
 

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 

 

 Equity Research 

1 (800) 455-5778 
www.globalsec.com 

 

 

The Bigger Picture 
A weekly snapshot of the markets  
Issue No. 273 

October 27, 2014 

 

Summary  
Screen Shots: Update on our May 2 momentum stocks screen shows many hot stocks are losing 

steam, especially in the Energy, Consumer Discretionary and Technology sectors.   

Week ahead: FOMC announcement October 29; many Canadian majors reporting – Barrick 

Gold, Bombardier, Canadian Oil Sands, Goldcorp, Sherritt, Suncor, Teck Resources, TransAlta. 

 
 

Commentary – 2015 may be a challenging year  
Recent market volatility may be harbinger of choppiness next year 

For TSX, Canadian economy’s link to US may offset weakness in rest of the world  

Elvis Picardo, CFA 

While the rebound since October 16 has us optimistic that the year will end on a strong 

note, a growing number of issues leads us to believe that 2015 may be a challenging year for 

global equities. Earlier this month, the IMF’s had lowered its outlook for 2015 global growth, an 

event that had accelerated the market selloff. While our earlier view was that 3.8% still 

represents the best growth outlook since 2011, we now think there is a possibility of the growth 

forecast being lowered further (as market veterans will attest, downward revisions are seldom 

issued on a one-off basis). This is because of the economic issues affecting a number of major 

economic blocs – Europe, Japan, and three-fourths of the BRIC group (i.e. excluding India).  

 

For the TSX, Canada’s extensive linkage with the U.S. may enable the economy to 

withstand weakness in the rest of the world. But given the absolute carnage in the Energy 

and Commodities sectors, the index may be hard-pressed to repeat this year’s performance in 

2015. The TSX was firing on all cylinders right until it peaked on September 3, at which point it 

was up almost 15% for the year, with the Energy (+19.3%) and Materials (+14.6%) groups 

contributing to the broad index advance. But these two influential groups have since tumbled 

close to 17% and 15% respectively, leading to a 7.6% decline in the TSX since September 3.  

 

In our October 14 Bulletin, we had summed up four factors that pointed to the 

correction being overdone – global economic acceleration, the strong U.S. economy, equity-

supportive valuations, and no inflation concerns.    
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These factors could continue to support a market rebound that may last into Q1 of next 

year. But it may be an altogether different story for the rest of 2015.  

  

Bottom-Line: It is too early to assess whether the steep selloff in the Energy and Materials 

sectors is pointing to global growth in 2015 that may be slower than the current forecast of 3.8%. 

Or is this is just a panic-stricken (and late) reaction to the growing number of issues that could 

affect global growth, but that investors were content to ignore until last month? Although we 

have been adding to our energy and commodity holdings to take advantage of stock prices that 

are at multi-year lows, we advocate balancing this exposure by adding to defensive holdings – 

i.e. sectors like utilities, telecoms, and health care. If equity markets continue to rebound, we 

also suggest investors consider taking profits in stocks that have posted sizeable gains this year.  

 

TSX Sector Watch – Weekly change for TSX sectors (week ended October 24, 2014) 

 
 

The TSX gained 316 points or 2.2% last week, its best weekly performance since July 

2013. The index’s gains followed a week when it was virtually flat, which in turn occurred after 

six straight weekly declines. The TSX advanced last week as strong gains by U.S. stocks – with 

the S&P 500 up 4.1% for its best week since January 2013 – offset the unprecedented attack on 

Canada’s Parliament and a continuing decline in oil prices.  

