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

You wouldn’t know it by looking at 
financial markets, but an economic recovery 
has yet to get underway in North America. 
Investors are clearly looking well beyond 
2009, having rightly shed the fear that the 
current recession, admittedly a deep one, 
would turn into a more lasting depression. 
But the rally has turned what was a very 
cheap market into one that’s looking a 
tad expensive benchmarked against 2009 
earnings, with the TSX sitting at roughly 
16 times 2009 earnings. There’s still plenty 
of upside when markets get comfortable 
pricing in a moderate-paced recovery 
in 2010, but we would like to see more 
confirmation that an economic recovery is 
at hand before overweighting stocks.

Where recovery is now beyond doubt 
is in East Asia, with an evident turn in 
China’s purchasing manager’s index, and 
in industrial production figures for Japan 
and South Korea. Tilting our portfolio to a 
resource-hungry East, we’re increasing our 
already overweight position in metals and 
other materials. The same trend should give 
a boost to rails within the industrial space. 
Oil prices have also been on the move, but 
we’re staying only market weighted in the 
energy space, given still-high oil and gas 
inventories and excess capacity in OPEC 
that could be unleashed on any further 
climb in crude.

Foreign exchange markets have similarly 
jumped to conclusions about a turning 
point ahead, with deleveraging flows 
no longer helping the greenback, and 
commodity currencies like the C$ showing 
particular strength. While the loonie’s 
valuation looks stretched, we still see it 

averaging not much below 90 cents over the 
next four quarters. That will represent a nice 
cost savings for importers from where things 
stood a few months ago, and we’re adding 
weight to retailing equities. 

We had favoured cash over bonds in our 
fixed income holdings, accepting near-zero 
rates on the former to get out of the way of a 
medium term sell-off in government securities 
on greater issuance and signs of economic 
growth. Here too, markets may have now run 
a bit beyond fundamentals, and with central 
banks holding cash rates near zero, we could 
see a temporary flattening of the curve until 
signs of recovery are better defined. As a result, 
we’re shifting some weight from cash to bonds, 
as a trading play, expecting to reduce our bond 
weighting again later in the year.  

March 11, 2009

“ Tilting our portfolio 
t o  a  r e s o u r c e -
hungry East, we’re 
i n c r e a s i n g  o u r 
already overweight 
p o s i t i o n  i n 
metals and other 
materials.“

June 8, 2009

ASSET MIX (%)
Bench-
mark

Strategy
Recom-
mend.

vs
Bench-
mark

chg 
vs 

mon. 
ago*

Stocks 50 50  0.0  0.0
Bonds 39 37 -2.0 +2.0
Cash 11 13 2.0 -2.0
GICS SECTORS  (%)**
Cons. Discretionary 3.8 1.8 -2.0 +1.0
Cons. Staples 2.8 2.8  0.0 -3.0
Energy 28.8 28.8  0.0  0.0
Financials 29.4 29.4  0.0  0.0
 -Banks 18.4 18.4  0.0  0.0
 -Insur., REITs, other 11.0 11.0  0.0  0.0
Health Care 0.4 0.4  0.0  0.0
Industrials 5.2 2.7 -2.5 +1.0
Info Tech 4.5 4.5  0.0  0.0
Materials 18.7 23.2 +4.5 +2.0
 -Gold 11.0 12.0 +1.0  0.0
 -Other Metals 3.0 5.0 +2.0 +1.0
 -Fertilizer, Chemicals 4.3 5.8 +1.5 +1.0
Telecom 4.8 4.8  0.0  0.0
Utilities 1.5 1.5  0.0 -1.0

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

** Benchmark weights are for TSX Composite.
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Asian-Led Recovery, Stronger C$ Tilt Portfolio — Peter Buchanan, Avery Shenfeld and Meny Grauman

Equities have historically run ahead of an economic turning point, but never so spectacularly as we’ve seen in the 
last few months. The return of roughly $90 billion of excess cash stashed away for safekeeping during the crisis 
has added to the rally’s vigour (Chart 1). 

