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Looking back
Markets continued to follow a late-cycle roadmap and they passed an ominous milestone in the
fourth quarter when most global equity markets either entered or approached bear market
territory (defined as a 20% correction from market highs). Equity market leadership faltered in the
quarter with the NYSE FANG+ Index entering a bear market, while more defensive sectors
outperformed. Massive outflows from fund redemptions and/or rules-driven portfolio de-risking
only exacerbated the issues, driving volatility up to very uncomfortable levels as indexes plunged.

Deteriorating economic realities have begun to hit home in capital markets as the global tightening
process (led by the U.S.) bares its teeth. The global economy is clearly decelerating, and many
countries are either in recession or are close to entering one. In Europe, for instance, Q3 GDP was
negative in Turkey, Germany, and Italy, reinforcing our view that this region is especially
vulnerable. One sure sign that all is not well was the yield curve continuing to flatten in the fourth
quarter as the bond market grappled with early October comments from U.S. Federal Reserve Board
(Fed) Chairman Jerome Powell suggesting the central bank was “a long way” from getting rates
from stimulative to neutral. While these comments contributed to the swoon in equity markets,
they also drove a flight to the quality of U.S. Treasuries and the reduction in long-term interest rates
versus short-term rates. Historically, the inversion of the yield curve has been a harbinger of
recession. When the ratio of 18-month to three-month Fed Funds Futures goes negative, the market
thinks the Fed has gone too far in raising rates. After the Federal Open Market Committee meeting
in December, this ratio fell to zero.
Stock markets now embed a much higher probability of a global recession than they did only three
months ago. The key question will be whether central banks recognize the risks in time to minimize
further economic deterioration as previous tightening measures continue to work their way into
the system.

In this environment, the Fed appears to be at a crossroads. The central bank has been right to try
and normalize the excessive liquidity conditions that existed for most of this cycle. If the Fed had
done nothing to normalize liquidity, excesses including highly inflationary conditions could have
been stoked – just as they were in the late 1960s. The runaway inflation that followed in the 1970s
required massive policy arrest, and thus big recessions, to begin easing inflationary pressures by
the early 1980s. However, shorter-term indicators including recent market stresses are suggesting
that the pace of this normalization may have been too aggressive.
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Looking at fund-specific performance
For the quarter ended December 31, 2018, Synergy American Corporate Class returned-10.8%,
underperforming the -8.6% return of the S&P 500 Total Return Index (C$). Our underweight
positioning in consumer staples and utilities detracted from relative performance. The largest
individual detractors were HealthEquity and Michael Kors Holdings. Our underweight positioning
in energy and overweight in real estate added to relative performance. Top-performing holdings
were Facebook and Exxon Mobil.

Looking ahead
We continue to believe that the U.S. economy has reached the later stages of the cycle and the
ongoing strength in the U.S. economy is forcing a tightening cycle that the rest of the world may not
be able to afford. With the Fed’s focus on raising rates to normalize liquidity, it may be
underestimating the impact of deteriorating global growth. By the time the impact is felt within the
U.S. economy, it could be too late to right the course of the global economy. However, if the Fed
acknowledges stresses around the globe and pauses the rate hike cycle, equity markets should react
favourably as evident in past cycles.

Class F Returns (in %) as at
December 31, 2018
Synergy American Corporate Class

Year-todate
1.9

1 year

3 year

5 year

10 year

1.9

5.3

10.2

11.1

IMPORTANT INFORMATION
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments.
Please read the prospectus before investing. The indicated rates of return are the historical annual compound total returns
net of fees (except for figures of one year or less, which are simple total returns) including changes in security value and
reinvestment of all dividends or distributions and do not take into account sales, redemption, distribution or optional
charges or income taxes payable by any securityholder that would have reduced returns. Mutual funds are not guaranteed,
their values change frequently and past performance may not be repeated.

The statements contained herein are based on material believed to be reliable. Where such statements are based in whole
or in part on information provided by third parties, they are not guaranteed to be accurate or complete and are not to be
used or construed as investment advice. CI Investments Inc. and its affiliates and related entities are not liable for any
errors or omissions in the information or for any loss or damage suffered.
The contents of this piece are not to be used or construed as investment advice or as an endorsement or recommendation of
any entity or security discussed.
Certain statements in this document are forward-looking. Forward-looking statements (“FLS”) are statements that are
predictive in nature, depend upon or refer to future events or conditions, or that include words such as “may,” “will,”
“should,” “could,” “expect,” “anticipate,” “intend,” “plan,” “believe,” or “estimate,” or other similar expressions. Statements
that look forward in time or include anything other than historical information are subject to risks and uncertainties, and
actual results, actions or events could differ materially from those set forth in the FLS. FLS are not guarantees of future
performance and are by their nature based on numerous assumptions. Although the FLS contained herein are based upon
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what CI Investments Inc. and the portfolio manager believe to be reasonable assumptions, neither CI Investments Inc. nor
the portfolio manager can assure that actual results will be consistent with these FLS. The reader is cautioned to consider
the FLS carefully and not to place undue reliance on FLS. Unless required by applicable law, it is not undertaken, and
specifically disclaimed that there is any intention or obligation to update or revise FLS, whether as a result of new
information, future events or otherwise.
®CI Investments and the CI Investments design are registered trademarks of CI Investments Inc.
Published January 2019.

