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What Now

We would like to start this 
report by wishing you and your 
families good health and well-
ness in this challenging  me. We 
are understandably ge   ng many 
ques  ons and requests for guid-
ance on what to do in the current 
environment. The short answer 
is that there are many factors 
to consider and readers need to 
understand  the range of poten-
 al outcomes from COVID-19 is 

very wide.

 We believe good advice is 
very valuable at this juncture. For 
specifi c ques  ons, we encourage 
you to contact us, or your trusted 
advisors, to discuss ques  ons or 
concerns as they relate to your 
individual circumstances.  

We have been saying for some 
 me that cau  on and prudence 

were warranted in fi nancial 
markets, and unfortunately, 
we now need to extend this to 
daily life as the economic conse-
quences of the virus are just one 
area of concern. 

As we are in uncharted terri-
tory, the probability of being 
wrong at this  me is high and 

we believe that everyone will 
need to adapt to a new normal. 
In our view, the benefi ts of a 
balanced por  olio have never 
been more glaring in light of 
recent vola  lity. 

While today’s event are no 
doubt troubling and unset-
tling, we suggest this is not a 
 me for panic, rather a  me to 

review the robustness of plans 
and prepara  ons against what 
are admi  edly a wide range 
of poten  al health, social, and 
economic outcomes – none 
of which look par  cularly 
appealing at this  me. 

In this communica  on, we 
provide updates and thoughts 
about the virus and the 
responses being taken by the 
authori  es to combat it. We 
have also constructed three 
poten  al scenarios to try and 
understand how economic 
output (which is equivalent to 
the income of the economy) 
will be aff ected by virus contain-
ment measures and how this 
will impact key areas of the 
fi nancial markets. 

When developing our 
scenarios, our goal is to capture 
95% of probable outcomes, 
which means we might be 
missing the 2.5% tail risk on 
either the upside or the down-
side of possible outcomes. 
Once we set the goal posts, we 
off er our subjec  ve probabil-
i  es on the likelihood of each 
outcome, knowing we are likely 
to be wrong - which is why we 
encourage the reader to apply 
their own weights. 

The common element with 
our scenarios is one day this 
virus will pass, and daily life and 
economic ac  vity will return to 
something that approximates 
normal. Daily life is likely to feel 
diff erent than before, as social 
and business norms adapt, and 
we will see both good and bad 
adapta  ons. 

We believe there are four 
main factors that will deter-
mine the ul  mate impact of 
COVID-19: 

• The containment and 
orderly treatment of the virus 
to minimize health impacts;
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• The length of  me that 
self-isola  on/quaran  ne is 
required;

• The ability and capacity of 
authori  es to respond with 
programs which will keep 
income fl owing to house-
holds and credit fl owing 
to businesses during the 
shutdown;

• The ability of the economy 
to regain momentum once 
the virus subsides and the 
shutdown ends. 

There is a great deal of 
uncertainty within each factor 
and they are interrelated with 
second and third round eff ects, 
making the job of forecas  ng 
diffi  cult.     

As our clients expect and 
require a plan to manage fi nan-
cial risk and their wealth, we 
believe crea  ng three scenario 
forecasts is essen  al. We will 
use these forecasts to provide 
sugges  ons to navigate this 
diffi  cult period and posi  on for 
the eventual bo  oming and 
rebounding of equity markets. 
In periods of upheaval, there 
will be winners and losers. In 
our view, this is when ac  ve 
management is able to excel 
in genera  ng returns and 
managing risk. 

Our belief is those with robust 

plans to manage the impacts 
of COVID-19 on their daily 
lives, which includes managing 
wealth, risk, and income during 
this diffi  cult period, are be  er 
prepared to work through this 
period than those who do not.  

We will con  nue to update 
you with regular communica-
 on and are exploring op  ons 

to provide commentary in 
audio and video formats in the 
coming weeks.

Of Note This Week:

• On Monday, the US 
Federal Reserve announced 
it would purchase unlimited 
amounts of US Treasuries and 
mortgage backed securi  es. 
It also set up a number of 
signifi cant lending facili  es 
to manage liquidity issues 
for corporate bonds and US 
dollars interna  onally.

(MarketWatch, “Fed announces 
unlimited QE and sets up several new 
lending programs”, March 23, 2020).

