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Voiceover: Hello and welcome to Fidelity Connects – a Fidelity Investments Canada podcast – connecting you to the 
world of investing and helping you stay ahead.

Paul Ma, VP Lead Portfolio Strategist joins the show today to explore where we are in the business cycle and see what 
that means for portfolio construction.

June was a volatile month as inflation reaches all-time highs and central banks scramble to cool it by raising their key 
interest rates. Paul says – do not fear, there is something for you, and explains today to host Pamela Ritchie that the most 
important horizon is the strategic long-term horizon.

Paul also adds that the 60/40 portfolio has worked out well, and when looking at the business cycle we are into late 
cycle, recession is next, and we don’t know exactly when.

This podcast was recorded on June 27, 2022, and was initially presented as a live webcast, with Paul polling and taking 
questions from the virtual audience.

[00:01:02]

The views and opinions expressed on this podcast are those of the participants and do not necessarily reflect those 
of Fidelity Investments Canada ULC or its affiliates. This podcast is for informational purposes only, and should not 
be construed as investment, tax or legal advice. It is not an offer to sell or buy or an endorsement, recommendation 
or sponsorship of any entity or security cited. Read a fund’s prospectus before investing. Funds are not guaranteed. 
Their values change frequently, and past performance may not be repeated. Fees, expenses and commissions are all 
associated with fund investments.  

[00:01:45]

Pamela Ritchie: Hello and welcome to Fidelity Connects. I’m Pamela Ritchie. Great to see you, Paul. How are you? 

[00:01:51]

Paul Ma: Great, Pamela. 

[00:01:52]

Pamela Ritchie: Let’s begin with the fear of recession. There is a fear, nobody’s not heard about this fear or felt it deeply 
themselves. Tell us a little bit about how you look at this broadly and then I want to kind of go quickly to the 60/40. 

[00:02:06]

Paul Ma: It all depends on your time horizon. Say they’re bullish on TV or bearish on TV, breathlessly, but what they often 
forget is that eventually everybody will be right. You’re bullish, eventually the market will go up; you’re bearish, I think 
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market just find more downside to go sometime too. It’s a matter of even a broken clock is right twice a day if you wait 
long enough. When we talk about recession or bearishness or bullishness, you’ve got to keep that in mind. I keep that in 
my mind that everybody, whether it be growth or value, all these things, eventually you’ll be right. Its missing dimension is 
time horizon. Think about that a little bit.

[00:02:46]

Pamela Ritchie: In terms of time horizon and the 60/40 itself, what’s working kind of now or in your mind in the next 
reasonable future, in the next 6 to 12 months? 

[00:03:00]

Paul Ma: Again, I think it’s one of time horizon question as well but let me talk about 60/40. Is 60/40 dead? I’ve been 
hearing that phrase for the last decade every year. And every year I laugh at it because 60/40 has worked out pretty 
well. Let’s talk about why 60/40 is awesome. The 60/40 allocation for stocks or Barclay Agg for bonds, the return is about 
7.9% per year over the last 20 years. The volatility around it, the standard deviation, is only 8.6%, which means that the 
risk-reward will return minus the risk-free rate divided by volatility, you get a Sharpe ratio of about .79 which is risk/reward, 
which is pretty high. Now, if you look at 100% equity, let’s say S&P 500, you get about 9.5% per year of return, about 1.6% 
higher return than 60/40. It’s not that much higher, really, but volatility is a lot higher at 14.65%. So, the risk/reward is a lot 
less favourable when you divide return minus risk-free rate by volatility. You get 0.62. So, the reason why 60/40 has worked 
so well in the last two decades is that you smooth out the ride for people. Bond and stocks, actually, one zigs, the other 
one zags so that you can keep clients in the portfolio instead of people with 100% equity, they go in and out of stocks. And 
often, actually, the timing is always very poorly timed. That’s why 60/40 has been pretty awesome the last two decades. 

[00:04:34]

Pamela Ritchie: There’s always a question of, is this different? How might this be different? I think it is a different moment 
right now, it’s certainly different from the last couple of decades, right? 

