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Strategy's Recommended Asset Mix 
& TSX GICS Sector Weights 

vs. Current Benchmark

Canadian investors have two powerful 
reasons to like home-cooking in their stock 
portfolio. One is that since the beginning 
of the decade, TSX total returns have been 
7% better than that of the S&P 500 per 
year, and this year-to-date is no exception.
According to our forecast, the same will 
be true for the rest of 2008, and for that 
matter 2009, with the energy and resource-
rich Canadian stock market continuing to 
signi�cantly outperform the US market. 

The second reason to hold Canadian 
stocks is diversi�cation. While stock market 
returns around the world are becoming 
increasingly correlated, TSX returns bucked 
the trend by diverging markedly from 
global performance.

Even better, the superior Canadian market 
performance cannot be attributed solely 
toward weighting differences, and hence 
cannot be simply offset by changing 
sector weights in baskets of US or other 
foreign stocks. Two-thirds of the TSX�s 
superior total return performance over 
the S&P 500 over the last year was due to 
the outperformance of various Canadian 
sectors over their US market counterparts. 
This is particularly true for energy and 
material stocks, which since the beginning 
of the year have played decisive roles in the 
better overall performance of the Canadian 
market. 

Our own portfolio continues to heavily 
overweight these sectors. This month we 
are adding more funds to our already-
largest overweight in energy stocks, where 
the market is currently paying for only 

US$75/barrel oil prices, not the US$100 price 
we see oil averaging over the rest of the year. 
And as more and more planned coal-�red 
capacity gets rejected by state legislatures in 
the United States, surging utility demand will 
soon push North American natural gas prices 
into the double-digit range.

While further asset writedowns from the US 
subprime mortgage market are a constraint 
on near-term stock market performance, we 
see the TSX recovering to 14,500 by year-end 
and moving on to set a 16,200 record high 
by the end of 2009. With more interest rate 
cuts expected from both the Federal Reserve 
Board and the Bank of Canada, we remain 
overweight bonds at the expense of cash and 
are, for the moment, index weight stocks. 
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“ E v e n  b e t t e r, 
t h e  s u p e r i o r 
Canadian market 
p e r f o r m a n c e 
c a n n o t  b e 
attributed solely 
toward weighting 
differences, and 
hence cannot be 
simply offset by 
changing sector 
weights in baskets 
of  US or  other 
foreign stocks.” 

ASSET MIX (%)
Bench-
mark

Strategy
Recom-
mend.

vs
Bench-
mark

chg 
vs 

mon. 
ago*

Stocks 54 54  0.0  0.0
Bonds 38 42 +4.0  0.0
Cash 8 4 -4.0  0.0
GICS SECTORS  (%)**
Cons. Discretionary 4.3 1.8 -2.5  0.0
Cons. Staples 2.4 2.9 +0.5  0.0
Energy 29.0 35.0 +6.0 +1.0
Financials 28.3 25.8 -2.5  0.0
 -Banks 15.7 13.7 -2.0  0.0
 -Insur., REITs, oth. 12.6 12.1 -0.5  0.0
Health Care 0.4 0.4  0.0  0.0
Industrials 5.3 3.3 -2.0  0.0
Info Tech 4.8 3.8 -1.0  0.0
Materials 19.0 21.0 +2.0  0.0
 -Gold 8.4 9.4 +1.0  0.0
 -Other Metals 5.5 6.5 +1.0  0.0
Telecom 4.9 2.4 -2.5 -1.0
Utilities 1.6 3.6 +2.0  0.0

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

** Benchmark weights are for TSX Composite.
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Riding Out US Recession in Energy and Resource Stocks�Jeff Rubin and Peter Buchanan

Table 2 - Economic Forecast

US payroll employment fell for a second consecutive month in February, with declines in both retail sales and 
durable orders helping to dispel any doubt that the US economy has lapsed in recession. Bear Stearns� collapse 
during the month also fueled volatility as concerns over the subprime debacle reached new levels. Thanks to 
�scal and monetary stimulus efforts, including deeper rate cuts, and still-positive export prospects, we continue 
to expect a modest downturn, with the economy gradually regaining speed beyond mid-year (Chart 1).

