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Last quarter, we talked about the fastest stock drop in all of Wall Street history. 
This time, we discuss its fastest ever rebound that’s making headlines everywhere. 

Amazingly, in June 2020, the US S&P 500 stock market index somehow shifted to 
positive growth, before falling back slightly at the end of the quarter. This 
downturn was due, at least in part, to the perceived market risk of the highly 
predicted second wave of the COVID-19 pandemic in the US and China.

Economic data has also been reassuring in recent months, with signs of a rapid 
recovery in some commercial segments, such as in retail sales. However, many will 
rightly argue that the data’s sequential improvement is not convincing enough to 
claim that the economy is rebounding into a relieving “V” formation. 

The topic of the day, then, is the disparities between the stock markets and the 
economy. Are investors right to look further ahead to 2021 and 2022, and ignore 
the short-term outlook? Have stock markets become vulnerable to unpleasant 
economic surprises? Finally, what’s happening with the bond market, where 
interest rates remain anchored to March’s historic lows? These are crucial 
questions with no definitive answers at the moment.

Nevertheless, we believe that stock market valuations may have been 
exaggerated in recent months and that, by the end of the year, the economic data 
may be disappointing. However, the scale of central bank action probably justifies 
relatively high valuations for both stocks and bonds. Thus, an investor might 
regret staying on the sidelines, waiting for the road to be cleared of pitfalls. After 
all, as investor Howard Marks aptly put it, “Every great investment begins in 
discomfort.”

The whirlwind of panic is running out of steam

The pandemic-related panic that swept across the planet in the first quarter has 
been gradually slowing down since April. With it, developed countries like Canada 
and the US move progressively towards ending their lockdowns.

Still, since it was the first country to be hit by this modern pandemic, China was 
the first to reopen its doors and experience a post-lockdown environment. 
China’s efforts have been a success in terms of health, as the number of new 
COVID-19 cases has since been maintained at negligible levels.

Unfortunately, as the second quarter ended, Beijing saw a slight upsurge of new 
COVID-19 cases, which is a precursor of a much feared second wave. As a result, 
government authorities closed schools again and reinstated some social 
distancing policies. In the meantime, the rest of us can only wait, hope, and (in 
some cases) prays that China’s decision makers and citizens can contain the virus 
without instituting more radical methods.

Elsewhere, in the developed world, the end of the lockdown is going quite well. 
For instance, Germany is leading the way with a very rapid return of restaurants. 
Also, according to the most recent surveys (Graph 1), business confidence in 
improved economic data is actually at an all-time high since 2006. 

The process is also still ongoing in North America, with the highest potential for a 
mess south of the Canadian border. Indeed, the risks have heightened drastically 
for US citizens since the George Floyd protests began in May, which oppose anti-
black racism and police brutality. However, such political and social tensions are 
only part of the US’ bigger problem of the various health measures that are often 
ignored, such as wearing masks, hand-washing, good hygiene, and disinfecting 
potentially contaminated things and spaces. This is why, in late June, we are 
already seeing a rise in the number of COVID-19 cases and hospitalizations in 
more than 30 US states, including California, Texas, and Florida.

Unlike in China, however, the pandemic situations in other developing countries 
are deteriorating rapidly. For example, there is a rising number of cases in several 
countries, including Brazil (that now surpasses the US as the country with the 
highest number of new cases, daily), and India (where containment measures are 
difficult to implement) (Graph 2). The result is that the number of new cases is 
still accelerating globally, despite the local Canadian impression of mission 
accomplished (Graph 3).

This means that, despite the positive tone of much of the most recent data, the 
pandemic market still presents significant economic risks. It should also not be 
forgotten that emerging countries now accounts for almost 60% of the world’s 
economy, and that forced closures of these regions would weigh on it heavily.
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Furthermore, the Organisation for Economic Co-operation and Development 
(OECD) reminds policymakers that the situation is still precarious with a rather 
pessimistic forecast of economic growth for this year and the next. The OECD 
showed that 2009 was the worst year on record since 1980 in terms of global 
economic growth when the world economy contracted by 0.1%. 

Conversely, the OECD forecasts a 6% contraction in the world’s GDP in 2020, 
followed by a rebound of only 5.2% in 2021. In short, the 2009 recession can’t 
even touch the 2020 recession, and the projected rebound in 2021 is very 
unlikely to outweigh the previous year’s economic decline.

