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Recently, I had a fun conversation with another “old-time” investment guy. He was trying to book portfolio managers to meet with his Calgary based 
energy analyst. His clients were giving him two answers: either expressing no interest in energy or stating that they were very bearish in general. I 
find that interesting, as there is evidence that China’s easing process is having a positive effect in China, while also beginning to have a positive effect 
in Europe, and there is no evidence of recession in the United States. Here we are at the start of earnings season and expectations are low, with the 
consensus being that Q1 results will show evidence of an “earnings recession”. But if the consensus is wrong, which way does the market go? To new 
highs? Remember, markets follow earnings.

A skeptic (bear) might ask, “what evidence is there Sandy?” So, let’s start with the most important economy in the world, the United States. Tax 
revenues are a very real indicator of economic activity. During the last great recession, they fell by 13% between Q2 2008 and Q2 2009. As mentioned, 
the first quarter of 2019 is supposed to be an earnings recession. But on April 16, 2019, Richard Farr at Merion Capital noted that tax receipts are 
actually up in the first half of April by 11.9%. His comments:

“According to the U.S. Treasury, tax receipts are up +11.9% Y/Y through April 12. Furthermore, overall tax receipts are now up +1.1% 
Calendar YTD (versus -0.8% at the end of March). The increase in the month was widespread, as Income and Employment Withholdings 
Taxes increased +9.5% Y/Y and +0.1% Calendar Y/Y (-1.3% Y/Y at the end of March).  Income Taxes are up despite lower tax rates, 
due to higher wages and near full employment. Furthermore, Corporate Income Taxes increased +15.3% Y/Y and +1.9% Calendar YTD 
(versus -2.9% Y/Y at the end of March) and Excise & Other Taxes increased +18.4% Y/Y and +10.3% Calendar Y/Y (+6.2% Y/Y at the 
end of March). This is a sign that transactions are up significantly given these are transaction-based taxes. Maybe the tax cut is indeed 
stimulating more economic activity.” 1  

Tax revenues do not increase if economic activity is declining. They slow down when economic activity is slowing and they increase with increases in 
economic activity. A key economic indicator is housing activity, the NHAB/Wells Fargo Housing Market is on an upswing leading into the key May-June 
selling season. 

1Rich Farr, Merion Capital Group, Global Economic Strategy, April 16, 2019
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What is happening in Europe? The ZEW index of both European and German Business expectations have rebounded back into positive territory. Could 
it be that they are seeing order books rebuilding? Even with all the angst about Brexit, the UK economy is doing okay and their unemployment rate is 
at its lowest level since 1975. 

ZEW Indicator of Economic Sentiment Germany, balances

Source: ZEW Financial Market Survey, CI Investments                                                             As of April 16, 2019

If the stock and housing markets are indicative of economic health, you will find the Chinese SHCOMP Index is in bull market territory and the EVRISI 
China New Home Price Index is +11.6% year over year. (source: Ed Hyman, Evercore ISI).   

At the same time, the White House is trying to revive the old cyclical economy: where automobiles are the most volatile cyclical sub-sector in the 
market and coal is the antithesis of digital. That, despite the fact that traditional internal combustion engines and coal generation are in secular decline. 

Consider that in 2018, Ontario had three Special Air Quality Statements and one Smog and Air Health Advisory. While in 2005, there were 15 advisories 
covering 53 days. I think it is safe to say that shutting down coal fired electrical generation in the Ohio Valley has materially improved Ontario’s air. 
Why are hundreds of coal generation facilities across the United States closing? They are no longer economically viable. By focusing on the old cyclical 
economy, the White House is missing how deeply our economy and our environment have changed over the decades. I’d rather position for the future 
rather than going back to relive the past. 

The economy is always evolving and successful investors need expanding exposure to the companies that are exposed to growth elements, 
while minimizing exposure to sectors that are in secular decline. I did a quick Google search on coal generation bankruptcy. Headlines focused on 
Westmoreland Coal and FirstEnergy. Westmoreland traded at $45 in 2014. It trades for 1.5 cents today. FirstEnergy put its unregulated Ohio electric 
generation subsidiary into bankruptcy rather than continue to bleed losses on non-competitive generation capacity. It traded in the mid-$80s prior to 
the financial crisis, by the time it was forced to deal with the Ohio assets, the share price had declined to under $30. It is quite unusual to see utilities 
losing 60% of their value.  
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The classic inputs to Nominal GDP are Labour force growth (increased units of labour), productivity growth (capital investment) and inflation. Declines 
in all three series lead to a decline in potential GDP in the aftermath of the financial crisis. There is evidence that the slowdown of growth in the labour 
force is stabilizing and evidence is building that productivity is rising on the back of increased capital investment. 

