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Strategy's Recommended Asset Mix 
& TSX GICS Sector Weights 

vs. Current Benchmark

Cutting Exposure 
to the Subprime Fall-Out

While we still do not believe that the 
subprime mortgage mess will lead to a 
full blown US recession, it is nevertheless 
becoming a more protracted event than we 
had earlier thought. With another US$400 
billion of subprime mortgages due to reset 
next year, we are pruning our overweight 
in equities by three percentage points, and 
moving the funds into bonds. Further asset 
writedowns by �nancial institutions could 
continue to cast a pall over the broad stock 
market for at least another quarter. That 
said, the subprime mortgage reset schedule 
suggests that the re�nancing problem will 
fade away during the second half of next 
year, while Washington�s recent move to 
provide a �ve-year cap for some mortgage 
resets should mitigate the near-term rise in 
default rates.

In assuming a more defensive portfolio 
posture, we are further reducing our 
weighting in �nancial stocks which continue 
to be the critical nexus between the US 
subprime mortgage market and the broad 
TSX�s performance. Financial institutions 
have been hit, not only by asset write-
downs, but by rising funding costs which 
may impede their ability to grow pro�table 
loan businesses as rapidly as before. We 
are also pruning our overweight in base 
metals and gold stocks in view of the cost 
overruns and delays in many of the larger 
mining projects now underway. Bullion 
is once again likely to outperform gold 
stocks. At the same time, we are raising 
our weighting in more defensive areas of 
the market, with an overweight position 

now in consumer staples stocks where value 
looks appealing.

We have added three percentage points of 
weighting to our bond position this month. 
With more easing coming from the Federal 
Reserve Board, we expect that the Bank of 
Canada will respond with another 25-bp cut 
early in the new year. Moreover, bonds may, 
at least in the near term, discount even greater 
action by central banks. Central bank rate 
cuts should reverse the effective tightening 
in monetary conditions in North America that 
has arisen from soaring credit spreads�a 
tightening that if not addressed could spill 
over and affect the real economy.

December 11, 2007

“ . . . . . . w e  a r e 
t e m p o r a r i l y 
s h i f t i n g  w e i g h t 
from equities into 
bonds recognizing 
t h a t  w h i l e  t h e 
fundamental outlook 
for 2008 is still quite 
posit ive,  there is 
much greater short-
run risk associated 
with those longer-
term returns.” 

ASSET MIX (%)
Bench-
mark

Strategy
Recom-
mend.

vs
Bench-
mark

chg 
vs 

mon. 
ago*

Stocks 56 65 +9.0 -3.0
Bonds 38 32 -6.0 +3.0
Cash 6 3 -3.0  0.0
GICS SECTORS  (%)**
Cons. Discretionary 5.0 3.5 -1.5  0.0
Cons. Staples 2.5 3.0 +0.5 +1.5
Energy 26.9 30.9 +4.0  0.0
Financials 31.5 30.5 -1.0 -1.5
 -Banks 17.5 16.5 -1.0  0.0
 -Insur., REITs, oth. 14.0 14.0  0.0 -1.5
Health Care 0.6 0.6  0.0  0.0
Industrials 5.4 3.4 -2.0  0.0
Info Tech 5.4 4.4 -1.0 +1.0
Materials 15.9 17.9 +2.0 -1.0
 -Gold 6.7 7.7 +1.0 -0.5
 -Other Metals 7.6 8.6 +1.0 -0.5
Telecom 5.4 4.4 -1.0  0.0
Utilities 1.6 1.6  0.0  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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STRATEGY
Reducing Equity Exposure to Ride Out Turbulence�Jeff Rubin, Avery Shenfeld and Peter Buchanan