While stocks still aren’t expensive against full-cycle 
earnings, leaving room for a multi-year rally, we expect 
a bit less ebullience in the next few months. That 
argues for a neutral, rather than overweight, position 
in equities. Signs of a turnaround in the still-troubled 
US economy remain tentative, notwithstanding pluses 
like April’s unexpected rise in construction spending. 
Canada’s economy also faces a tough climb back, 
even though the Q1 GDP decline didn’t quite match 
the horrific advance billing. Value managers will likely 
want to see more proof that 2010’s earnings climb is 
for real, given that the TSX composite’s forward PE 
of 16 is no longer overtly cheap after the impressive 
recent run. 

But there are several reasons to believe that we are not 
simply seeing a bear market rally destined to be reversed to new lows, as we did after three previous 15-20% 
rallies since the US recession began. The global economy, led by some of its more resource intensive constituents, is 
getting closer to an inflection point. A full recovery from the credit crisis, looking at a second critical development, 
will clearly take years. But there are growing signs that the market’s worst fear—a 1929-style banking system 
collapse leading to a Great Depression reprise—has been averted. The recent rise in TALF-insured loans in the US 
suggests, moreover, that efforts to unclog non-bank lending channels are also meeting some success (Chart 2).

Table 1 - Equity Projections

Table 2 - Economic Forecast

Chart 1 - Investors’ Cash Holdings High
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2007 2008 2009 2010
TSX Composite 10,370        (5/29) 13,833 8,988   10,800 12,000 

% total return 17.2           YTD 9.8      (33.0)   23.2    14.3

TSX Operating Earnings - index adj 858      906     679     761     

                                - yr/yr % chg (32.6)          (09:Q2) 11.4    5.6      (25.0)   12.0    

      S&P 500 919            (5/29) 1,468   903     960     1,060   

                   -% total return, YTD 3.0             5.5      (37.0)   8.9 12.9    

Year-end

Latest

09Q1 09Q2 09Q3 09Q4 2008 2009 2010
Canada Real GDP Growth (AR) -5.4 -3.1 -0.5 2.5 0.4 -2.5 1.5

Real Consumption Growth (AR) -1.6 0.1 1.7 2.9 3.0 -0.4 1.9
CPI - Headline (y/y) 1.2 -0.1 -0.8 0.2 2.4 0.1 1.2
      - Core (y/y) 1.9 1.8 1.6 1.2 1.7 1.6 1.3
Unemployment Rate (%) 7.6 8.2 8.6 8.8 6.1 8.3 9.0

US Real GDP Growth (AR) -5.7 -3.2 -0.4 2.1 1.1 -3.1 1.7
Real Consumption Growth (AR) 1.6 -1.7 -0.3 1.5 0.2 -1.1 1.2
CPI - Headline (y/y) 0.0 -1.2 -2.6 0.3 3.8 -0.9 1.6
      - Core (y/y) 1.7 1.8 1.4 1.7 2.3 1.7 2.2
Unemployment Rate (%) 8.1 9.3 9.8 10.0 5.8 9.3 9.8

World Real GDP Growth (% chg) - - - - 3.2 -1.5 2.0
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Moreover, although stocks look a tad rich against 
short term earnings, longer term indicators 
suggest better value. Compared to where it stood 
over most of the last 25 years, the TSX is cheap 
relative to 10-year trailing earnings, a measure 
shown by the noted economist Robert Shiller to 
be a good predictor of longer term performance 
trends (Chart 3).

Forward earnings prospects are also encouraging 
once one looks beyond the recession. Investors 
are currently discounting an 11% annual growth 
rate for TSX profits over the next five years. That 
figure is more modest than expectations at the 
start of the decade, suggesting a greater dose 
of realism in equity valuations. Moreover, the 
steep decline in debt-to-equity ratios over the last 
decade means that Canadian firms are likely to be 
better positioned to tap capital markets to expand 
their operations and profits when the economy 
recovers than their US peers. Canadian firms 
have also moved very aggressively to restructure 
their operations and cut costs, and we expect the 
benefits of that to carry over into the recovery. 

