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Commentary — January Barometer has very limited predictive power

Over past 25 years, has only worked for S&P 500 when January change is more than 4%
Elvis Picardo, CFA

January 2014 has not been a good month for equities, with most global equity indexes
registering declines in this period (Canadian indexes have been notable exceptions). Here’s how
major North American indices performed last month: S&P 500 -3.56%, DJIA -5.30%, Nasdaq
Composite -1.74%, TSX Composite +0.54%, TSX-Venture +2.08%.

The first month of the year is closely watched by investors because of the widespread
notion that “as goes January, so goes the year.” To check out the validity of the January
Barometer, as this phenomenon is known, we analyzed S&P 500 and TSX Composite results for
January and the full year for the 25 years from 1989 to 2013 (Table 1). Our research suggests that
while there’s some truth to this belief, but only in those years when the S&P 500 has a big
change in January (more than +4%/-4%). The results are discussed below.

e Opver this 25-year period, the January Barometer worked on 17 occasions for the S&P
500. That is, the January Barometer confirmed the trend 68% of the time for the S&P
500 from 1989 to 2013, with a gain in January followed by a gain for the year and a
decline in January followed by a decline for the year. This has zero predictive power,
since the index has a 67% chance of appreciating in any given year. For the TSX
Composite, the barometer only worked in 14 years, for a success rate of 56%.

e The January Barometer had better predictive power for the S&P 500 in the first half of
this 25-year period. While the barometer worked in 10 of the 12 years from 1989 to 2000,
for a success rate of 83%, it only worked in 7 out of 13 years from 2001 to 2013 for a
success rate of 54%. Corresponding figures for the TSX Composite are 58% (1989-2000: 7
out of 12) and 54% (2001-2013: 7 out of 13).

e Of the 17 years when the barometer worked for the S&P 500, 13 were positive years and
four were negative years. The index had an average gain of +20.1% in those 13 positive
years, and an average decline of -18.4% in the four negative years. For the TSX
Composite, of the 14 years when the barometer worked, there were 10 positive years
(average gain +13.4%) and four negative years (average decline -22.3%).
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e We also looked at index performance when there were big swings in January,
specifically a gain or decline of more than 4%. The S&P 500 had 10 of these big
swings in January, and the barometer worked in nine of those years (six up years,
three down years) for a 90% success rate. The average gain in the six up years was
24.5% and the average decline in the three down years was -18.4%. The TSX Composite
also had January swings of more than +4%/-4% in 10 years, but the barometer worked
in only six years (four up, two down), for a 60% success rate. The average gain in the
four up years was 15.3%; the average decline in the two down years was -26.5%.

Bottom-Line: The January Barometer has very limited predictive power, and only works for the
S&P 500 in those years when it has a big January change (> +4%/-4%). It has no predictive power
in other years. It also has no predictive power for the TSX; you might as well flip a coin to figure
out how the index is going to do in a given year, based on its performance in January.