Table 2 - Economic Forecast

While the market fallout from the subprime mortgage debacle has been more protracted than we had expected, 
it is still unlikely to lead to either a US recession or an end to this cycle�s �ve-year bull market in North American 
stocks. US Main Street is fundamentally a lot healthier than Wall Street would have you believe. A two-quarter 
slowdown, contained by more Fed rate cuts, should set the stage for a gradual re-acceleration of economic 
growth over the course of 2008, and a subsequent rally in North American stocks to new cyclical highs. That rally 
should see the TSX top 16,000 by the end of 2008. However, until that recovery is apparent, market valuations 
will continue to be in the grip of very nervous investors responding to uncertain conditions in credit markets. As 
a result, we are temporarily shifting weight from equities into bonds, recognizing that while the fundamental 
outlook for 2008 is still quite positive, there is much greater short-run risk associated with those longer-term 
returns.

Rates on nearly US$400 billion of subprime mortgages 
are due to reset in the US in 2008�peaking around mid-
year (Chart 1). Even with the Treasury�s plan to freeze 
some rates, that creates a non-trivial risk that troubles 
in the mortgage market and broader credit concerns will 
keep stocks from re-attaining their summer highs for a 
while longer. If so, �nancial market stocks will be on the 
front line of that adjustment. We are further reducing 
our exposure to the sector, by a full percentage point, 
amplifying our earlier weighting cut. Given that these 
are fundamentally high pro�t businesses, we regard 
these weighting cuts as tactical as opposed to strategic, 
and would hope to reverse them sometime next year.

Table 1 - Equity Projections

Chart 1 - US Subprime Mortgage Rate Resets
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Source: LPC, CIBCWM

2005 2006 2007 2008
TSX Composite 13,689        (11/30) 11,272 12,908 14,300 16,200 

                            -% total return 8.4             YTD 24.1    17.3    13.0    15.7    

TSX Operating Earnings - index adj 620     724     810     916     

                                - yr/yr % chg 15.0           (07:Q4) 31.2    17.4    12.0    13.0    

      S&P 500 1,470          (11/30) 1,248   1,418   1,490   1,600   

                            -% total return 5.4             YTD 4.9      15.8    7.0      9.6      

Year-end

Latest

07Q3 07Q4 08Q1 08Q2 2007 2008
Canada Real GDP Growth (AR) 2.9 2.0 2.2 2.9 2.6 2.7

Real Consumption Growth (AR) 3.0 2.7 2.9 2.9 4.1 3.1
CPI - Headline (y/y) 2.1 2.4 1.6 1.5 2.1 1.8
      - Core (y/y) ex taxes 2.2 1.9 1.6 1.5 2.2 1.5
Unemployment Rate (%) 6.0 5.9 5.9 6.0 6.0 6.0

US Real GDP Growth (AR) 4.9 0.6 1.2 2.0 2.2 2.1
Real Consumption Growth (AR) 2.7 1.5 1.3 1.9 2.8 1.8
CPI - Headline (y/y) 2.4 3.7 3.6 2.7 2.8 3.4
      - Core (y/y) 2.2 2.2 2.2 2.2 2.3 2.3
Unemployment Rate (%) 4.6 4.7 4.9 4.9 4.6 4.9

World Real GDP Growth (% chg) - - - 5.2 4.9
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US Slowdown Not Recession

Fears of a US recession weighed on investor sentiment for much of November. Is the consensus view now too 
bleak? The Federal Reserve Board, certainly, has made it clear that it will step in with further rate cuts to address 
any freeze-up in credit market liquidity. Recent comments by Bernanke, noting the more dif�cult credit conditions 
today than in October, open room for more rate cuts.

Net exports, moreover, added 1.3%-pts to the US economy�s Q3 growth rate according to the latest revised 
numbers, showing an even larger contribution from that quarter than the Commerce Department�s initial estimate. 
With the US dollar at more competitive levels and growth in a number of US trading partners bearing up, further 
improvement in the real trade position should help to cushion the body blow from the worst housing slump since 
WW II. 

