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 The New Year started well enough but as Scottish poet Robert Burns wrote, “The best laid
schemes of mice and men/go often askew/and leave us nothing but grief and pain/for promised
joy!”

 The COVID-19 pandemic spurred on a completely new level of uncertainty and drove a tidal wave
of panic selling that stopped the decade-long bull market dead in its tracks. Governments
worldwide have implemented a series of extreme measures designed to help “flatten the curve” of
the spread of contagion, but in doing so effectively idled a significant amount of production capacity
across the globe, making an extremely sharp near-term contraction in the baseline forecast.

 Policymakers also did not hold back, in an effort to support their economies. Central banks slashed
interest rates and pumped liquidity into the financial system, to stave off a potential financial crisis,
while governments have introduced massive stimulus packages to mitigate the economic hit –
while necessary now, these initiatives will likely cause problems down the road.

 There are increasing signs that the pace of spread of COVID-19 is slowing globally, with the rate of
new infections starting to flatten out as the aggressive self-isolation/social distancing measures
start to bear fruit. Market volatility, while still elevated, has come down from its lofty levels as the
daily swings become more modest.

 There is still likely a while before this is all in the rearview mirror. Slowly but surely, progress is
moving in that direction (notwithstanding the potential for things to take a step backward among
these steps ahead). Therefore, while “patience” is likely the key watchword, there is some benefit to
prudently planning and positioning, and being prepared for when conditions begin to resemble
something like the previous norms.

 Economic momentum will regain traction and market volatility will subside, the question is just when
– and that uncertainty has resulted in valuations across the spectrum of risk assets perhaps
presenting a once-in-a-decade opportunity, for those investors with a long enough time horizon and
willingness to look through near-term headline risks.
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The Best Laid Plans… 

Things were looking good for 2020 out of the gates. 

The main risks that hampered activity for much of 

the last few years were moving to the backburner. 

Brexit was finally moving toward a clear resolution 

and, more importantly for the global growth outlook, 

tensions between the US and China were showing 

signs of softening as progress was made toward a 

nascent trade agreement. 

At the same time, economic momentum started to 

swing back toward growth in a notable way.  

The composite leading indicator (a forward-looking 

gauge of economic trajectory based on activity data) 

for the 36 industrialized economies that comprise 

the Organisation for Economic Cooperation and 

Development (OECD) and six other major emerging 

economies, rose for the first time in two years, and 

for six consecutive months to January – and posted 

its strongest rate of growth since 2010. 

CHART 1: BEFORE THE STORM 

OECD+ Composite Leading Economic Indicator 
(month-over-month percent change) 

 

Last data point is December 2019.   
Shaded regions represent periods of US recession 
Source: OECD, Guardian Capital 

These improving underlying growth fundamentals 

and diminishing risks were clearly constructive for 

the outlook and suggested that the expansion (and 

bull market) could continue into the new decade.  

Market optimism was further supported by the fact 

that the two main drivers of recession in recent 

history were so far missing in action. Imbalances  

 

and excesses remained fairly limited with no current  

red signals flashing; and policymakers worldwide 

(particularly those at central banks) were continuing 

to err on the side of caution. This latter point, in 

particular, meaning that any potential policy mistake 

was to be of the stimulative variety, rather than over-

tightening type that has been involved in almost 

every economic downturn in the post-World War II 

era. 

As Scottish poet Robert Burns wrote, however, “The 

best laid schemes of mice and men/go often 

askew/and leave us nothing but grief and pain/for 

promised joy!” 

A third element has historically shown it can bring 

economic growth to a screeching halt: what 

economists refer to as “exogenous shocks”.  

Exogenous shocks are acute and adverse events 

that seemingly come out of nowhere, and cause a 

significant economic impact. Events such as natural 

disasters, terrorist attacks or, say, pandemics. While 

these types of events are typically always on risk 

radars, they are generally unknowable ahead of time 

and thus, from an economic and markets 

perspective, are not given a substantial weight in 

scenario analyses.  

Clearly, the spread of the severe acute respiratory 

syndrome coronavirus 2 (SARS-CoV-2) and its 

resultant disease called coronavirus disease 2019 

(or “COVID-19” for short) this year is one such 

exogenous shock. 

The first known cases of COVID-19 were reported in 

Wuhan, a metropolis of 11 million in the Hubei 

province in central China, on December 30, 2019. It 

has since spread aggressively across the globe and 

has been declared a pandemic by the World Health 

Organization (WHO) – there are now over 2 million 

confirmed cases of the disease in 184 countries. 
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CHART 2: GOING VIRAL 

Countries with Confirmed Cases of COVID-19 
(number) 

 

Source: Johns Hopkins University, Guardian Capital 

While there were initial hopes to contain the 

contagion, this clearly has not happened, and the 

approach worldwide has since shifted toward 

mitigating the pace of outbreak, so as not to 

overwhelm healthcare systems and create an 

increased proportion of worst-case outcomes. 

As a result, governments around the world have 

implemented unprecedented measures in an effort 

to help “flatten the curve” of the spread. Schools, 

public spaces, festivals & events, non-essential 

businesses and borders have closed worldwide. 

CHART 3: EXTREME MEASURES 

Government Response Stringency Index* 
(index) 

 

*The Stringency Index is a composite measure calculated as the simple 

additive score of seven indicators measured on an ordinal scale, rescaled to 
vary from 0 to 100; the indicators are school closings, workplace closings, 
public event cancellations, public transport closures, public info campaigns, 
restrictions on internal movement, and international travel controls  
Source: Oxford COVID-19 Government Response Tracker; Guardian Capital 

While there are indications that these efforts and the 

related widespread social distancing of the 

population are having the desired effect of slowing 

the spread of COVID-19, these extreme measures 

have also resulted in effectively idling a significant 

amount of production capacity across the globe.  

As one example, in-restaurant dining has completely 

collapsed, as data from online reservation service 

provider, OpenTable show that the volume of activity 

on their network has gone to zero around the world. 

CHART 4: TABLE FOR NONE 

Seated Diners at Restaurants on the OpenTable Network 
(year-over-year percent change) 

 

Source: OpenTable Data Centre, Guardian Capital 

More broadly, the services sector as a whole has 

been hit hard globally by shutdowns and 

evaporation of customer flows. The survey-based 

purchasing managers’ indexes for the industries that 

do not produce tangible goods have cratered to 

levels never before seen. 

