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  AROUND THE WORLD  

Expect above-trend growth
in 2010

Global GDP and in ter na -
tional trade are slowly ap -
proach ing their pre-re ces sion
lev els. The lat est data on
trade vol ume show an un prec -
e dented monthly rise of 4.8%
in De cem ber. The re sur gence
has be come broad-based, with 
increases in both ex ports from
de vel oped coun tries and im -
ports by emerg ing coun tries.
Though still 8% off peak,
global trade vol ume is up a
solid 15% from last March.
The 12-month rise of 8.1%
shows an agree ably V-shaped re cov ery.

A sim i lar pat tern ap pears in global out -
put, which has ex panded for a ninth straight 
month. GDP is now back to the level of
mid-2007, only 5% off the pre-re ces sion
peak. In re gions such as emerg ing Asia,
GDP is now 5% above the pre-re ces sion
peak. In the same vein, the Semi con duc tor
In dus try As so ci a tion re ports that world
chip sales in Jan u ary were back to the pre vi -
ous peak. With global lead ing in di ca tors
point ing to above-trend growth in the
months ahead, this trend is likely to
con tinue.

De spite signs that prices are start ing to
rise in fast-grow ing emerg ing coun tries, in -
fla tion re mains low by his tor i cal stan dards.
With the ex pected un wind ing of fis cal stim -
u lus pro grams in 2011, we ex pect cen tral
banks in these coun tries to switch their
mon e tary stance from ac com mo da tive to
neu tral. It is too soon for a re stric tive turn.
With pol icy rates likely to re main ac com mo -
da ting this year, we think the global

econ omy will re main vig or ous in the com ing 
quar ters. We an tic i pate world GDP growth 
of close to 4% in 2010.

  UNITED STATES  

Jobs ahoy!
U.S. real GDP growth in the fourth

quar ter was the stron gest in al most six years
(5.9% an nu al ized). This re sult, led by an
in ven tory re build ing surge, sug gests that do -
mes tic de mand is fi nally get ting back on its
feet. Real con sump tion has in creased for a
fourth con sec u tive month and the house hold 
sav ings rate has stopped ris ing, sug gest ing
first-quar ter GDP growth in the neigh bour -
hood of 3%. Though con fi dence in dexes are 
list less, con sum ers are spend ing. With Feb -
ru ary re tail sales ex ceed ing ex pec ta tions de -
spite bad weather, the un der ly ing trend is
dis tinctly en cour ag ing. Re tail sales ex clud -
ing gas o line and mo tor ve hi cles are now al -
most back to their pre-re ces sion peak.

(CONTINUED PAGE 3)



  FINANCIAL MARKETS  

One year later
Fi nan cial mar kets have im proved dra -

mat i cally over the last year. The S&P/
TSX is up about 60% from its March
2009 low of 7,566. In jec tions of li quid ity
by the world's cen tral banks and syn chro -
nized global fis cal stim u lus pack ages have
helped to nor mal ize credit mar kets and re -
store in ves tor con fi dence. Yet al though
eq ui ties have re bounded sig nif i cantly, most
in dexes are still more than 20% be low
their pre-re ces sion peaks. Im por tantly, the 
stock mar ket up swing has been ac com pa -
nied by a very im pres sive re cov ery of cor -
po rate prof its that has helped to keep val u -
a tions rea son able. The 2008-09 global
fi nan cial cri sis may have been the worst
since the 1930s, but the col lat eral dam age 
to the econ omy has been much less se vere.

Fourth-quar ter op er at ing earn ings of
the com pa nies in the U.S. bench mark in -
dex, the S&P 500, were the best in six
quar ters, up from es sen tially zero a year
ear lier. S&P 500 earn ings have now been
grow ing for four straight quar ters, the first
such run since Q3 2006.

Guidances from man age ment re main
op ti mis tic. The ra tio of neg a tive to pos i -
tive pre-an nounce ments for S&P 500
com pa nies re mains well be low the long-
term av er age, a bull ish sign for first-quar -
ter earn ings. With U.S. non fi nan cial cor -
po ra tions en joy ing their best post-re ces -
sion profit mar gins in 40 years and
rev e nues poised to grow strongly, earn ings 
will very likely con tinue to sur prise on the
up side. Our fore cast of U.S. em ploy ment
growth leaves us com fort able with the cur -
rent con sen sus ex pec ta tions for 2010
earn ings growth, 30.1% in the U.S. and
20.7% in Can ada. Given the cur rent en vi -
ron ment of very low in ter est rates, val u a -
tions re main at trac tive for this point in the
cy cle. The S&P 500 is cur rently trad ing
at roughly 15.0 times fore cast 2010 earn -
ings. His tor i cally, the av er age P/E ra tio
one year into an eco nomic re cov ery is
closer to 16. That said, in ves tors should
ex pect 2010 to bring much less im pres sive 

re turns than 2009
(6%-10% in stead of
60%).

