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Strategy's Recommended Asset Mix 
& TSX GICS Sector Weights 

vs. Current Benchmark

We’ve downgraded our near-term 
economic outlook for Canada and the 
US, but continue to see a recovery taking 
shape over the second half of the year. 
A weaker first-half economy does not 
necessarily imperil our 11,000 year-end 
target for the TSX, but it makes the rally 
to get there, look more and more like a 
second-half event. Having lost over 40% 
of its peak market cap, the TSX has a lot of 
upside in a recovery, but chances are the 
first two quarters of the year will only show 
a deteriorating earnings environment. A 
largely sideways moving market for the 
next four or so months warrants no more 
than an index weighting in stocks.

Massive fiscal stimulus will ultimately be 
beneficial to the stock market but rapidly 
exploding budget deficits will not be kind 
to the bond market. Sovereign bond 
markets including Canadas have been 
one of the few places investors could find 
shelter over the last year, but that safe 
harbour is already being threatened by a 
flood of issuance. And there is even more 
coming down the pipe. 

Moreover, deficits half the current size in 
relation to the US economy were ultimately 
monetized by the Federal Reserve Board. 
With as much as 50% of Uncle Sam’s debt 
owned by foreigners, expect the printing 
presses to be working overtime at the 
Federal Reserve Board. We are moving a 
percentage point of weighting from bonds 
to cash.

We are adding another percentage point 
to gold, which we see as the most obvious 
“currency” that the US dollar will depreciate 
against. If the US monetizes its huge fiscal 
deficits in the near future, bullion will be 
poised to set new record highs, benefiting 
from both higher inflation and a weaker 
greenback. We also recommend growing 
exposure to infrastructure stocks which have 
not yet risen as rapidly on the TSX as they have 
in some other equity markets. We estimate 
that nearly 40% of infrastructure spending in 
Canada will be in the power sector, particularly 
those segments that have a very light carbon 
footprint like hydro and nuclear.
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ASSET MIX (%)
Bench-
mark

Strategy
Recom-
mend.

vs
Bench-
mark

chg 
vs 

mon. 
ago*

Stocks 50 50  0.0  0.0
Bonds 39 34 -5.0 -1.0
Cash 11 16 5.0 +1.0
GICS SECTORS  (%)**
Cons. Discretionary 4.5 1.5 -3.0  0.0
Cons. Staples 3.5 5.5 +2.0 -1.0
Energy 27.1 31.1 +4.0  0.0
Financials 28.1 28.1  0.0  0.0
 -Banks 16.3 16.3  0.0  0.0
 -Insur., REITs, other 11.8 11.8  0.0  0.0
Health Care 0.5 0.5  0.0  0.0
Industrials 5.8 2.3 -3.5  0.0
Info Tech 4.4 3.4 -1.0  0.0
Materials 18.2 20.2 +2.0 +1.0
 -Gold 11.7 13.7 +2.0 +1.0
 -Other Metals 2.0 2.0  0.0  0.0
 -Chemicals 3.9 3.9  0.0  0.0
Telecom 6.1 4.6 -1.5  0.0
Utilities 1.9 2.9 +1.0  0.0

Note: Shading indicates recommended overweight.
*chg in %-pt underweight/overweight from last month.

** Benchmark weights are for TSX Composite.

“ A  w e a k e r 
f i r s t - h a l f 
economy does 
not necessarily 
i m p e r i l  o u r 
11,000 year-end 
target for the 
TSX, but it makes 
the rally to get 
there, look more 
and more like 
a second-half 
event.”
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STRATEGY
Banking on an Infrastructure-Led Recovery—Jeff Rubin, Peter Buchanan and Meny Grauman

Table 2 - Economic Forecast

The TSX’s performance failed to inspire in January. But it was not as bad as might have been expected from the 
unequivocally poor economic data, as investors continued to draw some comfort from the fact that deep troubles 
are being met with extraordinary actions. Canada’s latest budget envisions a cumulative deficit of $64 billion over 
the next two years, as Ottawa bets on infrastructure spending and tax cuts to revive the badly sagging economy. A 
proportionately even larger almost $1 trillion stimulus package stateside will swell the deficit there to a peacetime 
record 11% of GDP this year. That comes on the heels of evidence that the US economy shrank at the fastest 
rate in 26 years in Q4, and forecasts by some bodies that world GDP growth this year will be as weak, or weaker, 
than in the particularly debilitating 1980-82 recession.

