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IN THE EYE OF THE STORM: 
SOME PRACTICAL CONSIDERATIONS DURING  

THIS PERIOD OF MARKET TURMOIL 
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While we have not yet completed the first quarter of 2020, the financial markets have taken a 
dramatic turn from the beginning of the year and now find themselves in correction 
territory.  As at the time of writing, it has been about 18 days of downturn although it feels 
much longer.  In reality individual successive negative events have have occurred which would 
have likely unwound themselves sooner and with less market impact had they not 
coincided.  As at the time of writing business media is concurrently reporting on: 

 The financial market decline 
 The Covid-19 virus 
 A dispute in the oil sector between OPEC and Russia 
 U.S. presidential elections 

 

SOUND PORTFOLIO MANAGEMENT ADVICE DICTATES THAT INVESTORS SHOULD PRACTICE 

PATIENCE TO ALLOW THE MARKETS TO WORK THROUGH THE CYCLE.   

THE TEMPTATION TO PANIC AND SECOND GUESS THE MARKETS IN RESPONSE TO OVERSOLD 

CONDITIONS AND MEDIA REPORTING SHOULD BE AVOIDED.  REMEMBER, WHEN YOU SELL 

SOMEONE IS BUYING.           

 

Sequence of Events: 

1. The market sell-off started with profit taking activity in February following an over 
bought market particularly in the FAANG (Facebook, Apple, Amazon, Netflix, Google) 
I.T. sector.  This sector has also led the market down with the greatest 
declines.  Without any other events, this would likely have run its course leading into 
March.  The chart below illustrates post sell-off the TSX would have effectively 
corrected itself to late 2019 levels. 
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Source:  Thomson Reuters 

2. However, a concurrent reporting on the Covid-19 virus raised market fears and investor 
uncertainty about the extent and impact of the virus on the global economy which has 
extended the decline.  A predictable interruption in the global supply chain has been 
identified as China has just reported a -17.2% year/year decline in exports which will 
disrupt production in North America and around the world which depends on parts and 
supplies shipped from China (tradingeconomics.com). 

In statistical terms the Covid-19 virus is reporting levels of contraction and mortality 
similar, if not slightly less, than past illness epidemics although the personal human toll 
is extremely distressing as well as dramatically restricting travel because of the risk of 
spreading (johnhopkinsmedicine.org) 

It is important to recognize that current reporting is at the stage where the epidemic is 
being identified and initial steps are being taken to contain the spread.  Expectations 
should be for improvement as these efforts are implemented and have had sufficient 
time to demonstrate effectiveness. 

3. Mostly recently, a proposed cut to oil production by the organization for petroleum 
exporting countries (OPEC), in a bid to increase stagnant oil prices, was opposed by 
Russia, one of the OPEC members.  As a result, Saudi Arabia announced a dramatic 
increase in production on March 7 in a trade war measure intended to undermine 
Russian oil revenues and force Russia to cooperate (BNN).  This sudden action has 
created a commodity sector event in the markets which is now in play. 

 

What’s the Takeaway? 
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We are in the midst of a perfect economic and market storm which when collectively assessed 
has characteristics of a deep but short market cycle.  Some key factors that distinguish current 
conditions from the 2008 recession are that inflation has remained tame, interest rates are 
low and employment levels are still healthy. 

Positive: 

 Impact of the market correction is limited by the level of participation due to cash 
reserves held 

 Oversold market conditions will attract recovery 
 Eventual containment of virus 
 Lower energy prices are stimulative 
 Election uncertainty will come to an end by end of year 

In the meantime, 

Negative: 

 The volatility index (VIX) is dramatically higher but clearly an anomaly against 
historical levels.   Computer trading is augmenting oversold markets.  

 

 Supply chain disruption 
 Risk of a short term technical recession 
 Election uncertainty persists 

 

ULTIMATELY, CAPITAL LIKE WATER WILL ALWAYS FIND ITS COURSE. 
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This information has been prepared by Ermes Monaco who is a Portfolio Manager for HollisWealth® and 
does not necessarily reflect the opinion of HollisWealth. The information contained in this newsletter 
comes from sources we believe reliable, but we cannot guarantee its accuracy or reliability. The opinions 
expressed are based on an analysis and interpretation dating from the date of publication and are subject 
to change without notice. Furthermore, they do not constitute an offer or solicitation to buy or sell any of 
the securities mentioned. The information contained herein may not apply to all types of investors. The 
Portfolio Manager can open accounts only in the provinces in which they are registered.  

HollisWealth® is a division of Industrial Alliance Securities Inc., a member of the Canadian Investor 
Protection Fund and the Investment Industry Regulatory Organization of Canada. 

  


