estate
porttolios which are outlined
for the fiscal vear and for the
eight-year period which
constitutes a complete
economic and financial cycle.

INTERNAL RATE OF RETURN

he asset mix within
each of the General and
Individual Funds explains
most of the return differentials
between funds. The General
Fund. which holds a greater
proportion of fixed income
securities (bonds, mortgages,
etc. ), performed better than
the Individual Funds; 11.4%
versus 7.9%, In 1983, the
Individual Funds had been
favoured due to their greater
proportion of stocks, vielding

20.24%

% as opposed to 15.3%
for the General Fund. Lower
interest rates and sagging
stock markets throughout the
year are the reason for the
spread between investment
vehicles. For an eight-year
economic and financial cycle.
overall funds recorded an
average annual return of
12.3% as the consumer price
index increased by only 8 5%,
representing a 3 8% return
after inflation

The weighting of assets reflects the
preoccupation with maintaining good
Pperformange




The Caisse has over 85 5 billion
invested in variable income securities
wherebv it takes part in the growth and
profitability of many enterprises




SITUATION

n January 1984, the
rising market was finally
restrained by investors’ fears
The effects of much too rapid
growth were feared since the
latter could generate a rise of
inflation and justified the high
interest rates policy. As
anticipated, economic growth
was stifled by interest rates.
but the noose was slackened in
July. Then, in only a few
weeks, the major upturn of the
stock exchange market
permitted most of the losses to
be recovered. Enthusiasm was
however rapidly dampened
and new fears replaced those
prevailing at the beginning of
the year. Was the economic
slowdown going to intensify
and become a recession?
Increasing income taxes
seemed to be the only remedy
for government deficits, A
weaker economy and higher
income taxes did not bode
well for corporate profits and
stock market investments.

he changing attitude of
investors was reflected by
market indices. The strong
increase which had begun in
August 1982 continued in
1983. ending in the first week
of 1984. The gradual market
decline throughout the first
half bottomed out in July.
After a rally in August, the
Canadian market remained
hesitant. XXM, the new index
of the Montreal Exchange’s
Canadian portfolio. which had
started at a theoretical value of

125 at the beginning of the
year, fell to 100.3 in July
(TSE 300: from 255210
2079, or an I¥.6% drop) and
tluctuated between 115 and
120 from September to the end
of the year (TSE 3(X): between
2325 and 2425)

GENERAL POLICY

he market value of the
Caisse’s total vanable income
secunties was 55 7 billion at
the end of December 1984, for
an increase of $573 million
over 1983. The period was
one of transition during which
the decline of listed securities
permitted portfolios to be
reoriented towards sectors
oftering the best potential for
the next market upturn

n this perspective, the
decrease of early 1984
enabled the Caisse to give
more importance (o cyclical
sectors within its share
portfolios, Net purchases
were significant especially in
the metals and minerals,
industrial products and
investment companies
sectors, Moreover, the
utilities sector benefited from
a definite net increase in
investments. As torthe energy
sector, a major transfer from
pipelines to oil companies
took place.

OF INVESTMENTS WITHIN

THE INTERNATIONAL PORTFOLIO

as at December 31, 1984

(percentage of market value)

mmis] [ [ einl (=
&

VARIABLE
INCOME
SECURITIES




The investments of the variable income
securities portfolio are distributed among
several sectors, such as the oil sector

FOREIGN EQUITY

I n December 1984, the
international portfolio reached
a book value of $148 million,
apportioned among the
various markets as follows,
excluding cash: $48 million
for the United States,
$54 million for Japan and
546 million for Europe.

