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CDN Strategy – S&P/TSX Targets 

S&P/TSX Price Target  

2023 Calendar Year End 22,500 

    S&P/TSX EPS Target  

2023 Calendar Year End $1500 

    
Source: BMO Capital Markets Investment Strategy. 

 
 
 
 

CDN Strategy – Recommended S&P/TSX Sector 
Weightings 

Sector Opinion Tgt. Wgt. 

Communication Services OW 5.5% 

Consumer Discretionary MW 3.5% 

Consumer Staples MW 4.0% 

Energy MW 18.0% 

Financials OW 32.5% 

Health Care UW 0.0% 

Industrials MW 13.0% 

Information Technology MW 6.0% 

Materials OW 12.5% 

Real Estate MW 2.5% 

Utilities UW 2.5% 

Source: BMO Capital Markets Investment Strategy. 

OW: Overweight 
MW: Market Weight 
UW: Underweight 
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Canadian Strategy Snapshot 

Our Materials Weight Remains Focused on Gold 

Bottom Line: 

We remain slightly overweight the Materials sector, with a focus on gold and companies with strong operating efficiency and cash 

flow generation. Yes, industries within the Materials sector, particularly the base metals, are typically considered “late cycle” 

(meaning they traditionally underperform as the market begins to elevate from trough levels and slower economic growth). As such, 

the sector will likely continue to face near-term headwinds given the economic risks that are likely to persist in the 1H of 2023. 

However, according to our work, the Canadian Materials sector’s strong exposure to gold stocks adds a level of tactical defense 

against periods of heightened volatility as gold equities tend to meaningfully outperform during these periods and during 

recessionary years. Furthermore, fundamentally the Canadian Materials sector continues to check all of our boxes – namely, 

valuations are below historical averages, operating metrics are firmly above historical averages, cash generation is near record 

levels, cash is being returned to shareholders at near record pace, debt to equity is well below historical average, and capital 

spending remains moderate. Therefore, we believe the broad sector, including base metals, remains well positioned from an 

operating leverage and valuation position to outperform when commodity prices and growth headwinds subside. In the meantime, 

we remain slightly overweight the sector and tactically positioned within gold stocks and companies with strong operating metrics. 

Overview: 

 Materials Sector: Strong Value and Operating Efficiency; Expectations Need to Adjust to Slowing Growth 

 While commodity price movements are essential to price performance of the materials sector, fundamentals also 

matter, and the Materials sector continues to check all our boxes fundamentally. Ultimately, we believe the largest 

headwind for the sector near term is an adjustment to growth expectations as analyst mark-to-market estimates for 

lower commodity prices. 

 Emerging Markets Critical for Broad Sector, but Correlation Declining 

 Yes, emerging markets are key to commodity prices. However, our works shows the sector’s correlation has declined 

in recent years, as the correlation of S&P/TSX Materials sector price performance versus Emerging Markets price 

performance declined to just 27% over the last five years from over 60% since 1990. 

 TSX Gold Weight Can Offer Tactical Defense 

 According to our work the Canadian Materials sector’s strong exposure to gold stocks adds a level of tactical defense 

against periods of heightened volatility as gold equities tend to meaningfully outperform during broad periods of 

equity weakness and during recessionary years. 
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Materials Sector: Strong Value and Operating Efficiency; Expectations Need to Adjust to Slowing Growth

Materials Remains a Value Sector 

 

Source: BMO Capital Markets Investment Strategy Group, Factset, Compustat, IBES. 

Operating Efficiency Remains Well Above Historical Averages  

 

Source: BMO Capital Markets Investment Strategy Group, Factset, Compustat, IBES. 

Earnings Momentum Has Clearly Slowed and Estimates Need to Adjust 

 

Source: BMO Capital Markets Investment Strategy Group, Factset, Compustat, IBES. 

Yes, commodity price movements are essential to price performance of the materials 

sector. However, fundamentals do matter and the Materials sector continues to check all 

our boxes – valuations are below historical averages, operating metrics are firmly above 

historical averages, cash generation is near record levels, cash is being returned to 

shareholders at near record levels, debt to equity is well below historical average, and 

capital spending remains moderate. With that said, earnings momentum has clearly 

slowed and likely to turn negative in the quarters ahead. As such, we believe the largest 

headwind for the sector near term is an adjustment to growth expectations as analyst 

mark-to-market estimates for lower commodity prices. 

 Materials sector valuations remain well below historical averages and generally in 

line with the slower commodity price environment. Yes, soft commodities are largely 

priced in, in our opinion. 

 Operating metrics remain strong, highlighting the sectors significant operating 

leverage when commodities rebound. 

