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Quarterly Outlook 
 Our more cautious view towards equity markets throughout 2019 was a difficult 

position to maintain at times, particularly during the Q4 melt up. By no means 

did we foresee a global pandemic bringing the entire global economy to a 

screeching halt. By definition it was a Black Swan event - one that comes as a 

surprise, has a major effect, and is often inappropriately rationalised after the 

fact with the benefit of hindsight. However, maintaining an overweight cash 

position has served us well during this period of heightened volatility, but in 

hindsight allocating to bonds would have been a more appropriate decision.  

 This is the first time the global economy has “willingly” shutdown and the impact, 

recovery and post-COVID-19 world are all unknowns. The range of estimates for 

US GDP growth are wide, but the mean suggests a severe contraction of 22% in 

Q2/20 followed by a bounce back in Q3/20. For the calendar year, GDP growth is 

expected to decline 2.3%, but this estimate is dependent on how long the 

economy remains in a state of suspended animation and assumes growth will 

simply bounce back towards a pre-COVID-19 world.  

 There are limited historical experiences to draw on to help predict how the 

recovery in the market may occur from the selloff that we’ve experienced. There 

are predictions of a V-shaped, W-shaped, U-shaped, L-shaped – pick a letter. Our 

assumption is predicated on historical market reactions to US recessions. The US 

economy will enter a recession, if it is not already in one. Armed with this, we 

can look at previous bear markets during recessions to help determine market 

direction. The average US bear market during a US recession sees equity markets 

fall 43.6% over 18.8 months, which suggests that a market bottom is more of a 

process rather than a point in time 

 Given the uncertain economic times and unprecedented fiscal and monetary 

stimulus, members have been divided on how to approach the near-term 

uncertainty while recognizing stimulus measures can provide a long-term 

tailwind for risk assets. For investors with a short-term investment horizon (3 to 

6 months), we recommend using the stimulus-led rally in the equity market to 

reduce exposure to equities and increase bond exposure. For long-term 

investors, we maintain our current allocation with the anticipation of moving 

cash to neutral over the next several quarters with evidence of a bottoming 

process. 
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You’re wrong until You’re Right 

Our more cautious view towards equity markets throughout 

2019 was a difficult position to maintain at times, particularly 

during the Q4 melt up. By no means did we foresee a global 

pandemic bringing the entire global economy to a screeching 

halt. By definition it was a Black Swan event - one that comes as 

a surprise, has a major effect, and is often inappropriately 

rationalised after the fact with the benefit of hindsight. However, 

maintaining an overweight cash position has served us well 

during this period of heightened volatility, but in hindsight 

allocating to bonds would have been a more appropriate 

decision.  

Given the market disruption, it is often hard to remember where 

we were just a few months ago. Thus, it’s worth reminding 

ourselves of some of the key equity price drivers leading up to 

the global pandemic. By the end of 2019, over 60 central banks 

were easing monetary conditions and the largest central banks 

had again begun expanding their balance sheets. Asset prices 

responded in kind, taking to heart the age old saying “don’t fight 

the Fed”; the global economy was indeed on the cusp of 

recovery. Global manufacturing data moved back into 

expansionary territory, pointing to a bottoming process. The US 

economy was performing well though there were some yellow 

flags such as rising consumer delinquency rates towards the end 

of Q4. While asset prices benefited from easier monetary 

conditions, the real economy remained stuck in first gear, not to 

mention that US earnings growth was essentially flat yoy in 2019. 

This bifurcation was articulated by FedEx’s CEO Fred Smith, 

during the company’s FQ2/20 conference call, “it's really a tale 

of two economies and the stock market, of course, is very bullish, 

but the industrial economy does not reflect any growth at all, 

worldwide, to speak of.”  

In our Q3/19 report, we noted that “equity and bond markets 

appear to be at odds; the S&P 500 recently tested its all-time 

high, while developed world rates touched multi-generational 

lows. Stocks are signalling growth is on the cusp of recovery while 

bonds are flashing recession signals. Historically, bonds have led 

equities, but perhaps the two markets are focused on different 

things. Equities may be focused on the positives from easier 

monetary conditions. Bonds on the other hand may be focused 

on the outlook for inflation and central bank balance sheets. 