CHART 5: OUT OF SERVICE 

Services Purchasing Managers’ Index 
(index; >50 denotes expansion) 

 

Source: Bloomberg, Guardian Capital 

This is significant for the health of the overall 

economy given the importance of activity outside of 

the goods-producers sector – services account for 

roughly 85% of global output and an equivalent 

amount of employment.  
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While the factory sector has slumped in recent years 

amid the heightened trade tensions, the resilience of 

the services provided a solid underpinning to the 

world economy. The COVID-19-induced services 

slump, however, more than outweighs the surprising 

resiliency in manufacturing to this point and all but 

guarantees a sharp contraction in economic activity. 

CHART 6: ECONOMY IN NEED OF SERVICING 

Global Purchasing Managers’ Indexes 
(index; >50 denotes expansion) 

 

Source: Bloomberg, Guardian Capital 

History in the Making 

Indeed, the shuttering of business, albeit prudent in 

an effort to stem the contagion, carries significant 

immediate knock-on effects for consumers, the most 

important component of economic growth. 

With many companies no longer able to operate at 

full capacity, they have found themselves forced to 

lay off staff en masse. While the reference periods 

for the official employment data published by 

government statistical agencies are not yet fully 

capturing the impact, there are already some signs 

of this historical turn in job markets.  

The most glaring example is the weekly initial claims 

filings for unemployment insurance in the US. These 

figures show that 17 million Americans filed for 

state-level programs in the last three weeks of 

March, with each week’s tally smashing previous 

record weeks of just below 700,000 set in March 

2009 and October 1982 before that. 

 

 

CHART 7: STAKING A HISTORIC CLAIM 

US Initial Claims Filings for Unemployment Insurance 
(thousands per week) 

 

Shaded regions represent periods of US recession 
Source: Bloomberg, Guardian Capital 

For some added context, the US economy shed 

about nine million jobs over the span of two years in 

the deep recession that followed the financial crisis 

in 2008/09; that number has nearly doubled in less 

than a month. 

To be clear, this is not just a US-only story. The 

entire world has felt the impact in an unprecedented 

manner, and the few data points mentioned so far 

are simply a smattering of what will be many, many 

outliers for various economic time series. 

Further to this point, expectations are that the 

shutdowns will result in a hit to global economic 

activity of historic proportions – though, the full 

extent is not going to become clear for months. 

That said, there will likely only be a somewhat 

limited effect on North American and European data 

for the first quarter of 2020 since the economic 

impact began mid-to-late March, while it hit earlier in 

Asia and will be more notable in Q1 data there.  

Just from the mechanics of how growth is 

calculated, March matters much less for Q1’s growth 

rate than January (or the handoff from December for 

that matter). Growth in Q1 will likely be weak, but 

not necessarily terrible – in fact, there is a (albeit 

small) chance of a non-negative outturn for the 

quarter given the positive at the start of the period. 
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The coming quarter (calendar Q2), however, will 

likely be an economic disaster of historic proportions 

given the atrocious handoff from March, and the 

likelihood that April (and likely May too) will be bad 

too, given that activity is not expected to start to 

normalize until closer to the middle of the year.  

As it currently stands, expectations are that global 

economic activity will contract around 5% to 10% 

(with more a real possibility) resulting from the 

COVID-19-induced business closures in Q2. Given 

that quarterly growth rates are presented on an 

annualized basis, that would mean headlines would 

show declines between 20% and 40% for the 

quarter (the annualized rates assume that the pace 

persists for a full year, which is unlikely).   

For context, the depths of the recession that 

followed the financial crisis “only” resulted in a 5% 

peak-to-trough contraction in OECD output and that 

was spread over a year and a half; this range of 

forecasts suggests the hit could exceed that impact 

in just a three-month span. 

CHART 8: A DEEP HOLE 

OECD Real GDP Drawdown from Peak 
(percent) 

 

Dashed line represents the impact of a 7½% decline in Q2 
Shaded regions represent periods of US recession 
Source: OECD, Bloomberg, Guardian Capital 

This Time is Different 

An extremely sharp near-term contraction is the 

baseline forecast right now – this is the tradeoff for 

extreme and widespread efforts to mitigate the 

spread of COVID-19 and reduce its human cost. 

 

Where we go from there, however, is much less of a 

certainty and therefore the main focus of analysts 

and financial markets, not to mention the large share 

of the population enduring self-isolation. 

From an economic perspective, it is important to 

reiterate that this current crisis is the result of an 

exogenous shock and thus represents a different 

type of downturn than experienced in recent history.  

The last two global recessions were precipitated by 

significant imbalances in the marketplace – the tech 

bubble in the late 1990s/early-2000s and the 

housing and credit bubble in 2007/08, with both of 

these popped by the tightening of monetary policy.  

The duration of these types of recession is 

dependent on how long it takes for these 

imbalances to get back into balance – and as seen 

in the aftermath of the housing market crash that put 

innumerous households financially underwater, that 

can mean a long and drawn out period for demand, 

and the labour market, to recover.  

In contrast, a downturn that results from an 

unforeseen event like a natural disaster or public 

health crisis, results in a supply-side shock. In these 

circumstances, demand has not materially eroded, 

but there are sudden outside factors inhibiting the 

ability of business to return to normal.  

As such, once those external forces have subsided 

activity is able to normalize fairly quickly, resulting in 

quick rebound in economic momentum – the bulk of 

displaced labour has been more furloughed than 

fired and able to step back into their old jobs as 

soon as the “all clear” has been signaled.  

This was the experience around perhaps the most 

comparable situation, which was the Spanish flu 

outbreak (a pandemic that inflicted nearly a third of 

the world’s population and killed 40 million people 

globally) which induced a downturn in 1918/19 

which stands among the shortest recessions on 

record. 
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CHART 9: DOWN FOR A COUNT 

Duration of US Recessions 
(months) 

 

Source: National Bureau of Economic Research, Guardian Capital 

Clearly, the global economy now is a dramatically 

different beast than what existed a century ago. Still, 

there are positive recent signs that such a rapid 

rebound is not outside of the realm of possibility. 

