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Equity markets continued their rebound from their March lows in the third quarter and have now reversed the majority of 
pandemic-related losses. The domestic S&P/TSX Composite Index rose 4.7% over the quarter, paring the year-to-date loss 
to 3.1% for the benchmark, while the MSCI EAFE benchmark rose 2.8% in Canadian dollar terms, cutting the decline in 
international equities to just 4.3% for 2020. Performance in the United States remains the best among developed markets, 
as a 6.8% Canadian dollar rise in the S&P 500 brought the market to an overall 8.8% gain for 2020. Nominal strength in the 
Canadian dollar created a slight headwind for Canadian investors this quarter, reducing gains by approximately 2%. 

Across all three regions, performance this quarter was driven predominantly by cyclically exposed sectors. The Materials 
and Industrials sectors were strong globally, a reflection of rail and trucking volumes rising as companies replenish 
inventories and some manufacturing businesses partly re-staffing. Additionally, the Consumer Discretionary sector was 
universally robust amidst surging consumer demand for select categories of goods, spanning athletic attire to garden 
equipment, all of which have risen sharply during the current “work from home” regime. 

On the other end of the spectrum, the Real Estate and Financials sectors were weak across all developed markets, with 
investors increasingly concerned about the outlook for consumer credit, and the future prospects for office and retail 
property. Additionally, Energy stocks continued a lengthy run of insipid performance, with investors deliberating if the 
current slowdown in oil demand will evolve into something more enduring as the world shifts towards more renewable 
energy sources.
 
In fact, outside of Canada, where Financials have been historically quite rewarding, the weakness in the Energy and 
Financials sectors is an extension of an anemic twenty-year record for both groups. In the US over the past two decades, 
the Energy sector has risen just 2.2% annually and Financials by 2.3% in US dollar terms including dividend income, 
both substantially outpaced by the broader S&P 500 index. The situation is similar in EAFE, where annual US dollar total 
returns of 1.9% for Energy and 1.3% for Financials over the past 20 years leave these two sectors again making for a very 
unrewarding combination. 

Fixed Income Markets
 
Fixed Income market returns continued their positive trend in the third quarter of 2020, as investors continued to bid up 
government and high-quality corporate debt during the period despite all-in yields remaining at or near historic lows: the 
Canadian Fixed Income Universe returning 0.4% for the quarter. Corporate credit remained strong during the quarter with 
the market being able to easily digest new issues; large-scale borrowers were calling shorter-term higher coupon bonds and 
replacing them with longer-term and lower coupon debt, all of which sold easily. 

The Bank of Canada’s bond-buying program expanded from $100 billion, across all asset classes pre-pandemic, to over 
$550 billion by September 16, 2020. High yield bonds performed strongly in the quarter, returning 4.6%, underpinned 
by the US Federal Reserve’s high yield bond ETF buying program, increased commodity prices, and yield scarcity in 
investment grade bonds. 
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Economic data in the quarter was improved, compared to earlier in 2020, but still significantly worse when compared year-
over-year, so much so that the Canadian Federal government discontinued debt and deficit guidance for the fiscal year. 
The Bank of Canada and the Federal Reserve have provided guidance that overnight borrowing rates will remain at or near 
their respective effective lower bounds for the foreseeable future. Both central banks intend to stand in as buyers of last 
resort, despite fixed income markets operating in an orderly fashion and are seeing reasonably large take-ups in their bond 
buying programs. 

While wholesale economic uncertainty exists around the impact of the coronavirus, corporate debt markets suggest 
that investment-grade bonds are likely to continue to be constructive going forward in a lower-for-longer interest rate 
environment. 

Commentary

It has been six months since the initial wave of COVID-19 caused the world to lockdown — Monday, March 16, 2020, 
marked the first day out of the office (either working from home or into unemployment) for many workers across the 
globe. As such, it seems like a good time to reflect on where we have been, and think about where we are going.

In terms of where we have been, the large-scale shuttering of economic activity dealt a historic blow to the global economy. 
Aggregated output across the G7 economies (Canada, France, Germany, Italy, Japan, US and UK) collapsed by a record-
setting 12% over the first half of 2020 – that is more than double the magnitude of the peak-to-trough drop in the 
aftermath of the financial crisis in 2008/09.