If that weren’t enough, the OECD also presented an alternative scenario where 
the second wave of COVID-19 would hit the world economy by intensifying and 
prolonging the recession. In this latter scenario, the world economy would 
contract by 7.6% in 2020 and then rebound by a mere 2.8% in 2021. 
Furthermore, according to the OECD, these two scenarios are equally probable! 
Therefore, it is vital to breathe, stay calm, and accept that even if things improve 
substantially, the situation remains (at best) seriously precarious.

Europe’s leaders roll up their sleeves 

Remember that, after China, the pandemic hit Europe the hardest. Italy first, 
followed by France, Germany, the United Kingdom, and then Spain. It should, 
then, come as no surprise that Europe’s economy was struck the hardest of all. 
Indeed, COVID-19 devastated Europe’s major economies. 

Moreover, the OECD reports that, if they can avoid a second wave, GDP 
contraction in Italy, the UK, and France is expected to reach approximately 12% 
in 2020 (-15.0% in the event of a second wave). This projection is far ahead of 
other regions of the world. In fact, the OECD also expects that Europe’s economy 
will contract, shrinking between 9% and 11.5% in 2020 and only rebounding 
from 3.5% to 6.5% in 2021. 

The good news is, as mentioned above, that Germany is now leading the way by 
reopening its economy. Their traffic data shows that it is indeed possible to 
quickly develop this “new normality” with a disciplined population.

But the most critical point for Germany is that, finally, after several years of 
pressure from the European Central Bank and other European governments, 

Angela Merkel’s government is using its fiscal room to support growth across 
Europe (Graph 4).

Indeed, this has come up many times in recent years. Germany has been 
accumulating budget surpluses over several years and refused to use this 
financial flexibility to support European development outside of Germany. The 
rapid onset of the pandemic, which, so far, has caused more than 100,000 deaths 
in Germany alone, and that has resulted in Europe’s worst recession since WWII, 
precipitated this change.

EU leaders are now working together to establish an economic recovery plan. 
Above all, they hope to succeed in instituting a common front in support of all 
European countries. This collective should ultimately reinforce public confidence in 
the EU’s ability to act in its best interests. Amazingly, Merkel is now leading her 
Euro-based counterparts advocating for a European (compared to a national) 
approach to economic issues.

One proposal up for consideration at the coming economic summits is the 
European Commission’s proposal to lend EUR 750 billion to the local markets to 
help the most severely affected economies (e.g., Italy and Spain) (Graph 5). The 
markets had also welcomed the initial rumours of this proposal, which were likely 
essential steps towards a new European unity. Furthermore, this unity would 
count as another step towards a similar model to Canada’s, where the provinces 
and territories are linked by an equalization system.

As the current quarter draws to a close, four European countries remain opposed 
to the idea of unity (Netherlands, Denmark, Sweden, and Austria). This opposition 
argues that the size of the proposed fund is too large, and they would prefer that 
the sums be paid out as loans instead of transfers. The next few months are, 
therefore, likely to be critical for Europe. Thus, the future is not yet secure. 

Still, we are delighted to see European leaders seeking concrete and collective 
solutions to the major issues at stake, especially economic ones.

The US’ accelerated second wave

Despite Donald Trump’s predictions, the US quickly became the most brutally 
severely pandemic-affected country in the world, which severely weakened its 
economy. It is now official that the most extended economic cycle in US history 
ended in February 2020, after 128 months.

Chart 1
Returns of the Canadian Bond Market as at June 30, 2020

Index Returns (%)
3 months YTD

FTSE Canada Universe Bond Index 5.9 7.5

  

FTSE Canada Short Term Bond Index 2.1 4.0

FTSE Canada Mid Term Bond Index 4.8 8.3

FTSE Canada Long Term Bond Index 11.2 11.4

FTSE Canada Federal 2.3 7.5

FTSE Canada Provincial 7.7 9.1

FTSE Canada Municipal 6.9 8.1

FTSE Canada Corporate 8.1 5.4
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Moreover, US GDP contraction in the first quarter of this year was 5%, which is 
the worst result since the fourth quarter of 2008. The second quarter, meanwhile, 
is shaping up to be another one for the history books, with an expected 
annualized contraction of about 40%!

