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Global Purchasing Manager Indices

•The global purchasing manager
index provides a view into the
economic future

•PMI’s appear to have turned a
corner this fall

•This could indicate a pickup in
economic growth in 2013
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Data Source: Haver Analytics

• The US housing slump which
helped trigger the financial crisis is
showing signs of abating

• Housing prices (illustrated in the
chart at right), housing inventory
and new home construction all seem
to be pointing to sustained recovery

• This is one of the precursors for a
more broadly based economic
recovery

US Housing
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US Employment

• US employment has slowly and
steadily been improving since the
financial crisis

• Companies have been slow to
hire due to political and economic
uncertainty

• Employment numbers are
typically a lagging indicator

Data Source: Haver Analytics
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How expensive are stocks and bonds right now?

• We use valuation models to give us a sense of where markets should be

relative to their historical values

• Investors tend to disregard valuations when “Fear” and “Greed” drive the

market

• When pessimism is high they trade at deep discounts and when euphoria

takes hold they trade at high premiums

• Valuation models are not very helpful in terms of timing investment

decisions but they do provide a sense of where long term value resides
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Canada

•Canadian equities
reside in the lower
middle of the fair value
band

•Pessimism about
Europe and China have
kept valuations modest

•Canada’s market can
be said to be slightly
undervalued
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United States

•The US market is
slightly less expensive
than Canada

•US equities rallied
sharply last year but still
represent good value

•Note how “cheap” US
equities were in 2008
when everyone was
fearful and how
“expensive” the market
was during the tech
mania bubble in 2000
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Europe

?

•Europe’s markets are
among the least expensive
in the world

•The concerns over
Greece, Spain and the
other nations have keep
equity prices depressed

•If investor sentiment
were to return to normal
European equities could
rally sharply
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•Interest rates and fixed
income prices have
become extreme

•Rates could move
quickly higher, resulting
in falling bond prices

•Bond holders should
take care to reduce their
longer term bond
exposure

Bonds

? ?
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2012 was a challenging year for investors as negative political and economic
headlines from Europe, China and the US seemed to foreshadow another
recession. For investors that stayed the course it was a rewarding year,
particularly those that had exposure to the US and International markets. See
charts beginning page 12

2013 brings with it a new deal that averts most the much publicized “Fiscal
Cliff” in the US. This along with a resurgence in Global growth could indicate
another good year for investors.

There are always pitfalls to consider, this year, at some point, we’ll likely revisit
European sovereign debt issues, the US Debt ceiling and likely meet some new
issues. Bond investors should be wary of rising rates and position portfolio
appropriately. The key to investment success is to stick to your plan and
rebalance accordingly.

While we recognize that we are still in a long term, or secular, bear market
there are still opportunities for investors during the shorter duration or cyclical
upturns. As such we continue to favour dividend paying and growing equities
and tactical management of cash levels.

Clients within our Private Investment Management program (PIM) and Third
Party Pension Management program will receive their quarterly update and
personalized portfolio reports within the next two weeks.

Market Recap
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TSX Performance: Annual, 6 & 3 Months

293 DAYS 1NOV11 - 31DEC12
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•2012 was positive for Canadian
stocks overall but with significant
volatility

•Financial and consumer goods
sectors were strong performers

•Energy and materials sectors
were negative performers, with
gold and natural gas companies
suffering the worst declines
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S&P Performance: Annual, 6 & 3 Months

294 DAYS 1NOV11 - 31DEC12
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•2012 was a good year for US
stocks which, despite two
significant sell-offs posted
double digit gains

•The market seems to be
pricing in a better 2013, with
the US housing outlook
improving

•US companies have benefited
from a weak US dollar which
has helped make their goods
less expensive to the world
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EAFE Performance: Annual, 6 & 3 Months
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•2012 was also a good year for
Overseas stocks, despite
significant volatility

•Emerging markets rebounded
towards the end of the year

•Europe also experienced a relief
rally as the concerns around
Spanish banks and the Greek
government debt issues abated

EAFE = Europe, Australasia, and Far East Markets
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This information is not investment advice and should be used only in conjunction with a discussion with your RBC Dominion

Securities Inc. Investment Advisor. This will ensure that your own circumstances have been considered properly and that action is

taken on the latest available information. The information contained herein has been obtained from sources believed to be reliable

at the time obtained but neither RBC Dominion Securities Inc. nor its employees, agents, or information suppliers can guarantee its

accuracy or completeness. This report is not and under no circumstances is to be construed as an offer to sell or the solicitation of

an offer to buy any securities. This report is furnished on the basis and understanding that neither RBC Dominion Securities Inc.

nor its employees, agents, or information suppliers is to be under any responsibility or liability whatsoever in respect thereof. The

inventories of RBC Dominion Securities Inc. may from time to time include securities mentioned herein. This commentary is based

on information that is believed to be accurate at the time of writing, and is subject to change. All opinions and estimates contained

in this report constitute RBC Dominion Securities Inc.’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. Interest rates, market conditions and other investment factors are

subject to change. Past performance may not be repeated. The information provided is intended only to illustrate certain historical

returns and is not intended to reflect future values or returns. RBC Dominion Securities Inc.* and Royal Bank of Canada are

separate corporate entities which are affiliated. *Member-Canadian Investor Protection Fund. ®Registered trademark of Royal

Bank of Canada. Used under licence. RBC Dominion Securities is a registered trademark of Royal Bank of Canada. Used under

licence. ©Copyright 2013. All rights reserved.


