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ASSET MIX (%)
Bench-
mark

Strategy
Recom-
mend.

vs
Bench-
mark

chg 
vs 

mon. 
ago*

Stocks 54 54  0.0  0.0
Bonds 38 42 +4.0  0.0
Cash 8 4 -4.0  0.0
GICS SECTORS  (%)**
Cons. Discretionary 4.3 1.8 -2.5  0.0
Cons. Staples 2.3 2.8 +0.5  0.0
Energy 28.8 33.8 +5.0 +1.0
Financials 28.1 25.6 -2.5 -1.0
 -Banks 15.6 13.6 -2.0 -0.5
 -Insur., REITs, oth. 12.5 12.0 -0.5 -0.5
Health Care 0.4 0.4  0.0  0.0
Industrials 5.5 3.5 -2.0  0.0
Info Tech 4.4 3.4 -1.0  0.0
Materials 19.7 21.7 +2.0  0.0
 -Gold 8.8 9.8 +1.0  0.0
 -Other Metals 5.6 6.6 +1.0  0.0
Telecom 5.0 3.5 -1.5  0.0
Utilities 1.6 3.6 +2.0  0.0

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

** Benchmark weights are for TSX Composite.
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Strategy’s Recommended Asset Mix & TSX 
GICS Sector Weights vs. Current Benchmark

Whether the US economy is in recession 
or not, there is now more than suf�cient 
evidence of market decoupling that 
Canadian investors need not seek an 
entirely defensive posture. While we 
shaved our equity holdings back to market 
weight several months ago, there is more 
than suf�cient momentum in both energy 
and materials stocks to warrant stock 
market exposure in the here and now. 
And there continues to be huge upside in 
these stocks, once the stock market works 
through the financial fallout from still-
plunging US real estate values. 

The chasm between globally driven energy 
stocks and US housing-tainted �nancial 
stocks grows wider every month and we 
are betting heavily that those trends will 
persist by shifting another percentage 
point of portfolio weighting from �nancials 
to energy stocks. A heavy overweight in 
energy stocks and underweight in �nancials 
has driven almost a full percentage-point 
outperformance of our equity portfolio 
over the TSX return since the beginning 
of the year (see page 7). Our further 
move out of �nancials this month is split 
equally between banks and non-banks, 
since exposure to US real estate is systemic 
throughout the sector. Further declines in 
US housing prices, and likely increases in 
mortgage default rates, will continue to 
generate signi�cant asset writedowns in 
this sector for at least another quarter. 

Meanwhile, we have added a percentage-
point of weighting to the energy sector. 
Oil prices seem now �rmly entrenched in 
triple-digit territory, a level from which 
they are unlikely to retreat materially, and 

natural gas prices have rallied as strong 
utility demand has eaten into once-bloated 
US storage levels. A tandem of US$110 
WTI crude oil next year and US$11 natural 
gas prices will support solid earnings gains 
while at the same time spurring increasing 
M&A activity in the sector.

We remain overweight materials stocks 
as well, both the base metals and gold 
components. US economic weakness has 
little impact on demand growth in most 
major metals markets including nickel, 
copper, zinc and aluminum while the 
Federal Reserve Board�s pursuit of a sub-
2% federal funds rate will weaken the 
greenback and send bullion prices to over  
US$1,100 per ounce.
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STRATEGY
A Tale of Two Markets�Jeff Rubin and Peter Buchanan

Table 2 - Economic Forecast

Whether the US economy is in recession or not, there is now suf�cient evidence of market decoupling that 
Canadian investors need not seek an entirely defensive posture. While we shaved our equity holdings back to 
market weight several months ago, there is enough momentum in energy and materials stocks in the here and 
now, to justify exposure to the stock market. And there continues to be huge upside in these stocks, once the 
market works through the �nancial fallout from the imploding US subprime mortgage market over the next six 
months. Our year-end 14,500 target for the TSX Composite builds in some sideways, or possibly even modest 
down movements in the broad market over the next quarter while our longer term TSX target of 16,200 for year-
end 2009 anticipates a stabilization of the US housing market by the �rst quarter of next year.