[00:05:45]

Paul Ma: Yeah, it’s a little bit different this time around, so 60/40 needs to be modified. The last two decades from year 
2000 to 2020, let’s say, lower the inflation. It’s about 2% or less. In that low inflation environment stocks and investment 
grade bond correlation were negative, which means that when stocks was fixed but equity was down 35% in March 2020, 
investment grade bond was actually positive 2-3%. So that 60/40 had a smoother ride. You’re not down as much, so 
people stay in the portfolio, stay invested. That’s why the last two decades is going really great. 

[00:05:24]

However, the three decades before that, we had higher inflation environment. In that environment stocks and bonds had 
a positive correlation, which means that there’s a time in our history where stocks and bonds went down together. Wow! 
Horrible, right? Well, actually, does that feel like year-to-date? That’s exactly ... stocks and bonds went down together 
because if you look at 2021, 2022, we have higher inflation and that’s the difference. So, therefore, you’ve got to think 
about besides your stocks and bond portfolio, you have to have something a little bit more diversified during higher 
inflation environment. Things that will zig when equity market zags, for example. 
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[00:06:02]

Pamela Ritchie: Just make the connection for us, then. Inflation is higher now, we know this. And there are a lot of 
different reasons why inflation is here, and we’ll talk about some of those, but the idea that liquidity is being pulled out of 
the market after massive stimulus, to what degree does that give clarity to what assets are worth? Meaning in the 60/40 
you just have a better idea of actually what’s in there and exactly its value. Is that helpful? 

[00:06:33]

Paul Ma: That’s very helpful because the valuation was a little bit too much. In fact, for equity was way above the 
average 16.5 P/E ratio looking forward 12 months. It was at 20 or something like that. Now I think it’s about 16.5 or 
so. Valuation for equity is more reasonable with historical average. Bonds at 3-4% here, 10-year yield becomes more 
reasonable. A lot of things are being revalued to their natural valuations; shall we say? Great, great points. 

[00:07:06]

Pamela Ritchie: Quite painful but, yes. 

[00:07:07]

Paul Ma: Painful, yes, but more rational than not. Than people expected.

[00:07:11]

Pamela Ritchie: Very interesting. Tell us a little bit about what does well in an inflationary environment. I mean, there’s 
a discussion out there whether we’ve seen inflation peak. Some people think yes and some people think no but, in any 
case, what does well in an inflationary environment? 

[00:07:27]

Paul Ma: Let’s outline the tools you can use in a different inflation environment, different kind of environment. What 
people lack is that they don’t know what to do, right? Inflation cuts. They forgot about three decades ago; what people 
actually did back then. Let’s refresh our memory for that. Let’s start from the bottom: consumer discretionary equity. 
Because negative returns during higher inflation doesn’t like inflation because when you pay more for gas and milk, 
you have less money for that Bahama vacation, that discretionary spending that you want to do. So, it’s really sensitive 
to inflationary pressure. But it really likes economic growth. When people have more money in their pocket, economy is 
doing well, people spend more on consumer discretionary. Keep that in mind. 

[00:08:16]

The next line up you have Treasury bond. Oh, boy, does it hate inflation. It goes negative when inflation goes up. Why? 
Because when inflation goes up the Federal Reserve has to raise rates. Their mandate, right? to fight inflation. So, 
therefore Treasury bonds will go down because interest rate goes up, bond price goes down. That’s the bond math, right? 
But it really likes recession. It goes negative during economic growth. Therefore, once a recession comes, Treasury bond 
does really well. Keep that in mind, all right? 

[00:08:49]

Now, you move up. The next three will be infotech, equity, real estate equity, U.S. equity. These equities, they don’t like 
inflation too much. They’re okay with inflation but they do really well [in] economic growth. That you know very well.
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[00:09:04]

Let’s go to commodities. Commodity does the best in an inflationary environment. It loves inflation; it’s definition of 
inflation. However, it requires economic growth. This year that’s forecast to be still there, maybe barely 1 or 2% but still 
there. If there’s economic growth, that’s when commodities do well. If there is no economic growth, which means that 
people are in recession, actually they’ll pump less gas into the car, they will need less copper wires to build that house, 
things like that. Believe it or not, in recession environment, commodities don’t do well. Gold does really well in high 
inflation and recession. A lot of people are asking, why is gold flat this year? 

