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The third quarter of 2020 followed the prevailing mood as the world economy 
continues to rebound from the worst quarter in modern times.

Buoyed by massive liquidity injections from the central banks and a brighter 
economic outlook for the year ahead, major stock exchanges have added to their 
accumulated gains since the slump in March. This optimism on the part of 
investors is reflected in the discourse of governments around the world, which 
seem to have settled on a consensus whereby a return to lockdown conditions 
would be unwelcome.

The notorious second wave, which we’ve all been expecting and dreading, is 
emerging forcefully, particularly in Europe and right here in Canada. For the time 
being, confinement measures and economic-sector shutdowns are limited to 
target regions and industries. In Spain, for instance, where the second wave is 
hitting very hard, the authorities were still reluctant to impose strict measures in 
and around Madrid as the third quarter came to a close. Consequently, we must 
expect the spread of the virus to continue until the much talked-about vaccine is 
finally found – and hope that the global economic recovery continues.

On the financial markets, the months of August and September were hectic and 
are very likely reliable indicators for what awaits us in future quarters.

To begin with, the price of gold soared to more than $2,000 an ounce, following 
a sudden surge of interest from small and large investors all around the world. 
Even though we expect several more favourable quarters for the price of this 
precious metal, we weren’t surprised to a healthy correction of nearly 10% occur 
at the end of August and beginning of September, since the history of gold prices 
is marked by volatility.

The same applies to Wall Street, where the S&P 500 and Nasdaq indices had an 
outstanding upsurge in August before plummeting back to earth in September.

If history repeats itself, the behaviour of the markets in the years ahead may 
mimic what we witnessed in the third quarter, that is to say, an uptrend with 
periods of sharp spikes driven by liquidity and followed by quick corrections, 
thereby creating new purchase points for disciplined and opportunistic investors.

The world: The global economy outpacing expectations

The global recovery is proceeding much better than expected, and the economic 
surprise index has attained record levels across the world (Graph 1). Two factors 
are at play: economic analysts’ expectations were probably too pessimistic; and 
the compound effects of monetary and fiscal stimulus measures are much greater 
than expected.

However, we must remain cautious and not raise our expectations too quickly, 
since at the time of writing, a second wave of the spread of COVID-19 is 
emerging in Spain, France and, unfortunately, right here in Canada (Graph 2).

The good news, if there is any, is that governments around the world seem to 
believe that a return to a complete shutdown of the economy in the event of a 
marked resurgence of the virus in the coming quarters is unwelcome, making it 
highly unlikely. What is likely to occur is that certain sectors of activity such as 
local services, restaurants, bars, and arts and entertainment will be subject to 
restrictions of varying intensity for a long time to come, but the rest of the 
economy may continue to operate more freely.

As a result, it’s reasonable to think that we are indeed past the worst of the crisis 
in economic terms, whether there is a second wave or not.

In fact, the Organisation for Economic Co-operation and Development (OECD) 
has favourably revised its medium-term forecast scenario and now expects the 
result of a second wave in autumn to be “mere” economic stagnation rather than 
a collapse akin to what we experienced in the first two quarters of 2020.

The OECD scenario (Graph 3) predicts slow recovery in the next few years and 
places much less importance on the effect of the virus than it did in the previous 
version released in the spring. You may recall that the previous scenario had 
predicted – in the event of a second wave – another recession of comparable 
magnitude to that of the first recession of 2020.
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As the third quarter draws to a close, now seems a good time to take stock. The 
first wave of closure of the world economy probably shrank global GDP by 10 to 
15% in the first half of the year, and the long-awaited rebound since the 
relaunch of the economy is going well.

In the absence of a severe second wave, which would contradict the OECD’s 
forecast and further shrink the world economy, we can expect global economic 
growth for 2020 to be about -5%.

As mentioned above, the concerted efforts of governments and central banks 
largely account for the strength of the rebound. For the first time in modern 
times, we’ve had a recession in which household disposable income and the 
savings rate actually increased. Collectively, governments cushioned the fall for 
households and businesses, thereby fostering an economic recovery that was 
initially V-shaped. In addition, as a result of the decline in confidence and 
distancing measures, a portion of government transfers still remain in the pockets 
of taxpayers, which will further promote an orderly recovery in the coming 
quarters.