Despite a tight labour market, wage inflation and overall inflation 

have been well-contained. Further, inflation expectations by 

many measures remain well-anchored. In an environment 

characterized by low inflation and central bank bond buying 

programs, one could argue that the natural level for bond yields 

is lower.” 

The divergence in equities and bonds created a certain amount 

of concern, which we mitigated by focusing on quality factors, 

writing that “members continue to view tail risks to the market 

as abnormally high, which can easily tip the markets into 

correction territory. We continue to recommend a focus on 

quality, not only within the equity markets but also within the 

fixed income sleeve. Duration was surprisingly a good place to be 

in 2019 and, as it pertains to Canadian fixed income, we believe 

this trend will continue in 2020. We will take opportunities to 

extend duration within a Canadian income sleeve throughout 

2020.”  

It’s also interesting to note from our Q3 report “we discussed the 

potential of deploying cash within the fixed income sleeve of our 

allocation. However, given the minimal pickup over cash an 

increase at this point did not make sense. Nonetheless, it’s a 

notable shift in sentiment among the group.” In hindsight, this 

would have been the appropriate move. 

Q1/20 Asset Returns (in CAD) Total Return 

Canadian Government Bonds +1.6% 
Canadian Corporate Bonds -2.5% 
US Equities (S&P 500) -11.9% 
International Equities (EAFE) -12.4% 
Canadian Equities (S&P/TSX) -21.6% 

  Source: FactSet; Returns as of March 31, 2020 

 

The Fire Hose Approach 

This is the first time the global economy has “willingly” shutdown 

and the impact, recovery and post-COVID-19 world are all 

unknowns. The range of estimates for US GDP growth are wide, 

but the mean suggests a severe contraction of 22% in Q2/20 

followed by a bounce back in Q3/20. For the calendar year, GDP 

growth is expected to decline 2.3%, but this estimate is 

dependent on how long the economy remains in a state of 

suspended animation and assumes growth will simply bounce 

back towards a pre-COVID-19 world.  

United States - Economic Consensus Outlook 
 

 

Sources: FactSet Economics, FactSet Economic Estimates 

 

National Accounts Q1 '20 Q2 '20 Q3 '20 CY '20 CY '21

Real GDP (%q/q, SAAR) -2.1 -22.1 7.8 -2.3 2.6

Inflation

CPI (%q/q, SAAR) 1.6 -2.5 2.1 1.4 2.1

Other Indicators

Industrial Production (%q/q, SAAR) -2.8 -15.6 -2.9 -3.7 2.4

Unemployment Rate (%) 3.8 10.5 7.3 7.3 4.3

Interest Rates

Federal Funds Target Rate 0.25 0.25 0.25 0.25 1.38
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The v-shaped economic recovery that is reflected in the 

consensus number makes the following assumptions: COVID-19 

peaks in the next couple weeks, social distancing is relaxed and 

the economy returns to normalcy. From our perspective, the first 

two points will occur in Q2; however, the last point – the 

economy returning to normal – is likely further down the road. 

Looking at countries that have peaked and are beginning to relax 

restrictions, we notice that it has been a slow process and is 

made slower due to concerns of a second wave. For a truly robust 

recovery to occur, citizens will require the comfort of an effective 

vaccine, which is still a few quarters away. We share this view 

with Federal Reserve Bank of Minneapolis President Neel 

Kashkari who said that without an effective therapy or a vaccine 

for the novel coronavirus, the US economy could face 18 months 

of rolling shutdowns as the outbreak recedes and flares up again.  

In the meantime, as restrictions are partially lifted, segments of 

the economy can slowly rebuild. The services side of the 

economy can rebound relatively quickly assuming consumer 

behaviour returns to its pre-COVID-19 habits, but fractured 

supply lines will provide challenges for some businesses to meet 

the pent up demand as well as significant levels of 

unemployment. Meanwhile, manufacturing sectors will be 

slower to bring back online as technicians will need to recalibrate 

and test equipment after the extended shutdown. 

Unfortunately, restarting an economy is simply not a matter of 

flicking a switch. 

During this period of suspended animation, central banks and 

governments have provided a “bridge” to save the global 

economy by pumping massive amounts of stimulus into the 

system through central banks expanding their balance sheets, 

extending loan guarantees and governments extending fiscal 

measures. Without the unprecedented stimulus measures, risk 

assets would have surely crashed to lower levels.  