Having pared back our equity weighting to 
neutral in January, we are staying with that 
exposure for now, while shifting a further point 
from the underperforming telecom sector into 
energy. That mirrors our belief that Canadian 
resource stocks with their predominantly global 
emphasis, are one of the better places for riding 
out a housing- and �nancial services-centred US 
recession. Energy valuations, moreover, now 
appear to be on the cheap side given our latest 
forecast of an average US$100/bbl wellhead 
price for West Texas crude this year and 
US$110 in 2009. Even with March�s �collapse�, 
the CRB is up 8% year-to-date. That, along 
with triple-digit oil, is as clear a sign as any that 
the US no longer drives the global commodity 
demand bus. While the US growth picture has 
darkened, momentum overseas, including most 
importantly Asia�s resource-hungry emerging economies, remains intact.

Table 1 - Equity Projections

Chart 1 -  US Economy in Recession
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Forecast
Real GDP Growth (q/q ann.)

07Q4 08Q1 08Q2 08Q3 2007 2008
Canada Real GDP Growth (AR) 0.8 0.9 0.4 1.8 2.7 1.6

Real Consumption Growth (AR) 7.4 3.3 3.2 3.0 4.7 4.3
CPI - Headline (y/y) 2.4 1.9 1.8 2.5 2.1 2.3
      - Core (y/y) ex taxes 1.6 1.4 1.4 1.5 2.1 1.6
Unemployment Rate (%) 5.9 5.8 6.2 6.4 6.0 6.2

US Real GDP Growth (AR) 0.6 -0.5 -1.6 1.7 2.2 0.9
Real Consumption Growth (AR) 1.9 0.5 -1.5 1.6 2.9 1.1
CPI - Headline (y/y) 4.0 4.2 3.5 4.2 2.9 4.0
      - Core (y/y) 2.4 2.5 2.3 2.2 2.3 2.5
Unemployment Rate (%) 4.8 4.9 5.2 5.3 4.6 5.2

World Real GDP Growth (% chg) - - - - 4.9 4.3

2006 2007 2008 2009
TSX Composite 13,350        (3/31) 12,908 13,833 14,500 16,200 

% total return, YTD (2.8)            17.3     9.8      7.7      14.1    

TSX Operating Earnings - index adj 733      826     917     1,027   

                                - yr/yr % chg 14.0           (08:Q2) 17.4    12.7    11.0    12.0    

      S&P 500 1,323          (3/31) 1,418   1,468   1,375   1,475   

                   -% total return, YTD (9.4)            15.8     5.5      (3.9)     9.5      

Year-end

Latest
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Subprime Crisis Far From Over But More Help Coming

With subprime writedowns likely to rise to over US$300 billion from US$200 billion now, and housing prices 
heading for a 20% decline from 2006�s peak, the worst US �nancial crisis in decades is far from over. But the 
good news is that policymakers, both elected and non-elected, are stepping up their rescue efforts. The Fed has 
become much more aggressive in responding to the crisis, not only through rate cuts but also as a lender of last 
resort to commercial banks, and in the wake 
of Bear�s collapse, to investment banks as well. 
The over US$60 billion of emergency �nancing 
provided through the discount window and 
special Term Auction facility far exceeds past 
infusions, including injections after LTCM�s 1998 
blowup (Chart 2). The Fed effectively put public 
money on the line in agreeing to take US$30 
billion of risky assets to expedite the Bear Stearns 
deal. With politicians of all stripes lining up with 
plans to help beleaguered mortgage borrowers, 
it looks as if taxpayers, as in previous crises, will 
eventually be on the hook for a measurable part 
of the debacle�s cost. The only real question is 
whether the drain on the treasury will match, or 
perhaps even exceed, the over-US$200 billion 
cost of the S&L meltdown in today�s dollars.

Even with more �scal help coming, the Fed will probably have to cut the Funds rate by a further 100 bps to put 
a �oor under the economy and sentiment. That includes a further 50 bps at April�s FOMC meeting. Although 
recent better-looking data reduces pressure on the Bank of Canada to act quite so aggressively, a further 75-bp 
cut in the overnight target still creates headroom for the long Canadas, warranting a continuation of our 4%-pt 
bond overweight.

TSX�s Declining US Correlation Lessens Need 
to Play Strictly Defense

Although even a modest US recession would 
ordinarily be a sign for investors north of the 
border to hunker down, we do not believe that 
a shift to a completely defensive posture is as 
warranted today as it might once have been. 
Long viewed as the S&P 500�s junior cousin, the 
TSX Composite has in fact increasingly charted 
its own course in recent years. The decade so 
far, may have been a lost one for the S&P 500, 
with a paltry 0.5% annual total return, including 
the dividend. But it has certainly not been a 
lost decade for the TSX, which has yielded a 
7.8% return, rising to a handsome 12%-plus 
in US$ terms, factoring in the loonie�s stellar 
performance against the greenback (Chart 3). 

