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So It’s Not 1929 After All

by Avery Shenfeld

The train seems to have left the station, with
equities gathering momentum over the past
several weeks. But that turnabout didn't
rest much on earnings news, and at best,
economic data indicated only that the global
economy might contract less steeply in the
second quarter. That's not really saying that
much, since in Canada, for example, the first
quarter looks to have entailed a roughly 7%
slide at annual rates. Indeed, we've marked
down both our North American and global
calls for 2009 in the past month.

Note that the rally only returned the TSX back
to the trading range that prevailed from mid-
October to the end of 2008. As 2009 got
underway, there was further selling linked
to the growing talk of global depression. Of
late, encouraged by the aggressive stance
of monetary and fiscal policy and renewed
efforts to mend a broken global banking
system, investors decided that this might only
be 1982 rather than 1929.

Not only did equities rally, but both equity
and bond markets became more receptive
to new financings. Even if that's based on
wishful thinking, it has an element of a
self-fulfilling prophesy, because a better-
functioning financial system will be key to
healing a global shock that emanated, in
part, from that system’s virtual collapse.

Still, those still on the sidelines needn’t fear
that they missed their opportunity to jump
on board. Equities could struggle again as
earnings season results, second quarter
economic news, and the release of Geithner’s
stress tests remind investors of the challenges
ahead.

http://research.cibcwm.com/res/Eco/EcoResearch.html

Valuations don't look overtly cheap against
2009 earnings, which we expect will be off
25%. While adding weight to base metals,
we do so by paring our weighting in the
equally cyclically sensitive energy sector.
We have also increased exposures to tech,
telecoms and fertilizer stocks. But we're
waiting, at least until the upcoming earnings
season is done, before adding weight to
equities as a whole.

Longer-term valuation metrics, including a
dividend discount model that looks beyond
2009, leave room to hit our pared back
10,500 target for the TSX by the end of
next year. But for now, we would counsel a
somewhat conservative portfolio tilt.

Strategy's Recommended Asset Mix
& TSX GICS Sector Weights
vs. Current Benchmark

chg

Strategy 'S Vs
Bench- Recom- Bench- mon.
ASSET MIX (%) mark mend. mark ago*
Stocks 50 48 -2.0 0.0
Bonds 39 35 -4.0 +1.0
Cash 6.0 -1.0

GICS SECTORS (%)**

Cons. Discretionary 4.4 1.4 -3.0 0.0
Cons. Staples 3.2 6.2 +3.0 0.0
Energy 27.7 27.7 0.0 -4.0
Financials 27.8 26.8 -1.0 0.0
-Banks 17.7 17.2 -0.5 0.0
-Insur., REITs, other 10.1 9.6 -0.5 0.0
Health Care 0.5 0.5 0.0 0.0
Industrials 5.6 2.1 -3.5 0.0
Info Tech 3.7 4.7 +1.0 | +2.0
Materials 20.0 22,5 +2.5 | +0.5
-Gold 12.9 14.9 +2.0 | -1.0
-Other Metals 2.5 2.5 0.0 +1.0
-Fertilizer, Chemicals 4.2 4.7 +0.5 | +0.5
Telecom 5.6 5.6 0.0 +1.5
Utilities 1.7 2.7 +1.0 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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NY 10017 e
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Equity Market Rally: Too Far, Too Fast? — Peter Buchanan and Avery Shenfeld

Taking what looks like a first step towards putting one of the worst sell-offs ever in the rear-view mirror, equity
markets in both Canada and the US have climbed impressively in the last month. Sentiment among investors—if
not as yet the typical man or woman in the street—has also firmed (Chart 1), aided by a favourable reaction to
both the Fed’s expanded quantitative easing plans, and Treasury’s latest financial rescue package. Also encouraging
to some observers is a wider divergence between the performance of different markets (Chart 2). That suggests
investors are once again focusing on fundamentals as they normally would, in contrast to the indiscriminant,
panicky selling, that dragged global markets down in unison last fall.