Specifically, there are more and more signs that 

activity is getting back to normal in parts of Asia, as 

societal lockdowns put in place at the end of 

January have gradually lifted recently.  

In China, the epicenter of this pandemic, estimates 

indicate that the economy is back to running at 

about 85% of normal, with that expected to further 

perk up in short order as limitations on activity are 

further rolled back throughout the country. 

CHART 10: GETTING BACK TO WORK 

China Economic Recovery Index 
(index; 100 = “normal”) 

 

Dips in the data are weekends 
Source: WeBank, Bloomberg, Guardian Capital 

Undoubtedly, these developments are being viewed 

with cautious optimism. All eyes are focused on 

what happens with respect to infection rates as they  

(and South Korea, too) lead the way for the rest of 

the world in re-opening their economy in earnest.  

A second wave of contagion is very likely, but 

emphasis will be on the severity and the degree to 

which any renewed outbreaks are contained, and of 

course on the ability and speed with which activity is 

actually able to normalize. These would help to 

establish a reasonable timeline for scaling back 

stringency for the rest of the world, and could 

indicate that the macro impacts could be short-lived 

and relatively mitigated overall. 

Moreover, beyond the growth impact from idle 

activity coming back online, there are other factors 

at play that could support a rapid (though not 

necessarily full) rebound once life is cleared to 

safely resume in a manner close to what it was. 

Policymakers around the world have introduced 

significant policies intended to help lessen the 

economic hit of COVID-19-related shutdowns on 

households and businesses.  

Governments for the G7 economies have 

announced packages of direct spending, tax 

deferrals and loans & guarantees equivalent to more 

than 10% of their gross domestic product (though, it 

varies country to country). These measures are 

designed to provide a funding stop-gap to tide 

people and their erstwhile employers over until they 

can get back to work. 

CHART 11: FISCAL INTERVENTION 

Announced COVID-19 Fiscal Response 
(percent of gross domestic product) 

 

Source: RBC Economics, International Monetary Fund, Guardian Capital 

 

0

5

10

15

20

25

30

35

40

45

M
a
y
-1

9
0

7

J
a

n
-1

9
1

0

J
a

n
-1

9
1

3

A
u

g
-1

9
1

8

J
a

n
-1

9
2

0

M
a
y
-1

9
2

3

O
c
t-

1
9

2
6

A
u

g
-1

9
2

9

M
a
y
-1

9
3

7

F
e
b

-1
9
4

5

N
o

v
-1

9
4

8

J
u

l-
1
9

5
3

A
u

g
-1

9
5

7

A
p

r-
1

9
6

0

D
e

c
-1

9
6

9

N
o

v
-1

9
7

3

J
a

n
-1

9
8

0

J
u

l-
1
9

8
1

J
u

l-
1
9

9
0

M
a
r-

2
0
0

1

D
e

c
-2

0
0

7

Recession Start

0

10

20

30

40

50

60

70

80

90

100

27-Jan 3-Feb 10-Feb 17-Feb 24-Feb 2-Mar 9-Mar 16-Mar 23-Mar 30-Mar 6-Apr

Total

Wuhan

Beijing

Shanghai

Shenzhen

0

2

4

6

8

10

12

14

16

18

20

22

Germany Italy UK France Canada US Japan G7

Loans & Guarantees

Direct Spending & Tax Deferrals



 

Economic Outlook | 7 
 

While there is a clear need for spending to fill the void 

and keep economies afloat through this tumultuous 

time, the associated rapid and sharp increase in 

public debt will undoubtedly prove to be a burden that 

will need to be addressed down the road.  

On the monetary policy side of the equation, central 

banks have stepped up aggressively as well.  

The likes of the US Federal Reserve (Fed), Bank of 

England, Bank of Canada, Reserve Banks of 

Australia and New Zealand, and Norway’s Norges 

Bank have slashed interest rates over the past 

month. The net result has been a cut down of the 

average policy rate by a cumulative 80 basis points 

and now sits in negative territory. 

CHART 12: LESS THAN ZERO 

Aggregate Central Bank Short-Term Policy Rate* 
(percent) 

 

*GDP-weighted average policy rate of 11 Developed Market central banks 

Shaded regions represent periods of US recession 
Source: Bloomberg, International Monetary Fund, Guardian Capital 

Monetary authorities have also re-opened their 

unconventional policy toolkits, implementing 

numerous liquidity facilities and restarting (or 

introducing for the first time) asset purchase 

programs, resulting in central bank balance sheets 

expanding by nearly $2 trillion over the past month. 

CHART 13: HERE WE GROW AGAIN 

Central Bank Balance Sheets 
(trillions of US dollars) 

 

Source: Bloomberg, Guardian Capital 

In short, policymakers are throwing everything that 

they can at the economy to try and blunt the fallout 

of COVID-19. Concurrently, they are also working 

hard to ease dislocations in funding and credit 

markets to ensure the plumbing of the financial 

system is in working order, to help prevent this crisis 

from morphing into a financial crisis. To quote 

outgoing Bank of Canada Governor Stephen Poloz, 

“A firefighter has never been criticized for using too 

much water.” 

Market Mayhem 

While the efforts of governments and central banks 

have helped to reduce the economic tail risks, the 

ongoing crisis has still understandably spurred on a 

completely new level of uncertainty. The global 

economic policy uncertainty index hit a new high in 

March amid the intensification of COVID-19 

concerns. 

CHART 14: TAKE ME TO THE LIMIT ONE MORE TIME 

Global Economic Policy Uncertainty Index 
(index) 

 

Shaded regions represent periods of US recession 
Source: PolicyUncertainty.com, Bloomberg, Guardian Capital 

Given financial markets’ aversion to uncertainty, the 

result was a tidal wave of panic selling that stopped 

the decade-long bull market dead in its tracks.  

