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Economic outlook:
Recession, recovery or stagflation?

Senior Economist, CIBC World

Markets Inc., discusses the
investment implications of sluggish
growth and rising inflation.

In this interview, Benjamin Tal,

What is the outlook for economic
growth in the U.S. and Canada for
the second half of the year? And,
are we seeing a recession?
Economic growth in the U.S. will
remain weak through the second half.
We project flat growth for the U.S. and
below-potential growth for Canada. In
general, we expect another six to eight
months of weak economic activity, with
recovery becoming the story sometime
in 2009.

While the “official” definition of
recession is two consecutive quarters
of negative growth, that becomes clear
only in hindsight, and is really only a
tool for economic historians. We must
admit that if it feels like one, and looks
like one, it probably is one.

Inflation has appeared on investors’
radar screens as a serious factor in
making investment decisions. What
is feeding inflationary expectations?
Inflation has indeed become a major
issue for both investors and policy-
makers. June’s 5% headline inflation
rate in the U.S,, for example, was the
highest that it has been in 17 years, and
we expect it to ratchet up to 6% in the
fourth quarter.
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Its Canadian equivalent is poised
to move above 4% by the first quarter
of 2009. And this is a global trend.
A number of complex, interrelated
influences are driving the current bout
of inflation. Soaring energy costs are a
major culprit, of course, including their
subsequent effect on transportation
and manufacturing inputs, all leading
inevitably to rising consumer prices.

With the combination of slow
growth and rising inflation, has
“stagflation” returned?

Over the past 60 years, the worst
episodes of global stagflation (rising
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inflation coupled with flat growth)
have followed major oil supply shocks.
Today, strong global demand is behind
soaring prices. Because we still expect
global economic growth to remain near
4%, even in 2009, commodity prices
should remain high for the foreseeable
future.

Many years of very low inflation are
allowing central bankers to respond
much less aggressively to inflationary
challenges than in past episodes,
tempering the resulting impact on
GDP growth. The major central banks
of the developed world, for example,
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left interest rates unchanged in August,
while voicing continuing concern about
the upside risk to inflation. So it looks
like at least a mini-stagflation will be
with us for a while.

How can investors position their
portfolios to mitigate the risk of
the slowing domestic growth, while
hedging against the risks of rising
inflation?

Investors are right to worry about
inflation. Historically, nominal returns
in the U.S. and Canadian equity
markets generally have failed to fully
compensate for inflation. However,
this has not been true for all sectors.
Precious metals and related equities
are thought of as good hedges against
inflation. Real equity returns for gold
and silver companies historically have
improved during periods of higher
inflation. In contrast, financial and
merchandising stocks show weakening
real returns as inflation rises.

In the current environment, the
resource-laden Canadian market
should continue to post solid returns.
Global growth is being driven by the
developing nations, and their demand
for commodities is pushing up prices.

During periods of stock market
volatility, many investors look to
blue-chip stocks for investment
opportunities. The prices of these large,
fundamentally sound stocks may be
affected by market events, even though
their underlying value has not changed.
In fact, a down market may represent
an opportunity to add to your blue-chip
holdings at extremely attractive prices.
Although the definition of a “blue-
chip” stock may vary, such stocks
share a number of key characteristics.
These are shares of companies with a
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As a result, global growth is much
more closely correlated to the Toronto
market than New York.

The correlation is most noticeable
in individual TSX sectors such as
materials and industrials. Sectors
like consumer staples, on the other
hand, are more attuned to the North
American economy and, more broadly,

G-7 growth, which we expect to remain
soft well into 2009.

In summary, strong growth and low
inflation made equities an easy winner
through the 1990s and into the first part
of this decade. But stagflation means
that sector selection will be increasingly
critical to portfolio performance from
here on. @

Canadian equities well positioned for growth

With its heavy weighting of energy and materials stocks, Canada’s S&P/TSX
Composite Index stands to perform well, as global economic growth continues.
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large market capitalization, a strong
and recognizable business franchise,
a variety of revenue streams, a history
of steady and growing earnings,
strong cash flow, and a consistent
and increasing dividend yield. They
are among the most widely followed,
researched, reported, and analyzed
publicly listed companies.

