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The Second Wave has crashed the shores of economies 
around the world and stock markets are responding as 
expected, with sell-offs across the board. What comes next? is 
the question at hand and as the article in AdvisorAnalyst 
<here> summarizes, it’s not going to be pretty. The position 
articulated is that the economy could be at a key inflection 
point, and what is required is a co-ordinated fiscal and 
monetary strategy by governments, reminiscent of what was 
done during the Second World War. This would provide the 
foundation for recovery post-vaccine, albeit one with higher 
inflation targets (yes, we’re back talking about inflation!). As 
the article summarizes:

When debt levels are high and there is no ability to grow out 
of them (because of demographics; i.e., the wave of people at 
or near retirement age), inflating or devaluing your way out of 
debt becomes the only option. Since less and less of debt is 
owned by foreigners (at least in percentage terms), inflation 
may well be the only way to get out of debt. All [Central Banks] have to do is peg rates at below the inflation rate 
through a combination of quantitative easing and forward guidance.

If inflation is at an inflection point, this could also result in an inflection point for Value vs. Growth stocks (and of 
course Funds comprised of them), Small Cap vs. Large Cap and real assets vs. financial assets. The good news here 
is that our portfolios have dedicated positions which include small cap stocks, commodities and have a Value 
approach to stock selection. Beyond this, it is key to remember that the co-ordinated approach that governments 
may well take, worked brilliantly and the post-war period from 1945 to 1965 saw the economy rally and stocks with 
it.

So be ready for the return of inflation, which has been absent-with-out-leave for a long while now. Higher inflation 
will require a higher equity allocation as historically, equities are the only asset class which has outperformed 
inflation in a meaningful way. Higher portfolio volatility will be part of this, but it is our position that volatility isn’t 
risk, running of money is. This is why we partner with institutional wealth management companies like 
Dimensional, Edgepoint and Mackenzie Financial, whose expertise in navigating markets has helped our clients 
realize financial security over the (almost) 30 years I have been in the industry. We remain confident in their ability 
to do so going forward.

One final note, with the Second Wave here, expect markets to be terrible for a while, but like what happened in 
May, we expect they will turn around and stage another comeback. And when the announcement of the vaccine 
comes, look out, for it is our view that stocks will race forward, leaving 2020 far behind them.

Be safe, be well!
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