Following the initial rebound, however, we are now entering the slower part of 
the recovery, where vulnerabilities persist. From this point onward, the occurrence 
of a second wave may offset government support and plunge the world economy 
into stagnation or, worse, another recession.

In other words, we must expect one of the two scenarios outlined below.

In the first scenario, we avoid a severe second wave, and the world economy 
pursues growth at a slower rate, restoring GDP to its 2019 yearend level only in 
2022 at the earliest.

In the second scenario, the world economy is shaken once again by a wave of 
COVID-19 contamination, putting the brakes on the economy’s upward trend and 
intensifying the risk of a new economic contraction. In this scenario, it is difficult 
to foresee a return to 2019 levels before 2023 or 2024.

In the meantime, it is important to keep fiscal and monetary stimulus measures in 
place and avoid any occurrences of economic vulnerability that may be 
exacerbated by a sudden increase in the number of new cases.

As is often said, a healthy global economy must rely on its main pillars of China, 
Europe, and the United States.

The economic picture in China, a country that seems to have succeeded by drastic 
means in stifling the spread of the virus, is also very positive. As the third quarter 
ends, we note that industrial production has made a strong recovery since its 
slump at the start of the year, and is even back in positive territory when 
compared to its level of December 2019. As for household consumption, retail 
sales posted net growth in August as compared with the same date last year.

In short, nothing is won, but there is reason to be pleased with China’s strong 
economic performance in the third quarter, which reflects the strength of the 
rebound in the global economy.

Europe: Confidence setting in despite an emerging second wave

The European economy was hardest hit by the pandemic in the first half of the 
year, with annualized declines of 12% in the first quarter and 40% in the second 
quarter. Public discipline and fiscal measures paid off in the third quarter, 
however, as the eurozone economy is heading for a quarterly rebound of around 
35%, also at an annualized rate. As in China, we note that the manufacturing 
sector (sizeable in Germany) and household consumption are performing well, 
supporting the confidence of business leaders, which reached a 20-year peak in 
August (Graph 4).

For instance, the automotive sector in Germany, which is key to the country’s 
economy, posted a strong rebound in production in July, even returning to close 
to pre-pandemic levels.

Here, too, a dose of caution remains in order, since the marked increase in the 
number of new cases, in Spain and France in particular, reminds us that the battle 
is not won. High-frequency data tracking, for example, people’s mobility and visits 
to restaurant and shopping centres, seemed to reach a new plateau in August. 
Apparently, banks have also started to tighten their credit conditions and are less 
inclined to make mortgage loans available to new homebuyers.

As noted above, steady support from tax authorities in Europe is vital, just as it is 
everywhere else. Establishing a form of fiscal union, covered in detail in last 
quarter’s publication, will ensure continuity and, above all, targeted support to 
the regions that need it most. Still, we welcome the initiative, announced by the 
German government, to maintain its payroll subsidy until December 2021. As a 
result, everything is in place to support business confidence, stimulate hiring and 

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

Index Returns (%)
3 months YTD

FTSE Canada Universe Bond Index 0.4 8.0 

  

FTSE Canada Short Term Bond Index 0.7 4.8 

FTSE Canada Mid Term Bond Index 1.1 9.4 

FTSE Canada Long Term Bond Index (0.3) 11.0 

FTSE Canada Federal 0.0 7.5 

FTSE Canada Provincial 0.1 9.2 

FTSE Canada Municipal 1.1 9.3 

FTSE Canada Corporate 1.3 6.8 

Graph 3
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investment, and promote a long and vigorous economic recovery in Europe in the 
years ahead.

While we may have forgotten Brexit somewhat, the fact is that it still isn’t settled. 
Lately, it has come back in the spotlight.

As you may recall, the United Kingdom and the European Union came to an 
agreement nearly a year ago, and their separation came into effect on January 
31, 2020. However, the final agreement governing, among other things, trade 
links and the mobility of citizens from both regions is still being negotiated, with 
a deadline of October 16.

