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A LIGHT AT THE END OF THE TUNNEL
Since March 22nd, global stock markets have had a powerful rally with Canadian and U.S. stock
markets, up 36% and 34%, respectively as of April 29th. Year to date these markets are now down
by 11% and 9% respectively. Despite continued negative COVID-19 headlines in terms of growing
global cases and deaths, the markets have rallied as investors discount bad news and have begun
looking out over the next 12 months. As a result, many media commenters are now speculating on
the shape of an economic recovery. Whether it will be a ‘V’, ‘U’, ‘L’ or ‘W’ recovery, no one really knows
for sure. Predicting the shape of the recovery is like guessing the weather in Calgary – wait a few
minutes and it will change again. Rather than speculating on the shape of the recovery, let’s focus on
the facts that we know.
First, this is the first global recession that is self-induced in order to save millions of lives. Although
the economic hardships faced by millions of individuals and businesses is real, saving lives is the
priority. Governments and central banks will continue to inject money into the economy and provide
assistance for consumers to dampen the negative economic impact. Governments seem to have an
unlimited printing press in terms of continuing to expand the size and depth of the social security net
the longer the economies remain partially closed. We know that the economy will recover with time
as businesses reopen through a phased-in approach.
Second, although many comparisons to the Great Depression are being made, that period was
significantly different than today’s. Back then, central banks and policy makers made a series of
mistakes, as they had less experience dealing with serious recessions. In addition, there was no social
security net in place for businesses and individuals. Since then, policy makers and central banks have
learned from past recessions and have fine tuned their response mechanism. The lesson of the Great
Financial Recession of 2008/09 was the need for quick and massive monetary and fiscal response by
central banks and governments to calm credit and equity markets. In the last six weeks we have seen
global central banks and governments quickly move to a ‘whatever it takes’ attitude in response to
the Great Lockdown.
According to the International Monetary Fund (IMF), the global economic contraction from 1929 to
1932 was approximately 10 percent, while advanced economies shrank by 16% during that period. In
the IMF’s recent World Economic Outlook, it projects that the global economy will contract by 3% in
2020, with advanced economies contracting by 6.1%. This year’s reduction of output will be far more
severe than the last recession, when the world economy contracted by less than 1 percent between
2008 and 2009: however, it may not be as large as in 1929-1932. Looking out to 2021, the IMF predicts
a significant 5.8% rebound in global economic growth (see table below).
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Source: IMF, World Economic Outlook April 2020: The Great Lockdown

Third, stock markets are forward looking and as result they usually bottom before the trough of a
recession. On average the U.S. stock market bottoms five months before the trough (see table below).
Using that average, and assuming the market low was in late March, we would anticipate the recession
may trough in the late August/September timeframe. Stock markets have been rallying for the last
five weeks as investors continue to discount the deterioration of economic data, negative earnings
growth and limited earnings visibility for 2020, while focusing more so on the potential economic
rebound that may follow in 2021 and beyond.
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The Bottom Line
Over the last five weeks, the Matco funds have participated in the strong rally and remain close to
fully invested. We continue to focus on companies with dividend sustainability, low debt ratios and
have limited exposure to commodities. Following our strict investment process, we replaced a few
companies in our equity portfolio with some that provide a better reward/risk ratio and increased the
corporate bond exposure in our fixed income fund to take advantage of attractive yields. On an asset
mix level, we increased the equity weight in our balanced fund mandates and took profits on the fixed
income weight. We believe that the Matco funds are well positioned despite the continued
economic and COVID uncertainty. If you would like more information about Matco funds please
contact us by email.
Stay Safe. Stay Healthy.
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MATCO FINANCIAL INC.

Founded in 2006 to manage and service seven family offices, today Matco offers the benefits of our
extensive investment management experience to individual investors, foundations, endowments,
condominium corporations, trusts, corporations and not-for-profit organizations.
Our mission is to simplify the investment world for our clients by understanding their needs and
providing exceptional investment solutions that preserve and grow capital.

Matco Financial is an independent, privately held discretionary investment counsellor and asset management firm that serves the needs
of individual investors, institutions, advisors, trusts, corporations and not-for-profit organizations. Matco provides investment advisory
services to investors on a discretionary basis through mutual funds and separately managed accounts. This communication is intended
for information purposes only and does not constitute an offer or solicitation by anyone in any jurisdiction in which such an offer or
solicitation is not authorized or to any person to whom it is unlawful to make such an offer or solicitation. Matco Financial Inc. makes no
representations as to the accuracy or any other aspect of information contained in other websites. All statements that look forward in
time or include anything other than historical information are subject to risks and uncertainties and are not guarantees of future
performance. Investors should not rely on forward looking statements. Actual results, actions or events, could differ materially from those
set forth in the forward looking statements.
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