Although it is taking longer than we had earlier envisioned for the TSX to recoup recent losses, we continue to 
expect stocks to outperform other asset classes over a twelve month horizon. Our year-end target for 2008, of 
16,200 for the Composite, implies a year of double-digit gains, including the dividend. Consensus expectations 
for 2007 and 2008 earnings growth have been cut by about 1.3 and 0.8%-pts respectively in the last month. 
The expected increases of 11% and 13% are still, however, well above the average 8% growth rate of the last 
25 years, with a 15% gain likely in the current quarter (Chart 2).

Further Reducing Our Exposure to Financials

Global �nancial institutions have announced about US$80 billion of write-offs from the subprime crisis so far 
(Chart 3). While that number will certainly rise, we remain dubious of the highest recent cost estimates, some 
of which are based on unwarrantedly pessimistic estimates of defaults and recoveries derived from asset-backed 
credit derivative indices. Still, mortgage security valuations could run below fundamentals for a while.

Having been underweight banks, we�re moving to a broader underweight in the �nancial services sector as a 
whole. The sector managed to rebound as markets were impressed by earnings that offset some of the negatives 
from writedowns on CDO and ABCP exposures. Efforts are also underway to avoid the worst disaster scenarios for 
American subprime borrowers, Canadian non-bank ABCP and US SIVs. But at least another quarter of jitters lies 
ahead, given rating agency downgrades on these assets, concerns over counterparty risks in the credit derivatives 
market, and falling US house prices. Moreover, operating results for Canadian bank operations on both sides of 

STRATEGY

Chart 2 - TSX Earnings Outlook Still Quite Good

Source: Thomson One Analytics
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the Canada-US border will be impinged by tight funding conditions (Chart 4) and global competition for capital 
to shore up balance sheets, which will squeeze margins and restrain total lending volumes. Another 25-bp rate 
cut by the Bank of Canada, and cuts from the Fed will help on that front, but as with the writedowns, given the 
lags, there�s still a quarter or two of softer operating results to get through (Chart 5).

Going Overweight Consumer Staples

Offsetting the reduction in �nancials, we have moved to a modest overweight of the staples group. That segment, 
dominated by the major drug retailers, is a traditional defensive play. Valuations have also improved signi�cantly as 
a result of the past month�s 10% decline. With yearly employment growing at more than twice the US pace, and 
rising rather than falling home wealth, Canada�s households are looking better armed �nancially these days than 
their peers stateside (Chart 6), warranting a heightened exposure to consumer stocks. Although the consumer 
discretionary group might, on the surface, look like a better candidate for added weight, the largest component 
of that group in the TSX actually consists of media stocks. That sub-segment has been hampered by reduced 
private equity M&A activity�a casualty of the recent tightening in credit conditions.

Table 3 � Valuations & Earnings Growth by Sector

Chart 4 - Tighter Bank Funding Conditions ...
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Forecast

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

Financials 167.0 1954 11.7 10.9 12.8 17.3 14.4 9.4
Consumer Staples 116.4 1580 13.6 17.0 1.4 -2.5 -2.0 2.9
Telecommunications 69.0 954 13.8 34.7 5.0 29.8 20.7 8.0
Energy 219.5 3133 14.3 13.0 54.5 10.8 9.9 16.8
(Energy-cash flow basis) 376.4 * 3133 8.3 ** 5.4 ** 31.1 7.5 14.2 15.2
Industrials 85.0 1254 14.8 15.6 18.7 12.2 2.5 9.0
Consumer Discretionary 86.9 1287 14.8 18.6 5.7 7.6 15.7 8.7
Utilities 119.9 1951 16.3 13.9 10.4 15.2 29.3 3.5
Health Care 24.1 410 17.0 49.7 1.4 10.4 -35.4 -9.8
Materials 136.3 2951 21.6 27.5 32.5 89.8 3.1 9.4
Info Tech 15.0 403 26.8 32.3 260.9 -47.6 25.2 26.2
TSX Composite 954.6 13689 14.3 17.9 31.2 17.4 12.0 13.0

