
Canadian Market Outlook 
Canada’s S&P/TSX Composite Index fell 5.5% in the
second quarter and is now down 2.5% for the year.
Investor confidence took it on the chin as a result of
the deteriorating sovereign debt market in Europe, a
tightening of Chinese economic policy and an overall
slowing of the global economic recovery. 

While a second half slowdown will cause earnings
estimates to be revised downwards, we are not
forecasting another recession. Indeed, current
consensus estimates look quite healthy, with calls 
for 24.6% and 19.6% growth in earnings for the
S&P/TSX Composite in 2010 and 2011, respectively. 

The market is currently trading at compelling
valuations – 13.5 times forward and 16.1 times
trailing earnings. The forward earnings yield on the
market is 428 basis points above ten-year
Government of Canada bonds and the dividend yield
lags the ten-year bond by only 60 basis points; again,
exceptional value for the patient long-term investor.

Profitability, as measured by the return on equity
(ROE), has rebounded sharply. The market is currently
generating an ROE of 11.1%, up from 10.6% three
months ago and consensus estimates imply an ROE of
13.2% by year end. Finally, the last time the market
traded at its current price-book ratio was in mid-2003
and then the market was generating an ROE of only
9.8%, not the 11.1% it is currently generating. 

As global economic activity continues to improve, 
we believe that market fundamentals shall reassert
themselves and give investors the green light to step
back into higher-risk assets. While debt constraints
and austerity programs will have a negative impact 
on the economic recovery, a double-dip recession is
not in the forecast and cheap valuations will
ultimately trump any estimate revisions. As a result of
this market correction, we foresee attractive returns in
the second half resulting in high single-digit or low
double-digit returns for 2010 as a whole, but
significantly better returns thereafter.
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