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We do not use this term lightly. The onset of COVID-19,

mini-success case study as the country of 50 million appears to

requiring entire country quarantines in Italy, Spain and France

have greatly slowed its epidemic through world class testing

and the closing of several borders has paralyzed the global

and isolation of infected individuals; it reported only 74 new

economy with unprecedented speed. This in turn has caused an

cases on March 17, down from 909 at its peak on 29 February

epic spike in market volatility and a global stock market crash.

(according to sciencemag.org). Encouragingly, COVID-19

With some hindsight, the problem with looking for historical

vaccines are being developed at an unprecedented speed with

parallels in situations like these (i.e. SARS, Financial Crisis of

human trials having already begun.

2008 and 9/11) is that there is simply no comparable event in
recent memory.

Economically, a number of fiscal stimulus measures are being
announced. This is critical, since it is necessary to keep

Case in point, while no one expected strong Chinese economic

businesses afloat and provide some income to the millions of

data, industrial output fell 13.5% in January and February from

impacted workers. Notably, on March 18, the Canadian

a year earlier, retail sales fell 20.5% in the period, and the

Government announced an $82 billion package which includes

unemployment rate jumped to 6.2%, the highest on record.

$27 billion in direct support for individuals and companies and

This is a prelude to the type of impact we can expect to the

$55 billion in tax deferrals for both households and businesses.

economy in Europe and North America in the second quarter as

BMO Chief Economist Doug Porter notes that “this is a

the full extent of social distancing (including the closing of

significant set of steps which, at just over 1% of GDP in direct

restaurants, theatres, bars etc.) is reflected in official data.

support, should begin to help in relatively rapid fashion. We

While the timing of the upcoming recovery is uncertain, the

doubt that this will be the last word, and the Prime Minister

decline in global equity markets and the lower yields to date

suggested that the federal government stands ready to do

are already pricing in the risk of a global recession in our

more as needed” and the Minister of Finance Morneau stated

opinion. The amount of additional downside risk and volatility

that they would do “whatever it takes to ease the situation”.

will depend on the length and severity of the contraction. This

Note that the U.S. is currently considering stimulus of over $1

is why getting a quick, credible and coordinated government

trillion, or about 5.5% of GDP, including the possibility of direct

policy response is so critical in avoiding a more protracted

cheques to all adults.

downturn.

Additionally, global central banks have announced

On a positive side, after some delays, governments are now

unprecedented monetary stimulus including lower short-term

taking this issue very seriously. Public health is clearly the

policy rates, new or increased asset purchase programs (e.g.

overriding priority and it is hoped that hard decisions like

buying fixed income securities) to maintain longer-term yields

quarantines will act to slow the rate of contagion. Despite the

low and targeted lending facilities to provide short-term

very difficult situation in Italy and Spain, our research partners

liquidity. Just yesterday, the European Central Bank said it could

at JP Morgan still see the potential for a peak in active cases in

buy up to 750 billion euros in government and private sector

Europe by the end of March. South Korea has emerged as a

bonds as well as commercial paper by year end. Also, greater
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flexibility is given to financial institutions to deploy capital to

Looking at over hundred years of market history, some facts

help households and corporations meet their requirements. Our

are undeniable. First, the stock market leads the real

economists believe some economic activity could start to
come back in May with a real rebound possible in June/July.

economy by approximately six months, so stocks will begin to
recover before official economic data shows any improvement

Longer term, extremely low interest rates on loans and

at all. Second, the market is inherently “mean reverting”. This

mortgages will turbo-charge the recovery when it comes and

means that excesses to the upside or downside (i.e. like we

support the crucial housing market and ancillary services

saw during the financial crisis of 2008) typically lead to a

(housing’s contribution to GDP is around 24% for Canada and

powerful opposite reaction. Think of the classic analogy of a

17% for the US). The approximately 1% decline in mortgage

stretched elastic that eventually snaps back when it is no

rates in the last year has improved housing affordability by

longer held back. Most importantly, as we noted in last week’s

approximately 10% in North America.

note (“In the Eye of the Coronavirus and Oil Storm”), the

The crash in oil prices is clearly an overall negative for the
Canadian economy but it will have the virtue of saving
consumers substantial money at the time it is most needed by

market has weathered countless wars, epidemics and other
major shocks and has always managed to make significant new
highs over time.

lowering gas prices to levels not seen in years. This is akin to a

While the environment will remain volatile for some time and

tax cut and will support consumption, helping the economy

more downside is certainly possible, the key is to maintain a

recover. The rule of thumb is that every penny gas prices go

well diversified portfolio including cash, bonds, and high quality

down adds $1billion to consumers in the U.S. (and close to

stocks. Please contact your BMO financial professional if you

$100 million in Canada).

would like to discuss your investment portfolio.
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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 (“BMO”) 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.

