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What’s Wrong With the TSX?
No, we are not talking about the 18% decline in the S&P/TSX Composite Index from its April high to 
its August low.  What we are talking about is how the index is built and its relevance as a benchmark 
for stock portfolios.

There are two principal shortcomings of the S&P/TSX Composite Index.  With over 78% of the index 
representing only 3 of 10 economic sectors, it is poorly diversified.  While this is representative of the 
size and scope of companies listed on the TSX, it is far removed from the composition of the 
Canadian economy.

Diversification

One of the principal tenets of portfolio management is proper diversification.  Following is a 
comparison of the sectoral exposures of the S&P/TSX Composite Index, the U. S. S&P500 Index and 
the MSCI World Index.

Sector S&P/TSX S&P500 MSCI World
Consumer Discretionary      4.5%     9.1%       10.0%
Consumer Staples      2.5%   11.7%         9.6%
Energy    26.6%   11.4%       12.1%
Financials    27.9%   15.4%       19.4%
Health Care      0.8%   13.4%         8.5%
Industrials      5.5%   10.0%       10.7%
Information Technology      2.4%   18.5%       11.8%
Materials    24.1%     3.4%         9.1%
Telecom Services      4.0%     3.3%         4.8%
Utilities      1.7%     3.8%         3.7%

This table clearly indicates that while The S&P500 has 5 sub-sectors with representations between 
8% and 15% and the MSCI World Index has 7 in this range, the S&P/TSX Composite Index has 
none.  Conversely while the S&P/TSX Composite Index has 3 sectors with weightings over 20%, the 
other two indices have none.  Additionally, 6 of the S&P/TSX Composite Index have weightings of 
less than 5% of the index.  These factors clearly indicate that the S&P/TSX Composite Index is poorly 



diversified, both in and of itself and in relationship to other major indices.   Therefore it is not likely to 
be a good point of reference for well diversified equity portfolios to gauge their asset allocation or 
performance.

The TSX and the Canadian Economy

Although Statistics Canada uses a somewhat different and broader range of economic categories, its 
data about the composition of the Canadian economy paints a much different picture than that of the 
S&P/TSX Composite Index.  

Statistics Canada sees the Canadian Economy as follows:

Agriculture, forestry, fishing & hunting   2%
Mining and oil and gas extraction   4%
Manufacturing 13%
Construction industries   6%
Utilities   2%

Total Goods Producing Industries 27%

Transportation and warehousing   5%
Information and cultural industries   4%
Wholesale trade   6%
Retail trade   6%
Finance, insurance, real estate, renting, leasing & management 21%
Professional, scientific & technical services   5%
Administrative and support, remediation & waste management   2%
Public administration   6%
Education services   5%
Health care and social assistance   7%
Arts, entertainment and recreation   1%
Accommodation and food services   2%
Other services   3%

Total Service Producing Industries 73%

The StatsCan numbers clearly indicate the scope of the service economy and the fact that few of the 
employment positions in that broad field are the much lamented McJobs.

Of course, the public sector, which represents something in the order of 20% of the economy, doesn't 
have any representation on the stock market.  Nonetheless it is interesting to note that mining and oil 
& gas extraction, which represent only 4% of the economy, account for 50.7% of the S&P/TSX 
Composite Index.  This latter figure does include some manufacturing, finance and other service 
components, but the gap between the market weighting and the weighting in the real economy is still 
startling.

Conclusion

The S&P/TSX Composite Index is heavily over-weighted in three of ten economic sectors.  As such it 
is poorly diversified and not representative of the Canadian economy, which itself represents less 
than 3% of the global economy.  Properly diversified equity portfolios cannot and should not be 
constructed in reference to the S&P/TSX Composite Index.  The MSCI World Index is a much better 
diversified index and would more closely reflect the developed world's economy.  In a rapidly 
globalizing economy and investment market, the MSCI World Index is of greater relevance, although 
it excludes the world's biggest growth engine – the emerging markets. Of course, there is another 
index for that!



We are acutely aware of these issues and factor them into our approach to building investment 
portfolios.  Accordingly, for growth-oriented portfolios we tend to favour an increased level of foreign 
exposure, one that includes the emerging markets.

If you would like to discuss how these matters can or should affect your investment portfolio, please 
feel free to give us a call.
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