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DÉJÀ VU – HAVE WE BEEN HERE BEFORE? 
 

YES and NO.  Have we seen the financial markets perform through up and down cycles before?  YES many times. 

IS this current weak market cycle like the 2008 recession?  NO.  This time its neither 2008 nor the quick snap Covid market recovery 
of 2020. 
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FUNDAMENTALLY all weak market cycles look the same; a drop in market prices and investor uncertainty about how long it will last 
and how low it can go. 

BUT they are always likely to occur because of different prevailing conditions which don’t necessarily repeat themselves each time 
and don’t last the same length of time. 

Primary Underlying Cause: 

 2008:  Credit 
 2016:  Political 
 2020:  Social non-economic 

Dow Jones Industrial Average and TSX Composite – April 2005 to July 2022 

                                 

Source:  Thomson Reuters and author’s highlights 
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IMPORTANTLY, the financial markets have always continued to recover in our life times and our portfolios continue to be worth 
more over time provided prudent management is exercised. 

WHAT we need to also recognize is that the financial markets are forward thinking, otherwise known as leading indicators, that act 
in anticipation of economic opportunity following periods of market weakness.  This is what creates continued value over time. 

IN this environment, a well defined and actively managed portfolio strategy is necessary to mitigate the impact of these cycles to the 
extent possible by limiting the market value downside in the meantime and compensating with alternatives to declining market 
value to ensure outperformance on recovery.  We have to remember value is not just price appreciation but other forms of return 
such as income flows and tax credits that are received even as the financial markets are weak.  Opportunistic purchases of quality 
assets during the weak cycles will also contribute to outperformance on recovery. 

 

WHAT IS BEHIND THE CURRENT MARKET WEAKNESS? 

LIQUIDITY and too much of it at the personal, business and institutional level.  Covid resulted in substantial government financial 
support to the public and businesses so that an economic recession could be averted.  The public avoided discretionary spending 
such as travel where the risk of Covid was high, companies cut back on operational overheads such as staff which was being 
supported through government programs and banks kept interest rates at historically low rates because of cheap Central bank 
money.  This resulted in an accumulation of wealth that together with continued low financing costs triggered a post-Covid 
consumer spending catch-up which exceeded the ability of the system to satisfy it. 

WHEN demand exceeds supply, inflation and an increase in prices which, if not controlled, will create recessionary risk. 

ENTER the “rescue” team in the form of the central banks which continue to increase interest rates to slow demand and decrease 
price pressure.  We can argue whether they should have started to raise interest rates sooner to anticipate this risk and the 
impact.  Regardless, it’s the act of rising rates that disrupts prevailing economic momentum. 

 

WHEN CAN WE EXPECT THIS TREND TO END? 
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WHEN the central banks are satisfied that inflationary indicators are moderating and under control; in the meantime, as of today, 
the Bank of Canada has raised its lending rate four times so far this year. 

                                Central Bank Rates 

                                 

Source:  Trading Economics 

WHAT CAN WE EXPECT FOR THE REST OF 2022 AND INTO 2023 AND WILL WE RETURN TO A PRE-COVID ENVIRONMENT? 

WE are not likely to revert to PRE-COVID conditions as a next phase given the amount of liquidity that is still available and the 
amount of time it takes for this capital to get properly re-deployed.  This is also true for the financial markets although the 
availability of liquidity is a favourable condition for recovery.  Further, a change in employment composition has created a challenge 
for companies trying to ramp up production again. 

(ONE situation that is overlooked at this time is the amount of additional debt government assistance due to Covid has created.  This 
cannot be “charged” back to the consumer without the risk of stagnating the economy.  In the meantime, business taxes remain 
static hindering companies in being able to redeploy capital to increase production and enhance GDP to help reduce fiscal debt.) 
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THEREFORE, as higher interest rates continue to re-align consumption and production, we should expect a return to a more 
moderate pace of life and economic growth:   

 Slower but still positive GDP growth. 
 Continued volatility until the threat of further Central bank action declines; the next federal bank interest rate 

increases are scheduled for July 27 by the U.S. Federal Reserve bank and September 7 by the Bank of 
Canada.  Thereafter, on evidence, we should expect a reduced but sustained level of interest rates as inflation 
wanes. 

 Consistent and gradual but not calamitous decline in prices including food and energy. 
 Gradual decline in volatility and modest recovery in the financial markets. 
 NOTE THE POSSIBILITY OF A MODEST RECESSION IN RESPONSE TO PEAK INTEREST RATE PRESSURE BEFORE RATES 

EASE. 

 

Regards 

Ermes Monaco,  CIM  
Portfolio Manager 
 

iA Private Wealth | MONACO CAPITAL MANAGEMENT 
2075 Kennedy Road, 5th Floor 
Scarborough, Ontario M1T3V3 
T: 416-412-4254 | e.monaco@iaprivatewealth.ca   
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 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 
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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 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. 

  