Table 1: S&P 500 and TSX January and yearly performance — 1989 to 2013

Year S&P 500 Jan. Baro- TSX Comp. Jan. Baro-
Jan.chg. Yearchg. meterconf.? Jan.chg. Yearchg. meter conf.?
1989 7.11%  27.25% Yes 6.69% = 17.10% Yes
1990 -6.88%  -6.56% Yes -6.68%  -17.96% Yes
1991 4.15%  26.31% Yes 0.50% 7.85% Yes
1992 -1.99% 4.46% No 2.38%  -4.61% No
1993 0.70% 7.06% Yes -1.34%  28.98% No
1994 3.25% @ -1.54% No 5.40% @ -2.50% No
1995 2.43%  34.11% Yes -4.65%  11.86% No
1996 3.26%  20.26% Yes 5.41%  25.74% Yes
1997 6.13%  31.01% Yes 3.08%  13.03% Yes
1998 1.02%  26.67% Yes 0.01%  -3.19% No
1999 4.10%  19.53% Yes 3.76% = 29.72% Yes
2000 -5.09%  -10.14% Yes 0.80% 6.18% Yes
2001 3.46%  -13.04% No 4.35%  -13.94% No
2002 -1.56%  -23.37% Yes -0.52%  -13.97% Yes
2003 -2.74%  26.38% No -0.68%  24.29% No
2004 1.73% 8.99% Yes 3.66%  12.48% Yes
2005 -2.53% 3.00% No -0.46%  21.91% No
2006 2.55% @ 13.62% Yes 597%  14.51% Yes
2007 1.41% 3.53% Yes 0.97% 7.16% Yes
2008 -6.12%  -38.49% Yes -4.90%  -35.03% Yes
2009 -8.57%  23.45% No -3.26% = 30.69% No
2010 -3.70%  12.78% No -5.55%  14.45% No
2011 2.26% 0.00% N/A 0.81%  -11.07% No
2012 4.36%  13.41% Yes 4.16% 4.00% Yes
2013 5.04% @ 29.60% Yes 2.02% 9.55% Yes
Average = 0.55% 9.53% 0.88% 7.09%
Jan. Barometer confirmed 17 14
Jan. Barometer not confirmed 7 11
Inconclusive 1 0
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Economic Analysis

Friday’s jobs numbers may set loonie direction after worst January since 1972

The Canadian dollar tumbled 4.5% against the greenback in January, its worst start to a
year since at least 1972, according to Bloomberg. The currency’s near-term direction may be set
by January’s payroll numbers for Canada and the U.S., scheduled for release on Friday.

Economists’ average forecasts are for the Canadian economy to have added 20,000 jobs
in January, rebounding from an unexpected loss of 45900 jobs in December. The
unemployment rate is forecast to improve marginally to 7.1%, from 7.2% in December. In the
U.S., economists’ average forecasts are for a January increase of 180,000 — led wholly by private-
sector payrolls — after a gain of only 74,000 in December, which was the lowest in three years
due to inclement weather.

The Canadian dollar traded past 1.12 to the US dollar (i.e. C$1 = 89.30 US cents) on
Friday for the first time since July 2009. The currency fell to a low of 89.10 before rebounding by
¥th of a cent to close at 89.86 US cents, down 0.4% for the week.

The Canadian dollar is being forced lower by speculation that the Bank of Canada may
lower interest rates later this year if the economy continues to struggle, even as recent data
highlight the strength of the U.S. economic rebound. Friday’s jobs number may go some way
towards confirming these viewpoints. A marked divergence in the jobs numbers between
Canada and the U.S. could lead to more pressure on the loonie, while an upside surprise in the
Canadian numbers could trigger a rally as speculators unwind short positions.

Market Snapshot

At close on Friday, January 31, 2014

S&P TSX 13694.94]  -40.34 Commodities Yields (%) | Can. | US
TSX Venture 951.32 -1.56[Canadian $ (US cents) [ 89.86 | +0.26 [90 Day T-Bill | 0.88 | 0.02
DJIA 15698.85 -149.76[Gold (Spot)-US$ 1244.55| +0.63 |2-Year Bond | 0.94 | 0.33
S&P 500 1782.59 -11.60[Oil (WTI-March) 97.49 -0.74 |10-Yr.Bond 233 | 2.64
NASDAQ 4103.88 -19.25|CRB Index 283.31 | -0.25 PO0-Yr. Bond 2.92 | 3.60
Thought for the Day

“I don’t believe in taking foolish chances, but nothing can be accomplished without taking
any chance at all." — Charles Lindbergh
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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 2014. 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.

Global Securities Corporation | Head Office: 1100 — 595 Burrard Street Vancouver, BC V7X 1C4
Site: www.globalsec.com | Email: inquiries@globalsec.com | T: 604 689 5400 | TF: 1 800 455 5778



http://www.globalsec.com/