Pick a Letter 

There are limited historical experiences to draw on to help 

predict how the recovery in the market may occur from the 

selloff that we’ve experienced. There are predictions of a V-

shaped, W-shaped, U-shaped, L-shaped – pick a letter. Our 

assumption is predicated on historical market reactions to US 

recessions. The US economy will enter a recession, if it is not 

already in one. Armed with this, we can look at previous bear 

markets during recessions to help determine market direction. 

The average US bear market during a US recession sees equity 

markets fall 43.6% over 18.8 months, which suggests that a 

market bottom is more of a process rather than a point in time.  

Further, we would define this year’s selloff as a waterfall decline, 

a very rare event in financial markets. The speed of the decline 

was the fastest in history and what we can learn from the few 

historical examples is the market will go through a basing and 

testing period that typically includes a breach of the waterfall 

lows. Leadership during this counter rally has remained largely 

defensive and will remain the case during the retesting phase. 

However, at some point there will be a shift in leadership, which 

will be one signal to look for to indicate we’re entering a new bull 

market. We will also be monitoring technical measures to 

determine if selling momentum is waning. Once a bottom is 

established, the ingredients for a strong bull market will be 

present: unprecedented monetary and fiscal stimulus and pent 

up demand, but this is likely a 2021 story. 

Bear Markets & US Recessions 

Peak Trough 

Peak to 
Trough 
(Mths) Return 

Time to 
return to 
previous 
peak 
(Mths) 

Days to 
20% 
recovery 
from 
trough 

Dec-61 Jun-62 6.5 -28.0% 21.0 163 
Nov-68 May-70 18.1 -36.1% 39.8 121 
Jan-73 Oct-74 21 -48.2% 91.5 33 
Mar-00 Oct-02 31 -49.1% 64.9 43 
Oct-07 Mar-09 17.2 -56.8% 66.1 14 
      

Average  18.8 -43.6% 56.7 74.8 

      

Source: FactSet, Raymond James Ltd. 

Canada 

The Canadian economy defied skeptics in 2019 as GDP growth 

held up remarkably well considering the headwinds facing the 

economy. However, the economic picture began to turn late in 

the year. Survey data prior to the pandemic illustrated business 

and consumer confidence was softening. Recent business 

surveys, however, have confirmed a sharp contraction in activity 

due to the social distancing measures. Ivey PMI slumped to just 

Global Fiscal Measures  
 

 

Sources: Blackrock; 

https://www.blackrock.com/corporate/literature/whitepaper/bii-macro-

perspectives-april-2020.pdf 
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26.0 in March, far below the low-40 levels recorded during the 

Global Financial Crisis. Recent employment figures are also 

discouraging as the number of jobs lost is eight times the 

previous record monthly loss recorded during the Global 

Financial Crisis. The Labour Force Survey also shows that a 

further 1.3 million jobs are on the edge as they were technically 

still employed, but did not work any hours.  

Meanwhile, Canada has been caught in the middle of an oil price 

war which has put further pressure on our energy sector. With 

both demand and supply sides of the oil equation working 

against us, the near-term outlook is rather bleak. Capital 

spending in the sector is looking to fall by an average of 25% this 

year, but the prospects should brighten in late 2021 as the first 

of three new pipelines comes online. 

Canadian housing is the biggest wildcard in the equation. 

Housing has been a significant contributor to GDP growth and 

thus a material slowdown or correction here would have far 

reaching implications. For now, March housing data shows a 

softening in both new listings and sales in Toronto and 

Vancouver, while prices have yet to be negatively impacted. 

Housing prices will fall in Canada, it’s just a matter of magnitude. 

The other big unknown is how lenders will react to higher 

unemployment and a weaker housing market. Lenders may be 

less willing to extend credit, which has been the lifeline for the 

consumer for a good part of a decade. 

To provide a bridge for the Canadian economy, the federal 

government announced a fiscal package of $260 bln, or 11% of 

2019 GDP. Direct spending measures make up $105 bln, tax 

deferrals $85 bln and the government is guaranteeing loans to 

firms of up to $70 bln. The measures are intended to prevent 

widespread delinquencies by households and small businesses, 

which if this occurred would ripple through the economy and the 

financial sector in particular.  