STRATEGY

Chart 2 -  Emergency Lending Jumps off the Chart
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Chart 3 -  Lost Decade for US Stocks, But Not Cdn Ones
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And that pattern has carried over into 2008 with an 
over 6% performance gap in Toronto�s favour, year-
to-date (Table 3).

An examination of the correlation in quarter-to-
quarter return patterns yields much the same 
conclusion. While most developed country equity 
markets have become much more correlated in 
recent years, the degree of correlation between the 
TSX and the S&P 500 has actually declined since 
the end of the dot.com era. In a sharp reversal from 
the past, a dollar invested in the Canadian market 
now offers greater opportunity for diversi�cation 
for investors with a sizeable US$ exposure than a 
matching amount placed in European and Asian 
stocks (Chart 4).

Our analysis also suggests that while the TSX�s 
better showing is, in part, due to the strength on 
both sides of the border of sectors like energy 
and other resources, it also re�ects the fact that a 
number of TSX market groups have outperformed 
their S&P 500 peers. About 75% of the TSX�s 6 to 
7-point performance edge so far this year�and two 
thirds of the TSX gap in the last year�is due to the 
better performance of similar TSX segments rather 
than broad weighting differences. The material 
and the energy groups have had among the best 
performances relative to their S&P peers (Table 3). 
The difference in energy is partly due to the recovery 
in natural gas, which is relatively more important to 
the Canadian sector. A heavier emphasis on gold 
mining and non-cyclically sensitive agricultural, rather 
than industrial  chemicals, has contributed to the TSX 
materials groups� better showing.

Table 4 � Valuations & Earnings Growth by Sector

4-Qtr Fwd Index
Earnings Level Current Last Decade 2005 2006 2007 2008 (f)

Financials 157.9 1683 10.7 10.9 12.8 18.1 14.1 4.5
Consumer Discretionary 84.0 1102 13.1 18.6 1.4 12.1 21.0 7.0
Telecommunications 65.6 865 13.2 34.7 6.1 34.2 27.9 6.0
Consumer Staples 109.5 1479 13.5 17.0 1.1 -2.3 -3.6 7.0
Utilities 128.6 1860 14.5 13.9 10.4 15.2 53.7 8.0
Industrials 80.8 1225 15.2 15.6 26.0 12.5 39.3 -3.0
Energy 208.1 3335 16.0 13.0 54.5 14.1 7.2 16.0
(Energy-cash f low  basis) 357.6 * 3335 9.3 ** 5.4 ** 31.1 7.5 5.0 12.2
Health Care 19.5 371 19.0 49.7 5.0 26.9 -37.3 -11.0
Materials 135.0 3331 24.7 27.5 56.6 81.0 1.6 15.0
Info Tech 10.0 388 38.8 32.3 260.9 44.2 151.9 17.0
TSX Composite 916.9 13350 14.6 17.9 31.2 17.4 12.7 11.0

*Forward cash flow **Price to Fwd Cash Flow

Forward PE

Note: Indexes as of Mar 31st; 4-qtr fwd earnings are proj. 08:Q1 thru 08:Q4

TSX Op. Earnings (% ch)

Chart 4 - TSX Now Offers Greater Diversi�cation 
Potential Than Other Markets

0.82

0.69 0.720.74

0.92 0.92

0.0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1.0

TSX in US$ MSCI EAFE in US$ MSCI World ex-US
in US$

1980-2003 Last 5 years

correlation of Total Returns with S&P 500

Table 3 � Strong Matching-Sector Performance 
Accounts for 75% of TSX�s 2008 Edge 
(ranked by performance gap) 

TSX S&P 500 Gap (% pts)
Info Tech -2.1 -15.1 13.0
Materials 5.5 -4.3 9.8
Health -4.7 -12.0 7.2
Energy -1.3 -7.8 6.6
Financials -10.6 -13.9 3.3
Utilities -7.6 -10.9 3.3
Industrials -3.4 -4.4 0.9
Telecom Services -13.6 -14.3 0.7
Cons Staples -7.1 -2.5 -4.6
Cons Discretionary -15.9 -6.2 -9.7
All Sectors -4.8 -9.8 5.0

% change YTD
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Our year-end target of 14,500 for the TSX in 2008 and 16,200 in 2009 embodies our expectation that TSX will 
continue to outperform the S&P 500 with returns of 7.7% this year and 14.1% in 2009. While consensus S&P 
earnings projections are being pared, those for the TSX have actually risen in the last month. That fact, in step 
with the rise since the start of the year in oil and other commodity prices, appears to be contributing to the 
performance gap between the two markets. Analysts are now looking for a rise of nearly 13% in TSX index 
earnings in 2008 versus a gain of about 11% a month ago. 