Chart 1 - Two Views: Investor vs Consumer Sentiment Chart 2 - Reduced Correlation Between TSX and S&P 500
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Table 1 - Equity Projections

Year-end

Latest 2007 2008 2009 2010

TSX Composite 8,720 (3/31) 13,833 8,988 9,500 | 10,500

% total return (2.0) YTD 9.8 (33.0) 9.8 14.3

TSX Operating Earnings - index adj _ 767 813 610 683

- yr/yr % chg (37.0) (09:Q1) 11.4 6.0 (25.0) 12.0

S&P 500 798 (3/31) 1,468 903 900 1,000

-% total return, YTD (11.0) 5.5 (37.0) 3.9 13.9

Table 2 - Economic Forecast

08Q4 09Q1 09Q2 09Q3 2008 2009 2010
Canada Real GDP Growth (AR) -3.4 -7.3 -2.4 -0.5 0.5 -2.7 1.5
Real Consumption Growth (AR) -3.3 -1.5 0.5 1.7 3.0 -0.3 1.9
CPI - Headline (y/y) 1.9 1.4 0.8 -0.1 2.4 0.7 1.5
- Core (y/y) 2.2 1.9 1.6 1.2 1.7 1.4 1.1
Unemployment Rate (%0) 6.4 7.6 8.5 8.8 6.1 8.5 9.0
us Real GDP Growth (AR) -6.3 -6.1 -2.2 -0.3 1.1 -2.9 1.8
Real Consumption Growth (AR) -4.3 1.0 -1.7 0.2 0.2 -1.1 1.7
CPI - Headline (y/y) 1.6 0.0 -0.9 -2.1 3.8 -0.6 2.8
- Core (y/y) 2.0 1.7 1.5 1.1 2.3 1.5 2.2
Unemployment Rate (%) 6.9 8.1 8.8 9.6 5.8 9.1 9.7
World Real GDP Growth (% chg) - - - - 3.9 -1.5 2.0
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But while equity markets should ultimately move even higher with a turn in economic fortunes, markets appear
to be in growing danger of running ahead of the fundamentals. Given our doubts about the sustainability of
the recent run-up—and factors that may keep the further post-recession rally from rivaling past climbs—we're
recommending a modest 2% underweight in equities.

Alongside that, we have trimmed our cash overweight by a point this month, shifting the proceeds into bonds.
That leaves us 6% overweight cash, as a hedge against potential market volatility, 4% underweight bonds with
a recommended 35% portfolio weighting. Longer-run inflation expectations are likely too low, given growing
pressures on governments to finance runaway deficits via the printing press. But in the next 3-4 months,
reassurances from the Bank of Canada that short term rates will stay low for an extended period should provide
a measure of temporary support for bonds. Spread product should also benefit from a further, gradual reduction
in risk aversion.

Will the Upcoming Earnings Season Derail the Rally?
Our caution on the equity markets’ prospects from here, meanwhile, reflects several factors:

« The high potential for more confidence- Chart 3 - Quarterly & Annual TSX Earnings Expectations

damaging economic surprises, as the worst ;Bottoms-Up" f;’s”é‘iziii Co‘;}gﬁf&t’twj&i‘hg
global recession since WW Il persists and | 5, _ v 9% cha 40 -
claims more casualties. March’s horrible jobs 20 - —
numbers and onerous debt levels suggest US | 20 7 20
consumers—a key driver of past recoveries— | , | 10 1
continue to face powerful headwinds.
Aggressive fiscal stimulus will help in some o - - °]
countries, but that will take time. 104 \A ~107
e A lack of profit visibility going forward. Year- 20 - _zz |
on-year earnings growth for both the TSX and Mar-09
S&P 500 is likely to remain deeply negative until |-30 - 07
at least the fourth quarter. (Q4's expected rise, | Jan-08 Jul-08 Jan-09 B0 e o
stateside, is all due to financials, so the earnings _romposte ooy
O O O O O O O O

slump there could last even longer, if that
sector continues to disappoint.) While analysts’ Source; ThomsonOne Analytics, Bloomberg
expectations for current-year S&P earnings are showing signs of bottoming, that's not yet the case north
of the border, with the TSX bottoms-up now looking for a 21% decline in 2009 earnings. That includes a
37% drop in the quarter now being reported (Chart 3).

