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THE PENDULUM SWINGS
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With the changing of the political guard in Washington, the policies being indicated by the incoming
administration represent a number of political and economic reversals of direction. The proposed import
tariffs and unwinding of international trade agreements, for example, are indicative of a swing back to
protectionist policies previously unwound by past U.S. administrations over the previous several decades in
favour of more open global markets. Instead, all intents indicate it is the new administration’s attempt to
manage globalization.
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As we’ve discussed in previous newsletters, change is inevitable. However, we’ve also recognized that it is
the way we respond that affects our success in the process. In the financial markets we refer to the
“oddlotters” as a sign that a trend has run its course. The oddlotters will make investment choices on a
reactive basis based on conditions that were previously opportunistic but which have since changed. As a
consequence they tend to buy at the highest prices and sell at the lowest prices. It’s a bit like closing the
stable door after the horse has bolted.
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In this case, the economic horse is globalization and a strategy of applying new import duties, tearing up trade
agreements and building border walls is like installing a new lock on the barn door so that the door doesn’t
open on its own, after the horse has escaped. The reality is that globalization is now so thoroughly
entrenched in the global economy that any attempt to block it will cause a chain of economic consequence
with the potential to trigger another recession.
Globalization has allowed a greater distribution of economic value around the world that has contributed to a
higher global standard of wealth and living. It has also contributed greatly to the quality of life in the west
due to the lower cost of production for imported goods, making those TV sets, cell phones and other
desirable goods more affordable. Even the price of goods manufactured in the west benefit due the lower
cost of the imported components used in the manufacture of domestic made goods.
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Not all change requires dramatic response and sometimes it’s more a matter of refinement than
replacement. Rather than inhibiting globalization, the reciprocation of capital received by the exporting
nations through increased trade spending with the importing nations would greatly improve the balance of
payments and the demand for debt to support living standards. This would involve a greater exchange of
global goods for western services which could be effectively achieved through stronger trade agreements.
However, in the U.S. context, some of the risks to the incoming administration’s proposed policies include:
•
•
•
•
•

An increase in the cost of imported goods contributing to inflation
The cost of re-shoring industries domestically to avoid import taxes would be costly and result in
higher costs of goods because of higher domestic wages
Alternatively, higher domestic wages would spur the expansion of automated robotic production and
lead to further unemployment
Inflation would trigger higher interest rates and slow economic growth
Trading relationships and balances amongst nations would be disrupted leading to economic and
political instability in the export markets for all countries

It is naïve to think that nations around the world will flatly accept a newly dictated economic
order. Instead, new trading alliances, not including the U.S., are already being developed such that reliance
on exports to the U.S. could gradually decline. China is actively establishing expanded trading relationships
beyond the U.S. as witnessed by the fact that it’s exports to the U.S have declined by -10% from a high in
September 2015 while it’s GDP has otherwise grown annually by an average 6.7% during this same time. It’s
trading activities have concurrently grown with India, South America and Africa (statistical
source: www.tradingeconomics.com). Canada similarly is seeking renewed partnerships with Europe, the
U.K. and Asian countries through its recent trade agreements with these regions.
Ultimately this new U.S. posture could trigger a diminishment of its global economic leadership role which
could also injure its political profile around the world. However, as water always finds its course, global
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commerce will continue and it will be the players who are most adept at adapting to change, rather than
trying to prevent or reverse change, that will best succeed. In this respect, the current “populist” attitude is
like the oddlotter who is reacting to something which has already occurred rather than changing to the new
reality.

(Source for all charts and statistics: HollisWealth Economic Monitor unless otherwise indicated)

KEY ECONOMIC INDICATORS
The Canadian dollar has resumed some recent strength
Primarily in response to higher oil prices.

Despite the weaker Canadian dollar, inflation remains
contained as softer consumer consumption and
increased debt reduction is avoiding a stimulation of
inflationary pressure. While this fosters lower interest
rates, it is also a sign of sub-optimal economic
performance.

.
Canadian GDP is forecasted to remain sub 2% which
will be a challenge for the level of general
employment. Non-energy related industrial
production, which is largely dependent on
U.S. strength, continues to show moderate
improvement to offset the weakness in the
energy sector which has represented a predominant
component of Canadian GDP.

Any increase in interest rates is likely to be modest
and in response to U.S. rate hikes as well as
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the possibility of a weakening loonie.

KEY SECTORS
ENERGY

Oil prices have found recent strength which will be
dependent on the level of production should
the U.S. follow through with its plans to increase
production despite OPEC having signalled a
production hold at this time.

FINANCIAL MARKETS
Post-election market gains have been driven by an
amount of idle capital returning to the risk markets
on the strength of expectation. However,
this has moderated recently based on a wait and see
shift in attitude.
In the meantime, market uncertainty remains
high and substantial capital
remains un-invested in the risk sectors.

REAL ESTATE
Current trends in Canada and the U.S. remain although
some slight moderation is being noted.
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TIMELY ITEMS
Trend of Workers Nearing Retirement Age Returning
to the Workforce By Choice or by Necessity

QUOTES FROM THIS MONTH’S MONITOR
On U.S. Political Authority to Affect Global Trade
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On Canadian Economic Indicator Expectations

On U.S. Economic Indicator Expectations
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