The odds of reaching an agreement prior to that date have recently plummeted. 
The Parliament of the United Kingdom has voted an amendment to the previous 
agreement, a procedure that constitutes a breach of international law, igniting a 
firestorm of controversy in the European Union. As a result, it is possible that a 
disorderly split will take place at the end of the year and that trade between 

these two economic powers will be disrupted. A great deal has happened since 
the infamous referendum of 2016, and the impact may not be as great as 
previously foreseen, but we should expect tension and probably some slight 
volatility on European markets if the situation is not resolved quickly.

United States: Looking ahead to the election in November

The U.S. economy is also struggling with the economic repercussions of the 
pandemic, and its efforts at containing the first wave leaves much to be desired. 
Massive tax efforts have so far succeeded in cushioning the blow and providing 
the world’s largest economy with some impetus, but the discord in Washington is 
clearly weighing on the economic data’s momentum.

The contraction of U.S. GDP in the second quarter does compare favourably with 
other developed countries, at around -31% at an annualized rate. If we look back 
at quarterly performance figures of the past hundred years, the second quarter of 
2020 would rank as the fifth-worst quarterly contraction in history, after the first 
quarter of 1946, the first and third quarters of 1932, and the first quarter of 
1921 (Graph 5).

But looking ahead rather than in the rear-view mirror, we can discern some more 
disturbing signs. As is the case elsewhere in the world, disposable household 
income in the United States has gone up during the pandemic as a result of 
government transfers through increases to employment insurance, for instance. 
Unlike Europe and Canada, however, government support came to an end in 
large part in the summer due to the two political parties’ inability to agree on the 
appropriate extent and nature of the next phase of stimulus measures. 

Consequently, the U.S. finds itself with a huge number of people who are 
unemployed, who no longer receive government support, and who face an 
employment market that creates fewer and fewer jobs every month. In addition, 
the spread of COVID-19 is still not under control, and the social climate is 
increasingly tense. Given this situation, it’s no wonder that household confidence 
remains fragile.

This lack of confidence among U.S. households is worrisome because, as we’ve 
stated repeatedly in this publication, consumption represents approximately 70% 
of U.S. GDP. Service-related spending, for example in restaurants, is restricted due 
to social distancing requirements, and retail sales have clearly slowed down since 
July, with a slight monthly uptick of 0.6% in August (Graph 6).

This lack of confidence, however, is not evident in the real estate sector, which is 
in full swing due to falling interest rates (see the Canada section below for 
greater detail), but there is reason to believe that the U.S. economy is more 
fragile than the majority of developed economies since it has already reopened 
several sectors of economic activity.

As Americans prepare to vote in November, there is reason to worry that 
partisanship will grow more intense between now and then.

Clearly, the election will be the defining event of the final quarter, and the first 
debate at the end of September has set the tone!

The stakes are high, including managing the public health crisis, which will differ 
depending on which of the two candidates, Biden or Trump, is elected. In 
addition, the Democratic platform includes significant tax increases over the next 
few years.

We won’t venture to predict the outcome of the election (at the moment,  
Mr. Biden has a fragile lead in the polls), but we’re convinced that the worst 

Chart 2
Market Returns as at September 30, 2020

Index Returns (%)
3 months YTD

FTSE Canada 91 Day T-Bill Index 0.1 0.8 

FTSE Canada Universe Bond Index 0.4 8.0 

S&P/TSX Composite Index 4.7 (3.1)

S&P 500 (Can. $) 6.8 8.7 

MSCI - EAFE (Can. $) 2.8 (4.3)

MSCI - World (Can. $) 5.8 4.8 

Exchange Rate (Can. $ / US $) (1.9) 3.0 

Chart 3
Market Returns as at September 30, 2020

Index Returns (%)
3 months YTD

S&P/TSX Sector returns
Energy (8.1) (35.9)

Materials 9.1 25.8 

Industrials 13.6 9.3 

Consumer Discretionary 8.4 (3.2)

Consumer Staples 9.1 10.5 

Health Care (14.3) (40.8)