 Earnings Momentum is the clear headwind for the sector and expectations likely 

need to adjust, in our opinion. Indeed, 4Q22 earnings season saw significant negative 

surprises for the sector as analyst have been slow to adjust expectations. 
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Emerging Markets Critical for Broad Sector, but Correlation Declining

Materials Sector Historically Correlated with EM, But Correlation Has Declined 

 

Source: BMO Capital Markets Investment Strategy Group, Factset, Compustat, IBES. 

EM Correlation versus Precious Metals Declining 

 

Source: BMO Capital Markets Investment Strategy Group, Factset, Compustat, IBES. 

Yes, Emerging Markets I Is Key for Broad Metal Prices 

 

Source: BMO Capital Markets Investment Strategy Group, Factset, Compustat, IBES. 

Ultimately, Emerging Markets remains key to the sector and commodity price 

performance. As such, the reopening of China should be a net positive for commodity 

prices in our opinion and ultimately the sector. However, our works shows the sectors 

correlation has declined in recent years, as the correlation of S&P/TSX Materials sector 

price performance versus Emerging Markets price performance declined to just 27% over 

the last five years. From our perspective, while this is largely due to the decline in 

correlation with gold prices, it also reflects the strong underlying fundamentals of the 

sector, which we believe can insulate the sector from periods of commodity price 

weakness. 

 The Materials sector price performance correlation with Emerging Markets price 

performance declined from 60% since 1990 to just 27% since 2018. 

 However, commodity prices remain highly correlated with Emerging Markets. The 

correlation between CRB Metals index and Emerging Markets price performance 

increased to 71% since 2018 versus 60% since 1990. 

 A significant reason for the decline in the TSX Materials sector correlation with 

Emerging Markets has been the declining correlation of Gold versus EM, which 

remains a significant weight in the TSX (Gold = ~50% of the Materials Sector). 
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TSX Gold Weight Can Offer Tactical Defense

Gold Equities Drive Materials Sector Outperformance in Recession Years 

 

Source: BMO Capital Markets Investment Strategy Group, Factset, Compustat, IBES. 

Strong USD has Been a Headwind to Gold, But Could Become Tailwind 

 

Source: BMO Capital Markets Investment Strategy Group, Factset, Compustat, IBES. 

Gold Equities Negatively Correlated to EM Since 2018 

 

Source: BMO Capital Markets Investment Strategy Group, Factset, Compustat, IBES. 

We remain slightly overweight the Materials sector, with a focus on gold and companies 

with strong operating efficiency and cash flow generation. Resources, particularly the base 

metals, is typically a “late cycle” sector and as such will likely continue to face challenges 

given the economic growth risks in 2023. However, according to our work, the Canadian 

Materials sector’s strong exposure to gold stocks adds a level of tactical defense against 

periods of broad equity market weakness as gold equities tend to meaningfully 

outperform during broad periods of equity weakness and during recessionary years. 

Furthermore, the correlation of gold stocks and emerging markets has shifted sharply 

negative over the last five years, highlighting the more globally defensive nature of gold 

in our opinion.  

 Gold can consistently outperform into and during recessionary years. 

 The correlation of S&P/TSX gold industry price performance versus emerging markets 

price performance declined from +25% since 1990 to -29% since 2018. 

 The strong USD has been a clear headwind to gold prices over the last year, this could 

become a tailwind as USD peaks sometime in 2023, in our opinion. 
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Recent Canadian Strategy Research Reports 

 

 

 
 

 

Date Title 

Canadian Strategy Snapshots 

3/14/2023 Canadian Strategy Snapshot: Highlights From Fourth-Quarter Earnings Season 

2/22/2023 Canadian Strategy Snapshot: Stable Cash Flow and Distribution Strategies 

2/9/2023 Canadian Strategy Snapshot: Technology Showing Signs of Fundamental Inflection 

1/25/2023 Canadian Strategy Snapshot: Dividend Growth to Remain Key Style Preference 

1/18/2023 Canadian Strategy Snapshot: Market Observations Following a Difficult Year 

12/13/2022 Canadian Strategy Snapshot: 2023 Canadian Sector Positioning 

11/11/2022 Canadian Strategy Snapshot: TSX Outperformance During Rising Rate Cycles 

