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Introduction
COVID-19 has continued to spread at a rapid pace around the world and has now been declared a global
pandemic by the World Health Organization. This will cause a severe shock to the global economy, pushing it
and most economies into a deep recession. Financial markets have responded with huge falls in equities, a rise
in credit spreads and a flight to the safety of government bonds. Central banks have responded by cutting
interest rates and providing liquidity to the financial system, while governments have announced
unprecedented measures to support businesses. Governments and central banks have made broad statements,
indicating they will do whatever is necessary to support the economy over the next few months.

The economic shock
Governments have taken a number of steps to contain the outbreak, such as canceling sporting and other large
events and in some cases shutting down all non-essential activities. An increasing number of countries have also
closed or restricted arrivals from other countries. Individual behavior has also changed with people going out
and traveling less, while businesses have encouraged staff to work from home where that is possible. These
measures have been extended widely across the world.
For some businesses, such as airlines, the impact has been catastrophic, while tourism, entertainment and a
number of other sectors will see a sharp decline in revenue. Business and consumer confidence is also likely to
fall sharply, leading to less spending and investment across a broad range of activities.
Adding to the challenges facing the global economy and financial markets has been the collapse in the oil price
to below $30 per barrel. Demand for oil has obviously fallen, but it was the inability of Russia and Saudi Arabia to
agree to production cuts that led to a collapse in the oil price. While this fall is positive for energy consumers, it
raises concerns about the viability of energy producers.
Economic growth forecasts for the first half of 2020 have been cut sharply everywhere, with these forecasts
acknowledged to be little better than educated guesses. The low point for most economies will likely come in
April, May and June although in Asia and especially China the peak impact will be somewhat earlier. A severe
short recession is most forecasters’ best guess.
Most forecasters assume a sharp recovery in the second half of the year as the virus is contained and activity
returns to normal, bolstered by ongoing support from governments and central banks. Many point to China,
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which was where the virus first emerged and where it now appears largely contained. Chinese economic
activity collapsed in February as the government put the country into lockdown. However, with new
domestically generated cases falling to about 10-30 per day, these restrictions have loosened and some expect
activity to return to something approaching normal by the end of March.
Forecasters hope that other countries will see a V-shaped trajectory of a sharp fall followed by a modest
recovery. While we expect a return to normality at some point, we fear it may be slow and uneven as some
industry sectors recover more quickly than others.

The policy response
After some initial inertia in some countries, policy makers have responded aggressively to support the economy
and markets. More stimulative measures are likely, both to boost government spending and support the
provision of liquidity to affected sectors. Central banks have cut interest rates and governments have
announced increased spending, and have pledged to support banks and businesses by supplying credit. Small
and midsize businesses are especially vulnerable, while airlines are facing an unprecedented shock.
Governments and businesses in most countries are in urgent discussions across multiple sectors regarding if and
how governments can lend support.
As part of the massive economic stimulus package, the US administration is now pledging to send direct cash
payments to citizens to help contain the economic fallout.
The goal of policy makers is twofold:
•

First, to provide businesses and consumers a financial bridge to see them through the next few months so
they are able to stabilize the economy until the recovery becomes self-sustaining.

•

Second, to ensure the financial system remains functional and that the economic, public health and
confidence shocks don’t turn into a financial crisis as well. Central banks are aware that lower interest rates
will not suddenly get people spending if the virus is not under control. However, the cuts may support
financial markets and give investors hope that when the recovery comes, it will be robust.
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What could go wrong?
In the near term, many foresee two key risks to the V-shaped recovery that some have as their central
expectation. The first is that the virus is not contained over the next few months and the economic disruption
continues longer than expected. It is difficult to know how likely this is.
The second is that policy makers will be unable to stabilize the financial markets and the banking sector. When
combined with the economic pressure from the virus, this could lead to a wave of bankruptcies and much
higher unemployment. We note that banks are generally well capitalized, and governments will aim to do
whatever it takes to protect the corporate sector. With interest rates very low, governments will borrow much
larger amounts of money if they have to. Despite these interventions, much will depend on how long economic
activity is severely curtailed.
Another concern is fiscal pressure on highly indebted countries that are heavily affected by the pandemic, such
as Italy. Its debt to GDP is among the highest in the world and Italian spreads over German bunds have risen 100
basis points over the past month. In contrast to the European debt crisis of 2009, forecasts expect that there will
be less resistance from other euro-zone countries in terms of loosened borrowing restrictions or further debt
monetization by the European Central Bank.