We remain overweight bonds, expecting another 75 basis points from the Bank of Canada�s target rate, as 
the central bank responds to both rapid-�re Federal Reserve Board cuts and a visibly weakening Canadian 
manufacturing sector. Rate cuts have been curve-steepening, but even so, long bond yields should continue to 
fall, giving bonds a performance edge over cash. While the cash weighting in our benchmark has risen this month 
at the expense of stocks, we continue to be underweight cash in our model portfolio.

The chasm between globally driven resource stocks and housing-tainted �nancial stocks grows wider by the 
month, with the TSX now pulling well ahead of the S&P 500, while within the TSX, energy and �nancial stocks 
continue to head in opposite directions (Chart 1 and Chart 2). We are betting that those trends will persist, and 
are shifting another percentage point of weighting from �nancials, split equally between banks and non-banks, 
and moving those funds to an already overweighted energy sector. We are raising our oil price forecast this year 
to an annual average of US$100 and US$110 in 2009, and perhaps more importantly, raising our forecast for 
natural gas prices to US$9.50 this year and to US$11 next year.

Table 1 - Equity Projections

07Q4 08Q1 08Q2 08Q3 2007 2008
Canada Real GDP Growth (AR) 0.8 0.2 1.3 2.8 2.7 1.6

Real Consumption Growth (AR) 7.4 2.6 3.2 3.0 4.7 4.1
CPI - Headline (y/y) 2.4 1.9 1.9 2.5 2.1 2.3
      - Core (y/y) ex taxes 1.6 1.3 1.1 1.1 2.1 1.3
Unemployment Rate (%) 5.9 5.9 6.2 6.3 6.0 6.2

US Real GDP Growth (AR) 0.6 -0.4 0.3 2.1 2.2 1.4
Real Consumption Growth (AR) 1.9 -0.6 0.2 1.5 2.9 1.1
CPI - Headline (y/y) 4.0 4.2 3.5 4.2 2.9 4.0
      - Core (y/y) 2.3 2.6 2.3 2.2 2.3 2.5
Unemployment Rate (%) 4.8 5.0 5.2 5.3 4.6 5.2

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

2006 2007 2008 2009
TSX Composite 13,583        (2/29) 12,908 13,833 14,500 16,200 

% total return, YTD (1.4)            17.3    9.8      7.7      14.1    

TSX Operating Earnings - index adj 730     829     903     1,012   

                                - yr/yr % chg 13.2           (08:Q1) 17.4    13.5    9.0      12.0    

      S&P 500 1,331          (2/29) 1,418   1,468   1,400   1,525   

                   -% total return, YTD (9.1)            15.8    5.5      (1.9)     11.1    

Year-end

Latest
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The outlook for housing prices in the US and for default rates on subprime mortgages is likely to deteriorate over 
the next six months, casting a pall over exposed �nancial institutions (see February 2008 issue of StrategEcon: 
Half Way Through). With the level of unsold houses in the US now equal to the current year�s housing starts 
(Chart 3), price declines are likely to accelerate. Already down over 8% from the July 2006 peak, we expect the 
Case-Shiller housing price index to trough at 20% below July 2006 levels by the �rst quarter of next year. That 
price adjustment will leave 50% of the 2006 vintage of subprime and related mortgage holders with a negative 
home equity position, and likely see 60-day delinquency rates on all subprime vintages peak at just below 30% 
(Chart 4). 

With further distress in the US housing market likely over the balance of the year, we remain cautious about our 
exposure to �nancial institutions. There is also the concern that �nancial distress is spreading from the subprime 
mortgage security market to a much broader array of assets including those used to �nance highly leveraged 
private equity buyouts. We have been underweight �nancials since November and, with this month�s cut, are 
now 2‰ percentage points below benchmark weighting.

