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CURRENT MARKET NEWS
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Thursday, March 12, 2020

We have always acknowledged the growth risk posed by the 
COVID-19 outbreak, but a new phase has been entered this 
week as travel bans, event cancellations and global infection 
counts have dominated the headlines. What was originally 
viewed as largely a supply issue built on a wholesale production 
shutdown in China has developed into a global demand shock 
which will negatively impact economic conditions over the next 
several months. The market reaction has been swift, and the 
selloff since mid-February has taken place with a speed seen in 
only a few other instances (chart #1). We now find ourselves 
in an unfamiliar place where economic data is severely lagging 
real time developments. Indeed, pre-existing U.S. labor market 
strength was reinforced this morning with initial jobless claims 
coming in better than expected at 211,000, still near multi-
decade lows. Of course this figure, while a timely weekly 
indicator, has not yet incorporated the coming disruption.  

Chart 1: The recent sell-off has been swift

Source: Bloomberg, BMO Wealth Management Strategy 
           * As of Week to date ending March 12, 2020 12:23 PM CST 

Additional thoughts on the underlying health of the U.S. 
economy can be found in our “Market Update” from 3/10/20.

The big question now surrounds the length and depth of this 
demand induced dislocation. It is important to remember 
that markets are forward looking, so just as they have fallen 
while economic data remains solid, they will likely rebound 
long before things improve. While this event is unique from a 
historical perspective, we do expect help from governments 
around the world as they coalesce around more sweeping fiscal 
policy responses. The U.S. has been slow in this regard to date, 
but we are likely to see a trend towards more expansive bi-
partisan solutions as time passes. In the absence of significantly 
improved virus outbreak figures, large fiscal stimulus measures 
are most capable of providing the market some short run 
solace. Additional monetary policy adjustments are also in the 
cards, and we look for the Fed to cut rates again next week 
at their March meeting (if not sooner). That said, monetary 
policy responses, while necessary to promote efficient, liquid 
credit markets are not as impactful for dealing with demand 
disruptions.  

What should I do? 

Take the long-term view 

Of course, the most important question for many of our readers 
is a personal one. How should I respond to these dramatic 
events? We think there are a few options for consideration. First, 
revisit your plan, objectives and long-term positioning. When 
we construct portfolios, it is done with an eye towards risk 
management and volatility expectations. We model the impact 
of various drawdown scenarios and overlay those against 
historical extremes. This allows our teams to be confident about 
the possible experience associated with any particular approach. 
To date, despite the turbulent short term moves, overall results 
are within the bands of our downside modelling. While that may 
not ease the short term stress, it is a reminder that investing 
is an exercise in patience. Having a plan, and the discipline to 
stick to it, is the most important consideration during market 
turbulence. Chart #2 demonstrates this need for patience in 
a more quantitative fashion. As the chart details, missing only 
the ten best days in the last twenty years would have cost an 
investor over 3.5% on an annualized basis. 
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Capitalize on the volatility 

Being a successful long-term investor can also require action. 
Maintaining a portfolio in line with risk and return expectations 
takes oversight and periodic rebalancing. Large market events 
often provide an opportune time to reallocate funds towards 
desired targets. This is a way to put market volatility to work for 
you, as outperformers can be redeployed to out of favor areas. 
Other tax-specific opportunities can also materialize during 
market disruptions. Securities may be sold to generate losses, 
and the proceeds reinvested in other high conviction ideas. For 
those investors with taxable portfolios, this can help improve the 
net return over time. 