*Forward cash flow **Price to Fwd Cash Flow

Forward PE

Note: Indexes as of Nov 30th; 4-qtr fwd earnings are proj. 07:Q4 thru 08:Q3

TSX Op. Earnings (% ch)
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Oil�s recent record-setting climb is �rst and foremost 
a classic case of too much demand chasing limited 
supply, rather than speculation. That limits chances 
for a sustained giveback in prices. Consistent with our 
end of 2008 forecast of US$100 for oil we remain long 
energy stocks, with a recommended 31% weighting 
in our portfolio, 4%-pts above benchmark. The red 
hot performance of China�s economy will help to keep 
demand growth on the boil there. Heavy investments 
in power generation, water desalinization and the 
petrochemical sector along with subsidized prices mean 
the Middle East is likely to lag only China as a source of 
incremental oil demand in coming years. That, in turn, 
will eat into the region�s exportable surpluses, limiting 
the ability to meet rising needs elsewhere.

Natural gas has staged only a partial recovery from the summer�s low. We expect prices to move back into closer 
alignment with oil as cuts in drilling activity and a cool La Niæa-in�uenced winter help to trim, over time, still-
bloated US storage inventories. 

Cutting Overweight in Materials on Rising Costs 
 
Gold has clawed its way back to the US$800/oz range, and should reach US$900 over the next year, with central 
banks looking to reduce their weighting in US dollars. Further expected reductions in US interest rates lower 
the incentive for investors to hold interest-bearing securities rather than the metal, and are consequently also 
supportive for gold, as is a prospective rise in US headline in�ation to the 4% level in coming months on rising 
energy and food prices. Still-solid growth prospects overseas are likewise supportive for a host of other metals.

Notwithstanding the favourable revenue implications in this, we are paring back our overweight somewhat in 
the materials sector in view of the recurring theme of cost overruns and project delays in both the gold and base 
metals sectors. Cost overruns of 60% or even 100% on new mine projects are becoming commonplace. The 
still-lofty C$ is one factor at work here, intense pressure on supplies of skilled labour and assorted other inputs 
from the half-decade-long global mining boom another (Chart 7). The net effect, whatever the cause, is to reduce 
what the investor has left over to enjoy. That, in turn, makes it likely that bullion prices will continue, for now at 
least, to outperform gold stocks. 

Table 4 � Commodity Price Forecast

Chart 6 - Canada�s More Muscular Consumer
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30-Nov 2005 2006 2007 (f) 2008 (f)

Oil (WTI) $/bbl 88.71 57 66 90* 100*

Natural Gas (Henry) $/Mn Btu 7.28 8.89 6.73 6.80 9.00

Gold $/troy oz. 784 444 604 825* 900*

Copper $/lb 3.16 1.67 3.06 3.35 3.50

Aluminum $/lb 1.11 1.23 1.17 1.20 1.00

Nickel $/lb 12.01 6.71 10.98 16.75 13.00

Zinc $/lb 1.18 0.63 1.48 1.45 1.30

Uranium (contract price) $/lb 95 31 50 100* 120*

 *Year-end

Average



�

CIBC WORLD MARKETS INc.	 Canadian Portfolio Strategy Outlook�December 11, 2007

STRATEGY

We moved to an underweight in the telecom sector some time ago, based on a prospective drop-off in private 
equity in�ows as the summer�s �nancial turmoil grew. Recent developments warrant a continuation of that 
recommendation. Of particular note are Ottawa�s recent efforts to spur competition in the lucrative wireless sector 
through future spectrum auctions, a move that could 
potentially hurt the comfortable margins of established 
service providers (Chart 8). 
 
