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“There are decades where nothing happens 
and weeks where decades happen…”
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Industrial Alliance Insurance and Financial Services Inc.

The title of our first quarterly publication of 2020, borrowed from a historic figure, 
seems to perfectly sum up the new era we entered this February. 

The stars seemed to forecast that the world economy would float down a long, 
quiet river this year (apart from the potential rough patch around November’s 
U.S. presidential election, of course). Instead, the entire planet has been plunged 
into one of the worst health crises in modern history. We can now speak of a pre-
COVID-19 and a post-COVID-19 world.

Everywhere we look, we see things we never thought we’d see. 

As the quarter draws to a close, more than a third of humanity is in confinement. 
The world economy is slowing down, and preliminary data suggest that this will 
be an even sharper downturn than the 2008 crisis. The Canada-U.S. border is 
closed except for transportation of essential goods. And the financial markets 
(stocks, bonds, currencies, and natural resources alike) are showing historic 
volatility. As if that wasn’t enough, in March the U.S. stock market posted its 
most rapid 30+% decline in its entire history, a feat accomplished in just 23 days. 
In fact, we are coming out of the worst first quarter in the history of the U.S. 
stock market, and the fifth-worst quarter ever, with a decline of exactly 20.0%.

As an investor, it is more important than ever to remember the lessons of the 
past as we cope with these extraordinary times.

First of all, the best investment you can make is one that doesn’t keep you awake 
at night. If your sleep is affected by market volatility, we strongly encourage you 
to talk to your Investment Advisor.

Secondly, we must avoid succumbing to fear and crystallizing our losses when 
markets are already down by more than 20%.

Thirdly, we have to avoid the urge to catch the bottom of the market. This is the 
most important point. You can only see the trough once it has passed, and 
catching it is a question of luck, not talent! The important thing is to keep your 
investments in the market and, if you have new money to invest, to put it to work 
gradually, by buying slowly every week, for instance. This will maximize your 
chances of buying at least some of your shares close to the market bottom.

Finally, it’s important to maintain a well-diversified portfolio. An investor taking 
complete refuge in the safety of bonds right now will miss out on the eventual 
stock market rebound. Conversely, an investor completely invested in equities is 
at risk if stock prices fall again.

In short, as we’ve said before, it’s never been more important to keep a cool head 
and talk to your Investment Advisor. We are adamant that when the year 2020 
comes to a close, you will be glad you acted on these simple tips.

COVID-19: Looking back on a quarter that will be remembered for 
a long time 

The world economy nearly came to a halt in March, hit hard by the COVID-19 
pandemic. First, let’s take a quick look back at the progression of the virus since 
its emergence in the city of Wuhan, China, in late 2019.

After a false start during which it hesitated to take the threat seriously, the 
Chinese government’s strong and radical reaction paved the way for other 
affected countries: China chose the path of social isolation, sacrificing the 
economy in order to “flatten the curve,” i.e., to limit as much as possible the 
rapid explosion in the number of infections and thus avoid overloading the health 
system.

The government gradually ordered most of the population of Hubei Province into 
home confinement, starting on January 23, 2020, when death toll surpassed 30.

The epicentre then shifted to South Korea, Europe and the United States.

Korea in turn led the way by adopting a strategy of large-scale testing, for 
example by setting up roadblocks where all those who tested positive for COVID-
19 were immediately quarantined, along with their relatives and recent contacts. 
Like China, Korea was able to contain COVID-19 contagion in approximately one 
month.
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Unfortunately, the story has not ended so well everywhere around the world. Italy 
and Spain, for example, now bear the brunt of the pandemic; their health care 
systems are overwhelmed, forcing doctors to make difficult choices.

As the quarter closes, we are monitoring the progress of cases globally, but 
especially in Europe and the United States, where the number of new infections 
and deaths continues to accelerate.

Economic impacts of the COVID-19 pandemic

Demonstrating the suddenness with which turnarounds can occur, the global 
economy slowed from moderate and broad-based acceleration to a grinding halt 
in the first quarter.

Whether in Asia, Europe, North America, Africa or Oceania, we expect economic 
data in the first half of the year to hit historic lows.

China provided a preview in February, when its manufacturing PMI index 
suddenly collapsed to below the previous low of 2008–2009 (Graph 1). The good 
news is that as the quarantine ends for parts of the Chinese economy, economic 
activity seems to be on the way to a gradual and orderly recovery, 
unaccompanied by any resurgence in COVID-19 infections.