STRATEGY
Chart 1 - TSX and S&P 500 Chart 2 -  Energy vs Financials in TSX

Chart 3 - Huge Level of Unsold Homes Chart 4 - Subprime Delinquencies
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4-Qtr Fwd Index
Earnings Level Current Last Decade 2005 2006 2007 2008 (f)

Financials 158.7 1715 10.8 10.9 12.8 17.3 14.4 4.5
Consumer Staples 120.9 1428 11.8 17.0 1.4 -2.5 -2.0 7.0
Telecommunications 67.6 889 13.1 34.7 5.0 29.8 20.7 6.0
Energy 218.3 3359 15.4 13.0 54.5 10.8 9.9 13.8
(Energy-cash f low  basis) 370.2 * 3359 8.2 ** 13.0 ** 31.1 7.5 14.2 12.2
Consumer Discretionary 80.2 1094 13.6 18.6 5.7 7.6 15.7 -3.0
Industrials 83.3 1265 15.2 15.6 18.7 12.2 2.5 6.0
Health Care 23.6 363 15.4 49.7 1.4 10.4 -35.4 -12.8
Utilities 117.5 1914 16.3 13.9 10.4 15.2 29.3 8.0
Materials 147.0 3538 24.1 27.5 32.5 89.8 3.1 12.2
Info Tech 14.7 356 24.2 32.3 260.9 -47.6 25.2 19.1
TSX Composite 935.5 13583 14.5 17.9 31.2 17.4 13.5 9.0

*Forward cash flow **Price to Fwd Cash Flow

Forward PE

Note: Indexes as of Feb 29th; 4-qtr fwd earnings are proj. 07:Q4 thru 08:Q3

TSX Op. Earnings (% ch)

STRATEGY
By our estimates we are only about half-way through 
the �nancial losses likely to be generated from the US 
real estate market. Including a further US$20 billion 
in February, global �nancial �rms have written down 
US$170 billion of their subprime and related mortgage 
assets, a little over half of the expected US$314 billion 
losses that should ultimately be generated, including 
not just subprime, but Alt-A and a small percentage 
of prime mortgages as well (Chart 5). However, the 
incidence of those losses are likely to be spread out 
over a much larger number of players than the �rst 
US$170 billion, which was concentrated around 
major market makers. Instead, what we are likely 
to see are some signi�cant writedowns in regional 
banks, insurance companies, and other non-bank 
�nancial institutions who have not yet had to mark-to-
market their holdings of subprime mortgage-backed 
securities.

The last two bank and brokerage reporting seasons in the US have seen heavy selling of those stocks as more and 
more �nancial institutions have to disclose losses. Chances are the upcoming slew of reports as well as those for 
at least the next quarter will see more and more confessionals on mortgage and leveraged loan writedowns.  

Adding Another Percentage Point to Energy Stocks

At the other end of the spectrum we are even more optimistic about our already heavily overweighed position 
in energy stocks and are adding another percentage point of weighting. Not only are crude prices now trading 
�rmly in the US$100 range but there is increasing support for natural gas as well, which, over the last three years 
has been crude�s poor cousin (Chart 6).

Chart 5 - Anticipated Writedowns of 
Mortgage-Backed Securities

Table 3 � Valuations & Earnings Growth by Sector
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STRATEGY

The demand dynamics of the continental natural gas market will continue to shift from industrial and home-
heating to electric power generation as coal-�red capacity�the backbone of the current US power grid�is no 
longer environmentally acceptable. Over the next three years, less than a quarter of the US Department of Energy�s 
forecast of new coal-�red capacity is likely to be built (Chart 7), leaving as much as an 18,000 megawatt shortfall 
that will have to be made up by burning more and more natural gas. We are raising our target for natural gas to 
US$11 next year (Table 4) and see it strengthening further in the future as, at least in the short-run, gas substitutes 
for new coal-�red generating capacity in most jurisdictions in North America.

New nuclear capacity remains at least a decade away and coal gasi�cation/sequestration technologies are still a 
long way from commercialization, requiring carbon costs well over US$50 per ton to make them economically 
viable. In the short-run at least, more gas-�red generating capacity is the only alternative to building new CO2-
belching coal plants. We estimate that additional demand for natural gas induced by the cancellation of new 
coal-�red capacity will raise continental demand for natural gas by over 1% per year for the next �ve years, more 
than compensating for the secular decline in both industrial use, and from the adverse impact of demand from 
warmer winters. With North American natural gas production now in secular decline and LNG imports supplying 
only 3% of the US market, we expect to see a further drawdown of once-bloated gas storage levels in the US. 
After record storage levels only last November, levels are the lowest in the last four years and are now well within 
historic norms after sitting at the top of the historical range since 2006 (Chart 8).

