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As evidenced by yesterday’s historic market plunge, economic 
and related risks have increased materially over the past 
72 hours. On the economic front, countries such as Italy are 
taking drastic action to control the virus spread. While such 
actions may ultimately weaken the outbreak, they come 
at an economic cost in the form of delayed or cancelled 
investment on the part of both consumers and businesses. 
Survey data suggests that individuals are indeed becoming 
more cautious, which will bleed through into reduced 2020 
spending. Restaurants, hotels, transportation services and 
theme parks will likely be the hardest hit. Compounding 
coronavirus worries was the news this weekend that OPEC+ 
efforts to restrain supply collapsed in a game of high stakes 
poker. Markets were roiled when Saudi Arabia launched a 
preemptive price reduction to clients, causing oil prices to 
plummet and straining the high yield bond market (which 
includes a good preponderance of energy related companies). 
While balance sheets across the sector as a whole are in better 
shape than they were during the oil price collapse of 2015/2016, 
the price decline will severely challenge weaker firms. 

With these recent events the odds of a recession have increased 
both globally and in the U.S., though the U.S. is better positioned 
to weather the storm than many of our international peers. 
Why? The economy was on the upswing heading into the virus 
outbreak. For example, payroll growth averaged over 200,000 
per month since September, and it is feasible that employers 
may be reluctant to quickly reduce headcount given the tight 
labor market. In addition, the global easing cycle drove down 
mortgage rates over the past year, which has been a benefit 
to consumer cash flow (and the housing market). This is on top 
of gradually improving consumer balance sheets over the past 
several years. As can be seen from Charts 1&2, the U.S. savings 
rate and debt service burden are in a much better position 
relative to that seen prior to the two most recent recessions. 
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The reduction in oil prices will also add cash flow to consumers’ 
pockets in the form of lower gasoline prices (Chart #3). 
However, as the world’s largest oil producer, the U.S. has 
significant capital expenditures, loans, and jobs tied to the 
energy sector. On net, we believe the drop in oil prices 
below $40/barrel is a negative for the U.S. economy.

Source: Bloomberg

Source: Bloomberg; BMO Wealth Management 
Market Data through period ending 12/31/2019 
For general information only. Market conditions and trends will vary. Past perfromance is no 
guarantee of future results.  

Chart 3: Oil (orange/right hand scale) vs. Gasoline (purple/left hand 
scale) show that gasoline prices could fall under $2.00 soon.

Chart 4: 

Chart 5: Equity Markets and Recessions  
             (S&P 500 total return from 1945-2019) 
Despite losses during recessions equities have historically recovered from the 
bottom to provide favorable returns over time. 

Should we fear a bear market? With the S&P 500 down close to 
19% from its recent peak, we may indeed soon hit the magic 
20% threshold.  Though painful, equity selloffs of 20+% have 
occurred every 3.6 years on average since 1928.  The last bear 
market occurred in early 2009, though we came extremely close 
to one in the fourth quarter of 2018 as recession fears spread.  
Chart #4 details all bear markets since 1929. The median decline 
was just over 30%.

Importantly, a bear market does not always indicate an 
economic recession.  Indeed, there have been 25 bear markets 
since 1929, but only 14 recessions during that time (source:  
NBER). By some measures, including online prediction markets, 
there is now a greater than 50% chance that the U.S. economy 
will have a recession during President Trump’s first term. If that 
were to take place, Chart #5 provides some context on S&P 500 
returns during past episodes. The average fall has been 24%, 
which is not far from the current decline. The most important 
consideration from the graphic, however, is the historical post-
recession performance - which has a decidedly positive skew at 
each post bottom horizon (3, 6, 12, 24 months).
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Of course, while historical comparisons are helpful, every event 
is unique. As such, we are spending considerable time thinking 
about what could provide some stability in the current case.  
From a policy perspective, these factors include more central 
bank easing and more fiscal stimulus (potentially coordinated 
between governments).  We expect action on both fronts in the 
near future, and the case for fiscal policy in particular should 
now be clear. In fact, as we write this the Wall Street Journal is 
reporting that President Trump will be meeting with Republicans 
in an attempt to put together a series of “major proposals” to 
combat the looming economic fallout (https://www.wsj.com/
articles/trump-white-house-officials-to-discuss-coronavirus-
economic-response-plan-11583764176?mod=hp_lead_pos2). 
This would be a welcome development should a bipartisan 
agreement be reached. 

As we discussed on our call with Dr. Adalja last week, we also 
continue to watch for signs that consensus suggests a “return 
to normalcy” policy is the best option for dealing with the 
virus, but to date the focus remains on containment. COVID-19 
data continues to come in at a fast and furious pace, with 
green shoots emerging in some areas despite negative overall 
headlines. In particular, we are monitoring South Korea, which 
tests more than 10,000 people per day and provides the best set 
of data for review. It is worth noting that their mortality figure 
continues to trend near 0.7% which, while still representative 
of significant human suffering, remains much lower than the 
2-3% figure quoted in other forums. This is good news for the 
intermediate term, but the near term path of the U.S. and global 
markets will likely be driven by the virus spread and oil price war 
between Saudi Arabia and Russia – both of which are difficult 
to predict. If there were ever a time and need for worldwide 
government action, this is it.
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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. 
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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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