Adding to Energy, Stocks Cheap Relative to Crude

Turning to key market sectors, we are adding a further point of exposure to energy this month, taking our 
overweight to an aggressive 6%. Declining inventories in the US and other countries, along with reports of delayed 
megaprojects, and the recent strength of Chinese oil imports all suggest that supply remains hard pressed to meet 
demand. A sizeable chunk of new demand, moreover, is coming from the oil-producing countries themselves, 
where subsidized consumers are largely insulated from rising prices. That places even greater upwards pressure on 
prices for unprotected consumers in the free-market OECD nations. While Americans are paying a record US$3.30 
for gasoline, prices well below US$1/gallon are still the norm in Middle East producing nations.

Earlier in the year, we estimated that project delays will help keep global crude supply from rising by more 
than 0.7% per year in the next half-decade, a third of the pace expected by the IEA. Predictions by Russian 
of�cials that production there will likely fall in 2008 for the �rst time in a decade also point to a tighter supply 

picture than has hitherto been generally 
acknowledged. Based on recent supply 
and demand developments, we continue 
to look for oil to average US$100 this year 
and US$110 in 2009. Given the historical 
relationship between energy stock prices 
and oil and gas prices, we estimate that 
a per-barrel WTI price of only US$75 is 
embedded in stock valuations presently. 
With current resource prices and the 
present C$ exchange rate, we estimate the 
TSX oil and gas index should be trading 
about 35% above current levels (Chart 5). 
While the energy index tracked crude�s rise 
closely to US$75, it has priced in little of 
the increase since. 

Table 5 � Commodity Price Forecast

3/312007 2005 2006 2007 2008 (f) 2009 (f)

Oil (WTI) $/bbl 102 57 66 72 100 110

Natural Gas (Henry) $/Mn Btu 9.83 8.89 6.73 6.97 10.00 11.00

Gold $/troy oz. 934 444 604 695 1150* 1250*

Copper $/lb 3.87 1.67 3.06 3.24 4.00 4.20

Aluminum $/lb 1.34 1.23 1.17 1.20 1.30 1.10

Nickel $/lb 13.41 6.71 10.98 16.86 13.00 12.00

Zinc $/lb 1.04 0.63 1.48 1.48 1.10 1.20

Uranium (contract price) $/lb 95 31 50 95 105* 120*

 *Year-end

Average

Chart 5 - Oil and Gas Stocks versus Crude Prices

0

500

1000

1500

2000

2500

3000

3500

4000

4500

5000

-10 5 20 35 50 65 80 95 110

Energy Index Hasn't Priced in 
Crude's Rise Above $75

TSX Energy Index

West Texas, US$/bbl

0

500

1000

1500

2000

2500

3000

3500

4000

4500

5000

Jan-91 Jan-96 Jan-01 Jan-06
Actual level

Predicted from hist. relationship to
WTI, nat gas prices and C$

35%
"valuation 

gap"

TSX Energy Stocks "Cheap"
 vs Oil Prices



�

CIBC WORLD MARKETS INc.	 Canadian Portfolio Strategy Outlook�April 2, 2008

STRATEGY
While low gas prices restrained energy 
stock valuations earlier, natural gas prices 
have rebounded even more strongly than 
crude oil prices in recent months, aided by 
the effect of a cool winter and unusually 
�rm power industry demand. Even with the 
recent increase, North American gas prices 
are still abnormally cheap relative to oil on 
a BTU equivalent basis. Longer term, the 
need for more gas-�red power to take the 
place of cancelled coal-�red plants, which 
are increasingly anathema thanks to climate 
worries, should support demand and prices 
(Table 5). At the same time non-commercials, 
or speculators, remain heavily short the 
NYMEX gas contract (Chart 6, left). That 
suggests that the recent strength of gas 
prices is, in all probability, being fed not by 
speculative pressures as some claim, but quite 
likely by the efforts of power generators and 
other users to guard against even higher prices 
down the road.

As with other resource segments like mining, all signs point to a continuing strong oil & gas M&A market. Global 
deal completions in the �rst three months of the year were up nearly 70% on the year. That, and the need by 
the integrateds, to replace sharp declines in their reserves point to further oil sands acquisitions (Chart 6, right) 
a positive for valuations.