Table 4 � Commodity Price Forecast

Chart 6 - BTU Equivalence: 
National Gas vs Oil in North America
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2/29/2007 2005 2006 2007 2008 (f) 2009 (f)

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

Natural Gas (Henry) $/Mn Btu 9.09 8.89 6.73 6.97 9.50 11.00

Gold $/troy oz. 972 444 604 695 1150* 1250*

Copper $/lb 3.86 1.67 3.06 3.24 4.00 4.20

Aluminum $/lb 1.40 1.23 1.17 1.20 1.30 1.10

Nickel $/lb 14.24 6.71 10.98 16.86 13.00 12.00

Zinc $/lb 1.24 0.63 1.48 1.48 1.30 1.20

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

 *Year-end

Average

Chart 7 - New Coal-Fired Capacity: 
Only a Fraction of Planned to be Built
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STRATEGY
While production delays and cost overruns are 
problematic in the Canadian oil sands, a shrinking 
global reserve base for most of the large majors will see 
them ramp-up exposure to the resource. Some degree 
of industry consolidation seems inevitable, as the large 
integrated multinationals, increasingly squeezed out 
of other oil patches, are likely to pay as high as 40% 
takeover premiums in the sector.

We are raising our forecast for oil prices US$5 per barrel 
to average US$100 this year and next year�s prices to 
US$110. Despite the US slowdown/recession, and more 
generally another year of falling OECD consumption, 
global oil demand growth will remain near 2% due 
to exploding demand in developing countries, and 
in particular in oil-producing economies themselves. 

Demand growth in the latter economies, particularly in OPEC and Russia, is likely to cannibalize most of the limited 
production gains expected, resulting in even tighter oil markets over the next 12 months.

Staying Overweight Materials, Underweight Telecoms and Consumer Discretionary

In keeping with our global versus US strategy we remain overweight the rest of the commodity sector, with 
overweights in both base metals and gold. As noted last month, the US economy has not contributed to demand 
growth for most major metals including aluminum, copper, zinc and nickel, while the Fed�s ultimate pursuit of a 
sub-2% federal funds rate will weaken the US dollar and send gold prices to over US$1,100 an ounce. Although 
gold mining shares have lagged the metal itself in recent years, that seems to changing, as bullion�s gains 
increasingly outstrip increases in Canadian producers� costs.

We remain underweight consumer discretionaries, telecoms, technology and industrial stocks. The consumer 
discretionary sector has been the TSX weakest group in 2008 and we expect declining US auto sales and reduced 
media takeover activity will continue to weigh on two of the sector�s main subcomponents. The slowing economic 
climate will also make it increasingly dif�cult for technology �rms to validate the high expectations for earnings 
growth embedded in still lofty multiples. Alongside this, the de-leveraging in �nancial markets will continue to 
adversely impact telecom valuations. Industrial stocks, another key underweight, are vulnerable both to C$ related 
stresses and a further deterioration in broad US economic conditions, although rail stocks will bene�t to some 
extent from their high levels of ef�ciency against other forms of transport in a world of triple-digit oil prices.

Table 5 - Fixed Income & Exchange Rate Projections
Year-End

2006 2007 2008

B of C Overnight Target (%) 4.00 3.50 2.75 2.75 4.25 4.25 2.75

2-Year GOC 2.78 2.65 2.40 2.70 4.03 3.75 3.10

10 Year GOC 3.64 3.60 3.30 3.45 4.09 3.99 3.70

30-Year GOC 4.09 4.10 3.85 4.00 4.14 4.10 4.10

S&P TSX Cdn Bond Index (% YTD total return) 2.6 3.3 5.3 5.4 4.0 3.8 5.3

Fed Funds 3.00 2.50 1.75 1.75 5.25 4.25 1.75

10-Year US Note 3.51 3.55 3.40 3.55 4.70 4.03 3.80

C$ in US cents 101.2 101.0 101.5 104.7 85.8 100.2 105.0

US$/EUR 1.52 1.55 1.47 1.43 1.17 1.46 1.40

Yen/US$ 104 100 103 110 119 112 107
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Rapidly
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STRATEGY