Table 3 — Valuations & Earnings Growth by Sector

4-Qtr Fwd  Index Forward PE TSX Op. Earnings (%ch)
Earnings Level Current Last Decade 2006 2007 2008
Energy 118.4 2090 17.7 12.0 11.9 10.8 42.9 -51.5
Health Care 23.3 258 111 22.0 26.7 -37.3 -19.8 37.7
Financials 92.3 1047 114 12.0 15.1 14.2 -20.7 -2.8
Consumer Discretionary 62.0 740 11.9 15.7 8.3 25.6 4.3 -5.9
Consumer Staples 91.9 1360 14.8 17.8 0.1 -3.1 7.7 -5.6
Telecommunications 53.2 657 124 29.8 25.9 334 -6.6 -9.7
Materials 120.9 2438 20.2 28.9 815 28.6 295 -29.8
Utilities 93.5 1312 14.0 17.4 15.3 315 -66.6 161.6
Industrials 62.6 817 13.0 14.9 20.6 11.8 23.2 -23.8
Info Tech 15.7 196 12.5 44.5 52.2 73.2 22.6 -0.5

TSX Composite

Note: Indexes as of Mar 31st close; 4-qtr fwd earnings are proj. 09:Q1 thru 09:Q4
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Chart 4 - Last Two TSX Rallies Had A Single Strong Driver Chart 5 - A Replay of Last Fall’s Bear Market Rally?
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e Alack of obvious market drivers. Tech stocks and oil shares spearheaded the TSX's late-1990s and early 215t
century rallies, accounting for 73% and 43% of the market’s trough-to-peak climb respectively (Chart 4).
The lack of an obvious, heavy-duty market driver suggests the power of any upcoming rebound may not
match those two. Even if the TSX avoids a retest of March’s low—as seems increasingly likely—a slower climb
back would limit the rewards from rushing back heavily into stocks immediately, as opposed to waiting for
at least some evidence that the worst is over for earnings and that macro stabilization efforts are starting

to work.

The historical prevalence of bear market rallies is also worth noting and suggests caution. Just last fall in fact,
(Chart 5) the S&P 500 and TSX racked up 20%-plus gains in the wake of the US presidential election, before

shedding that in short order.

While the latest upswing likely won't
end as badly as that episode, several
valuation metrics are now signaling
appreciably less headroom for stocks
than existed earlier this year—even
some downside. Earnings cuts and
rising valuations have lifted the
forward PE from single-digit levels to
13%, only a point below the twenty-
year average. More comprehensive
estimates, based on a Dividend
Discount and modified Fed model
approach, point to “fair value” for
the Composite of from just under
9,000 at present to something over
10,000, depending in part on the
earnings assumption used (Chart 6),
with the latter better recognizing
longer-term growth beyond 2009.

Chart 6 - Latest Estimates for TSX Fair Market Value

Iaviehotas H
Model*

Latest 'Bottoms Up'
Consensus (641)

CIBC WM Earnings
Fcst(610)

Actual (Apr 8)

6,000 7,000 8,000 9,000 10,000 11,000

Note: Bracketed #s are assumed 2009 index-adjusted earnings, Dividend Discount
Model assumes a 7% discount rate along with a 15% drop in 2009 dividends per
share, a 5% drop in 2010, and 5% growth per year beyond that.
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Although we still see the Composite re-attaining the 10,500 mark by the end of next year as profit growth
resumes, a delayed economic recovery in both the US and Canada means that more of that increase will occur in
2010, than this year. We now expect GDP growth to remain negative on both sides of the border until the final
quarter of 2009. Canada'’s economy is likely to decline by 2.7 % for the year as a whole, compared to a 2.9%
drop stateside, both materially lagging earlier expectations. While US GDP growth may well have hit its cyclical
low in Q4, our scaled back call for a roughly 7% annualized drop in Canadian Q1 real GDP would be the weakest
in over a half-century.