Grim Two Quarters Ahead Even with Stimulus Coming

Beyond the weight of the fiscal artillery being 
deployed, there’s the all critical issue of how long till 
relief reaches hiring halls and boardrooms. Although 
the bulk of infrastructure spending won’t flow until 
2010, the CBO projects that 30% of planned fiscal 
stimulus will occur this year, including tax cuts and  
transfers (Chart 1).

A weaker first half does not necessarily imperil our 
TSX year-end target of 11,000, but it does make 
the rally to get there look more and more like a 
second-half event. Having surrendered some 40% 
of its market capitalization during the recession, it 
won’t take much in the way of an economic rebound 

Table 1 - Equity Projections

Source: Congressional Budget Office

2006 2007 2008 2009
TSX Composite 8,695          (1/30) 12,908 13,833 8,988   11,000 

% total return (3.0)            YTD 17.3     9.8      (33.0)   27.0    

TSX Operating Earnings - index adj 756      842     922     784     

                                - yr/yr % chg (8.0)           (08:Q4) 13.2    11.4    9.6      (15.0)   

      S&P 500 826            (1/30) 1,418   1,468   903     1,050   

                   -% total return, YTD (8.4)            15.8     5.5      (37.0)   21.3    

Year-end

Latest

08Q4 09Q1 09Q2 09Q3 2008 2009 2010
Canada Real GDP Growth (AR) -3.3 -4.1 -1.6 2.7 0.6 -1.2 2.0

Real Consumption Growth (AR) -1.4 1.0 0.7 1.9 3.2 0.7 2.1
CPI - Headline (y/y) 1.9 1.6 0.8 1.6 2.4 1.0 3.3
      - Core (y/y) 2.2 2.3 2.0 1.9 1.7 2.0 2.1
Unemployment Rate (%) 6.4 7.5 8.2 8.5 6.1 8.2 8.4

US Real GDP Growth (AR) -3.8 -5.2 -2.2 2.3 1.3 -1.9 2.1
Real Consumption Growth (AR) -3.5 -3.0 -2.9 0.9 0.3 -2.2 2.3
CPI - Headline (y/y) 1.6 0.3 -0.7 -1.3 3.8 0.2 4.2
      - Core (y/y) 2.0 1.8 1.9 0.0 2.3 1.9 2.3
Unemployment Rate (%) 6.9 7.9 8.6 9.0 5.8 8.6 8.9

World Real GDP Growth (% chg) - - - - 5.2 3.4 1.0

Chart 1 - Bulk of US Stimulus to Reach the Economy Over 
the Next Two Years
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to spark a sizeable rally and quickly shift investor 
expectations. But prospects for at least another two 
distressingly weak quarters, including more negative 
earnings revisions (Chart 2), suggest at least for the 
moment a sideways moving market warranting no 
more than a market weighting in equities. 

While fiscal stimulus will ultimately be good for the 
equity market, it won’t be particularly good for the 
bond market. Sovereign bond markets have been one 
of the few places to find shelter for much of the last 
year, but that safe harbour is increasingly threatened 
by the flood of issuance, needed to finance already 
large and growing government deficits. Moreover, 
as deficits set post-World War II records in places like 
the US, the risk of monetization is growing steadily. 
Deficits that were mostly smaller than today’s in 
proportion to the size of the economy, were readily 
monetized in the US in the aftermath of World War 
II and during the Korean and Vietnam wars. With 
50% of the US debt now foreign-held, the incentive 
to spare domestic taxpayers and “default” on foreign 
bondholders through inflation-related currency 
depreciation is far larger today. 

Investors are already beginning to sniff the prospects 
for reflation in these huge deficits as evidenced by 
the shift in expectations embedded in real return 
bond yields (Chart 3). In addition, the funding cost of 
acquiring troubled assets is raising concerns. The UK 
government has been out in front in tackling bank 
troubles. The surge in 10-year gilt yields after the 
purchase of 70% of Royal Bank of Scotland in mid-
January, potentially adding billions more to the public 
debt, may hold cautionary lessons for bondholders 
elsewhere (Chart 4).

Lags in delivering broad-based fiscal stimulus aren’t 
the only reason for investor caution. US bank 
stocks have moved higher in recent weeks. But to 
date, government-financed bank bailouts, while 
protecting bank depositors and creditors, have left 
bank shareholders to fend for themselves. Since 
there are likely to be spillover effects from US banks 
to Canadian banks, we remain only neutral in our 
market weighting.

