
 

SECOND QUARTER OUTLOOK 
Bear Market Returns After a Decade of 

Hibernation 
 
As the new decade got underway, economic indicators were turning mostly 
positive. While surveys of business leaders in the service sector and 
especially the manufacturing sector were weaker, there were enough signals 
to push our Recession Riskometer to “low recession risk.”  
 
The housing sector, which had been muted during most of this economic 
expansion, was finally turning around. Building permits were on the rise and 
unemployment remained extremely low, which helped to push consumer 
sentiment to high levels. While economic data was heating up, from a 
historical perspective, equity valuations were high and bond yields were low. 
In other words, the good economic news appeared to be priced into stock 
markets, yet bond investors were cautious. So, the year started with stocks, 
bonds, and even gold rallying at the same time. Momentum was strong and 
nothing could seem to stop it, not even the reports out of China about a new 
coronavirus, later named COVID-19. 
 
Investors largely brushed off early reports of the virus, as China undertook 
drastic measures to control the spread of it. Investors worried about supply 
chain disruptions as factories could no longer produce the parts and goods 
needed for production. But as the virus eventually spread around the world, 
investor concerns spread beyond supply chain disruptions and Chinese 
economic growth. Investors had to price in the potential impact of the virus to 
all businesses around the globe—a daunting task with low certainties. 
 
As if the economic picture for 2020 wasn’t muddy enough, Saudi Arabia and 
Russia then began an oil price war by ramping up production of oil, sending 
crude prices, bond yields, and stocks plummeting. The day after this news, 
stock markets registered their worst single day since the 2008 financial crisis 
and bond yields hit all-time lows. A few days later, the S&P 500 had its worst 
decline since 1987 as economic uncertainty because of COVID-19 began to 
reach panic levels. 
 
We’re paying very close attention to the Chinese recovery and measures 
being taken in western societies to shorten the duration of the COVID-19 
outbreak. If the outbreak can be contained relatively quickly, we feel that 
equity markets will also rebound quickly. Equity markets are already pricing in 
a recession, so any good news could become a positive catalyst for equities. 
It’s quite possible to see equity markets rally while we’re technically in a 
recession. We also feel that the oil price war could be short-lived, as both 
Saudi Arabia and Russia can’t afford these low oil prices and they may also 
soon be struggling with COVID-19 in their countries. 
 

At-A-Glance  
 
Many world economies 
were in slow growth mode 
before COVID-19. Slow 
growth is close to no 
growth, and the virus will 
likely push some 
economies into recession. 
 
Stock valuations started the 
year at elevated levels and 
upward momentum carried 
stocks even higher as 
earnings were relatively 
muted. From high 
valuations, equities had 
more room to fall as 
investors try to understand 
the impact COVID-19 will 
have on earnings. 
 
Bond yields were low at the 
start of the year, but fears 
of economic slowdown 
drove yields down even 
further to record lows. 
 
Investors are still digesting 
news around the virus and 
oil price war. Volatility will 
remain elevated as 
uncertainty remains. We 
will be watching the 
Chinese recovery closely 
and assessing the possible 
duration of the virus in the 
rest of the world. 
 
Risks have increased in 
both bond and equity 
markets. Diversification is 
more important than ever. 
Markets can rebound as 
quickly as they drop. 
Focusing on long-term 
investment objectives is 
imperative. 
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While no one has a crystal ball to tell the future, having a financial strategy in place can help give you 
confidence as we expect volatility to remain elevated. Focusing on what you can control and understanding 
your own goals and objectives become even more important now. Your financial professional can help keep 
you on track and keep your sights on your long-term plans. 
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Glossary 
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