The easing of restrictions across many regions starting in late April, however, has allowed activity in some segments of the 
economy to return to something akin to normal in fairly short-order; while the massive amounts of fiscal stimulus (G7 
governments have committed $6 trillion or 15% of the group’s aggregated GDP to such measures) and other initiatives 
(such as private loan payment deferral programs) have played a significant role in helping those unable to return to work 
keep their heads above water.

The result has been a robust economic rebound across the globe that has all but assured that the COVID-19-induced global 
recession will stand as one of the shortest in history as  current consensus forecasts put the G7 economies on track to post 
their biggest one-quarter gains on record in Q3.

With this recovery of lost economic activity, global financial markets have come roaring back and put the amplified 
volatility and earlier losses in the rearview mirror, with the global aggregate MSCI World Index reclaiming its all-time high 
in Q3 — this arguably has outpaced the economy to this point and pushed valuations to extremes. However, performance 
has been far from uniform across the market, with those segments that benefit from the acceleration of secular trends 
driven by the crisis’ upheaval punching well above their weight (particularly Tech) while other areas have lagged materially. 

The obvious question is where we go from here and what is likely to guide the market and macro narrative as we 
(thankfully) enter the home stretch of this tumultuous calendar year.

Clearly, the most important driver of what happens next is COVID-19. 
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As it stands right now, it is arguable that the restart of business activity in much of the world has reached its limits under 
the current stages of restriction rollbacks, which stands to constrain any future gains. For instance, current data indicate 
that the number of small businesses in operation in the US has largely flat-lined at levels that are still well below pre-crisis 
norms.

Absent the continued unwinding of restrictions on all activity (especially those that face larger issues implementing social 
distancing mandates), there is limited scope for the overall economy to achieve pre-COVID levels soon. Moreover, there 
is a rising risk that these supply-side constraints are going to get worse before they get better, given the resurgence of 
contagion, following lulls over the summer, has paused reopening plans, and in several cases resulted in a reversal of some 
easing of restrictions — particularly the scaling back of allowable crowd sizes and re-imposing restrictions on indoor 
commercial activities such as dining.

Against this backdrop, expectations are for future growth to be much more moderate than the torrid pace recorded over 
the last few months, and the likelihood is that the road to recovery will be bumpier than the recent experience. That should 
continue to be constructive for financial markets, however, much more susceptible to shocks that result from headlines 
over the coming months.

When it comes to headlines, the impending US Election will no doubt be a fertile source of material for news media over 
the next month, especially with the rhetoric likely continuing to heat up as November 3, 2020 approaches.

Polling is undoubtedly tilted against the incumbent in the White House, but recent history has shown us that pre-
election polling does not guarantee future performance. The race remains tight in several key battleground states and the 
pandemic-driven increased prevalence of absentee/mail-in ballots suggests a high likelihood that there could be a longer-
than-normal lag in determining the winner. 

Uncertainty is never well-received by markets, however, some solace can be taken by investors in the fact that history shows 
that whoever ultimately holds office does not carry much impact in the near-term for the economy or markets. After all, 
the causal flows tends to be that the market and macro backdrop influences the election rather than the other way around, 
as recessionary conditions and associated market weakness tend to be a catalyst for a change in political regimes. As such, 
any knee-jerk reactions to happenings on this front tend to be short-lived.
Therefore, developments on the COVID-19 front will continue to be paramount. 

The risks of another round of lockdowns (though there is limited political appetite, aggressive and uncontrolled spread 
could force governments’ hands) represent a clear downside, but there is an obvious source of upside risk to expectations: 
ending or mitigating the ongoing pandemic.

There appears to be a high conviction that a vaccine will be developed sooner rather than later, though the production 
of enough doses and dispensing them to all corners of the world will undoubtedly take time and likely makes this a 2021 
story.
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For the nearer future, further inroads on therapeutics that can help limit the potential worst-case outcomes from 
COVID-19 would also help reduce concerns about the negative implications of opening back up in full,  and the persistent 
decline in the observed case fatality rate of COVID-19 would appear to suggest that medical professionals are getting better 
at managing cases. Even more, the development of rapid and frequent testing capabilities would help to better monitor and 
control outbreaks, providing greater confidence in pushing forward with the easing of restrictions on business activity.

Until these are in place to really help global growth move into the express lane and push the growth pedal to the floor, the 
recovery will likely remain on its current trajectory and abide by posted speed limits — and markets will likely tread more 
carefully until there is more clarity on what comes next.
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