To understand the magnitude of this shock, one need only look at the labour 
market.

Since February, 20 million US jobs have been lost, which corresponds to a total 
loss of roughly 13% of the country’s workforce. Furthermore, economists and 
market analysts are riveted daily by the astounding amount of employment 
insurance claims figures. Although these statistics initially showed a noticeable 
drop in EI claimants, they are now (at the end of the quarter), reporting another 
high of around 1.5 million claimants per week. 

We are also keeping our focus on the number of individuals who remain on 
employment insurance. Here, again, we note that, since the rapid decline of 

COVID-19 cases, many workers were reinstated immediately. Still, little progress 
has been made since mid-May. Thus, there is no doubt still a long way to go 
before the US economy can reabsorb all of its lost workers. This means that the 
coveted V-shaped economic recovery is still a distant dream for people the world 
over. While we have made some significant steps forward in recent months, the 
world’s economic outlook continues to remain uncertain.

It’s similar to the retail side. 

The magnitude of the US’ fiscal stimulus was such that many of the newly 
unemployed suddenly found themselves with incomes higher than with their 
previous employment, at least for a few months. Contrary to what is usually 
observed during long periods of high unemployment, on average, US households’ 
disposable income has, in fact, risen since the beginning of the recession. This rise 
of disposable income has had very positive impacts on retail sales, encouraging 
some observers to suggest it’s no longer unfeasible to have a “V” recovery for 
household consumption. 

Sadly, the details of this spike in retail sales are less encouraging. While online, 
food and beverage, and building materials sales are recovering rapidly, several 
key sectors—such as clothing, furniture sales, and, most importantly, the 
restaurant industry remain under intense pressure (Graph 6). A gradual and 
uneven return of consumer spending is to be expected over the coming quarters, 
and the pace and nature of this return to some semblance of a “normal” life will 
be critical.

Indeed, there has been a wave of protests that swept the streets of major 
American cities after the police killing of George Floyd in late May. These protests 
could be a decisive factor in the speed at which Americans will be able to 
proceed at the end of the lockdown. 

Despite the clear importance of these protests and their cause, when gathering 
thousands of tightly packed, hot, sweaty, and (very rightly) angry people, it’s 
impossible to meet public health standards. Such situations significantly increase 
the possibility of a second wave of COVID-19 cases in the second half of 2020. 
While it’s still not clear whether the first wave is finally under control, more than 
half of the US states are already showing a rise in new cases and hospitalizations.

The message from the Trump administration is also quite clear: The US economy 
will not close its doors if a second wave occurs. This means that household and 
business confidence will undoubtedly be weakened. Every day, it’s looking more 
and more unlikely that we will ever return to the same world and daily lives we 
had before March 2020. 

Diplomatic relations between China and the US are also back in the spotlight due 
to the rapidly approaching presidential election in November. President Trump’s 
chances of being re-elected have greatly diminished recently because of his poor 
handling of the pandemic. The president is currently second in the polls, trailing 
by a whopping 15 points, and, if it wins, the Democratic Party may even be able 
to control both the Senate and the House of Representatives. In fact, the last time 
a president with such a low popularity rating had been re-elected was during 
WWII. 

With the pandemic, came the onset of the so-called pandemic market that was 
paired with an economic recession and a rise in social and political tensions. 
Faced with this steep hill to climb, the president’s strategy needed adjusting. And, 
according to some media reports, publicly available Republican Party strategy 
documents recommend that the president take a frontal attack on China. 
However, such an attack is reportedly viewed unfavourably by the electorate, and 

Chart 2
Market Returns as at June 30, 2020

Index Returns (%)
3 months YTD

FTSE Canada 91 Day T-Bill Index 0.1 0.8

FTSE Canada Universe Bond Index 5.9 7.5

S&P/TSX Composite Index 17.0 (7.5)

S&P 500 (Can. $) 15.3 1.8

MSCI - EAFE (Can. $) 9.9 (6.9)

MSCI - World (Can. $) 14.2 (1.0)

Exchange Rate (Can. $ / US $) (4.3) 5.0

Chart 3
Market Returns as at June 30, 2020

Index Returns (%)
3 months YTD

S&P/TSX Sector returns
Energy 10.9 (30.3)

Materials 42.0 15.4

Industrials 13.2 (3.8)

Consumer Discretionary 32.9 (10.8)

Consumer Staples 11.7 1.3

Health Care 9.9 (30.9)

Financials 6.2 (16.2)

Information Technology 68.3 62.0

Communication Services (1.0) (9.0)

Utilities 3.8 (1.7)

Real Estate 11.8 (20.0)

 

S&P/TSX Composite Index 17.0 (7.5)
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they dictate his chances of re-election in November. It remains to be seen 
whether this strategy will be successful, but we can expect potential diplomatic 
sparks this summer if recent history repeats itself.

