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Commentary — Divergence widening between TSX and Canadian dollar
Loonie at four-year low may provide tailwind for TSX earnings

The divergence between the TSX Composite and the C$, which we had first highlighted
in our November 25 Bulletin, is widening (Figure 1). While the TSX has gained 2% since
November 25 and closed on Friday at its highest levels since May 2011, the loonie has slumped
3.4% to its lowest levels since October 2009. The C$ is currently under pressure on speculation
that the Bank of Canada may consider cutting interest rates, at a time when the Fed is scaling
back its bond purchases. Despite the recent plunge in the C$, we continue to hold the view that
it may recover from these oversold levels over the course of the year as commodity prices firm
up with the strengthening global economy. While the timing of the loonie’s recovery remains
uncertain, the weaker currency has two important implications for Canadian investors. The first
is that the weaker C$ may provide a tailwind for Canadian corporate earnings. The second is
that C$ weakness and the surge in US equities over the past year makes this a sub-optimal time
to increase US equity exposure. Both factors support the thesis for increasing Canadian equity
exposure, while taking some profits to trim US equity allocations.

Figure 1: TSX Composite vs. C$ — 2008 to Present (Source: Bloomberg)
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Economic Analysis

Canadian jobless rate rose last month from five-year low on unexpected job loss
Jobs losses driven by cutbacks in full-time positions

After four successive months of job gains, the Canadian economy shed jobs in

December, losing 45,900 positions, contrary to economists” expectations for a gain of 14,100 jobs.
The jobless rate rose to 7.2%, after holding at 6.9% — the lowest since December 2008 — for three
straight months, while the labour participation rate was unchanged at an 11%2-year low of 66.4%
for the fourth month. Key points of the December jobs report are summarized below —

A decline of 60,000 full-time positions (Table 1) led job losses in December, while part-
time jobs increased by 14,200. The ranks of the self-employed also dwindled by 37,900,
while 8,000 employee positions were lost as a decline in private-sector positions (-26,300)
more than offset an increase of 18,200 public sector jobs.

Job losses were split evenly among goods producers (-23,800) and service providers (-
22,100), led by construction and agriculture in the former, and educational,
accommodation, and business services in the latter category.

Three of the four biggest provinces — Ontario, Quebec and Calgary — registered job
losses that were led by declines in full-time positions. BC bucked the trend, as a decline
of 10,300 full-time jobs was offset by an increase of 23,100 part-time positions, for a net
increase in employment of 12,800. The jobless rate in BC declined to 6.6% (from 6.7%).
Overall, the Canadian economy registered tepid job growth in 2013. Only 102,000 jobs
were created last year, an increase of 0.6% that was the slowest since 2009 and one-
third of the 1.8% employment growth pace seen in 2012. The quality of jobs created in
2013 was also below par, with 82,800 part-time jobs and 19,200 full-time positions.

Table 1: Canadian employment metrics (Source: Statistics Canada)

Sept. '13 Oct. '13 Nov. '13 Dec. '13
Unemployment Rate 6.9% 6.9% 6.9% 7.2%
Employment (net change)* 11,900 13,200 21,600 -45,900
Full-time 23,400 16,000 1,400 -60,000
Part-time -11,500 -2,700 20,000 14,200
Worker classificn. (net change) 11,900 13,200 21,600 -45,900
Employees 57,300 25,200 2,500 -8,000
Self-employed -45,400 -12,000 19,100 -37,900
Public/private sector (net chg.) 57,300 25,200 2,500 -8,000
Public sector -16,300 47,300 -28,800 18,200
Private sector 73,600 -22,100 31,400 -26,300

*totals may not add up due to rounding
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U.S. jobs gains of 74,000 in December weakest in three years on weather woes
Jobless rate slides to 6.7% (from 7.0%) as labor participation rate continues downward trend

The US economy added only 74,000 jobs last month, the smallest jobs gain since January
2011 and well below the 197,000 increase expected by economists. The coldest December in four
years and above-average snowfall may have contributed to the weak numbers, as the household
survey showed 273,000 people — the most for any December since 1977 — could not report for
work due to the weather. November’s initial jobs estimate of 203,000 was revised higher by
38,000 to 241,000, indicating the labor market remains solid and December’s weakness may be
an aberration. Overall, the economy created 2.19 million jobs in 2013, little changed from 2012.

The unemployment rate resumed its declining trend, falling to a five-year low of 6.7%.
The jobless rate averaged 7.4% in 2013, the lowest since 2008. The jobless rate is being forced
lower partly because more people are leaving the work force, with the labor participation rate
falling to 62.8% last month (from 63.0% in November), the same level as October and the lowest
rate since 1978. Average hourly earnings for all employees rose by 2 cents from the previous
month to $24.17, for a 1.8% increase over the past 12 months.

Last month’s job gains continued to be driven by the US private sector (+87,000), which
offset a decline of 13,000 government jobs. Private-sector job creation continued to be
concentrated in the service sector (+90,000), all of which were in retail/wholesale trade and
temporary help services, while goods producers shed 3,000 positions, led by a 16,000 decline in
construction jobs that may have been weather related.

Market reaction: After three months when payroll gains averaged 193,000, December’s
soft numbers took the market by surprise. Treasuries rallied and the greenback fell against most
major currencies on Friday as traders trimmed bets that the Federal Reserve would accelerate its
tapering of bond purchases. Futures contracts now show the odds that the Fed will raise its
interest-rate target by January 2015 at 23%, down from 31% on Thursday.

Market Snapshot

At close on Friday, January 10, 2014

S&P TSX 13747.52] +118.11 Commodities Yields (%) | Can. [ US
TSX Venture 966.55 +9.85|Canadian $ (US cents)| 91.81 | -0.43 [90 Day T-Bill [ 0.87 | 0.04
DJIA 16437.05 -7.71|Gold (Spot)-US$ 1248.45] +20.50 |2-Year Bond | 1.01 | 0.37
S&P 500 1842.37 +4.24(0il (WTI-Feb.) 92.72 | +1.06 |10-Yr.Bond 2.55 | 2.86
NASDAQ 4174.66 +18.47|CRB Index 27542 | +3.13 PB0-Yr. Bond 3.11 | 3.80
Thought for the Day

“Just because something doesn’t do what you planned it to do doesn’t mean it’s useless." —
Thomas Alva Edison
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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.

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 deem:s fit.
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