Financials 4.0 (12.9)

Information Technology 3.6 67.9 

Communication Services 2.0 (7.1)

Utilities 11.0 9.2 

Real Estate 4.1 (16.7)

 

S&P/TSX Composite Index 4.7 (3.1)
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result for the markets would be a very narrow victory for Mr. Biden. We would 
then be plunged into a situation where President Trump, known for its belligerent 
style, would contest the outcome of the election, possibly resulting in upheaval to 
American institutions and further divisiveness among the population. This 
scenario might even lead us to inauguration day without Americans knowing who 
won the election. (In such a situation, the Speaker of the House of 
Representatives, Nancy Pelosi, would become acting president of the United 
States.)

In others words, we may be on the verge of a historic autumn to close out a year 
that will be indelibly etched in our memory.

Canada: Well-positioned for economic over-performance

Canada’s economy experienced considerable turmoil at the start of the year with 
a drop in the prices of natural resources, a pause in world trade, and a shutdown 
of its domestic economy. Canada also posted one of the worst economic 
performances among developed countries in the second quarter, with a 38.7% 
annualized contraction, worse than the U.S. result of -31.4%.

However, just as in Europe, sound management of the public health crisis and 
massive tax-policy support have given the Canadian economy a strong boost 
since its reopening in May. In fact, GDP growth in the third quarter of 2020 
promises to be very positive in Canada, and may even rank as one of the best in 
developed countries: we’re now talking about an expected growth of 40 to 45% 
at an annualized rate.

It appears that while the federal government’s bet on a policy of fostering the 
employment relationship between employers and employees was certainly costly, 
it has paid off. As of August 31, Canada had already recovered 63% of the jobs 
lost compared to only 48% in the U.S., even though the Canadian unemployment 
rate is higher than the U.S. rate (at 10.2% as compared with 8.4%). What 
accounts for this difference is the fact that Canadians are more likely to have 
remained in the labour force (since they had an employment relationship with 
employers or were actively looking for work), while south of the border, a large 
number of discouraged Americans simply stopped looking for a job.

The topic of the federal government’s projected deficit in 2020 once again made 
headlines in the third quarter. In his July 8 fiscal update, former Finance Minister 
Bill Morneau reported a deficit that would possibly rise to $343 billion for the 
2020-2021 fiscal year, a peak since World War II as a % of GDP and increasing 
the debt-to-GDP ratio to 49% from 31% last year.

Time will tell whether the cost of the measures announced by the Finance 

Minister were worth it, but we agree with his observation that the cost of doing 
nothing would have been much worse. In a situation as extraordinary as the one 
we’re still experiencing, the role of government is to take the place of the private 
sector and prevent a crisis of a temporary nature from creating too many 
permanent negative effects.

As we’ve stated in recent years, Canada was in a very enviable fiscal position 
prior to the crisis, which allowed it to deploy ambitious policies against a 
backdrop of recession. The country’s debt-to-GDP ratio, at around 50%, still 
remains one of the lowest among developed nations, and there is no urgency to 
return to balanced budgets.

In the good news column, the Canadian real estate market has exploded since 
the economy reopened, supported by low interest rates and latent demand that 
built up over the spring.

The strength of the market is astounding according to data published by the 
Canadian Real Estate Association (CREA). For instance, although August is 
typically not a busy month in the real estate market, we saw an increase of more 
than 20% in average transaction pricing as compared with August 2019. The 
number of transactions reached 58,645, the sixth-best month in Canadian history 
and an all-time record for the month of August (33% more than in August 2019 
and 6% more than in July 2020, which was also a historic record for the month 
of July).

The same was true for average prices, which leapt to $586,000 in August, an 
increase of 18.5% compared with August 2019. Excluding the Toronto and 
Vancouver markets, which obviously colour this result, average price would be in 
the order of $464,000.

Keep in mind that the pandemic came at a bad time for the real estate market. In 
normal times, this market follows a fairly predictable cycle: a slow start in winter, 
a peak in spring, and a gradual slowdown until the end of the year. Consequently, 
the current massive surge may be short-lived, even if low interest rates were to 
support the real estate market for several more years.

