RBC Dominion Securities

What Moved the Markets

. .. Number Crunching
A stronger than expected earnings season and a slew of positive
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economic data in August. p.ropelled equity ma}rke_ts hlg_her as SEPITSX Coapaste Indox R S EL—-
investors became more optimistic that the recession is easing and Dow Jones Industrial Average 9,496.28 35% 8.2%

H H i S&P 500 Index 1,020.62 3.4% 13.0%

that a global economic recovery is underwgy. The S&P/TSX index S O I it N i
rose above 11,000 points for the first time in 10 months to reach a MSCI World 1,085.60 3.9% 18.0%
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new high for the year. Markets in the US also posted new annual  [Ne=WoiaTr 552008 o 50.79¢

highs as the S&P500 index closed above 1,000 and the NASDAQ
closed above 2,000 for the first time since the fall of 2008. Given

- . S&P/TSX Financials 1,551.91 0.8% 36.8%

the market’'s impressive performance over the past two months, S&P/TSX Energy 2,501.98 04% 18.3%
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concerns exist as to whether this rally is in fact sustainable. 5 e, T V5% o
S&P/TSX Consumer Discretionary 847.22 2.4% 4.7%
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Positive economic data in t_he us including a d_rop in the  |Sgr/Tex information Technology 97777 o o3 8%
unemployment rate, a strong rise in both new and existing home S&P/TSX Consumer Staples 1,445.45 21% -0.8%
sales, and an uptick in consumer confidence provided a backdrop  [S%P/TSX Utilties 1.502.04 L.1% 0.5%

S&P/TSX Healthcare 291.13 5.4% 15.3%
for the FOMC’s moderately upbeat assessment of the economy’s
performance. The Fed Funds rate was maintained in the 0-0.25%

. ) US Dollar 1.0938 15% -10.3%
range and Ben Bernanke was renominated as Chairman of the US Euro 1.5678 21% -8.0%
th British Pound 1.7818 -1.1% 0.0%
Fede_ral Reserve for a second term. On August 247, the Obama [/ 2 6) RS 350 P
administration ended the popular $3B Cash-for-Clunkers program
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which accounted for_ 700,000 vehicles sold ywth Toyota (TM), Cride Off (WT! por barred 96050 070 26 00k
Honda (HMC), and Nissan (NSANY) representing 19%, 13%, and Natural Gas (per million btu) $2.98 -185% -47.0%
0, i Gold (per ounce) $951.25 -0.3% 7.8%
8.7% of the sales respectlvely. Silver (per ounce) $14.90 7.0% 30.8%
Copper (per pound) $2.93 13.0% 112.5%
: H H Nickel (per pound) $8.65 6.6% 64.3%
Canada received mixed economic news as weaker than expected |4 rinum (per pound) $0.85 0.00¢ 23 8%
employment figures and housing starts were offset by stronger Zinc (per pound) $0.85 75% 55.7%
retall Sales and manufacturlng data The Bank Of Canada hlnted *YTD return data is simple price return. All indices are in local currency unless otherwise noted.
that it could possibly join other central banks in using non- Source: Bloomberg
traditional quantitative easing measures in an effort to control the
appreciation of the Canadian dollar which it views as a threat to the S&P/TSX Index - Target Overnight Rate, LTM
country’s economic recovery. Bank of Montreal (BMO), Royal
Bank of Canada (RY), Toronto-Dominion (TD), National Bank SEPITSX Index Target Overight Rate
(NA), and Bank of Nova Scotia (BNS) reported Q3 results that 35% 14,000

exceeded analyst expectations driven primarily by capital markets
activities, loan losses which are rising but at a rate at or below
expectations, and higher than expected capital ratios. However,
earnings from Canadian Imperial Bank of Commerce (CM) were
weaker than expected as a result of poor results in its retail
banking divisions.

3.0% + 13,000

2.5% A 12,000

2.0% 7 11,000

1.5% + 10,000

1.0% + 9,000
0.5% 1

In Europe, Germany and France emerged from recession as the 0.0%
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GDPs of both countries grew during the second quarter while other % g 38 3 % é % § § % % %
euro zone economies continued to contract. Japan’s economy also 3 5 7" ° o
grew in the second quarter but still fell below analyst expectations. * Source: Bloomberg
In China, the Shanghai Index continued to decline from its annual
high reached earlier in the month because of concerns about the
country’s recovery and tightening of bank lending policies which
would negatively impact liquidity.
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A Closer Look - Global Rebalancing

While a global recovery from recession has begun, there are still
concerns regarding its long-term sustainability. Below we will
discuss the concept of global rebalancing and the challenges faced
in its execution.

Global Rebalancing

While governments have been able to temporarily boost their
economies by passing multi-billion dollar stimulus packages,
sustainable growth cannot be achieved through rising budget
deficits. The foundation of a solid global recovery lies in the
strength of the private sector and the consumer.

Global rebalancing refers to an economy that has shifted itself
away from US-led consumption towards global demand growth. It
essentially requires the US to become more export-oriented and
less consumption oriented by spending less and saving more.
Contrastingly, it requires the world’s 3 largest surplus economies —
China, Germany, and Japan — to build stronger domestic demand
for imports by spending more and saving less.