The main economic data published in Europe and North America do not yet cover 
the damage that is taking place, but we do have some previews of the extent of 
the slowdown.

The PMI indices published at the end of the quarter show an abrupt halt in the 
services sector in Europe, following China’s lead, with lows not seen in recent 
history. Manufacturing sector indicators seem to be holding up well for the time 
being, but the service sector, where many small, local businesses such as 
restaurants and hotels are concentrated, is obviously hardest hit.

The main economic indicator to watch in the coming months is undoubtedly the 
labour market, specifically the number of new employment insurance claims. In 
both Canada and the United States, the drastic measures of business closures 
and home confinement have led to millions of temporary layoffs; there have been 
more than 10,000,000 new employment insurance claims south of the border 

since the start of the crisis (Graph 2), and more than 2,000,000 in Canada.

Depending on how these temporary layoffs are accounted for in official statistics, 
the unemployment rate in North America may rise by more than 10% before 
returning to a downward trend when the containment measures are lifted. Note 
that in Canada, for instance, one is considered unemployed only if one is actively 
looking for a new job, so official unemployment rate statistics could be lower 
than expected. 

Faced with this tsunami of employment insurance claims, the federal governments 
of both countries put in place extraordinary measures.

The U.S. response was a $2 trillion tax plan, equivalent to 10% of GDP, consisting 
of measures including loans for affected businesses, cheques for all middle- and 
low-income Americans, and assistance envelopes for local governments. About 
half of this astronomical sum is an injection of new money; the other half is loans 
which will have only a temporary effect.

In Canada, the Trudeau government has also announced several measures 
totalling more than $150 billion, or over 7% of GDP. Canada’s approach is to 
subsidize the wages of employees working for companies affected by the 
downturn in order to limit the number of layoffs and the inconvenience to 
workers and companies resulting from the cycle of layoffs and re-employment. In 
addition to this measure, the federal government has, among other things, 
delayed tax payment dates for businesses and individuals and guaranteed bank 
loans of up to $40,000 for businesses in need, with no interest payments in the 
first year.

Other measures focused on economic recovery are likely to follow in a second 
phase.

The current situation invites a great deal of reflection.

The way the pandemic is hammering the world economy illustrates the limits of 
an economic model based on globalization and will most likely force world 
leaders to re-examine the benefits of globalization in fuller perspective. 

These benefits have obviously been numerous. The concentration of production of 
several goods and services in certain regions of the world according to availability 

Chart 1
Returns of the Canadian Bond Market as at March 31, 2020

Index Returns (%)
3 months 1 year

FTSE Canada Universe Bond Index 1.6 4.5 

  

FTSE Canada Short Term Bond Index 1.8 3.2 

FTSE Canada Mid Term Bond Index 3.3 5.3 

FTSE Canada Long Term Bond Index 0.2 5.6 

  

FTSE Canada Federal 5.1 6.4 

FTSE Canada Provincial 1.3 5.0 

FTSE Canada Municipal 1.2 5.0 

FTSE Canada Corporate (2.5) 1.3 

Graph 3
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of capital and the qualifications of the labour force has allowed the world 
economy to accelerate its growth rate since the 1960s, as has strong 
demographic growth.

Today, however, it is clear that this specialization of production capacity has made 
the global economy highly interdependent and vulnerable to a sudden shutdown 
in any one country that participates in a long supply chain. This was 
demonstrated in January and February: when China quarantined Hubei province, 
some auto plants in Korea had to stop production due to a lack of certain parts.

Containment and plant closures in North America could also result in a significant 
domino effect. For example, if some Canadian provinces temporarily close their 
aluminum smelters, what happens to the processing plants in neighbouring 
provinces, or even in the U.S., our main trading partner?

These questions give rise to two important observations.

First of all, concerted action by G-20 countries will be the key to resolving the 
public health crisis to which we are currently subjected and, above all, to 
preventing it from turning into an economic crisis.

We were very encouraged to learn that in late March, G-20 finance ministers and 
central bankers met via videoconference to establish a communications channel 
for 1) sharing medical advances on possible treatment and vaccines, 2) discussing 
the removal of certain tariffs, and 3) establishing concerted fiscal responses. 