~ rom a profitability
perspective, investments are
made with a view to
diversifying the overall
portfolio of shares held and
increasing its liquidity,
thereby reducing risk. Stocks
that are more particularly
sought are those related to
sectors of activity which have
little representation in
Canada, such as high
technology as well as
pharmaceuticals and health
care products, which account
for 28.7% and 8.2% of the
international portfolio,
respectively.

st uring the past year,
international markets were
largely influenced by events
related to the American
economy and its *“super
dollar™”

oreign market indices,
as measured by Capital
International, climbed
considerably in terms of local
currencies: by 25.7% for

England, 25.5% for Japan,
23.5% for Holland and 23.1%
for Italy. Despite the
devaluation of these
currencies in relation to the
Canadian dollar, foreign
market performances, in
Canadian dollars, were
definitely higher than the
Canadian market. As for the
American market. although
the increase was not as
significant. it was still above
the Canadian market, yielding
1.4% as measured by
Standard and Poor’s 500.
Consequently, the growth
recorded for all these markets
in 1984 was higher than the
domestic market.

PERFORMANCE

he performance of the
Caisse’s Canadian stock
portfolio did not escape the
negative trend of Canadian
markets in 1984, especially
since the positioning of the
portfolio reflected
anticipations of a rise of the
most cyclical sectors, based
on a favourable economic and
financial outlook for 1985,
This situation, which could
generate a better return in
1985, had a negative impact
on the portfolio’s performance
for the vear, which was
—4.2%,

' evertheless. as was
mentioned in last year’s
Annual Report when the
return was high **It should be
noted that the true gauge for
assessing a portfolio is the

performance over an entire
market cycle: this is how one
can judge the results of
management policy both for
the bull and the bear

markets, ™’

onsequently, for the
eight-year reference period.
the weighted return of the
Canadian stock portfolio
reached 16.6% per year,
against 16.5% for the
TSE 300.

urthermore. the
foreign stock portfolio
performed better than the
Canadian stock portfolio in
1984, as anticipated.

MAJOR TRANSACTIONS

uring the year, the
Caisse acquired an important
interest in Power Financial
Corporation, a subsidiary of
Power Corporation, This
promising association lies
within the scope of the
financial supermarket
concept. Moreover, the
Caisse sold a material block of
shares of Domtar Inc.




MEDIUM-SIZED
BUSINESSES

he Caisse contributes
to the development of Quebec
businesses by investing in
medium-sized enterprises that
are well established, with
solid management teams and
promising growth potential

n 1984, the Caisse
further increased its financial
participation program
promoting partnership in
medium-sized businesses
located in Quebec and not
listed on the stock exchange,
in order o meet a certain need
torcapitalization, Since 1981,
44% of investments
authorized under this program
were private, representing
47% of total funds disbursed.
During 1984, this proportion
rose o 63% . or 74% of total
funds disbursed, Investments
made by the Caisse in
medium-sized businesses
vielded | 1.6% during the
year

he number of
businesses that received new
investments from the Caisse
increased from 10 in 1983 to
I8 for the fiscal year just
ended. Of total investments
made. $11.612.000 was
alloted to such investments
and, of this amount,
S10.579,000 went to

enterprises operating 1n
Quebec. Moreover, loans of
84,392 000 were made to
Quebec medium-sized
businesses and investment
agreements totalling
$10.410.000 were concluded

he participation of the
Caisse in munorty
partnerships, together with the
dynamic management of
Quebec entrepreneurs,
contrnbuted to the
development of several
medium-sized businesses
during the year. Thus, the
Caisse invested in, among
others. Groupe Canam Manac
Inc., well known for its steel
products. John Meunier Inc. .

specialized in water treatment
tor several years, National
Telesystem Lid. , which
operates in the field of
communications, and Artopex
Canada Ltee. an impornant
manufacturer of office
equipment.

he Caisse also made
new investments in the form
of shares of companies such as
Investissements Novacap Inc
and Innocan Inc. These
venture capital vehicles offer
attractive yield potential and
are of great interest to the
Caisse which 1s devoting
special efforts to promote the
number of such investments

XXM AND TSE 300 INDICES IN 1984
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Auberge des Gouverneurs, in downtown

Quebec Ciry, is an example of the Caisse’s

contribution to the development of
Québec's hotel business

urthermore. the Caisse
acquired shares of some
Quebec medium-sized
businesses listed on the stock
exchange during 1984, Al
year-end, the portfolio
included shares of nine
additional expanding
companies.

