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Commentary-Will advanced economies’ strength offset emerging mkt. weakness?
Emerging markets guru Mark Mobius sees bigger selloff ahead

This year’s consensus view is that strength in the advanced economies will offset
weakness in emerging markets. (In all fairness, however, it should be pointed out that this
opinion was formulated before the bout of volatility that roiled global markets over the past
couple of weeks). Figure 1 presents a graphical view of the relative performance of these two
economic groupings since the start of this bull market in March 2009. We use the MSCI indexes
as proxies, specifically the MSCI World Index (MXWO) which only includes developed
markets, and the MSCI Emerging Markets Index (MXEF). These two indices together constitute
the MSCI All-Country World Index (MXWD). As can be seen, the MXWD and MXWO move in
sync — which is to be expected, given that the latter constitutes 83.3% of the MXWD - and still
have some way to go before testing trend-line support (about 4% and 15% lower, to be precise).
But it's a different story with the MXEF, which seems to be headed lower. The point is —
emerging markets collectively make up only 16.7% of global equities, and as long as developed
markets can grind their way higher, this five-year old bull run may have more longevity.

Figure 1: MXWD vs. MXWO and MXEF — 2009 to Present (Source: Bloomberg)
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Economic Analysis

Mixed signals from Canadian jobs report for January
Loonie may find support at 90 US cents

Canada’s jobs report for January is not as positive as may seem at first blush, but has
nevertheless been well received by the market and has helped the loonie rally today. The
economy added 29,400 jobs (Table 1 on page 3) last month, making up to some extent for the
44,000 jobs lost in December, which in turn came after four successive months of job gains.
Here’s a summary of the positives and negatives from the January jobs report:

Positive points

e Opverall jobs added exceeded economists’ average estimate of 20,000. The December
number was also revised to a loss of 44,000 jobs, compared with the initial estimate of a
loss of 45,900 positions (note: this revision is not reflected in Table 1).

e Full-time positions increased by 50,500 positions last month and offset a decline of
21,100 part-time jobs; the increase in full-time jobs reversed the loss in December of
56,000 f-t positions (revised from -60,000).

¢ The unemployment rate improved to 7.0%, from 7.2% in December, which was also
better than the 7.1% expected by economists.

e While the average workweek was unchanged from a year ago at 35 hours, average
hourly wages for all employees rose 2.6% from a year earlier to $24.66 (compared with
an increase of 1.9% in the US). Average hourly wages for permanent employees in
Canada rose 2.7% from a year ago to $26.48, compared with a 2% increase last month.

Negative points

e The private sector shed 13,600 positions, and while this was half the 26,300 jobs it lost in
December, this was still the second successive month of job losses for the sector. An
increase of 14,700 public sector jobs enabled the overall employee count to gain by 1,100.

e Most (about 96%) of January’s job creation was in the self-employed category, which has
seen big monthly swings since September. Job quality in this category is a little suspect,
since it doesn’t take much for one to hang out a shingle and begin business as a self-
employed person.

e The decline in the jobless rate was largely caused by about 21,000 people leaving the
workforce. This resulted in a continued decline in the participation rate, which fell to
66.3% in January (from 66.4% in December). This is the lowest since February 2002 and
is a worrisome sign of ongoing weakness in the Canadian labour market.

Other highlights of the January jobs report —
e Services accounted for the bulk of job creation with 25,800 positions, while goods
producers added 3,600 jobs.
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e Except for Quebec, modest job gains in the other three big provinces — Ontario, Alberta
and BC — were led by an increase in full-time positions that offset part-time job losses.

e BC added 7,100 jobs, as an increase of 9,100 full-time positions offset a decline of 2,000
part-time jobs. The jobless rate declined to 6.4% (from 6.6%).

Bottom-Line: The TSX Composite rallied 0.6% today, while the Canadian dollar traded over 91
US cents before paring most of its gains to close at 90.65 US cents. Canada’s jobs numbers, while
mixed, were still stronger than the US payroll numbers (see analysis below), although investors
overlooked the tepid US data on account of winter weather. The loonie is now trading more
than a cent higher from its multi-year low of 89.10 cents reached on January 31. If the support
level at 90 US cents holds, the currency may be able to work its way higher in the weeks ahead,
provided emerging markets stabilize and risk appetite returns.