Our overweight of the gold sector has been a key 
contributor to our portfolio’s returns recently. With 

STRATEGY
Chart 2 - TSX Earnings Estimates Still Falling, 
Albeit More Slowly

Chart 3 - Investor Concerns Shifting Back to US Inflation 
from Deflation

Chart 4 - Gilt Market’s Steep Slide—Lesson for Other 
Bondholders?
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financial troubles persisting and a growing risk 
that inflation down the road could be higher than 
the market expects if debt-burdened governments 
go the politically expedient monetization route, 
we are raising our overweight by another full 
percentage point this month. 

Even the most ambitious fiscal plans and 
measures taken by the Fed and other central 
banks to date won’t prevent GDP in most of the 
OECD from printing negative in the next couple 
of quarters, and intensified weakness elsewhere. 
We have trimmed our forecast for US growth to 
-1.9% in 2009 from -0.9%, as well as cutting our 
global GDP forecast back to 1%, half of earlier 
expectations. That’s on par with the early 1980s 

slump, the most severe to that point since WW II. With a few exceptions like China, foreign governments have 
not moved as aggressively as the US has to shore up growth. Though the recent financial crisis may have had its 
origins in the US, the less aggressive response of some key overseas jurisdictions will lead them to trail the US this 
year. We expect GDP in the Eurozone area to fall by 2% in 2009. Plunging production figures point to an even 
steeper 2.3% decline in Japan, as the strong yen heightens pressure on the beleaguered export sector.

China remains a wild card, for Canadian resource producers in particular. Growth there has certainly slowed, 
to a sub-7% rate in the most recent quarter, the weakest pace in seven years. Observers though, have twice 
prematurely forecast the end of China’s boom in the last decade—once during the Asian crisis and five years later 
during SARS. The government’s huge stimulus package, half again as large proportionately as the one taking shape 
stateside, will provide a notable lift to growth, particularly resource-intensive demand. The surge in government 
spending in the last two months of 2008 and a somewhat better-looking PMI (Chart 5) suggests a recovery in 
China could come earlier than some observers expect. 

Table 3 — Valuations & Earnings Growth by Sector

4-Qtr Fwd Index
Earnings Level Current Last Decade 2006 2007 2008 2009 (f)

Energy 244.6 2026 8.3 12.0 11.1 14.7 42.6 -24.6
Health Care 18.5 285 15.4 22.0 29.8 -38.8 -20.5 6.0
Financials 116.4 1054 9.1 12.0 19.2 13.5 -12.7 -11.1
Consumer Discretionary 71.6 747 10.4 15.7 6.1 8.5 19.6 -12.0
Consumer Staples 97.6 1435 14.7 17.8 -3.0 0.0 5.2 -7.9
Telecommunications 59.9 699 11.7 29.8 26.3 33.0 -4.3 -13.7
Materials 170.0 2270 13.4 28.9 80.2 30.2 39.1 -9.4
Utilities 52.4 1479 28.2 17.4 0.4 49.6 -61.2 122.6
Industrials 85.3 845 9.9 14.9 21.9 38.2 -3.1 -18.0
Info Tech 15.1 234 15.5 44.5 121.1 133.5 37.6 12.1
TSX Composite 862.0 8695 10.1 16.1 13.2 11.4 9.6 -15.0

Forward PE

Note: Indexes as of Jan 30th close; 4-qtr fwd earnings are proj. 09:Q1 thru 09:Q4

TSX Op. Earnings (% ch)

Chart 5 - Hopes Grow For Early Turnaround in China
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Building Bridges Back to Prosperity

Governments, the world over, are now buying jobs and investing in the future by ramping up infrastructure 
spending. Investors have already priced in the resulting rewards in some countries and sectors. But in Canada 
and other countries, where infrastructure-related stocks have moved less, there may still be time to capitalize on 
the pending boom.

Victory in the war on the deficit, obtained in part by reducing government’s longer term investment spending, 
has contributed to another deficit—in available infrastructure, relative to economic and social needs. In Canada 
alone, the gap between the existing infrastructure stock and desirable levels has been estimated to be as large 
as $150 billion. Plugging that shortfall should drive strong spending and profit growth in companies, providing 
needed equipment and services over the next few years.