Reflecting its near-50% resource overweight, the TSX has typically marched more to a global than domestic
economic drumbeat. That made Toronto a winner in the global boom, but the world’s economy now appears on
track for an atypically severe drop of around
1.5% in 2009 (Chart 7). Recent commodity
price gains may owe as much to supply cuts

Chart 7 - TSX Tied More to Global Than Cdn Economy’s
Performance (L), Weak Global Economic Constrains Outlook (R)

or inventory building than any real turn in final correlations y/y % chg in World Real GDP
demand 061 61
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some signs of emerging from its five-month- 04 0.41 47 >
long slump, aided by massive fiscal stimulus. |~ 3

But China is unlikely to carry the world on its
back alone, and its neighbours are still looking 0-3 2
anything but healthy. The March Tankan’s
record-setting 34-point plunge to an all-time
low of -58 suggests Japan’s recession could 0.1 - 0
well exceed the debilitating 1975 slump, |~
the worst till now, since World War Il. Nor
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PMI suggest manufacturing there is continuing
to lose ground rapidly. Shrinking global trade
volumes pose a particular danger for Germany'’s
export-reliant economy.
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Chart 8 - US & CDN Financial Stocks
Remaining Underweight on Canadian Financials More Correlated Since Crisis Began
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We're maintaining our modest one-point underweight | ggoy, -
of the financial sector. Credit troubles have been
at the heart of this recession, and as a result, the
financial group’s performance has been more closely
correlated recently than in the past with both the
economy and equity market. In both Canada and | 70% 1
the US, financial stock betas have surpassed the
tech sector of late, with that increased volatility | 60% -
undermining the attraction of what had historically
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To some extent, Canadian financials are being tarred
with a US brush, as they have tracked their US peers
unusually closely since the crisis began (Chart 8).
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Chart 9 - Historical & Expected US Bank Earnings (L), Despite now greater clarity on Geithner’s legacy
CDN Personal Bankruptcy Rate (R) asset plan, there are still major question marks on the
0 30 1 y/y % chg longer-term viability of several major US institutions.
yly % chg 3 mo moving average Results from the stress tests now reaching completion
40 - 251 won't filter out until after the upcoming earnings
2. 20 1 season, but any hints of poor results would weigh
15 - heavily on market sentiment. FASB’s recent easing of
01 10 4 “mark to market” rules could help ease the pressure
20 5 from unrealistic fire-sale pricing of certain assets, but
is unlikely to prevent earnings for the US banking
-40 OT——i =~} sector, as a whole, from posting a further sharp
60 - -5 - drop in 2009 (Chart 9 left) as loan loss provisions

-10 4 rise sharply.

_80 i

FEITPLLS R g _150 B O Canadian banks are still far safer plays than many
i MR of their global counterparts. Average Tier 1 capital
Source: Bloomberg ratios for the Canadian banks are comfortably above

10%, suggesting dilution risks remain appreciably
lower north of the border than stateside.

Still, Canada isn't immune from the typical recessionary hit to credit quality. The deteriorating credit environment
appears certain to pose challenges to performance, despite the strong, larger-than-expected 22% year-on-
year growth of core earnings in the quarter just past. Consumer and business loan defaults and credit card
delinquencies continue to rise in response to the economy’s woes. High debt levels have helped push personal
bankruptcies up by some 30% in the last 12 months (Chart 9 right), making a further rise in loan loss provisions
likely.

Cutting Energy to Neutral, Adding Weight to Technology and Telecoms

We have pared our longstanding energy weight to neutral this month. Although the need to tap ever costlier
supplies in the future make us longer-run bulls on oil, prices have already enjoyed a fair relief rally, given the
recession’s ongoing hit to demand. Inventory levels, moreover, remain high. Close to four million barrels per day
of recent OPEC production cuts are also very much a doubled-edged sword. While those cuts may have averted
a deeper price collapse, the resulting production overhang will continue to dampen supply pressures even after
the global economy turns the corner. While renewed demand in emerging markets such as China, and the supply
implications of recent mega-project cancellations will contribute to the re-emergence of sizeable supply deficits
down the road, a somewhat soft global economic recovery will also help keep wellhead prices from topping
$70/bbl on a sustained basis before the end of 2010.

