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• One of the constants over the last year has been the fact that, despite the ongoing pandemic and
its headwinds for the global economy, the dataflow has persistently come in better than expected.

• The question going forward is: are expectations getting too far ahead of themselves, which would
set up for possible disappointment as economic momentum proves to be less robust than
assumed?

• The further ability to ease restrictions and fully enable economic activity to return to pre-crisis levels
is clearly a key determinant of whether global growth momentum can be sustained. There are,
however, rising concerns as to whether such further progress will be able to continue.

• The potential start of a new large wave of infection, even amid populations with high vaccination
rates such as the UK, is justifiably raising concerns that reopening plans will once again be
stymied.

• While still early, the fact that a rise in cases is not resulting in a commensurate increase in severe
outcomes in countries with high vaccination rates is heartening for policymakers and could support
decisions to continue gradual reopenings in developed markets as scheduled in the coming months.

• Barring a significant diversion in the path toward the end of the pandemic, the baseline expectation
is for fairly broad-based strength over the coming months, underpinned by strength in consumer
spending, easing supply-side constraints and highly accommodative policy stances globally.

• The current environment remains challenging and plagued by persistent uncertainty and headline
risk, which speaks to a bias toward higher-quality investments to mitigate near-term volatility.

• The outlook, however, is looking increasingly positive and would be supportive of tilting risk
exposures toward those asset classes that stand to benefit from a cyclical upswing.
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Raising the bar
One of the constants over the last year has been the 
fact that, despite the ongoing pandemic and its 
headwinds for the global economy, the dataflow has 
persistently come in better than expected.

While it was the case that this time last year the 
beats were largely the result of economic 
performance not being as poor as the overly 
pessimistic forecasts, this year so far has seen 
outright positive “hard” activity and “soft” survey data 
that are still besting what have proven to be 
cautiously optimistic expectations.

Gauges of economic surprises across both 
developed markets (DM) and emerging markets 
(EM) remain deeply entrenched in positive territory.

CHART 1: A SURPRISING TURN OF EVENTS
Citi economic surprise index 
(diffusion index; >0 denotes reports exceeding expectations)

Data to July 23, 2021; shaded regions represent periods of US recession
Source: Bloomberg, Guardian Capital

The persistent and surprising underlying strength in 
the data has resulted in forecasters repeatedly 
revising their growth expectations higher, not only 
for the current year, but for next year as well.

CHART 2: PROVISIONS FOR REVISIONS
Consensus real GDP growth forecasts, world 
(year-over-year percentage change)

Data to July 23, 2021
Source: Bloomberg, Guardian Capital

Echoing this, earnings forecasts have been revised 
higher too, providing fundamental support for global 
equities that again reside at all-time highs.

CHART 3: LOOKING UP
Consensus EPS forecasts, MSCI All Country World Index 
(US dollars)

Data to July 23, 2021
Source: Bloomberg, Guardian Capital

The questions going forward are: how likely are 
these expectations to be met, and is there scope for 
upside surprises to continue?

In addition, are expectations getting too far ahead of 
themselves, which would set up possible 
disappointment, as economic momentum proves to 
be less robust than assumed?

A shot in the arm
In answering this question, the first consideration 
has to be the ongoing pandemic.

While the world remains in the midst of its largest 
public health crisis in at least a century, recent 
developments give hope that an end is near.
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The biggest source of progress has been on the 
vaccine front. After an initial lag in the rollout as 
logistical issues were addressed and production 
brought up to speed, the inoculation effort has 
gained significant momentum in recent months.

As it stands now, more than one-third of the 
population in the G-20 economies have received at 
least one dose of one of the 10 COVID-19 vaccines 
in use worldwide, a near four-fold increase from 
three months ago — for DM, more than half of the 
population is at least partially vaccinated, and one-
third have received their full dosages.

CHART 4: TO JAB AND JAB NOT
Population with at least one COVID-19 vaccine dose, G20 
(percentage of total population)

Data as at July 22, 2021
Source: Our World in Data, Guardian Capital

Concurrent with the rise in vaccinations, there has 
been a material decline in new confirmed cases of 
COVID-19 — reflecting, in part, the increased 
immunity within populations, but also the impact of 
restrictions on economic activity earlier in the spring 
in preventing the spread of disease, including 
renewed targeted and broad lockdowns (namely in 
Europe, Canada and parts of Asia).

Across the G20 economies, COVID-19 infection 
rates in June matched their lowest monthly totals 
since last fall, with marked declines from the peaks 
seen earlier in the spring recorded in both 
developed and emerging markets.