Investor's Edge provides all the
tools you need to find blue-chip value
to complement your portfolio.

With the Stock Centre tools, you can
filter stocks by market capitalization
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to locate blue-chip value using classic
fundamental ratios, including price-
earnings ratios, dividend yield, growth
rate, and return on equity.

Investor's Edge Analyst Reports give
you access to authoritative company
research from CIBC Wood Gundy,

CIBC World Markets, Reuters, and
Standard & Poor’s to further refine your
investment selections.

To begin your search for blue-chip
value, log on to your account at
www.investorsedge.cibc.com and
click on Quotes and Research. @



How to stay focused in volatile markets

hen major stock indices
undergo periods of
fluctuation, some investors

may be tempted to move out of the
markets entirely and into cash or cash-
equivalent assets such as Treasury bills.
However, that may be precisely the
wrong move to make. Selling based on
emotion has the potential to skew long-
term portfolio objectives, and might
also have tax implications.

Historically, stock markets have
rallied from deep slumps in a relatively
short time. Bear markets typically
last an average of 14 months and take
about 12 months to recover losses.
During that time, the market may, in
fact, present some valuable buying
opportunities.

You can use the following guidelines
to help you keep a healthy perspective
during episodes of market volatility.

Keep your emotions in check. Take the
daily business news headlines with

a grain of salt. Ask yourself whether
there is a strong portfolio, tax, or
financial-objective reason to sell your
holdings. Has your tolerance for risk
really changed that much?

Stay focused on goals. Before you

take any action, calculate the effect

on longer-term goals and portfolio
structure. Selling at the bottom and
buying at the top significantly dampens
long-term returns.

Avoid rebalancing “on the fly." Adjust
your portfolio only if established

asset weightings have exceeded your
previously defined limits, pushing your
portfolio to an undesirable risk level.

Exercise discipline and patience. Market
slumps tend to be relatively short-lived
and losses are typically recaptured in
a few months. Bull markets continue
for a relatively long time. No one can

know in advance when one will end
and the other will begin.

Search for new opportunities. Broad
market sell-offs typically reveal
opportunities to buy fundamentally
sound companies at an undervalued
price in a variety of sectors and
geographic regions.

Use your Investor’s Edge Market

Centre resource page. Here, you'll find
synopses of major global stock markets,
market movers, and information on the
investments, companies, and sectors
you're tracking. More importantly,
you'll have access to a variety of
reliable reports and authoritative

economic and market analysis
from CIBC World Markets.

Simply log on to your account

at www.investorsedge.cibc.com,
and click on Market Centre under
Quotes and Research. @

Understanding short-term trading strategies

When they think a stock’s price
may go down, sophisticated traders
sometimes use short-term trading
strategies. Here are two of the most
common. Note that these strategies
may not be appropriate for all
investors. Before implementing any
strategy, be sure you are aware of
the potential risks.

Stop-loss orders. Stop-loss orders
are used to hedge against a decline
in a stock that’s appreciated from
its purchase price. You enter a sell
order at a price below the stock’s
current level. If the stock’s price
drops to that level or lower, it
triggers the order to sell. Note,
however, that your order will be
filled at the market price, which
may or may not be the same
as the stop-loss price you specified.

To use this type of order, log on
to your Investor’s Edge account at

Fall 2008

www.investorsedge.cibc.com, click
on Trading, and select the Stop
Loss button at Step 1 of Stock
Order Entry.

Short-selling. This strategy
involves borrowing shares to sell
with the intention of buying them
back at a lower price, and making
a profit on the difference. Advanced
traders use this technique when
they believe that a significant price
decline is a strong possibility.
Aggressive traders use it to enhance
capital gains in individual stocks, or
during a broader market decline.

