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

The S&P/TSX Composite rose 

26.4% in 2021, its best year 

since 2009.

The Omicron variant is a new 

threat to the global economic 

recovery.

Strong demand for goods 

coupled with pandemic disrup-

tions has led to a sharp rise in 

inflation worldwide

U.S inflation accelerated to 

6.8% in November 2021, the 

highest since June 1982.

The IMF forecasts that the 

global economy will grow 4.9% 

in 2022, while the Bank of 

Canada forecasts the Canadian 

economy will grow 4.3%.

Industrial production looks set 

to improve globally in 2022 to 

meet rising demand.

The last two years have been remarkable – not 
only for humanity but also for the global econo-
my and investment markets. Soon after 
COVID-19 emerged in late 2019, the global 
economy locked down, and the steepest reces-
sion on record ensued. This unprecedented 
shock was countered by an extraordinary level 
of fiscal and monetary support by governments 
worldwide. Fortunately, these reflationary 
efforts helped drive a quick economic recovery, 
not to mention record-high stock valuations.

Inflation is up but expected to fade over 
time

However, the strong demand for goods 
coupled with pandemic disruptions has over-
whelmed many supply chains, leading to sharp 
increases in core goods inflation. In the U.S., for 
example, the annual inflation rate accelerated 
to 6.8% in November 2021, the highest since 
June 1982.

Internationally, central bank officials expect 
high inflation rates, driven by COVID-related 
distortions, to ease in the coming quarters, but 
they have become less sure of the timing. In 
December, the U.S. Federal Reserve said it 
expects inflation to move closer to its 2% goal 
by 2023.

Outlook for financial markets

Since the brief-but-sharp 35% market decline 
almost 2 years ago, U.S. stocks have risen to 
all-time highs.
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Looking ahead, as inflation rates level off and central banks reduce asset purchases and 
increase rates, real interest rates (nominal interest rates minus inflation) could rise in 
2022. Rising real interest rates usually mean that financial market returns (notably bond 
returns) will likely be lower.

Another effect of rising real interest rates is that governments and households are less 
able to service their debt. For this reason, central banks will closely monitor this develop-
ment and take action on rates if necessary.

Strong but slowing global growth predicted for 2022

According to the most recent International Monetary Fund forecast, the world econo-
my is slowing compared to 2021 but should still expand at a strong pace (4.9%) in 
2022. The main growth drivers are the ongoing pandemic recovery, pent-up demand 
and strong corporate earnings. For the U.S. and Europe, the IMF calls for growth of 
5.2% and 4.3%, respectively.

Risk factors

Just as the vaccination programs seemed set to shift the pandemic into an endemic 
phase, the Omicron variant appeared and now threatens to slow (or derail) the global 
economic recovery.

The global vaccine rollout continues to lag in some countries due to a combination of 
supply and logistics issues. Since the virus spreads more readily in low-vaccination 
populations, the risk of mutations and new variants remains a global concern.

Inflation is a leading risk heading into 2022. Expectations are that last year's sharp 
rise in inflation will be transitory, but this may not be apparent until mid-year.
Global economic growth is slowing, especially in China, and central bankers have 
started a gradual reduction in monetary stimulus measures that could further limit 
growth.

China is a significant downside risk for global growth. The property market downturn, 
triggered by the collapse of developers such as Evergrande, is a considerable drag on 
economic growth. While gauging the precise size of China's residential property 
sector is challenging, various estimates put it somewhere around 20% of GDP.
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Global outlook

Industrial production looks set to improve globally in 2022. There are several drivers, 
including the diversion of service spending into goods due to COVID-19 restrictions 
on sectors such as tourism and restaurants, the rise in disposable income due to 
stimulus funds and unusually high demand for certain goods such as electronics. In 
addition, inventories are down throughout the global economy, so producers of 
goods have some catching up to do.

During the 2020 recession, the service economy was hit hard by social distancing and 
other constraints. This sector clearly improved in 2021 as restrictions were lifted, and 
the recovery is likely to continue in 2022 as long as the new Omicron-related restric-
tions are short-lived.

U.S. Snapshot

After recovering from the pandemic in the second quarter of last year, the U.S. 
appears to have settled into the mid-cycle phase of the business cycle, based on a 
reading of most economic indicators. The tightening labour market points to the late 
cycle, but corroboration is still lacking.

As is common to mid-cycle expansions, stocks can be expected to advance but with 
less vigour than in the earlier cycle when the economy was bouncing back from the 
pandemic-induced downturn.

Spotlight on Canada

The Bank of Canada forecasts the Canadian economy will grow by 4.3% in 2022. 
While a solid number, it's less than the bank's 6.5% forecast in 2021.

Household disposable income is up 13% since the start of 2020 and should support 
consumption. The counter to this is rising residential mortgage obligations, which 
have surged by 17%. On balance, the stability of the housing market and accumulat-
ed personal savings should underpin consumption trends.

Moreover, stable oil prices coupled with depleted business inventories augur well for 
business investment, manufacturing and exports.

In equities, the S&P/TSX Composite posted its best year since 2009. Energy stocks led 
the way, with real estate and financials also posting solid gains.

In Q4, the index returned +5.7%, boosting the full-year gain to +21.7%, and of the 260 
stocks contained by the index at some point during 2021, 178 (68%) rose in value.
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Comparatively, the Canadian market underperformed the U.S. market in 2021 in 
both home currency terms (the U.S. returned +26.9%) and Canadian dollar terms 
(U.S. returned +26.4% in C$ terms).

What's next?

Canadian and global markets saw one of the sharpest recoveries on record in 2021, 
with the TSX hitting all-time highs and earnings beating expectations for six consecu-
tive quarters.

This market performance is unlikely to continue in 2022. Instead, a move in the 
direction of normalcy is the more probable scenario. If this is the case, volatility can 
be expected to increase, and stock selection will reassert its key importance to port-
folio success.

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*

21222.84

36338.30

3231.73

*As at Dec 31, 2021

2020 ANNUAL RETURN

+ 2.17%

+ 5.51%

 + 12.21%

2021 Q4 ACTUAL*

+ 5.74%

+ 7.05%

+ 7.17%

2021 YTD ACTUAL*

+ 21.74%

+ 17.62%

+ 19.02%

T O P  G I C  R A T E S

ACCOUNT TYPE

Non-Registered

RRSP

RIF

*As at Dec 31, 2021

1 YR

1.47%

1.47%

1.10%

2 YR

2.07%

2.06%

1.80%

3 YR

2.36%

2.36%

2.10%

4 YR

2.38%

2.38%

2.15%

5 YR

2.49%

2.49%

2.30%
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