HISTORICAL PERFORMANCE: CIBC WM BENCHMARK AND ASSET CLASSES

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

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

All Asset Classes(1) TSX Only

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

PERFORMANCE OF STRATEGY PORTFOLIO VS BENCHMARK
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Asset Classes 2007 2008 YTD Last 3 Mos.
Stocks (TSX Composite Total Return Index) 9.83 -1.43 -0.12
 -Strategy Equity Portfolio 9.09 -0.45 1.30
Bonds (Bloomberg Cda Bond Index) 3.84 2.39 2.85
Cash (1-Month Bills) 4.07 0.56 0.87
Total Market Benchmark(2) 7.22 -0.12 0.85
  -Total Strategy Portfolio 7.20 -0.09 1.21
TSX Stocks by Sector (Total Return) (3) 2007 2008 YTD Last 3 Mos.
Consumer Discretionary 4.22 -15.14 -14.48
Consumer Staples -5.34 -9.57 -9.30
Energy 8.23 1.59 8.07
Financials -1.63 -7.13 -11.41
 -Banks -6.84 -4.73 -11.77
 -Insurance, REITS, others 5.20 -9.90 -10.95
Health Care -24.25 -5.32 -11.08
Industrials 10.51 1.08 1.31
Info Tech 48.22 -9.69 -11.43
Materials 30.26 13.93 20.14
 -Gold 5.73 24.64 29.71
 -Other Metals 16.51 7.91 6.62
Telecom 19.87 -10.38 -6.00
Utilities 11.89 -2.85 -0.65
*as of Feb. 29/08

Total Return (%)*
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EQUiTY RESEARcH

 TSX SECTORAL VIEWS BY FUNDAMENTAL EQUITY RESEARCH ANALYSTS FOR MARCH 2007

Consumer Discretionary � B. Bek
the CRTC unveiled a new set of rules to ensure a diversity of voices remain in Canadian media, following the completion 
of a hearing that was launched last April. The key rules are: 1) an entity cannot control more than two types of media in 
a market; 2) an entity cannot control more than 45% share of TV audience through M&A; and 3) M&A between cable or 
satellite BDUs cannot lead to an entity effectively controlling the programming distribution in any market. The CRTC rules 
are clearly negative for further media M&A.  While the rules do not impact completed deals nor do they apply retroactively, 
the new thresholds place a constraint on future M&A  (Bek: Communications & Media � Market Weight).

Consumer Staples � P. Caicco, K. Wong, R. Piticco
We would continue to avoid the Canadian grocery stocks. Pricing is collapsing once more in Ontario. Supercenter and 
Superstore are hungry for volume and price declines are in motion. This will deepen sales erosion at other stores, and reduce 
the margin performance everywhere. Rising food in�ation could also be a tough issue to deal with 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
Crude oil inventories at the beginning of 2008 are tight, and most energy economists expect that global oil demand 
growth will be robust this year as expanding Asian economies offset an economic slowdown in the U.S. We expect that 
global oil demand will increase faster than non-OPEC production, which should keep the system tight (Plexman: Oil & 
Gas � Overweight). 
Despite the arrival of the seasonally strong �rst quarter, we believe that the oil�eld services sector continues to face strong 
headwinds and that the current downturn is expected to extend into at least the second half of 2008 (Fetterley: Energy 
Equipment Services � Market Weight). 
In 2007 the CIBC Junior 35 Index posted a decline of 11% on the back of the weakness in natural gas prices, a strong 
Canadian dollar and the government of Alberta�s royalty review process. However, since the beginning of December, the 
continued record strength in WTI oil prices and the recent �rmness in spot AECO prices have supported the winter rally 
and the Index has posted a 10% gain (Bridges, Borggard and 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 
results in F2007 create dif�cult comps in F2008. We expect EPS growth to slow down signi�cantly and recommend Market 
Weight (Mihelic: Banks � Market Weight). 
In 2008, we expect REITs� growth in funds from operations (FFO) to average 7%, driven by internal same-portfolio growth 
and accretive acquisitions �nanced with unused debt capacity. Investment returns should stem from high current distribution 
yields and appreciation in unit prices as FFO grows and P/FFO multiples recover. We estimate that total returns in the next 
12 to 18 months could approach 25% on average on this basis (O�Reilly: Real Estate � Overweight).

