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“THE MARKET HAS NEVER BEEN

HIGHER”
(MarketWatch Aug 31, 2019)

Source: Google Images

Yes, and the sun rises in the east and sets in the west. This perspective is really self-aggrandizing and
obvious given the reality that the global economy continues to expand, albeit it at a modest pace at
times. It’s very much a product of money making money. Political involvement is just as likely to interfere
as enhance free market behaviour.
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In fact, the financial markets have continued to demonstrate consistent post-war growth interrupted only
by recessionary events from which they have subsequently surpassed.
TSX (last 40 years)

Source: Tradingeconomics.com

A witness to this trend is a news headline from CNN Business on July 12, 2016 which declared “The

Dow is higher than it's ever been before.”

Its interesting to note this was observed

prior to the current U.S. federal administration being elected.

Therefore, its important to recognize the pace of growth as an important indicator of what to anticipate
over 2020.
DJIA last 5 years
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What’s driving the growth bus into 2020?
The more things change, the more they stay the same. North America’s ability to grow is still subject to a
variety of factors.
On the positive side:

 Historically low interest rate levels
 Modest inflation pressure
 Companies continuing to achieve operating efficiencies supporting profitability
On the negative side:







Trade tariffs
Geo-politics
Continued automation displacing traditional manufacturing labour
Global production oversupply versus demand
Slow labour income growth

Therefore, we can expect the combined impact of these factors to continue to moderate but not reverse
economic growth supporting financial market levels through 2020.

However, we should also expect far more push and pull amongst these factors which will inevitably once
again increase short term volatility.

What about the possibility of a recession?
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This anxiety is always lurking in the back of minds. However, as history illustrates, this is much like the next
“storm of the century” which the market eventually recovers from.
Recent estimates of a probability of a recession in 2020 range from 25-35% (CNBC October 28/19). With the
storm of geo-political media coverage creating an atmosphere of heighten risk, why is this not higher? That is
due to the fact that the economy and inflation is not overheated with the risk of credit bubbles being
monitored and interest rate levels being controlled by the central banks. Moreover, prudent investment
managers are maintaining defensive cash reserves and deploying hedging mechanisms which have moderated
the rate of market growth.
Therefore, it is reasonable to expect that heightened volatility might create a short term pullback or
correction but the likelihood of an extended recession in the near term continues to be muted.
Historical Trend of Probability of Recession

Source: Forbes.com

WHAT’S THE TAKE AWAY?
 The possibility of change in U.S. fiscal and other policies is increasing as the 2020 elections
approach. Therefore, it’s reasonable to expect the remaining life of current uncertain and
modest economic conditions may be short lived. While this reduces the likelihood of near
term recession, a Trump re-election would likely be seen as extending the current fiscal
conditions.
 Monetary policy will be responding to the success of corporate earnings and consumer
consumption in staving off a material downturn.
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 Given increased sensitivity to the probability of recession or slowdown, defensive
portfolio management measures should continue to be deployed.
 Pending the resumption of inflation and recovery, alternative contributions to returns
from capital appreciation including income flows, volatility management and tax
efficiency should be maintained to supplement interim market value performance.
 Meanwhile, continued low inflation will create opportunity so that core sectors of
economic strength should be considered for pre-emptive participation while maintaining
a defensive profile.
 THEREFORE, BE WARY OF RELYING ON POLITICAL RHETORIC AND OPTIMISTIC FISCAL
POLICY AS THE BASIS FOR PERSONAL FISCAL MANAGEMENT AND CONTINUE TO
EXERCISE ACTIVE PRUDENT MANAGEMENT.

CURRENT KEY ECONOMIC INDICATORS and BUSINESS SECTORS
CANADIAN DOLLAR
(Last 5 Years)

Source: Thomson Reuters

HISTORICAL CANADIAN INFLATION

Source: Inflation.eu

CANADIAN GDP Last 10 years
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Source: Tradingeconomics.com

ENERGY WTI OIL PRICE BBL
Last 5 Years

Source: Thomson Reuters

FINANCIAL MARKETS – TSX

Last 5 Years
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Source: Thomson Reuters

REAL ESTATE
Canadian vs U.S. Housing Index

Source: TradingEconomics
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This information has been prepared by Ermes Monaco who is a Portfolio Manager for HollisWealth® and
does not necessarily reflect the opinion of HollisWealth. The information contained in this newsletter
comes from sources we believe reliable, but we cannot guarantee its accuracy or reliability. The opinions
expressed are based on an analysis and interpretation dating from the date of publication and are subject
to change without notice. Furthermore, they do not constitute an offer or solicitation to buy or sell any of
the securities mentioned. The information contained herein may not apply to all types of investors. The
Portfolio Manager can open accounts only in the provinces in which they are registered.
HollisWealth® is a division of Industrial Alliance Securities Inc., a member of the Canadian Investor
Protection Fund and the Investment Industry Regulatory Organization of Canada.
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