• On Wednesday, the Cana-
dian Federal government 
announced the passage of 
a bill to spend $82 billion 
(roughly 4% of Dec 2019 GDP)  
as an emergency response to 
the virus outbreak in Canada. 
The s  mulus is expected to 
be available star  ng April 6th. 
One component - the Cana-
dian Emergency Response 

Benefi t, as it is being called 
- provides benefi ts of up to 
$2,000 per month, for up to 
4 months to those who lose 
their income as a result of the 
virus.

(Globe and Mail, “O  awa to provide 
$2,000 a month to help workers 
aff ected by COVID-19”, March 25, 
2020).

• The US Government  passed 
a wide ranging $2trn (roughly 
9.5% of GDP) emergency aid 
package for households and 
businesses. A key element of 
the package is income support 
for Americans making less 
than $75,000 ($1,200 per 
adult, $2,400 per couple with 
addi  onal payments for chil-
dren. Payments begin to phase 
out for income levels above 
$75,000). 

(Financial Times, “What’s in the 
historic $2tn US s  mulus deal?”, 
March 25, 2020).

• On Thursday, US jobless 
claims for the previous week 
increased to a record 3.3M, 
up from 282,000 the week 
before.

(Financial Times, “US jobless claims 
surge to record 3.3m as America locks 
down”, March 26, 2020).

• The Bank of Canada cut its 
policy rate by 50 basis points 
to 0.25% and announced two 
new quan  ta  ve easing (QE) 
programs in Canada. The fi rst 
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program targets purchases 
of Government of Canada 
bonds across all maturi  es at 
a minimum rate of $5bn per 
week. The Bank will also begin 
purchasing commercial paper 
to address liquidity issues in 
this market, the amount of 
purchases is not yet known. 

(Globe and Mail, “Bank of Canada cuts 
key interest rate half-percentage point 
to 0.25%”, March 27, 2020).

• The Government of Canada 
announced new emergency 
measures to increase wage 
subsidy levels and provide 
interest free loans to small 
businesses up to $40,000.

(Globe and Mail, “O  awa boosts relief 
package for small and medium-sized 

business”, March 27, 2020).

As developments are moving 
rapidly, this is by no means 
an exhaus  ve list of possible 
measures governments and 
central banks are taking to 
contain the health, economic, 
and social impacts of the virus. 
We expect as the virus con  nues 
to spread we will see more.

Scenario Forecasts

Our recent newsle  er 
became stale in a ma  er of days. 
As one of our wi   er readers 
noted (he’s an Economist so 
I’m biased), “instead of calling 
our newsle  er ‘What is Going 
On?’, it would have been more 
appropriate calling it ‘What is 

NOT Going On?’” – and this is 
indeed the key ques  on when it 
comes to managing your wealth, 
paying your bills, and mee  ng 
your needs as we deal with and 
forecast the consequences and 
risks presented by COVID-19. 

The table and charts presented 
on the next page off er a summary 
of our forecasts for the Canadian 
and US economies.

 Scenario Starting Points: 

• We believe it is clear the 
world is facing a signifi cant 
and evolving health challenge 
with COVID-19 which will 
con  nue to have real social and 
economic consequences. 

US Weekly Unemployment Claims
          (Week Ending March 21, 2020)

US weekly unemployment claims spiked to highest level on record - by a lot - this 
is not a typo. This week’s number (reported next Thursday) is apt to rise further. 
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• Authori  es globally, albeit 
ac  ng belatedly by some and 
causing them to fall behind 
the curve according to many 
experts, are responding with 
signifi cant and unprece-
dented policies. 

• We do not know how 
eff ec  ve these policies will be 
or what the short, medium, 

and long-term consequences 
will be. Governments and 
fi nancial markets appear 
willing to deal with these 
issues once the immediate 
crisis has passed. Those 
impacts are outside the scope 
of this report, and should not 
be overlooked by long-term 
investors and younger tax 
payers.

• To date, 
we believe the 
Canadian govern-
ment is taking the 
virus seriously and 
calmly execu  ng 
c o n t a i n m e n t 

measures be  er than the 
US. The US fi scal response is 
larger so far, although today’s 
announcements may signifi -
cantly increase the size of the 
Canadian response.

