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March brought stock markets no reprieve and the blame rests
squarely with Coronavirus fears (now officially a Global
Pandemic as per the World Health Organization) and the oil
market share war between Russia and Saudi Arabia which
started this week. Given the Canadian market’s high
commodity and energy sensitivity, this was a particularly
unpleasant development for the Great White North.

The odds of a short recession have clearly risen in the last few
weeks as Italy has practically shut down the entire country and
several other countries and companies are taking preventive
steps to slow the rate of infection. In particular, BMO’s
economics team reduced growth estimates in the last few
weeks. For Canada, GDP growth in 2020 was cut to 0.5% from
1.7% (with more downside risk if oil prices stay depressed). In
the U.S., the biggest cut is to their Q2 GDP call, which is now
minus 2.0%. This takes the 2020 annual rate down to 1.0% (vs
1.8% pre-virus). However, the silver lining is that they expect a
relatively strong rebound in 2021. As we noted a few weeks
back, lower interest rates - and by extension mortgage rates -
are highly supportive for the huge real estate market and
consumers. A number of governments are also discussing
adding fiscal stimulus to try to offset the negative impact of the
Coronavirus. This means that the recovery will be all the
stronger assuming COVID-19 infections begin to level off by the
summer (and encouragingly, new Chinese cases have come
down very sharply in the last few weeks).

So our objective with this note is not to recommend buying
very economically sensitive equities immediately but rather to
strongly advise against selling high quality defensive stocks in
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a panic. Despite the volume of bad news to which investors
have been subjected recently, and the sharp reduction in
growth forecasts that led to lower interest rates, we continue
to think that high quality diversified portfolios are investors’
best defense against these high volatility environments. Like
previous shocks, the declining bond yields have provided a
cushion to weaker equity markets mitigating the impact on
portfolio value and performance and reinforcing the importance
of diversification.

In our view, the sharp market pullback already discounts a
large part of this year’s anticipated economic and profit
slowdown. Even more important, history has proven that the
market tends to rally strongly following exogenous shocks.
Since a picture is worth a thousand words, we turn our readers’
attention to the “market map” on the next page which
encompasses one hundred years of data and captures every
war, epidemic and political upheaval that has happened in that
period. Despite all these events -many of which were far more
destructive than the Coronavirus has been to date- the market
has ALWAYS managed to make significant new highs over time.
This time will be no different.

While the environment will remain volatile for some time and
more downside is certainly possible, the key is to maintain a
well diversified portfolio including bonds, cash and high quality
stocks. Please contact your BMO financial professional if you
would like to discuss your investment portfolio.
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The Canadian and U.S. Stock Markets From 1920 to the End of 2019
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General Disclosure

The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. Portfolio Advisory Team (“BMO Nesbitt Burns”). This publication is protected by
copyright laws. Views or opinions expressed herein may differ from the views and opinions expressed by BMO Capital Markets’ Research Department. No part of this
publication or its contents may be copied, downloaded, stored in a retrieval system, further transmitted, or otherwise reproduced, stored, disseminated, transferred
or used, in any form or by any means by any third parties, except with the prior written permission of BMO Nesbitt Burns. Any further disclosure or use, distribution,
dissemination or copying of this publication, message or any attachment is strictly prohibited. If you have received this report in error, please notify the sender
immedi-ately and delete or destroy this report without reading, copying or forwarding. The opinions, estimates and projections contained in this report are those of
BMO Nesbitt Burns as of the date of this report and are subject to change without notice. BMO Nesbitt Burns endeavours to ensure that the contents have been
compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete. However, BMO Nesbitt Burns
makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no
liability whatsoever for any loss arising from any use of, or reliance on, this report or its contents. Information may be available to BMO Nesbitt Burns or its affiliates
that is not reflected in this report. This report is not to be construed as an offer to sell or solicitation of an offer to buy or sell any security. BMO Nesbitt Burns or its
affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principal basis. BMO Nesbitt Burns, its affiliates, officers, directors
or employees may have a long or short position in the securities discussed herein, related securities or in options, futures or other derivative instruments based
thereon. BMO Nesbitt Burns or its affiliates may act as financial advisor and/or underwriter for the issuers mentioned herein and may receive remuneration for
same. Bank of Montreal or its affiliates (“BM0”) has lending arrangements with, or provides other remunerated services to, many issuers covered by BMO Nesbitt
Burns’ Portfolio Advisory Team. A significant lending rela-tionship may exist between BMO and certain of the issuers mentioned herein. BMO Nesbitt Burns Inc. is a
wholly owned subsidiary of Bank of Montreal. Dissemination of Reports: BMO Nesbitt Burns Portfolio Advisory Team’s reports are made widely available at the same
time to all BMO Nesbitt Burns investment advisors. Additional Matters TO U.S. RESIDENTS: Any U.S. person wishing to effect transactions in any security discussed
herein should do so through BMO Capital Markets Corp. (“BMO CM”) and/or BMO Nesbitt Burns Securities Ltd. (“BMO NBSL”) TO U.K. RESIDENTS: The contents hereof
are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2001. BMO Wealth Management is the brand name for a business group consisting of Bank of Montreal and certain of its affiliates, including BMO
Nesbitt Burns Inc., in providing wealth management products and services.

BMO Nesbitt Burns Inc. is a Member-Canadian Investor Protection Fund. Member of the Investment Industry Regulatory Organization of Canada.
BMO CM and BMO NBSL are Members of SIPC. ® BMO and the roundel symbol are registered trade-marks of Bank of Montreal, used under license. ® “Nesbitt Burns” is a
registered trade-mark of BMO Nesbitt Burns Inc. If you are already a client of BMO Nesbitt Burns, please contact your Investment Advisor for more information.
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