Gold�s Retreat Likely to Be Short-Lived

Even with the past month�s volatility, the mining-dominated materials group has been the TSX�s leading performer 
in 2008. Warranting an overweight of the sector, the price for a range of non-energy commodities should remain 

Table 6 - Fixed Income & Exchange Rate Projections

Chart 6 - Speculators Not Driving Natural Gas� Rise,
Majors Dwindling Reserves Makes Oil Sands Appealing

*ExxonMobil, Chevron, ConocoPhillips, 
Occidental, Total, BP, Royal Dutch Shell, ENI

Source: SEC & company reports
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Chart 8 - Telecoms: Revenues by Segment, 
Weaker Global M&A Backdrop

Source: CRTC
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�rm in 2008 given anticipated supply and demand conditions. Softer US copper demand in 2007 was readily 
offset by growth in China. We estimate that a modest recession in the US will only trim about half a per cent from 
Chinese growth�a modest hit for an economy that has been expanding at a 10-11% pace in recent years. As 
with oil, and helping to underpin prices, supply has become increasingly stretched for many minerals and industrial 

metals in recent years due to strong secular 
demand growth. Gold�s retreat back to the sub-
US$900 level is likely to prove temporary. Further 
dollar selling, along with more Fed cuts, in�ation 
jitters and efforts by central banks in reserve-
rich countries like Russia and the Middle East 
to diversify their reserves, point to a continuing 
secular bull market. A new upleg to US$1,150/oz 
by year-end implies further headroom for the TSX 
gold group.

Financial stocks on both sides of the border 
rebounded after the Bear Stearns� rescue but 
investors looking for sustained improvement 
at this point may be disappointed, and we 
consequently continue to suggest an underweight 
exposure. The large US commercial banks start to 
report the third week of April, raising the spectre 
of a further deluge of writedowns, which could 

affect valuations on both sides of the border. Some Canadian banks now have signi�cant stakes in US banking. 
Wider credit spreads, weaker levels of capital market activity and a weakening economy stateside also point to 
a less favourable earnings environment. Loan write-offs, moreover, have been rising rapidly on both sides of the 
border. Suggesting a need for further provisions, reserves in the US now trail the value of overdue loans for the 
�rst time in 15 years. Atop this, deleveraging also threatens to crimp future earnings since a signi�cant proportion 
of past growth, particularly at securities �rms, has come from rising leverage ratios. Nor are subprime stresses by 
any means limited to banks, with write-offs threatening to overtake Hurricane Katrina as the insurance industry�s 
second costliest event ever (Chart 7).

Offsetting our upgraded energy exposure, 
we have moved to a deeper underweight 
of the telecom sector. The wireless side 
has driven EBITDA growth in recent 
years, helped by higher margins (Chart 
8, left) that are now threatened by new 
entrants. With cell phones increasingly 
ubiquitous, revenue growth continues 
to slow from the near-20% year-to-year 
growth rate of a few years back. Canada 
now has one of the highest rates of 
broadband internet penetration in the 
world, pointing to growing saturation 
in another revenue segment. The softer 
global M&A backdrop also contributes 
to our caution on the sector (Chart 8, 
right).

STRATEGY



�

CIBC WORLD MARKETS INc.	 Canadian Portfolio Strategy Outlook�April 2, 2008

STRATEGY

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 signi�cantly among the 3 basic components such that 
the benchmark for any of the 4 categories may vary signi�cantly 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
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Asset Classes 2007 2008 YTD Last 3 Mos.
Stocks (TSX Composite Total Return Index) 9.83 -2.84 -2.84
 -Strategy Equity Portfolio 9.09 -2.06 -2.06
Bonds (Bloomberg Cda Bond Index) 3.84 3.76 3.76
Cash (1-Month Bills) 4.07 0.74 0.74
Total Market Benchmark(2) 7.22 -0.12 -0.12
  -Total Strategy Portfolio 7.20 -0.30 -0.30
TSX Stocks by Sector (Total Return) (3) 2007 2008 YTD Last 3 Mos.
Consumer Discretionary 4.22 -14.32 -14.32
Consumer Staples -5.34 -6.04 -6.04
Energy 8.23 1.17 1.17
Financials -1.63 -8.56 -8.56
 -Banks -6.84 -7.60 -7.60
 -Insurance, REITS, others 5.20 -9.63 -9.63
Health Care -24.25 -2.37 -2.37
Industrials 10.51 -1.81 -1.81
Info Tech 48.22 -1.56 -1.56
Materials 30.26 7.33 7.33
 -Gold 5.73 13.70 13.70
 -Other Metals 16.51 3.26 3.26
Telecom 19.87 -12.04 -12.04
Utilities 11.89 -5.31 -5.31
*as of Mar 31/08

Total Return (%)*
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EQUiTY RESEARcH

 TSX SECTORAL VIEWS BY FUNDAMENTAL EQUITY RESEARCH ANALYSTS FOR APRIL 2008

Consumer Discretionary � B. Bek
The CRTC�s recently released �diversity of voices� decision places a constraint on future M&A within the 
media space (Bek: Communications & Media � Market Weight). 