Canada: Pandemic wrinkled his unanimous AAA rating

Canada, as explained last quarter, found itself in a multifaceted crisis: pandemic, 
declining access to resources, unemployment, rising prices, and border closures.

There is no need to repeat here the force of the pandemic’s economic impact 
since most of the elements mentioned above for the US economy apply to 
Canada too. On the other hand, Canada’s unemployment rate was as high as 
13.7% in May, which was the highest among the G-7.

Since the Canadian economy, like that of other developed countries, is heavily 
weighted towards service sectors, it is not surprising that its labour market is hit 
hard in times of social distancing. Canada’s employment rate (the number of 
workers as a percentage of the working-age population) fell from about 62.0% 
in March to an all-time low of 53.5% in May (Graph 7). We will likely see the 
ratio rise again over the next few years. Still, it will take several years for the 
Canadian economy to reintegrate all of these unemployed people back to work.

The Trudeau administration’s COVID-19 financial relief programs have been 
generous, including wage subsidies that have helped employers maintain their 
employment relationships with their workers. However, evidence suggests that 
these programs would not have been as popular as expected. In addition to the 
reasons cited above, there was also the generous Canadian Emergency Response 
Benefit (CERB), which would have prompted some companies, such as Air 
Canada, to initiate temporary layoffs rather than paying a small portion of their 
employees’ wages. 

As a result of these financial cushions and the growing pandemic economy, the 
majority of the pandemic’s newly unemployed households have been able to stay 
afloat during the containment. Still, concerns are now emerging about the speed 
at which Canada could rebound back from this challenging period. Time will tell 
whether Canada’s strategy reinforcing the employment relationship between 
employers and employees was the right one.

Business support programs have also been criticized since they are mostly loans 
and not grants, leaving many entrepreneurs with a heavy debt burden.

On the plus side, the various levels of the Canadian government’s debt burden 
are likely to be lower than expected, leaving more room for an eventual economic 

stimulus package. It is also likely that a temporary reduction in sales taxes (like 
Germany has already announced) would be an effective measure to encourage 
both households and businesses to spend money and stimulate our fragile 
economy back to some semblance of its former self.

Since, in the second quarter, Fitch downgraded Canada’s credit rating to “AA+ 
with a stable outlook,” it is evermore critical that we boost our economy from 
within. Fortunately, Canada continues to enjoy a perfect rating from the other 
three major rating agencies. While further downgrades are possible, Canada’s 
fiscal position remains enviable globally.

Despite appearances, we do not believe there is cause for concern for two 
reasons. First, Canada is not alone in its efforts to support a pandemic-stricken 
economy. It had ample fiscal room to act decisively. Second, interest rates on 
federal bonds remain at historic lows, indicating that the government will still 
have no difficulty financing its debt.

Markets: Optimism is back

Like 2020’s first quarter, its second-quarter made history. This time, however, for a 
different reason: Wall Street saw its best performance over 50 business days since 
the lows of March 23rd to mid-June. As of June 8th, the US S&P 500 Index had 
even recouped all of its losses since December 31, 2019!

At the end of March, the US Federal government made a brawny commitment to 
an unlimited financial easement program. More importantly, this program 
extended its purchases to the corporate bond market. Thus we argue that this 
would likely seal the bottom of the correction for both the equity and credit 
markets.

There were two main reasons for this statement.

First, an unlimited program of quantitative easing means that financial markets 
will be flooded with liquidity for years to come, and history tells us that this is 
more than enough to restore investors’ appetites for risk. The worst-case scenario 
for equity and credit markets is one in which liquidity is lacking. This is because 
investors fear that they will have difficulty exiting their positions in time. Also, 
programs launched by the Federal government and other major central banks 
around the world are driving such fears out of the picture.

