Market Commentary
First-Quarter 2019

CI American Value Fund
Market Overview
•

Equity markets rallied in the first quarter of 2019, rebounding from the previous quarter’s sell-off.
Most of the gains came in January and early February as fears of a recession in the U.S. subsided and
the U.S. Federal Reserve (the “Fed”) halted its series of interest rate hikes. Fed Chairman Jerome
Powell backed away from the hawkish language of previous statements, saying the Fed would watch
“patiently and carefully” as it considers monetary policy in 2019.

•

All 11 industry sectors in the U.S. were positive, with many providing quarter-over-quarter doubledigit increases. The best returns came from companies in the information technology and energy
sectors, with the latter helped by rising crude oil prices following production cuts in December by
members of the Organization of the Petroleum Exporting Countries (better known by its acronym,
OPEC). The health care and financials sectors lagged. Banks, in particular, came under pressure as the
yield curve flattened, and the 10-year U.S. Treasury yield slipped to 2.41%.

•

Strong equity returns came despite evidence economic growth rates were slowing globally, and that
U.S. corporate earnings would grow more slowly or possibly decline following the boost from tax
savings afforded by the U.S. government tax cuts of 2017. Investors took in stride a series of lowered
revenue forecasts from high-profile technology and industrial companies, a 35-day shutdown of the
U.S. federal government and the ongoing U.S.-China trade dispute.

Performance Summary
•

Over the first quarter of 2019, Class F of CI American Value Fund (the “Fund”) returned 10.3%,
underperforming its benchmark, the S&P 500 Index, which was up 11.2% over the same period.

Contributors to Performance
•

Top contributors to the Fund’s results included Universal Display Corp. The company’s shares rose
after increasing its guidance for 2019 sales growth. The company now expects sales to grow 37% in
the current fiscal year. In addition, Apple Inc. signalled its intent to fully convert its iPhone product line
to organic light emitting diode (OLED) technology by 2020. Going forward, while we believe quarterly
results will be volatile due to variances in large customer orders, we expect Universal Display will be
able to grow its cash flow at an above-average rate over the long term, in conjunction with a surge in
the adoption rate of OLED technology.
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•

Also, after serving as a bottom contributor the previous quarter, Apple’s shares rose in the first quarter
of 2019 after the company reported revenue from products and services, apart from iPhone, grew
19% over the quarter. Revenue from iPhone sales was down 15%, consistent with the company’s
guidance in January that sales of its iPhone would be lower than expected. The quarter’s strongest
growth was from the combined wearables, home and accessories category, which jumped 33% yearover-year, followed by a 19% increase in services and a 17% increase in iPad revenue. The company
also reported its active installed base of devices reached an all-time high of 1.4 billion in the quarter.
Almost 20% of the company’s market capitalization is in net cash, which Apple has already indicated
would continue to be used to buy back stock. In our view, the advent of new form-factor models,
including foldable or bendable smartphones, represents an opportunity for the company to expand
upon its track record for innovation. The technology could be ready within the next two years, which
could represent another important growth opportunity in Apple’s iPhone product cycle.

Detractors from Performance
•

The largest detractor from the Fund’s performance was CVS Health Corp. CVS Health’s shares dropped
sharply after the company reported its results would be dragged down by rising costs from its 2015
acquisition of Omnicare Inc. and CVS Health’s current integration of Aetna Inc., which was purchased
last year. Our view was that post the close of the Aetna takeover, the company’s fully integrated
channel (managed care, pharmacy benefits management (PBM) and drug retail combined) would
differentiate CVS Health and lead to share gains. Since then, however, new information has been
disclosed, including the resignation of the company’s CFO, challenges from PBM rebate guarantees
and greater-than-expected pricing pressure in retail pharmacy. Because of the uncertainty
surrounding these factors, we opted to exit the Fund’s position in the company.