The out look for gov -
ern ment bond yields has
be come a con cern for mar -
ket par tic i pants. Mar ket
vol a til ity since the be gin -
ning of the year has been
due partly to in creased
fear of de fault on sov er -
eign debt. Our view is
that al though this prob -
lem is a risk fac tor for fi nan cial mar kets,
the adop tion of cred i ble aus ter ity mea -
sures cou pled with a sup port plan from
the Eu ro pean Un ion (or the IMF) will al -
low coun tries such as Greece to meet their
fis cal chal lenges. In ad di tion, the on go ing
global eco nomic re cov ery can be ex pected
to help sta bi lize the debt-to-GDP ra tios of 

many of the de vel oped econ o mies whose
pub lic debt surged dur ing the credit cri sis. 
Though pub lic fi nances will re main a
chal lenge over the me dium term, we ex -
pect cy cli cal forces to dom i nate struc tural
fac tors in the short term. Con se quently, a
sig nif i cant rise in global in ter est rates is
un likely at this point in the cy cle.

  CANADA   

On the G7 growth po dium in 2010
The Ca na dian econ omy ex panded at 

a very strong 5% an nual rate in the fourth
quar ter, the best quar terly growth since
2000. Do mes tic de mand growth was in
the neigh bour hood of 5% for a sec ond
straight quar ter, far out pac ing U.S. de -
mand. Can ada is now on the brink of ex -
pan sion, with do mes tic de mand only
0.6% be low the pre-re ces sion peak.

Can ada is well ahead of the U.S. in
the re cov ery of its la bour mar ket. Jobs in
ser vices rose to an all-time high in Feb ru -
ary and the ag gre gate wage bill con tin ues
to grow strongly, con firm ing that do mes tic 
de mand has legs. Ca na dian house holds
are also en joy ing a wealth ef fect from
home-price ap pre ci a tion. The sell ing
price of ex ist ing homes ended 2009 at a
new high, in marked con trast to the U.S.
where prices are still 29% be low the peak
of July 2006. Re sale ac tiv ity in Can ada is
be ing stim u lated by his tor i cally low mort -
gage rates that make homes the most

af ford able in a gen er a tion. This is a dif fer -
ent phe nom e non from the U.S. bub ble of
the mid-2000s, where lend ers off set a de -
te ri o ra tion of hous ing affordability by pro -
mot ing "non-tra di tional" mort gages with
no re pay ment of prin ci pal. De spite the re -
cent surge, the Ca na dian mort gage mar -
ket re mains healthy.

While Fi nance Min is ter Jim Flaherty 
re cently an nounced mea sures to en sure
that homebuyers will be able to with -
stand an in crease in in ter est rates, the
hous ing mar ket is likely to re main ro bust
un til the Bank of Can ada raises in ter est
rates. Given the im prov ing U.S. eco -
nomic back drop and the re sult ing pickup 
in ex ports, our cen tral bank can be ex -
pected to be gin rais ing rates later this
spring or early this sum mer.

We ex pect Can ada to be on the G7
growth po dium in 2010 with real GDP
growth ex ceed ing 3%.



 ASSET MIX  

Common stocks remain
our asset class of choice

While North Amer i can stock mar kets
have es sen tially moved side ways since the
be gin ning the year, they have ap pre ci ated
sig nif i cantly since the lows ex pe ri enced in
early March 2009. Even with more signs
ap pear ing daily con firm ing the eco nomic
re cov ery in North Amer ica and abroad,
the big ques tion at this stage is whether
stocks still re main at trac tive from a
risk-ad justed re turn per spec tive given the
spec tac u lar run they have had over the last 
twelve months. 