Playing to an Asian-Led Recovery 

All of this, however, is predicated on a recovery 
actually getting under way in the global economy 
over the coming four quarters. For the TSX, that 
needn’t be one initially powered by the US, as 
was in evidenced in May, when the TSX notched 
up a further hearty 11% increase, bringing the 

Composite’s rise for the year so far to 
nearly 20%. That’s almost ten times the 
US large cap’s increase, a striking, but in 
some sense not all that surprising, gap. 
While the Canadian economy and S&P 500 
may still march to a largely North American 
drumbeat, our analysis suggests Canada’s 
stocks have become more and more levered 
to the global economy, including areas 
like Asia where recovery signs are more 
advanced (Chart 4). As reflected in our 
targets for the Composite and S&P 500 
going forward, we expect that growing 
offshore focus to stand the Canadian 
market in good stead over the next two 
years.

STRATEGY
Chart 2 - Stepping Back From the Brink: Financial Strains Ease
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Chart 3 - TSX Not Expensive Against 
Long-Term Earnings
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Not only have Asian economies moved first, but that 
region and the oil-exporting economies are likely to be 
significant sources of economic growth in the coming 
decade. North American and European households 
are burdened with high debt levels and will be 
increasing savings rates as we move into the decade 
of the teens, from 2010 to 2019. But there are huge 
reserves of both personal and government savings in 
Asia, which could be unleashed as a counterweight 
to a less robust trend rate for consumer spending in 
the West. 

Within North America, that probably means a larger 
contribution to growth from exports and related 
capital spending (Chart 5) over the next few years, and 
correspondingly less from housing and consumption. 
Prior to the last two decades, the savings rate in 
the US averaged around 8%. The recent decline in 
household savings has come, moreover, in the face of 
excessive dissavings or borrowing by the government 
sector. And the options for resolving fiscal imbalances 
are likely to entail added costs, potentially fairly 
onerous ones for consumers. Brookings Institution 
research suggests for example, that it would take a 
tax increase equal to almost 7% of GDP to align the 
long term growth paths of government revenues and 
expenditures.

The second ingredient for a re-balancing of global 
growth is an increase in consumer and public 
infrastructure spending in emerging markets and oil-
exporting countries. China’s $585 billion package is a 
step in that direction. The outlays, 65% of which will 
go for infrastructure, are half as large again in GDP 

terms as recent US measures. On a related note, China entered the recession with a lofty savings rate, as did many 
other Asian countries and the oil exporters. So much so that the flow of personal savings in emerging markets is 

Table 3 - Fixed Income & Exchange Rate Projections

Year-End

2007 2008 2009

B of C Overnight Target (%) 0.25 0.25 0.25 4.25 0.25 0.25

2-Year GOC 1.24 1.20 0.95 3.75 1.24 1.15

10 Year GOC 3.39 3.40 3.05 3.99 3.39 3.35

30-Year GOC 3.99 3.95 3.70 4.10 3.99 4.00

S&P TSX Cdn Bond Index (% YTD total return) -2.4 -2.1 0.8 3.8 11.8 0.3

Fed Funds 0.25 0.25 0.25 4.25 0.13 0.25

10-Year US Note 3.46 3.60 3.35 4.03 2.10 3.65

C$ in US cents 91.6 88.5 84.0 100.2 78.7 87.0

US$/EUR 1.42 1.38 1.32 1.46 1.29 1.35

Yen/US$ 95 98 101 112 93 97

May 
29/09

Jun 
30/09

Sep 
30/09

Chart 6 - Emerging Markets Savings Rates 
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now as large as what’s generated from OECD households (Chart 6). A fall in the savings rate in the developing 
world could, therefore, add far more to global consumption spending than will be lost as OECD households 
retrench to rebuild their depleted portfolios and lenders there avoid earlier excesses in credit availability.

For the Canadian economy these shifts will mean a leaner decade for segments of the economy leveraged to 
American consumer spending (like automotive equipment, newsprint, lumber for US housing). Reducing Canadian 
leveraging will also see housing starts average a tame 170,000 in the decade of the teens, compared to the 
200,000 pace of the last nine years. 