All told, we expect an additional $650 billion in global infrastructure spending over the course of the next two 
years. In the US, we estimate that the Obama Administration will spend close to $150 billion of the upcoming 
nearly $1 trillion stimulus package directly on infrastructure, including road construction, rail, smart grid 
development and health information infrastructure. In China, almost 80% of the nearly $600 billion stimulus 
spending will go into infrastructure. Add in outlays elsewhere and additional infrastructure spending around the 
world in the next two years alone will total almost two-thirds of a trillion dollars.

Where will the money go in Canada’s case? Based on an 
examination of the top 100 largest planned projects, we 
estimate that roughly 40% of all upcoming infrastructure 
investment will go to the power sector (Chart 6). A good 
portion of this will go to finance major hydro and nuclear 
projects. The coming years will also see a significant 
inflow of infrastructure money into the transportation 
sector, followed by health infrastructure. That raises 
the prospects, not only of benefits for traditional 
infrastructure suppliers like transit and transportation 
equipment manufacturers and engineering firms, but 
also information systems suppliers. 

Table 4 — Commodity Price Forecast

Chart 6 - Canada’s 100 Largest Infrastructure 
Projects
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30-Jan 2006 2007 2008 2009 (f) 2010 (f)

Oil (WTI) $/bbl 42 66 72 100 65* 100*

Natural Gas (Henry) $/Mn Btu 4.77 6.73 6.97 8.89 5.30 8.00

Gold $/troy oz. 920 604 695 872 1000* 1050*

Copper $/lb 1.42 3.06 3.24 3.16 1.60 1.90

Aluminum $/lb 0.60 1.17 1.20 1.17 0.60 0.75

Nickel $/lb 5.07 10.98 16.86 9.57 4.50 5.50

Zinc $/lb 0.49 1.48 1.48 0.85 0.50 0.65

 *Year-end

Average
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STRATEGY
While it appears that US infrastructure stocks may 
be overshooting, based on planned project spending 
levels, that’s not as broadly the case in Canada. 
Although CIBC World Markets’ infrastructure index 
has outperformed the TSX over the last two months, 
its advance so far, is only a fraction of the rally seen 
south of the border (Chart 7). Global infrastructure 
stocks also have yet to react significantly to the 
upcoming boom, and these may also represent 
good value in some cases. Our analysis of past cycles 
suggests that engineering stocks tend to lead other 
infrastructure stocks. Areas that normally lag the 
group, like the equipment distribution space, may 
provide more upside for investors looking to invest 
now. 

The gold sector’s share of market cap has doubled at the expense of energy and materials since last summer (Chart 
8). The telecom sector has also increased its throw weight, despite the collapse of a major M&A deal. So has the 
weighting of other key defensive sectors, like utilities and consumer staples, both of which we recommend for the 
stability they provide to portfolios in troubled times. 
The decline in bank and insurance stocks has also 
been relatively modest compared to the carnage seen 
stateside. As a result, the TSX is now three times as 
dependent on financial services as the S&P 500 is. The 
financial sector’s ranking there has plummeted from 
the top position last summer to fifth spot today.

Financial sector woes have returned to the very top 
of market worries recently, as the extent of troubles 
affecting the world’s credit institutions has become 
clear, and early optimism over efforts like the first 
phase of the TARP, has faded. Despite a better 
performance than hard-hit, highly levered institutions 
stateside, the TSX banking group has lagged the TSX 
since mid-November.

Table 5 - Fixed Income & Exchange Rate Projections

Chart 8 - Weight of Gold & Defensive Sectors in TSX 
Has Grown

0 10 20 30 40

Financials

Energy

Materials

  -Golds only

Telecoms

Industrials

Cons Disc

Info Tech

Cons Stap

Utilities

Health

31-Jan
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Year-End

2007 2008 2009

B of C Overnight Target (%) 1.00 0.50 0.50 4.25 1.00 0.75

2-Year GOC 1.41 1.00 1.25 3.75 1.41 2.00

10 Year GOC 3.05 2.90 3.00 3.99 3.05 3.40

30-Year GOC 3.77 3.65 3.70 4.10 3.77 3.95

S&P TSX Cdn Bond Index (% YTD total return) -2.3 -0.4 -0.1 3.8 -2.29 1.0

Fed Funds 0.25 0.10 0.10 4.25 0.13 0.50

10-Year US Note 2.84 2.70 2.75 4.03 2.10 3.00
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Chart 7 - CDN Infrastructure Stocks
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Adding More Exposure to Golds