Productivity + Working Age Population = Real GDP: Rolling 10 Yr Growth Rates

Source: OECD Eco Outlook; St. Louis Federal Reserve, Bloomberg L.P.; CI Investments                     As of Q4, 2018

What old economy data does not capture well is the digital economy. How we measure economic growth was designed in the aftermath of World 
War II to measure a cyclical industrial economy. In a recent commentary, Nancy Lazar of Cornerstone Macro, noted that last year2 the U.S. Bureau of 
Economic Analysis (BEA) finally introduced a measure of Digital GDP. According to the BEA, Real GDP grew by 2.2% in 2017, while the digital economy 
grew by 5.8%3. More importantly, according to the BEA data going back to 1997, the digital economy has never contracted and it has grown economic 
share constantly. 

2Cornerstone Macro, Tech/Productivity Outlook: 1990s All Over Again? April 12, 2019
3 U.S. BEA – Measuring the Digital Economy: An Update Incorporating Date from the 2018 Comprehensive Updated of the Industry Economic Accounts, April 2019
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Digital Economy vs Total Economy

Source: Bureau of Economic Analysis; CI Investments                                                                                      As of 2017

You cannot say the same of the White House’s favoured industries: auto and coal. According to the BEA4, over the past decade the digital economy 
has grown by 4.75% annually versus GDP growing at 3.03%, which is 57% faster growth. Digital is essentially services, it is not captured in industrial 
statistics. Nancy’s piece was highlighting why this cycle may benefit from a virtual cycle of digitally driven productivity growth with low inflation, 
keeping the Fed on hold indefinitely. Nancy’s conclusion: 

“By supporting productivity and potential GDP growth – similar to the 1990s – today’s tech wave will help keep inflation lower, longer, and 
extend the business cycle. We are calling this current environment of accelerating potential GDP growth “The Story of The Decade”.”5

How do you actually invest in the digital economy? There are a growing number of options for consideration, two funds that CI offers that I am invested 
in are Signature Global Technology Corporate Class and Munro Alternative Global Growth Fund. 

Circling back to the start of this commentary, I am of the view that the U.S. and Global economies are going through a series of mini-cycles in 
manufacturing. The digital economy does not appear to be affected by these mini-cycles. There is a longer credit cycle overlay when central banks are 
actively tightening monetary policy and when it became apparent that the manufacturing cycle was slowing globally, central banks started to either 
ease (China, Australia) or pause (U.S., Canada, European Central Bank) their monetary policy activities. They are trying to engineer a soft landing. We 
will find out if they are successful in the first half of 2019.  

Fund flows have been out of equities into bonds, but investors who have been net sellers of equities (bearish) are not positioned for a positive economic 
surprise. There is potential for the market to resolve higher, not lower. The S&P and NASDAQ 100 have both just reached new highs and the Dow 
Industrials is only 1.4% below its high. Let’s watch earnings, if the earnings recession doesn’t arrive, get ready for more new highs.  

4 U.S. BEA – Measuring the Digital Economy: An Update Incorporating Date from the 2018 Comprehensive Updated of the Industry Economic Accounts, April 2019
5Cornerstone Macro, Tech/Productivity Outlook: 1990s All Over Again? April 12, 2019
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IMPORTANT DISCLAIMERS

This document is provided as a general source of information and should not be considered personal, legal, accounting, tax or investment advice, or 
an offer or a solicitation to buy or sell securities.  Every effort has been made to ensure that the material contained in this document is accurate at 
the time of publication.  Market conditions may change which may impact the information contained in this document.  All charts and illustrations in 
this document are for illustrative purposes only.  They are not intended to predict or project investment results.  Individuals should seek the advice 
of professionals, as appropriate, regarding any particular investment. Investors should consult their professional advisors prior to implementing any 
changes to their investment strategies.  

The contents of this piece are intended for informational purposes only and not to be used or construed as an endorsement or recommendation of any 
entity or security discussed.  These investments may not be suitable to the circumstances of an investor. Some conditions apply

The opinions expressed in this communication are solely those of the author and are not to be used or construed as investment advice or as an 
endorsement or recommendation of any entity or security discussed.  Individuals should seek the advice of professionals, as appropriate, regarding any 
particular investment. Investors should consult their professional advisors prior to implementing any changes to their investment strategies.  

Certain statements contained in this communication are based in whole or in part on information provided by third parties and CI has taken reasonable 
steps to ensure their accuracy.

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 what CI Investments 
Inc. and the author believe to be reasonable assumptions, neither CI Investments Inc. nor the author 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.

Signature Global Asset Management is a division of CI Investments Inc., CI Investments Inc. is the portfolio manager to the Munro Alternative Global 
Growth Fund and Munro Partners is the portfolio sub-advisor to the fund. CI is responsible for the investment advice provided by the portfolio sub-
advisors.
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