An interesting observation hidden behind these figures is an acceleration of a 
longstanding emerging trend, namely, that homebuyers seem to want more 
space, which entails higher average purchase prices in the city and, more 
important, a flight to the suburbs. In fact, the suburbs of large Canadian cities is 
where the increase in average transaction prices has been the greatest, for 
example, a 25% price increase in 12 months in the suburbs of Toronto and 
Vancouver. Conversely, the condominium market has declined slightly in large 
cities.

This autumn, we’ll monitor the impact of mortgage deferral programs that are 
coming to an end. In fact, the Canada Mortgage and Housing Corporation 
(CMHC) issued a warning in September that a wave of defaults may be coming 
our way by the end of the year. According to the organization, 760,000 
Canadians have requested a mortgage deferral since the start of the pandemic, 
and these deferrals have left a total of $1 billion per month in the pockets of 
Canadian households. As a result, we can expect to see an increase in delinquent 
loans over the next few months, a factor that will likely push banks to tighten 
their purse strings.

Markets: Rising but with a touch of volatility

Once again, the markets made headlines in the third quarter for good and not so 
good reasons.

Chart 4
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First of all, there have been generally good surprises with regard to corporate 
profits.

S&P 500 Index companies exceeded expectations by maintaining or increasing 
their dividend by a greater proportion than expected in 2020. According to 
Bloomberg, only 13% of listed companies announced a cut in dividend.

It’s on the issue of share buybacks that boards of directors have decided to be 
cautious and conserve capital. According to the J.P. Morgan Bank, the volume of 
share buybacks within the S&P 500 Index has dropped by 74% as compared with 
the same period last year. With the projected improvement in economic outlook 
in the quarters ahead, we expect buyback programs to make a gradual recovery, 
thereby adding further drive to equity markets.

Beyond the positive backdrop, there were two particularly noteworthy events this 
summer: the explosion of the Nasdaq and the U.S. Federal Reserve’s change of 
course.

Let’s start with the Nasdaq, and high-tech stocks in general. The markets have 
been generally positive in every month since the slump of March 23, driven by 
attractive valuations, the injection of liquidity by central banks, and the 
resurgence of investor appetite for risk. We’ve noted that small retail investors 
have returned in force and that such cherished stocks as Apple, Tesla, and 
Facebook, to name a few, are in high demand.

Even so, few would have expected to see such strong momentum emerge in 
August as the Nasdaq index jumped nearly 10% during the month, especially 
since it was already up nearly 20% since the beginning of the year. At the end of 
August, the high-tech index even posted one of the best annual returns in its 
history, despite the bear market in February and March!

We have since learned that this explosion in technology stock prices was fuelled 
in large part by the massive use of options as well as leverage by retail investors 
and some investment banks. Since everything that goes up must come down, this 
mini-bubble burst in early September, with the Nasdaq falling 11% in just 3 days, 
one of the quickest corrections in its history.

It may be tempting to say that high-tech stocks have become too expensive and 
it would be better to stay away from them. Instead, we prefer to draw a parallel 
between this recent occurrence and an event from the 1990s. In 1997, the 
Nasdaq soared to stratospheric levels, just as in August 2020, but then 
underwent a first correction. Then the bullish trend returned and persisted until 
2000, when the index exceeded its 200-day average by more than 3 standard 
deviations, leaving skeptics far behind. It took the start of a monetary policy 
tightening cycle to end the Nasdaq’s dominance and see traditional cyclical 
sectors regain the lead.

Are we about to see the same situation recur? In trying to answer that question, 
it’s important to keep in mind that today’s big technology companies are very 
profitable and enjoy a truly dominant position, which was far from the case 20 
years ago. Still, there is reason to wonder whether the 2020 market is closer to 
that of 1997 or to that of 2000.

Based on what the central banks are telling us, we can reasonably assume that 
liquidity will remain abundant for several years to come and that stock markets 
will retain their appeal.