REAL ESTATE
INVESTMENTS

~ n 1984, the Caisse
continued its policy of
investing in prime real estate.
With the participation of
financial partners and real
estate managers, (w0 major
complexes were acquired for a
net value of $35.2 million. At
December 31, the real estate
portfolio reached $273 million
and had a market value of
$339 million. Moreover, it
yielded a 15.3% return for the
year.

" hrough its real estate
investments, the Caisse seeks
not only a certain geographic
diversification, but also an
apportionment among the
various sectors. At year-end,
their breakdown was as
follows: land 9.4%, offices
45.8% . hotels 12.8%.
commercial 26.7%, industrial
5.2% and residential 0. 1%

£ may also be noted
that during the year, the
Caisse completed its
association with seven
Quebec financial institutions
and pension funds in the
Sociéte immobiliere
Trans-Quebec Inc.. which
pursues real estate
management and syndicate
creation operations.

BREAKDOWN OF THE REAL ESTATE PORTFOLIO

as at December 31, 1984
(percentage

e of market value)

HOTELS (12.8)
COMMERCIAL (26.7)
OFFICES (45.8)
RESIDENTIAL (0.1)
INDUSTRIAL (5.2)
LAND (9.4)




SITUATION

' nterest rates, contrary
to their stability of 1983,
tluctuated with such
amplitude and rapidity
throughout the year that there
were several moments of
apprehension among portfolio
managers, First, the strength
of the economic recovery
caused a general nse in
interest rates, but the absence
of inflationary pressures and
the slackened pace of North
American economic activity
then led to a drop that was
almost as rapid. Thus, Québec
long-term bonds, which
yielded 12%% in the earlier
part of the year, increased to

15% in June and stood at
122% atthe end of December
1984

GENERAL POLICY

he proportion of
strategic secunties acquired
on a temporary investment
basis reached 15% of the fixed
income securities portfolio at
the end of the year, in
accordance with the
management principles set out
last year. This category
includes securities that can be
accumulated or sold in large
numbers by the Caisse without
any great impact on market
prices. They also offer the

SUMMARY OF FIXED INCOME SECURITIES PORTFOLIOS

possibility of acting according
to market behaviour forecasts
tor transaction volumes and
terms prescribed by internal
management needs. The
acquisition of these securities
therefore gives efficiency and
flexibility to the important
fixed income securities
portfolio administered by the
Caisse. Throughout 1984, the
major source of such
securities was again the
American bond market

ACCORDING TO ISSUERS
as at December 31, 1984
Marke! value Avetnge Average
Securities b | inalrate  maturlty  Modified
(in millions of dollars) (percentage)  (percentage)  (years)  duration
On a permanent investment basis
Issued by the Gouvernement du Québec 6,850.9 489 11.84 10.62 542
Government guaranteed 21883 1586 10.80 1272 593
Guaranteed by grants 7333 5.2 12.85 7.99 429
Municipal and school 688.7 5.0 11.14 6.27 372
Corporate and other 341.7 25 11.95 7.33 412
Mortgage financing 1,155.0 83 11.68 531 256
On a temporary investment basis
Government issued or guaranteed
Canada 682.3 49 1183 7.67 4,15
United States 1,235.3 88 1183 590 416
Others 1188 08 13.14 6.27 348
s e
Total 14,005.3 100.0 1.7 9.54 4.90

FIXED INCOME
SECURITIES




The Carsse hus a large and profitable
imvestment in Gowvernement du

Quebec and public sector bondy
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ecause of this portfolio
structure, a larger volume of
securities from the Quebec
public sector was traded. This
enabled the diversified
contents of existing bond
portfolios to be developed,
allowing a better
apportionment of Quebec
securities. Furthermore. due
to the particularly intense
activity of the Québec
securities market throughout
the vear, especially regarding
Gouvernement du Quebec
bonds. operations on the
secondary market were
distributed about evenly
between Canadian bonds,
American bonds and Quebec
securities.