 

 

 

 

CHART 5: SUMMER LULLS
New confirmed cases of COVID-19 per month 
(thousands of cases per million people)

Data to June 30, 2021
Source: Our World in Data, Guardian Capital

The rise in vaccinations and reduction in contagion 
gave comfort to policymakers to push forward with 
long-awaited reopening plans, and much of the G20 
has eased of stringency measures — though 
conditions have relaxed far more among the more 
vaccinated DM than in EM.

CHART 6: EASING THE RESTRAINTS
Government response stringency index, G20 
(index; higher indicates more stringent measures in place)

 

Data as at July 23, 2021
Source: Oxford COVID-19 Government Response Tracker, Guardian Capital

The further ability to ease restrictions and fully 
enable economic activity to return to pre-crisis levels 
is clearly a key determinant of whether global growth 
momentum can be sustained.

There are, however, rising concerns as to whether 
such progress will be able to continue.

As seen in previous periods of reduced stringency, 
permitting populations to re-engage with each other 
in commercial and recreational settings has resulted 
in an increase in new cases of the virus.
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Moreover, the new infections are increasingly of the 
more contagious and dangerous Delta variant of the 
virus, and the regions in which it has become the 
dominant strain of the virus, such as the UK, Spain, 
South Africa, Russia and Indonesia, have seen 
sharp increases in case counts.

CHART 7: VARIANT AUTHORITY
New confirmed cases of COVID-19, G20 
(confirmed cases per million people, seven-day moving average)

 

Data as at July 22, 2021
Source: Bloomberg, Our World in Data, Guardian Capital

The potential start of a new wave of infection, even 
amid populations with high vaccination rates, such 
as the UK, is justifiably raising concerns that 
reopening plans will once again be stymied.

Importantly, though, there is presently good reason 
to think that such a return of strong, wide-scale 
lockdowns will not be necessary, particularly among 
those regions where inoculation programs have 
been most successful (again, mainly in DM).

The main motivation behind government stringency 
measures is not so much to prevent the spread of 
infection as it is to prevent health care systems from 
becoming overwhelmed, such that there is an 
increase in worst-case outcomes from the disease 
due to a lack of medical resources.

Generally, a rise in infections comes with an uptick 
in severe cases that require intensive treatment, so 
by containing the contagion, the pressure on health 
care systems is mitigated as well.

The example of the UK, however, appears to 
provide evidence that vaccines are helping to blunt 
the severity of infection, even of the new variants.

While new cases of COVID-19 are rising sharply on 

the British Isles and currently sit at rates not seen 
since the start of the year, rates of hospitalization 
and deaths are at their pandemic lows — the latter 
also a product of the substantial progress made with 
therapeutics that are improving the prognosis of 
those who find themselves in hospital.

CHART 8: LESSENING THE IMPACT
Hospitalization and deaths per new COVID-19 case, UK 
(per 100 new confirmed cases, weekly basis)

Data at July 18, 2021
Source: Our World in Data, Guardian Capital

While still early, this example is heartening for 
policymakers and could support decisions to 
continue gradual reopenings as scheduled in the 
coming months.

Conspicuous consumption

The relaxing of restrictions is an important factor 
underpinning growth prospects given the 
implications for both supply and demand.

Starting with the latter; consumers have played a 
significant role in driving the global economic 
recovery to this point, and there remains scope for 
households to continue to contribute.

Sentiment among households has staged a sizable 
turnaround over the last year, with the composite 
gauge of consumer confidence among the 36 
industrialized economies that comprise the 
Organisation for Economic Co-operation and 
Development (OECD) and six major EMs being near 
its all-time highs — beneath the aggregate, 
Europeans are especially ebullient of late.

  

0

100

200

300

400

500

600

700

800

U
K

Sp
ai

n

Ar
ge

nt
in

a

So
ut

h 
Af

ric
a

Fr
an

ce

Br
az

il

R
us

si
a

In
do

ne
si

a

U
S

Tu
rk

ey

M
ex

ic
o

Ita
ly

Sa
ud

i A
ra

bi
a

Ko
re

a

Ja
pa

n

In
di

a

G
er

m
an

y

C
an

ad
a

Au
st

ra
lia

C
hi

na

Developed Market Emerging Market Three months ago
0

5

10

15

20

0

10

20

30

40

50

60

70

80

Mar-20 May-20 Jul-20 Sep-20 Nov-20 Jan-21 Mar-21 May-21 Jul-21

Hospitalizations (LHS)

Deaths (RHS)



 

Economic Outlook | 5 
 

CHART 9: HAPPY HOUSEHOLDS
OECD+ consumer confidence index 
(index; 100 = long-term average)

Data at June 2021; shaded regions represent periods of US recession
Source: OECD, Guardian Capital

Who can really blame them? Sure, the pandemic is 
undeniably restraining activity, but financial stress, 
often the biggest weight on contentment, has eased 
on average as general household finances have 
scarcely been in better shape.

