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*** Happy Holidays *** 

The next Market Bulletin will be published on January 6, 2014.  

 

Commentary – A review of the markets in 2013  

TSX underperformed this year but may do well in 2014  

Global economy firing on all cylinders heading into year-end 

Lower “fiscal drag” should boost markets  

Elvis Picardo, CFA 

 

Global equity markets are on course to finish the year on a strong note, as the MSCI 

Word Index trades near its highest levels since January 2008. With the uncertainty generated by 

the Federal Reserve’s scaling back of its bond purchase program now out of the way, global 

equities have rallied so far this month, led by the Nasdaq Composite (+3.9%), Japan’s Nikkei 

(+3.2%), Mexico’s IPC (+3.1%), and Germany’s DAX (+2.9%). We present below a brief review of 

the markets in 2013.  

 

 TSX underperformed S&P 500 by huge margin, but may outperform in 2014 – Our 

somewhat contrarian call is for the TSX to outperform the S&P 500 in 2014, redressing to 

a limited extent the massive gap in performance between the two indices. The TSX has 

only advanced about 80% since this rally commenced in March 2009, whereas the S&P 

500 has surged 174%. The 2% gains made by these two indices over the past week erodes 

some of the returns we had projected in our 2014 Outlook report released on December 

17. Our end-2014 targets of 14,400 for the TSX Composite and 1,895 for the S&P 500 

imply index appreciation of 7.1% and 3.7% respectively (from today’s closing levels of 

13,447.70 and 1,827.99). On a total returns basis, based on their dividend yields of 2.96% 

and 1.92% respectively, we now expect the TSX to generate returns of just over 10% in 

2014, compared with 5.6% for the S&P 500.  

 

 TSX will benefit from global growth expansion in 2014 – The TSX has been hindered 

by the abundance of macroeconomic risk since the beginning of this recovery in 2009; 

the significant abatement in this risk in 2013 has been a primary driver of the spectacular 

returns in many markets this year. 2014 might be finally be the turn of the TSX, as its 

leverage to global growth may enable the index to best its best performance since 2010. 
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Figure 1 below, which has been reproduced from our 2014 Outlook report, depicts the 

positive correlation between global GDP growth and the TSX. The chart also shows the 

breakdown in the correlation between the TSX and Canadian dollar this year. Although 

the weaker loonie benefits Canadian corporate earnings, we do not expect that boost to 

last for long, as we think the historical relationship between the TSX and Canadian 

dollar will reassert itself in 2014, resulting in a stronger currency.  

 

Figure 1: TSX Composite vs. C$ and global GDP growth (%) – 2009 to 2013 

 
Source: Global Securities Research, Bloomberg 

 

 Global growth should also benefit from  lower “fiscal drag” –  A December 4 

Bloomberg article noted that the “age of austerity” may be nearing an end, as 

governments ease the fiscal cuts that had hampered recovery in many nations. The IMF 

projected in its October 2013 Fiscal Monitor that the average budget shortfall for all 

economies will fall from an estimated 3.7% of GDP this year to 3.0% in 2014, compared 

with the peak level of 7.4% in 2009. For the advanced economies, which have borne the 

brunt of the fiscal problems, the gap will decline from an estimated 4.5% of GDP this 

year to 3.6% in 2014, compared with the peak level of 8.9% in 2009 (Figure 2).   

 

 US economy gaining momentum – The US economy expanded at a revised 4.1% 

annualized rate in Q3, the strongest growth pace since Q4 of 2011. The growth figure 

was revised significantly higher from the previous estimate of 3.6%, reflecting upward 

revisions to consumer spending and non-residential fixed investment. US equities added 

to their gains today after IMF Managing Director Christine Lagarde said yesterday that 

the IMF will raise its forecast for the US economy. Lagarde said that the recent budget 

agreement (which was reached on December 10 and covers spending levels for the next 

two years) and the Fed’s commencement of tapering should boost confidence in the US 

economy. The IMF had forecast 2014 US GDP growth of 2.5% in October.  
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Figure 2: Fiscal balance – advanced economies  

 

 
Source: IMF Fiscal Monitor October 2013  

 

 Markets take tapering in stride: Financial markets have easily absorbed the December 

18 news of the Fed’s commencement of its long-awaited tapering program. From 

January onwards, the Fed will scale back its $85-billion monthly purchase of mortgage-

backed securities and Treasuries by $10 billion. Economists now expect the Fed to 

reduce its bond purchases in $10 billion increments over the next seven meetings before 

stopping it altogether in December 2014.  