fter having reduced the

fluctuations and the time
factor, Therefore, most new
permanent investments had
maturities ranging from 10 to
20 years (Table 17).
Moreover, the positioning of
investments acquired on a
temporary basis aimed at long
maturities in the early pan of
the year and at average
maturities at year-end

or total portfolios, the
market value of fixed income
securities held by the Caisse at
December 31 was S 14 billion,
while the average nominal rate
was | 1.7%. the average
maturity was 9.5 years and the
modified duration was
4.9 years

average maturity of fixed PERFORMANCE
income portfolios to less than
ten vears and their modified n 1984, the

duration (which measures the
extent of the nsk in relation to
interest rate fluctuanons) to
around five years, a strategy
of maintaining this position
was pursued, taking into
account interest rate

performance of fixed income
securities was higher than the
average for the eight previous
years. The annual returm on
the Caisse s bond portfolio
reached 16.3% for the year
and 11.2% for the last eight
years,

he shninking spread
between yields of Quebec
public sector securities and

other Canadian securities was
particularly evident during the

period. The very low and
sometimes even negative
return differentials between
Canadian and American
securities permitted a
somewhat similar
performance for Canada and
U.S. government bonds with
the same maturities.

Hyvdro-Québec bonds are a sound
investment and contribute 10 the
development of that company”s
operations as the manager of Quebec §

hyvdroelectric wealth

SUMMARY OF ACQUISITIONS BY THE CAISSE OF NEW BONDS
ISSUED BY THE QUEBEC PUBLIC SECTOR IN 1984

(par value - in millions of dollars)

< Amounts of issues 4 , Acquisitions by the Calsss
" Canadian Other ! » .

market markets Tota Amount of total

Gouvernement du Québec 16126 7222 23348 862.0 37
Hydro-Québec 880.0 353.1 1,233.1 150.0 12
Municipalities and guaranteed by grants 1.602.5 3820 1.984.5 268.2 14
e ———— — S —
1984 Total 40951 1,457.3 55524 1,280.2 23
e ——— =

1983 Total 1,580.0 1,567.0 31570 975.0 31




Through its bond portfolio, the Caisse
takes part in the financing of 147 school
boards. 38 colleges and all of Québec’s
universities

= s for mortgage
financing, the rate of return
was 13% in 1984, compared
to 11.5% for the last eight
vears. This good performance
was obtained because of the
longer average maturity of
securities within the Caisse’s
portfolio as compared to that
of the market.

BOND INVESTMENTS

" et investments related
to the bond portfolio during
the year reached $1.07 billion.
Moreover, purchases of new
Gouvernement du Quebec
bonds totalled approximately
the same as in 1983, at $862
million, This amount
represents 36.9% of total
1ssues

urthermore, new
bonds acquired from other
Quebec public sector bodies
amounted to $4 18 million, or
13% of total issues (Table 18)
The net change in the book
value of securities from this
sector only totalled
$242 million however, due to
the volume of sales that were
made.

t December 31, 1984,
the market value of bonds held
by the Caisse aggregated
S12.9billion — aS|.4billion
increase compared to the
previous year — while the
average maturity was
9.9 years, the average coupon
rate was |1.7% and the
modified duration was
5.1 years. The average
maturity of the portfolio was
reduced by six months

SHORT-TERM
INVESTMENTS

t year-end, short-term
investments totalled
$626 million, representing
3.2% of the Caisse’s overall
assets on that date and
$203 million less than at the
end of 1983, Moreover, this
portfolio’s average maturity
was 55 days and the return was
approximately 11.2%, versus
9.8% for the previous year

EVOLUTION OF YIELD IN 1984
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MORTGAGE FINANCING

