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K E Y  T A K E A W A Y S

Around the world, economic 
activity is improving, led by a 
synchronized global rebound 
in manufacturing.

The IMF recently upgraded its 
2021 growth estimate for the 
bellwether U.S. economy to 
6.4%, up from 3.1% in January.

In Europe, recovery has been 
muted compared to the United 
States, but growth will likely 
accelerate as the vaccine 
rollout continues and econo-
mies re-open.

Although pandemic risks to the 
financial markets remain a 
concern, the focus is shifting to 
rebound and exit-related risks.

The S&P/TSX Composite 
returned +7.8% in Q2.

For the quarter, the Canadian 
market underperformed the 
U.S. market in home currency 
terms (the U.S. returned +8.2%) 
but outperformed in Canadian 
dollar terms (U.S. returned 
+6.6% in C$ terms).

At long last, the pandemic storm clouds are 
lifting. While there are still COVID hurdles to 
overcome, the vaccines have worked their 
magic, restrictions are easing and people are 
getting back to living normally.

Indeed, economic growth over the first half of 
the year was almost universally better than 
anticipated in both advanced and developing 
economies. Looking ahead, the International 
Monetary Fund (IMF) predicts the world will 
continue to experience robust growth for the 
remainder of the year.

For instance, it recently upgraded its 2021 
growth estimate for the bellwether U.S. econo-
my to 6.4%. That's more than twice the 3.1% 
annual growth rate predicted in January.

Risk factors

Health authorities are monitoring several 
COVID variants that seem to spread more easily 
and quickly than others. So far, studies suggest 
that the currently authorized vaccines work on 
the circulating variants. Still, the potential exists 
for a variant to arise that evades the vaccines 
and could significantly increase the number of 
infections, hospitalizations and deaths.

As well, vaccine rollouts have been slow in 
some counties due to a combination of supply 
and logistics issues, and lockdown measures 
may need to be maintained for longer in some 
jurisdictions.
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Although pandemic risks to the financial markets remain a concern, the focus is shifting to 
rebound and exit-related risks.

If history is any guide, the government stimulus that is heating the economy could 
lead to higher inflation. In addition, supply shortages in a variety of sectors are also 
creating secondary inflationary pressures.

An inflation spike that persists could provoke central banks to increase interest rates, 
putting downward pressure on equities.

Meanwhile, the world's two economic titans still have not settled their trade differ-
ences. Ever since President Biden took office, U.S.-China trade relations have been 
far less turbulent, but the fundamental problems remain.

Biden is in discussions with U.S. allies on the best course of action against China, and 
he could assemble an international trade alliance to call China to account. Conceiv-
ably, this could lead to further tariff increases, resulting in trade headwinds for the 
world economy.

Global outlook

Around the world, economic activity is improving, led by a synchronized global 
rebound in manufacturing. The services sector has been slower off the mark amid 
continued pandemic-related challenges, but recovery is underway in the developed 
markets.

In India, Brazil and other emerging markets, the services recovery remains delayed 
due to virus-related challenges.

China came through the pandemic quickly and was the only major economy to 
expand in 2020. In the first quarter of 2021, its economy grew a whopping 18.3% 
compared to the same quarter last year.

The big jump represented China's strongest quarter since it began keeping records in 
1992. Still, Chinese equities have struggled over the previous few months due, in 
part, to increasing regulation on domestic technology companies.

In Europe, recovery has been muted compared to the United States, but growth will 
likely accelerate as the vaccine rollout continues and economies re-open.
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U.S. Snapshot

American consumers and companies have been sitting on a growing pile of cash, and 
they're starting to spend it, creating expectations for solid growth through the 
second half of 2021.

While the U.S. stock market continues to benefit from the government's stimulus 
spending, valuations are expensive relative to history and their peers.

Spotlight on Canada

As the first quarter of 2021 came to an end, Canada's slower vaccination rate relative 
to the U.S. was a concern, but Canada picked up the pace and has now surpassed its 
southern neighbour. Restrictions are easing accordingly, and economic optimism is 
on the rise.

The Bank of Canada forecasts real GDP growth of 6.5% in 2021, moderating to 
around 3.75% percent in 2022.

In equities, the S&P/TSX Composite returned +7.8% in Q2, and of the 236 stocks 
contained by the index at some point during the quarter, 166 (70%) rose in value.

In Q2, the Canadian market underperformed the U.S. market in home currency 
terms (the U.S. returned +8.2%) but outperformed in Canadian dollar terms (U.S. 
returned +6.6% in C$ terms).

The energy sector outperformed all others in Q2, expanding its year-to-date gain to 
+53.9%, making it 2021's best-performing sector to date.

What’s next?

Growth versus value will be a key debate in the markets as we head towards 2022. 
Late last year, following a long period of outperformance, growth stocks took a back 
seat to value stocks, which were spurred by the global economic recovery.

So far in 2021, value stocks have continued to outperform growth stocks, but this 
dominance may not last very long. Many growth companies, technology companies, 
in particular, are expected to post record earnings in 2021 and 2022.

On the other hand, value companies will be hard-pressed to produce earnings that 
eclipse prior peak levels. If the difference in profits widens as expected, the advan-
tage will swing back to growth stocks.
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Getting Advice

Are you looking for additional perspective on the financial markets and how they 
might affect your portfolio?

We encourage you to talk to us. Speak to your Financial Advisor or contact investor 
services at 1-800-608-7707.

M A R K E T  M O N I T O R   (Returns in CAD)

MARKET INDICATORS

S&P/TSX Composite

Dow Jones

MSCI World

MARKET CLOSE*

18700.67

32981.55

2811.70

*As at June 30, 2021

2020 ANNUAL RETURN

+2.17%

+5.51%

 +12.21%

2021 Q2 ACTUAL*

+ 7.83%

+ 3.24%

+ 5.90%

2021 YTD ACTUAL*

+ 15.67%

+ 9.55%

+ 9.00%
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