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“...it is not stocks that
are in a nasty bear mar-
ket, it is commodities.”
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GS Commodity Index (U.S. $)
230.5% -68.2%
GS Commodity Index (Cdn $)
126.0% -58.3%
Cdn/U.S. Exchange Rate
46.2% -23.8%

BIG BAD BEAR MARKET

If stock markets around the world had fallen by more than 50% from their peak, investors would have
been in quite a tizzy with the panic of collapse and catastrophe running rampant. But it is not stocks
that are in a nasty bear market, it is commodities. They are far less important from an investment per-
spective in many parts of the world, 9.7% in the U.S. and 11.6% internationally based upon their stock
market weighting. However, in major commodity-producing countries such as Canada where commodi-
ties currently represent 29.1% of the stock market (down from a peak of more than 50.0% at the height
of the commodity cycle), the drop in prices means job losses and currency devaluation.

While the decline in commaodity prices has foreshadowed broader concerns about the global economy,
the principal question is whether the fall in commodity prices will be good news (stimulate economic
growth like a tax cut) or bad news (further weaken already depressed economies). This question comes
down to one nation, China. It was soaring Chinese demand for raw materials that caused the great bull
market in 1999 and significantly contributed to its demise as growth slowed to its weakest pace in 25
years. Record demand through the early 2000s has now left the world awash with oil, natural gas, iron
ore and copper.

It is almost like the twenty-first century never happened from a commodity pricing point of view. As the
accompanying chart and data show, the so called commodity super cycle is pretty much back to where it
started. Both the Goldman Sachs
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This table shows the perfor-
mance of the Goldman Sachs
Commodity Index in both U.S.

and Canadian dollars, as well the
exchange rate for these curren-
cies. From December 1999 to
June 2008 commodity prices
gained 230.5% and since then
have plunged 68.2% in U.S.$.
Over the same periods the Cana-
dian dollar gained 46.2% to the
commodity price peak and has
since fallen 23.8%.
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230.5%. Since then it has been down-
hill, despite a small rebound from
2009 to 2011, as prices plunged
68.2%. At the same time the Canadi-
an dollar had gained 46.2% at the
commodity price peak and has since
fallen 23.8%.
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The 2008 collapse in commodity prices is evident in the middle

of this chart as shown by the Goldman Sachs Commodity Index

(US$). The index is now back to the level it was at 15 years ago
and it has taken the Canadian dollar along for the ride.

The much anticipated U.S. interest rate hike (the first since 2006) is expected in December and has
helped push up the U.S. dollar 13.1% this year, which has only added to the woes of commodities since
they are mostly priced in U.S. dollars. However, since the Canadian dollar has fallen so sharply against
the U.S. dollar since the peak in commodity prices, it has helped to ease the fall for many producing
companies. Commodity production costs have gotten cheaper so many companies are still making some
money. This might have deferred some of the pain but it will also delay any recovery. The incentive to cut
supply is less intense so it will make it harder for the marketplace to mop up excess raw materials any-
time soon. But eventually the market will correct itself. It always does.

While the global economy is in far better shape now than it was in the aftermath of the 2008 recession,
the momentum for commodities is clearly negative with potentially more weakness expected in the fu-
ture. This could have negative ramifications for the Canadian dollar as well, since it is still 11.4% above
where it was when the commodity cycle started in 1999. On the other hand a weaker dollar will likely be
good for exporters since the Canadian economy is dominated by foreign trade. This will likely be very
good for the stock market, eventually.
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Index Total Returns (%) (C$) Bond Total Returns (%) - DEX Indices N
1 Month 1 Year 5 Years 1 Month 1Year 5 Years 4
S&P TSX -0.2 -5.8 3.8 Universe 0.1 2.9 46 |212
S&P TSX High Dividend -1.4 -13.1 4.6 Short Bonds 0.0 2.3 2.7 1.31
S&P TSX Small Cap -1.7 -12.2 -4.2 Mid Bonds -0.1 4.1 55 2.12
S&P TSX Preferred Shares -1.2 -17.1 -0.7 Long Bonds 0.4 3.0 6.9 |325
S&P 500 1.9 20.9 21.3 Federal Bonds 0.0 3.1 3.6 |1.29
Russell 2000 (US Small Cap) 4.7 20.0 17.4 Provincial Bonds -0.1 3.4 5.6 |247
MSCI EAFE 0.0 14.7 12.7 Corporate Bonds 0.4 24 50 |275
MSCI World 11 17.5 16.9 Real Return Bonds 1.0 0.4 4.0 |o053
MSCI Europe -0.4 9.6 9.7 91 Day T-Bills 0.0 0.6 0.9 |0.49
MSCI Asia -0.9 14.7 5.7
MSCI Emerging Markets -2.4 -3.9 0.8 Barclays Aggregate Bond (US$)| -0.3 1.0 3.1 |
Currencies: Uss| -1.6 -17.0 -5.4 Commodities: Index | -9.0 -36.5 -12.1
(%) (C$) EURO | -2.8 -0.7 1.1 (%) (US$) oil | -10.6 -37.0 -13.1
GBP -0.7 12.3 4.8 Gold -6.7 -9.4 -5.1
YEN | -0.6 11.2 -2.5 Wheat 4.0 -32.9 -8.6
Sector Returns (%) S&P TSX (C$) N S&P 500 (US$) & MSCIEAFE (US$) &
1Month 1Year 5Years & 1Month 1Year 5Years & 1Month 1Year 5Years ¥
Consumer Discretionary -3.1 4.6 125 6.3 -0.4 13.9 17.6 |123 -1.9 -1.5 6.3 |132
Consumer Staples 2.1 18.7 204 2.4 -1.3 1.1 11.6 9.2 -1.3 3.3 7.3 |110
Energy -0.9 -23.0 -9.9 |216 -0.8 -20.1 1.4 7.9 -2.0 -18.3 -5.8 5.6
Financial Services 1.0 -6.7 6.3 |36.1 1.7 0.5 11.2 |158 -2.3 -8.1 19 |257
Health Care 21.7 225 215 6.0 -0.6 2.6 18.6 |15.9 -1.5 -0.9 10.8 |11.7
Industrials 1.2 -10.3 104 8.3 0.6 -3.7 11.1 | 105 -0.1 -1.4 2.7 12.6
Information Technology 6.6 18.0 12.1 23 0.6 5.3 14.0 [20.1 1.6 1.9 35 4.9
Materials -1.2 -20.3  -16.8 | 105 0.6 -9.3 5.7 2.6 -4.0 -18.2 -7.2 75
Telecommunication 0.8 6.9 9.0 45 -1.3 -8.6 4.3 25 -1.2 -2.6 3.7 45
Utilities -2.4 -11.4 -1.1 2.0 -2.8 -6.1 6.9 3.2 -5.3 -12.8 -4.2 3.3
Growth Index -0.8 1.4 2.8 -0.1 4.3 13.5 -0.8 -0.6 4.1
Value Index 0.0 -10.4 1.6 0.2 -3.9 10.3 -2.8 -10.1 0.9
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This report may contain forward looking statements. Forward looking statements are not guarantees of future performance as actual events and results could differ materially
from those expressed or implied. The information in this publication does not constitute investment advice by Provisus Wealth Management Limited and is provided for infor-
mational purposes only and therefore is not an offer to buy or sell securities. Past performance may not be indicative of future results.

While every effort has been made to ensure the correctness of the numbers and data presented, Provisus Wealth Management does not warrant the accuracy of the data in
this publication. This publication is for informational purposes only.
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