Adding Weight to Bonds

US headline in�ation will soon be 4% thanks to rising 
food and energy prices (Chart 9), but near-term the bond 
market will be focused on the need for further interest 
rate cuts to offset tightening credit market conditions. 
We are reducing our underweight in bonds by shifting 
three percentage points of weighting into this asset 
class. Until the full rami�cations of the sub-mortgage 
shock are played out, the Government of Canada curve 
is likely to provide a yield-producing refuge from the 
storm. 

Table 5 - Fixed Income & Exchange Rate Projections

Chart 7 - Rising Gold Production Costs Chart 8 - Wireless Drives Telecom Pro�ts

Source: 
Statistics Canada, Telecommunication 
Statistics, latest issue (Mar-07)
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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 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

* 2006 equity only return for strategy portfolio excludes income trusts

Asset Classes 2006 2007 YTD Last 3 Mos.
Stocks (TSX Composite Total Return Index) 17.26 8.38 0.82
Bonds (S&P TSX Cdn Bond Index) 4.00 3.26 2.92
Cash (1-Month Bills) 3.88 3.76 0.97
Market Benchmark(2) 11.64 6.20 1.65
  -Strategy Portfolio 11.86 5.84 1.39
TSX Stocks by Sector (Total Return) (3) 2006 2007 YTD Last 3 Mos.
Consumer Discretionary 15.67 3.42 -4.95
Consumer Staples 5.53 -5.63 -8.68
Energy 6.06 1.75 -0.94
Financials 19.21 3.12 1.21
 -Banks 19.84 0.60 0.07
 -Insurance, REITS, others 17.50 6.44 1.35
Health Care 0.69 -19.34 -4.88
Industrials 14.66 10.26 -6.70
Info Tech 27.33 51.13 18.20
Materials 39.81 23.53 7.07
 -Gold 28.03 1.59 17.69
 -Other Metals 49.80 18.80 -1.52
Telecom 20.12 14.29 -8.77
Utilities 7.01 9.42 5.22
*as of Nov 30/07
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EQUiTY RESEARcH

 TSX SECTORAL VIEWS BY FUNDAMENTAL EQUITY RESEARCH ANALYSTS FOR DECEMBER 2007

Consumer Discretionary � B. Bek
Canadian media continues to see good overall performance through the �rst three quarters of 2007. As expected, specialty 
TV remains strong as advertising dollars and subscription increases continue their fast pace. Newspapers will likely continue 
to struggle, especially in Metro markets. Internet advertising remains a small piece of the overall advertising pie in Canada, 
but it is growing materially. Conventional TV remains an issue for all but CTV GlobeMedia (Bek: Communications & 
Media � Market Weight).

Consumer Staples � P. Caicco, K. Wong, R. Piticco
We continue to be cautious on the Canadian grocery stocks. Pricing remains under pressure in Ontario, with western 
Canada also seeing price reductions. Supercenter and Superstore are hungry for volume and price declines are in motion. 
All competitors will feel the impact as they are forced to make cuts to maintain market share. Food in�ation has eased 
somewhat but can be dif�cult to manage in a market where competitive pressure is mounting (Caicco: Merchandising 
& Consumer Products � Market Weight).

Energy � R. Plexman, M. Bridges, B. Borggard, W. Lee, J. Fetterly
With our moderate growth scenario intact, we believe oil market fundamentals remain positive. Our analysis suggests that 
global oil demand growth will average 1.4 million Bbls/d over 2007�2010, handily outpacing non-OPEC supply growth over 
this period. In our view, rising oil demand, combined with limited spare production capacity, continued OPEC discipline, 
maturing infrastructure, and tight product markets, will boost global oil prices. Given strong cash �ows and generally solid 
balance sheets, share buybacks are likely to continue. Our focus is on oil producers, which have superior production growth 
prospects (Plexman: Oil & Gas � Overweight). Our long-term outlook for the junior/intermediate E&P sector is favourable, 
but with U.S. natural gas storage at record levels, a near-term focus on �nancial �exibility is critical. Speculation about the 
sector�s ability to fund aggressive capital budgets in H2/07 and recently increased royalties in Alberta will continue to weigh 
on the group through the winter. While renewed M&A activity likely indicates we are nearing the bottom of the cycle, our 
focus remains on those producers with solid balance sheets and the ability to still generate reasonable rates of return on 
capital employed (Bridges, Borggard & Lee: Oil & Gas Junior E&P � Market Weight).

