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We are witnessing a large rebound in the stock
market in the past several weeks, as we learn more
about the coronavirus and as case numbers generally
improve in developed nations. In our opinion, in terms
of a best-worst case scenario, the rebound is the
result of a belief that we will avoid a ‘worst case
scenario’ versus what we would have thought
only 4-6 weeks ago. We still have a long way to go,
but the data on the virus has generally been more
positive than negative, which has led the stock market
to frame the outlook more positively.
As we drill down further, we’re also seeing this play
out with certain sectors within the stock market
as well. For example, recall only several weeks
ago when investors and the media worried that
multifamily REIT’s would be under pressure
by tenants not paying rent. Instead, we’ve seen
collection rates for major publicly traded REITs at
96-98%, which is very close to pre-pandemic levels.
In addition we’ve recently seen the Canadian banks
report quarterly results, and while the numbers are
obviously poor for the quarter compared to the same
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period last year, they are not nearly as bad as everyone’s worst
case scenario. Most banks have been extremely conservative
in their provisioning, so it is possible that the past quarter
will turn out to be the worst. This has helped lift bank shares
to higher levels in the past few weeks.
On dividends, while I’m sure everyone has read about the
numerous dividend cuts since the crisis began, the actual
data has fared much better than most realize. Up to now,
over 60% of the S&P 500 have raised dividends this year,
and 45% of the TSX. Dividend raises have outnumbered
cuts in the S&P 500 by a 4 : 1 ratio (4 companies raising for
every company that has cut) and a 2.5 : 1 ratio for the TSX.
The majority of the dividend cuts have been focused within
the Energy and Consumer Discretionary sectors. Within
our mandates, even if we focus solely on March 15 onward
(as the shutdown began to take effect), we’ve had almost
20% of our stocks raise dividends through the worst part
of this crisis, versus only 6% of our stocks that have had
to cut dividends. I will remind you that our investment process
involves focusing on companies with sustainable dividends
(lower payout ratios), and that are conservatively leveraged.

While we’ve witnessed a substantial recovery in the stock
market, I expect the remainder of the year to be volatile
as investors digest the good and bad news that is yet to
come. As a result of the volatility, we’ve been more active
than usual in our mandates, and expect this to continue.
During the past few months we have been able to add a
few new names to the portfolio, which we had previously
avoided solely due to valuation. In addition, we’ve been

The stocks in these sectors
usually have lower dividend
yields but we believe in
the long-term attractiveness
of these sectors, along
with increased portfolio
diversification they provide.

able to add materially to some names we already own,
at attractive prices. Our exposure to the Technology and
Healthcare sectors have risen in Canada and the US
as these sectors have outperformed YTD, and we have
chosen to maintain most of this additional exposure
(rather than trim) as we believe that these gains in
sectors will be durable.
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