Before the financial crisis, global demand was heavily dependent
on the spending of increasingly indebted American consumers. US
household consumption has since declined considerably in the
after-math of the financial crisis because of the destruction of more
than $13 trillion of consumer wealth, rising unemployment,
increasing foreclosures, and a substantial amount of consumer
debt outstanding. The decline in US consumption has not only
impacted the US economy, but has also been a drag on economic
growth worldwide. The International Monetary Fund projects that
the ratio of consumption to US gross GDP will drop by ~3%, as
Americans spend and invest less. As a result, an increase in US
net exports is seen as integral for a US recovery to occur. On the
other hand, surplus countries must offset the decline in US
consumption by fuelling economic growth through domestic
demand.

Execution Challenges

Changing a country’s mindset from a conservative saving culture
to one that promotes US consumer spending habits can prove to
be challenging. For example, while China has been successful in
growing its GDP through increased lending and government
stimulus spending, its initiatives have not been successful in
creating jobs or increasing household income - two important
factors that impact consumer spending. The Chinese are also
more inclined to save because the country largely lacks a social
safety net. China currently has no unemployment insurance,
government funded healthcare, or education support. While
allowing the Yuan to appreciate against the major currencies would
increase the purchasing power of Chinese consumers, China
continues to be reluctant to allow this to happen because of the
negative impact it may have on demand for its exports. Given the
scope and scale of changes that need to be made by the world’s
largest economies, the notion of a rebalanced global economy may
still be far way.
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US Personal Savings Rate
as % of Disposable Income
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North American Equity Performance - August 2009
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World Markets - August 2009

U.K:
Canada: FTSE 100
S&P/TSX MIM:  +6.5%
MM: +0.8% YTD: +10.7%
YTD: +20.9%
Germany: Japan:
DAX China: Nikkei:
uU.s: M/M:  +2.5% Shanghai Index MM:  +1.3%
S&P 500 YTD: +136.% MM:  -21.8% YTD: +18.4%
MM:  +3.4% YTD: +46.5%
YTD: +13.0%

ndia- Hong Kong:
S Hang Seng
M‘j&sexznty MM:  -4.1%
. =22 - 0,

YTD: +18.2% YTD: +37.1%

Brazil:

Bovespa

MM: +3.1%

YTD: +50.4%

Australia:

S&P/ASX 200
M/M:  +5.5%
YTD: +20.3%

Global equity markets continued to climb higher in August due to
forecast-beating earnings reports and positive economic data.

The Shanghai Index lost 21.8% during the month as investors

became concerned about the country's recovery and tightening
bank lending policies.

*** All returns calculated in local currency. Source: Bloomberg
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Canadian Equities - August 2009

S&PITSX Composite Sector Movement
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Royal Bank of Canada

Toronto-Dominion Bank/The
BCE Inc
TransCanada Corp
Talisman Energy Inc
Ivanhoe Mines Ltd/CA
TELUS Corp
Canadian Pacific Railway Ltd
Fairfax Financial Holdings Ltd
Petrobank Energy & Resources Ltd
Research In Motion Ltd
Goldcorp Inc
Canadian Imperial Bank of Commerce/Canada
Teck Resources Ltd
Potash Corp of Saskatchewan Inc
Imperial Oil Ltd
Canadian Natural Resources Ltd
Sun Life Financial Inc
Suncor Energy Inc
Manulife Financial Corp

U.S. Equities - August 2009

S&P 500 Sector Movement
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Bank of America Corp
JPMorgan Chase & Co
Wells Fargo & Co
Citigroup Inc

Microsoft Corp

Intel Corp

American Express Co
Pfizer Inc

CVS Caremark Corp
General Electric Co

Baker Hughes Inc
Coca-Cola Co/The

Celgene Corp

Cisco Systems Inc

Amgen Inc

Corning Inc

Verizon Communications Inc
Gilead Sciences Inc

Exxon Mobil Corp

Procter & Gamble Co/The

Canadian and U.S. Economic Data - August 2009
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Better Than Expected Period Consensus Actual Prior