The month of March had already seen concerted announcements from the 
world’s central banks; it is encouraging to see the G-20 leaders move so quickly 
as well. Remember that in 2008, it took months for these same leaders to consult 
with each other, needlessly prolonging the uncertainty at the heart of the crisis.

Second of all, it should come as no surprise if the next decade is marked by a 
retreat from globalization and changes to the global supply chain. 

The Trump administration’s pressure in recent years on America’s major trading 
partners, amounting to a re-emergence of protectionism, had already prompted 
some multinationals to repatriate part of their production and seek local trading 
partners. 

While the reasons for it has now changed, this movement toward repatriation 
might well accelerate in order to ensure the resilience of the capitalist system. 
And of course, just as the rise of globalization was a source of growth, its retreat 
will hinder global economic growth. Hopefully, however, its retreat will also result 
in an economy less exposed to sudden shocks and stops such as those caused by 
pandemics.

Before moving on to the financial markets, a few words about the oil market.

As if the cocktail of negative economic impacts caused by the pandemic, to which 
the Canadian economy was among the most exposed, in our view, was not 
enough, Canada now faces a collapse in the price of oil.

When Saudi Arabia declared a new price war in early March, it was quite a 
surprise to markets, not dissimilar to the surprise that struck at the end of 2014. 
Faced with Russia’s refusal to cooperate with the Organization of Petroleum 
Exporting Countries (OPEC) and to reduce its production to prop up oil prices, 
Saudi Arabia surprisingly chose to echo Russia’s strategy, massively and rapidly 
increasing its oil production from April onwards. This decision caused a shock 
wave in financial markets: investors had expected a production cut of about  
1.5 million barrels per day to counter the massive drop in demand resulting from 
the COVID-19 pandemic. 

The price of the WTI benchmark barrel ended the quarter close to $20, a level not 
seen since 2002, and the price of a Canadian barrel even fell briefly below $4!

The situation remains fluid as the quarter comes to a close; President Trump is 
trying to convince his Russian counterpart to find a solution, but we can fully 
expect the Canadian economy, as well as the loonie, to suffer in the first half of 
the year.

Financial markets: The end of the longest bull market in history

The world’s stock markets sank into a bear market in the first quarter of 2020. 
Few investors or economists would have expected to write those words earlier 
this year! But here we are, and the longest bull market in history has ended after 
an 11-year run, almost to the day.

Chart 2
Market Returns as at March 31, 2020

Index Returns (%)
3 months 1 year

FTSE Canada 91 Day T-Bill Index 0.7 1.9 

FTSE Canada Universe Bond Index 1.6 4.5 

S&P/TSX Composite Index (20.9) (14.2)

S&P 500 (Can. $) (11.7) (0.9)

MSCI - EAFE (Can. $) (15.3) (8.8)

MSCI - World (Can. $) (13.3) (4.5)

  

Exchange Rate (Can. $ / US $) 9.8 6.5 

Chart 3
Market Returns as at March 31, 2020

Index Returns (%)
3 months 1 year

S&P/TSX Sector returns
Energy (37.1) (37.1)

Materials (18.8) (18.8)

Industrials (15.0) (15.0)

Consumer Discretionary (32.8) (32.8)

Consumer Staples (9.3) (9.3)

Health Care (37.1) (37.1)

Financials (21.1) (21.1)

Information Technology (3.7) (3.7)

Communication Services (8.1) (8.1)

Utilities (5.3) (5.3)

Real Estate (28.4) (28.4)

   

S&P/TSX Composite Index (20.9) (14.2)
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It was in fact the fastest bear market decline in the history of the stock market. A 
bear market is defined as a decline of more than 20% in the value of a stock 
market since its most recent peak. Not only that, it was the fastest decline of 
more than 30% in the history of the U.S. stock market, occurring in just 23 days 
(Graph 3).

We like the adage that “history does not necessarily repeat itself, but it rhymes.” 
However, we’ve looked at all the bear markets in history to draw parallels, but the 
current situation doesn’t really have historical parallels.

The COVID-19 pandemic has created a sharp and abrupt halt in economic 
activity. We continue to anticipate that the health crisis will be short-lived. The 
real danger, however, and it is very real, is that companies and households will 
not be able to get through the crisis without avoiding bankruptcy. The world’s 
central banks came together and acted decisively in March to work toward a 
downward spiral in interest rates.

