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SUMMARY

• Technology has changed the
way the world does business
and even how economies are
measured.
• Consequently, the old
methods of measuring
growth and productivity do
not fully capture tech’s
dynamism, in our view.
• Tech has created both
opportunities and concerns
for investors and for society.
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Understanding the 21st Century Economy
Technology: The Upside and Downside of Creative Destruction
The speed at which technology has changed the way we live has been nothing short of
remarkable. Consequently, the old methods of measuring growth and productivity
probably do not fully capture tech’s dynamism. Tech has created both opportunities
and concerns for investors and for society.
Just within the last decade or so, smartphones, video streaming, and cloud services,
to name a few, became mainstream, resulting in tremendous value for consumers,
businesses, and their shareholders while uprooting rivals in the process. The net result
is that currently the five biggest companies of the S&P 500 are “technology”
companies.

Investment in Technology Now Far Exceeds Structure
The embracing of
technology by
consumers and
businesses in the last
10 to 15 years has been
reflected in drastic
changes in private
investment. Since
2004, investment in
‘Intellectual Property
Products’ has caught
on and now
significantly exceeds
investment in
‘Structures’ –
sometimes referred to
as ‘brick & mortar.’
Past performance is no guarantee of future results. Shown for illustrative purposes. Not
Furthermore, as our
indicative of RiverFront portfolio performance. Index definitions are available in the disclosures.
chart above shows,
investment in structures is lower now than it was in 2000, whereas investment in
technology has risen more than twofold. We think it is also remarkable that technology
investment barely slowed down in the 2008-2009 recession and was at a new high by
2010.

How Do We Measure Technology’s Impact on The Economy?
Despite its profound impact, there has been little change over time in the way
productivity and growth are measured by economists. By traditional measurements,
productivity on average in the last 3 years has been a little more than half the levels of
those experienced 20 years ago. Given the huge strides in technology, intuitively this
does not seem to make sense.
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Productivity measures, which along with labor force growth, drive GDP. These traditional measures were initially developed in
the post WWII period to try and capture improvements in manufacturing and represent the number of units produced relative
to hours worked. Thus, productivity rose when more units were produced by the same number of people. Units are easy to
measure on an assembly line or by the number of goods sold in a store, but in a service-oriented economy it can be much
more difficult. For example, consider the challenges in measuring the productivity of a doctor’s visit. Now, due to these
measuring issues, the widely-used metric of productivity simply divides the size of the economy (GDP) by the number of hours
worked. We believe that even the broadest definitions of productivity fail to properly capture the true drivers of the 21st
century economy and the outsized impact the technology industry is having on the inputs and outputs of our country. For
example, how do you measure new economy services like a Google search, which has significant intrinsic value but is free to
the user? Perhaps US technology dominance is best captured in the revenues and profit margins of US companies, especially
the largest ones. Earnings, after all, are what investors tend to be most focused on, and the continued strong earnings of the
technology sector help explain the strong returns from US stocks over the past 10 years. We think it also largely explains why
US stocks have done so much better in the last decade than international stocks, where very few technology giants have
emerged.

Impact on Investors and Society: Positive for Investors, Challenges for Society.
Technology’s dynamism has major economic benefits but carries with it some societal costs. We believe it leads to lower
inflation, lower interest rates, and longer business cycles. For this reason, we think the technology sector’s weighting in the
S&P 500 is justified. At RiverFront we remain excited by the opportunities for investors and the economic growth that
technology provides. Our strategies are tilted toward the sector, especially the software and services subcomponent. Each
company needs to be evaluated on its business model, sustainability, and the valuation being paid by investors. As the late
1990s showed so clearly, great companies can be poor investments if valued too highly. While we acknowledge that some may
believe valuations for the sector are full, we believe a premium is justified at this time given the recurring nature of earnings
and revenues within software and services.

Impact on Inflation: Good Deflation.
When technology or innovation gives you a product or service that is deemed by the buyer to be better and cheaper, that is a
good thing. Low inflation generally leads to lower interest rates and thus a lower cost of capital – a virtuous circle of ‘good
deflation.’ For example, overall inflation fell during such periods as the ‘revolution’ in the 19th century. Bad deflation, on the
other hand, occurs when consumers and businesses are worried and hold-off making purchases causing prices to drop and
unemployment to rise. This creates a vicious cycle like those seen in the Great Depression.