We have added a point of weighting to the golds, 
strengthening our already overweight exposure. Gold 
prices have benefited recently from financial jitters, and 
should continue to draw support from that and other 
sources. Although we remain neutral-to-slightly bullish 
on the US dollar in the next 3-4 months, renewed selling 
pressure against the currency in the second half of the 
year should aid gold. Inflation expectations have nowhere 
to go but up from still-low levels, and could well rise 
spectacularly if governments in the US and other countries 
monetize yawning budgetary deficits, to avoid hitting 
taxpayers or crowding out other borrowers. M1’s over 
40% annualized growth rate in the US in the last three 
months adds to upside risks for inflation down the road. 

Canadian mining stock shares, moreover, have been outperforming the price of gold itself recently (Chart 9), 
aided by cost improvements at major producers. Creating the potential for further near-term outperformance, 
the gold group’s rising index weight has also, apparently, caught many indexers short.

With markets showing some resistance to the weak dataflow of late, we’ve opted to finance that move by taking 
a point of profit on our sizeable 3% overweight of the consumer staples group. That sector has been the TSX’s 
best performer in the last six months. 

Oil Prices: Another Spike on the Horizon

Although we’ve trimmed our oil price forecast for this 
year to an average $50/bbl, we expect prices to begin to 
move up fairly aggressively as the global economy starts to 
move out of the doldrums late this year and next. We’re 
consequently maintaining our 4% overweight of the TSX 
energy group. For all of the markets’ fixation on demand, 
the more important story is playing out regarding supply. 
Cancellations or delays in the Canadian oil sands alone will 
shave a million barrels from new supply in the next five to 
seven years. 

And what’s occurring there is merely the tip of a larger 
shrinking supply iceberg globally. While they might have a 
decade or two ago, the industry’s economics don’t work 
these days at $40 per barrel—not when the full-cycle cost 
of an incremental barrel of mined oil sands production is around $90. And alternatives, such like ultra-deepwater 
areas of the Gulf of Mexico and Brazil’s Tupi field need sustained prices well above $60 for viability. Global oil 
demand, which is likely to fall by 1% this year, snapped back at around a 3% rate after two declines in oil 
consumption in the mid-1970s and early 1980s. Even a more modest bounceback this time, along with supply 
cutbacks, would see the world facing renewed supply deficits of nearly 2 million barrels per day in 2010, resulting 
in renewed downward pressure on inventories and rising prices (Chart 10).

Given the ongoing supply destruction taking place, we expect to see oil prices as one of the very early barometers 
of any turnaround in the pace of world economic growth. 

STRATEGY

Chart 10 - Supply Cuts Will Lead to Higher Future 
Prices
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HISTORICAL PERFORMANCE: CIBC WM BENCHMARK AND ASSET CLASSES

(2)           Market benchmark weight is the actual mix for stocks, bonds and cash held by the broad base of pension funds, segregated funds, mutual funds 
and insurance companies. This totals about $1 trillion of which pension and mutual funds are the biggest (45% & 37%) with life insurance and 
segregated funds at 11% & 7% respectively. The cash, stock and bond breakdown varies significantly among the 3 basic components such that 
the benchmark for any of the 4 categories may vary significantly from the published aggregate (eg. equities can vary from 10% for life companies 
to 75% for the other 3 categories). Data is Statistics Canada/Bank of Canada published data updated to current based on correlation analysis from 
the most recent partial actuals. The total return for the index will differ slightly from the summed weighted return for the sectors due to the weight 
shifts on a day-to-day basis.

(3)           Equities by GICS sector benchmark weights are TSX data. Sector index levels are total returns.

All Asset Classes TSX Only

(1)	 Total return for the recommended portfolio is the index return multiplied by the individual asset mix or sector weight
 	 recommended by Economics & Strategy. Recommen ded portfolio weights for the current month appear in the front table.