 

Last week’s advance was broad-based, with all 10 groups in the black. A diverse bunch 

of stocks led the advance, including Air Canada, Amaya Gaming, Pacific Rubiales, Agrium and 

AutoCanada, while gold stocks led decliners.  
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Screen Shots 
 

North American momentum stocks losing steam (update to our May 2, 2014 Screen)  
10 Canadian stocks on original list of 80 down by an average of 20.9% 

Energy stocks among biggest decliners, Health Care dominates top gainers 

In our May 2, 2014 Bulletin, we had run the results of a basic screen to identify 

momentum stocks (Canadian and US stocks with market cap above US$1 billion, and price 

change of at least 100% in the 12 months to May 1). We updated this screen with the latest 

prices to see how these momentum stocks had fared since May 2. The results are shown below –  

 The average decline for these 80 stocks since May 2 is only 1.6%, excluding the five best 

performers – which are all health care/biotech stocks that have gained by about 100% on 

average since May 2 – the remaining 75 stocks have declined by an average of 8.4%.  

 The 10 Canadian stocks on the original list are down by an average of 20.9%; the four 

Canadian energy companies have plunged by an average of 34.7%.  

 Apart from Energy, other sectors losing momentum are Consumer Discretionary and 

Technology, the latter contributing the worst performer since May 2 in the form of GT 

Advanced Technologies, down 97.5% after its surprise bankruptcy earlier this month.  

 While many of these stocks have already taken their lumps (notably in the Energy 

sector), investors who continue to own some of these high-fliers in their portfolios 

should consider trimming positions or buying downside protection through options.  
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The Week Ahead  
 

Corporate earnings will take a backseat to the FOMC meeting this week. With large 

number of Canadian companies set to report this week, investors will be especially interested in 

the quarterly numbers and outlook from energy and commodity heavyweights.  

 

On Wednesday (11:00 PST), the Federal Reserve announces the outcome of its 

penultimate FOMC meeting for this year (the last of the Fed’s eight FOMC post-meeting 

announcements for 2014 will be released on December 17). Economists expect the Fed to wind 

up QE3 at this meeting. The Fed’s purchases of Treasury and mortgage-bonds is currently at 

$15 billion monthly; total purchases were $85 billion prior to the December 2013 FOMC 

meeting, at which the Fed announced the first of its 10-billion purchase reductions. Recent 

weakness in global markets has led to speculation that the Fed may push back the timetable of 

its rate increases, with futures traders lowering the odds of a federal funds rate-hike by 

December 2015 to 65%, from 85% (by Oct. 2015) last month. Note that the current rebound from 

the Sept.19–Oct.15 selloff only commenced after St. Louis Fed President James Bullard said the 

central bank should consider delaying the end of QE3 to halt a decline in inflation expectations.  

 

On Thursday (05:30 PST), the Commerce Department releases its first estimate of U.S. 

GDP for Q3. The economy is forecast to have expanded at a 3% annualized clip in Q3, picking 

up from a 1.2% pace in the first half of the year, when output was affected by a harsh winter.  

 

Major companies reporting quarterly results this week include –  

 October 28 – Corning Electronic Arts, Facebook, Gilead Sciences, Pfizer 

 October 29  – Barrick Gold, Kraft Foods, Sherritt, Suncor, Teck, Visa 

 October 30 –Bombardier, Canadian Oil Sands, Goldcorp, Starbucks, TransAlta  

 October 31 – Berkshire Hathaway, Cogeco, Exxon Mobil, Imperia Oil  

 

Market Snapshot 
At close today  

S&P  TSX 14469.00 -74.82 Commodities  Yields (%) Can. US 

TSX Venture 790.35 -15.10 Canadian $ (US cents) 88.91 -0.13 90 Day T-Bill 0.87 0.01 

DJIA 16817.94 +12.53 Gold (Spot)-US$ 1226.55 -4.35 2-Year Bond 1.00 0.38 

S&P 500 1961.63 -2.95 Oil (WTI-Dec.) 80.67 -0.34 10-Yr.Bond 2.01 2.26 

NASDAQ 4485.93 +2.22 CRB Index 270.41 +0.19 30-Yr. Bond 2.56 3.04 

 

Thought for the Day 
“Let him who would enjoy a good future waste none of his present.”– Roger Babson  
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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 deems fit.  
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