A tactical adjustment

For those needing to achieve additional stability in the face 
of persistent market volatility, consider an evaluation of your 
cash position. While we came into the year believing that 
the economies around the world were poised for a cyclical 
improvement, that thesis has been severely challenged by 
the COVID-19 outbreak. It remains to be seen how long the 
uncertainty will last, so we are reviewing areas that are the 
most poised to struggle further should this malaise be more than 
a short term phenomenon. If cash buffers need to be enhanced, 
we would consider areas such as developed market equities 
in Europe and Japan. They were in a relatively weaker position 
heading into the outbreak, and European banks in particular 
could be vulnerable in a prolonged downturn. Below investment 
grade credit holdings are another area being reviewed, as those 
companies will face increasingly difficult prospects should the 

slowdown continue longer than 
expected. Stay tuned for more 
formal thoughts on this in the 
coming days. 

Final note 

While the next few months 
will undoubtedly be filled with 
more periods of uncertainty, it 
is important to remember that 
markets can reverse course 
quickly. No better example exists 
than in 2018 when a dramatic 
Christmas Eve selloff was 
followed by a furious market rally 
beginning only two days later. Yet 
another reminder that patience 
and planning are required for 

long term investing success. If you haven’t done so already, be 
sure to speak with your BMO team to help navigate this period.  

And, as a final comment, we wanted to pass along a chart that 
recently caught our eye. It is perhaps particularly relevant for 
income investors. The dividend yield on the S&P 500 is now 
further above the 10-year U.S. Treasury Bond rate that at any 
point in at least the last thirty years (Chart #3). Said differently, 
it would take an S&P 500 decline of 15%+ over the next ten 
years to equal the return from a 10 year treasury bond… These 
are interesting times indeed.  

Source: Bloomberg, BMO Wealth Management Strategy 
            As of March 12, 2020
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Chart 2: Performance of $1,000,000 Invested in the S&P 500 - 20 Year Trailing Data Ending on March 11, 2020

Chart 3: S&P 500 Dividend Yield vs. U.S. 10 Year Treasury Rate

Source: Bloomberg, BMO Wealth Management Strategy 
            As of March 12, 2020
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Disclosure

CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA 
Institute. 

This report contains our opinion as of the date of the report. It is for general 
information purposes only and is not intended to predict or guarantee the 
future performance of any investment, investment manager, market sector, or 
the markets generally. We will not update this report or advise you if there is 
any change in this report or our opinion. The information, ratings, and opinions 
in this report are based on numerous sources believed to be reliable, such as 
investment managers, custodians, mutual fund companies, and third-party data 
and service providers. We do not represent or warrant that the report is accurate 
or complete. 

To the extent this report contains information about specific companies or 
securities, including whether they are profitable or not, it is being provided 
as a means of illustrating the investment manager’s investment thesis. The 
investment manager may or may not have invested in these securities at the 
time this report was prepared or is accessed by the reader. References to specific 
companies or securities are not a complete list of securities selected and not all 
securities selected in the referenced timeframe were profitable. 

Other Bank of Montreal affiliates, and their agents and employees, may provide 
oral or written market commentary or trading strategies to clients that reflect 
opinions that are contrary to the opinions expressed in this report. These same 
persons and affiliates may make investment decisions that are inconsistent 
with the recommendations or views expressed in this report. We and our 
affiliates, directors, officers, employees and members of their households, will 
from time to time have long or short positions in, act as principal in, and buy 
or sell, the securities referred to in this report. We and our affiliates, directors, 
officers, employees and members of their households, may have positions in 
the securities mentioned that are inconsistent with the views expressed by this 
report. 

This report is not intended to be a client-specific suitability analysis or 
recommendation, an offer to participate in any investment, a recommendation to 
buy, hold or sell securities, or a recommendation of any investment manager or 
investment strategy. Do not use this report as the sole basis for your investment 
decisions. Do not select an asset class, investment product, or investment 
manager based on performance alone. Consider all relevant information, 
including your existing portfolio, investment objectives, risk tolerance, liquidity 
needs and investment time horizon. 