Table 4 — Commodity Price Forecast

Average
31-Mar 2006 2007 2008 2009 (f) 2010 (f)

Oil (WTI) $/bbl 45 66 72 100 53 64
Natural Gas (Henry) $/Mn Btu 4.03 6.73 6.97 8.89 4.15 5.25
Gold $/troy oz. 952 604 695 872 1050* 1200*
Copper $/1b 1.82 3.06 3.24 3.16 1.70 1.90
Aluminum $/Ib 0.62 1.17 1.20 1.17 0.60 0.75
Nickel $/1b 4.43 10.98 16.86 9.57 5.25 6.00
Zinc $/Ib 0.59 1.48 1.48 0.85 0.55 0.65

* end of period
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Reflecting its use not only for heating homes but in industry, overall demand for natural gas is even more sensitive
to the economy’s fluctuations. We have accordingly also scaled back our natural gas forecast to an average
$4.15/Mn Btu this year and $5.25/Mn Btu next year, although a scaling back of non-conventional development
activity should provide some support to prices. Shale, tight and other non-conventional deposits, which have
accounted for the bulk of US gas supply growth in recent years, are uneconomic at today’s depressed prices.

Offsetting the reduction in the energy group’s chart 70 - InfoTech Valuations Now Much More Reasonable
weighting, we’ve increased our exposure to the
technology sector, moving from a 1% underweight 80 -
to a matching overweight. We've also eliminated our 70 4
previous underweight in telecoms. Warranting an
increased exposure, PEs for some of Canada’s tech
companies have fallen sharply as a result of valuation
and earnings changes, to levels barely above the 40 -
market-wide average, a third to a half of year-ago 20 -
levels (Chart 10). Canadian firms appear relatively

TSX Info Tech,
PE vs Estimated Earnings

60 -
50 A

well-positioned to benefit from the ongoing shift | 2°]

from expensive, feature-laden personal computers, 10 1

to smartphones and other smaller, ultra-portable 0 . . . . .
devices. Recent reports from some industry leaders 04:Q1 05:Q1 06:Q1 07:Q1L 08:Q1 Latest

also suggest profit margins are bearing up well.
Source: Bloomberg, CIBC

Telecoms are no longer, as in decades past, principally

in the business of providing low cost, essential

services. While that implies an increased degree of sensitivity to business cycle swings, companies are benefiting
from consumers’ growing appetite for productivity tools like smartphones, once reserved largely for business
users. The support to revenues from strong demand for digital cable and other new services, despite a difficult
business environment, has also prompted us to increase our weighting.

We have shifted exposure within the materials group, away from the golds, reducing our overweight there to
two points, while adding to the agricultural chemicals/fertilizer group and base metals, in which we are now
recommending a market-neutral position. Although we expect a tilt in market expectations, away from deflation
to inflation to support bullion prices and gold in the longer term, reduced market volatility has dimmed gold’s
luster in the last month. Food demand is relatively unlevered to a weak economy and we also expect Canadian
fertilizer producers to benefit from important ongoing changes in global food consumption patterns and efforts
to boost crop yields. That makes the sector a potentially good longer term investment.

Table 5 - Fixed Income & Exchange Rate Projections

Mar Jun Sep Year-End

31709 30/709 30709 2007 2008 2009
B of C Overnight Target (%) 0.50 0.50 0.50 4.25 0.50 0.50
2-Year GOC 1.08 1.05 1.10 3.75 1.08 1.15
10 Year GOC 2.78 2.85 2.90 3.99 2.78 3.00
30-Year GOC 3.56 3.60 3.70 4.10 3.56 3.80
S&P TSX Cdn Bond Index (% YTD total return) 0.5 1.1 2.0 3.8 0.53 2.8
Fed Funds 0.25 0.25 0.25 4.25 0.13 0.25
10-Year US Note 2.67 2.80 3.15 4.03 2.10 3.25
C$ in US cents 79.4 76.9 80.0 100.2 78.7 84.7
US$/EUR 1.33 1.30 1.26 1.46 1.29 1.28
Yen/US$ 99 105 100 112 93 97
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PERFORMANCE OF STRATEGY PORTFOLIO VS BENCHMARK

All Asset Classes TSX Only

170 7 Dec 2003=100
220 7 Dpec 2003=100
160 A i
Strategy Portfolio 200 - Strategy Portfolio
150 - Market Benchmark TSX Composite
180 A
140 A
160 A
130 A +33.1
120 - +29.1 140 A
110 4 120 - +26.1%
/ ~ (o)
100 4 ' ' ' T T 100 T T . r —202%
Dec-03 Dec-04 Dec-05 Dec-06 Dec-07 Dec-08 Dec-03 Dec-04 Dec-05 Dec-06 Dec-07 Dec-08

™ 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.