 

 Best and worst performing sectors – TSX and S&P 500  

Figure 3: Sector Performance YTD 2013 – TSX (top panel) and S&P 500 (bottom panel) 

 

 
Source: Bloomberg 
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 Best and worst performing stocks – TSX and S&P 500  

Figure 4: Stock Performance YTD 2013 – TSX (top panel) and S&P 500 (bottom panel) 

 

 
 

 
Source: Bloomberg 
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Market Snapshot 
At close today  

S&P TSX 13447.70 +48.10 Commodities  Yields (%) Can. US 

TSX Venture 896.98 +8.80 Canadian $ (US cents) 94.27 +0.25 90 Day T-Bill 0.88 0.06 

DJIA 16294.61 +73.47 Gold (Spot)-US$ 1198.82 -4.48 2-Year Bond 1.11 0.38 

S&P 500 1827.99 +9.67 Oil (WTI-Feb.) 98.91 -0.41 10-Yr.Bond 2.67 2.93 

NASDAQ 4148.90 +44.16 CRB Index 282.09 -1.03 30-Yr. Bond 3.17 3.85 

 

Thought for the Day 
“Christmas is the time when kids tell Santa what they want and adults pay for it. Deficits are 

when adults tell government what they want and their kids pay for it." – Richard Lamm 

 

 

 
 

DISCLAIMER 

 
This publication is not, nor is it to be construed as, a solicitation or recommendation to investors 

to purchase, sell or hold any of the securities referred to herein. Investors should consult their 

own broker(s) to determine the suitability of any securities referred to herein as these securities 

and the trading strategies incorporated into any trading recommendations will not be suitable to 

all investors.  Further information concerning this publication, including information respecting 

Global’s research dissemination procedures, recommendation rating system, distribution of 

research ratings, recommendation follow-up matters, suspension or discontinuance of coverage 

and related matters may be found at the research page on Global’s website, the address for which 

is www.globalsec.com, under the caption “Research”.  Unless noted otherwise, none of the 

material operations of the issuers referred to herein have been viewed by the report writer(s). The 

contents hereof may not be reproduced in whole or in part without the prior written consent of 

Global Securities Corporation (“Global”) Copyright 2013. All rights reserved. Member – 

Canadian Investor Protection Fund. 

 

IMPORTANT RESEARCH DISCLOSURES 

 

Research Rating System  

Strong Buy: Expected total returns of 20% or more over the next 6 – 12 months. 

Buy: Expected total returns of 10% to 20% over the next 6 – 12 months. 

Speculative Buy: Significant gains expected over the next 6 – 12 months, but entire investment 

may be at risk. 

Hold: Expected total returns of 0% to 10% over the next 6 – 12 months.  

Reduce: Expected total returns of up to -10% over the next 6 – 12 months.  

Sell: Expected total returns of over -10% over the next 6 – 12 months.  

 

http://www.globalsec.com/
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Analyst Certification  

The views expressed in this report accurately reflect the personal views of the analyst covering 

the subject company and its securities. No part of the analysts’ compensation was, is, or will be 

directly or indirectly related to the specific recommendations expressed in this research report.  

 

Analyst Compensation  

Global Securities may from time to time receive a portion of commissions or other fees derived 

from securities offerings in which Global participates as an underwriter. Global Securities 

analysts are salaried employees of Global who may receive a discretionary bonus derived in part 

from such commissions or such fees.  

 

Dissemination of Research  

Global Securities disseminates research reports primarily through email, and occasionally in 

hardcopy format. These publications are released as concurrently as is possible, by adding the 

publication to Global's website, sending it to those Global clients who have requested it, and by 

distributing it to Global's investment advisors and certain financial media outlets. Global 

Securities reserves the right to restrict public access to these research communications in such 

manner as it deems fit.  


