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The Summer Doldrums  
 It’s that time of year again when we log in to our investment accounts, hopefully 

from a beautiful cottage overlooking one of Canada’s many amazing vistas, and 
experience the typical disappointment in seeing our investment portfolios down 
in the summer months. Since the S&P/TSX Composite Index (S&P/TSX) peaked 
at 15,552.75 on April 24, the index has declined roughly 1,000 points or 6%. 

 The weakness seen in the S&P/TSX can be attributed to the sell-off in 
commodities, disappointing corporate profits and weak seasonality. 

 Given the weak earnings results in H1/15 and our continued cautious outlook 
for commodities, we are lowering our S&P/TSX 2015 full-year EPS estimate from 
$900/share to $750/share. While this is a material decrease to our earnings 
forecast, we are maintaining our S&P/TSX year-end price target of 15,300. The 
reason for this is that we believe investors will look past the disappointing 2015 
earnings results, seeing the weakness as transitory, and instead will focus on the 
improving US and Canadian economic momentum.  

 On that front we believe that the US and Canadian economy are on firmer 
footing than the headline GDP data suggests and we see little evidence of a US 
recession over the next 12 to 18 months. Key data points supporting this 
include: 1) a strengthening US labour market; 2) a healthy US manufacturing 
sector; 3) the upward slowing US yield curve; and 4) rising consumer confidence. 

 As the US economy improves in H2/15, this should provide a boost to share 
prices, resulting in a year-end rally. We maintain our 15,300 price target on the 
S&P/TSX which if realized would equate to a mid-single digit price gain.  

 

 

  

Equity Market YTD Returns (%) 

Canadian Sector TSX Weight Recommendation

Consumer Discretionary 7.2 Overweight

Consumer Staples 4.2 Market weight

Energy 19.0 Market weight

Financials 35.8 Market weight

Health Care 6.4 Market weight

Industrials 8.2 Overweight

Information Technology 2.8 Overweight

Materials 9.2 Underweight

Telecom 5.1 Market weight

Util ities 2.1 Underweight

Technical Considerations Level Reading

S&P/TSX Composite 14,447.5

50-DMA 14,665.4 Downtrend

200-DMA 14,795.4 Downtrend

RSI (14-day) 51.0 Neutral

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

S&P/TSX To Trade Range Bound Through The Weak Seasonal Summer Period 

 
Source: Bloomberg, Raymond James Ltd.  
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The Summer Doldrums  

It’s that time of year again when we log in to our investment accounts, hopefully 
from a beautiful cottage overlooking one of Canada’s many amazing vistas, and 
experience the typical disappointment in seeing our investment portfolios down in 
the summer months. Since the S&P/TSX’s peak of 15,552.75 on April 24, the index 
has declined roughly 1,000 points or 6%. While it’s always difficult to go through 
these rough patches, we, as equity investors, have to accept these short-term 
market gyrations as a means (volatility) to an end (financial freedom). Frankly, given 
the headwinds that the stock market has had to contend with, the S&P/TSX has held 
up pretty well considering. In this week’s publication we examine the factors 
weighing on the S&P/TSX, and provide our outlook for H2/15.       

Clearly, the material weakness seen across the commodity complex is having a 
significant impact on our heavy resource-based economy and stock market – WTI oil, 
copper and gold are down 22%, 8%, and 10%, respectively, since June 30. With 
resources representing roughly 30% of the S&P/TSX index, the weakness in 
commodities has been a key headwind for the Canadian equity market.   

Related to this commodity weakness have been the very disappointing corporate 
earnings results. For example, S&P/TSX earnings declined a staggering 30% Y/Y in 
Q1/15, and are projected to decline 26% in Q2. As a result of the disappointing 
quarterly results, trailing 12-month earnings growth is now negative, which is 
captured in the accompanying chart (sidebar). In the chart we overlay the JP Morgan 
Global PMI Index, which is a good barometer for global economic momentum, with 
the Y/Y change in S&P/TSX 12-month trailing earnings. With global economic 
momentum rolling over, and the weakness in commodity prices, S&P/TSX earnings 
have been under pressure, greatly contributing to the recent share price weakness.  

Finally, and most importantly, is the fact that we’re in the weakest seasonal period 
for equities, which is a major driver of the recent weakness, in our opinion. Below we 
show that the June to September period is the worst period for the Canadian stock 
market, hence the expression “sell in May and go away”.   

Putting it all together, the recent weakness in the S&P/TSX can be easily explained by 
these headwinds, and is why we prognosticated in our July 16 Technically Speaking 
report that “with weak momentum, stiff overhead resistance and negative 
seasonality through the summer we are not expecting much upside in the near term. 
Overall, we expect the S&P/TSX to trade range bound between 13,700 and 15,500 
through the weak seasonal summer period.” Overall, we expect the S&P/TSX to 
remain range bound through the summer/fall period, before a late Q4/15 rally.  

S&P/TSX Is In Its Weak Seasonal Period As Such, We Expect The S&P/TSX To Be Range Bound 

  

Source: Bloomberg, Raymond James Ltd. 
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Stronger H2/15  

Given the weak earnings results in H1/15 and our continued cautious outlook for 
commodities, we are lowering our S&P/TSX 2015 full-year EPS estimate from 
$900/share to $750/share. While this is a material decrease to our earnings forecast, 
we are maintaining our S&P/TSX year-end price target of 15,300. The reason for this 
is that we believe investors will look past the disappointing 2015 earnings results, 
seeing the weakness as transitory, and instead will focus on US and Canadian 
economic momentum, and in turn, expectations for 2016 earnings. And on that front 
we believe that the US and Canadian economy are on firmer footing than the 
headline GDP data suggests and we see little evidence of a US recession over the 
next 12 to 18 months. Key data points supporting this include:    

 US labour market continues to improve. When analyzing the US labour 
market we put particular attention on initial jobless claims given its 
timeliness (weekly). As seen below, initial jobless claims have declined to 
275,000 (4-week MA), which is the lowest level since 1973.   

 Manufacturing is expanding. We also focus a lot on the ISM Manufacturing 
Index given its long history and correlation with the S&P 500. While the 
index has recently softened, it remains in expansionary mode (above 50).   

 US yield curve. As we’ve covered in depth in recent months, the US yield 
curve is one of the best indicators of a recession. It typically inverts or 
significantly flattens ahead of a recession, which is not occurring at present.  

 Consumer confidence. Finally, another economic indicator we track is 
consumer confidence, which continues to trend higher, signalling that 
consumers feel better about the economy, job market and spending.  

The weakness seen in the S&P/TSX in recent months can be attributed to the 
commodity pressure, weak corporate profits and seasonality. However, as the US 
economy improves in H2/15, this should provide a boost to share prices, resulting in 
a late year-end rally. We maintain our 15,300 price target on the S&P/TSX which if 
realized would equate to a mid-single digit gain for the S&P/TSX.  

Key US Leading Indicators Signal An Improving US Economy   

 

 
Source: Bloomberg, Raymond James Ltd. 
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