In spite of the substantial job loss that has yet to be 
fully recouped, aggregate personal disposable 
income growth has been historically strong thanks to 
governments (especially those in the US and 
Canada) stepping in to fill the shortfall and keep 
households afloat. While government support is set 
to fade in the coming months, broader reopening 
should accelerate job gains, which should keep 
aggregate income growth robust.

CHART 10: INCOME SUPPLEMENTED
G7 personal disposable income 
(year-over-year percentage change)

Data at Q1 2021; shaded regions represent periods of US recession
Source: Bloomberg, IMF, OECD, Guardian Capital

Improving moods and increased cash on hand are 
unambiguously positive for household consumption, 
propelling retail spending volumes to new heights 
across major DM economies.

CHART 11: A RALLY IN RETAIL
G7 retail trade volumes 
(index; 2015=100)

Data to April 2021; shaded regions represent periods of US recession
Source: OECD, Bloomberg, Guardian Capital

With that said, retail sales predominantly reflect 
tangible goods (for which in-store has been readily 
replaced by home delivery), rather than consumer 
services (which tend to require person-to-person 
contact and are not easily substituted).

Spending on services typically accounted for two-
thirds of household budgets in the pre-crisis days, 
however since these high contact areas of the 
economy are what have been subjected to the lions’ 
share of public health restrictions, this has remained 
highly constrained, which has so far limited the 
magnitude of gains in overall spending.

CHART 12: IN NEED OF SERVICE
Nominal US personal consumption expenditure 
(percent change since February 2020)

Data to May 2021
Source: US Bureau of Economic Analysis, Bloomberg, Guardian Capital

Therefore, while consumer spending has been 
strong over the last year, the gains have been far 
from proportionate to the rise in incomes, which has 
resulted in a substantial excess of personal savings.
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CHART 13: BURSTING PIGGY BANKS
G7 personal savings rate 
(savings as a percentage of disposable income)

Data to Q1 2021; shaded regions represent periods of US recession
Source: OECD, Bloomberg, Guardian Capital

This is a sharp contrast to previous recessions, 
where households were forced to drawdown savings 
through economic downswings to make ends meet 
during more difficult labour markets.

Moreover, savings rates tend to rise during the 
recovery phase of the economic cycle, constraining 
spending as households work to replenish their rainy 
day funds and rebuild the net wealth hit typically 
dealt by the weakening financial and real estate 
markets that coincide with recessions.

This, too, is not the case this time around. Net wealth 
losses have been recouped with the rebound in 
global equities and the persistent strength in housing.

CHART 14: TOTALLY WORTH IT
US household net worth 
(trillions of US dollars)

 

Data at Q1 2021; shaded regions represent periods of US recession
Source: Federal Reserve Board, Guardian Capital

The bottom line is these conditions suggest that 
there is still plenty of gas in the tank of the economic 
engine that is the consumer, which should underpin 
global growth over the forecast horizon.

Raise the roof

The surge in household savings, combined with low 
interest rates (and that fact that being forced to 
spend more time at home than ever before has 
encouraged people to rethink their living quarters), 
has proven to be a perfect storm for residential real 
estate markets that have been uncharacteristically 
strong through this post-crisis period.

Robust demand for housing has spurred bidding 
wars globally, as available units on the market 
remain decidedly scarce. Accordingly, home prices 
worldwide have seen stark appreciation.

CHART 15: HOME PRICES THROUGH THE CEILING
Inflation-adjusted average home prices 
(year-over-year percentage change)

Data to Q1 2021; shaded regions represent periods of US recession
Source: OECD, Guardian Capital

The rising home prices are driving a resurgence in 
investment in residential real estate, however, the 
flow of new units has, so far, not been adequate in 
easing the imbalances in the housing market.

The “sellers’ market” conditions point to a continued 
flow of investment into housing — another big tick in 
the positive column with respect to growth 
prospects. Further support comes from the fact that 
homebuilders’ sentiment, much like that of 
consumers, is in rarefied air, though it has 
moderated from earlier all-time heights.
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CHART 16: THERE’S NO PLACE LIKE HOMEBUILDING

NAHB housing market index 
(diffusion index; >50 denotes homebuilding conditions are good)

Data to June 2021; shaded regions represent periods of US recession
Source: National Association of Home Builders, Guardian Capital

Help wanted

The inability of producers to satisfy demand, 
however, serves to highlight a headwind not only for 
housing but the broader global economy as a whole.