In August, the Fed was the first central bank to make an official change to its 
framework, announcing that it would aim to keep inflation on average at about 

its 2% target. This statement has a profound effect on markets, since inflation 
has mainly been below the Fed’s target over the course of the past decade; as a 
result, it will tolerate an increase in inflation above its target before considering 
raising its prime rate. In plain language: the Fed’s prime rate will remain very low 
for a few more years (its forecasts published in September indicate low rates until 
at least 2023), making equities more attractive than bonds.

While we are optimistic in the medium to long term regarding over-performance 
in equities, we see several risk factors that may cause bouts of volatility in this 
autumn. We can easily list seven, in order of importance.

The first factor, as already discussed above, is the U.S. presidential election. Since 
markets dislike uncertainty, a contested election leading to a constitutional crisis 
and legal proceedings lasting for months would likely generate a great deal of 
volatility as the year comes to a close.

The second factor would be the resurgence of trade tensions between the United 
States and China, which would once more weigh on investors and create 
distortions at the sectoral level, mainly in the tech sector where national security 
issues are mentioned with ever-greater frequency. The recent incident regarding 
the forced sale of TikTok’s North American operations is an example of an 
emerging form of protectionism that we have to get used to.

Third, any delay or other issues surrounding the development of a COVID-19 
vaccine may undermine investor confidence and generate new market volatility. 
Consequently, analysts would be compelled to downgrade their expectations for 
corporate profit growth in the years ahead.

Fourth, a deterioration in market fundamentals this autumn, for example, by 
concentrating stock market gains in the tech and healthcare sectors and pushing 
their valuations to dangerously high levels, may create a disorderly correction 
spreading to other sectors, such as currencies and natural resources.

Fifth, a sharper-than-expected slowdown in the growth rate of the U.S. economy 
this autumn, caused by a failure to act in Washington, may incite investors to 
revise their earnings growth expectations and reduce their exposure to equities.

Sixth, an increasing number of firms south of the border are struggling to repay 
debt, and there is every reason to believe that a wave of defaults will hit the 
credit market in the quarters ahead. Even though the Fed has implemented a 
direct business loan program, thereby supporting investor interest in the credit 
market since the slump in March, economic fragility remains real and some 
holders of corporate debt will likely experience some losses in their portfolio. A 
larger-than-expected wave of defaults may undermine investors’ appetite for risk 
and similarly “infect” other markets.

Finally, if Brexit talks go awry, European markets may lose their recent positive 
momentum.

In the third quarter, the Canadian bond market, as measured by the FTSE TMX 
Canada Universe Bond Index, posted a return of 0.4%. As for the FTSE TMX 
Canada Short Term Bond Index, it returned 0.7%. Finally, the FTSE TMX Canada 
Long Term Bond Index fell 0.3%.

The U.S. stock market, as measured by the S&P 500 Index, offered a total return 
of 8.9% in the third quarter (6.8% in Canadian dollars). The Canadian stock 
market, as measured by the S&P / TSX index, rose 4.7%.

The European market, represented by the MSCI Europe Index, posted a return of 
0.3% in the third quarter (2.6% in Canadian dollars). The MSCI EAFE Index rose 
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Chart 5
Economic and financial scenarios

Economic scenario
Change since 
June 30, 2020

2018 2019 2020 2021 2022 2020 2021

U.S. Real GDP 3.0% 2.2% -5.0% 4.1% 2.9% +1.0% --

Inflation rate 2.5% 1.8% 1.1% 1.9% 2.0% +0.3% +0.2%

Unemployment rate 3.9% 3.7% 9.7% 7.5% 7.0% -0.5% -0.6%

              

Canada Real GDP 2.0% 1.7% -5.8% 5.0% 2.8% -- +0.3%

Inflation rate 2.3% 1.9% 0.7% 1.7% 2.0% +0.1% +0.1%
Unemployment rate 5.8% 5.7% 9.5% 8.0% 6.8% -0.4% --

Financial scenario* 
 

Targets
Change since  
June 30, 2020

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

Interest rate

U.S. 10-year rates 0.68% 0.95% 1.25% 1.50% -- --

Canada 10-year rates 0.56% 0.75% 1.00% 1.20% -- --

              