HISTORICAL PERFORMANCE: CIBC WM BENCHMARK AND ASSET CLASSES
e

Total Return (%)*

(2)

3)

Asset Classes 2008 2009 YTD Last 3 Mos.
Stocks (TSX Composite Total Return Index) -33.00 -2.00 -2.00
-Strategy Equity Portfolio -32.44 -1.51 -1.51
Bonds (Bloomberg Cda Bond Index) 11.77 0.53 0.53
Cash (1-Month Bills) 2.27 0.14 0.14
Total Market Benchmark(2) -13.79 -0.64 -0.64
-Total Strategy Portfolio -14.17 -0.88 -0.88
TSX Stocks by Sector (Total Return) (3) 2009 YTD Last 3 Mos.
Consumer Discretionary -35.41 -7.51 -7.51
Consumer Staples -6.08 -6.18 -6.18
Energy -33.88 -0.19 -0.19
Financials -36.45 -6.14 -6.14
-Banks -31.43 3.15 3.15
-Insurance, REITS, others -42.37 -15.24 -15.24
Health Care -30.15 4.26 4.26
Industrials -25.06 -10.25 -10.25
Info Tech -54.18 8.80 8.80
Materials -26.48 7.83 7.83
-Gold 4.32 1.39 1.39
-Other Metals -63.19 29.80 29.80
-Chemicals -40.63 13.80 13.80
Telecom -24.85 -7.44 -7.44
Utilities -20.46 -11.89 -11.89

*as of Mar 31/09

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.

Equities by GICS sector benchmark weights are TSX data. Sector index levels are total returns.
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TSX SECTORAL VIEWS BY FUNDAMENTAL EQUITY RESEARCH ANALYSTS FOR APRIL 2009

Consumer Discretionary — B. Bek

Given that advertising typically lags behind the economy, there remains little evidence that we will see any
material improvements in the media sector in 2009. We continue to expect ad markets to decline by roughly
3%—-4% this year (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

Consumer behaviour has changed, with a definite shift toward private label, increased shopping frequency,
smaller basket sizes, eating at home, and shopping to paychecks. Capital spending is generally down
dramatically as every company tries to preserve cash (Caicco: Merchandising & Consumer Products
— Market Weight).

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

Crude prices have plunged more than US$100/Bbl from the US$147/Bbl reached in the middle of last year.
Expectations that growing oil demand in emerging economies would offset declines in the OECD countries
are much less certain. Oil companies are acting rationally under these conditions. Balance sheet health is more
important than production growth. Capital spending plans have been slashed. We think that a long-lasting
outcome of this process will be lower non OPEC production growth, while in the short term we will likely
continue to see continued OPEC production cuts on lower demand (Lee: Oil & Gas-Large Cap — Market
Weight).

We believe weakening commodity prices and deteriorating financial and capital markets have impeded
development economics and reduced access to capital to the point where virtually all producers have been
forced to take a cautious stance towards capital spending in 2009. As a result, we believe 2009 is poised
to be one of the weakest years on record, with the pullback in activity surpassing the downturns of 2007,
2002 and 1999 and approaching levels not witnessed since the early 1990s (Fetterley: Energy Equipment
Services — Market Weight).

While we believe current valuations are attractive, we continue to see soft prices and tight credit as a shorter-
term concern, thus making balance sheet strength a top priority for investors (Bridges, and Borggard: Oil
& Gas Junior E&P — Market Weight).

With continued negative economic news being reported on almost a daily basis and the resulting resistance
to a rise in crude prices, international E&Ps and the energy sector in general continue to face headwinds.
Accordingly, we believe that while investors seeking exposure to international E&P names should be cognizant
of value; the foremost stock-picking criteria should be the presence of attractive assets and financial flexibility
to increase per share metrics during this down-cycle. This environment is strewn with value traps and we
recommend clients tread cautiously (Pare: International E&P — Market Weight).