Second, the announcement of corporate bond purchases is significant. The worst 
fear of policymakers (and investors) is that the current health crisis, which is 
temporary, will create permanent financial problems for American companies, 
pushing them towards bankruptcy. The Fed’s corporate bond purchase program 
directly addresses this issue by ensuring that any company that had good quality 
balance sheets before the health crisis began would be able to fund itself directly 
from the Fed should bond investors lack appetite. 

For now, this program’s very presence has been enough to both rekindle risk 
appetites and significantly lower credit spreads in the corporate credit market. 
This change was achieved without the Federal government having to lend directly. 
The magic is that the Fed’s presence in this market encourages investors to buy 
the securities of risky companies, trading at a discount since they understand that 
the Feds would reap the benefits if they did not.

In economic terms, this measure is also very positive, since it dramatically reduces 
the risk of a credit-market freeze. This risk reduction is the real transmission belt 
of the Westernized capitalist system, thus limiting the number of potential 
business bankruptcies and job losses resulting from the pandemic.

Chart 4
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Our level of confidence in March was reinforced by the broadly coordinated 
response by fiscal and monetary authorities worldwide. As mentioned in our 
publication last quarter, the accumulation of decisive action was exactly what the 
economy needed.

Among the vital fiscal elements, let us recall the early G-20 meeting to coordinate 
efforts. In total, the financial responses of governments the world over have 
exceeded 6% of the size of global GDP. This outcome is well beyond that of the 
2008-09 recession, and it continues to grow. 

In June, for example, Germany added another fiscal stimulus package to its 
platform, totalling 4% of the size of the German economy and 1% of the 
European economy. In the US, negotiations continue between Democrats and 
Republicans to launch another stimulus package later in 2020.

Regarding central banks, there has been a lot of talk about the Fed. Still, the ECB 
has added a lot of liquidity on top of the bond-purchase program the government 
initiated before the COVID-19 outbreak. In addition to a small corporate bond 
purchase program, the Bank of Canada also enrolled for the first time to buy 
federal and provincial bonds. 

Even central banks from emerging markets acted decisively, as they collectively 
cut policy rates by more than 2,000 basis points. Some observers now expect 
some of the other banks to announce quantitative easing programs soon.

All of this change explains the market’s extraordinary rebound in mid-June. Even 
the technical indicators focusing on market depth send positive long-term signals. 
At one point, more than 90% of S&P 500 stocks were trading above their 50-day 
moving average, a rare occurrence usually seen at the beginning of long bull 
markets.

This market craze was not limited to equities and the corporate credit market. 
Natural resources, such as oil and copper, also benefited. And, of course, the 
Canadian dollar, historically correlated with investors’ general risk appetite and 
resource prices, also had a very positive quarter.

Even so, in June, it became a matter of concern whether the markets had not 
bounced back too high, too fast. Signs of exuberance and complacency were 
beginning to percolate in early June. Also, stories of young investors making huge 
gains trading Netflix and Tesla, among others, were attracting media interest. 
History dictates that these episodes of rapid price rise often end badly. Therefore, 
we have taken a more neutral stance in the past month. 

In fact, we have begun to work with a scenario of gains consolidation in both the 
stock market and the corporate bond market over the summer. We expect a 
volatile third quarter, with the potential for a slight market decline over the next 
few months.

Bond markets are a different story, however. Government interest rates are still 
hovering at historic lows (Graph 8), which is a sign that bond investors are not at 
all convinced that the economy can recoup its losses as quickly as the stock 
market.

Therefore, as said above, the economic outlook for the coming years remains 
bleak and unclear. The main factor explaining this widespread low interest rate 
environment is, in our opinion, rather dependent on the general stance of central 
banks. Central banks, however, are increasingly announcing loud and clear that 
their key rates will remain at floor levels for as long as necessary. The 
accumulation of quantitative financial easing programs is also helping to 

maintain strong downward pressure on interest rates. This pressure leads us to 
believe that the bond market is probably trading in line with its fundamentals.

If this is the case, then we can expect the appeal of equity markets to remain 
high in the coming quarters. As a result, stock market valuations will appear 
expensive when compared to historical values.

In the second quarter, the Canadian bond market, as measured by the FTSE TMX 
Canada Universe Bond Index, returned +5.9%. Also, the FTSE TMX Canada Short 
Term Bond Index returned to +2.1%. Finally, the FTSE TMX Canada Long Bond 
Index returned +11.2%.

