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TRACKING
THE ECONOMY

Tracking The Economy - Where are we and
how do we do it?

From the beginnings of recording, measuring,
and tracking economies, history shows that
booms and busts will come and go. In
general, most investors understand that the
economy expands and contracts in

cycles. Having experienced the near
arresting of the credit markets, the failure or
near-failure of countless banks, and
unemployment levels not seen in decades,
we all eagerly await Fed Chairman
Bernanke’s long promised ‘green shoots’ to
spread and show further signs of the
beginning of the new cycle and the end of
the worst recessionary environment in three-
quarters of a century. Despite a nearly 60%
rise in the North American stock markets
from the March 2009, we are not entirely
clear of the recessionary environment that
many believe started in January of 2008. So
where are we in the recovery and is it even
possible to know with any certainty or
usefulness? To the former question, in our
view Winston Churchill’s words come to
mind; “Now this is not the end. It is not even
the beginning of the end. But it is, perhaps,
the end of the beginning.” To the latter, we
believe that we can use our insights and
experience to positively impact client
portfolios.

Economic, sometimes known as the dismal
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science, is the application of the known, used
largely to organize, measure, and explain the
patterns of the past in the hopes that
predictable and desirable outcomes can be
brought about in the future. Given the

But at Guardian Capital Advisors we believe it
is possible to effectively use economic data
and sentiment to determine approximately
where we are in a particular economic cycle,
and to answer the question most asked these
days: "when will this downturn truly be over?"

A guick review of how the current problem
was created is warranted. When distilled to its
simplest form, a housing bubble which then
predicated a lifestyle bubble - borrowing and
consuming against the rising value of a home,
was amplified through more borrowing to
excess. When the value of the underlying
assets eventually fell, it brought down banks,
brokerage houses, and through the
subsequent failure of the credit markets, the
nation of Iceland. The problem of excess
borrowing or leverage in the United States
created the bubble, and as is typical, the repair
boiled down to, at least in part, an increase in
the savings rate. Remarkably, personal savings
rates more than tripled, though from the
incredibly low base of near 1%, from the first
qguarter of 2008 through the close of the
second quarter of 2009. Rampant
consumerism was replaced with rampant
prudence; housing prices continued to fall,
jobs continued to disappear, and rainy day
funds became the new household ‘must

have’. In aless coupled Global economy, a few
quarters with three percent less spending from
Americans might not have seemed so large,
but the net effect was to remove billions upon
billions of dollars of new purchases. As a
result inventories backlogged, factories closed
in emerging economies and ports clogged as
loaded ships sat with no destination.
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Government stimulus packages

were designed to kick start economies and
ran into the trillions of dollars, the most
aggressive public spending packages seen to
date. The irony in all this was that the very
cause of the problem - too much spending
and debt, was being heralded as the solution
to the problem with the advent of cash for
clunkers and home-purchase rebates!

This brings us to the present where there is a
clear line in the sand dividing those that feel
that a severe inflation problem lurks around
the corner with all the money printed and
debt created, and a wave of experts who see
a Japanese type of multi-year slow growth
and disinflationary environment. Clearly we
lean to the defensive side of the argument at
Guardian Capital Advisors.

So in the sea of economic news, which
economic points matter the most and enable
us achieve our conclusions? Clearly,
measuring and applying single points of data
holds out more hazards than broad baskets,
and as such we take a more holistic view on
the economy as we undertake both asset
allocation and individual stock selection
decisions. The following five are among the
many broad indicators that we follow closely
and the rationale for doing so.
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1. Consumer Price Index - otherwise known as
inflation, this measures the year over year
changes of the cost of goods and services,
those likely to be undertaken by an average
consumer at any given time. A modest amount
of inflation is desirable; this is a sign of growth
in the economy and provides availability to
increase prices - good for companies - and
salaries - good for workers. Inflation is
considered the lynch-pin in the financial system
- too much or too little can be devastating, thus
it tops the list. Currently the trend in CPl is
negative and any further rises in the Canadian
dollar will have the short-term impact of
reducing costs on imported goods.