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

The Canadian banks remain well capitalized with an average pro-forma Tier 1 capital ratio of 10.5%, but
credit conditions and the economy remain a concern. Canadian lifecos have sold off materially since the
beginning of 2009, shedding 30%, on average, versus a flat performance from the Canadian banks. Investors
are concerned about the credit quality of the lifecos’ investment portfolios as well as capital ratios, which have
been dragged down by higher capital requirements due to a larger number of segregated fund guarantees
being “in the money” (Mihelic: Banks & Lifecos — Market Weight).

Despite tight credit conditions, we believe that conservatively capitalized commercial and residential REITs will
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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).

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 (Willemse: Automotive — Market Weight).

The global credit crunch has led to a significant slowdown in steel-buying activity as liquidity concerns and
project delays have reduced demand. significant decline in production has had negative implications for the
cost structures of the steel producers in our coverage universe (Willemse: Steel — Market Weight).

The challenging outlook for the solar industry suggests a risk of continued downside pressure for several solar-
related equity share prices. However, some solar-related equities are already oversold, particularly equities that
are trading well below net cash per share (Willemse: Solar — Market Weight).

The collapse in commodity prices, particularly oil and base metals, has been a drag on the heavy equipment
sector with large capital budget projects now being put on hold indefinitely or cancelled. Greenfield mining
projects (especially in the Alberta oil sands) are no longer economic and brownfield projects are hovering near
cash-cost levels. Government stimulus packages, including large infrastructure spend components, remain the
bright spot for the heavy equipment group (Bout: Capital Equipment — Market Weight).

We remain proponents of the long-term fundamentals of the rail industry, especially as railroads are more fuel
efficient than trucks and highway congestion is expected to only increase over time, supporting the increased
movement of freight by rail. As long as pricing holds in, the rails should be a relatively defensive sector. As
rails are typically early cyclical-type stocks, assuming a 2010 economic recovery we would begin to warm up
to the Canadian rails mid-late 2009 (Bout: Railroads — Market Weight).

Our sector weighting reflects the mixed outlook for consumer spending. Lower fuel costs continue to offer
benefits, but with falling traffic numbers, focus shifts to margin preservation. We expect industry conditions
to remain highly volatile for all industry players (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. Valuations appear reasonable, with the
sector trading towards the lower end of the trailing five-year average (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).

Although the drivers are all in place for infrastructure upgrades around the world, the economic uncertainty
and its potential impact on global markets are delaying some of these trends over the next 6 to 12 months.
We continue to see more caution by service providers and enterprises as they reduce or push out capital
spending budgets (Coupland: Technology Hardware — Market Weight).

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

The recent correction in input costs and currencies should ensure that top-line growth remains high, since
cost inflation should begin to wane. We believe this margin expansion will set the stage for a new influx of
investors who will see the earnings power of the industry take hold while at the same time provide some
degree of safety from general market mayhem (Cooper: Mining, Precious Metals — Overweight).

Base metals and equity markets remain weak as the global economy falls deeper into recession, and the
demand from emerging markets is now evidently insufficient to offset the global slowdown. The industry
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continues to shut in capacity in reaction to the significant deterioration in metals prices, thereby limiting
oversupply and inventory growth (Hale-Sanders, Parkinson: 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).

Most pulp, paper and packaging prices have fallen from their cyclical peaks as the global economy slows.
We think building materials prices will hover around cash costs until early 2010 until excess inventories in
the U.S. housing market are depleted. Although most solidwood companies have strong balance sheets,
the cash burn rate in most of them is high. 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

The majority of stocks in the pipelines, utilities and power segment are now within 3% of levels that fully
reflect the current level of ‘A’ rated corporate credit spreads, which remain at near-historical highs. We
continue to believe that such a level of implied equity risk premiums offers considerable long-term value for
investors, given our view such a level (consistent with current liquidity crisis induced corporate bond spreads)
is an overstatement of the appropriate equity risk premium for companies in the sector, and is likely to decline
in the medium to longer term. We continue to prefer pipeline companies over the utilities given stronger
growth expectations for the former (Panarites: Pipeline, Utilities & Power — Overweight).
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