Financials � D. Mihelic, R. O�Reilly, S. Boland
The recent turmoil in �nancial markets has created downside risk to bank earnings, while the banks� extremely strong YTD 
results create dif�cult comps in F2008. We expect EPS growth to slow signi�cantly (Mihelic: Banks � Market Weight). 
Industry net sales were $1.0 billion and $2.4 billion in Sept. 2007 and Oct. 2007, respectively, a strong rebound from the 
net redemptions of $1.6 billion in Aug. 2007. Wrap products continue to account for a large portion of industry �ows (net 
sales of $0.9 billion during Oct. 2007) (Boland: Asset Managers � Market Weight). Canadian �rms reported mixed 
Q3/07 operating earnings. A soft pricing environment remains, a trend that we expect to continue over the medium term. 
We believe that P/E multiples will remain stalled, with book value growth the focus for future valuation (Boland: P&C 
Insurers � Market Weight). In October and November REITs returned -9% on an unweighted basis, compared to a -4% 
total return for the S&P/TSX Composite Index. The 10-year GoC bond yield declined 34 bps to approximately 4.00%, which 
was more than offset by a 168-bp increase in the average REIT yield spread over the 10-year GoC bond, driving the average 
REIT yield to 7.6%. Our sector weighting is increased to Overweight, re�ecting our belief that recent unit price declines are 
unjusti�ed in the context of strong industry fundamentals and a stable direct property investment market (O�Reilly, Avery: 
Real Estate � Market Overweight). 

Health Care � J. Walewicz

With close to 75% of the S&P/TSX Health Care Index driven by just three stocks, company-speci�c news should drive sector 
performance more than broader macro trends. We maintain our Market Weight stance, as we view the risk/reward pro�le 
for the dominant Canadian health care stocks as balanced. The diversity of the Canadian health care space demands that 
investors continue to focus on stock selection (Walewicz: Health Care � Market Weight). 

Industrials � M. Willemse, J. Bout
YTD light vehicle sales have declined only moderately versus 2006, but we remain cautious for the next few months as 
economic headwinds persist. U.S. sales continue to be negatively impacted by intentionally reduced �eet sales at the 
Big Three, the weak housing market, higher fuel prices, tighter credit markets, and economic uncertainty (Willemse: 
Automotive � Market Weight). Steel market fundamentals have improved signi�cantly over H2/07. High global steel 
prices, high shipping costs, and the low U.S. dollar likely mean import competition won�t be a factor in the domestic market 
over the coming months. Steel producers should continue to have signi�cant pricing power going into seasonal Q1/08 
increases in demand. While softening economic conditions are a concern, we believe demand will remain strong as U.S. 
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service centre inventories are at 9-year lows. We expect service centres to switch to a buying mode over the coming months 
(Willemse: Steel � Market Weight). Market Weight on the capital equipment sector re�ects the complexity of the group�s 
underlying drivers. While we believe there is likely to be ongoing softness in U.S. commercial/residential construction, robust 
economic growth in Asia should continue to drive demand for commodities. A moderating global economy should help 
ease the frantic demand for new heavy equipment, providing more manageable growth/improved margins (Bout: Capital 
Equipment � Market Weight). Market Weight on the Canadian rails re�ects the global economy�s mixed outlook (more 
buoyant for international markets, muted for North America). 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, etc.), we expect the Canadian rails to capture a disproportionate amount of the freight 
volume growth (at the expense of trucks) and, with an improved service level, generate revenue growth higher than GDP 
(Bout: Railroads � Market Weight).