[00:09:57]

Pamela Ritchie: That right? Is gold broken? 

[00:09:59]

Paul Ma: It’s not broken because people forgot that gold hates economic growth. It loves recession. We had economic 
growth, that’s why gold still is flat. When recession starts coming in to play you are in a stagflation, which means high 
inflation, then recession. That’s where gold really shines. I’ll give you a bunch of tools now. Think about this. You have 
commodities that work really well. You feel like last week or two, commodities stopped working because people realized 
the recession might be here, so commodity may not work as well but gold starts working a little better. I want you to 
understand how that works. 

[00:10:41]

Pamela Ritchie: That’s exactly what I was going to ask you about commodities because it’s one of the things that you 
suggested but we’re actually seeing commodities sell off, as you mentioned. 

[00:10:50]

Paul Ma: Yeah, because people are thinking that recession is coming faster than we think. Gold, remember the gold 
does really well in that environment and Treasury bond, remember the Treasury bond, it loves recession. So don’t forget 
that. Even though investment-grade bond has done poorly year-to-date but now we think might be a time to get back into 
it because it’s one of the best inflation hedges along with gold. 

[00:11:15]

Pamela Ritchie: So interesting. This is great, Paul. There’s so many questions about the 60/40. I wonder if we go back 
to it a little bit. I’ll just go through some of these questions that will take you in a couple of different directions here. How 
does it do in a rising rate environment? You’ve mentioned the inflationary side of it, rising rate environments are inevitably 
tied to the inflation story but just take us through what rates might do to it. 

[00:11:41]

Paul Ma: Yes, great question. When people say rising rate, I always ask it’s a rising short-term rate which is controlled 
by the Federal Reserve, or the long-term rate which is controlled by the market? People always confuse the two. Just 
because the Fed is raising the short-term rate, they keep raising it, the central bank is raising short-term rate, if market 
decides that they’re raising rates too fast, the 10-year yield actually goes down lower because people flee to the safety 
of Treasury bonds because they realize recession is coming. They’re driving us to recession. They would want to buy 
some Treasury bond. That’s the thinking behind why Treasury yield actually start, 10-year yields are going lower while the 
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short-term rates are going higher. So, people realize, market decides that Fed is raising rates too fast. So rising rate, it 
really just depends on where ... if rising rates short-term is slowly just right, not driving recession that the 10-year yield will 
go up with it, therefore bond will go down. But if you believe that the Fed is raising rates too fast, the 10-year yield will go 
down and Treasury bond will go up. That’s why Treasury bond loves recession. Keep that in mind.

[00:12:52]

Pamela Ritchie: The treasury bond is obviously in the 40. What are some of the things to consider with the 40? Or should 
there be greater allocation to equities actually and make the 40 a little more like a 30? Tell us a bit about that. 

[00:13:06]

Paul Ma: So, 60/40 needs to be modified but not really per say increasing 60 or decreasing 40 but inserting some sort 
of commodities, for example. We forgot about commodities because it has not done well for the last two decades. Why? 
Because we had a low inflation, commodities hate low inflation. It loves high inflation. Commodities, energy stocks, things 
like that or liquid alts, a lot of things that we forgot about, that hasn’t work in the lowest inflation environment. You’ve got 
to blade [?] playbook, insert maybe 5 to 10% of it into your portfolio to modify the 60/40. 

[00:13:41]

Pamela Ritchie: Paul, do demographics and the ageing population have an implication for the 60/40 going out into 
the future? I think when we were so busy with the pandemic and everything else, the investing climate, we may have lost 
sight, or some of us, of the demographic story. It’s still very much with us. 

[00:13:59]

Paul Ma: Yes, absolutely. In fact, the question is it affects both labour and consumption. The question here is that 
because our retirement system is so robust, 401K, Pension Fund, etc., the consumption doesn’t go down that much by 
elderly people but they took themselves out of the workforce so, therefore, you see a workforce shortage. A lot of people 
during COVID thinking “I’m going to retire anyway, I might as well retire now”. That drives wage inflation higher, making 
company raise their prices. McDonald’s have raised the prices, wage inflation’s higher, and that drives the whole inflation 
cycle. Demographics, believe or not, it’s a hard call because it actually can drive higher inflation. 