Equity prices swung from all-time highs into being 

entrenched in bear market territory with an alacrity 

never before seen – the three weeks taken for the 

S&P 500 to fall 20% from its peak, is a record and 

just a tenth of the average for such a move. 
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CHART 15: SUBDUING THE BULL IN RECORD TIME 

Trading Days From S&P 500 All-Time High & 20% Drawdown 
(number) 

 

Source: Bloomberg, Guardian Capital 

Along the way, there have been some of the worst 

days and weeks in the recorded history of organized 

capital markets – with a sprinkling of a few of the 

best days ever among the general waterfall of 

declines. Market volatility surged to levels only ever 

before seen in Financial Crisis in 2008 and on 

“Black Monday” in October 1987, (not exactly the 

best company to keep from a markets perspective). 

CHART 16: IN BAD COMPANY 

CBOE US Equity Market Volatility Index 
(index) 

 

Prior to January 1990, VXO used in place of VIX 
Shaded regions represent periods of US recession 
Source: Bloomberg, Guardian Capital 

Putting the market swings in better context: at time 

of writing, there have been 36 trading days so far in 

2020 in which the S&P 500 has moved either up or 

down by at least 1% – that is the most to this point in 

the calendar year since 2009 and nearly double the 

average over the previous 92 years.  

Moreover, 31 of these trading days have recorded 

moves of at least 3% in either direction, which marks 

a record high; the nine trading days with absolute 

moves in excess of 5% is also a record.  

CHART 17: SWINGING FOR THE FENCES 

S&P 500 Trading Days with Absolute Moves in Excess of 1%* 
(number) 

 

*Data covers calendar years to April 
Source: Bloomberg, Guardian Capital 

The increase in volatility has not been limited to the 

stock market, as even “safe haven” US government 

bonds have seen historically sharp moves so far this 

year. The Merrill Lynch Option Volatility Estimate 

Index (a gauge of Treasury market volatility) hit its 

highest level since the Financial Crisis as well. 

CHART 18: RISK-FREE ASSETS LOOKING LESS SO 

Merrill Lynch Option Volatility Estimate Index 
(index) 

 

Shaded regions represent periods of US recession 
Source: Bloomberg, Guardian Capital 

Fear & Greed 

There is a famous quote from Warren Buffett about 

sentiment and investing: “Be fearful when others are 

greedy and greedy when others are fearful.”  

Currently, while there are tons of unknowns facing 

the global economy and financial markets, one thing 

these indicators make evident is that investors are 

fearful. 
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Further to this point, the Investors Intelligence 

weekly investor sentiment survey data indicate that 

there is extreme pessimism on the prospects for the 

market – there are more investors who are “bearish” 

about the near-term outlook than there are “bulls”.  

CHART 19: BEARS OUT OF HIBERNATION 

Investors Intelligence Bull-Bear Ratio 

(ratio) 

 

Shaded region represents period of US recession 
Source: Investors Intelligence, Wall Street Journal, Guardian Capital 

This is a rare occurrence that has previously come 

amid periods of peak market panic – and tends to 

represent a contrarian bullish signpost.  

The last time the balance tilted toward the bears 

was Christmas 2018 (which incidentally marked a 

bottom), and before that (also the last time the ratio 

was as low as it is now) was in the week of February 

16, 2016 (also a market low).  

More generally, these degrees of bearishness do 

not tend to last long and generally come at the end 

of market downturns (the notable exception being 

the last fundamental bear market in 2008/09). 

Looking back at previous periods of market angst, 

there are a couple of other points worth noting.  

First, the surges in fear-induced volatility do not last 

forever – looking at all the days in which CBOE’s US 

Equity Market Volatility Index (VIX) readings were 

above 50 historically (which roughly marks the 99th 

percentile of all observations), it has effectively 

always moved lower the following month.  

Secondly, the jumps in the volatility are typically 

followed by periods of generally stable and 

directionless markets. That is, over the next month, 

it is roughly 50/50 in terms of global equity markets 

being up/down, and the All-Country World Equity 

Index is flat on average. 

As more time passes, the stock market rebounds 

historically have become material. Six-months after 

the spike in the VIX above that 50 threshold, equity 

markets are up about two-thirds of the time (and 

global aggregate index up an average of 9%); a year 

later, markets have increased each time and by 

more than 20% on average with riskier segments of 

the market leading the way. 

CHART 20: GREED IS GOOD IF MARKET IS FEARFUL 

Average Performance After VIX Is Greater Than 50 

(percent) 

 

Based on daily data since 1990 

Source: Bloomberg, Guardian Capital 

Obviously, there is no such thing as a sure thing, but 

this would seem to support the Oracle of Omaha’s 

argument that it is good to be greedy when the 

markets are fearful. 

Lowered Expectations 

While sentiment has played a role in the market 

selloff, it has not been the sole driver. The 

deterioration in the near-term outlook has, translated 

into lowered earnings expectations as well – and 

given that an asset’s price can be viewed as the net 

present value of the cash flows it can be anticipated 

to generate, that would provide a fundamental 

reason for the declines.  

Equity analysts have slashed their earnings per 

share forecasts for the companies under their 

coverage across the world in fairly uniform fashion. 
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CHART 21: RATIOS REVISED 

One-Month Earnings Per Share Revision Ratio 

(ratio of upgrades-to-downgrades) 

 

Source: Bank of America Merrill Lynch, Guardian Capital 

On a global basis, the rate of upgrades-to-

downgrades has plunged to levels that have only 

ever previously been seen at the depths of the 

recessions in 1991, 2001 and 2008. 

CHART 22: RAREFEID AIR 

Global One-Month Earnings Per Share Revision Ratio 

(ratio of upgrades-to-downgrades) 

 

Shaded regions represent periods of US recession 
Source: Bank of America Merrill Lynch, Guardian Capital 

Again, though, it is important to note that the 

expected downturn is not likely to mirror these 

previous recessionary periods. The current 

weakness is being driven by a shock, rather than an 

underlying fundamental issue with the economy 

itself. 

Market analysts are clearly viewing this to be the 

case too. While earnings forecasts for the current 

year are being cut sharply, expectations for the next 

two years are actually being upgraded by nearly the 

same magnitude on net, leaving the expected 

growth in corporate profits over the next three-year 

time horizon not substantially changed and still at 

double digits. Canada is a clear exception here as 

the dynamics of the commodity markets (crude oil in 

particular) to which its stock market is highly geared 

have changed of late. 