3-Aug ISM Manufacturing JUL 46.5 48.9 44.8
4-Aug us Personal Spending JUN 0.30% 0.40% 0.30%
6-Aug CA Building Permits MoM JUN -3.00% 1.00% 14.80%
7-Aug us Change in Manufact. Payrolls JUL -100K -52K -136K
7-Aug CA Unemployment Rate JUL 8.80% 8.60% 8.60%
7-Aug us Change in Nonfarm Payrolls JUL -325K -247K -467K
7-Aug us Unemployment Rate JUL 9.60% 9.40% 9.50%
12-Aug us Trade Balance JUN -$28.7B -$27.0B -$26.0B
14-Aug CA Manufacturing Sales MoM JUN -0.20% 1.90% -6.00%
14-Aug us Capacity Utilization JUL 68.30% 68.50% 68.00%
21-Aug us Existing Home Sales JUL 5.00M 5.24M 4.89M
21-Aug us Existing Home Sales MoM JUL 2.10% 7.20% 3.60%
24-Aug CA Retail Sales MoM JUN 0.20% 1.00% 1.20%
24-Aug CA Retail Sales Less Autos MoM JUN 0.40% 1.00% 0.70%
25-Aug us Consumer Confidence AUG 47.9 54.1 46.6
26-Aug us Durable Goods Orders JUL 3.00% 4.90% -2.50%
26-Aug us New Home Sales JUL 390K 433K 384K
26-Aug usS New Home Sales MoM JUL 1.60% 9.60% 11.00%
27-Aug us GDP QoQ (Annualized) 2Q S -1.50% -1.00% -1.00%
27-Aug us Personal Consumption 2Q -1.30% -1.00% -1.20%
28-Aug us U. of Michigan Confidence AUGF 64.3 65.7 63.2
As Expected
12-Aug us FOMC Rate Decision 12-Aug 0.25% 0.25% 0.25%
14-Aug us CPI Ex Food & Energy (MoM) JUL 0.10% 0.10% 0.20%
28-Aug CA Current Account (BOP) 2Q -$11.2B -$11.2B  -$9.1B
28-Aug us Personal Spending JUL 0.20% 0.20% 0.40%
5-Aug us ADP Employment Change JUL -350K -371K -473K
5-Aug us ISM Non-Manf. Composite JUL 48 46.4 47
7-Aug CA Net Change in Employment JUL -15.0K -44.5K -7.4K
7-Aug us Consumer Credit JUN -$5.0B -$10.3B  -$3.2B
11-Aug CA Housing Starts JUL 145.0K 132.1K 140.7K
13-Aug us Retail Sales Less Autos JUL 0.10% -0.60% 0.30%
14-Aug us Consumer Price Index (YoY) JUL -1.90% -2.10% -1.40%
14-Aug us CPI Ex Food & Energy (YoY) JUL 1.60% 1.50% 1.70%
14-Aug us U. of Michigan Confidence AUG P 69 63.2 66
18-Aug us Housing Starts JUL 599K 581K 582K
18-Aug us Building P ermits JUL 577K 560K 563K
19-Aug CA Consumer Price Index MoM JUL -0.20% -0.30% 0.30%
19-Aug CA Consumer Price Index YoY JUL -0.80% -0.90% -0.30%
20-Aug us Leading Indicators JUL 0.70% 0.60% 0.70%
25-Aug us House Price Purchase Index QoQ 20Q -0.40% -0.70% -0.60%
27-Aug us Initial Jobless Claims 22-Aug 565K 570K 576K
28-Aug us Personal Income JUL 0.10% 0.00% -1.30%
31-Aug CA Gross Domestic Product MoM JUN 0.20% 0.10% -0.50%
31-Aug CA Quarterly GDP Annualized 2Q -3.00% -3.40% -5.40%
Key Takeaways:

For the month of August, economic data was more favorable for the US than it was for Canada. Positive economic data
from the US included a drop in the unemployment rate, strong increase in new and existing home sales, and an increase in
consumer confidence. Economic data was mixed for Canada as weaker than expected employment figures and housing
starts were offset by stronger retail sales and manufacturing data.

The information contained in this report has been compiled by RBC Dominion Securities Inc. ("RBC DS") from
sources believed by it to be reliable, but no representations or warranty, express or implied, are made by RBC DS or
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any other person as to its accuracy, completeness or correctness. All opinions and estimates contained in this report
constitute RBC DS’s judgment as of the date of this report, are subject to change without notice and are provided in
good faith but without legal responsibility.

This report is not an offer to sell or a solicitation of an offer to buy any securities. Additionally, this report is not, and
under no circumstances should be construed as, a solicitation to act as securities broker or dealer in any jurisdiction
by any person or company that is not legally permitted to carry on the business of a securities broker or dealer in that
jurisdiction. This material is prepared for general circulation to Investment Advisors and does not have regard to the
particular circumstances or needs of any specific person who may read it. RBC DS and its affiliates may have an
investment banking or other relationship with some or all of the issuers mentioned herein and may trade in any of the
securities mentioned herein either for their own account or the accounts of their customers. RBC DS and its affiliates
may also issue options on securities mentioned herein and may trade in options issued by others. Accordingly, RBC
DS or its affiliates may at any time have a long or short position in any such security or option thereon.

Neither RBC DS nor any of its affiliates, nor any other person, accepts any liability whatsoever for any direct or
consequential loss arising from any use of this report or the information contained herein. This report may not be
reproduced, distributed or published by any recipient hereof for any purpose.

This document has been prepared for use by RBC Dominion Securities Inc., a Member Company under RBC
Investments. RBC DS is a Member of CIPF. RBC Dominion Securities, Inc., and Royal Bank of Canada are separate
corporate entities, which are affiliated. Trademark of Royal Bank of Canada. RBC Investments is a registered Trade-
mark of Royal Bank of Canada. © Royal Bank of Canada 2003. All rights reserved
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