Instead faster growth will be driven by sectors (technology, materials) linked to either North American capital 
spending or Asian consumption and investment. To catch the first stage of that wave, we’ve added a further 
two points to our-already overweighted position in materials, reflecting that sector’s concentration in metal and 
fertilizer stocks. Asia’s largest emerging economies already surpass the increasingly service intensive OECD countries 
in resource intensity (Chart 7). We expect resource 
demand in the region to rise further as a result 
of heavy metal and other resource requirements 
associated with upgrades to transport and power 
systems and other planned infrastructure spending. 
Beyond geographic growth patterns, our research 
shows that metals and related stocks tend to be 
early movers in the recovery cycle, and that also 
argues for a greater weighting at this point. 

Fertilizer stocks have recovered recently, but remain 
well below earlier highs. We’ve added a point 
of weight to that sector as well this month, to 
capitalize on favourable demand-supply prospects. 
China is already one of the world’s larger fertilizer 
users. Demand for grain there is expected to 
continue to rise to meet the expanding protein 
needs of a growing population. The country’s 
historic underapplication of potash, moreover ,points to strong growth in demand for that product compared 
to the other major soil nutrients. The factors fuelling the rise in China’s fertilizer needs, including dietary shifts 
and the limits on available new arable land, hold true elsewhere. Droughts in a number of key grain-producing 
countries, moreover, point up the potential adverse supply consequences of climate change, heightening the 
pressure to bolster yields through the application of artificial soil nutrients.

Neutral Weights on Energy, Financials

In contrast to our metals and chemicals/fertilizer overweight, we are maintaining our neutral rating on the energy 
sector. We like oil’s longer term price prospects, and softening labour and materials costs are both increasing 
profitability and lowering the price threshold for restarting now-delayed oils sands projects. But crude’s recent 
price climb seems to have run well ahead of fundamentals, pointing to some interim downside risk. US demand 
is still down some 7-8% on the year with inventories of both crude and products there remaining well above 
historical averages. OPEC may have held the line as expected at its May meeting, but the cartel now has 6-7 mn 
barrels of daily shut-in capacity owing to previous production cuts. The cartel did in fact raise output for the first 
time in nine months in April, and even without a formal quota increase we expect cheating to add significantly 
to supply without the earlier fears of a price collapse to encourage discipline. That, and continued softness in 
demand, should hold oil prices to an average $60/bbl this year and around $70 next.

Chart 7 - Metals Intensity—
Asian Emerging Markets vs Key OECD Countries
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Financials on both sides of the border have benefited as fears of a domino-like collapse or fire sale of risky assets 
have faded, and US and European rescue efforts have begun to work. But deep recessionary conditions will have 
a lagged impact on credit quality, and the resulting provisions will be a negative for earnings until mid-2010. 
We’re staying market weighted on the sector in Canada, with banks here able to outpace their US peers given a 
less difficult credit environment north of the border. While US banks have shown that they have had no difficulty 
raising added regulatory capital to address stress test deficiencies, TARP repayment rules require firms issue dilutive 
equity in order to free themselves from related oversight and pay restrictions. Canadian banks haven’t had to take 
government funds to remain well capitalized, and further dilutions look much less likely.

Although Canadian insurers posted disappointing Q1 results on the back of weak equity markets and credit issues, 
they too are now seen as well capitalized. US revenue sources will be negatively impacted by translation effects 
as they are measured in a stronger loonie in the upcoming quarter. 

We’re financing the additional weight in materials 
by reducing our holdings in two defensive sectors, 
consumer staples and utilities. The VIX’s 9-month 
low (Chart 8) and the US greenback’s shrinking act, 
are two assorted signs that investors’ risk aversion is 
continuing to subside rapidly from the crisis’ peak, 
making defensive plays less rewarding.

High C$ Worse for Economy than TSX

The loonie has pulled so sharply out of its tailspin 
that a recent plus for earnings performance has now 
become a key concern. Late 2007’s ride to US$1.10 
was a punishing experience for many companies. With 
the economy weaker than before, the Bank of Canada 
is likely to be much less tolerant now than at that time 
of runaway loonie appreciation. Even without visible 

policy intervention, the currency’s climb has now run sufficiently far ahead of fundamentals to make at least a 
partial pullback likely.