Information Technology � P. Lechem, T. Coupland
Software spending has settled into a more predictable pattern, with market research expecting sector growth in the mid-
to-high single digits. The sector has also settled into a relatively predictable seasonal pattern, with summer typically slow 
for software sales, but sales rallying in the fall, driven by budgetary considerations. Over the past decade, technology stock 
prices have tended to follow a similar pattern, selling off in the slow summer period before rallying to year-end strength. 
We believe the sector is attractively valued and see technology stock valuations and timing as offering attractive entry points 
(Lechem: Technology-Software � Market Weight). The common themes among Business and Professional Services 
are: 1) transaction-based/contract-based revenues; 2) pro�tability depends largely on project management to deliver high 
utilization rates; 3) core business model is leveragable across clients and geographies; and, 4) customers are increasingly 
looking for a range of solutions from their service providers. These trends are driving company diversi�cation and industry 
consolidation (Lechem: Business and Professional Services � Market Weight). Although our coverage universe is quite 
diversi�ed, the hardware sector has started to bene�t from growth in certain emerging markets and resurgence in capital 
spending in networking. We expect this to continue as developing regions seek high-quality and lower-price solutions for 
communication networks and infrastructure. Key emerging themes: 1) deployment of WiMAX and other wireless networks; 
2) hardware and software to support the rollout of the triple and quadruple play in the telecommunications market; and 
3) solutions for dealing with network congestion (Coupland: Technology Hardware � Market Weight).

Materials � J. Bout, H. Carreau, B. Cooper, D. Roberts, C. Hale-Sanders, B. Humphrey
YTD gold prices have averaged US$685/oz. We forecast gold prices to average US$675/oz. in 2007 and US$800/oz. in 
2008. The factors that brought us from sub-US$300/oz. a few years ago have not abated and, arguably, are as strong now 
as they have been at any time. Longer-term fundamentals remain in place for gold to rise driven by a scarcity of deposits 
and strong physical and investment demand. We expect smaller-cap stocks to offer the best returns (Cooper, Humphrey: 
Mining, Precious Metals � Overweight). Over the past month, concerns of a slowing global economy in 2007 and 
2008 caused by the perceived ongoing �credit crunch� in the capital markets resulted in a signi�cant correction in base 
metals equity and commodity prices. While the demand outlook is somewhat cloudy given capital market gyrations, unless 
physical demand comes under pressure we do not believe this capital markets turmoil marks the end of the secular bull 
market for base metals (Hale-Sanders: Mining, Metals and Minerals � Market Weight). 2007 has been a frantic year 
for the fertilizer industry driven by biofuel demand leading to a large increase in corn acreage planted at the expense of 
other crops. The result? Depleted agricultural inventory, record crop and nutrient pricing and record nutrient demand. In 
analysing the supply/demand fundamentals for each of the three nutrients, we do not anticipate a large supply response 
until late 2009/2010. Barring a collapse in demand, we expect nutrient prices to remain at cyclical highs for the next 12-18 
months. We prefer fertilizer stocks to chemical stocks (Bout: Chemicals & Fertilizers � Market Weight). We think most 
pulp, paper & packaging prices are close to their cyclical peaks. To the extent that prices remain relatively high, it will be 
due more to a �cost push� than �demand pull�. We caution investors against searching for a �favourite� paper grade. 
We think building materials prices will hover around cash costs through at least mid-2008 until excess inventories in the 
U.S. housing market are depleted. A recovery is expected sooner for lumber than panels due to the increasing supply of 
the latter (Carreau, Roberts: Paper & Forest Products � Underweight).  

