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Wrong time to abandon Canadian equities  

Double-digit total returns quite possible for TSX in 2014 

Elvis Picardo, CFA 

 

A Bloomberg article on Friday, citing data from the Investment Funds Institute of 

Canada (IFIC), reported that Canadians sold about $780 million worth of domestic equity 

mutual funds in July and August. Canadian equity funds have recorded net outflows in every 

quarter since Q2 of 2011, and if the trend continued in September, the just-concluded Q3 would 

be the ninth straight quarter of outflows from these funds. The biggest beneficiaries of these 

outflows have been US equity funds, which had inflows of $1.79 billion in July and August. In 

the first eight months of 2013, net redemptions from Canadian equity funds (with at least 90% 

of Canadian holdings) amounted to $3.57 billion, while net sales of US equity funds were $5.17 

billion. So inflows into US funds have exceeded redemptions of Canadian equity funds by $1.6 

billion YTD, of which $ 1 billion occurred in July and August.  

 

Canadian investors seem to be throwing in the towel with regard to domestic equities, a 

move precipitated by the massive under-performance of Canadian equities in comparison with 

US stocks in this bull market. The TSX lags the S&P 500 by over 15 percentage points YTD, and 

by 80 percentage points over the past 4½ years since this bull run commenced in March 2009.  

 

In our opinion, this is the wrong time to be abandoning Canadian equities. The steady 

ratcheting down of global macroeconomic and geopolitical risk over the past couple of years 

may translate into robust global growth next year. The TSX, with its overweighting in cyclical 

sectors, may be well placed to benefit from this improved outlook for global growth, as it 

translates into higher prices for energy and commodities and improves earnings prospects for 

companies in these sectors. Another catalyst could be higher M&A activity in Canada, which at 

$71 billion YTD, is about one-third of the record $210 billion set in 2007. Backed by its dividend 

yield of 3.1%, double-digit returns are easily achievable for the TSX in 2014, in our view.  

 

As every mutual fund prospectus will tell you, past performance is no guarantee of 

future returns. Canadian investors who are currently piling into US equities and dumping 

Canadian equities would do well to remember that caveat.  
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Equity Screens  
Markets a-twitter over IPOs 

 

With the imminent IPO of micro-blogging service Twitter Inc shining the spotlight on 

recent public offerings, we decided to review the larger offerings in the US and Canada this 

year. Twitter is looking to raise $1 billion, which would give it an implied valuation of $12.8 

billion. While the IPO market is still far from the heady days that marked the market peaks of 

2000 and 2007, investors have been increasingly receptive to public offerings, with the 

enthusiasm for some of these offerings being downright euphoric. For example, sandwich-

maker Potbelly Corp (PBPB) had its IPO on Friday, and gained as much as 140 % from its IPO 

price of $14.  

 

We used the following basic criteria for our screen –  

 IPO in 2013 

 Market cap > US$500 million  

 Listed in US or Canada  

 

87 IPOs this year fulfil these criteria, of which we have listed the 20 most recent (as of 

Thursday, October 3); the average gain for these 20 stocks since their IPO is 34.3%. Only one 

Canadian company appears on this list of 20 (TransAlta Renewables), and overall, there are 

only four Canadian firms in this list of 87. Equity screens such as these are only a starting point 

for further analysis, and we strongly recommend that readers conduct their own due diligence.  

 

Table 1: Russell 3000 and TSX Composite stocks at risk of a decline  

 
Source: Global Securities Research, Bloomberg 
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Chart of the Day 
Global M&A activity still long way from 2007 peak 

 

Figure 1 shows global mergers and acquisitions activity for the past 10 years. As can be 

seen, M& A activity is still a long way from its 2007 peak, or to be precise, about 58% below 

($4.08 trillion in ’07 vs. $1.73 trillion YTD). Of course, with close to three months still left in this 

year, global M&A could well exceed the $2 trillion mark, depending on how the markets fare 

over the rest of 2013. The average deal size YTD is currently at a six-year high of $87 million, 

although it remains well below the $118 million average of 2006-07. However, the average 

premium being paid for target companies is a rich 27.3%, the highest in this Millennium. 

Overall, we believe that rising M&A activity could lend support to equity markets in 2014.  

Figure 1: Crude Spread – Western Canadian Select and WTI (2010 – 2013) 

 
Source: Bloomberg 

 

Market Snapshot 
At close on Friday, October 4, 2013 

S&P TSX 12758.65 +23.53 Commodities  Yields (%) Can. US 

TSX Venture 955.36 +11.51 Canadian $ (US cents) 97.13 +0.34 90 Day T-Bill 0.96 0.02 

DJIA 15072.58 +76.10 Gold (Spot)-US$ 1310.55 -6.22 2-Year Bond 1.18 0.33 

S&P 500 1690.50 +11.84 Oil (WTI-Nov.) 103.63 +0.32 10-Yr.Bond 2.58 2.64 

NASDAQ 3807.75 +33.41 CRB Index 286.45 +0.90 30-Yr. Bond 3.11 3.72 

 

Thought for the Day 
“My idea of a group decision is to look in the mirror." – Warren Buffett 
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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 deems fit.  

http://www.globalsec.com/

