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IN THE EYE OF THE STORM: PART 4
HANGING TOUGH

Source: Google Images

1

The virus crisis is very much a reality now throughout the world and must be played out everywhere in order
for life to return to “normal”.
As we move into the 6th week of heightened awareness data is being collected around the world which
medical experts are using to predict the extent of the pandemic. There seem to be three levels of infection at
this time based on its relative progress globally:
1. Countries where new cases and deaths have declined indicating a current containment of the spread,
ie. China, South Korea.
2. Countries that have begun to experience a decline in new cases only to have this increase again most
recently, ie., Canada, Italy, Germany.
3. Countries in which the spread is continuing to show spread, ie., U.S., France, U.K..
Scenario 1 is tied to the mobility of the population where the most severe restrictions and distancing
measures have shown the best results. Scenario 2 is for countries which have been practicing containment
measures but where populations are returning from abroad and/or remain more mobile, carrying the virus
with them and impeding progress. Scenario 3 are countries which are only now beginning to implement more
stringent precautions such that no appreciable affect is being seen yet and for which the peak has yet to be
reached.

Number of COVID-19 cases reported January 21 to March 29:

Source: WHO
Novel Coronavirus website
March 29, 2020

Latest Developments:
1. Self-distancing and Stay-at-home containment measures now appear to be wide spread globally.
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2. No effective treatment or vaccine has yet been developed although trials are now occurring
globally for an effective treatment of the condition. A new 15 minute Covid virus test has been
approved by the U.S. FDA (CNN News) and Abbott Labs has just launched a 5 minute testing
procedure (Bloomberg), both which will allow tests to be expanded.

3. Production of critical ventilator and personal safety equipment is now increasing and progressively
being distributed globally. Notably, Elon Musk, CEO of Tesla was able to purchase 1255 FDA
approved ventilators from China and has had them shipped to Los Angeles area hospitals in
California (Forbes).

All of this is helping identify the spread of disease and, although new cases will be reported, this
will help target and address the sources of the virus sooner.

What is the takeaway?

“Something is only worth what someone is willing to pay for it” (Publilius Syrus, 1 st
Century B.C.)

The financial markets have spoken; they have assessed the degree of progress to date relating to the virus
crisis and placed more money back into the “market” which resulted in a re-capture of market values this past
week. However, continued progress is required before we can expect the markets to continue to reward
the financial system further.
A frequent question is why the stock markets have not been closed in order to “protect” market
values. The reality is that the financial markets, not just the stock market, are a deep pool of liquidity which
allow companies to finance themselves and investors to participate in the economic value produced in all
business conditions to keep the economy going. As I’ve pointed out, even when selling at lows there are
investors with liquidity willing to purchase the assets. As long as there’s liquidity the markets will be open and
available as a mechanism for the transfer of capital. This is important to all of us as the primary source of
immediate capital and one of the reasons banks are not allowed to be closed for more than 3 business days at
a time.
By comparison, we could argue that, technically if something is only worth what someone is willing to pay for
it, many of the things we also own have little or no value in this current environment. Banks are exercising
more stringent credit standards in the face of lower interest rates, making borrowing more difficult, especially
as individuals may be currently unemployed because of the pandemic. Real estate brokers are not able to
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show properties and buyers are uncertain about current values, resulting in a substantial dislocation in the
real estate market at this time.
Does this mean our homes have no value? Of course not because we fully expect the market to return to
“normal” values once the crisis subsides. The same is true for the financial markets although we tend to think
otherwise because we can track value daily whereas most individuals still think of the value of their more
illiquid assets as being their last previous valuation. It’s a bit like a GIC that shows a constant 100 cents on the
dollar on bank statements although it is neither liquid or accessible until maturity.

In all economic conditions the financial markets continue to provide interim income flows and a
constant source of liquidity.

Therefore, current prudent steps continue to be relevant and effective:
 Recognize circumstances will likely change dramatically once this event runs its
course.
 Recognize that the current investment values on your statements do not represent
the “real” value of the investments. This will only be seen once life returns to normal;
this is not business as usual. Recent market activity has also been greatly distorted by
computer program trading which has aggravated the sell offs, especially at end of day.
 For those relying on regular income from their portfolios, it’s important to focus on
how much income the investments are generating, not what they’re worth at this
time. Ensuring this is coming from quality companies in core sectors such as
financials, utilities, telcos and real estate is important to the reliability of the income
flows.
 For those focused on longer term value, recognize that this is yet just another market
event to be tolerated that history has shown the financial markets will recover
from. This is also true for pension plans, trusts and other institutionally run agencies
that have declined equally with the market trend and which, in fact, tend to own
more non-liquid investments.
 Never decide on long term goals and actions by short term events. The markets
always anticipate so be prepared for them to snap back as this crisis abates in
response to pent up demand and idle capital put back to work creating new growth.
IMPORTANTLY, RESPECT THE FUNCTION OF CASH RESERVES, DEFENSIVE ASSETS AND
DIVERSIFICATION AS AN ON-GOING AND PERMANENT COMPONENT OF YOUR
PORTFOLIO. IT’S COMMON FOR INVESTORS TO BECOME ANNOYED BY DEFENSIVE ASSETS
WHICH TYPICALLY PROVIDE LOWER RETURNS DURING TIMES OF STRONG MARKET
PERFORMANCE. HOWEVER, IT’S EXPENSIVE TO PURCHASE DEFENSIVE PROTECTION WHEN
THESE HAVE BEEN REDUCED OVER TIME AND BECOME NEEDED AGAIN.
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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.
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