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A Global Growth Scare, Again 
 Global equities have been under pressure (and volatile) for the start of 2015. 

Interestingly, the factors behind the recent weakness are a replay of 2014, 
when global equities sold-off early in the year. Then, similar to today, stocks 
declined on a global growth scare, which led to a rise in market volatility. 

 Our base case view remains that the global economy will gradually improve in 
2015, with the US economy leading the way.  

 The concerns over weaker economic growth are manifesting in the commodity 
and bond markets, as key commodities and government bond yields decline to 
new lows. This can be seen in “Dr. Copper”, which broke below the important 
US$3/lb technical support level. 

 Concurrent with the breakdown in some commodities, many global bond yields 
are hitting new all-time lows with the German 10-year yield hitting a paltry 
0.47% this week. US and Canadian 10-year yields are retesting their 2012 lows 
around 1.78% and 1.51%, respectively. 

 We see bond yields bottoming in the coming months as this growth scare 
fades. Similarly, commodity prices should benefit from stronger economic 
growth; however, commodities face numerous headwinds which supports our 
call to underweight the materials sector in portfolios. 

 Within the materials sector we prefer the gold and fertilizer sub-industries.  

 

 

 

 

Equity Market YTD Returns (%) 

Canadian Sector Curr. Wt Recommendation

Consumer Discretionary 6.4 Overweight

Consumer Staples 3.7 Market weight

Energy 20.7 Market weight

Financials 35.0 Overweight

Health Care 4.0 Underweight

Industrials 8.6 Overweight

Information Technology 2.4 Overweight

Materials 11.6 Underweight

Telecom 5.2 Market weight

Util ities 2.3 Underweight

Technical Considerations Level Reading

S&P/TSX Composite 14,041.8

50-DMA 14,529.8 Downtrend

200-DMA 14,820.6 Downtrend

RSI (14-day) 39.7 Neutral

Source: Bloomberg, Raymond James Ltd.
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Chart of the Week 

Volatility Is Back! January 2015 Average Daily  

Trading Range Highest In Over A Year  

 
Source: Bloomberg, Raymond James Ltd.  
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A Global Growth Scare, Again  

Global equities have been under pressure (and volatile) for the start of 2015. 
Interestingly, the factors behind the recent weakness are a replay of 2014, when 
global equities sold-off early in the year. Then, similar to today, stocks declined on a 
global growth scare, which led to a rise in market volatility. Our base case view 
remains that the global economy will gradually improve in 2015, with the US 
economy leading the way. From our perspective, investors are currently overly 
fixated on the weakness abroad, which we believe is likely to improve in the months 
ahead. Sure, growth rates in Europe and parts of Asia will remain lackluster, but 
stocks react more to the rate of change (i.e., are things getting better or worse) than 
the actual level. In this week’s report we will examine how the softer global 
economic conditions are impacting the commodity, currency, and bond markets, and 
why we maintain an underweight recommendation in the materials sector.  

 Europe: Europe is the potential wild card in our global outlook, especially if 
there is a disorderly exit of Greece from the Eurozone. However, we believe 
economic growth could modestly improve on a Y/Y basis. First, the weak 
Euro should help support exporters and in turn economic growth. Second, 
the ECB is likely to implement QE soon, which could provide a boost to the 
region. Third, economic surprises have recently turned positive, possibly 
signalling stronger economic activity in the coming months.   

 Japan: The country fell back into recession in Q3/14 with a -0.5% GDP print. 
Like Europe, we see the potential for a bounce back in growth. First, Japan’s 
Prime Minster delayed the second round of consumption tax hikes until 
2017. The first tax hike came in April 2014 and was a significant factor in the 
country falling back into recession. Second, the Bank of Japan (BoJ) has 
significantly expanded its QE policies which could help the economy. These 
two policy changes could lead to stronger economic growth this year.  

 China: Most investors focus their attention on China’s slowing economy and 
their “bubbly” housing market. We on the other hand believe that the 
economy is stabilizing around the 7% GDP level, assisted by central bank 
liquidity injections and new infrastructure projects announced in H2/14.  

 US: Finally, the US economy has continued to strengthen with 4.6% and 5% 
GDP growth in Q2/14 and Q3/14, respectively. We see the US economy 
continuing to improve, with growth of 2.75% in 2015, up from 2.3% in 2014. 

Equities are reacting to the current slowdown in global growth. However, we see the 
potential for a gradual improvement in economic growth, led by strength in the US.  

Global PMIs Capture Poor Economic Momentum  China Appears To Be Stabilizing Around The 7% Level 

   
Source: Bloomberg, Raymond James Ltd. 
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Deflationary Concerns 

The concerns over weaker economic growth are manifesting in the commodity and 
bond markets, as key commodities and government bond yields decline to new lows. 
This can be seen in “Dr. Copper”, which broke below the important US$3/lb technical 
support level. We find this technical breakdown concerning as there is little technical 
support until US$2/lb, then the financial crisis low of US$1.25/lb. Concurrent with 
the breakdown in some commodities, many global bond yields are hitting new all-
time lows with the German 10-year yield hitting a paltry 0.47% this week. US and 
Canadian 10-year yields are retesting their 2012 lows around 1.78% and 1.51%, 
respectively. Overall, the decline in commodities and bond yields are reflecting the 
current weak economic momentum and deflationary trends seen across much of the 
globe. We see bond yields bottoming in the coming months as this growth scare 
fades. Similarly, commodity prices should benefit from stronger economic growth; 
however, commodities face numerous headwinds which supports our call to 
underweight the materials sector in portfolios. Our cautious view of the commodity 
complex and the materials sector is predicated on the following:  

 We remain bullish on the US dollar based on the divergence in monetary 
policies between the US Federal Reserve (Fed) and other central banks. As 
the Fed looks to hike rates in 2015 and many central banks look to lower 
interest rates or implement QE, this should provide a supportive backdrop 
for the US dollar to go even higher. Given the negative correlation (-0.80 
since 2012) between the US dollar and commodity prices, a stronger US 
dollar should continue to provide a headwind to commodity prices.  

 The CRB Commodity Index broke through its long-term uptrend in Q4/14, 
which we posit marks the official end of the “commodity supercycle”. 
Nothing goes straight down and there will be times of short-term strength 
in commodity prices; however, we believe the longer term trend will remain 
negative until we see sustained growth from the emerging markets.  

 The technical profile for the S&P/TSX Materials Index remains bearish with 
the sector in a long-term relative downtrend. Within the materials sector 
we prefer the gold and fertilizer sub-industries.  

In summary, we believe the global capital markets are following the similar script of 
2014, when equities and commodities declined and government bonds rallied. We 
expect this trend to reverse once global economic data begins to improve.  

Copper Breaks Important Technical Support  While Bond Yields Decline On Deflationary Concerns 

  
Source: Bloomberg, Raymond James Ltd. 
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