With mar kets trad ing at roughly
15 times  earn ings and an eco nomic re cov -
ery that is sur pris ing many on the up side,
we think the an swer to this ques tion is yes,
which is why we are main tain ing the over -
weight po si tion we have had in eq ui ties
since the end of the sec ond quar ter of
2009. With in ter est rates at his toric lows
and each pass ing day bring ing us one day
closer to the mo ment where mon e tary au -
thor i ties will be forced to im ple ment rate
hikes, we are less san guine about the bond 
mar ket. As a de fen sive move we have
trimmed our fixed-in come ex po sure a lit tle 

with cash be ing the ben e fi ciary, and we
have also slightly re duced our du ra tion,
which is now roughly half a year shorter
than the bench mark du ra tion of 5.9 years.

From a geo graphic per spec tive, we
con tinue to fa vor North Amer ica, with a
cor re spond ing un der weight in for eign
eq ui ties. Com ing out of the re ces sion we
had a slight pref er ence for the Ca na dian
mar ket be cause of its heavy weight ing in
re sources and in ter est from around the
world in our rock-solid fi nan cial in sti tu -
tions. With a Ca na dian dol lar trad ing at
close to par ity and our ex pec ta tion that
do mes tic de mand south of the bor der will
firm up as the ba ton of the U.S. re cov ery
is passed from the pub lic to the pri vate sec -
tor, we are com fort able add ing a lit tle to
our U.S. eq uity ex po sure at the ex pense
of for eign stocks. Fi nally emerg ing mar -
kets con tinue to look ap peal ing, al though
the higher vol a til ity they have his tor i cally
shown lim its the weight ing they should
have in the for eign eq uity por tion of a
port fo lio. 

Till now we have had a pos i tive bias

to wards growth stocks which nor mally lead
the mar ket com ing out of a re ces sion, and
while we con tinue to fa vor them, an in flec -
tion point is ap proach ing at which we will
be gin look ing more closely at the value side
of the mar ket. We are cur rently over weight
the con sumer dis cre tion ary, in for ma tion
tech nol ogy and en ergy sec tors, while re -
main ing un der weight con sumer sta ples,
tele com mu ni ca tion ser vices and util i ties.

For the fixed-in come com po nent of our 
model port fo lio, we main tain an un der -
weight po si tion in fed eral bonds, pre fer -
ring pro vin cial and cor po rate is sues. In
our view, the case for cor po rate bonds is
still in tact de spite the strong per for mance
this as set class de liv ered in 2009, since
sub stan tial GDP growth should re sult in
a nar row ing of spreads in the com ing
months.

(CONTINUED PAGE 1 « United States »)

The la bour mar ket has stopped
shed ding jobs and the un em ploy ment
rate has most likely peaked. Now we
need gains. We ex pect them this spring.

Em ploy ment growth is un avoid able
for sev eral rea sons. First, the U.S. is
tak ing a cen sus this year and over the
next few months the gov ern ment will
hire more than half a mil lion peo ple for
the de cen nial count. Sec ond, and more
im por tant, the busi ness cy cle is en ter ing
a hir ing phase. Busi ness in vest ment is
com ing to life. Spend ing on ma chin ery
and equip ment ex panded in the fourth
quar ter at the fast est pace in al most four
years and new or ders of non mil i tary cap -
i tal goods re main strong. This is a rec ipe 
for pay roll growth. Cy cli cal in dus tries

in clud ing man u fac tur ing, re tail ing, tem -
po rary-help sup ply and truck ing have all 
be gun to add jobs in re cent months.

U.S. em ploy ers shed jobs mas sively 
over the last two years, lay ing off 4.2%
of all work ers. That was more than the
3.8% con trac tion of GDP. Though the 
econ omy shrank only slightly more than 
in 1973, it lost three times as many
jobs. In other words, the surge in pro -
duc tion since last sum mer has been
achieved by phe nom e nal pro duc tiv ity
growth. This growth is now test ing its
phys i cal lim its. Any pickup in de mand
will re quire busi nesses to add cap i tal
and la bour to the pro duc tion pro cess.
We ex pect the U.S. econ omy to grow
ap prox i mately 3.5% in 2010.