But even if, as we expect, it still averages near 87 cents over the balance of the year, that will be more a challenge 
to the economy than to the mix of stocks that make up the TSX. Resources producers, who have been benefiting 
from the rising commodity prices that accompany any sustained C$ rally, benefit more from those price hikes 

Chart 7 - Metals Intensity—
East Asian Economies vs OECD Countries
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Table 4 — Commodity Price Forecast

29-May 2006 2007 2008 2009 (f) 2010 (f)

Oil (WTI) $/bbl 66 66 72 100 60 70

Natural Gas (Henry) $/Mn Btu 3.92 6.73 6.97 8.89 4.25 5.00

Gold $/troy oz. 976 604 695 872 1000* 1100*

Copper $/lb 2.19 3.06 3.24 3.16 2.40 2.85

Aluminum $/lb 0.64 1.17 1.20 1.17 0.65 0.70

Nickel $/lb 6.30 10.98 16.86 9.57 6.00 6.50

Zinc $/lb 0.70 1.48 1.48 0.85 0.75 0.90

* end of period

Average

Chart 8 - Falling VIX Signals Easing Volatility Fears
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than they lose from the firmer loonie. They constitute 
nearly 50% of the TSX basket, vs only a 6% weighting 
in the currency-challenged secondary-manufacturing 
industry (Chart 9). And some stocks benefit from 
a firmer loonie due to savings on import costs or 
increased travel, including domestic air carriers, 
retailers of imported merchandise, and heavy users of 
foreign-produced capital equipment.

Moving Some Cash Back to Bonds

In fixed income markets, the same reduction in risk 
aversion that drove equities (with funds shifting to 
corporate bonds and stocks) has combined with 
massive net issuance to give US Treasuries their worst 
yearly start since the Carter era. That took Canadas 
partly along for the ride.

Longer term, the market has it right. Not only will the US curve be weighed down by years of massive deficit 
financing, but inflation is a risk beyond 2010 if America decides to let its debt melt away in real terms by allowing 
inflation to run much hotter than the roughly 2% pace implied by the TIPS market. Neither debt nor inflation risks 
loom as large in Canada, but an economic recovery will eventually push long term yields well through 4%.

But like the equity market, the sell-off in longer-dated government bonds, and perhaps even the narrowing in 
corporate spreads, looks a trifle overdone and vulnerable to a corrective, though very partial, reversal, given a still 
uncertain economic picture. A yawning 5% of GDP output gap and the readiness of banks to continue holding 
excess reserves will continue to limit, for now, one key peril—the threat from double-digit money supply growth 
to headline inflation. Given the implications for the Canadian curve of a modest relief rally stateside, we’ve shifted 
two points from cash into bonds, paring our underweight to 2%, but remain ready to unwind that essentially 
tactical move on any signs that the recovery stateside is gaining solid traction.
 

STRATEGY

Table 5 — Valuations & Earnings Growth by Sector
4-Qtr Fwd Index
Earnings Level Current Last Decade 2007 2008 2009 (f) 2010 (f)

Energy 128.8 2590 20.1 12.0 6.7 49.2 -56.5 15.5
Health Care 24.4 259 10.6 22.0 -36.2 -18.8 36.9 0.4
Financials 110.4 1317 11.9 12.0 14.0 -18.2 -6.1 8.3
Consumer Discretionary 67.2 771 11.5 15.7 26.1 -0.6 -11.5 3.3
Consumer Staples 129.6 1415 10.9 17.8 -4.2 8.5 16.1 9.0
Telecommunications 79.4 672 8.5 29.8 33.1 -6.6 13.4 -3.0
Materials 117.9 2717 23.0 28.9 21.1 10.8 -19.7 36.3
Utilities 103.9 1370 13.2 17.4 25.9 -65.3 142.3 10.0
Industrials 67.7 911 13.5 14.9 8.8 24.5 -28.0 0.4
Info Tech 19.2 288 15.0 44.5 50.2 65.1 24.5 19.5
TSX Composite 693.9 10370 14.9 16.1 11.4 5.6 -25.0 12.0

Forward PE

Note: Indexes as of May 29th close; 4-qtr fwd earnings are proj. 09:Q1 thru 10:Q1

TSX Op. Earnings (% chg)

