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Market Overview
•

The third quarter of 2020 brought on an alphabet soup of opinions on economic-recovery
options: is its graph shaped as a V, W, U, L or K? The government stimulus programs,
combined with highly accommodative central banks and a seemingly effective reduction
in COVID-19 infection rates due to the second-quarter lockdown, supported an improving
employment picture, boosted consumer spending and facilitated a gradual re-opening of
various elements of the global economy. Spending on housing, vehicles and restaurants
all increased through the quarter. This positive backdrop drove Canadian and U.S. stocks
higher through July and August, including the S&P 500’s strongest August returns since
1986.

•

However, the confluence of factors that drove positive sentiment during the summer
seemed to reverse in September. The U.S. government was unable to pass a follow-on
stimulus package, which put unemployment benefits and business-support programs at
risk. Concern over the back-to-school season became reality as COVID-19 infection rates
began to rise. The one constant was central-bank support as there is a broad commitment
in developed economies to keep interest rates low for a prolonged period of time.

•

There are many unique elements to the dynamics of 2020 – and the breakdown of market
returns is definitely one of them. Equity performance, particularly in the United States,
has never been more concentrated. For example, as of the end of the quarter, Facebook
Inc., Apple Inc., Amazon.com Inc, Netflix Inc., Alphabet Inc. and Microsoft Corp. combined
to make up nearly 25% of the S&P 500 Index’s value. During the first nine months of 2020,
this “Super Six” group together was up more than 40%, whereas the index’s remaining
494 stocks registered a collective gain of less than 3%. The result was an index that had
produced a strong year-to-date gain, but the opportunities to generate strong positive
returns were remarkably narrow. Similarly, in Canada, gold and one-stock-wonder
Shopify Inc. had a tremendous influence on the returns of the S&P/TSX Composite Index.
With Shopify’s meteoric rise, it now has the largest weight in the index, surpassing Royal
Bank of Canada.

•

As stated in last quarter’s commentary, we were most aggressive in moving to pro-growth
positioning in March and have subsequently been progressively more cautious. We have
owned select members of the Super Six and began to reduce some positions through the
summer which, initially, hurt relative returns but brought some rewards in September.
We remain focused on those areas of the economy that continue to function, while
monitoring the more cyclical elements. We are maintaining a cautious stance toward a
strong, broad-based recovery.

Performance Summary
•

Over the third quarter ended September 30, 2020, Class F of the CI North American Dividend
Fund returned 6.9%, compared with 5.1% for its blended benchmark, 85% S&P/TSX
Composite Total Return Index/15% S&P 500 Total Return Index.

•

The TSX Composite’s performance was driven by the industrials and financials sectors, as
economic activity began to rebound during the period. Materials also made a strong
contribution. The S&P 500 Index outperformed its Canadian counterpart on both a local and
currency-adjusted basis, led by the information-technology and consumer-discretionary
sectors.

Contributors to Performance
•

Among individual securities, Apple Inc., Lowe’s Companies Inc., Amazon.com Inc. and Abbott
Laboratories included those that made meaningful contributions to our relative performance.

•

Apple was the top contributor to our return, as the stock continued to work as excitement
for their upcoming product cycle builds and they executed a 4-to-1 stock split in early August.

•

Lowe’s continues to benefit from low interest rates and the U.S. housing boom, which is a
catalyst for home-improvement spending.

Detractors from Performance
•

On an absolute basis, Automatic Data Processing Inc. was the biggest detractor to our
performance. The stock fell about 8% during the quarter as the job-market recovery
continued to be bumpy after reaching a trough in the second quarter.

•

On a relative basis, materials and industrials were strong performers within the TSX
Composite. We do not currently own any gold stocks and thus did not benefit from that
sector’s the strong performance. As we have noted in the past, we focus on quality operators
that can compound wealth over time, characteristics that are rare among gold miners.

Portfolio Activity
•

We were fairly active again this quarter, although we remained disciplined in adhering to our
buy-and-sell structure. The market’s dramatic market moves prompted our active trading.

•

We eliminated a few holdings, including Mastercard Inc., Fiserv Inc. and UnitedHealth Group
Inc., to make room for more attractive opportunities and reduce exposure to U.S. health-care
sector, as risks mount in relation to the future of the Affordable Care Act (Obamacare) mount.

•

We initiated new positions in Fidelity National Information Services Inc. and Air Products &
Chemicals Inc., as we believe these should offer compelling returns.