[00:14:41]

Pamela Ritchie: Fascinating. A couple other questions, just wanted to ask a little bit about ... Treasuries are kind of the 
opposite of talking about high-yield bonds but is there a place for high-yield bonds at a moment like this? How do you 
look at that? 

[00:14:55]

Paul Ma: No. That’s a very simple answer. Absolutely not. We’re going to later part of the cycle, guys. We’re talking 
about recession here, right? There’s a study showing that 75% of the time when the Federal Reserve raises rates to fight 
inflation it drives us into recession. This time around inflation is really high and they’re really late, so the odds are not 
in their favour. During recession, I’m not sure you remember back in 2008, high-yield bonds were down 30-34%. So, it’s 
almost equity in drag. It’s down a lot with equity, a lot of credit risk. Be aware at this moment when we just don’t know 
what’s going to happen to the Fed fighting interest rates. Just be careful of high yield. That’s not a category I would be 
playing right now. 
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[00:15:40]

Pamela Ritchie: What about the category of cash? Some people hear what you just said and think “Okay, well, then in 
that case, cash”. Does that work for you? 

[00:15:49]

Paul Ma: No, absolutely not. Here’s the thing. One key thing about the market is that you cannot forecast a recession 
[indecipherable] a lot of things gets priced in. Remember, we just talked about [indecipherable] valuation coming down 
already. To me, one of the key things any time around is that you need a rebalance. Rebalance means that you’re feeling you 
have a horrible portfolio, rebalance. You’re feeling you’re doing so great, rebalance. Rebalance means selling the winners, buy 
losers. Some of the biggest losers you’ve seen in the last two weeks are being rebalanced into whether it be growth names, 
tech names … Because getting back to a strategic allocation, and that is your most important horizons, strategic long-term 
horizon. Forget about short-term horizon. So, rebalancing to some of your losers. It’s one of the most important things. When 
you go to cash right now it means sell low. All we know is that we had a high, now we don’t know what is the absolute low, but 
we know that this is much lower than before. Valuation is much more reasonable. Rebalance into it, most important thing. 

[00:16:53]

Pamela Ritchie: Coming back to the idea of the types of mistakes that investors make. One of them is what you just said 
there, certainly, when you’re selling low. 

[00:17:04]

Paul Ma: Yeah, sell low is the most common mistake. 

[00:17:06]

Pamela Ritchie: It’s the most common mistake. What’s the most common mistake investors make when inflation by 
commodities is sort of the reason for the market turmoil? 

[00:17:15]

Paul Ma: Absolutely. Do not make the common mistake of sell low. Rebalance means buy low, number one. Number two, 
over medium-term, we’re going to have a structural problem with inflation. We don’t believe that ... inflation will come 
down this year, but it will not go back to the 2% days. You would probably go to 3% - 4% higher inflation environment. 
You need to restructure your portfolio. What kind of things you put in there is very important. The most common mistake 
advisor and client make is that they say, well, I just buy commodities, right? You only buy commodities when there’s high 
inflation and economic growth. When you have high inflation and recession you’ve got to have gold. When you have a 
recession in general, you must have Treasury bonds. 

[00:18:01]

Pamela Ritchie: You know, you haven’t said waterfalls once throughout this conversation. 

[00:18:06]

Paul Ma: It’s too late for that. Many, many times we were talking don’t go chasing waterfalls, stick to the rivers and lakes 
you’re used to. Don’t go chasing those ARK tech names and stuff that you’re just going to get annihilated during this high-
inflation environment. Stick to the lakes and rivers like Campbell’s Soup or Kimberly-Clark tissues to wipe away tears when 
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your portfolio is down. Things like that. These are staples that will do well in late cycle recession ... but that is too late. 
Now we’ve got to talk about rebalance, meaning that we’re at a point where the market got sold off so hard that you 
have to go buy the biggest loser. I’m not sure you’ve seen the show before, The Biggest Loser. Think about it, bet on that 
biggest loser because that’s going to help you, that strategically can rebalance back to the portfolio. It’s what you need 
to do right now. Not go to cash, not think about waterfall, things like that. 