10/24/2022 Canadian Strategy Snapshot: A More Selective Approach to Financials 

10/13/2022 Canadian Strategy Snapshot: Resetting Market Assumptions 

9/26/2022 Canadian Strategy Snapshot: Flight to Safety Headwinds and the TSX 

9/13/2022 Canadian Strategy Snapshot: Canada = Stay Cyclical + Income +Value 

8/18/2022 Canadian Strategy Snapshot: Capital Deployment Cycle Set to Continue 

8/10/2022 Canadian Strategy Snapshot: Thoughts on TSX Performance Reversals 

7/27/2022 Canadian Strategy Snapshot: Cyclical Deviation in Canada vs. US 

7/21/2022 Canadian Strategy Snapshot: Consumer Discretionary Set for Rebound 

7/13/2022 Canadian Strategy Snapshot: Contrarian Positives for Volatile Times 

6/29/2022 Canadian Strategy Snapshot: Financials Remain Our Highest Conviction Overweight 

6/23/2022 Canadian Strategy Snapshot: Our Market Weight Industrials 

6/15/2022 Canadian Strategy Snapshot: TSX Positioning as US Enters Bear Market 

6/9/2022 Canadian Strategy Snapshot: Fundamentals Dictate Increased Selectivity 

5/30/2022 Canadian Strategy Snapshot: We Remain Overweight Canadian Materials 

5/18/2022 Canadian Strategy Snapshot: Maintaining Our 2022 S&P/TSX Targets 

4/20/2022 Canadian Strategy Snapshot: Remaining Overweight Canadian Financials 

4/13/2022 Canadian Strategy Snapshot: Factor Style Preferences as Earnings Growth Slows  

3/31/2022 Canadian Strategy Snapshot: Dividend Growth Balances Offense With Defense  

Monthly Reports 

3/8/2023 Canadian Strategy: Canadian Chartbook - March 2023 

3/8/2023 Canadian Strategy - Canadian Factor Profiles - March 2023  

Investment Strategy Snapshots and Special Reports 

09/06/2022 Investment Strategy Comment: Hold the Line 

11/30/2022 Investment Strategy: 2023 Market Outlook  

US Strategy 

 Please call or e-mail us to be added to our standalone US Strategy research 
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regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission, which differ from Australia laws. This document is 
only intended for wholesale clients (as defined in the Corporations Act 2001), Eligible Counterparties or Professional Clients (as defined in Annex 
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II to MiFID II) and Professional Investors (as defined in the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) 
Rules under the Securities and Futures Ordinance of Hong Kong).

To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein 
subject to the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this report should 
do so through BMO Nesbitt Burns Inc.

The following applies if this research was prepared in whole or in part by Colin Hamilton, Alexander Pearce or Raj Ray:
This research is not prepared subject to Canadian disclosure requirements. This research is prepared by BMO Capital Markets Limited and 
distributed by BMO Capital Markets Limited or Bank of Montreal Europe Plc and is subject to the regulations of the Financial Conduct Authority 
(FCA) in the United Kingdom and the Central Bank of Ireland (CBI) in Ireland. FCA and CBI regulations require that a firm providing research 
disclose its ownership interest in the issuer that is the subject of the research if it and its affiliates own 5% or more of the equity of the issuer. 
Canadian regulations require that a firm providing research disclose its ownership interest in the issuer that is the subject of the research if it 
and its affiliates own 1% or more of the equity of the issuer that is the subject of the research. Therefore each of BMO Capital Markets Limited 
and Bank of Montreal Europe Plc will disclose its and its affiliates’ ownership interest in the subject issuer only if such ownership exceeds 5% 
of the equity of the issuer.

To E.U. Residents: In an E.U. Member State this document is issued and distributed by Bank of Montreal Europe plc which is authorised and 
regulated in Ireland and operates in the E.U. on a passported basis. This document is only intended for Eligible Counterparties or Professional 
Clients, as defined in Annex II to “Markets in Financial Instruments Directive” 2014/65/EU (“MiFID II”).

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to 
the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should 
do so through BMO Capital Markets Corp.

To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct 
Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) 
Order 2005 (the "Order") or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as 
"relevant persons"). The contents hereof are not intended for the use of and may not be issued or passed on to retail clients.

To Hong Kong Residents: In Hong Kong, this report is published and distributed by Bank of Montreal. Bank of Montreal (incorporated in Canada 
with limited liability) is an authorized institution under the Banking Ordinance and a registered institution with the Securities and Futures 
Commission (CE No. AAK809) to carry on Type 1 (dealing in securities) and Type 4 (advising in securities) regulated activities under the Securities 
and Futures Ordinance (Cap 571 of the Laws of Hong Kong). This report has not been reviewed or approved by any regulatory authority in Hong 
Kong. Accordingly this report must not be issued, circulated or distributed in Hong Kong other than (a) to professional investors as defined in 
the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules under the Securities and Futures Ordinance of 
Hong Kong, or (b) in circumstances which do not result in or constitute an offer to the public in Hong Kong.