To build a home requires land, building materials 
and skilled labour, and at the moment, these inputs 
to production are in relatively short supply, which 
means that activity within the sector is being held 
back despite strong demand — and housing is far 
from the only area facing these constraints.

Starting with labour, as strange as it may seem 
given that total employment across the G7 
economies remains more than 11 million below its 
pre-crisis levels, there is a shortage of workers in 
many key industries.

CHART 17: MIND THE GAP
G7 Total Employment 
(millions)

-

 

Data to June 2021; shaded regions represent periods of US recession
Source: Bloomberg, Guardian Capital

For example, the number of open positions in the 
US has risen sharply so far this year and hit a record 

high of 9.2 million in May — and business surveys 
are increasingly indicating that employers are having 
difficulty finding qualified candidates among the 
seemingly ample available pool of labour.

CHART 18: FEW RECRUITS
US job openings 
(millions)

-

 

Data to May 2021; shaded regions represent periods of US recession
Source: Bloomberg, Guardian Capital

Globally, labour force participation rates remain 
depressed, with various factors keeping would-be 
workers on the sidelines, including apprehension to 
return to work amid the pandemic even as 
economies reopen (this is especially the case for 
high-contact service sector jobs), difficulties finding 
childcare with schools and daycare facilities closed 
and generous unemployment benefits.

Progress on the pandemic, broader reopenings and 
indications of rising wages should go some ways to 
pulling workers back into the workforce — not to 
mention the impending expiration of emergency 
wage supplements and enhanced unemployment 
benefits over the next couple of months. This, in 
turn, would ease some labour constraints and 
support growth in productive capacity.

No wares for the warehouse

Anything to improve capacity would be welcome, 
given growing pressures on businesses to ramp up 
production.

Just like homebuilders, producers and suppliers of 
many goods, particularly consumer products, have 
struggled to keep up with demand due to a 
combination of forced closures of operations due to 
the pandemic and related supply chain issues.
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Strong demand has resulted in manufacturing firing 
on all cylinders globally, with broad-based gains in 
industrial production (particularly in the EM) taking 
output materially above pre-crisis levels.

CHART 19: FACTORIES FIRED UP
Industrial production 
(percentage change versus December 2019)

Data to April 2021
Source: Netherlands’ Centraal Planbureau, Bloomberg, Guardian Capital

This in turn has underpinned a revitalization of 
international trade, an area of the global economy 
that had largely stagnated since 2018 due to the 
backdrop of heightened tensions, rising tariffs and 
other barriers — with the EM reaping a good share 
of this newfound strength.

CHART 20: WANT TO MAKE A TRADE?
International trade/export volumes 
(percentage change versus December 2019)

Data to April 2021
Source: Netherlands’ Centraal Planbureau, Bloomberg, Guardian Capital

Even with the increase in domestic and outsourced 
production, firms have been forced to draw down 
inventories to fill orders and G7 economies have seen 
stockpiles pared by a significant degree over the last 
year — and shortages of inputs are still putting 
upward pressure on prices at all stages of production, 
creating bottlenecks that are constraining growth.

CHART 21: DRAINING STOCKPILES
G7 change in inventories as a share of GDP 
(percentage)

Data to Q1 2021; shaded regions represent periods of US recession
Source: Bloomberg, Guardian Capital

Even in the absence of further increases in sales to 
end consumers (which is far from the base case), 
these depleted inventory levels create a large need 
for businesses to restock, and it is likely that firms 
will target higher inventory levels than were standard 
pre-pandemic, as a precaution against any potential 
shocks to the global supply chain.

The scope for an upswing in the global inventory 
cycle alone is highly constructive for industrial 
production; which combined improving confidence in 
the outlook — the gauge of business sentiment for 
the aggregated OECD member economies hit its all-
time high in June — and low costs of capital, and 
which could provide a catalyst for increased capital 
investment.

CHART 22: BUSINESS CONFIDENCE IS BOOMING
OECD business confidence index 
(index; 100 = long-term average)

Data at June 2021; shaded regions represent periods of US recession
Source: OECD, Guardian Capital

Indeed, there are already growing signs that capital 
expenditure is gaining momentum, such as the 
Architecture Billings Index, a leading gauge of US 
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nonresidential construction activity, touching one of 
its highest ever readings in May and indicating that 
significant high value work is in the pipeline.