[00:19:02]

Pamela Ritchie: I think this is an obvious one though. Something that’s been painful for a lot of investors to watch, those 
that are invested in it, is the crypto space. Do you have any comments on the crypto space? 

[00:19:14]

Paul Ma: The way I think about crypto space is like back in year 2000 when we had amazon.com as well as Pets.com, right? 
It’s almost like venture capital investing. You put 1% in crypto, you can go to zero like pets.com or you can go a thousand-fold 
like amazon.com. That’s how you think about crypto. We don’t know which scenario it will be but if you allocate a small per 
cent to it, well at least you learn more about crypto. The key thing is about learning more about crypto because your young 
investors were asking about crypto, so you need to be knowledge about blockchain, Ether and all these things, DiFi, all these 
things so that you can learn more about it. In terms of thinking about it you can think about like a venture capital investment. 

[00:19:57]

Pamela Ritchie: Just going back to what you mentioned with regard to the 60/40 as well but this question is, if stocks 
and bonds are moving largely in the same direction, which you mentioned for a period of time they certainly were, where 
do you get diversification benefits? Where does the diversification come from? What should we be looking to? 

[00:20:14]

Paul Ma: As you know, Deutsche Bank Commodity Index, it’s up about positive 40% or more year-to-date. That’s 
something that zigs when equity market’s down a lot, bond market is down a lot, something that’s diversifying. Commodity 
is a great place to be. The question people ask, is it too late? The question is, what is your competitor, average advisors 
out there, what have they done with commodity allocation? What is the right allocation to it? Good news is that the 
average advisor out there only have 0.4-0.5% allocated to an explicit ETF or fund in commodity like energy stocks or gold, 
this and that, only 0.4-0.5%. So, if you allocate 1% allocation to it, or 2%, suddenly you’re above average of advisors across 
the street. 90% of advisors have 0% allocation to explicit commodity exposure. So, the 10% that has 4.8% exposure is the 
average. Keep those numbers in mind when you think about how much weighting do I have with putting commodity and 
by that, I say commodity and gold. Think about that. 

[00:21:24]

Pamela Ritchie: Really interesting. Commodity and gold versus, say, copper. This is sort of where we’re getting into here. 
There’s a question mark around that. 

[00:21:34]

Paul Ma: Yeah, absolutely. Think about precious metal, which is gold and silver, that’s one category that would go do 
well in high inflation and recession. Then you have the sort of consumable commodity, whether it be agriculture or copper 
wire or iron ore or oil, etc. It’s linked to economic growth, so it needs high inflation and economic growth. But having a 
little bit of both is a good way to diversify your stock and bond portfolio. 



8

FIDELITY INVESTMENTS PODCAST SERIES

[00:22:03]

Pamela Ritchie: You said agriculture in there. Canada thinks about this a lot being soft commodity oriented, as well as 
the US. The idea of fertilizers, this goes to the conflict in Europe, and we know all about that. Is that an area that you see 
following the market or is that just sort of going to be a regular state of futurist…?

[00:22:23]

Paul Ma: Diversifier

[00:22:25]

Pamela Ritchie: It’s a diversifier, okay, great. 

[00:22:27]

Paul Ma: But not in the immediate term. Remember, immediate term right now is this oversold condition that you need to 
rebalance to. You buy biggest loser. But medium-term, when inflation starts coming down but doesn’t reach the 2%, sorta 
stick around 3-4%, that’s when you think about “Okay, hey, I got potash, I got oil”. All these things that Canada produce, 
they should come in as a great diversifier to stocks and bonds. 

[00:22:51]

Pamela Ritchie: I think you’ve answered this pretty well but let’s close out with it because we sort of opened with a 
question on recession. What is this? How do we look at it? How do you invest? You’ve been telling us that. This question 
goes to where are we in the economic business cycle, which I think you’ve kind of answered, but let’s just maybe leave 
investors with what you can do at this moment and where are we? 