Health Care � J. Walewicz
With close to 70% 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 sector weighting, as we view the 
risk/reward pro�le for the dominant Canadian health care stocks as balanced. In 2008, the sector heavyweights must focus 
on operating results and the integration of acquisitions. The diversity of the Canadian health care space demands that 
investors continue to focus on stock selection  (Walewicz: Health Care � Market Weight). 

Industrials � M. Willemse, J. Bout
North American vehicle sales have been resilient over the past few months despite economic headwinds. However, until the 
U.S. economy shows signs of a rebound and until Canadian auto suppliers report favorable results with the high Canadian 
dollar, we believe investors may hold a cautious view on Canadian auto-related equities (Willemse: Automotive � Market 
Weight). 
Our Market Weight rating re�ects the balanced fundamentals in the steel sector, which have improved signi�cantly since 
the end of 2007. Steel prices have declined moderately over the past few months, but are poised to increase over the 
coming months due to service centre restocking and limited import activity. Most steel sectors continue to experience strong 
demand, although soft demand in automotive and housing markets and still too many small steel players pose a risk to 
the industry pricing environment (Willemse: Steel � Market Weight). 
Our Market Weight rating on the capital equipment sector re�ects the complexity of the underlying drivers of this group. 
We believe there is likely to be ongoing softness in U.S. commercial and residential construction while robust economic 
growth in Asia should continue to drive demand for commodities. The capital equipment sector is typically a late-cycle 
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performer (Bout: Capital Equipment � Market Weight). 
Our Market Weight rating on the Canadian rails re�ects the mixed outlook for the global economy (more buoyant for 
international markets and muted for North America). As the transporter of all things commercial, residential and industrial, 
historically, the Canadian rails� performance has mirrored economic conditions. However, given the sector-speci�c issues 
facing the trucking industry (highway congestion, higher fuel costs for trucks versus rails, and increased regulation for 
trucks), we expect the Canadian rails to capture a disproportionate amount of the freight volume growth (at the expense 
of trucks) and, with an improved level of service, generate revenue growth higher than GDP (Bout: Railroads � Market 
Weight).

Information Technology � P. Lechem, T. Coupland
The main issue for many Canadian software companies through 2007 was dealing with the impact of a rising Canadian 
dollar, as much of the industry�s costs are in Canadian dollars, but sales are primarily in the U.S. and internationally. With 
the dollar stabilizing, for now, at around par with the U.S. dollar, this gives the industry more time to structurally adjust 
to the changes in exchange rates (e.g., by off-shoring). As we head into Q4 earnings season, sector performance appears 
solid with very few software preannouncements to date (Lechem: Technology-Software � Market Weight). 
The common themes among Business and Professional Services are: (1) transaction-based / contract-based revenues (often 
long-term, or repeatable); (2) pro�tability depends largely on project management to deliver high utilization rates; (3) the 
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 both 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 
look for high-quality and lower-price solutions for communication networks and infrastructure. Key emerging themes: 1) 
the 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
We have increased our 2008 and 2009 gold price forecasts to US$875/oz. from US$800/oz. and to US$1,000/oz. from 
US$850/oz., respectively. We think there is a high probability of a price correction in the next two months, although 
this would only set the stage for a strong H2/2008 where the elusive US$1,000/oz. gold price could be met (Cooper, 
Humphrey: Mining, Precious Metals � Overweight). In 2008 base metals continue to face uncertainty as the question 
remains whether emerging market economies can offset a slowdown in the Western World. As we continue to transition 
through a period of uncertainty regarding future global growth and, thus, metals demand, we expect volatility to continue 
as the market looks to establish the net impact of the ongoing credit crisis not only on the U.S. economy in terms of 
demand but also in terms of funds �ow in the market. That said, demand from key emerging markets has remained strong, 
suggesting overall global demand may not be as bad as the fear in today�s market would suggest (Hale-Sanders: Mining, 
Metals and Minerals � Market Weight). 
Solid fundamentals should continue to support the agriculture/fertilizer sector in 2008, with the current corn future price 
of ~US$5/bu supporting higher fertilizer prices. Biofuel demand has tightened the grain market, and it is likely to remain 
this way for the next three to four years until the next-generation biofuel technology is introduced (Bout: Chemicals & 
Fertilizers � Market Weight). 
Most companies in the Canadian paper & forest products industry are implementing plans for �cash preservation.� A key 
variable for investors is how much of a company�s asset base will remain intact over the next 12 to 18 months. Given the 
strong Canadian dollar, we expect ongoing rationalization throughout the Canadian forest products sector (Carreau, 
Roberts: Paper & Forest Products � Underweight).   