Nevertheless, we don’t know what is on the other side of this 

bridge and there will undoubtedly be lasting damage. We have 

already seen numerous small businesses, such as restaurants, 

permanently closed. As the economy recovers, there will be new 

winners and losers and, like during the Great Financial Crisis, 

some jobs may be permanently lost.  

Asset Allocation 

Our “US Recession Checklist” in the table below shows seven key 

economic indicators. The checklist indicates whether the gauges 

were in expansionary, recessionary or neutral territory at the 

onset of the past recessions. While the yield curve, inflation and 

housing have yet to flip, it’s clear the US is heading into an event-

driven recession.  

US Recession Checklist 
 

 

Source: FactSet, Raymond James Ltd. 

Given the uncertain economic times and unprecedented fiscal 

and monetary stimulus, members have been dividend on how to 

approach the near-term uncertainty while recognizing stimulus 

measures can provide a long-term tailwind for risk assets. Our 

asset allocation is intended for investors with a long-term time 

horizon, which renders tactical shifts difficult to make and 

implement. However, we are cognizant that Advisors may have 

clients that fall within each category so we see value in providing 

guidance for investors with a short-term time horizon. As such, 

the group felt it was best to separate the outlook based on the 

short- and long-term outlook.  

For investors with a short-term investment horizon (3 to 6 

months), we recommend using the stimulus-led rally in the 

equity market to reduce exposure to equities and increase bond 

Start of 

Recession

Yield 

Curve

Inflation 

Trend

Labour 

Market

Housing 

Market

Consumer 

Confidence

ISM 

Manufac.

Hi Yield 

Spread

Nov-73 � � � � � � �

Jan-80 � � � � �� � �

Jul-81 � � � � � � �

Jul-90 � � � � � � �

Mar-01 � � � �� � � �

Dec-07 � � �� � �� � �

Current � �� � �� � � �

Trend Positive Neutral Negative Neutral Negative Negative Negative

Canada - Economic Consensus Outlook 
 

 

Source: FactSet, Raymond James Ltd. 

National Accounts CY '19 Q1 '20 Q2 '20 Q3 '20 CY '20 CY '21

Real GDP (%q/q, SAAR) 1.6 -4.0 -25.0 15.2 -3.2 3.5

Inflation

Core CPI (%y/y) 1.8 1.9 1.6 1.4 1.5 1.4

Other Indicators

Unemployment Rate (%) 5.7 6.3 11.3 7.8 8.0 6.7

Interest Rates

Target Rate 1.75 0.25 0.25 0.25 0.25 0.50

10 Year Government Bond Yield 1.70 0.71 0.78 0.95 1.05 1.50
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exposure. As attention shifts from COVID-19 curve flattening to 

reopening of the economy and the fundamental outlook, we 

believe equity markets will have to recognize that there is limited 

visibility and difficult times ahead. Expectations appear to be 

high that things will just return to normal, but behavioural 

changes will continue to weigh on economic activity until there 

is an effective therapy to combat COVID-19 (keep an eye on 

hydroxychloroquine results in a few weeks. Our US biotech 

analyst, Steven Seedhouse, Ph. D, is optimistic the drug will show 

positive results in treating COVID-19 and there could be 

momentum for repurposing other approved drugs for this 

purpose). Upon evidence of a bottoming process, which we 

believe will occur over the next few quarters, we will reverse this 

recommendation by putting cash to work. In the meantime, we 

recommend a moderate investor with a short time horizon move 

to the following allocation: 

 Underweight equities at 45% 

 Overweight cash at 10%  

 Neutral bonds at 45% 

For long-term investors, we maintain our current allocation with 

the anticipation of moving cash to neutral over the next several 

quarters with evidence of a bottoming process. Given the 

significant amounts of stimulus in the system and pent up 

demand, we anticipate a rather significant and robust recovery 

post-COVID-19. Our current asset allocation for the moderate 

investor profile remains: 

 Neutral equities at 50% 

 Overweight cash at 10%  

 Underweight bonds at 40% 

Within the equity sleeve, from a regional perspective, we 

recommend increasing US exposure (hedged) at the expense of 

international. 

In the table on the following page we summarize our views and 

preferred way to allocate capital within the asset classes. 