What could go right?
We have seen China, South Korea and some other Asian countries bring the spread of the virus under control
and thus allow a degree of economic normality. Signs that the measures in Italy, for example, were working
would engender hope that other countries would be able to contain the virus as well. There is also a possibility
that treatments, vaccines and the large-scale production of home testing kits will bring the virus under control
in the not too distant future. Scientists, pharmaceutical companies and governments are spending huge
amounts of money developing these. The onset of spring weather in the Northern Hemisphere may also
alleviate seasonal demand on healthcare systems, making it easier to fully concentrate on COVID-19 patients
while people’s immune systems are also stronger, given greater exposure to sunlight by being outdoors.
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Mercer’s dynamic asset allocation view
The economic outlook has deteriorated significantly in recent days and weeks, and a deep recession in most
parts of the world is likely. How deep and when the recovery will come are uncertain at this point and will
largely depend on when the pandemic is brought under control.
On a positive note, governments and central banks will attempt to do whatever it takes to provide businesses
and consumers with a bridge to the other side of the pandemic, so that both can take part in and contribute to a
strong recovery. Whether these efforts succeed and how quickly the pandemic is brought under control will
largely determine the path for financial markets.
We continue to monitor the situation, but at present, we do not have any strong views on the timing of any
recovery, or even when this current volatile environment will end. We therefore remain neutral on risk markets
in general, with a preference to hold cash, or cash-like investments, relative to defensive assets, as we deem
traditional safe havens such as government bonds to be extremely richly valued at present. Our current global
dynamic asset allocation dials are in the appendix.
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Appendix
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At Mercer, we believe in
building brighter futures.
About Mercer

How We Can Help

Together, we’re redefining the world of work, reshaping
retirement and investment outcomes, and unlocking real
health and well-being. We do this by meeting the needs
of today and tomorrow. By understanding the data and
applying it with a human touch. And by turning ideas into
action to spark positive change.

Investments and retirement require sophisticated solutions.
We understand that providing long-term financial wellness
solutions leads to better returns. We offer research and
advice on how to assess risk and design benefits programs
while keeping in mind the need to optimize throughout
changing times. With in-depth knowledge of the complexities
and ever-changing factors that impact investments, Mercer’s
consultants help you make effective decisions that align with
your business needs and ensure more rewarding futures
for your employees.

For more than 70 years, we’ve been providing trusted
advice and solutions to build healthier and more sustainable
futures for our clients, colleagues and communities.
Welcome to a world where economics and empathy
make a difference in people’s lives.
Welcome to brighter.

For further information, please visit
www.mercer.ca
Join the conversation
@MercerCanada

Mercer Canada

Important notices
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
@2020 Mercer (Canada) Limited. All rights reserved
This contains confidential and proprietary information of Mercer and is intended for the exclusive
use of the parties to whom it was provided by Mercer. Its content may not be modified, sold
or otherwise provided, in whole or in part, to any other person or entity without Mercer’s prior
written permission.
Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant
and/or attorney before making any decisions with tax or legal implications. This does not
constitute an offer to purchase or sell any securities. The findings, ratings and/or opinions
expressed herein are the intellectual property of Mercer and are subject to change without
notice. They are not intended to convey any guarantees as to the future performance of the
investment products, asset classes or capital markets discussed.
For Mercer’s conflict of interest disclosures, contact your Mercer representative or see
www.mercer.com/conflictsofinterest.
This does not contain investment advice relating to your particular circumstances. No investment
decision should be made based on this information without first obtaining appropriate
professional advice and considering your circumstances.
Information contained herein may have been obtained from a range of third party sources.
While the information is believed to be reliable, Mercer has not sought to verify it independently.

As such, Mercer makes no representations or warranties as to the accuracy of the information
presented and takes no responsibility or liability (including for indirect, consequential, or incidental
damages) for any error, omission or inaccuracy in the data supplied by any third party.
Pension & Investments rankings are based on survey responses from responding firms. Mercer
may calculate worldwide assets under advisement and worldwide assets under management
differently than other responding firms. The assets under advisement data (AUA Data) reported
here include aggregated assets under advisement for Mercer (Canada) Limited, Mercer Global
Investments Canada Limited, and their affiliated companies globally (Mercer). The AUA Data
have been derived from a variety of sources, including, but not limited to, third-party custodians
or investment managers, regulatory filings, and client self-reported data. Mercer has not
independently verified the AUA Data. Where available, the AUA Data are provided as the date
indicated (the Reporting Date). To the extent information was not available as of the Reporting
Date; information from a date closest in time to the Reporting Date, which may be of a date more
recent in time than the Reporting Date, was included in the AUA Data. The AUA Data include
assets of clients that have engaged Mercer to provide project-based services within the 12-month
period ending on the Reporting Date. The assets under management data (the AUM Data) reported
here include aggregated assets for which Mercer Global Investments Canada Limited and their global
affiliates provide discretionary investment management services as of the dates indicated.
Investment management services for Canadian investors are provided by Mercer Global Investments
Canada Limited. Investment consulting services for Canadian investors are provided by Mercer
(Canada) Limited.