PERFORMANCE OF STRATEGY PORTFOLIO VS BENCHMARK

Asset Classes 2008 2009 YTD Last 3 Mos.
Stocks (TSX Composite Total Return Index) -33.00 -2.96 -10.00
 -Strategy Equity Portfolio -32.44 -3.00 -8.97
Bonds (Bloomberg Cda Bond Index) 11.77 -2.29 4.86
Cash (1-Month Bills) 2.27 0.06 0.23
Total Market Benchmark(2) -13.79 -2.37 -3.38
  -Total Strategy Portfolio -14.17 -2.29 -2.21
TSX Stocks by Sector (Total Return) (3) 2008 2009 YTD Last 3 Mos.
Consumer Discretionary -35.41 -7.39 -18.68
Consumer Staples -6.08 -1.50 1.75
Energy -33.88 -4.04 -30.13
Financials -36.45 -6.33 -34.34
 -Banks -31.43 -8.17 -27.33
 -Insurance, REITS, others -42.37 -3.67 -13.37
Health Care -30.15 13.27 1.71
Industrials -25.06 -7.77 -7.77
Info Tech -54.18 29.67 9.58
Materials -26.48 0.29 26.63
 -Gold 4.32 0.12 15.48
 -Other Metals -63.19 2.51 -9.20
 -Chemicals -40.63 0.32 -13.10
Telecom -24.85 -3.04 -15.63
Utilities -20.46 -1.80 -4.97
*as of Jan 30/09
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EQUiTY RESEARcH

 TSX SECTORAL VIEWS BY FUNDAMENTAL EQUITY RESEARCH ANALYSTS FOR FEBRUARY 2009

Consumer Discretionary — B. Bek

The lack of ad sales visibility suggests that potentially deteriorating markets may pressure near-term stability 
in the media sector, leading us to take a more conservative approach to expectations (Bek: Communications 
& Media – Market Weight). 

Long-term fundamentals are intact, particularly for wireless, despite near-term macro-economic concerns 
(Bek: Telecommunication & Cable – Market Weight).

Consumer Staples — P. Caicco

2008 was probably the worst Christmas from a merchandising perspective in a couple of decades. From the 
point of view of most retail and consumer companies, anything that could go wrong did go wrong. Leading 
into the season, the stock market crash crushed savings and house values plunged. With the U.S. economy 
stalled and oil prices depressed, Canadian industry began to slow and job losses mounted. Unfortunately, the 
outlook for the first half of 2009 does not look much better. We expect that retailers’ results will continue 
to be hampered by cautious consumer behaviour, translating into pressured top and bottom lines (Caicco: 
Merchandising & Consumer Products – Market Weight).

Energy — W. Lee, M. Bridges, B. Borggard, J. Fetterly & R.Pare

As commodity prices seem to be nearing a bottom and current valuations are at all-time lows [using net asset 
value (NAV) metrics relative to forward commodity prices as a benchmark], we would argue that current 
levels represent a very attractive entry point for long-term investors—we will wait for a clearer picture on the 
economy before moving to a more aggressive stance (Lee: Oil & Gas, Large Cap – Market Weight). 

At current levels, we believe oilfield services equities are reflecting a scenario far worse than our cautious 
outlook for 2009. While investors are understandably cautious, valuations for the space generally are at or 
near historical lows, with several names trading on what we believe to be a distressed/liquidation basis. While 
we foresee few near-term catalysts to improve investor sentiment and signal a recovery in activity, we believe 
current levels represent an attractive entry point for investors willing to take a longer-term investment horizon 
(Fetterley: Energy Equipment Services – Market Weight). 

We believe current levels represent a very attractive entry opportunity for long-term investors—we will wait 
for a clearer picture on the economy before moving to a more aggressive stance (Bridges, and Borggard: 
Oil & Gas Junior E&P – Market Weight). 

With ongoing weakness in commodity prices, the international E&P space is focused on capital spending in 
2009 that falls within operating cash flow, supplemented by existing credit capacity (Pare: International 
E&P – Market Weight)

Financials — D. Mihelic, R. O’Reilly, A. Avery

Despite the outlook for a grim next 18 to 24 months, we believe that the Canadian banks are well capitalized 
and will continue to pay dividends at current levels. The lifecos are facing a cyclical weakness that may have 
shorter-term impacts on their profitability. The new levels of higher earnings volatility might continue for 
a number of quarters to come. Given the volatility in the equity markets, the lifecos might book lower fee 
income on a diminished AUM base and experience declining variable annuity sales. That said, the lifecos are 
well capitalized (Mihelic: Banks & Lifecos – Market Weight). 
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Despite tight credit conditions, we believe that conservatively capitalized commercial and residential REITs will 
be successful in refinancing their maturing debt and in financing the limited amounts of largely pre-leased 
development activity that they have under way (O’Reilly and Avery: Real Estate – Overweight).

