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Summary  
Economic Analysis: US economy added 288,000 jobs in April, best payroll growth since January 

2012, but initial positive market reaction dampened by deteriorating Ukraine situation.  

Screen Shots: Canadian momentum stocks? Valeant Pharma and Avigilon are two of 10 large-

cap/mid-cap Canadian stocks that have doubled over the past year.  

 
Commentary – TSX could reach new high this year  
Energy group propelling TSX gains as it trades at best levels since June 2008 

XIU, XDV, XEG are three ETFs that can be used to play this potential move higher 

Elvis Picardo, CFA 

 

At today’s closing level of 14,765.15, the TSX is less than 400 points or 2.6% away from 

its record high of 15,154.77 set on June 6, 2008, and about 300 points of 2.1% away from its 

closing best of 15,073.13 reached on June 18, 2008. While it may not be particularly prescient to 

forecast that the index could set a new record high this year, note that the last time the index 

reached all-time highs in June 2008, it plunged 50% in the next five months (Figure 1). We 

believe that level of downside is very unlikely this time, although some degree of volatility is to 

be expected given the index’s 19.3% surge over the past year. Note the following points: 

 The TSX is outperforming the S&P 500 YTD by 6.63 percentage points YTD on an 

absolute basis (8.40% vs. 1.77%) and by more than three percentage points on a 

currency-adjusted basis (4.83% vs. 1.77% in USD terms).  The TSX is benefiting not just 

from its 3x higher weighting in the Energy and Materials groups – which are among the 

best sector performers YTD – compared with the S&P 500 (combined weight of 38.7% vs. 

14.1%), but also from the much better performance of Canadian stocks in these sectors 

compared with their US counterparts (Figures 2 and 3).  

 A technical picture of the TSX shows that RSI is elevated at 73 (Fig.1). The TSX recently 

broke through resistance around 14,330 (double-top formed in 2011), and today surged 

through another resistance level around 14,650 (the double-top dating back to 2007). 

Trend-line support (green line in Fig.1) lies around the 13,500 level.  

 ETFs like the XIU (which tracks the TSX-60), XDV (which tracks the DJ Canada Select 

Dividend index) and the XEG (Energy ETF), can be used to play this potential move 

higher. While the XIU units are about 7.5% away from their previous high, XDV set a 

new record today. XEG ($20.06) could have the most upside if the rally continues.  
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Figure 1: TSX Technical Picture – 2003 to Present  

 
 
Figure 2: TSX Group Performance – YTD  

 
 
Figure 3: S&P 500 Group Performance – YTD  

 
Source: Global Securities Research, Bloomberg 
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Economic Analysis  
 

U.S. economy added 288,000 jobs in April, highest since January 2012 
Muted market reaction to jobs numbers on Ukraine worries  

 
The US economy added 288,000 jobs in April, the most in 2¼ years and well above 

economists’ median forecast of 218,000 in a Bloomberg survey. Jobs numbers for the preceding 

two months were revised higher by a total of 36,000. The unemployment rate fell to 6.3% (from 

6.7% in March), the lowest level since September 2008, with a corresponding decline in the U-6 

measure of under-employment to 12.3% (from 12.7%). The participation rate fell to 62.8% (from 

63.2% in March), matching a low last seen in March 1978, as 806,000 people unexpectedly 

dropped out of the labour force. Wage growth remained tepid, with average hourly earnings for 

all private-sector employees unchanged at $24.31, up 1.9% over the past year.  

 

April’s job gains continued to be driven almost entirely by the private sector (+273,000), 

with government jobs contributing only 15,000 jobs (~ 5% of total jobs growth). The service 

sector led job gains yet again, accounting for 220,000 jobs in areas like professional & business 

services, education & health services, and trade. Goods producers added 53,000 jobs, led by the 

construction industry, where jobs almost doubled to 32,000.  

 

Bottom-Line: While initial market reaction to the jobs numbers was initially positive, the 

deteriorating situation in Ukraine weighed on sentiment later in the day. Overall, US equity 

indices closed this pivotal week modestly higher, with the other key event of the week – the 

FOMC announcement – holding few surprises.  

 

As expected, the Federal Reserve pared its bond-buying program by $10 billion (for the 

fourth successive time) to $45 billion, saying that growth in economic activity has picked up 

recently.  The Fed also said that while household spending appears to be rising more quickly, 

business fixed investment edged down and the housing recovery remained slow.  

 

In any case, as we have noted in recent Bulletins, the generally positive impact of the 

payroll numbers to which investors have become accustomed seems likely to become a thing of 

the past, as the focus has turned to valuations and potential risks that could stall the rally. 

Closer attention is also being paid to disconcerting aspects of the labor market, such as the 

unexpected decline in the participation rate and weak wage growth.   

 

On the plus side, it is these weaker aspects of the jobs market that could be reinforcing 

investors’ perceptions that despite the Federal Reserve being on track to conclude its QE 

program by year-end, it may be in no hurry to ratchet short-term rates higher. Economic data in 

the months ahead may change this view yet again, which means that with US indices trading 

near all-time highs, investors should brace themselves for significantly higher volatility.  
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Screen Shots 
 

North American momentum stocks include a handful of Canadian names  
 Dominated by Health Care, Technology and Energy sectors 

 

Momentum stocks have been in the limelight lately, and one question that often crops 

up is which Canadian stocks fit this category. To keep things simple, we classified momentum 

stocks as Canadian and US stock with a market capitalization above US$1 billion that have at 

least doubled in price over the past 12 months (based on May 1 closing prices). Table 1 below 

shows the results of this basic screen. Notable highlights of these momentum stocks –  

 While the 70 US stocks on this list include familiar names like Tesla and Facebook,  only 

10 of the 80 are Canadian stocks – Canadian Energy, Air Canada, Raging River 

Exploration, Badger Daylighting, Surge Energy, Linamar, Bankers Petroleum, Semafo, 

Avigilon and Valeant Pharma. Four of these 10 are energy companies.  

 Five sectors account for 73 of the 80 stocks. These sectors are Health Care (20), 

Technology (18), Energy (15), Consumer Discretionary (11) and Industrials (9). 

Financials, Consumer Staples and Materials contribute only two stocks each.  

 With an average YTD gain of 28%, these momentum stocks could encounter profit-

taking if sentiment turns. Investors who have some of these high-fliers in their portfolios 

should consider trimming positions or buying downside protection through options.  

Table 1: North American momentum stocks   Source: Global Securities Research, Bloomberg 
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Market Snapshot 
 

At close on Friday, May 2, 2014 

S&P  TSX 14765.15 +101.08 Commodities  Yields (%) Can. US 

TSX Venture 1014.46 +7.94 Canadian $ (US cents) 91.13 -0.13 90 Day T-Bill 0.92 0.02 

DJIA 16512.89 -45.98 Gold (Spot)-US$ 1299.62 +15.32 2-Year Bond 1.07 0.42 

S&P 500 1881.14 -2.54 Oil (WTI-June) 99.76 +0.34 10-Yr.Bond 2.34 2.58 

NASDAQ 4123.90 -3.55 CRB Index 307.14 +0.16 30-Yr. Bond 2.87 3.37 

 

Thought for the Day 
“The game of life is not so much in holding a good hand as playing a poor hand well.”  

– H.T. Leslie 

 

 
 

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.  