CHART 23: WE’LL CATCH UP LATER 

Forecast Earnings Per Share Growth 

(year-over-year percent change) 

 

Forecasts are Bloomberg consensus expectations 
Source: Bloomberg, Guardian Capital 

In other words, the route may have changed but the 

destination and the estimated time of arrival appears 

to be roughly the same – which raises the question 

does it really matter the path taken if it ultimately 

gets you where you want to go? 

Taking Stock 

For investors with longer time horizons, the answer 

to that question is that it really should not matter. 

Accordingly, if you look at financial markets from this 

longer-term lens, and are of the mindset that this 

current crisis will not still be a headline affair in 

2022; that would suggest that the sharp sell-off in 

global equity markets has created a significant 

opportunity. 

For example, the ratio of the S&P 500 Composite 

Price Index to its expected earnings in three years is 

now one-standard deviation below its 20-year 

average, putting it at its least expensive levels since 

2012. That being a time when the world was still 

dealing with the fallout of the financial crisis, and 

managing the flare up of the European Sovereign 

debt crisis. 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

2016 2017 2018 2019 2020

US

Europe

Japan

Emerging Markets

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

-15

-10

-5

0

5

10

15

20

25

30

2020 2021 2022 3Y
CAGR

2020 2021 2022 3Y
CAGR

2020 2021 2022 3Y
CAGR

2020 2021 2022 3Y
CAGR

US Canada EAFE Emerging Markets

2020-01-01

2020-04-09



 

Economic Outlook | 11 
 

CHART 24: A ONCE IN A DECADE OPPORTUNITY? 

S&P 500 Price-to-3-Year Forward Earnings Ratio 

(ratio) 

 

Dashed line represents series average; solid bars +/-1 standard deviation 
Shaded regions represent periods of US recession 

Source: Bloomberg, Guardian Capital 

The apparent attractiveness of equities is even more 

evident when put in the context of the bond market. 

Stock market valuations (even incorporating the 

deterioration in the current year earnings outlook) 

compared to market interest rates indicate the 

former is materially undervalued on a relative basis. 

CHART 25: THEORY OF RELATIVITY 

S&P 500 Forward Earnings Yield-to-US Bond Universe Yield 

(ratio) 

 

Dashed line represents series average; solid bars +/-1 standard deviation 
Shaded regions represent periods of US recession 
Source: Bloomberg, Guardian Capital 

A key tenet of investing is to try to buy low and sell 

high – that means selling when is relatively 

expensive and buying what is comparatively 

undervalued. As such, in a balanced portfolio 

context with a long investment time horizon, even 

with the heightened uncertainty over near-term 

outlook, this would suggest a preference to skew 

allocations toward equities over bonds. 

Of course, while equities as an overall asset class 

may well continue as before once this period has 

passed, the composition of the market and the 

companies that are in the driver’s seat are likely to 

change as trends and behaviours are reshaped. 

With that said, the lack of visibility currently makes it 

difficult to make a high conviction judgement on how 

things will look on the other side. 

Therefore, for the near-term, the prudent approach 

to managing risk exposures is to think about what 

has proved successful amid heightened uncertainty. 

The earlier discussion showed that traditionally 

riskier areas of the market outperformed the year 

after previous instances of market panic. Notably, 

however, the outperformance did not begin to 

become evident until roughly six months after the 

“risk event”. 

A prime reason for that is that while volatility does 

indeed ebb after hitting its extremes, it does not 

immediately mean-revert – it takes a while for that 

panic to fully subside and conditions to normalize. 

When market volatility remains above average, the 

comparatively higher-risk parts of the market tend to 

lag the broad global index while the US has 

managed to fare comparatively better to their peers 

among the choppier market conditions. 

CHART 26: SINK OR SWIN IN CHOPPY WATERS? 

MSCI Country Index Performance Versus MSCI World Amid 
High Volatility* 

(basis points; >0 denotes outperformance) 

 

*Based on monthly data since January 1990 when VIX is above average 
Source: Bloomberg, Guardian Capital 

In terms of the “style” of strategies, those that focus 

on quality have shown significant outperformance 

relative to the broad market amid high volatility. 
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CHART 27: SHELTER IN THE STORM 

MSCI Style Index Performance Versus MSCI World Amid High 
Volatility* 

(basis points; >0 denotes outperformance) 

 

*Based on monthly data since January 1990 when VIX is above average 
Source: Bloomberg, Guardian Capital 

The companies that meet the screening criteria of 

“quality” are those that generate high returns on 

equity, have stable year-to-year earnings growth 

and low leverage. These are typically more mature 

and stable companies that tend to be a dominant 

player in their industries due to a sustainable 

advantage over competitors. They also have more 

of a focus on secular growth trends rather than 

cyclical ones, making their success less levered to 

the economic cycle.  

These characteristics mean that quality companies 

do not operate in sectors tied to commodities 

(industries where companies are “price takers” 

rather than “price makers”) or those that are capital 

intensive (and debt intensive and thus more 

dependent on rates). As such, these firms tend to 

have much better earnings visibility (and a narrower 

dispersion of earnings forecasts), which can make 

stocks a safe haven in more volatile markets.  

Income-generating stocks are typically viewed as a 

good destination amid market turmoil as well, given 

that their regular cash flows can help mute the 

downside price performance of the asset.  

Interestingly, though, history shows income-heavy 

stocks have largely just tracked the benchmark in 

these tumultuous periods of the past. 

A big reason for this seeming dissonance is that 

while cash flows are desirable, they are not always 

guaranteed. This is especially the case in periods of 

extreme economic weakness when companies can 

seek to address liquidity concerns by cutting (or 

eliminating) dividends and suspending share 

buyback programs – both of which have been 

increasingly commonplace of late and have had 

negative implications for stock prices. 

Bottled-In Bonds 

In terms of fixed income securities, the bond market 

was being strongly influenced by the large price-

indiscriminate buying of global central banks before 

this current crisis; with monetary authorities now 

becoming even more involved in global debt 

markets that impact is only going to grow.  

To this point, central banks in the US, UK, Canada, 

Japan and Eurozone held the equivalent of about a 

quarter of the value of global bond market at the end 

of 2019; at the end of March that had increased to a 

nearly a third of the total. 