The US equity market, as measured by the S&P 500 Index, provided a total return 
of 20.5% in the second quarter (15.3% in Canadian dollars). The Canadian stock 
market, as measured by the S&P/TSX Index, rose by 17.0%. 

The European market, as represented by the MSCI Europe Index, returned 13.1% 
in the second quarter (10.6% in Canadian dollars). The MSCI EAFE Index returned 
12.6% in the same quarter (9.9% in Canadian dollars). Meanwhile, the MSCI 
World Index returned 18.5% for the quarter (14.2% in Canadian dollars). 
Emerging markets, as measured by the MSCI Emerging Markets Index, returned 
16.8% for the quarter (13.0% in Canadian dollars).

Strategy

Because we anticipated that the March 23rd low point would the worst of the 
pandemic’s bear market, during the second quarter of 2020, we adopted an 
aggressive strategy using various management solutions.

The first part of this strategy was directed at overweight equities, with a 
preference for US equities, given the favourable components of the Wall Street 
Stock Index. Indeed, the S&P 500 Index is composed of more than 40% of stocks 
in the technology and health care sectors. These two sectors are expected to have 
a tailwind in the coming years with a growing demand for teleworking, web-
based communications, and increased health care needs (Graph 9).

Our strategy did not disappoint, as Wall Street lead the first half of the quarter.

We then rotated our market overweight to Canadian, overseas, and emerging 
market equities, where more cyclical sectors such as finance, natural resources, 
and industry are more prominent. As economic news showed sequential 
improvement and the developed world reopened its economies, these markets 
began to shore up some of the lagging US indexes, finally allowing for healthy 
diversification within global equity markets.

In June, as signs of exaggeration began to appear, we gradually reduced the 
weight of US equities to underweight and direct the proceeds to cash. As the 
quarter ended, our Managed Solutions had neutral or below-target equity 
exposure. We anticipate a more volatile third quarter, in which international 
equities may outperform US equities due to their attractive valuations and the 
risks facing the US economy in the fall.

For instance, because the risk remains for an accelerated second wave of COVID-
19 cases in the US, particularly given President Trump’s profuse preference for a 
rapid (if unsafe) end to the lockdown and a return to normalcy. Indeed, in mid-
June, we saw worrisome signs as some states backtracked their plans to reopen.

Also, President Trump’s chances of being re-elected in the fall greatly diminished 
during the second quarter. His appeal was tarnished by his principal role in the 
country’s current, deeply troubled socio-economic climate. Perceptions are still so 
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Chart 5
Economic and financial scenarios

Economic scenario
Change since 

March 31, 2020

2018 2019 2020 2021 2022 2020 2021

U.S. Real GDP 2.9% 2.3% -6.0% 4.1% 2.9% -1.5% -0.4%

Inflation rate 2.5% 1.8% 0.8% 1.7% 2.0% -- -0.3%

Unemployment rate 3.9% 3.7% 10.2% 8.1% 7.0% -1.8% -0.9%

              

Canada Real GDP 2.0% 1.7% -5.8% 4.7% 2.4% -0.8% 0.7%

Inflation rate 2.3% 1.9% 0.6% 1.6% 2.0% +0.4% -0.4%
Unemployment rate 5.8% 5.7% 9.9% 8.0% 7.0% +0.9% --

Financial scenario* 
 

Targets
Change since  

March 31, 2020

Actual Dec. 2020 June 2021 Dec. 21 Dec. 2020 June 2021

Interest rate

U.S. 10-year rates 0.53% 0.95% 1.25% 1.50% -0.30% -1.00%

Canada 10-year rates 0.69% 0.75% 1.00% 1.20% -0.60% -1.30%

              

Exchange rates
US $/Can. $ 0.74 0.76 0.78 0.80 +0.20 0.00

US $/Euro 1.12 1.15 1.17 1.20 -- --

Oil price (WTI). US $ 39 42 45 47 +6 +5

S&P 500 3,100 3,150 3,270 3,400 +250 -30

S&P/TSX 15,515 16,450 17,250 17,960 +600 +250

 
* end of period

strong among …. Trump mismanaged both the present health crisis and the 
political tensions that continue to profoundly damage the country and its people. 