 



 

Asset Allocation April 16, 2020  |  Page 6 of 9 

 

 

 

 

 

 

 

Asset Class Recommendation Comments 

Equities Neutral 
No change for long term investors, but short term we see downside. From a long-term view, record 
monetary/fiscal stimulus and relative equity/bond valuation points to positive bias towards equities. 

Large Cap + Preference for large over mid- to small-caps due to large-caps’ inherent ability to sustain an uncertain 
economic environment. 

Quality + Preference for quality due to quality’s inherent ability to sustain an uncertain economic environment. 

Growth + Preference for growth given their ability to display sector leading revenue and earnings growth. 

Value -  

Defensive + Favour companies with revenue and earnings visibility. 

Cyclical -  

Bonds Underweight 
This one is tricky – bonds are overvalued versus stocks, although you could have made the same case 
for much of 2019. Central bank QE programs are supportive of bond markets, including corporates, 
however, from a long-term perspective, we believe equities are relatively more attractive. 

Government + 
We see value in owning both government bonds for safety and quality corporates given the BoC’s 
support of the market. Specifically related to government bonds, the BoC’s bond buying program ($50 
bln) includes provincial bonds with maturities less than 10 years. 

Corp - Select quality corporates are attractive considering spreads have widened significantly. The BoC’s bond 
buying program ($10 bln) includes corporates BBB rated and above with maturities less than 5 yrs. 

Duration Short to medium 
There is very little pick up to move far out on the curve. The furthest we’d look to go is in the middle of 
the curve. 

Cash Overweight Cash is king in uncertain times. 

Regional 
Allocation 

   

Canada - Preference is to add to US on a hedged currency basis. 

US + Increasing US exposure, but hedged given CAD.  

Int’l - Reduce international exposure in favour of adding to US. 

 

 

 



 

Asset Allocation April 16, 2020  |  Page 7 of 9 

 

 

 

 

 

 

 

Investor Profiles and Asset Class Weightings 

 

 

Recommended Asset Allocation

Conservative Moderate Growth Aggressive Growth

Cash 8% 8% 10% 10% 8%

Bonds 72% 62% 40% 20% 2%

Can Equities 15% 15% 15% 20% 25%

US Equities 5% 15% 25% 35% 45%

Intl Equities 0% 0% 10% 15% 20%

100% 100% 100% 100% 100%

Tactical Asset Mix (Bonds include cash)

Bonds | Equities 80 | 20 70 | 30 50 | 50 30 | 70 10 | 90

Strategic Asset Mix  (Bonds include cash)

Bonds | Equities 80 | 20 70 | 30 50 | 50 30 | 70 10 | 90

Asset Ranges

Cash 0-20 0-20 0-20 0-20 0-20

Bonds 60-100 50-90 20-70 10-50 0-30

Equities 0-30 10-50 30-75 50-90 70-100

Description

May be appropriate for investors with 

intermediate-term time horizons who are 

sensitive to short-term losses yet want to 

participate in the long-term growth of 

financial markets. The portfolio, which 

fixed-income securities tend to make up 

the largest proportion of holdings, seeks to 

keep investors well ahead of the effects of 

inflation with an eye toward maintaining 

principal stability. The portfolio has 

characteristics that may deliver returns 

lower than that of the broader market with 

lower levels of risk and volatility.

May be appropriate for investors seeking a 

balance between capital preservation and 

capital growth. This portfolio, which is a 

split between fixed-income securities and 

equities, seeks to keep investors well 

ahead of the effects of inflation with an 

eye toward maintaining principal stability. 

With roughly half of the portfolio invested 

in a diversified mix of Canadian and 

international equities, investors should be 

comfortable with moderate fluctuations in 

the portfolios. 

May be appropriate for investors with long-

term time horizons who are not sensitive 

to short-term losses and want to 

participate in the long-term growth of the 

financial markets. This portfolio, which 

has a higher weighting in equities, seeks 

to keep investors well ahead of the 

effects of inflation with principal stability 

as a secondary consideration. 

May be appropriate for investors with long-

term time horizons who are not sensitive 

to short-term losses and want to 

participate in the long-term growth of the 

financial markets. This portfolio, which is 

primarily invested in equities, seeks to 

keep investors well ahead of the effects 

of inflation with little regard for 

maintaining principal stability. The 

portfolio may deliver returns comparable 

to those of the broader equity market 

with similar levels of risk and volatility.

