
 
Dear Client, 

I am writing to provide you with some perspective on the market’s recent reaction to the coronavirus 

outbreak and what that might mean for your investments.  

What is happening in the markets? 

The spread of the coronavirus disease (COVID-19) and the recent growth in new cases outside of China 

have prompted a sharp market correction in global stock markets. Assets seen as safe havens, such as 

gold, increased in value. The outbreak has already had a significant effect on China, the world’s second-

largest economy with a key role in the global supply chain and a consumer of foreign goods. With the 

virus continuing to spread, markets were reacting to the outbreak’s expanding potential impact on the 

global economy. 

What should we expect to happen next? 

In the short to medium term, we can expect weaker economic growth and a decrease in corporate 

earnings. It will take time for China to resume production and for the disruption to global supply chains 

to be repaired. The effect on the global economy could be worsened if the number of cases outside 

China continues to grow. However, other factors are supporting the markets. China is stimulating its 

economy with monetary and fiscal policy, and both the U.S. Federal Reserve and Bank of Canada have 

stepped in with a 0.5 percentage point cut to interest rates. It is likely that other governments and 

central banks will respond similarly, helping to stabilize the economy and the markets while this 

disruption runs its course. 

What should I do? 

Corrections are a natural part of the investment cycle and over the long term, investors who stay 

invested – rather than trying to time the markets – have been rewarded. This market decline may also 

represent an opportunity to buy quality companies at attractive prices. I’ve included the chart below to 

demonstrate the risk of not being invested and missing out on the stock market’s best days, which often 

come after large declines like we have recently seen. 

 

 

 



 
My advice is to stick with your existing long-term investment plan, which takes into account stock 

market volatility. Your plan was carefully constructed to reflect your personal objectives and investment 

time horizon.  

What are we doing?  

We are meeting with fund managers on a daily and weekly basis to understand the implications of the 

virus on global and the Canadian economy, understanding what fund managers are doing to take 

advantage of the dip in prices, putting together a buy list for individual stocks/ETF’s and putting a plan 

together for our next semi-annual visit or call to implement a dollar cost averaging plan if appropriate 

for your accounts.  

 

On Monday March 9, 2020 I attended a conference call held by Philip Petursson, Chief Investment 

Strategist for Manulife Investment Management.  Philip was discussing the recent market events and 

the possible future environment we are expecting. Please find call notes below.  

We have seen worse market losses, this isn’t unique, it is one of many.  The--what drove it-- and why, 

are what make it different: 

 Saudi Arabia, increased oil production, lower cost to its client, and this comes from OPEC 
breakdowns.  They believe north American energy producers are in a weak spot, so Russia and 
Saudi’s go into a pricing war, in hopes to flood the market and pick up market share.  Oil prices 
have dropped approx. 30% Monday during trading. This is a full-blown oil price war, last time we 
saw this was 1998. 

 

 US Federal Reserve (the fed) cut 50 basis points last week in an emergency declaration.   In 
response to the Coronavirus, and Bank of Canada (BoC) followed suit, this was before the oil 
conversation had come through. 

 

 We do not believe these rate cuts are for broad support for the economy. This is a health care 
and consumption problem.  So, these won’t do much for the US economy. Fed cutting rates 
shows the US economy is facing head winds. Market is pricing in April cuts again by the Fed, 
then 50 bps cut for Bank of Canada (BoC) in April as well. 

 

 Canada is in low GDP growth, and likely Q1 in 2020 will be flat or negative, due to rail shutdowns 
earlier this year. Now, the corona virus situation and consumption slowdown will also have an 
impact.  BoC will come in April and cut rates around 50 bps in our belief with possibly more. The 
immediate consequences of the Saudi’s action are being felt in the Canadian energy sector, 
down approx. 20% Monday.   

 

 Recessionary risks in Canada are much higher since the weekend due to this. A technical 
recession (2 negative quarters GDP growth), is possible in Canada. 

 We believe the market correction Monday March 9th was overblown, consumer is a winner 
when oil drops, that’s more money into the system. Market is pricing in the absolute  



 
worst-case-scenario, we do not believe we have seen the bottom but don’t believe this will 
continue at this rate.  We would expect a rally somewhat this week. 

 

 Passive investments are dumping money, yet active managers are not, they are upgrading their 
portfolio’s, when the market drops all stocks together, that gives active managers the ability to 
trade.  Many companies will benefit from this environment and are on sale, and those are the 
one’s our active managers are looking to buy and are buying at the right price.  

 

 Fundamentals have guided us more conservatively over the last year, and we believe being 
balanced right now within asset allocation will help defend significantly better.  Disciplined 
balanced approach helps provide stability.  

 

 Better opportunity in the fixed income market, we have seen government bonds have 
significantly outperformed. Credit debt has held in much better than the equity markets, and as 
we have been recommending high yield bonds as a proxy for equity markets, that thesis has ran 
true. 

 

 These markets allow active managers to pick up quality names in dislocations where the overall 
index suggests trouble.  The pressure on credit is not coming from the companies themselves, 
no evidence of that, selling of ETFs is where we are seeing dislocations.  This plays well for our 
active fixed income managers to find individual names when the time is right.  

 

 I would not be aggressive in buying into the market yet, I would approach with balanced asset 
allocation and put money to work by staging it in.  We always suggest using dollar cost averaging 
strategy, and if there are more downside days to come, that clients do the same.  

 

We are here for you and welcome any calls or questions. For further information, please contact me at 

519-741-8478.  Once again, I thank you for your business and look forward to speaking with you soon.  

Sincerely,  

 

 

 

Greg Frost, BA, CFPR, CIM 

Investment Advisor 
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