Short-selling is generally
considered a high-risk strategy.
Continual monitoring is essential to
mitigate the risk of short positions.
To enter a short position, call
1 800 567-3343 and speak with a
CIBC Investor’s Edge Investment
Representative. [[E
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View your accounts the paperless way

ant to save time, see your

account statements sooner,

and eliminate paper waste?
Switch to Investor’s Edge e-Statement.
With e-Statements, you enjoy online
access to current and past statements —

If you're an accredited professional or a

student pursuing a professional degree,

you may be eligible for the

CIBC Professional Edge® program.
This comprehensive banking and

wealth management package combines

exclusive CIBC products and services

in all areas of financial advice and

management, including investment

and portfolio services, borrowing, cash

management, succession planning,

and wealth management. Plus, eligible

all at no cost.

Switching to e-Statements is easy.
Log on to your Investor’s Edge account

professionals receive a number of
distinctive investment services and
exclusive offers, including CIBC Investor's
Edge registered accounts' with no annual
administrative fee.

To learn more about CIBC Professional
Edge®, visit any CIBC branch, contact
your CIBC business advisor, or call toll-
free 1 800 465-2422.

 Applicable only to clients with CIBC Business
Operating Accounts or Variable Rate Business
Loans for Professionals.

at www.investorsedge.cibc.com and
click on Mailing Options under User
Preferences. Then select the Online
Only option to stop paper statements
and start instant online access.

As a CIBC Investor’s Edge and
Online Banking customer, you
can also access all your bank and
investment accounts by setting up our
Single Sign On feature. This allows
you to monitor all your CIBC accounts
and transfer funds between accounts
with one convenient sign-on and
password.

To register for Single Sign On
access, select the Investing tab at the
top of any CIBC Online Banking page
and follow the instructions.

If you require assistance to sign up
for Single Sign On access, or if you
have any questions, please call us at

1 800 567-3343. [

HOW TO

CONTACT US

Call a CIBC Investor's Edge Investment Representative at

1 800 567-3343

Monday — Friday: 8:00 a.m. to 8:00 p.m. (ET)

Check us out on the Web
www.investorsedge.cibc.com

Institutional clients/accounts are not eligible. CIBC Investor's
Edge is the discount brokerage division of CIBC Investor
Services Inc. (CIBC ISI), Member of CIPE. CIBC ISI does not
provide you with any legal, tax, or accounting advice or advice
regarding the suitability or profitability of a security or
investment in a CIBC Investor’s Edge account. You assume full
responsibility for transactions in your CIBC Investor's Edge
account and for your investment decisions. This newsletter is
for informational purposes only. It is not intended to provide
(nor should it be construed as providing) individual or specific
financial, investment, or tax advice. CIBC ISl and CIBC World
Markets Inc. (WM) are subsidiaries of CIBC. We are required
by the regulators to inform you that WM (the carrying broker)
provides certain back-office services to CIBC ISI (the
introducing broker), including trade execution, settlement,
custody of cash and securities, bookkeeping, and financing of
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customer positions. For regulatory purposes, you are a client
of WM. CIBC ISl is responsible for supervising your account.
Cash balances in non-registered accounts are not insured by
the Canada Deposit Insurance Corporation or any other
government insurer, but are fully guaranteed by CIBC. Unless,
with respect to a specific security, you're informed to the
contrary, securities sold are not guaranteed by the Canada
Deposit Insurance Corporation or CIBC. The value of many
securities may fluctuate. The views expressed in this interview
are the personal views of the author and should not be taken
as the views of CIBC Investor Services Inc. or CIBC World
Markets Inc. (This document is provided for general
informational purposes only and does not constitute
investment advice. Individual circumstances and current
events are critical to sound investment planning; anyone
wishing to act on this article should consult with his or her
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advisors. The information contained in this document has
been obtained from sources believed to be reliable and is
believed to be accurate at the time of publishing, but we do
not represent that it is accurate or complete and it should not
be relied upon as such. All opinions and estimates expressed
in this document are as of July 30, 2008, unless otherwise
indicated, and are subject to change. ™ Trademark of CIBC.
® Registered trademark of CIBC. CIBC ISl is a licensee of
marks. “CIBC For what matters.” is a TM of CIBC.
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