[00:23:12]

Paul Ma: We’re deep into late cycle right now, business cycle. Recession is next, right? We don’t know exactly when it 
is, and nobody really knows. It could be a light recession. We had a slightly negative GDP first quarter, maybe slightly 
negative GDP second quarter. Technically that’s a recession but that’s very light, right? The market price is in such a deep 
recession; the market price that you have light recession prints and stuff, the market rally. So, it’s where is the recession 
versus the market pricing. The key number again is back to inflation. If inflation starts coming down, the next print in July 
sometime prints like a seven-handle inflation number, the market will rally because they know that’s Fed’s raising rate 
to fight the inflation. Inflation starts coming down, then Fed is thinking that it’s achieving its goal, won’t be so severe, it’s 
raising rates and markets actually will really rejoice in that. The short term, that’s what the market’s anticipating right 
now is that what if inflation print is seven-something, which is completely reasonable because last year, year-on-year was 
pretty high, so why not seven-something? 

[00:24:20]

Pamela Ritchie: Paul Ma, thank you for joining us on Fidelity Connects. 

[00:24:23]

Paul Ma: Thank you, Pamela. Have a great summer. 
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[00:24:25]

Pamela Ritchie: Thanks for joining us. I’m Pamela Ritchie.

Ending: [24:27]

Voiceover: Thanks for listening to the FidelityConnects podcast. If you haven’t done so already, please subscribe to 
FidelityConnects on your podcast platform of choice - and if you like what you’re hearing, leave a review or a 5-star rating.

You can visit fidelity.ca for more information on future live webcasts - and don’t forget to follow Fidelity Canada on Twitter. 
Thanks again, see you next time.

[end of podcast]

Commissions, trailing commissions, management fees, brokerage fees and expenses may be associated with investments in mutual funds and ETFs. Please read the mutual fund or ETF’s 
prospectus, which contains detailed investment information, before investing. The indicated rates of return are historical annual compounded total returns for the period indicated including 
changes in unit value and reinvestment of distributions. The indicated rates of return do not take into account sales, redemption, distribution or option charges or income taxes payable by 
any unitholder that would have reduced returns. Mutual funds and ETFs are not guaranteed. Their values change frequently, and investors may experience a gain or a loss. Past performance 
may not be repeated.

If you buy other series of Fidelity funds, the performance will vary largely due to different fees and expenses. Investors who buy Series F pay investment management fees and expenses 
to Fidelity. Investors will also pay their dealer a fee for financial advice services in addition to the Series F fees charged by Fidelity.

Any reference to a company is for illustrative purposes only. It is not a recommendation to buy or sell, nor is it necessarily an indication of how the portfolio of any Fidelity Fund is invested. 
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may change at any time. Mutual Fund and ETF strategies and current holdings are subject to change.

The statements contained herein are based on information believed to be reliable and are provided for information purposes only. Where such information is based in whole or in part 
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From time to time a manager, analyst or other Fidelity employee may express views regarding a particular company, security, and industry or market sector. The views expressed by any 
such person are the views of only that individual as of the time expressed and do not necessarily represent the views of Fidelity or any other person in the Fidelity organization. Any such 
views are subject to change at any time, based upon markets and other conditions, and Fidelity disclaims any responsibility to update such views. These views may not be relied on as 
investment advice and, because investment decisions for a Fidelity Fund are based on numerous factors, may not be relied on as an indication of trading intent on behalf of any Fidelity Fund.

Certain Statements in this commentary may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as “expects”, “anticipates”, “intends”, 
“plans”, “believes”, “estimates” and similar forward-looking expressions or negative versions thereof. FLS are based on current expectations and projections about future general economic, 
political and relevant market factors, such as interest and assuming no changes to applicable tax or other laws or government regulation. Expectations and projections about future events 
are inherently subject to, among other things, risks and uncertainties, some of which may be unforeseeable and, accordingly, may prove to be incorrect at a future date. FLS are not 
guarantees of future performance, and actual events could differ materially from those expressed or implied in any FLS. A number of important factors can contribute to these digressions, 
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