Portfolio Activity
•

During the quarter, we purchased several new companies that fit well with our emphasis on cash
generation and optimal capital deployment. In the communication services sector, Electronic Arts Inc.
develops, markets, publishes and delivers games and services that can be played on a variety of
platforms, including consoles (Xbox, PS4), personal computers, mobile phones and tablet computers.
The company’s games consist of a mix of wholly owned properties (e.g., Battlefield, Mass Effect, Need
for Speed, The Sims, Plants vs. Zombies, Anthem) and licensed games (e.g., FIFA, Madden NFL and Star
Wars). We believe the current fiscal year will see increased revenue growth for Electronic Arts from
improved FIFA monetization, new releases, positive sales from fiscal-year 2019 releases and growth in
FIFA properties in Asia. We also believe margins should expand from continued growth in digital
purchases of games and content, which have higher incremental margins than the company’s base
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business. We also expect the company’s free cash flow per share to grow in the high single-digits over
the next few years, driven by top-line growth, margins improvement, and share buybacks.
•

Also in the communication services sector, we purchased Facebook, Inc. Facebook is the world’s
largest online social network, with more than two billion monthly active users. In addition, the
company owns Facebook Messenger, Instagram and WhatsApp. The company estimates at least one
of these services is used daily by two billion people worldwide. Facebook’s stock has corrected
significantly since its July 2018 peak, when it had announced significant investment in operating and
capital expenses for the safety and security of its network, and a slowdown in revenue growth as the
company transitions its monetization strategy to stories from newsfeeds on both Facebook and
Instagram. Since lowering its guidance in July on future earnings, the company has reported two
consecutive quarters of better-than-expected revenue growth, indicating, we believe, that its revenue
transition, while difficult, won’t be as challenging as expected. In our view, the company’s current
valuation does not reflect a return to double-digit growth in 2020.

•

The Fund sold out of investments in Allergan PLC; CVS Health; Starbucks Corp.; Discover Financial
Services, Inc.; and Fortune Brands Home & Security, Inc.

Outlook
•

We remain optimistic that the U.S. economy and corporate profits will grow for the remainder of the
year. Recent events have served to alter policy initiatives that had previously contributed to concerns
over the direction of the economy. First, in just a few months, the Fed changed the emphasis and likely
near-term path of its monetary policy. In its published statements, the Federal Open Market
Committee changed its outlook, indicating it would be “patient” in making policy, and it removed a
clause indicating the Fed was likely to continue raising interest rates. Second, U.S. administration talks
with China appear to be proceeding to a conclusion that will not alter the status quo too much. The
prospects of further tariff increases seem to be receding as both Chinese and U.S. negotiators seem
relatively optimistic that progress can be made in the trade negotiations.
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IMPORTANT DISCLAIMERS
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 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.
Certain statements contained in this communication are based in whole or in part on information provided by third parties and
CI Investments Inc. has taken reasonable steps to ensure their accuracy. Market conditions may change which may impact the
information contained in this document.
This commentary is published by CI Investments Inc. 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. The information should
not be construed as investment, tax, legal or accounting advice, and should not be relied upon in that regard. 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. These investments may not be suitable to the
circumstances of an investor. Some conditions apply.
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 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.
The comparison presented is intended to illustrate the mutual fund’s historical performance as compared with the historical
performance of widely quoted market indices or a weighted blend of widely quoted market indices or another investment fund.
There are various important differences that may exist between the mutual fund and the stated indices or investment fund, that
may affect the performance of each. The objectives and strategies of the mutual fund result in holdings that do not necessarily
reflect the constituents of and their weights within the comparable indices or investment fund. Indices are unmanaged and their
returns do not include any sales charges or fees. It is not possible to invest directly in market indices.
Epoch Investment Partners, Inc. is a portfolio sub-advisor to certain funds offered and managed by CI Investments Inc.
CI Investments and the CI Investments design are registered trademarks of CI Investments Inc.
Published May 2019.