The U.S. Federal Reserve (the “Fed”) started the ball rolling with not one, but two 
cuts to its policy rate in March. These cuts were made outside of the scheduled 
decision schedule and totalled 150 basis points, bringing the policy rate right 
down to the zero bound. The Fed did not stop there, as it reinstated its 
quantitative easing program, this time on an “unlimited” basis, meaning that it 
will buy as many securities as necessary on the secondary market.

But in our opinion, the most important measure announced by the Fed was the 
inclusion of the corporate credit securities of companies with good balance sheets 
in its purchase program, which greatly reduces the risk that this market will run 
out of liquidity and ensures the smooth functioning of the corporate credit belt.

Other central banks around the world have also taken action with an emphasis 
on providing liquidity to financial markets, enacting bond repos, targeted lending 
programs to banks, and other measures, all in an attempt to avoid a devastating 
domino effect.

The Bank of Canada took part in this wave of action, cutting its key policy rate by 
150 basis points in three 50-point increments. It has also taken targeted liquidity 
measures including the purchase of collateralized mortgage-backed securities in 
the secondary market and the purchase of federal government bonds, thus 
launching a de facto quantitative easing program of $5 billion per week. In our 
view, the Bank has managed the situation very well by acting quickly and 
decisively, and we expect that it will remain flexible going forward.

The question we get asked on a daily basis as the quarter closes is, of course, Is 
the market bottom finally behind us? Unless your investment horizon is 3 days or 
3 weeks, we believe that this is not the right question to ask, since it is virtually 
impossible to identify the bottom in real time; you only find out when it occurred 
after the fact.

Given that the market decline hit 30% at some point in March, we actually argue 
that there is a very high probability that the markets will have recovered much of 
this decline by December 31, 2020. We believe in keeping a cool head, and that 
the best strategy to adopt at this time is to avoid crystallizing losses by 
succumbing to panic. Instead, take this as an opportunity to put money to work. 
History has demonstrated that even years that see record quarterly lows do not 
necessarily end in disastrous annual returns (Graph 4). When a store puts 
everything on sale, it’s usually a good time to fill your shopping cart!

The bond market also had a turbulent quarter. The decline in interest rates was 
also historic, as was the widening of credit spreads on corporate bonds and those 
of Canadian provinces. Many investors were surprised, and rightly so, to see the 
returns on the main bond indices turn red this quarter despite the central banks’ 
rate cuts, and to see federal bond rates hit 0.5%.

Well, like the stock markets, the bond markets were caught in a panic that at one 
point caused investors to sell everything they could, creating downward pressure 
on the prices of high-quality bonds such as provincial and investment grade 
corporate bonds. This fire sale had the effect of widening the interest rate spreads 
on these securities, which represent a significant portion of the major bond 
indices, causing the total return on a well-diversified bond portfolio to spend 
most of the quarter in negative territory.

In the first quarter, the Canadian bond market, as measured by the FTSE TMX 
Canada Universe Bond Index, returned +1.6%. The FTSE TMX Canada Short Term 
Bond Index returned +1.8%. The FTSE TMX Canada Long Bond Index returned 
+0.2%.

The U.S. equity market, as measured by the S&P 500 Index, provided a total 
return of -19.6% in the fourth quarter (-11.7% in Canadian dollars). The 
Canadian stock market, as measured by the S&P/TSX Index, returned -20.9%. 

The European market, as represented by the MSCI Europe Index, returned -21.8% 
in the first quarter (-16.8% in Canadian dollars). The MSCI EAFE Index returned 
-20.5% in the quarter (-15.3% in Canadian dollars). The MSCI World Index 
returned -20.1% for the quarter (-13.3% in Canadian dollars). Emerging markets, 
as measured by the MSCI Emerging Markets Index, returned -19.0% for the 
quarter (-16.1% in Canadian dollar terms).

Strategy: Positioning to benefit from a possible market rebound

The question to ask at the end of the quarter is: how do bonds fit into a balanced 
portfolio?

Although interest rates are very low at this point in time and a return to normal 
will likely create a headwind for government bond yields in 2020, we continue to 
value bonds as part of a long-term portfolio. Regardless of the market 
environment, bonds provide a stabilizing role within a balanced portfolio, in 
addition to offering regular income that can be reinvested along the way. In 
short, while stocks are the motor of a balanced portfolio, bonds are its shock 
absorbers.