Impact on Social:
Capital spending on machines or software that replaces humans tends to favor skilled workers and those with the ability,
motivation, and adaptability to re-train or reinvent themselves. Thus, some anti-inflation in tech is also wage deflation.
Automation often targets lower wage jobs. It also allows folks in higher-end jobs the ability to delay retirement as work can be
less hard on the body and healthcare advances lengthen working years. That could delay promotions for younger associates,
something that has already been felt by Gen-X and Millennials. If one has incurred significant student debt in the hopes of
achieving higher wages, this is frustrating and demotivating. The suppression of labor in favor of capital is thus part of the
dark side of technology for those negatively affected. Although we strongly believe denying, delaying, or disincentivizing
innovation has worse economic consequences, failure to include most citizens in its benefits has social and political
consequences.

Impact on Politics: The Rise of Populism and Protectionism.
Technological innovation has gone hand in hand with global free trade and very low interest rates. We believe this has
benefitted higher risk investors and hurt conservative savers. We believe the people who are now rejecting the global
leadership style of 1980 – 2016 are those who perceive that the 21st century economy has shown little benefit to them. We
believe both right-wing populism (anti-immigration, tariffs, and tax cuts) and left-wing populism (increased regulation, wealth
redistribution, and protectionism) are likely to dominate politics until a centrist economic model with broad appeal emerges.
(If our labels seem over simplistic, we apologize.) This could take many election cycles across the world. Centrists, who
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previously dominated politics and by extension bureaucracies are now less prevalent around the world. Investors will
continue to deal with political uncertainty and potentially big swings in government policy. This has not prevented bull
markets in the past but does create significant changes in winners and losers as we have seen. We believe these policy
swings will be less extreme following the most recent US election because neither side was given a clear mandate.

Bottom line: As long as inflation remains low, as we expect, we think stock markets will cycle higher with
earnings, and bonds will offer low consistent returns.
Important Disclosure Information
The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Opinions expressed are current as of the date shown and are
subject to change. Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All investments carry some level of risk,
including loss of principal. An investment cannot be made directly in an index.
Chartered Financial Analyst is a professional designation given by the CFA Institute (formerly AIMR) that measures the competence and integrity of financial analysts. Candidates are
required to pass three levels of exams covering areas such as accounting, economics, ethics, money management and security analysis. Four years of investment/financial career
experience are required before one can become a CFA charterholder. Enrollees in the program must hold a bachelor's degree.
Information or data shown or used in this material was received from sources believed to be reliable, but accuracy is not guaranteed.
This report does not provide recipients with information or advice that is sufficient on which to base an investment decision. This report does not take into account the specific
investment objectives, financial situation or need of any particular client and may not be suitable for all types of investors. Recipients should consider the contents of this report as a
single factor in making an investment decision. Additional fundamental and other analyses would be required to make an investment decision about any individual security identified
in this report.
In a rising interest rate environment, the value of fixed-income securities generally declines.
Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation. However, if it goes bankrupt, or
performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero). Bonds represent a loan made by an investor to a corporation or government.
As such, the investor gets a guaranteed interest rate for a specific period of time and expects to get their original investment back at the end of that time period, along with the
interest earned. Investment risk is repayment of the principal (amount invested). In the event of a bankruptcy or other corporate disruption, bonds are senior to stocks. Investors
should be aware of these differences prior to investing.
Technology and internet-related stocks, especially of smaller, less-seasoned companies, tend to be more volatile than the overall market.
Index Definitions:
Standard & Poor’s (S&P) 500 Index measures the performance of 500 large cap stocks, which together represent about 80% of the total US equities market.
RiverFront Investment Group, LLC (“RiverFront”), is a registered investment adviser with the Securities and Exchange Commission. Registration as an investment adviser does not
imply any level of skill or expertise. Any discussion of specific securities is provided for informational purposes only and should not be deemed as investment advice or a
recommendation to buy or sell any individual security mentioned. RiverFront is affiliated with Robert W. Baird & Co. Incorporated (“Baird”), member FINRA/SIPC, from its minority
ownership interest in RiverFront. RiverFront is owned primarily by its employees through RiverFront Investment Holding Group, LLC, the holding company for RiverFront. Baird
Financial Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an indirect owner of RiverFront. BFC is the parent company of Robert W.
Baird & Co. Incorporated, a registered broker/dealer and investment adviser.
To review other risks and more information about RiverFront, please visit the website at www.riverfrontig.com and the Form ADV, Part 2A. Copyright ©2020 RiverFront Investment
Group. All Rights Reserved. ID 1423981

RIVERFRONT INVESTMENT GROUP

1214 East Cary Street, Richmond, Virginia 23219 / 804-549-4800 / RiverFrontIG.com