Utilities � M. Akman, A. Pavao
Pipeline and utility stocks have mostly rebounded from the broader market sell off in August. While market turbulence 
may continue in the near future and in�uence the movement of stocks in our universe, the fundamental growth drivers for 
pipelines & utilities are strong. Commodity prices remain above historical levels, which continue to be a positive factor for 
the pipeline, utility and power stocks. A growing electricity supply shortage, especially in Alberta, should continue supporting 
higher power prices and investment opportunities (Akman, Pavao: Pipeline & Utilities � Market Weight).
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Quantitative Tactical Asset Allocation (QTAA) Strategy �  by Yin Luo

The equity market tumbled in November, underperforming both bonds and cash. Even the best performing sector, information 
technology, was down 0.1%. The worst performing sector, telecom services, was down 10.8% in the month. Crude oil, 
gold, and other commodities were down. The Canadian dollar also fell substantially in November.

Our QTAA strategy uses a statistical technique called logit model to make asset allocation decisions. Our QTAA model (see 
Exhibit 1) is suggesting stocks as the best asset class for December, outperforming both bonds (probability = 74%) and cash 
(probability = 80%).

We recommend overweighting stocks and underweighting bonds. After cooling down slightly early in the fall, the market 
volatility rose sharply again in November. We expect the high volatility will continue until mid-December (see Exhibit 2).

Note: From a modeling perspective, we use the S&P/TSX Equity Index as our main benchmark and treat income trusts as a separate 

component in our TAA and sector rotation strategy.

Source: CIBC World Markets Quantitative Strategy

Exhibit 1. Macro Factor Contribution � QTAA
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Exhibit 2. Market Volatility

 QUANTITATIVE SECTOR ROTATION STRATEGY

Compared to the recent average, our quant model assigns more weight to value and market-related factors and reduces 
weight on quality factors for December 2007.

Our QED model suggests overweighting the materials, information technology, and energy sectors. We also recommend 
underweighting the health care, consumer discretionary, and industrials sectors. For stock-speci�c analysis, please refer to 
our QED Model Monthly Forecast, December 3, 2007 for individual stock rankings.

Exhibit 3 provides our QED model ranking for the 10 GICS sectors, using the bottom-up approach on a capitalization-weighted 
basis. Exhibit 4 decomposes the QED score for each sector by the six sources of alpha: value, growth, momentum, analyst 
revisions, quality, and market.

The suggested overweight on the materials sector is driven mainly by positive stock and sector momentum, positive revision 
trend, and growth pro�le. We also recommend overweighting the information technology sector, due to strong stock 
momentum, quality, revision, growth, and reasonable valuation. The energy sector is also at overweight, because we believe 
the stock/sector momentum and growth for the sector will be rewarded. 

We recommend underweighting the health care sector, mostly due to the negative sector alpha and stock momentum. 
The underweight stance on the consumer discretionary sector is based on the negative sector alpha. We also suggest 
underweighting the industrials.

Within the income trust universe, we still prefer power & pipeline trusts and business trusts, and suggest underweighting 
oil & gas trusts. Momentum and revision style factors are the driving forces behind our current trust recommendation (see 
Exhibit 5). For security-speci�c analysis, please refer to our QED-TRUST Model Monthly Forecast, December 3, 2007 for 
individual income trust rankings.

Stocks/ Stocks/ Bonds/
Factor Cash* Bonds* Cash*
Yield Spread 2 NA 2
Equity Yield GDP NA 2 NA
US Equity Yield Ratio 5 NA NA
TSX Dividend Yield 2 2 NA
Change in 3-Month T-Bill Yield NA 3 NA
TSX GARCH Volatility 5 5 NA
Change in TSX GARCH Volatility 2 NA NA
Oil Price 4 4 4
CRB Commodity Index NA 1 NA
Canadian Dollar 1 NA 1
Put-Call Ratio 3 3 3
Leading Economic Indicator NA 2 NA
M3 Money Supply NA 4 4
ISM Index 2 NA NA

Probability of Outperformance 80% 74% 46%

Source: CIBC World Markets Quantitative Strategy

* 5 indicates the strongest positive contribution to outperformance, while 1 
means the strongest contribution to underperformance.