•  The impacts on the 
economy will only be known 
as we start to see the data 
– which make no mistake, is 
going to look bad and may yet 
get worse depending on how 
this evolves.

• This crisis will pass and we 
will ul  mately see a bo  oming 
of equity markets and the 
economy; equity markets 
will almost certainly bo  om 
and begin to rise before the 

1,000,000

1,200,000

1,400,000

1,600,000

1,800,000

2,000,000

2,200,000

2,400,000

2,600,000

2,800,000

3,000,000

Q
1
20
17

Q
2
20
17

Q
3
20
17

Q
4
20
17

Q
1
20
18

Q
2
20
18

Q
3
20
18

Q
4
20
18

Q
1
20
19

Q
2
20
19

Q
3
20
19

Q
4
20
19

Q
1
20
20

Q
2
20
20

Q
3
20
20

Q
4
20
20

Q
1
20
21

Q
2
20
21

Q
3
20
21

Q
4
20
21

Q
1
20
22

Q
2
20
22

Q
3
20
22

Q
4
20
22

Q
1
20
23

Q
2
20
23

Q
3
20
23

Q
4
20
23

Q
1
20
24

Q
2
20
24

Q
3
20
24

Q
4
20
24

Canadian Real GDP – 3 Scenarios

Actual GDP Scenario A Scenario B Scenario C

Last Actual Quarter: Q4 2019

Seasonally Adjusted at Annual Rates, Market Prices, 2012 Dollars, Millions CDN

Source: Murenbeeld and Co., Statistics Canada
Estimates: Lighthouse Wealth Management

A recession is all but assured in Canada and the US. The ques  ons that remain are 
how deep it will be and how long it will last. Year-over-year declines in real GDP 
for Canada in our scenarios range between 4% - 25%.

25% 50% 25%
Bad (A) Base (B) Good (C)

Q1 2020 8.0% 3.0% 1.5%
Q2 2020 10.0% 8.0% 4.0%
Q3 2020 6.0% 4.0% 1.0%
Q4 2020 4.0% 1.0% 2.4%

Year over year Annualized Growth Rates
Canadian Real GDP
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US Real GDP – 3 Scenarios

Actual GDP Scenario A Scenario B Scenario C

Last Actual Quarter: Q4 2019

Seasonally Adjusted at Annual Rates, Market Prices, 2009 Dollars, Billions USD

Source: Murenbeeld and Co., Statistics Canada
Estimates: Lighthouse Wealth Management

economy does. 

Scenario Summary Points

• The US economy is 
expected to weather the 
ini  al eff ects of the economic 
shut-down be  er than the 
Canadian economy due to the 
rela  ve size of fi scal s  mulus 
and central bank ac  ons. The 

US economy was on much 
stronger foo  ng than Canada 
before the crisis and is less 
reliant on external trade.

• The Trump administra-
 on is weighing the health 

eff ects of the virus against 
the economic and social 
eff ects of shu   ng down the 
economy. 

• In the event 
the eff ects of the 
virus are milder 
than expected, 
this approach, 
combined with 
large s  mulus 
measures already 

taken, suggests a shallow and 
short US recession followed 
by a ‘V’ shaped recovery. This 
is possible, but we believe is a 
low probability outcome and 
the poten  al health risks to 
the US and other countries 
from opening up the economy 
too early could poten  ally be 
much worse than the short-
term economic benefi t. We 
hope to see a middle ground 
and balancing of health, social, 
and economic issues.   

• The trajectory of economic 
impacts is highly dependent 
on the characteris  cs of 
the virus which are not yet 

The US fi scal and monetary policy response has been signifi cant and we believe 
it will help. Accordingly, the year-over-year declines in real GDP for the US in our 
scenarios range between 2% - 22%, a bit be  er than our expecta  on for Canada.

25% 50% 25%
Bad (A) Base (B) Good (C)

Q1 2020 6.0% 2.5% 1.5%
Q2 2020 8.0% 6.0% 3.0%
Q3 2020 6.0% 3.5% 1.0%
Q4 2020 3.5% 1.0% 3.0%

US Real GDP
Year over year Annualized Growth Rates
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known. Nega  ve economic 
impacts may be the result of 
some governments imposing 
economic lock-downs, or due 
to voluntarily shutdowns due 
to fear of infec  on; either 
outcome halts economic 
ac  vity and increases the 
poten  al for social unrest. 