Due to Industry Canada�s recent clari�cation of its previously announced AWS rules, the wireless new 
entrant risk is right back to where most people had expected in November 2007. While the new entrant 
risk is real, we believe that growth remaining in the Canadian wireless industry is signi�cant and should 
be enough to absorb the emergence of new competitors (Bek: Telecommunication & Cable � Market 
Weight).

Consumer Staples � P. Caicco, K. Wong, R. Piticco
So far, 2008 looks like it could be the worst year for the Canadian consumer in over a decade. Our major 
trading partner is entering the early throes of a recession and our ability to sell to the Americans has been 
hampered anyway by the strong Canadian dollar. On top of that, Canadian retailers are facing �erce new 
US competitor-driven Supercenters, bringing a new level of price competitiveness to the market. Combine 
this with rising costs, and margins will be pressured (Caicco: Merchandising & Consumer Products 
� Market Weight).

Energy � R. Plexman, M. Bridges, B. Borggard, W. Lee, J. Fetterly
Crude oil inventories at the beginning of 2008 are tight, and most energy economists expect that global 
oil demand growth will be robust this year as expanding Asian economies offset an economic slowdown 
in the U.S. We expect that global oil demand will increase faster than non-OPEC production, which should 
keep the system tight (Plexman: Oil & Gas � Overweight). 

While the recovery in natural gas prices in recent months is a positive sign, we believe improved pricing 
will need to continue for several more months (likely through the spring) before translating into increased 
capital spending from producers and improved activity levels for oil�eld services companies (Fetterley: 
Energy Equipment Services � Market Weight). 

With the group trading at an average 2008E EV/DACF multiple of 5.3x and a P/NAV premium of 22%, we 
believe the sector is reasonably valued at current levels (Bridges, Borggard and Lee: Oil & Gas Junior 
E&P � Market Weight).

Financials � D. Mihelic, R. O�Reilly, S. Boland
Further weakening of credit conditions in Canada and the U.S. may lead to slower EPS growth in 2008 
and 2009 for Canadian banks, stemming from higher loan loss provisions (Mihelic: Banks � Market 
Weight).  

Expect total returns averaging 25% from yields averaging 8.0%, FFO growth of 7%�8% and a recovery in 
P/FFO multiples. Favoured REITs include discounted high-quality, large caps and high growth/undervalued 
mid-caps (O�Reilly: Real Estate � Overweight).

Health Care � J. Walewicz
We maintain our Market Weight sector weighting, as we view the risk/reward pro�le for the dominant 
Canadian health care stocks as balanced. In 2008, the sector heavyweights must focus on operating 
results and the integration of acquisitions. The diversity of the Canadian health care space demands that 
investors continue to focus on stock selection (Walewicz: Health Care � Market Weight). 
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Industrials � M. Willemse, J. Bout
North American vehicle sales have begun to show softness due to a variety of economic headwinds. 
Until U.S. auto sales show signs that they have hit bottom, the U.S. economy shows signs of a 
rebound, and the Canadian auto suppliers report favourable results with the high Canadian dollar, 
we believe investors may hold a cautious view on Canadian auto-related equities. Valuation multiple 
contractions are likely to occur prior to a recovery in the sector (Willemse: Automotive � Market 
Weight). 

Our Market Weight rating re�ects the strong fundamentals in the steel sector (which have improved 
signi�cantly over 2007) offset by the reasonable valuations in the sector and the potential for economic 
headwinds. Steel prices have increased signi�cantly in 2008 due to raw material cost pressures, limited 
import activity, and service centre restocking (Willemse: Steel � Market Weight). 

Even with a soft U.S. economy, robust growth in Asia should continue to drive demand for commodities 
Barring a global recession, the outlook for the heavy equipment sector in 2008 is modestly robust 
(Bout: Capital Equipment � Market Weight). 