CHART 28: BIG FISH IN THE POND 

Central Bank* Assets as Share of Global Bond Market 

(percent) 

 

*Fed, ECB, BOJ, BOE and BOC 
Source: Bloomberg, Guardian Capital 

What this means is that any potential selling 

pressure (and up-move in yields) could be capped 

by this nearly unlimited source of buying power. 

At the same time, there is limited anticipation for 

market yields to fall further from their current levels, 

let alone retest the all-time lows of early March. 

Following the rapid-fire slashing of policy rates 

through March, it would seem that most central 

banks are at what they view as their operational 
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lower bounds. Accordingly, the market’s appetite for 

rate cuts appears to have been sated, with 

effectively nothing being priced in for the next year. 

CHART 29: APPETITE FOR CUTS SATED 

OIS-Implied* Change in Policy Rates Over Next 12 Months 

(basis points) 

 

*Difference between 12-month overnight index swap rate and policy rate  
Source: Bloomberg, Guardian Capital 

Moreover, yield curves that flattened and inverted 

earlier have once again began steepening. The gap 

between 10-year and 2-year US Treasury note 

yields has increased to its widest level in two years, 

driven as longer-term rates have drifted higher in a 

sign of the expected direction of interest rates. 

CHART 30: YIELDING TO THE CURVE 

Spread Between 10-Year and 2-Year US Treasury Note Yields 

(basis points) 

 

Shaded regions represent periods of US recession 
Source: Bloomberg, Guardian Capital 

Taken together, this would seem to suggest that 

performance of government bonds going forward 

could be constrained – with the baseline likely 

resembling the meagre coupons on offer that do 

little to blunt the heightened volatility recorded 

among these traditionally risk-free assets. 

There is a significant yield premium over what is 

available on government debt and what is available 

down the quality curve. Of course, added return 

comes with comparatively higher credit risk – and 

recent months have put emphasis on evaluating that 

risk. 

CHART 31: MORE TO OFFER 

US Bond Index Yields 

(percent) 

 

Shaded regions represent periods of US recession 

Source: Bloomberg, Guardian Capital 

With the sharp deterioration of the near-term macro 

outlook, default risk has risen markedly – after all, 

how can a bond issuer be expected to meet its 

financial obligations if its cash flow has slowed to a 

drip as operations have shuttered? 

Corporate bonds across the globe have been 

experiencing significantly more downgrades than 

upgrades in recent months from ratings agencies, 

with those broad trends accelerating recently. 

CHART 32: TAKING CREDIT 

Ratio of S&P Credit Ratings Upgrade-to-Downgrades  

(ratio) 

 

Source: Bloomberg, Guardian Capital 

Against this, and while government bond yields 

rallied against policy rate cuts and safe haven 

buying, corporate credit of all quality has been under 
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pressure resulting in a sharp widening in yield 

spreads – both Investment Grade and High Yield 

spreads rose to highest levels since the financial 

crisis, breaking above the one standard deviation 

above the historical average threshold. 

CHART 33: SPREAD ‘EM 

 

Dashed line represents series average; solid bars +/-1 standard deviation 
Shaded regions represent periods of US recession 
Source: Bloomberg, Guardian Capital 

Defaults have drifted higher of late and the troughs 

in the credit cycle typically come 6-to-12 months 

after credit spreads have peaked, meaning history 

would suggest that business failures should be 

anticipated in the coming months. 

Notably, though, the debt issues that have been 

feeling pressure are more tied to the beaten down 

Energy sector (which carries a disproportionate 

amount of weight in the asset class relative to the 

stock market or broad economy) than to broader 

economic conditions – the experience so far more 

mirrors 2015, which was more idiosyncratic, than the 

generalized defaults of 2008. 

CHART 34: DEFAULT SETTING 

US High Yield Bond Default Rate 

(percent) 

 

Shaded region represents period of US recession 
Source: Bank of America Merrill Lynch, Guardian Capital 

As well, the abundance of liquidity being pumped 

into credit markets via the alphabet soup of lending 

facilities and asset purchase programs – the Fed 

even announced it was adding some speculative 

grade corporate issues to its shopping list – there 

may well be mitigating factors that limit the broader 

upswing in corporate defaults. 

With that in mind, the combination of yield premium 

over sovereign debt, and the potential for a 

performance boost from spreads narrowing from 

crisis-levels to more normal levels, make corporate 

debt look attractive – the uncertainty suggests a bias 

toward higher quality issues would be prudent. 

Complex Commodities 

The combination of a surge in investor risk aversion 

(which boosts demand for safe havens) and the 

sharp decline in market interest rates (which 

reduces the opportunity costs of holding non-income 

bearing assets) has been a boon to gold. 

The yellow precious metal has found considerable 

support in the current environment, which has 

helped prices break out to their highest levels since 

the European sovereign debt crisis in 2013 – and 

the likelihood of low rates and elevated volatility 

persisting for the foreseeable future would seem to 

provide a constructive outlook for the commodity. 

CHART 35: GOLDEN DAYS 

Spot Gold Price 

(US dollars per troy ounce) 

 

Shaded region represents period of US recession 

Source: Bloomberg, Guardian Capital 
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The market dynamics, however, are far less 

supportive for crude oil. The globally important input 

to production has been slammed from all directions.  

Not only has the global pandemic weighed on 

demand – millions mandated to stay home means 

miles driven have plunged, while idled factories hit 

industrial demand – but also the supply-side shock 

tied to a Saudi-driven price war has driven crude 

prices to lows not seen since the early 2000s. 

CHART 36: OIL PRICES SLIP HARD 

Benchmark Crude Oil Prices 

(US dollars per barrel) 

 

Shaded region represents period of US recession 
Source: Bloomberg, Guardian Capital 

A disagreement on production curbs, in response to 

the global health crisis, between the Organization of 

Petroleum Exporting Countries (OPEC) and non-

member Russia, led Saudi Arabia to shock markets 

and announce its intention to provide discounts on 

its offering prices and ramp up its production. Early 

March data show that Saudi Arabia’s, the world’s 

third largest crude producer, output hit its highest 

level since December 2018, which marked the last 

month before previous production curbs were put in 

place. 