At least, on the upside, this tragedy has mobilized the entire planet to work 
together for solutions to the mounting problems accompanying this modern-day 
pandemic.

Also, if the current polls were the final say and a Democratic president was 
elected, with a Democratic majority in the Senate and Congress, it is reasonable 
to expect an initial negative stock market reaction. The reason for this reaction is 
simple: Democrats tend to be less lenient on corporate taxation and could turn the 
tide on the Trump administration’s reform measures, implemented at the end of 2017.

Moreover, given the close ties between Wall Street and the US corporate credit 
market, it is vital to take a good look at the US corporate credit market’s signals. 
As the quarter comes to a close, the tightening of credit spreads in high-yield 
corporate bonds suggests that investors are anticipating an overwhelming 
success for the Fed’s corporate credit market support program. Should a larger 
than expected wave of corporate defaults hit in the coming months, we could see 
a return to volatility on Wall Street.

In the bond market, rates remain anchored near historic lows. Given our 
expectations of a slow economic recovery (that the global economy will return to 

its late-2019 peak no sooner than 2022) and the need for central banks to 
maintain ultra-accommodative financial policies, it is difficult to see attractive 
returns from a bond portfolio in the coming quarters. In the longer term, since 
interest rates will eventually rise, we even expect government bonds to offer 
negative returns over the next 5 to 10 years.

As a result, we continue our strategy of underweighting bonds in our diversified 
portfolios in favour of equities and cash. The latter allows us to quickly dive into 
riskier markets such as equity or trade credit when an opportunity arises.

Finally, in terms of risk management tools, the historically low level of interest 
rates has the unfortunate effect of greatly reducing the effectiveness of one of 
our main risk management tools: long-term bonds. Current bond market 
valuations limit the return potential of this asset class in declining equity markets 
when interest rates are not attractive enough to justify long-term holdings.

We now prefer to use gold as a risk management tool, since it has demonstrated 
since the beginning of the year, that it offers good portfolio diversification and a 
tendency to appreciate in periods of stock market volatility. As a bonus, the long-
term outlook for this precious metal is, in our opinion, favourable, with all the 
liquidity that central banks will inject over the next few years. Indeed, the 2008 
to 2012 episodes showed that quantitative easing is beneficial to gold, so we 
expect it to fetch higher prices in the quarters and years to come.
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Sectors weights (%)* U.S. Canada EAFE EM Japan
Information Technology 26.3% 10.4% 8.0% 16.7% 11.9%
Health Care 15.0% 1.0% 14.7% 3.8% 12.0%
Financials 10.3% 34.0% 15.7% 20.2% 9.4%
Telecommunication Services 10.9% 3.2% 5.4% 13.0% 9.2%
Consumer Discretionary 11.0% 3.6% 11.6% 15.9% 18.1%
Industrials 8.0% 9.8% 14.6% 5.0% 20.4%
Consumer Staples 6.9% 5.0% 12.2% 6.7% 8.2%
Utilities 3.2% 3.9% 4.1% 2.5% 1.7%
Real Estate 3.0% 0.6% 3.2% 2.7% 3.6%
Energy 2.8% 15.8% 3.5% 6.4% 0.7%
Materials 2.5% 12.9% 7.1% 7.1% 4.8%

Source: MSCI INC, May 29, 2020

Poids des secteurs (%)* É.-U. Canada EAEO M.É. Japan
Technologie de l'information 26,3% 10,4% 8,0% 16,7% 11,9%
Soins de santé 15,0% 1,0% 14,7% 3,8% 12,0%
Financières 10,3% 34,0% 15,7% 20,2% 9,4%
Services de télécommunication 10,9% 3,2% 5,4% 13,0% 9,2%
Consommation discrétionnaire 11,0% 3,6% 11,6% 15,9% 18,1%
Industriels 8,0% 9,8% 14,6% 5,0% 20,4%
Consommation de base 6,9% 5,0% 12,2% 6,7% 8,2%
Services publics 3,2% 3,9% 4,1% 2,5% 1,7%
Immobilier 3,0% 0,6% 3,2% 2,7% 3,6%
Énergie 2,8% 15,8% 3,5% 6,4% 0,7%
Matériaux 2,5% 12,9% 7,1% 7,1% 4,8%

Source: MSCI INC, 29 Mai 2020
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