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It has been 10 years since stock markets bottomed in 2008-09 following the financial turmoil caused by
excessive leverage. Since then, many central banks globally have reduced interest rates to zero and
collectively injected over US$10 trillion dollars into the economy. If you are wondering how many zeros
there are in 10 trillion, the answer is 13. That’s $10,000,000,000,000! While the power of zeros has been
effective in boosting both investor confidence and economies globally, we have made a few observations:

1.

10.

Asset prices have risen dramatically over the last 10 years as the $10 trillion dollars from central
banks found new homes, whether in real estate, bonds or stocks.

Investors have received very little income as interest rates fell to zero.

Companies were able to borrow at very low rates. Governments were borrowing at zero, high-quality
companies were borrowing at the rates governments used to pay, and low-quality companies (bonds
with a junk rating) were borrowing at lower rates than high-quality companies were typically
borrowing at in the previous economic cycle. Needless to say, it was a borrowing spree.

The world (governments, companies, individuals) has actually borrowed more money compared to
2008 when excessive leverage caused financial turmoil. The difference this time is that most of the
debt is owed by governments and companies.

Central banks have become too comfortable intervening and investors have relied on central banks to
bail them out of trouble from time to time. It is a “perfect” combination of a party that has unlimited
money printing power and a party that has a growing hunger for risk.

Stocks have risen consistently as flows of new money were added, causing investors to be
complacent.

Investors are pushing their limits, always looking for the next big thing. In 2018, over 80% of the new
companies listed in the United States had no earnings in the year leading up to their initial public
offerings (IPOs) according to Jay Ritter, a well-known professor of finance at the University of
Florida, who has written extensively on IPOs.

Human productivity has not grown materially and neither have wages. Technology advancement has
benefited owners (shareholders) more than employees.

While unemployment in the United States is at a decades low, inflation has been benign and the U.S.
government is running a deficit (expenses are exceeding tax revenue). In other words, tax revenue,
when almost everyone is working, is not enough to pay their expenses.

Economic growth has lagged behind asset price growth, causing the stock market capitalization-to-
GDP ratio to reach a new high.

Sources: Wilshire Associates, U.S. Bureau of Economic Analysis



As the graph shows, there has been a direct relationship between central bank balance sheets and stock
market performance (as measured by the MSCI All Country World Index (MSCI ACW1)) since 2008.
Central bank balance sheets track money creation/supply globally. Larger money supply theoretically
creates larger demand for stocks, leading prices higher. This relationship held very well during the last

decade:
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Source: Bloomberg

At a recent Berkshire Hathaway shareholders’ meeting, investing guru Warren Buffet said that no
textbook could have explained the strange economy we live in today. We agree. However, the world
moves forward and not making decisions is a luxury we do not have. One of the reasons investors trust
Mr. Buffet is his discipline in following his investment principles. Mr. Buffet’s two rules for investing
are: Rule number 1 — Never lose money. Rule number 2 — Never forget rule number 1. In a “difficult”
time when human behaviours cannot be explained, these are important guiding principles. Generally, our
“secret sauce” for not losing money is: 1) find and buy quality companies 2) pay the right price. We have
not had problems finding quality companies as they are generally defined by 1) solid balance sheets 2)
steady growth from selling unique and favourable products 3) strong management teams 4) discipline in
re-investing capital. The challenge we face is buying these companies at the right price. What is a fair
price when we are suddenly competing with $10 trillion of new capital?

We are convinced the metrics investors have used previously to value assets are ineffective, as they do
not account for the new capital that is causing currencies to depreciate against assets. With extra money
chasing a finite amount of assets, the price of assets is higher, but how much higher? Only history can
confirm the new normal. In the meantime, we aim to own quality companies, avoid putting all of our
eggs in one basket (diversify the portfolios), be flexible with prices but not excessive, and steer clear of
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trouble (if it sounds too good to be true, it probably is — investing in stocks can sometimes be a tricky
game of transferring wealth from greedy investors to patient investors).

There is also a cost to being too defensive, as the risk of not owning assets is that the money you hold
may have less purchasing power in the future. Quality assets generate cash flows, typically rise in value
and are in demand. Money itself has no meaning as central banks can print more. Will central banks
retrace a portion of that $10 trillion in the next decade or will they continue to print? That is the trillion-
dollar question!

Combined top 15 equity holdings as of April 30, 2019 of the Evolution 40i60e Standard portfolio with
Alpha-style exposure:

1. Atco 6. CSX 11. Emera

2. Canadian Utilities 7. Loblaw Companies 12. Athene Holding

3. George Weston 8. Tourmaline Qil 13. Magna International
4. Jacobs Engineering Group 9. Keyera 14. Enbridge

5. Canadian Pacific Railway 10. AT&T 15. Power Financial
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