• Year over year (Dec 2019 
- Dec 2020) real GDP declines 
range between 4%-25% in 
our scenarios for Canada, and 
between 2% - 22% for our US 
scenario. We believe the US 
has lower downside risk due 
to fi scal measures to be put 
in place by the US Federal 
government and the Federal 
Reserve’s expressed willing-
ness to ease without limit, 
a  er already enac  ng signif-
icant s  umuls in response to 
the crisis. 

• A recession is virtually 
assured in many countries. 
We believe fi scal s  mulus 
will prevent the Bad outcome 
in the US, but this is subject 
to infec  on rates in North 
America and Europe peaking 
before too long. 

• Yields on high quality 
sovereign bonds will grind 
lower and enter nega  ve 
territory across all maturi  es 
in the US in the Bad scenario 
(yields are s  ll nega  ve for 

shorter maturi  es in our Base 
and Good scenarios). 

• Yields on lower quality 
sovereign bonds remain low in 
the Base and Good scenarios, 
but rise in the Bad scenario as 
they are shunned by investors 
seeking safe havens. (Yields 
on Italian, Spanish and Greek 
bonds rise to Eurozone crisis 
levels in the bad scenario) 

• Equity markets, as repre-
sented by the S&P500 may 
have already bo  omed with 
the S&P500 around the 2200 
level if we are in the Good 
scenario. We believe equity 
markets will be fast to rebound 
in the Good scenario, but are 
expected to decline further 
in our Base scenario (S&P500 
to around 2000), and would 
challenge pre-fi nancial crisis 
levels in our Bad scenario (a 
peak-to-trough decline of 
roughly 55% is forecast in this 
scenario - we have seen about 
34% so far).  

• The US dollar is expected 
to be strong, at least ini  ally 
across all scenarios as high 
demand for the world’s safe 
haven currency is likely to 
persist as long as the crisis 
does. However, as the crisis 
passes and economic ac  vity 
starts to resume, we believe 
the US dollar will start to 

weaken. In the Good scenario, 
the dollar starts to weaken 
fi rst and to the greatest extent, 
followed by the same pa  ern 
to a lesser extent in our Base 
scenario, and remains fi rmly 
priced in our Bad scenario.    

Conclusions

The key ques  ons we are 
trying to answer right now are 
how deep and how long this 
recession will be, and whether 
or not assets are priced appro-
priately in fi nancial markets 
based on how the situa  on is 
expected to evolved. 

The high degree of uncer-
tainty as to how the situa  on 
will evolve gives rise to the 
need for cau  on and prudence. 
However, even in this environ-
ment, we cannot overlook the 
poten  al for signifi cant price 
changes that do not refl ect 
reality for some assets, and are 
likely to provide good long-term 
opportuni  es that strike the 
appropriate balance between 
risk and reward. 

The gross re-pricing of 
assets and risk, the drying up 
of liquidity, and the complete 
shredding of previous forecasts 
and expecta  ons for fi nancial 
markets and economic growth 
we have witnessed this past 
week has been simply remark-
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able. 

Discussing how to manage 
wealth amidst a health crisis 
can seem callous, and we do not 
want to overlook the tremen-
dous human cost and suff ering 
the COVID-19 crisis is causing 
- and we remain concerned as 
the virus moves to India and 
Africa.

 We remain op  mis  c and 
hope for a best case outcome 
that we believe is possible with 
everyone working together to 
minimize the health, economic 
and social consequences of 
COVID-19. We are comforted to 
see so many Canadians coming 
together to fi ght the impacts 
of the virus  and we will keep 
doing our best to contribute to 
these eff orts.

Managing the economic and 
social consequences of the virus 
requires that households and 
businesses maintain a baseline 
ability to operate; households 
require income to buy goods 
that businesses produce, and 
business need to be able to 
produce and re-invest in their 
businesses with these incomes. 

A great deal of this income 
and investment capital is gener-
ated and stored in investment 
por  olios; we use this capital 

and the returns it generates 
to support consump  on and 
allow businesses to invest the 
excess capital that is saved by 
households. For these reasons 
and more, we believe managing 
this wealth eff ec  vely at  mes 
like this is an important support 
for the inevitable economic 
recovery that will take place 
a  er this crisis. 