To Korean Residents: This report has been provided to you without charge for your convenience only. All information contained in this report is 
factual information and does not reflect any opinion or judgement of BMO Capital Markets. The information contained in this report should not 
be construed as offer, marketing, solicitation or investment advice with respect to financial investment products in this report.

To Japan Residents: This report has not been reviewed by any regulatory authority in Japan. This report is provided for information purposes only 
and it should not be construed as an offer to sell, a solicitation to buy, or a recommendation for any security, or as an offer to provide investment 
management or advisory or other services in Japan. Securities may not be offered or sold in Japan by means of this report or any other document 
other than to Qualified Financial Institutions within the meaning of item (i) of Article 17-3 of the Government Ordinance to enforce the Financial 
Instruments and Exchange Act (Kinyu Shohin Torihiki Ho Sekou Rei). Unless specified otherwise, the securities that may be offered to you are 
not and will not be registered in Japan pursuant to the Financial Instruments and Exchange Acts.

To Taiwanese Residents: This report is not intended to constitute investment advice nor a public offer for any investment products to investors 
in Taiwan. This report should only be accessed by investors in Taiwan that are qualified to invest in investment products pursuant to relevant 
Taiwanese laws and regulations, and subject to sales restrictions as set forth in the relevant Taiwanese laws and regulations. BMO Capital 
Markets has not and will not secure the required licenses in Taiwan for the offer of securities and investment services. Any offer of securities 
has not been and will not be registered or filed with or approved by the Financial Commission of Taiwan and/or other regulatory authority 
pursuant to relevant securities laws and regulations of Taiwan, and may not be issued, offered or sold within Taiwan through a public offering 
or in circumstances which constitute an offer that requires a registration, filing or approval of the Financial Supervisory Commission of Taiwan 
and/or other regulatory authority in Taiwan under relevant securities laws and regulations of Taiwan. No person or entity in Taiwan has been 
authorized to offer or sell the securities in Taiwan.

To Singapore Residents: This report is intended for general circulation and does not and is not intended to constitute the provision of financial 
advisory services, whether directly or indirectly, to persons in Singapore. You should seek advice from a financial adviser regarding the suitability 
of the investment products, taking into account your specific investment objectives, financial situation or particular needs before you make a 
commitment to purchase the investment product. This report has not been registered as a prospectus with the Monetary Authority of Singapore. 
Accordingly, it should not be circulated or distributed, nor may the securities described herein be offered or sold, or be made the subject of 
an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (a) to an institutional investor or a 
relevant person as defined in and pursuant to and in accordance with the conditions of the relevant provisions of the Securities and Futures Act 
of Singapore or (b) otherwise pursuant to and in accordance with the conditions of, any other applicable provision of the SFA.
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To Israeli residents: BMO Capital Markets is not licensed under the Israeli Law for the Regulation of Investment Advice, Investment Marketing 
and Portfolio Management of 1995 (the "Advice Law") nor does it carry insurance as required thereunder. This document is to be distributed 
solely to persons that are qualified clients (as defined under the Advice Law) and qualified investors under the Israeli Securities Law of 1968. 
This document represents the analysis of the analyst but there is no assurance that any assumption or estimation will materialize.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished, 
retransmitted, distributed, disclosed, or otherwise made available, in whole or in part, directly or indirectly, in hard or soft copy, through any 
means, to any person, except with the prior written consent of BMO Capital Markets.

Click here  for data vendor disclosures when referenced within a BMO Capital Markets research document.

For assistance with accessible formats of online content, please contact  research@bmo.com .

The recommendation contained in this report was produced at March 22, 2023, 13:20 ET. and disseminated at March 22, 2023, 13:20 ET.
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ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate 

banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking 
clients are served by BMO Harris Bank N.A., (Member FDIC). Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A. (member FDIC), Bank of 
Montreal Europe p.l.c, and Bank of Montreal (China) Co. Ltd, the institutional broker dealer business of BMO Capital Markets Corp. (Member  FINRA  and  SIPC ) and the agency 
broker dealer business of Clearpool Execution Services, LLC (Member  FINRA  and  SIPC ) in the U.S., and the institutional broker dealer businesses of BMO Nesbitt Burns Inc. 

(Member Investment Industry Regulatory Organization of Canada and Member Canadian Investor Protection Fund) in Canada and Asia, Bank of Montreal Europe p.l.c. (authorised 
and regulated by the Central Bank of Ireland) in Europe and BMO Capital Markets Limited (authorised and regulated by the Financial Conduct Authority) in the UK and Australia.

“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital Markets” is a trademark 
of Bank of Montreal, used under license. "BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
TM Trademark Bank of Montreal

©COPYRIGHT 2023 BMO CAPITAL MARKETS CORP.
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