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SAILING IN CHOPPY WATERS 
 

JUST when we thought we were turning the Covid corner another “event” has occurred to keep us off balance.  It’s important to see the 
Russian-Ukraine military conflict as an “event” because, like Covid, this was not triggered by economic fundamentals and should resolve itself 
to allow life everywhere to return to a more predictable path.  Sadly, in the meantime, this situation is creating considerable human hardship 
and tragedy. 

WE should expect “events” to continue to occur as an inevitable by-product of socio-economic activity.  At the same time, we should 
also remain focused on key economic factors that have a broader and longer lasting impact on our lives.  Event risk has the effect of distorting 
the optics around fundamentals. 

AS Covid retreats, investors are now looking at the strength and timing of market recovery.  The supply chain continues to expand which 
has allowed strong economic gains in employment, corporate earnings and GDP.  While the regional conflict in Ukraine is currently driving up 
energy costs globally this does not negate the underlying strength we have been witnessing in the North American economy.   

Let’s take a closer look at some of the conditions being triggered by the Ukrainian conflict and how that is affecting economic 
fundamentals: 

1. OIL AND ENERGY COST “EVENT” 

 The obvious concern is that a global tightening of oil supplies due to the interruption in Russian production will lead to an 
increase in oil prices to the point where global commerce will be forced to slow down and lead to inflation as the cost of 
goods rises. 

 However, it is not a matter of the scarcity of oil as a commodity, with or without Russian supplies, but the amount of 
production which is being constrained.  The chart below illustrates global oil production has still not returned to pre-Covid 
production levels.   
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Source:  YCharts 

 At this point, there has been an attempt to relieve the situation through the release of some global oil reserves and an 
incremental increase in OPEC production.  However, this is being seen as a temporary fix which is insufficient to meet 
demand and reduce the event risk price of oil. 

 Oil producers are also reluctant to expand exploration and increase production because of a changing energy picture 
where renewable and alternative energy sources are becoming more prevalent.   

 However, a meaningful transition away from fossil fuels is expected to take decades and in the interim the traditional 
sources of energy reluctantly remain the bridge to future alternative energy. 

 In speaking with a highly regarded industrialist whose past business operations in the manufacturing sector were highly 
energy dependent, current available renewable energy generation is insufficient to support recovery.  Instead, Canada’s 
traditional energy supplies should be exploited in the near term to support recovery and accelerate the pace of 
alternative energy development.  He pointed out that, at current prices, these supplies are highly valuable for Canada 
which could be used to not only increase the country’s GDP but help finance the country’s recent increase in debt due to 
Covid and other disruptions.  Yet, the country has yet to complete a pipeline to supply global markets outside the U.S. 

 

2. INTEREST RATES 
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Current events are disrupting but not threatening longer term core inflation which would undermine recovery.  The consumer 
continues to be a key driver of recovery and inflation although we remain challenged to spend enough to push the inflation needle 
into the red on a sustained basis even as Covid related supply chain disruptions wane. 

 The first interest rate increase by the Bank of Canada since 2018 occurred this month and is expected to be followed by a 
similar action by the U.S. Federal Reserve Bank. 

 The financial markets anticipated this toward the end of 2021 with bond yields increasing about 40-50 bps.   
 However, the yield on the 10 year Government of Canada bond which is a key benchmark for interest rates remains near 

historical lows. 

Bank of Canada long term bond yield 2000 to present: 

 

Source:  Bank of Canada Statistics 

 This suggests: 
o The financial markets do not anticipate material inflation risk any time soon. 
o Incremental increases are sustainable. 

 The latest risk has actually caused a reduction in longer term yields due to a flight to the safety of Government bonds.  
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 Inflation pressure continues to be in specific commodity related sectors such as real estate and commodities including energy 
which tend to be safe havens during periods of uncertainty but which are only components of the broader economy.   

 Further movements by the central banks are expected to cause consumers to consider purchases more selectively rather than 
dramatically curtail consumption, thereby moderating consumption and the potential risk of consumer driven inflation. 

 

WHAT’S THE TAKEAWAY: 

 THE REALITY OF THE EVENTS IS DISTURBING AND CREATING ENORMOUS ANXIETY BEING FELT AROUND THE 

WORLD.  WE SHOULD HOPE FOR A RESOLUTION WHICH DOES NOT DRAW OTHER NATIONS INTO THE CONFLICT. 

 THE CONFLICT IN UKRAINE IS DISTANT FROM NORTH AMERICA WHICH CONTINUES TO MAINTAIN GLOBAL TRADE 

SUBSTANTIALLY WITHIN NORTH AMERICA, CENTRAL AMERICA AND THE PACIFIC RIM OUTSIDE OF EUROPE.   
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                                                                                                Source:  Global Affairs Canada 

 THE EVENTS HAVE NOT ACTED TO DAMPEN GDP RECOVERY, CORPORATE EARNINGS, EMPLOYMENT AND CONSUMER 

APPETITE CLOSE TO HOME. 

 KEY ECONOMIC FUNDAMENTALS REMAIN INTACT. 

 EXPECTATIONS SHOULD CONTINUE TO BE MANAGED PENDING A RESOLUTION OF THE CURRENT EVENT RISK IN THE 

WORLD. 

 PORTFOLIOS SHOULD MAINTAIN DEFENSIVE PROFILES BUT BE OPEN TO MARKET OPPORTUNITIES FOR QUALITY 

INVESTMENTS AS RISK DIMINISHES AND THE FINANCIAL MARKETS RESPOND. 

Regards 

Ermes Monaco,  CIM  
Portfolio Manager 
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Note:  This newsletter is proprietary and only for the benefit and use of clients of MONACO CAPITAL MANAGEMENT, 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 
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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 member of the Canadian Investor Protection Fund  and the Investment Industry 
Regulatory Organization of Canada. iA Private Wealth is a trademark and business name under which iA 
Private Wealth Inc. operates. 

  