Since recoveries from a market downturn rarely trace a straight line, and since it 
is futile to try to anticipate the exact timing of the bottom, we recommend that 

Chart 4
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investors gradually put money back into play over the coming months. The 
important thing is to avoid the classic mistakes of 1) crystallizing a loss by selling 
everything when the market is already in bear market territory, 2) investing 
everything in a single tranche, trying to catch the absolute bottom, and 3) waiting 
for economic data to indicate that the crisis is behind us before reinvesting. All 
three strategies are based on the emotions of fear or greed and guarantee poor 
results.

Our diversified fund’s investment strategy was three-pronged in the first quarter.

First, with high stock market prices in January coupled with a positive outlook for 
corporate earnings growth, the funds were overweight in equities but were 
backed up by put options on equity indexes to protect the portfolios from a sharp 
market decline. We had also established a gold position, as well as long bonds as 
a protective measure.

When the pandemic began to spill over from China and rocked global markets, 
we were able to make profits on these options in addition to reducing the 
weighting of equities to reduce risk within the portfolio. 

Third, as the markets bottomed out again, we gradually increased the weighting 
of equities during the month of March, with a particular emphasis on emerging 
market equities and North American and European bank stocks.

Our strategy was also articulated by a marked increase in the weight of corporate 
bonds in March, following the Fed’s announcement that it would add these 
securities to its quantitative easing program. Credit spreads had widened close to 
historic highs at that time, creating a good buying opportunity in our view.

Finally, through each of these steps, we actively managed our foreign currency 
exposure based on market fluctuations and our estimate of the equilibrium value 
of the Canadian dollar.

Looking ahead, our strategy will be to increase further, but gradually, the weight 
of equities within the various mandates in order to benefit from the market 
rebound. The pace and extent of these equity purchases will be determined by 
several factors, including rising expectations for corporate earnings, market 
valuations, the rate of new COVID-19 cases, interest rate movements and, finally, 
changes in economic data.

We are reasonably confident that the markets will have recovered a good part of 
their losses by the end of the year, but feel that it is impossible to predict the 
precise trajectory they will follow to get there. We also doubt that the markets 
will return to their recent peak within the year. 

A study published by Goldman Sachs on “bear markets” suggests that, 
historically, recoveries from recessions caused by a specific event, similar to the 
one we are currently experiencing, are relatively rapid. As shown in (Graph 5), the 
authors of the study divided bear markets since the 1800s into three categories: 
structural (2008 Crisis, Great Depression of the 1930s), cyclical (the most 
common type of recession), and those caused by an extraordinary event, such as 
the one we are currently experiencing.

Although setbacks following an extraordinary event are shallower, last less time 
and are followed by a quicker rebound, it would be very surprising if the current 
environment became a thing of the past in less than 9 months. In fact, 
historically, setbacks of 15 to 20% take an average of 9 to 12 months to recover 
losses, so one would expect that, in an optimistic scenario, we would return to 
previous peaks somewhere in 2021 at the earliest.
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Chart 5
Economic and financial scenarios

Economic scenario
Change since 

December 31, 2019

2018 2019 2020 2021 2022 2020 2021

U.S. Real GDP 2.9% 2.3% -4.5% 4.5% 3.5% -6.2% +2.7%

Inflation rate 2.5% 1.8% 0.8% 2.0% 2.6% -1.2% -0.1%

Unemployment rate 3.9% 3.7% 12.0% 9.0% 7.0% +8.4% +5.3%

              

Canada Real GDP 2.0% 1.6% -5.0% 4.0% 3.0% -6.6% +2.3%

Inflation rate 2.3% 1.9% 0.2% 2.0% 2.5% -1.8% --
Unemployment rate 5.8% 5.7% 9.0% 8.0% 7.0% +3.4% +2.4%

Financial scenario* 
 

Targets
Change since  

December 31, 2019

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

Interest rate

U.S. 10-year rates 0.67% 0.75% 1.25% 2.25% -1.35% -0.95%

Canada 10-year rates 0.69% 0.82% 1.35% 2.30% -0.98% -0.75%

              

Exchange rates
US $/Can. $ 0.71 0.68 0.74 0.80 -0.12 -0.08

US $/Euro 1.10 1.12 1.15 1.17 -0.01 --

Oil price (WTI). US $ 20 30 36 40 -32 -27

S&P 500 2,585 2,650 2,900 3,300 -600 -400

S&P/TSX 13,379 13,800 15,850 17,000 -3,700 -2,650

 
* end of period
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