Utilities � A. Pavao
Recent declines in long bond yields to below 4% should support the Canadian pipeline and utility stocks at their current 
high valuation levels (group is trading at around 18x forward earnings and 8.8x EBITDA). Notwithstanding broader market 
turbulence, we believe the fundamental growth drivers for Canadian pipelines & utilities remain strong (Pavao: Pipeline 
& Utilities � Market Weight).
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Stocks/ Stocks/ Bonds/
Factor Cash* Bonds* Cash*

Yield spread 3 NA 3
Equity Yield Gap NA 2 NA
U.S. Equity Yield Ratio 5 NA NA
TSX Dividend Yield 2 2 NA
Change in 3-Month T-Bill Yield NA 5 NA
TSX GARCH Volatility 3 3 NA
Change in TSX GARCH Volatility 5 NA NA
Oil Price 1 1 1
CRB Commodity Index NA 5 NA
Canadian Dollar 4 NA 4
Put-Call Ratio 5 5 1
Leading Economic Indicator NA 2 NA
M3 Money Supply NA 1 1
ISM Index 5 NA NA
Probability of Outperformance 91% 87% 42%
* 5 indicates the strongest positive contribution to outperformance, while 1 
  means the strongest contribution to underperformance.
Source: CIBC World Markets Quantitative Strategy
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 QUANTiTATiVE STRATEGY

Quantitative Tactical Asset Allocation (QTAA) Strategy �  by Yin Luo

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

The Canadian equity market recovered in February, up 3.2%. The resources sectors (energy and materials) drove the market 
recovery. The industrials and information technology sectors also performed well. The worst performing sector was the 
consumer discretionary, down 4.8% on the month. The crude oil, gold, and other commodities sectors reached another 
record. Both short-term and long-term interest rates fell again, as a result of the central bank�s effort to stimulate the 
economy.

Our QTAA strategy uses a statistical technique called logit model to make asset allocation decisions (model methodology 
is described in the report, Quantitative Tactical Asset Allocation Strategy: An Introduction, November 6, 2003). Our QTAA 
model (see Exhibit 1) is suggesting stocks as the best asset class for March 2008, outperforming both bonds (probability = 
87%) and cash (probability = 91%).

We recommend overweighting stocks and underweighting bonds. After a volatile month in January, the market volatility 
slowed down in February (see Exhibit 2).

 

QUANTITATIVE SECTOR ROTATION STRATEGY

Compared to the recent average, our quant model assigns more weight to growth and revision factors and reduces weight 
on value and quality factors for March 2008.

Our QED model suggests overweighting the information technology, energy, materials and utilities sectors. We also 
recommend underweighting the telecom services, health care, and consumer discretionary sectors. For stock-speci�c analysis, 
please refer to our QED Model Monthly Forecast, March 3, 2008 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.

We recommend overweighting the information technology sector, mostly due to strong stock momentum, growth, and high 
quality. The suggested overweight on the energy sector is driven mainly by positive stock and sector momentum, strong 
growth pro�le, and good quality. We also recommend overweighting the materials sector, due to strong stock momentum 
and earnings growth. The utilities sector is also at overweight, because of strong stock momentum and hedging against a 
market downturn.

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

Within the income trust universe, we prefer oil & gas and power & pipeline trusts, and suggest underweighting REITs. Analyst 
revision and momentum factors are the driving forces behind our current recommendation (see Exhibit 5). For individual 
income trust ranking, please refer to our QED-TRUST Model Monthly Forecast, March 3, 2008.