Our Market Weight rating on the Canadian rails re�ects the mixed outlook for the global economy 
(more buoyant for international markets and muted for North America). Canadian rails are approaching 
the upper end of historical valuations. As the transporter of all things commercial, residential and 
industrial, historically, the Canadian rails� performance has mirrored economic conditions. However, 
given the sector-speci�c issues facing the trucking industry (highway congestion, higher fuel costs 
for trucks versus rails, and increased regulation for trucks), we expect the Canadian rails to capture 
a disproportionate amount of the freight volume growth (at the expense of trucks) and, with an 
improved level of service, generate revenue growth higher than GDP (Bout: Railroads � Market 
Weight).

Information Technology � P. Lechem, T. Coupland
The main issue for many Canadian software companies through 2007 was dealing with the impact of 
a rising Canadian dollar, as much of the industry�s costs are in Canadian dollars, but sales are primarily 
in the U.S. and internationally. With the dollar stabilizing, for now, at around par with the U.S. dollar, 
this gives the industry more time to structurally adjust to the changes in exchange rates (e.g., by off-
shoring) (Lechem: Technology-Software � Market Weight). 

While fundamentals appear relatively stable, we believe that a continued commodity price pullback and 
U.S. economic slowdown could serve to limit demand. To date, major engineering and construction 
�rms have noted record backlogs and positive outlooks going into 2008. The one exception is a U.S. 
construction �rm which stated that, �� we expect a near-term slowdown in public infrastructure 
spending as a result of the current economic downturn and the increasing budget challenges facing 
state and local governments� .� We expect that this type of outlook could become more common if 
the U.S. economy continues to deteriorate (Lechem: Business and Professional Services � Market 
Weight). 

Although the drivers are all in place for infrastructure upgrades around the world, the economic 
uncertainty in the U.S. and its potential impact on the rest of the global markets could delay some of 
these trends over the next six to 12 months. We have already begun to see the warning signs from 
some companies (Coupland: Technology Hardware � Market Weight).

EQUiTY RESEARcH

 TSX SECTORAL VIEWS BY FUNDAMENTAL EQUITY RESEARCH ANALYSTS FOR APRIL 2008
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EQUiTY RESEARcH

 TSX SECTORAL VIEWS BY FUNDAMENTAL EQUITY RESEARCH ANALYSTS FOR APRIL 2008

Materials � J. Bout, H. Carreau, B. Cooper, D. Roberts, C. Hale-Sanders
Gold price continues to move upwards and is now up more than 15% so far in 2008. Ongoing 
concerns from the fallout from the subprime mortgage �asco in the U.S., strong investor demand 
and supply constraints (in the near term and long term) remain the key factors at play. We believe the 
recent momentum in the gold price should continue. We currently assume the gold price to average 
US$875/oz in 2008 and US$1,000 in 2009. We think there is a high probability of a price correction 
in the next few months, although this would only set the stage for a strong H2/2008. We would view 
any retreat as a buying opportunity (Cooper: Mining, Precious Metals � Overweight).  

Longer-term metals market fundamentals remain sound, with tight metals markets, but near-term 
prices will be volatile. Based on our forecasts, we continue to view the zinc market as having the 
strongest fundamentals to support higher prices year-over-year (Hale-Sanders: Mining, Metals and 
Minerals � Market Weight). 

Solid fundamentals should continue to support the agriculture/fertilizer sector in 2008, with the 
current corn future price of ~US$5/bu supporting higher fertilizer prices. Biofuel demand has tightened 
the grain market, and it is likely to remain this way for the next three to four years until the next-
generation biofuel technology is introduced (Bout: Chemicals & Fertilizers � Market Weight). 

Most companies in the Canadian paper & forest products industry are implementing plans for �cash 
preservation�. A key variable for investors is how much of a company�s asset base will remain intact 
over the next 12 to 18 months. Given the strong Canadian dollar, we expect ongoing rationalization 
throughout the Canadian forest products sector (Carreau, Roberts: Paper & Forest Products 
� Underweight).   

Utilities � A. Pavao
We maintain a Market Weight stance on the Canadian pipelines & utilities sector. Historically high 
commodity prices and the need for new energy infrastructure are driving solid long-term organic 
growth. Commodity prices remain above historical levels, and continue to be a positive factor for the 
pipeline, utility and power stocks. A growing electricity supply shortage, especially in Alberta, should 
continue to support higher power prices and investment opportunities (Pavao: Pipeline & Utilities 
� Market Weight).
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Analyst Certi�cation: Each analyst of CIBC World Markets whose name appears on the front page of this research report 
hereby certi�es that (i) the recommendations and opinions expressed in the research report accurately re�ect the research 
analyst�s personal views about any and all of the securities or issuers discussed herein that are within such analyst�s coverage 
universe and (ii) no part of the research analyst�s compensation was, is, or will be, directly or indirectly, related to the speci�c 
recommendations or views expressed by the research analyst in the research report.   