Health Care — M. Paris

Market Weight sector weighting reflects a balanced risk/reward outlook for the sector heavyweights. 
We believe that the healthcare sector remains defensive as a whole, even in tremendously difficult times. 
Demographic factors certainly suggest that the demand for health care will continue to grow for a number 
of years (Paris: Health Care – Market Weight). 

Industrials — M. Willemse, J. Bout, C. Murray

The auto sector lacks any material catalysts until U.S. monthly light vehicle sales can show signs of a firm 
bottom. We are forecasting U.S. light vehicle sales of 10.5 million units in 2009  (Willemse: Automotive 
– Market Weight). 

Steel producers have continued to cut production aggressively over the past few months in an effort to 
stabilize falling steel prices as end-market demand continues to decline. U.S. weekly steel production has 
declined by 60% from the highs in mid-August, with capacity utilization falling to 33.5% in the last week 
of production in December 2008 before reversing the downward trend and moving up to 36.3% in the first 
week of production in 2009 (Willemse: Steel – Market Weight). 

The solar industry has been experiencing significant headwinds over recent months as increases in capacity 
have outpaced relative increases in demand, resulting in price pressure for solar modules and polysilicon. 
Constraints over credit availability and project delays (caused by economic concerns) have caused demand to 
be lower than expected heading into 2009 (Willemse: Solar – Market Weight). 

Our outlook for the heavy equipment group is cautious with the slowing global economy and declining 
commodity prices (Bout: Capital Equipment – Market Weight). 

Our Market Weight sector weighting reflects the mixed outlook for the end-markets it services. As the 
transporter of all things commercial, residential and industrial, historically, the Canadian rails’ performance has 
mirrored economic conditions. However, given the sector-specific issues facing the trucking industry (highway 
congestion, higher fuel costs for trucks versus rails, and increased regulations), we expect the Canadian rails to 
capture a disproportionate amount of the freight volume growth (at the expense of trucks) (Bout: Railroads 
– Market Weight). 

Capacity cuts and fare moderation will be the order of the day allowing the scheduled carriers to expand 
earnings margins, taking advantage of the drop in crude prices  (Murray: Airlines – Market Weight). 

Information Technology — P. Lechem, T. Coupland

With organic growth likely under pressure due to the macro environment and with valuations declining 
to attractive levels, we expect consolidation in the sector to accelerate (Lechem: Technology, Software 
– Market Weight). 

Our Market Weight sector weighting reflects the balance between economic/financial/commodity risks and 
ongoing infrastructure spending (Lechem: Business and Professional Services – Market Weight). 
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With the possibility of the next wave of the credit crisis spreading into the enterprise sector, spending on 
technology is beginning to be re-evaluated as companies conserve cash in the short term and delay upgrades  
(Coupland: Technology Hardware – Market Weight).

Materials — J. Bout, B. Cooper, J. Lethbridge, C. Hale-Sanders

We believe the longer-term fundamentals are still in place for gold to remain strong (Cooper: Mining, 
Precious Metals – Overweight). 

Our Market Weight sector weighting is based on a belief that metals are already pricing in a cyclical trough. 
The supply adjustments and low inventories should offset slower demand (Hale-Sanders: Mining, Metals 
and Minerals – Market Weight). 

As chemicals demand is typically more economically sensitive, we expect a rebound in buying to be pushed 
out until 2010. We expect demand for fertilizers to pick up by mid-2009 (Bout: Chemicals & Fertilizers 
– Market Weight). 

Given declining demand, we expect that rationalization throughout the forest products sector will continue. 
Weakening energy prices and the lower Canadian dollar are mitigating, to some extent, lower selling prices 
and weakening demand (Lethbridge: Paper & Forest Products – Underweight).   

Pipeline, Utilities & Power — P. Panarites 

Despite strong relative stock price performance in recent months, pipeline and utility stock valuations remain 
at 50%+ below theoretical levels defined under current Government of Canada (GOC) bond yields and 
normalized corporate bond spreads, as the latter remain at historically high levels. While the ultimate turndown 
in credit spreads is difficult to predict, earnings outlooks remain resilient, a characteristic that investors should 
find attractive in the current market environment (Panarites: Pipeline, Utilities & Power – Overweight).
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