May be appropriate for investors with long-

term income distribution needs who are 

sensitive to short-term losses. The equity 

portion of this portfolio generates capital 

appreciation, which is appropriate for 

investors who are sensitive to the effects 

of market fluctuation but need to sustain 

purchasing power. This portfolio, which 

invests primarily in fixed-income 

securities, seeks to keep investors ahead of 

the effects of inflation with an eye toward 

maintaining principal stability.

Capital Preservation

Cas h 

8%

Bonds

72%

Can 

Equi tes

15%

US 

Equi ties 

5%

Cas h 

8%

Bonds

62%

Ca n 

Equi tes

15%

US 

Equi ties 

15%

Cas h 

10%

Bonds

40%

Can 

Equites

15%

US 

Equities 

25%

Intl  

Equi ties

10%

Cas h 

10%

Bonds

20%

Ca n 

Equi tes

20%

US 

Equi ties 

35%

Intl  

Equi ties

15%

Cash 

8% Bonds

2%

Can 

Equi tes

25%

US 

Equities 

45%

Intl  

Equi ties

20%
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Client Profile Statistics 

 Capital Preservation Conservative Moderate Growth Aggressive Growth 

Total Return (annualized) 8.1% 8.3% 8.7% 9.1% 9.2% 

Avg Monthly Return 0.67% 0.69% 0.72% 0.76% 0.79% 

Avg Rolling 12 Month Return 8.5% 8.7% 9.3% 9.8% 10.3% 

Annualized Std Dev (36 months) 4.7% 5.3% 6.7% 8.5% 10.4% 

Sharpe Ratio 1.7 1.6 1.3 1.1 0.9 

Best 12 month Rolling return 46.5% 48.0% 46.1% 46.3% 47.7% 

Worst 12 month Rolling Return -7.7% -11.3% -18.9% -26.1% -32.6% 
Value of $100 Invested 

 

Source: FactSet, Raymond James Ltd. As at March 31, 2020, Inception January 1971. 

Performance statistics are calcluated using C$ monthly returns that are rebalanced every calendar year using the recommened asset class weightings for each profile 

(cash weighting has been rolled up into the bond weighting). 

Benchmarks: Bonds = FTSE/TMX Canada Universe Bond TR Index; Canadian Equities = S&P/TSX Composite TR Index, US Equities = S&P 500 TR Index; International Equities 

= MSCI EAFE TR Index. 
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Important Investor Disclosures 

Complete disclosures for companies covered by Raymond James can be viewed at https://raymondjames.bluematrix.com/sellside/Disclosures.action 

This newsletter is prepared by the Private Client Services team (PCS) of Raymond James Ltd. (RJL) for distribution to RJL’s retail clients. It is not a 

product of the Research Department of RJL. 

All opinions and recommendations reflect the judgement of the author at this date and are subject to change. The author’s recommendations may 

be based on technical analysis and may or may not take into account information contained in fundamental research reports published by RJL or its 

affiliates. Information is from sources believed to be reliable but accuracy cannot be guaranteed. It is for informational purposes only. It is not meant 

to provide legal or tax advice; as each situation is different, individuals should seek advice based on their circumstances. Nor is it an offer to sell or 

the solicitation of an offer to buy any securities. It is intended for distribution only in those jurisdictions where RJL is registered. RJL, its officers, 

directors, agents, employees and families may from time to time hold long or short positions in the securities mentioned herein and may engage in 

transactions contrary to the conclusions in this newsletter. RJL may perform investment banking or other services for, or solicit investment banking 

business from, any company mentioned in this newsletter. Securities offered through Raymond James Ltd., Member-Canadian Investor Protection 

Fund. Financial planning and insurance offered through Raymond James Financial Planning Ltd., not a Member-Canadian Investor Protection Fund.  

Commissions, trailing commissions, management fees and expenses all may be associated with mutual funds. Please read the prospectus before 

investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated.  The results presented should 

not and cannot be viewed as an indicator of future performance. Individual results will vary and transaction costs relating to investing in these stocks 

will affect overall performance.  

Information regarding High, Medium, and Low risk securities is available from your Financial Advisor. 

RJL is a member of Canadian Investor Protection Fund. ©2020 Raymond James Ltd. 