There will be trade-off s 
between the health, economic, 
and social consequences of 
the virus that will impact how 
we manage it and the ul  mate 
costs we bear in doing so as a 
society. 

These trade-off s and the 
resul  ng decisions will dictate 
the level of economic ac  vity 
we can an  cipate to return, 
and more importantly, will 
fundamentally impact the 
prospects for diff erent types of 
businesses for a long  me – and 
perhaps permanently if the risk 
of a health-related crisis alters 
society’s behaviours and prefer-
ences.

In  mes of economic and 
fi nancial upheaval, capital has a 
tendency to leave weak holders 
and land in stronger ones. These 
disloca  ons, while inevitably 
painful for some, provide signif-

icant opportuni  es to others 
who can iden  fy them and have 
the resources and ability to act. 

Due to the changes we 
expect to see, we believe ac  ve 
management will play a prom-
inent role a  er many years of 
losing market share to index 
investors (we do not call this 
“passive” inves  ng as many 
ac  ve decisions are s  ll being 
made even when ‘so called’ 
passive vehicles are being used).

The table that follows on the 
last page of this report lists our 
thoughts on the sectors of the 
economy which we believe are 
well posi  oned for success once 
the crisis passes. Going into 
more detail is outside the scope 
of this report, and we encourage 
those interested to contact us 
about specifi c ideas. 

While opportunity may arise 
from recent events in fi nan-
cial markets, we highlight the 
poten  al risks that remain and 
con  nue to suggest balance in 
por  olios. 

In closing, we wish you good 
health and wellness.    
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Sectors where we see opportunity:

Water Non renewable energy
Software Bricks and mortar retail
Semiconductors Commercial real estate
Hardware Banks
Telecom (5G Celluar, Bandwidth Network Connectivity, Cloud Storage and Computing)
Technology and Automation (Internet of Things)
Renewable Utilities
Health Care
REITS (Multi Family, Industrial, Warehousing, Healthcare)
Online Retail
Delivery, Transportation (Trucking, Rail, Pipelines)
Infrastructure
Fin Tech/Bio Tech
Precious/Rare Metals Complex (Gold, Palladium, Lithium, Silver?)
Agriculture (Fertilizers, Equipment)

Market Sector Table

Sectors we fear are challenged:

What We Believe You Should Know:

The views and opinions in this report are our own and we have prepared all of the information. These views and opinions could 
be incorrect, and while we believe we have sourced the information in the report from reliable sources, we cannot warrant their 
accuracy. The content of this report should not be considered investment advice as it may not be suitable for your personal 
circumstances, and is not a solicitation to buy or sell securities. We encourage you to speak to an investment professional before 
making any investment related decisions. This report may also discuss topics that overlap with tax-related matters. We are not tax 
advisors and we recommend that you seek independent advice from a professional advisor on tax-related matters.  

© 2020 Lighthouse Wealth Management. All Rights Reserved. 
Lighthouse Wealth Management is a personal trade name of David Charlebois and Stephen Gaskin.

What You Need to Know:

HollisWealth® is a division of Industrial Alliance Securities Inc. a member of the Canadian Investor Protection Fund and the Invest-
ment Industry Regulatory Organization of Canada.

This information has been prepared by David Charlebois, Investment Advisor and Stephen Gaskin, Associate Investment Advisor, 
for HollisWealth®, a division of Industrial Alliance Securities Inc. and does not necessarily refl ect the opinion of HollisWealth®. 
The information contained in this website comes from sources we believe to be 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 off er or solicitation to buy or sell any of the securities men-
tioned. The information contained herein may not apply to all types of investors. The Investment Advisor can open accounts only 
in the provinces where he is registered. For more information about HollisWealth®, please consult the offi  cial website at www.
holliswealth.com.

We believe we are in a period of fundamental economic change and the virus will accel-
erate this process. Society will con  nue to develop and apply new technology to try solve 
real world problems like public health, ageing popula  ons, and climate change. There are 
going to be winners and losers in this process, but we believe the changes we expect will 
yield many good investment opportuni  es that also benefi t society.  