WY ongage financing
activities followed an
inversely proportional curve
to that of interest rates

s
#50 t year-end. the book
value of mortgage financing
was 51.2 billion for aggregate
portfolios. Their breakdown is
in the following proportions:
residential 58.4%,
commercial 35.3% and

the average rates and
maturities at December 3|
were as follows: General
Fund 10.6% and 7.4 vears,
Individual Funds 12.9% and
3.9 years.

throughout 1984, The upward industrial 6.3% . Moreover. A
trend of interest rates in the e _—
first half contributed to the < !
slackening of the demand for T ]
rnur_"tgag_e loans, which > In 1984, the Caisse invested $50 million
revived in the second half under the Corvee-Habitation program
when rates dropped. On the
whole. this change during the BREAKDOWN OF MORTGAGE FINANCING
second half permitted a good as at December 31, 1984
year to be recorded in terms of (percentage of market value)
investments, which reached
$ 143 million at December 31,
1984,
I INDUSTRIAL (6.3)
f this amount, the [l COMMERCIAL (35.3)
Caisse invested $50 million . RESIDENTIAL (58.4)
under the Corvee-Habitation
program, thereby bringing its
participation to almost
$120 million. The amounts
paid out by the Caisse
represent 15% of the total
investments of participating
institutions since the inception
of the program
EVOLUTION OF LONG-TERM INVESTMENTS
IN THE PRIVATE SECTOR
as at December 31
(book value - in millions of dollars)
Marigage
Shares and hnul-a
convertible real estate
securities Bonds investments Totsl
1984 4,570.4 368.6 1.448.1 6,388.1
1983 3,563.6 519.7 14448 5,528.1
1982 2,759.6 746.6 1.271.1 47779
1981 2.316.7 BB7.4 1,159.9 4,364.0
1980 14964 9643 982.0 34427




The construction of Motel Universel
wiaas made possible by means of o
maorteage loan from the Caisye
Hundreds of individuals und
enterprises have obtained loans of this
npe, now totalling 81,155 million
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HUMAN RESOURCES

ver the past few vears,
the Caisse’s needs in terms of
human resources have
evolved significantly, as a
result of the growth of
operations as much as the
sophistication of existing
investment instruments

he dynamic evolution
of Quebec's financial
institutions throughout 1984,
as well as their expansion,
gave rise to increased
competition in the recruiting
of investment specialists. This
external environment coupled
with internal needs
represented a challenge tor the
management of human
resources in terms of
recruiting managers and
training future portfolio
Managers.

[raining program
which was implemented a few
years ago permitted some
twenty voung professionals to
muake their début in the
financial sector, and several of
them are now integrated in
various departments of the
Caisse. The program aims at
familiarizing trainees with
financial markets. while
enabling them to explore the
various disciplines of the
Caisse.

mong the Human
Resources Department’s
various administrative
activities is the development
of computenzed tools to
provide the necessary support
for benefits administration
and career planning
Furthermore, the number ol
employees at the Caisse was
maintained at a level close to
that of the previous vear.
totalling 173 at year-end.

ADMINISTRATIVE
EXPENDITURES

he Caisse’'s
admimistrative expenditures
for 1984 reached
S13. 1 million, of which
§7.6 million was charged to
the General Fund and
$5.5 million to the various
Individual Funds. Salaries and
employee benefits were again
the greatest expenditure,
representing 51% of total
administrative expenditures

s a whole, such
expenditures increased by
10.5% over the previous
year: salaries and employee
benefits rose by 6.8% while
other expenditure items were
up 14.7%, The main items
responsible for the increase in
these other expenditures are
professional fees as well as
service and safekeeping
charges related to
international transactions.
which account for 11.2% ot
the 14.7% increase.