Con�icts of Interest: CIBC World Markets� equity research analysts are compensated from revenues generated by various 
CIBC World Markets businesses, including CIBC World Markets� Investment Banking Department. CIBC World Markets had, 
has or may aspire to have an investment banking, merchant banking, lending or other credit relationship with the company 
that is the subject of this report and may have received compensation from the subject company in connection with transac-
tions that have not been publicly disclosed. CIBC World Markets or its shareholders, directors, of�cers and/or employees, may 
have a long or short position or deal as principal in the securities discussed herein, related securities or in options, futures or 
other derivative instruments based thereon. The reader should assume that CIBC World Markets may have a con�ict of inter-
est and should not rely solely on this report in evaluating whether or not to buy or sell the securities of the subject company. 
Information regarding CIBC World Markets Inc.�s rating system and its policies and procedures regarding the dissemination 
of research is available at cibcwm.com or by contacting one of our client advisers in your jurisdiction. 

Legal Matters: This report is issued and approved for distribution by (i) in Canada by CIBC World Markets Inc., a member 
of the IDA and CIPF, (ii) in the UK, CIBC World Markets plc, which is regulated by the FSA, and (iii) in Australia, CIBC World 
Markets Australia Limited, a member of the Australian Stock Exchange and regulated by the ASIC (collectively, �CIBC World 
Markets�). This report has not been reviewed or approved by CIBC World Markets Corp., a member of the NYSE and SIPC, 
and is intended for distribution in the United States only to Major Institutional Investors (as such term is de�ned in SEC Rule 
15a-6 and Section 15 of the Securities Act of 1934, as amended). This document and any of the products and information 
contained herein are not intended for the use of private investors in the UK. Such investors will not be able to enter into 
agreements or purchase products mentioned herein from CIBC World Markets plc. The comments and views expressed in 
this document are meant for the general interests of clients of CIBC World Markets Australia Limited. This report is provided 
for informational purposes only, and does not constitute an offer or solicitation to buy or sell any securities discussed herein 
in any jurisdiction where such offer or solicitation would be prohibited. The securities mentioned in this report may not be 
suitable for all types of investors; their prices, value and/or income they produce may �uctuate and/or be adversely affected 
by exchange rates. This report does not take into account the investment objectives, �nancial situation or speci�c needs of 
any particular client of CIBC World Markets. Before making an investment decision on the basis of any recommendation 
made in this report, the recipient should consider whether such recommendation is appropriate given the recipient�s particular 
investment needs, objectives and �nancial circumstances. CIBC World Markets suggests that, prior to acting on any of the 
recommendations herein, you contact one of our client advisers in your jurisdiction to discuss your particular circumstances. 
Since the levels and bases of taxation can change, any reference in this report to the impact of taxation should not be con-
strued as offering tax advice; as with any transaction having potential tax implications, clients should consult with their own 
tax advisors. Past performance is not a guarantee of future results. The information and any statistical data contained herein 
were obtained from sources that we believe to be reliable, but we do not represent that they are accurate or complete, and 
they should not be relied upon as such. All estimates, opinions and recommendations expressed herein constitute judge-
ments as of the date of this report and are subject to change without notice. Although each company issuing this report is 
a wholly owned subsidiary of Canadian Imperial Bank of Commerce (�CIBC�), each is solely responsible for its contractual 
obligations and commitments, and any securities products offered or recommended to or purchased or sold in any client 
accounts (i) will not be insured by the Federal Deposit Insurance Corporation (�FDIC�), the Canada Deposit Insurance Cor-
poration or other similar deposit insurance, (ii) will not be deposits or other obligations of CIBC, (iii) will not be endorsed or 
guaranteed by CIBC, and (iv) will be subject to investment risks, including possible loss of the principal invested. The CIBC 
trademark is used under license.

' 2008 CIBC World Markets Inc. All rights reserved. Unauthorized use, distribution, duplication or disclosure without the 
prior written permission of CIBC World Markets is prohibited by law and may result in prosecution.

*�We have compiled our analysts� views in accordance with the TSX sectoral breakdowns. We would note, however, that an analyst�s 
coverage universe might not correspond exactly with the constituents of the TSX sectors noted above. As such, we refer readers to CIBC 
World Markets “Canadian Research Review and Common Stock Universe” publication where each analysts� speci�c universe is 
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