Winter 2016 - Time to Exhale
"Year's end is neither an end nor a beginning but a going on, with all the wisdom that experience can instill in
us."
--Hal Borland, author, journalist, and naturalist

In investing, like other facets of our personal and professional life, the beginning of a new year invites reflection
on the one just passed. Part of that includes taking a broader look at what's happened around the globe. While
the terrorist attacks in Paris and San Bernardino received the most Western media attention, the Middle East
(and Africa) were victims of the majority of the most deadly strikes. The signing of the historic (and
controversial) nuclear deal with Iran appeared to thaw an icy relationship with the West but just as the ink was
drying, Iran, in direct conflict with the agreement, launched test missiles. The proceeding Saudi execution of a
leading Iranian cleric only exacerbated the situation. Despite protests from America and her allies, Russia
continued its military campaign in Syria. As investors, it's important to keep in mind that any sort of stability in
this region is still a long way off.
Last year also saw the Chinese stock market have a spectacular rise (up over 100% in the first six months)
followed by a jaw-dropping fall (the gains all disappeared by year's end). The volatility spurred uncertainty and
rattled markets through the summer and early fall. (As mentioned in a previous Folio, we believed, and still
believe, the extremes had more to do with speculating than foreshadowing imminent doom.) As we stride into
2016, there is concern over the slowing of China's export economy. However, their domestic economy
continues to grow and diversify, which leads us to believe it will only be a handful of years from now when
China is a truly developed economy, not merely the world's manufacturer.
Globally, 2015 was the biggest year ever for mergers and acquisitions. Notable deals close to home included
Pfizer's merger with Allergan PLC, Dell Inc.'s partnering with EMC Corp. (the largest technology acquisition in
history), and Anheuser-Busch InBev's acquisition of SABMiller PLC (the biggest beverage deal in history). The
record-breaking year can be attributed to low interest rates and easy access to capital, allowing companies to
stockpile mounds of cash. Even with slightly higher interest rates, we expect a continuation of this trend in
2016. And while some are concerned with the increase in debt that corporations have issued, this can be
attributed to the feeling that with interest rates inevitably going up, now is the time to lock in this low cost of
debt.
Stateside, last year's most newsworthy (though not unexpected) event may have been the US Federal Reserve's
raising the interest rate, ever so slightly, for the first time in a decade. The move is a sign the country's economy
has officially recovered from the "Great Recession." If history repeats, and it usually does, we will see a slow
increase in rates over the next couple years. According to the Fed's statement, the economy will likely receive
"gradual increases" in rates, which will remain low "for some time." (The last series of increases lasted from June
2004 until June 2006.)
Clearly 2015 was eventful, and we haven't even mentioned the national election in Canada and a very early
start on the US presidential campaign. No wonder the markets have collectively been holding their breaths.
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But 2016 brings plenty of reason for optimism. China is slowing, but it has been for the last few years (down
from 7.7% growth in 2012 to just under 7% in 2015). And it's not stopping the health of the world economy,
which last year grew around 2% (not bad for a down market year). To whit, this year, The World Bank predicts
world economies to grow by around 3% to 3.3%.
There's more good news looking forward. In the US and Canada, unemployment stands at 5.0% and 7.1%
respectively, with growth in employment continuing in spite of the large numbers of workers in the energy
sectors who have lost their jobs due to the sharp drop in energy prices. For perspective, there's this: in Canada
the workforce has grown from a little under 17.1 million in December of 2010 to over 18 million by the end of
2015. In the US, the numbers have grown from 130.7 million in December of 2010 to an estimated 143.2 million
by December of 2015.
With better employment, people are buying more goods and services. According to the US Census Bureau,
total retail spending in the US has grown from around $370 billion before the "Great Recession" to almost $450
billion this year. It may be winter in North America, but consumers are not hibernating.
No doubt, 2016 has started with a thud, but investors will quickly come to grips with their fears of a global
slowdown. The improving worldwide economy and resilient consumers (the driver of better corporate
earnings) will be impossible to ignore. The markets will reverse in the coming months, and march solidly
forward.
Our 2016 resolution is continued vigilance, with all the wisdom that experience has instilled in us, in the
management of your portfolio. We wish you a happy and prosperous new year.
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