DATA PROCESSING

fficiency and
productivity needs for the
administration of the Caisse’s
investments require a variety
of state-of-the-art wols that
are essential to managers, The
continuous upgrading of such
equipment and the
development of its
applications are therefore a
major preoccupation

uring the year, data
processing orientations
consisted of enhancing
computer access. supplying
managers with new
productivity tools and starting
up a partial decentralization of
data processing. Moreover,
the implementation of the data
processing master plan was
pursued

ADMINISTRATION




The administration of investments requires
o variety of state-of-the-art tooly

evelopment efforts
were mainly oriented towards
setting up systems for the
management of bonds and the
processing of all of the
Caisse's data. The demand for
simulation, financial analysis
and data processing tools was
met by the acquisition of
software for the central
computer as well as
micro-computers.

Iso, important steps
were taken towards
implementing the office
automation master plan. Word
processing services were
decentralized and units were
installed at secretarial work
stations having the highest
volume of work, The
execution of this master plan
will be continued in 1985,

he Caisse’s Data
Processing Department
employs 19 people,
representing 10% of
employees. Furthermore,
over 60% of the personnel
require computer tools to
perform their jobs while
almost all employees use the
products of data processing.

INFORMATION

he information
distribution policy which has
been in effect for three years
continues to be developed and
the Caisse provides more
information on its operations
and investments than most
financial institutions. The
Caisse is devoting increased
efforts to informing the public
about its role, operations and
activities. Also, similar
efforts were made outside
Quebec to establish and
develop contacts with the
financial and business circles
of various countries.

veles et tendances, the
semiannual publication of
forecasts from the Caisse’s
Economic Research
Department, has been issued
for two years now to meet the
needs of an increasing
readership.

urthermore, the
continued interest in quality
inter-corporate relations has
led the Caisse to set up
Inter-Corporate Relations
Services,

PRINCIPAL OFFICERS

he principal officers,
in addition to the Chairman of
the Board and General
Manager Jean Campeau,
include the following senior
vice-presidents:
Michel Nadeau, Planning and
Depositors”™ Affairs:
Y von Sauvageau,
Fixed-Yield Investments,
Jean-Claude Scraire, Legal
and Corporate Affairs, and
Jean Trudel, Administration
and Control as well as Marcel
Camu, Secretary.

" he principal
vice-presidents, directors and
managers are: Yves Benoit,
Jacques Boure, Jean-Claude
Cyr, Serge Desjardins, Pierre
Garceau, Denis Giroux,
Maurice Hebert, Serge Houle,
Louis Journault, Gody
Lienhard, Jean Michaud,
Denis Ouellet, Denise Simard
Chaput and Alain Tessier.




(CAISSE DE DEPOT ET PLACEMENT DUQUEBEC
Combined Summary Financial Statements
BALANCE SHEET

as at December 31, 1984

(thousands of dollars)

ASSETS 1984 1983
Investments
Bonds $ 13084 435 $ 11927577
Shares and convertible securities 4570 443 3 563 592
Mortgage financing 1175 885 1175610
Real estate investments 273178 265 981
Short-term investments 626 041 B29 505
19 729 982 17 762 265
Other assets 403 123 368 564
$ 20133105 $ 18 130829
LIABILITIES s 79 934 5 105 197
DEPOSITORS' HOLDINGS
General Fund 12 845 493 11726 107
Individual Funds 7 207 678 6 299 525
20053 171 18 025 632
$ 20133105 $ 18 130 B29
for the year ended December 31, 1984
(thousands of dollars)
1984 1983
INCOME
Investment income $ 1930848 $ 1751253
Gain and loss on sale of investments 147 694 B0 B56
Other income 265 329
2078 807 1812 438
EXPENDITURE
Administrative expenditures 13104 11818
Transter of gain and loss to general reserve 106 291 33728
BALANCE OF INCOME 1959 412 1766 892
INCOME ATTRIBUTED
Interest on demand and term deposits 32 583 30 487
Income on participation deposits $ 1926829 $ 1736405

Note: Detailed financial statements are provided in the booklet FINANCIAL STATEMENTS AND FINANCIAL STATISTICS of the 1984 Annual
Report.
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