•

Following strong returns early in the quarter, we trimmed several positions. including Apple
Inc., Lowe’s Companies Inc., Humana Inc., American Express Co. and U.S. Foods Holding Corp.

•

In addition to adding new positions, we routinely take advantage of volatility in the market
to add to existing investments already in the portfolio for which we have higher conviction.
Examples include Alphabet Inc. (which has been a laggard among mega-cap technology
stocks), Amazon.com Inc., Booking Holdings Inc. and Ross Stores Inc.

Outlook
•

With COVID-19 cases rising, a plateauing recovery and a contentious U.S. election, market
volatility is likely to prevail into the fourth quarter. The economy and the stock market remain
dependent on government stimulus as we move closer to a COVID-19 vaccine, which will be
critical in moving past this chapter of history. When it comes to a market response, our view
is that it matters less on who is elected U.S. president than there be a timely and constructive
conclusion to the election. Business operators and investors disdain uncertainty and
unfortunately President Trump is setting the stage to potentially dispute the election results
if mail-in ballots determine the outcome.

•

We are encouraged by both the progress toward a vaccine and the continual improvement
in treatments for those that contract the virus. The fact that death rates have not escalated
in line with infection rates and our ability to contact-trace to identify infection hotspots
suggests that a broader economic shutdown might not be necessary. Instead, only select
activities may need to be curbed to contain any outbreaks.

•

We will remain disciplined despite the news headlines and use any volatility to seize
opportunities to buy quality operators that we believe are exposed to resilient long-term
trends.
Sources: Bloomberg Finance L.P., Morningstar Research Inc., Harbour Advisors and CI First Asset ETFs.

IMPORTANT DISCLAIMERS
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund
investments. Please read the prospectus before investing. The indicated rates of return are the historical annual
compound total returns net of fees (except for figures of one year or less, which are simple total returns), including
changes in security value and reinvestment of all distributions, and do not take into account sales, redemption,

distribution or optional charges or income taxes payable by any securityholder that would have reduced returns.
Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated.
Certain statements contained in this communication are based in whole or in part on information provided by third
parties and CI Investments Inc. has taken reasonable steps to ensure their accuracy. Market conditions may change
which may impact the information contained in this document.
This commentary is published by CI Investments Inc. The contents of this piece are intended for informational
purposes only and not to be used or construed as an endorsement or recommendation of any entity or security
discussed. The information should not be construed as investment, tax, legal or accounting advice, and should not be
relied upon in that regard. Individuals should seek the advice of professionals, as appropriate, regarding any
particular investment. Investors should consult their professional advisors prior to implementing any changes to their
investment strategies. These investments may not be suitable to the circumstances of an investor. Some
conditions apply.
Certain statements in this document are forward-looking. Forward-looking statements (“FLS”) are statements that
are predictive in nature, depend upon or refer to future events or conditions, or that include words such as “may,”
“will,” “should,” “could,” “expect,” “anticipate,” “intend,” “plan,” “believe,” or “estimate,” or other similar
expressions. Statements that look forward in time or include anything other than historical information are subject
to risks and uncertainties, and actual results, actions or events could differ materially from those set forth in the FLS.
FLS are not guarantees of future performance and are by their nature based on numerous assumptions. Although the
FLS contained herein are based upon what CI Investments Inc. and the portfolio manager believe to be reasonable
assumptions, neither CI Investments Inc. nor the portfolio manager can assure that actual results will be consistent
with these FLS. The reader is cautioned to consider the FLS carefully and not to place undue reliance on FLS. Unless
required by applicable law, it is not undertaken, and specifically disclaimed that there is any intention or obligation
to update or revise FLS, whether as a result of new information, future events or otherwise.
The comparison presented is intended to illustrate the mutual fund’s historical performance as compared with the
historical performance of widely quoted market indexes or a weighted blend of widely quoted market indexes or
another investment fund. There are various important differences that may exist between the mutual fund and the
stated indexes or investment fund that may affect the performance of each. The objectives and strategies of the
mutual fund result in holdings that do not necessarily reflect the constituents of and their weights within the
comparable indexes or investment fund. Indexes are unmanaged and their returns do not include any sales charges
or fees. It is not possible to invest directly in market indexes.
Harbour Advisors is a division of CI Investments Inc.
CI Investments and the CI Investments design, Harbour Advisors, Harbour Funds, or Harbour Mutual Funds and any
related designs, Trusted Partner in Wealth are registered and unregistered trademarks of CI Investments Inc., its
subsidiaries or affiliated entities.
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