OUR FORECAST
FORECAST

2008 2009 2010 2011

Gross Do mes tic Prod uct (%)

Can ada 0.4 (2.6) 3.2 2.3

U.S. 0.4 (2.4) 3.4 2.2

In fla tion (%)

Can ada 2.4 0.3 1.7 2.2

U.S. 3.8 (0.3) 2.7 2.4

March 2010 Dec. 2010

Short- term rates (T- Bills, 91-Day) (%)

Can ada 0.25 1.72

U.S. 0.15 1.33

10- year bond yields (%)

Can ada 3.48 4.14

U.S. 3.69 4.35

30- year bond yields (%)

Can ada 4.05 4.45

U.S. 4.58 4.96

Ca na dian dol lar U.S.$0.98 U.S.$0.92

S&P / TSX Sector Rotation

Overweight Underweight

Consumer Discretionary

Energy

Information Technology

Consumer Staples

Telecommunication

Utilities



  MODEL PORTFOLIOS  

The particulars contained herein were obtained from sources which we believe reliable but are not guaranteed by us and may be
incomplete. The opinions expressed are based upon our analysis and interpretation of these particulars and are not to be
construed as a solicitation or offer to buy or sell the securities mentioned herein. The Firm may act as financial advisor, fiscal agent
or underwriter for certain of the companies mentioned herein and may receive a remuneration for its services. The Firm and/or its
officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise.

Income Portfolio

In ves tor Pro file : You want to pre serve your 
cap i tal or es tab lish a source of pe ri odic in come
to fi nance on go ing ex penses. You do not find
the stock mar ket very at trac tive be cause of its
vol a til ity, but you are not against the idea of in -
vest ing a small part of your port fo lio in stocks,
mainly to coun ter act the ef fects of in fla tion.
Your tol er ance for risk is very low.

Asset Class
Minimum/
Maximum Benchmark

Recommended
 Weighting

Change from 
Pre vi ous
Quar ter

Cash equivalents 0% to 20% 10% 10% —

Fixed-income (duration: 5.4 years) 1 60% to 100% 70% 68% —

Canadian equities

0% to 30%

10% 11% —

U.S. equities 5% 6% —

Foreign equities 5% 5% —

Conservative Portfolio

Investor Profile : On the whole, you want
your portfolio invested in fixed-income
securities. Although you can tolerate limited
volatility to ensure that your assets will grow,
you prefer having a portfolio consisting mainly
of fixed-income investments for reasons of
stability. Your tolerance for risk is low.

Cash equivalents   0% to 15% 5% 4% —

Fixed-income (duration: 5.4 years) 1 50% to 80% 60% 58% —

Canadian equities

20% to 45%

20% 23% —

U.S. equities 7.5% 10% + 1

Foreign equities 7.5% 5% – 1

Balanced Portfolio

Investor Profile : You give equal weight to
income and capital growth. You can tolerate
moderate volatility to ensure the growth of your 
capital, but you prefer having a portfolio with a
sig nif i cant ex po sure to fixed-income securities
for reasons of stability. Your tolerance for risk
is average.

Cash equivalents   0% to 20% 5% 4% —

Fixed-income (duration: 5.4 years) 1 30% to 65% 45% 43% —

Canadian equities

30% to 65%

25% 29% —

U.S. equities 10% 12% + 1

Foreign equities 10% 7% – 1

Alternative investments 2    0% to 15% 5% 5% —

Growth Portfolio 

Investor Profile : Your main goal is capital
growth. Although you can tolerate greater
volatility in order to increase the value of your
assets, you are not prepared to invest your
entire portfolio in stocks. Your tolerance for
risk is high.

Cash equivalents   0% to 25% 0% 0% —

Fixed-income (duration: 5.4 years) 1 25% to 45% 35% 30% —

Canadian equities

40% to 75%

25% 31% —

U.S. equities 15% 18% + 1

Foreign equities 15% 11% – 1

Alternative investments 2   0% to 20% 10% 10% —

Maxi mum Growth

In ves tor Pro file : You want to max i mize the 
even tual re turn on your cap i tal by in vest ing all
or most of your port fo lio in the stock mar ket. In
do ing so, you ac cept higher vol a til ity of your in -
vest ment re turns in the hope that these re turns
will ul ti mately be higher. Your tol er ance for
risk is very high. 

Cash equivalents   0% to 30% 0% 0% —

Fixed-income (duration: 5.4 years) 1   0% to 30% 20% 15% —

Canadian equities

55% to 100%

25% 30% —

U.S. equities 20% 23% + 1

Foreign equities 20% 17% – 1

Alternative investments 2   0% to 25% 15% 15% —

1)  Includes conventional and real return bonds. Benchmark = 75% DEX Universe Index, 25% SC RRB Index
2)  Includes hedge funds and real estate. Benchmark = 50% Tremont Hedge Fund Index, 50% S&P TSX Cap REIT Index