Chart 9 - High C$ Hurts TSX Profits 
But Not as Much as Economy
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HISTORICAL PERFORMANCE: CIBC WM BENCHMARK AND ASSET CLASSES

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

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

All Asset Classes TSX Only

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

PERFORMANCE OF STRATEGY PORTFOLIO VS BENCHMARK

Asset Classes 2008 2009 YTD Last 3 Mos.
Stocks (TSX Composite Total Return Index) -33.00 17.16 28.87
 -Strategy Equity Portfolio -32.44 17.61 28.83
Bonds (Bloomberg Cda Bond Index) 11.77 -2.40 -1.16
Cash (1-Month Bills) 2.27 0.17 0.06
Total Market Benchmark(2) -13.79 7.70 8.15
  -Total Strategy Portfolio -14.17 7.53 13.33
TSX Stocks by Sector (Total Return) (3) 2008 2009 YTD Last 3 Mos.
Consumer Discretionary -35.41 -2.99 8.84
Consumer Staples -6.08 -2.32 2.99
Energy -33.88 24.11 35.11
Financials -36.45 19.36 42.38
 -Banks -31.43 26.31 42.69
 -Insurance, REITS, others -42.37 9.19 18.17
Health Care -30.15 5.65 -4.65
Industrials -25.06 0.41 20.50
Info Tech -54.18 59.32 57.98
Materials -26.48 20.35 20.04
 -Gold 4.32 5.62 11.37
 -Other Metals -63.19 88.18 39.08
 -Chemicals -40.63 36.62 18.57
Telecom -24.85 -4.95 3.34
Utilities -20.46 -6.93 -2.97
*as of May 29/09

Total Return (%)*

100

120

140

160

180

200

220

Dec-03 Dec-04 Dec-05 Dec-06 Dec-07 Dec-08

Strategy Portfolio

TSX Composite

+43.7%

Dec 2003=100

+50.6%

100

110

120

130

140

150

160

170

Dec-03 Dec-04 Dec-05 Dec-06 Dec-07 Dec-08

Strategy Portfolio

Market Benchmark
+44.4%

Dec 2003=100

+40.0%



�

CIBC WORLD MARKETS INc.	 Canadian Portfolio Strategy—June 8, 2009

EQUiTY RESEARcH
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Consumer Discretionary – B. Bek

We expect conventional TV and newspapers will take the majority of the hit from the hostile ad markets, 
with radio holding-in reasonably better. The earnings outlook for media is directly correlated to the economy, 
which remains depressed (Bek: Communications & Media – Market Weight). 

While a challenging operating environment has created near-term risks and uncertainty within the industry 
(with the slowing economy, reduced consumer sentiment, and AWS entrant risks on the horizon), the long-
term fundamentals remain solid, in our opinion (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

We believe that investors should remain focused on owning low cost producers with solid balance sheets 
and the ability to manage through the current trough, but still maintain exposure to higher commodity prices 
once the demand/supply outlook improves. Given our cautious outlook on commodities for 2009 on supply 
continuing to outpace demand, leading to above-average inventory levels for both products, we maintain our 
Market Weight stance on the sector  (Lee: Oil & Gas - Large Cap – Market Weight). 

We believe the significant weakness in commodity prices (especially natural gas) combined with the reduced 
access to external capital have created one of the most challenging operating environments for E&P companies 
in recent memory. As a result, we believe 2009 is poised to be one of the weakest years on record for the 
oilfield services sector, with the pullback in activity surpassing the downturns of 2007, 2002 and 1999 and 
approaching levels not seen since the early 1990s (Fetterley: Energy Equipment Services – Market 
Weight). 

In the short term, we maintain a cautious outlook for 2009 given the global decline in demand for crude oil 
and natural gas, a circumstance that has served to significantly increase inventory levels for both products. 
While we hold a view that valuations within the sector will be rangebound through 2009 (until commodity 
prices rebound on strengthening in global demand), we remain positive from a long-term point of view, given 
current valuations and a positive bias with respect to future commodity prices  (Bridges, and Borggard: Oil 
& Gas Junior E&P – Market Weight). 