CHART 37: DRILL, BABY, DRILL 

Crude Oil Production 

(millions of barrels per day) 

 

Shaded region represents period of US recession 
Source: Bloomberg, Guardian Capital 

Cooler heads appear to be prevailing with the 

groups reaching an agreement for a historic 

production cut – crude oil output is slated to be 

reduced by nearly 10 million barrels per day starting 

in May. The deal should help provide a floor for 

crude oils prices (which have been halved since the 

beginning of March) but concerns over the fraying of 

relationships as well as the ongoing signs of crude 

inventories swelling are likely to keep gains limited. 

CHART 38: PIPELINE PRESSURES 

Crude Oil Production 

(millions of barrels per day) 

 

Shaded region represents period of US recession 
Source: Bloomberg, Guardian Capital 

The Road Ahead 

After a long series of defeats, Allied Forces turned 

back German General Erwin Rommel in El Alamein, 

Egypt in November 1942. The battle marked 

something of a turning point in World War II, where 

the frequency of advances started to outpace the 

setbacks. Of that moment, British Prime Minister 

Winston Churchill stated, “Now this is not the end. It 

is not even the beginning of the end. But it is, 

perhaps, the end of the beginning.” 

It would seem that the end of the first quarter could 

be viewed in a similar fashion – perhaps, the end of 

the beginning. While this crisis is far from over and 

its ultimate endpoint is still “to be determined”, that 

painful initial onslaught that featured significantly 

more negatives than positives may have finally 

passed.  

There are increasing signs that the pace of spread 

of COVID-19 is slowing globally, with the rate of new 
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infections starting to flatten out as the aggressive 

self-isolation/social distancing measures begin to 

bear fruit. Market volatility, while still elevated, has 

come down from its lofty levels as the daily swings 

become more modest. 

These are positive signs that we are getting closer 

to a beginning of the end of this tumultuous period, 

but we are not quite there yet. A report by the 

American Enterprise Institute, a non-partisan think 

tank, suggests that the restrictions on everyday life 

that are currently in place to stem the spread of the 

COVID-19 outbreak could start to be eased once 

three preconditions are met: 

 a sustained reduction in cases for at least 14 

days (i.e., one incubation period); 

 local hospitals are safely able to treat all 

patients requiring hospitalization without 

resorting to crisis standards of care; and 

 a capacity exists to test all people with COVID-

19 symptoms, along with capacity to conduct 

active monitoring of all confirmed cases and 

their contacts. 

From easing restrictions to a complete return to 

normal life is a further step requiring herd immunity. 

That is, either through the development of a vaccine 

(the race for treatments is like nothing seen before, 

and several are in various stages of testing but are 

likely still at least year away from being made widely 

available to the public), or COVID-19 becomes 

endemic (estimated to be a two year process). 

That means there is still likely a while before this is 

fully in the rearview mirror. Slowly but surely we are 

moving in that direction (notwithstanding the 

potential for things to take a step backward among 

these steps ahead). 

Therefore, while “patience” is likely the key 

watchword, there is some benefit to prudently 

planning and positioning and being prepared for 

when conditions begin to resemble something like 

the previous norms. 

Economic momentum will regain traction and market 

volatility will subside, the question is just when. That 

uncertainty has resulted in valuations across the 

spectrum of risk assets, perhaps presenting a once-

in-a-decade opportunity for those investors with a 

long enough time horizon and willingness to look 

through near-term headline risks. 
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CANADIAN EQUITIES

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

S&P/TSX Composite -17.4 -20.9 -14.2 0.9 4.1

S&P/TSX 60 -15.3 -18.5 -11.7 2.0 4.6

S&P/TSX Completion -25.2 -29.7 -23.4 -2.7 2.4 

S&P/TSX SmallCap -29.3 -35.2 -6.2 -2.2

BMO Small Cap Blended (Weighted) -28.5 -36.2 -31.7 -5.0 -0.6

S&P/TSX Composite High Dividend -23.5 -27.4 -20.1 -0.9 4.3

S&P/TSX Composite Dividend -17.4 -20.7 -14.2 1.8 N/A

S&P/TSX SECTOR RETURNS (%)