Any forward-looking statements in this report involve known and unknown risks, 
uncertainties and other factors that may cause the actual performance of future 
markets to differ materially from the projections depicted in the report. Past 
performance is not indicative of future results and current performance may be 
higher or lower than that shown in the report. There can be no certainty as to 
the extent or depth of any market downturn, nor any assurance regarding the 
nature, extent or timing of markets rebounding. When evaluating the report, you 
are cautioned not to place undue reliance on these forward-looking statements, 
which reflect judgments only as of the date of the report. Investment returns 
fluctuate, and investments when redeemed, may be worth more or less than the 
original investment. 

Standardized performance returns include reinvestment of dividends, other 
income and capital gains, which depict performance without adjusting for 
the effects of taxation or the timing of purchases and sales. Performance 
data is presented without deducting the investment advisory fees and other 
charges that may be applicable. The deduction of such fees and other charges 
(and the compounding effect thereof over time) will reduce portfolio return. 
Unless otherwise indicated, traditional investment performance data generally 
represents a composite or representative portfolio return and is shown gross of 
the investment manager’s advisory fees. Unless otherwise indicated, alternative 
investment performance data is shown as net of fund expenses, management 
fees, and incentive fees. Index performance data is shown as total return. You 
cannot invest directly in an index. Due to a system conversion, the ability to 
manipulate or restate client specific performance data prior to December 31, 
2007, may be limited. 

Any discussions of specific securities, investment managers, or strategies are for 
informational purposes only and should not be considered investment advice. 
The report does not constitute an offer to sell or a solicitation to buy any security 
or investment product. Any offer to sell or solicitation to buy an interest in any 
private security, investment product or fund may only be made by receiving a 
confidential private offering memorandum, prospectus, investment advisory 
agreement or similar documents from the investment manager, which describes 
the material terms and various considerations and risks relating to such security, 
investment product or fund. 

Alternative investments, such as private equity and hedge funds, contain risks 
that are amplified when compared with other asset classes, such as illiquidity, 
stock or sector concentration, financial leverage, difficulties in valuation, and 
short selling. Alternative investment vehicles have minimal regulatory oversight 
and alternative managers have the latitude to employ numerous investment 
strategies with varying degrees of risk. 

We are not licensed or registered with any financial services regulatory authority 
outside of the United States. Non-U.S. residents who maintain U.S.-based 
financial services accounts with us may not be afforded certain protections 
conferred by legislation and regulations in their country of residence with 
respect to any investments, investment solicitations, investment transactions or 
communications made with us. 

You may not copy this report or distribute or disclose the information contained 
in the report to any third party, except with our express written consent or as 
required by law or any regulatory authority. 

“BMO Wealth Management” is a brand name that refers to BMO Harris Bank, 
N.A., BMO Family Office, LLC, BMO Harris Financial Advisers, Inc., BMO Delaware 
Trust Company, and certain affiliates that provide certain investment, investment 
advisory, trust, banking, securities, insurance and brokerage products and 
services. “BMO Family Office” is a brand name that refers to BMO Harris Bank, 
N.A., BMO Family Office, LLC, and BMO Delaware Trust Company. The BMO 
Family Office brand provides family office, investment advisory, investment 
management, trust, banking, deposit and loan products and services. These 
entities are all affiliates and owned by BMO Financial Corp., a wholly-owned 
subsidiary of the Bank of Montreal. Capital Advisory Services are offered by a 
division of BMO Harris Bank, N.A. Member FDIC. 

 

NMLS #401052 

Broker-dealer and investment advisory services and insurance products are 
offered through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SEC-
registered investment adviser. 

Securities, investment advisory services and insurance products are offered 
through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SEC-registered 
investment adviser. 

BMO Harris Financial Advisors, Inc. and BMO Harris Bank N.A. are affiliated 
companies. Securities and insurance products offered are: NOT FDIC INSURED – 
NOT BANK GUARANTEED – NOT A DEPOSIT – MAY LOSE VALUE.

Not all products and services are available in every state or location or through 
all entities within BMO or BMO Family Office. 
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