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The first half of 2020 has been a rollercoaster on several fronts. At the
beginning of the year, the COVID-19 virus was widely viewed as a minor
medical and sociological threat. However, on March 11th it was declared a
global pandemic by the World Health Organization which led to a halting of
the global economy, outside of essential services. This significantly impacted
consumer behavior, while many individuals around the world began selfisolating and working from home. Then in early April, the U.S. and Russia
initiated an oil price war, pushing down the price of oil by over 25%. Finally,
the inhumane death of George Floyd initiated a global movement and
protests with people demanding a greater degree of equality and justice not
only in the U.S., but around the world. Although many protests were peaceful
and focused on the cause at hand, the situation escalated at times sparking
violence and theft. In the previous twelve to eighteen months, we often
addressed the economy’s susceptibility to an economic downturn. Although
such a downturn was likely, these events have caused a more significant
amount of economic damage then would have otherwise been the case. So,
what does this all mean for the economy and the investment markets going
forward?
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First off, what a difference a few months can make. Although global equity
markets had suffered an approximately 35% downturn near the end of March
due to the events mentioned, they have since recovered about two-thirds of
this downturn. This has left a lot of individuals and investors wondering
where to from here. With that in mind, let us take a second to re-focus
ourselves on the economic and investment fundamentals that drive our
disciplined investment process. In terms of the economic cycle, the labor
market is a foundational driver. What we do know is that the labor market
has been decimated, with approximately three million jobs lost in Canada and
forty-four million jobs lost in the U.S. since the COVID-19 outbreak. From an
investment perspective, corporate earnings are critical in determining the
direction of equity markets. Corporate earnings are likely to be reduced by
approximately 30% in 2020. Although both fundamentals sound bleak, and
with good reason, the economy and the investment markets focus on the
future, not the past.
Source: Bloomberg
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The bottom line is that the economic recovery will be a bumpy ride. Global
central banks and governments have done their part in providing the
necessary economic medicine to ensure the patient recovers. A good look at
history makes it clear that the economy progresses in cycles. A deterioration
of the labor market and corporate earnings serve as a reset button for the
economy, paving the way for a fresh economic cycle while clearing the
runway for investment returns that lie ahead. Will there be turbulence?
Absolutely. However, proper portfolio construction and a disciplined
investment process will allow investors to navigate the uncertainty while
capitalizing on returns once the markets regain more solid footing in the
quarters and years ahead.

Source: Bloomberg

While both economic vitals are in critical condition, this also means their
health is more likely to improve over the coming years as opposed to
deteriorate further. We have already seen early signs of this improvement in
the most recent U.S. and Canadian monthly job reports for the month of May.
Simultaneously, corporate earnings forecasts for 2021 have also started to
stabilize. Let us be the first to admit that there is plenty of debate as to how
quickly the economy will recover. Secondly, forecasts are often inaccurate.
However, we are not all that interested in the debate as to how quick or slow
the recovery will be, or how accurate those earnings forecasts will play out.
What we do remain focused on is our investment process, which is centered
nine key investment factors that serve as both our discipline and our
compass, allowing us to navigate both challenging and healthy economies.
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