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PLEASE FASTEN YOUR SEATBELTS . . . AND ENJOY THE RIDE
Our financial life and management is hardly an amusement ride although we have become accustomed to market
volatility as a constant particularly during the post the 2008 recession years. Typically we associate volatility as a
characteristic of market weakness in response to economic risk. The chart of the VIX (volatility index) below illustrates
spikes in the movement of the VIX. For example, since January 2017 there were substantial jumps in the VIX during the
introduction of global tariffs by the U.S., a concern about possible inflation and most recently in response to the pandemic.
VIX Index Jan 2017 - Current

Source: Thomson Reuters

What is interesting to note is the market recovery following each volatility event which itself has tended to be brief.
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VIX vs Dow Jones Industrial Average (Green) Jan 2017 - Current

Source: Thomson Reuters

Therefore, as much as recurring volatility exists and is unpleasant to experience as market values react negatively to
prevailing concerns, it is also typically serves as an indicator of market recovery to follow.
The key is to manage volatility risk as best as possible on an on-going basis as part of a comprehensive portfolio
management process rather than retroactively once risk occurs. That means not only:
1) seeking growth in the form of capital appreciation BUT
2) maintaining a defensive component that adjusts according to the level of on-going volatility; that includes lower
volatility bonds, cash reserves and contra market instruments AND
3) seeking alternative forms of returns besides capital appreciation such as income flows to “pay you while you
wait” for market values to recover.
These should be proportionately held in the portfolio but don’t expect to see all three equally in every account; not only is
this duplicative but diversified allocations are another method of offsetting market risk.
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The notion of only capital appreciation as an investment objective is a convenient but simplistic industry marketing idea
that cannot provide a suitable level of capital preservation while generating growth over time. Human nature is such that
the investor will typically think in terms of % as markets rise but cite declines in $ terms when the market
weakens. Industry marketing will notoriously feature % gains following recovery but avoid stating the $ or even % decline
which preceded it.
THE MORE VALUE YOU CAN PROTECT IN WEAK TIMES MEANS THAT YOU ARE THAT FURTHER AHEAD OF THE MARKET
WHEN RECOVERY RESUMES. IT’S A CORE DISCIPLINE OF RISK/RETURN ADJUSTED PORTFOLIO MANAGEMENT.

With volatility currently lower than in 2020 but still above “average” its worthwhile looking at the key positive and
negative instigators affecting the VIX at this time. Additional factors were identified in our last newsletter.
POSITIVE:
 Financial stimulus continues to be pumped into the economy through assistance payments to consumers, particularly
in the U.S. Consumers will typically spend the proceeds rather than save it which helps stimulate economic recovery.
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 Although slower than hoped, the supply of vaccines continues to roll out which will allow a greater resumption of
population movement and economic activity.
NEGATIVE:
 Government debt levels globally are rising to support stimulus payments which is creating concern about an
inflationary surge to cause interest rates to rise. However, we remain at historically low levels such that even as
interest rates rise they will continue to remain lower than the past. Further, central banks will do so in a gradual
manner to avoid a rate shock and economic slowdown.
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 Unemployment is expected to remain aggravated even after pandemic restrictions are lifted. Pandemic triggered
habits such as working from home and on-line shopping will continue to change the employment landscape although
new habits also breed new employment opportunities. Ultimately, even the most affected areas such as travel,
hospitality and in-store shopping will see recovery.
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WHAT’S THE TAKEAWAY?
 The tendency of the market is to “buy on rumour and sell on fact”. The release of further stimulus payments and an
increase in the % of the population being vaccinated will be signs of “fact”. Therefore, a correction will be likely as
the market takes profit before re-investing for further recovery.
 We must understand employment and prosperity are key measures of recovery; the stock market does not represent
the economy and is increasingly reflecting a pool of wealth not shared by all. What the stock market does well is to
“anticipate” future prosperity WHICH HAS DRIVEN CURRENT MARKET VALUES TO NEW HIGHS.
 Given the current values in the stock market, investors have been searching for lower valued opportunities which are
by nature more speculative. This in itself is a sign of a fully valued market.
 Therefore, we must not assume the impact of the pandemic is behind us from a financial market perspective;
continued management of the defensive component and selective asset positioning in the portfolios remains
necessary as we seek growth opportunities consistent with the post-covid economy.

Regards
Ermes Monaco, CIM
Portfolio Manager
iA Private Wealth | monacocapitalmanagement
2075 Kennedy Road, 5th Floor
Scarborough, Ontario M1T3V3
T: 416-412-4254 | e.monaco@iaprivatewealth.ca
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Toll free: 1-866-402-2641
F: 416-412-4286 | www.monacocapitalmanagement.ca

Note: This newsletter is proprietary and only for the benefit and use of clients of MonacoCapitalManagement, iA Private Wealth.
This information has been prepared by Ermes Monaco who is a Portfolio Manager for iA Private Wealth®
and does not necessarily reflect the opinion of iA Private Wealth® . 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.
iA Private Wealth® 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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