Exchange rates
US $/Can. $ 0.75 0.76 0.78 0.80 -- --

US $/Eur 1.17 1.19 1.21 1.23 +0.04 +0.04

Oil price (WTI). US $ 40 42 43 44 -- -2

S&P 500 3,363 3,500 3,625 3,750 +350 +355

S&P/TSX 16,121 16,920 17,700 18,600 +470 +450

 
* end of period

1.2% during the quarter (2.8% in Canadian dollars). The MSCI World Index 
returned 6.7% for the quarter (5.8% in Canadian dollars). Emerging markets, as 
measured by the MSCI Emerging Markets Index, returned 8.8% for the quarter 
(7.6% in Canadian dollars).

Strategy: Overweighting equities at the expense of bonds

The majority of markets once again posted gains in the third quarter, despite a 
turbulent September on Wall Street.

Due to historically low interest rates around the world and the commitment of 
central banks to keep their prime rates very low for a few more years, we’ve 
maintained a strategy of underweighting bonds and overweighting equities. 
Clearly, this kind of strategy comes with greater volatility; however, investors must 
adopt it given the meagre prospects for government bond yields in the years to 
come.

The long-awaited shift from “growth” sectors (technology) to “value” sectors 
(materials, banks, etc.) began to be apparent during the quarter, with slight over-
performance of the emerging markets index ahead of the S&P 500 Index. 
Canadian and European markets also enjoyed some success, but once again 
finished behind Wall Street at the close of the quarter (Graph 7).

Wall Street’s decline in September, especially Nasdaq, removed a layer of stock-
index over-valuation following strong performance that sparked inflated results in 
August. This type of correction during a bull market is not only normal, but even 
welcome, as it helps bring valuations back to levels that are more consistent with 
fundamentals and, as a result, provides investors with a good entry point. A 
disciplined process whereby you take profits whenever signs of inflated 
performance emerge and then take advantage of the entry points offered by the 
markets is a winning formula.

Once again, in the face of the many risks weighing on the markets in the fourth 
quarter, we advise investors to stay the course, maintain their investments, and 
not wait for the perfect entry point to place all of their marbles.

Many of the risks listed in the previous section stem from the U.S. economy, 
making Canadian and overseas markets relatively more attractive. Taking into 
account the dividend rates on offer, we consider an overweighting of equities 
targeting Canadian, European, and emerging markets to be a good recipe for the 
next few quarters.

As the quarter comes to a close, our strategy within the various tactical diversified 
funds has revolved around a return to risk-taking. 
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Following nearly five months of positive stock market returns, we reduced the 
weight of equities in early September. This strategy was the right one to follow 
over the past month in light of four straight weeks of negative returns on Wall 
Street. At the end of the month, as the downward movement showed signs of 
having run its course, we launched a program to increase our exposure to 
equities gradually, focusing on the European market and the U.S. banking sector.

As we reported last quarter, exceptionally low interest rates make bonds less 
attractive as a risk-management tool in a diversified portfolio. Clearly, there is 
little room for interest rates to dip during intervals of stock-market decline. In 
fact, we saw this occur in September, when Canadian and U.S. 10-year yields 
hardly flinched despite the volatility of stock markets.

As we’ve stated repeatedly in the past, gold has become our preferred risk-
management tool. This time around, however, gold was also a favourite among 
investors, who pushed its price above $2,000 an ounce at one point in August. 
Since then, the precious metal has experienced a nearly 10% correction, thereby 
making it difficult to find an effective tool for mitigating volatility.

We remain optimistic regarding the outlook for the price of gold in the quarters 
ahead, but we must not lost sight of its history of rather volatile returns. 
Forewarned is forearmed – so let’s not forget that the price of gold experienced 
no fewer than six instances of a 10%-plus drop from 2008 to 2012, during which 
period it rose in price per ounce from $800 to more than $1,800.

In conclusion, investors must get ready for a return to volatility and headlines 
that will trigger concern even among the boldest investors. A healthy strategy 
based on healthy diversification will always be appropriate. History shows that, in 
the long run, it always pays more to maintain your investments than to try to 
anticipate the perfect times to enter and exit the market.
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