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Since the financia crisisin 2008-09, the investment landscape has been dominated by one theme: central
bank intervention or, more precisely, zero interest rates and increased money supply. Broadly speaking,
sovereign debt, credit and stocks globally have rallied significantly from 2009 levels. However, the wealth
gap has widened in most countries as asset builders represented by the younger generation have only seen
modest income growth versus the prices of the assets they are acquiring. They are also earning very little
interest income from their savings. This raises two questions:

1) Why is personal income growth falling behind asset prices?

2) If asset prices are rising regardless of fundamentals, are asset bubbles occurring?

L agging personal income growth

The challenge is that not everyone has been able to access zero interest rates and benefit from growing
money supply. Since the financia crisis, banks have been very selective with lending. They have favoured
companies with steady cash flows, which are generally safer but have lower growth. Instead of investing
the borrowed capital in their businesses, these companies have typically chosen to buy back shares,
effectively creating additional demand for stocks. Share buybacks have grown so significantly that they
now account for more than share purchases by pensions and individuals.

Another reason for the lag in personal income growth is productivity. Labour productivity has been weak,
leaving no incentive for companies to increase wages, even at full employment. Automation and the
growing popularity of e-commerce have also reduced companies’ reliance on labour.

Asset bubbles, anyone?

When will the next major stock market correction occur? To answer this question, we must first understand
what has driven the growth in share prices. As explained above, the maority of growth has been driven by
share buybacks, which have created additional demand for stocks. Unlike typical investors who buy shares
based on value, companies typicaly buy back shares systematically. Central banks have been a major
source of capital for share buybacks and there has been no shortage of funding. Globally, central banks
have injected over US$10 trillion into economies since the financial crisis.

Rapid money creation generally resultsin currency depreciation. We have seen this occur in countries such
as Argentina, Mexico and Venezuela. However, while many countries globally have increased their money
supply sincethe financial crisis, their currencies have not depreciated versus other currencies. This creates
the illusion that printing money has no consequences. We believe that currencies are depreciating versus



assets instead of versus other currencies. This means that a fixed amount of money is consistently buying
fewer assets as central banks continue to inject funds. We are referring to scarce assets in this context, not
consumption assets that can be easily produced. Because there is a growing amount of money consistently
chasing afinite amount of assets, asset prices have increased with the increase in money supply.

For share prices to correct significantly, the money supply must shrink. This decision will be made by
central banks. It is no coincidence that in 2018, when central banks were either decreasing or aiming to
decrease the money supply, share prices fell during the fourth quarter. We believe it was the result of
currencies appreciating versus assets. Asset builders enjoyed this period as their buying power improved.
Unfortunately, it was short lived, as declining prices were seen as athreat by central banks and the path to
normalization (normal interest rates and monetary supply) was halted.

The U.S. Federal Reserve turned dovish after a 14% correction in the U.S. stock market during the fourth
quarter of 2018. Others, including the European Central Bank and Bank of Japan, have recently joined the
camp. The Fed is expected to cut rates by 25 basis points as early as this month. We are certain that the
money supply is set to grow again as cutting interest rates is not an option for every central bank. If recent
history is any guide, money will depreciate, and asset prices will rise even though economic fundamentals
may not improve.

To answer the question in a few words, we may not be in an asset bubble as long as central banks keep
adding to the money supply, effectively boosting prices. This could be derailed by policy mistakes and
other factors. We will continue to monitor and adjust the portfolios as needed.

Combined top 15 equity holdings as of June 30, 2019 of the Evolution 40i60e Standard portfolio with
Alpha-style exposure:

1. Microsoft 6. Atco 11. Magnalnternational

2. Enbridge 7. 1A Financia 12. Canadian National Railway
3. Canadian Natural Resources 8. Toronto-Dominion Bank 13. Suncor Energy

4. AltaGas 9. Franco-Nevada 14. Bank of Nova Scotia

5. Gilead Sciences 10. Keyera 15. Alphabet
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