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

Oct. '13 Nov. '13 Dec. '13 Jan. '14
Unemployment Rate 6.9% 6.9% 7.2% 7.0%
Employment (net change)* 13,200 21,600 -45,900 29,400
Full-time 16,000 1,400 -60,000 50,500
Part-time -2,700 20,000 14,200 -21,100
Worker classificn. (net change) 13,200 21,600 -45,900 29,400
Employees 25,200 2,500 -8,000 1,100
Self-employed -12,000 19,100 -37,900 28,300
Public/private sector (net chg.) f 25,200 2,500 -8,000 1,100
Public sector 47,300 -28,800 18,200 14,700
Private sector -22,100 31,400 -26,300 -13,600

*totals may not add up due to rounding

U.S. jobs gains of 113,000 in January miss forecasts for second straight month
Investors unfazed by tepid date as major equity indices gain at least 1%

The US economy added only 113,000 jobs in January, after adding 75,000 jobs in
December that was the smallest jobs gain since January 2011. On the plus side, while
December’s jobs numbers missed economists” average forecast of 197,000 by a mile, the January
shortfall was not as bad, given that the average forecast was for an increase of 180,000. Contrary
to expectation, the nasty winter weather did not have as big an impact on the jobs data as it did
in December. The number of people who could not report for work due to inclement weather
was little changed from a year ago at 262,000, compared with 273,000 workers in December,
which was the highest since 1977.
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On another mildly positive note, the unemployment rate fell to 6.6% (from 6.7% in
December), the lowest since October 2008, despite an increase of 523,000 in the labour force. The
increase in the number of people looking for work also resulted in the participation rate ticking
up to 63.0%, from a 35-year low of 62.8% in December.

Last month’s job gains continued to be driven by the US private sector (+142,000), which
offset a decline of 29,000 government jobs. Contrary to the dominant trend in recent months,
private-sector job creation in the goods-producing sector (+76,000) surpassed that in the service
sector (+66,000), led by a rebound in construction jobs (+48,000, after a decline of 16,000 in
December) and an increase of 21,000 manufacturing jobs that was 2x the forecasted number.
The average workweek for all employees was flat from a year ago at 34.4 hours, while average
hourly earnings rose by 46 cents or 1.9% from a year ago to $24.21.

Market Reaction: Investors seem to have given the soft jobs numbers the benefit of the
doubt for the second successive month, given that last month was the coldest January in the
United States in two decades. Jobs gains for the past two months average 94,000, compared with
an average increase of 193,000 from September to November. Today’s 1.3% gain in the S&P 500
follows a slightly smaller increase yesterday, for a 2.6% increase that is the index’s best two-day
rally since October. Investors have used the 5% downdraft in US indices since the beginning of
2014 as a buying opportunity, which would seem to be the right course of action as long as this
bull market — which completes five years (hopefully) in a month — remains intact.

Commodities

Natural gas — inventories at decade low for this time of year
Expect continued weather-driven volatility

e Natural gas prices have experienced typical winter volatility over the past month,
rising as much as 42%, from a low of $4.05/mmBtu on January 10 to a four-year high
of $5.74 on February 5. The gains were triggered by below normal temperatures in
January and earlier forecasts that a cold weather system could persist through
February 16. According to Commodity Weather Group LLC, 2014 saw the coldest
January since 1994. Total gas inventory levels currently stand at 1.923 tcf (Figure 2),
the lowest level for this time of year in a decade.

e However, nat-gas futures have since tumbled by almost a dollar or 17% from their
peak levels earlier this week on forecasts for warmer weather later this month and an
inventory drawdown that was smaller than expected inventory. According to the
Energy Information Administration, gas inventories had a drawdown of 262 billion
cubic feet (bcf) for the week ended Jan. 31, versus expectations for a 276 bcf draw.
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While traders may be taking nat-gas prices lower on the recent inventory draw disappointment,
weather surprises later this month are still possible. Price insurance, as measured by options
volatility, is notably expensive at present with at-the-money implied volatility at 71% vs. 32%
this time last month.

Figure 2: U.S. nat-gas inventories
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Market Snapshot

At close on Friday, February 7, 2014

S&P TSX 13786.50]  +73.10 Commodities Yields (%) | Can. [ US
TSX Venture 962.10 +9.30|Canadian $ (US cents)| 90.65 | +0.32 [90 Day T-Bill [ 0.87 | 0.08
DJIA 15794.08| +165.55|Gold (Spot)-US$ 1267.27| +9.08 [2-Year Bond | 0.97 | 0.30
S&P 500 1797.02[  +23.59|0Oil (WTI-March) 99.88 | +2.04 |10-Yr.Bond 240 | 2.68
NASDAQ 4125.86 +68.74{CRB Index 289.77 | +2.56 P0-Yr. Bond 3.01 | 3.67
Thought for the Day

“The most important thing in the Olympic Games is not winning but taking part; the
essential thing in life is not conquering but fighting well.” — Pierre de Coubertin

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

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




Global Securities Corporation
Market Bulletin
February 7, 2014

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 deems fit.
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