While we believe that 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 with deliverable upside, financial 
flexibility and strong management to protect and create shareholder value during this commodity down-cycle. 
There are a number of international E&P names trading at discounted valuations, but with limited near-
term upside for some, we remain biased towards those with established resource bases and the capital and 
management expertise to develop them  (Pare: International E&P – Market Weight).

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

Canadian banks reported Q2/09 earnings that were better than expected. On average, the banks’ core cash 
EPS exceeded our estimates by 20%. The better-than-expected results were largely driven by higher trading 
revenues, which in aggregate exceeded our expectations by 41%. As expected, credit quality deteriorated 
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further during the quarter (Mihelic: Banks & Lifecos – Market Weight). 

Shopping center and apartment REITs will benefit from the inherent strengths of their property asset classes, 
which have sustained them through past economic recessions with relative stability. Canadian shopping center 
REITs’ high degree of concentration in unenclosed and community power centers affords them a high degree 
of protection since these centers: 1) tend to sell basic necessities (groceries, hardware, fast food, discount 
items) rather than fashion and other discretionary merchandise, which are sold in regional malls (now mostly 
owned by pension funds); and, 2) collect contractual fixed rents rather than rents based on tenant sales. 
(O’Reilly and Avery: Real Estate – Overweight).

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

Investors should keep in mind that North American light vehicle production volumes at the Big Three have 
been trending well below North American light vehicle sales since November 2008 (by approximately 30% 
on average). We estimate North American light vehicle production in Q2/2009 will trend approximately 38% 
below North American light vehicle sales, suggesting inventories should decline significantly in Q2/2009 and 
that inventory destocking should be ending in Q2/2009 or Q3/2009. As a result, vehicle production volumes 
should begin to ramp up again in Q4/2009 (Willemse: Automotive – Market Weight). 

While the steel sector is currently in the midst of the worst industry downturn in decades, some initial signs 
of stabilization may emerge over the next few months. The steel industry will likely remain challenging into 
2010; however, we expect end-market demand will at least improve over 2009 (Willemse: Steel – Market 
Weight). 

Limited access to project financing has caused pricing pressure from installers on solar module producers in 
an effort to gain higher margins on the fewer projects available. Longer term, lower module prices should 
result in a significant increase in end-market demand (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 weak consumer spending but lower fuel costs continue to help preserve margins. 
Aggressive capacity management strategies by airlines help offset falling demand. We expect traffic and 
revenue trends to continue to be constrained by the weak economy and now also by concerns over the swine 
flu outbreak (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). 



11

CIBC WORLD MARKETS INc.	 Canadian Portfolio Strategy—June 8, 2009

EQUiTY RESEARcH

 TSX SECTORAL VIEWS BY FUNDAMENTAL EQUITY RESEARCH ANALYSTS FOR JUNE 2009

Our Market Weight sector weighting reflects the balance between economic/financial/commodity risks and 
ongoing infrastructure spending. We remain cautious on this latest recovery leg. The sector appears vulnerable 
to further sell-offs (Lechem: Business and Professional Services – Market Weight). 

2009 will be a difficult year for most segments, with pockets of growth in wireless backhaul, MSO capex for 
analog reclamation and HDTV services, and intelligent networking. The technology sector is cash-rich with no 
debt. Many valuations are attractive in spite of robust growth prospects for 2009 (Coupland: Technology 
Hardware – Market Weight).

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

The 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). 

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

The North American market for the major paper grades continues to contract. Although building products 
prices may benefit from a seasonal pick-up due to summer construction activity, we expect they will stay at 
depressed levels until there is a material improvement in the level of U.S. housing starts (Lethbridge: Paper 
& Forest Products – Underweight).   

Pipeline, Utilities & Power – P.Panarites 

In recent weeks, as capital has rushed back into financials and more cyclical areas of the market, and as credit 
spreads have contracted sharply, dividend yields in the pipelines and utilities sector have quietly passed above 
their historical average relationship to corporate bond yields for the first time since the credit crisis began 
(let alone remain completely detached from any semblance of long-term relationship with government bond 
yields). While higher beta areas of the market may continue to get the attention near term, as fast money 
recalibrates, longer-term capital should recognize that this represents an exceptional long-term entry point 
for the sector (Panarites: Pipeline, Utilities & Power – Overweight).
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