2. Unemployment - simply put, this is the
number of able-bodied people who are unable
to find full time employment. Currently
Canadian unemployment is about one in
eleven, with more than three hundred and
eighty-five thousand jobs lost from October
2008 to present. US unemployment is nearly
one in ten people, numbers that are historically
quite high. Broader measures of
unemployment in the US that include
discouraged and under-employed workers
show in excess of twenty million people in this
category. Canadian job numbers have recently
begun to improve, though the number
continues to tick higher. People attach no
higher weight on their well being than whether
or not they have a job. Spending, which some
estimate contributes from 50-70% towards GDP
in North America, will naturally slide when
unemployment is high.
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Q3 -2009 3. Housing pricing are always extremely While these points represent some that we
important to any economy. Housing view to be among the most important, clearly
represents more than just shelter, as the in the complex and conjoined Global

equity in a home can be drawn upon in good economy, there are many more that receive
times and bad, and the psychological impacts  our consideration. With asymmetrical access
of home ownership are immense. The trend to massive amounts of data and extensive

in housing prices is still modestly lower on a teams of economists, each nation’s central
year over year basis. Though sentiment has bank is able provide to citizens and market

TRACKING begun to turn, bargain hunters and prudent participants some insights into how they
savers are taking advantage of low housing believe their economy is performing.

THE prices, as well as a return to normalcy in the
ECONOMY cost of taking on a mortgage. The Federal Reserve’s most recent release
states that “Information received since the

4. The value of the Canadian Dollar (CAD) - Federal Open Market Committee met in
the Canadian dollar is typically measured in August suggests that economic activity has
moves compared to the US dollar, our largest  picked up following its severe downturn.” and
trading partner. As the Canadian dollar that “In these circumstances, the Federal
increases in value, our exports become more  Reserve will continue to employ a wide range
expensive, which weighs on our of tools to promote economic recovery and to
manufacturing and tourism revenues, foreign  preserve price stability. The Committee will
purchasers lose buying power, and seek maintain the target range for the federal
alternatives. Conversely, a stronger dollar funds rate at 0 to ¥ percent and continues to
allows us to acquire foreign capital assets at anticipate that economic conditions are likely
better prices and allows us to increase our to warrant exceptionally low levels of the
standard of living. federal funds rate for an extended period.”

Closer to home, the Bank of Canada offers
5. Consumer spending - as mentioned above, these comments: “GDP growth in the second

this represents a massive portion of the half of 2009 could be stronger than the Bank
economy. As additional dollars flow through  projected in July” and that “Stimulative
the economy, tax receipts are generated, monetary and fiscal policies, improved

employers are more likely to hire, and fuller financial conditions, firmer commodity prices,
employment in turn creates more spending. A and a rebound in business and consumer

fine balance between saving and spending confidence are supporting domestic demand
must be reached and historical numbers growth in Canada.” Clearly these institutions
suggest a US savings rate closer to 8 percent support our belief that there is more work to
® may be needed to give consumers enough be done to get our economies back on a
- peace-of-mind to begin (non-government sustainable path to growth.
GUAI}&EE’,’?‘SI;RCSinAL induced) spending once again.
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Q3 -2009 Impatience and anxiousness during trying
times is a reasonable behaviour. With
uncertainty about precisely when the next
expansionary cycle will fully take root or if
there will be a relapse, reliance on the tried
and true measures that we have described
represents our best hope for successfully
navigating the time from now to then. As the

TRACKING economies of the World rebound from the

THE massive shocks experienced during this global

recession, we can at least take a measure of

ECONOMY hope from the turning of the data. We cannot
measure precisely where we are in the cycle,
and caution still reigns, but the beginning has
almost certainly reached its end.
Guardian Capital Advisors Investment
Committee

Personal Saving Rate (FEAVERT)
Source! U5, Departmient of Commerce: Bureau of Econimec Analysis
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