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Growing Pains

Equity markets slid further this week as growth concerns continued to weigh on sentiment. The S&P 500
fell 5.0% to end a dismal quarter, as consumer confidence fell sharply in June, and private-sector payroll
growth of 83,000 failed to improve spirits. Banks and cyclicals took the brunt of the selling again, and the
S&P 500, along with other indices in China and Europe, has suffered the dreaded dark cross—the 50-day
moving average has now dipped below the 200-day moving average. Meantime, the TSX fell 4.4% on the
week, and its averages are also on the verge of turning bearish. Gold stocks were a drag in Canada this
week after being, by far, the top performers in recent months.

Market Performance as of July 2, 2010

Current Performance (percent)

Price 1Week 1 Month 3 Months 1 Year YTD 2009
DAX 5,834 -3.9 -2.5 -6.4 23.6 -2.1 23.8
S&P/ASX 200 4,265 -3.9 -3.2 -13.4 10.1 -12.7 33.4
FTSE 100 4,838 -4.1 -6.1 -15.8 14.3 -10.6 22.1
S&P/TSX 11,196 -4.4 -5.0 -7.9 9.3 -4.7 30.7
Dow Jones 9,686 -4.5 -5.5 -11.4 17.0 -7.1 18.8
CAC 40 3,348 -4.9 -4.4 -17.0 7.4 -14.9 22.3
S&P 500 1,023 -5.0 -6.9 -13.2 14.1 -8.3 23.5
NIKKEI 225 9,204 -5.5 -4.2 -18.5 -6.8 -12.7 19.0
NASDAQ 2,092 -5.9 -8.3 -12.9 16.4 -7.8 43.9

Source: Bloomberg

After chalking up four straight quarters of growth totalling almost 50%, the S&P 500 shed 11.9% in Q2, in
what can best be described as an expectations correction. Sentiment turned from outright bullish to what
is now quite bearish as the view shifted from economic recovery to fiscal belt tightening and fear of a
double-dip recession. Indeed, cyclical sectors lagged along with financials in Q2, as materials, industrials,
technology and consumer discretionary all posted double-digit percentage declines. The TSX fell a more
modest 6.2%, buffered by a massive 21% rally in the gold sector.

This type of post-recovery expectations adjustment is not out of the ordinary. In fact, after bouncing
almost 50% in about a year off the 2003 low, the S&P drifted down through the entire spring and summer,
before resuming its cyclical expansion in the fall. Cyclical sectors also lagged as growth expectations
downshifted, and the 50- and 200-day moving averages crossed over bearishly as they are now.
Eventually, expectations were re-aligned with the reality of more modest economic growth amid
tightening policy—back then it was Fed tightening, now it's fiscal tightening and some monetary
tightening at various global central banks—and stock prices were cleared to move higher. A similar
scenario appears to be in play right now and, unless you're firmly in the double-dip camp, the remainder
of the summer could be an opportunity to accumulate equities.
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Weekly Sector Performances as of July 2, 2010
TSX (percent)
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Year-to-Date Sector Performances as of July 2, 2010
TSX (percent)
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North American Sector Performances as of July 2, 2010

-l

S&P 500 Sectors 1 Week 1 Month 3 Months 1Year YTD 2009
Cons Staples -1.2 4.3 -9.4 10.2 -4.3 11.2
Telecom Services -1.3 -1.0 -6.0 0.4 -10.5 2.6
Utilities -2.3 -1.1 -6.3 2.9 -9.5 6.8
Health Care -3.2 -3.6 -13.3 8.6 -10.3 17.1
Energy -5.5 6.2 -15.2 2.7 -13.7 11.3
Cons Discretionary -5.6 -10.8 -12.2 30.0 -2.6 38.8
Information Technology -5.6 7.9 -13.0 16.1 -11.5 59.9
Industrials -6.5 8.9 -14.7 26.1 -3.5 17.3
Materials -6.8 -7.8 -18.0 13.6 -14.6 45.2
Financials -7.6 -8.6 -16.0 18.6 -6.0 14.8
Banks -8.4 -12.8 -16.8 21.8 -0.6 -8.9
S&P 100 Large Cap -4.7 6.9 -13.8 10.4 -9.8 19.1
S&P 400 Mid Cap -5.8 -7.9 -11.9 24.3 -3.4 35.0
S&P 600 Small Cap -6.2 8.4 -11.1 22.7 -2.9 23.8
S&P 500 -5.0 -6.9 -13.2 141 -8.3 23.5
TSX Sectors

Health Care 0.1 13.4 10.8 41.4 20.2 28.6
Utilities -1.2 -1.8 -6.9 9.2 -4.9 12.7
Cons Staples -1.3 4.0 -9.8 -5.0 -9.6 6.1
Cons Discretionary -1.9 -1.9 0.4 19.1 6.5 1.1
Telecom Services -2.3 -2.3 2.2 20.9 7.0 0.7
Industrials -3.1 -1.8 -6.4 19.3 -1.5 23.7
Financials -3.9 6.5 -11.1 9.1 -4.5 38.3
Banks -4.2 6.3 -10.0 12.6 -2.7 54.4
Information Technology -4.4 -16.6 -21.3 -26.4 -21.9 44.3
Energy -4.5 -3.9 -8.2 7.5 -8.3 35.0
Gold -6.3 -1.6 12.3 13.4 7.6 5.7
Materials -7.0 5.1 -4.5 13.8 -2.6 33.4
REIT's -0.9 0.6 0.9 31.8 3.3 42 .4
Income Trusts -34 -1.1 -6.4 21.5 -0.1 29.5
S&P/TSX Mid Cap -4.1 -3.6 -7.4 24.6 -2.2 41.7
S&P/TSX 60 Large Cap -4.4 5.4 -8.0 5.6 -5.4 27.9
S&P/TSX Small Cap -4.9 -3.9 -7.8 32.0 -2.7 56.2
TSX 4.4 -5.0 -7.9 9.3 -4.7 30.7

Source: Bloomberg
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