Communication Services -4.2 -8.1 -5.6 7.0 11.5

Consumer Discretionary -25.7 -32.8 -29.5 -3.9 6.9

Consumer Staples -7.6 -9.3 -6.2 5.9 13.8

Energy -30.8 -37.2 -33.9 -9.3 -3.8

Financials -18.3 -21.1 -13.3 3.8 7.0

Health Care -22.6 -37.1 -62.4 -39.8 -3.7

Industrials -13.3 -15.0 -7.5 6.0 11.7

Information Technology -9.7 -3.7 26.1 18.6 6.2

Materials -10.0 -18.8 -7.3 1.2 -2.6

Real Estate -29.3 -28.4 -25.3 0.6 8.8

Utilities -9.7 -5.3 12.2 7.6 7.7

INTERNATIONAL EQUITIES

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

MSCI World Index (Net, C$) -8.0 -13.3 -4.5 5.7 10.2

MSCI EAFE Index (Net, C$) -8.1 -15.3 -8.8 1.7 6.2

MSCI ACWI (C$) -8.3 -13.7 -5.5 5.2 9.5

MSCI France (C$) -12.7 -20.5 -12.3 2.8 5.6

MSCI Germany (C$) -12.0 -19.9 -12.1 -1.8 5.7

MSCI Japan (C$) -1.5 -8.7 -0.6 4.2 7.4

MSCI U.K. (C$) -10.9 -21.9 -17.9 -1.1 5.1

S&P/IFC Investable (Emerging Markets) -11.2 -17.0 -13.2 2.4 4.8

MSCI EAFE Growth (Gross, C$) -3.6 -9.3 0.7 5.3 8.7

MSCI EAFE Value (Gross, C$) -12.6 -21.1 -17.2 -1.0 4.7

INTERNATIONAL EQUITIES

MSCI EAFE SECTOR RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

Communication Services -4.6 -10.0 -5.7 -0.8 6.4

Consumer Discretionary -10.4 -19.6 -9.4 -0.1 8.0

Consumer Staples 2.0 -5.0 -2.5 5.2 10.0

Energy -13.0 -30.0 -33.8 -1.2 0.7

Financials -17.9 -24.9 -19.7 -3.3 3.0

Health Care 3.2 0.0 14.1 5.3 11.9

Industrials -11.5 -19.2 -10.5 2.9 7.1

Information Technology -4.7 -9.7 4.7 8.6 8.8

Materials -7.6 -19.7 -15.3 2.2 2.9

Real Estate -15.9 -20.5 -22.3 n/a n/a

Utilities -8.5 -4.8 1.1 5.6 4.4

US EQUITIES

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

S&P 500 -7.1 -11.7 -0.9 9.2 14.3

Dow Jones Industrial Average -8.4 -15.2 -7.7 9.4 13.8

NASDAQ -4.7 -5.8 6.1 12.0 16.2

Russell 1000 -8.0 -12.4 -2.0 8.7 14.2

Russell 2000 -17.0 -23.8 -19.0 2.1 10.6

Russell 3000 -8.5 -13.2 -3.2 8.2 13.9

Russell 1000 Growth -4.4 -5.7 7.5 12.9 16.8

Russell 1000 Value -12.1 -19.6 -11.8 4.3 11.4

S&P 500 SECTOR RETURNS (%)

Communication Services -6.8 -8.8 3.0 6.1 11.8

Consumer Discretionary -8.0 -11.4 -4.9 9.9 17.5

Consumer Staples 0.3 -4.2 5.9 7.6 13.8

Energy -30.9 -45.6 -49.3 -12.2 -0.4

Financials -16.6 -25.3 -11.7 5.8 10.6

Health Care 2.0 -4.1 5.5 8.5 16.7

Industrials -14.3 -19.9 -14.2 5.4 12.3

Information Technology -3.1 -3.3 17.7 19.8 19.8

Materials -8.9 -18.9 -11.1 2.9 9.2

Real Estate -9.8 -11.3 -5.5 n/a n/a

Utilities -4.6 -5.1 5.0 10.8 14.4

Market Returns at March 31, 2020 All returns in Cdn $

Sources:  Bloomberg Finance L.P., FTSE Bond Analytics, TD Securities, Thomson Financial
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CANADIAN FIXED INCOME

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

FTSE Canada 91 Day TBill 0.3 0.7 1.9 1.0 1.0

FTSE Canada Short Term Overall Bond 0.1 1.8 3.2 1.7 2.5

FTSE Canada Mid Term Overall Bond -0.4 3.3 5.3 2.8 4.8

FTSE Canada Long Term Overall Bond -5.5 0.2 5.6 3.8 6.8

FTSE Canada Universe Bond -2.0 1.6 4.5 2.7 4.3

FTSE Canada High Yield Overall Bond -10.4 -9.0 -5.1 4.3 5.2

FTSE Canada Real Return Bond Overall -4.9 0.0 2.8 1.4 4.2

SECTOR RETURNS (%)

FTSE Canada Federal Bond 1.6 5.1 6.4 2.3 3.5

FTSE Canada Provincial Bond -2.8 1.3 5.0 3.1 5.3

FTSE Canada All Corporate Bond -5.4 -2.5 1.3 2.5 4.4

GLOBAL FIXED INCOME

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

FTSE World Government Bond 5.4 12.0 13.1 5.4 5.7

COMMODITY

1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

Bloomberg WTI Cushing Crude Oil  
Spot Price -51.5 -63.2 -63.7 -13.6 -10.2

Bloomberg European Dated Brent  
BFOE Price -54.5 -64.5 -66.1 -14.7 -9.5

Edmonton Crude Oil Syncrude Sweet 
Blend FOB Spot -78.0 -82.4 -82.5 -26.3 -16.6

S&P GSCI Nat Gas Index Spot 3.3 -17.8 -34.4 -7.0 -5.1

S&P GSCI Copper Index Spot -6.9 -12.0 -18.8 -1.7 -1.1

S&P GSCI Gold Index Spot 8.1 15.1 13.0 8.7 7.2

CURRENCY

1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

Canadian $/US $ (% chg) 6.0 9.8 6.5 2.3 3.4

Canadian $/Yen (% chg) 5.9 10.5 9.2 4.5 1.9

Canadian $/GBP (% chg) 2.9 2.7 1.4 -1.3 1.4

Canadian $/Euro (% chg) 5.9 7.3 4.1 2.8 1.3

Market Returns at March 31, 2020 All returns in Cdn $

Sources:  Bloomberg Finance L.P., FTSE Bond Analytics, TD Securities, Thomson Financial

GOVERNMENT OF CANADA YIELD CURVE US TREASURY YIELD CURVE
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This document includes information concerning financial markets that was developed at a particular point in time. This information is subject to 
change at any time, without notice, and without update. This commentary may also include forward looking statements concerning anticipated results, 
circumstances, and expectations regarding future events. Forward-looking statements require assumptions to be made and are, therefore, subject to 
inherent risks and uncertainties. There is significant risk that predictions and other forward looking statements will not prove to be accurate. Investing 
involves risk. Equity markets are volatile and willincrease and decrease in response to economic, political, regulatory and other developments. The 
risks and potential rewards are usually greater for small companies and companies located in emerging markets. Bond markets and fixed-income 
securities are sensitive tointerest rate movements. Inflation, credit and default risks are all associated with fixed income securities. Diversificationmay 
not protect against market risk and loss of principal may result. Index returns are for information purposes only and do not represent actual strategy 
or fund performance. Index performance returns do not reflect the impact of management fees, transaction costs or expenses. This presentation is 
for educational purposes only and does not constitute investment, legal, accounting, tax advice or a recommendation to buy, sell or hold a security.  
It is only intended for the audience to whom it has been distributed and may not be reproduced or redistributed without the consent of Guardian Capital LP.  
This information is not intended for distribution into any jurisdiction where such distribution is restricted by law or regulation. It shall under no 
circumstances be considered an offer or solicitation to deal in any product mentioned herein. Certain information contained in this document has been 
obtained from external parties which we believe to be reliable, however we cannot guarantee its accuracy. Guardian Capital LP manages portfolios for 
defined benefit and defined contribution pension plans, insurance companies, foundations, endowments and third-party mutual funds. Guardian Capital LP  
is wholly owned subsidiary of Guardian Capital Group Limited, a publicly traded firm listed on the Toronto Stock Exchange. For further information on 
Guardian Capital LP, please visit www.guardiancapitallp.com
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