CHART 23: PLANT GROWTH
Architecture Billings Index 
(diffusion index; >50 denotes expansion)

Data to May 2021; shaded regions represent periods of US recession
Source: The American Institute of Architects, Guardian Capital

Inflated sense of self worth

Investments in capacity and productivity 
enhancements are welcome and needed, and will 
help ease constraints going forward.

For the here and now, however, the persistent 
supply and demand imbalances are creating an 
inflationary impulse that, combined with base effects 
arising from the weakness in prices a year ago at 
the onset of the pandemic, has seen gauges of price 
pressures hit multi-decade highs — particularly in 
Canada and the US, two regions where stimulus 
was most generous.

CHART 24: PRICING PRESSURES
Consumer price inflation 
(year-over-year percentage change)

Data at June 2021; shaded regions represent periods of US recession
Source: Bloomberg, Guardian Capital

This high-growth, high-inflation, high-uncertainty 
backdrop creates something of a conundrum, as it 

puts pressure on policymakers to begin the process 
of unwinding crisis-era policy measures to mitigate 
economic overheating, which has the potential to 
spur on persistent high inflation.

The withdrawal, however, is a delicate balancing 
act. While reducing stimulus can help ease market 
imbalances, tightening too quickly risks choking off 
growth before the global economy is fully able to 
transition from recovery to expansion. This is 
especially the case if inflationary pressures prove 
transitory rather than sustained.

DM central banks have adopted the view that rapid 
rises in prices will prove temporary and, as such, do 
not warrant a policy response — and there is 
support for this argument.

Commodity prices, which have rallied sharply over 
the last year on strong demand, have come off the 
boil as of late as production has been brought back 
on line and supplies have increased — lumber is a 
standout in this respect, having now more than fully 
retraced all year-to-date gains.

CHART 25: TIMBER!
Consumer commodity prices 
(percent change since January 1, 2021)

Data at July 23 2021
Source: Bloomberg, Guardian Capital

Additionally, there are signs of improvements in 
supply chain bottlenecks as inbound shipments to 
key ports have accelerated lately as well, suggesting 
that the freeze in the flow of goods is thawing.
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CHART 26: CALL TO PORT
Container traffic at ports of Los Angeles & Long Beach 
(year-over-year percentage change of three-month moving 
average)

Data at June 2021; shaded regions represent periods of US recession
Source: Bloomberg, Guardian Capital

Further indications that supply chain issues are 
easing, and pipeline price pressures are ebbing as a 
result, will go some way towards easing market 
expectations for short-term policy rates. EM central 
banks, with their generally spotty track record at 
managing inflation, are not given the luxury of 
patience with policymakers, with the likes of Brazil, 
Mexico and Russia already reacting to high inflation 
prints with rate hikes.

Barring an inflationary surprise, forward guidance 
from DM central banks point to policy remaining 
highly accommodative for the foreseeable future.

While the US Federal Reserve (Fed) may soon join 
the Bank of Canada (BOC) in scaling back its pace 
of asset purchases — which represent additional 
stimulus being pumped into the system — the size 
of central bank balance sheets is slated to remain 
substantially above their pre-crisis levels.

CHART 27: STILL SUBSTANTIAL, ON BALANCE
Central bank asset holdings 
(trillions of US dollars)

Data to July 23, 2021
Source: Bloomberg, Guardian Capital

An outright tightening of monetary policy in DM, 
either by reducing asset holdings or raising policy 
rates, is not something that appears to be in the 
offing anytime soon.

After all, the Fed made waves in June when its “dot 
plot” showed the median participant in the Federal 
Open Market Committee (FOMC) meeting 
anticipated liftoff in 2023 — market expectations are 
currently consistent with this stateside, while the 
BOC is expected to make the first move in a year’s 
time, and the European Central Bank (ECB) is 
expected to remain firmly seated on the sidelines.

CHART 28: STILL SUBSTANTIAL, ON BALANCE
Overnight index swap-implied policy rates 
(percentage)

Data as at July 23, 2021
Source: Bloomberg, Guardian Capital

Reaching for the purse strings

At the same time, expectations of a continued 
abundance of fiscal stimulus are waning.

As mentioned, government income supports in 
many DM regions are set to expire in the coming 
months and other crisis-era measures are likely to 
follow.

A repeat of the massive slate of relief measures and 
other initiatives rolled out by the G7 economies 
amidst the pandemic (estimated by the International 
Monetary Fund at US$14 trillion, roughly 20% of the 
group’s aggregated gross domestic product), does 
not appear to be a fiscal possibility.
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CHART 29: QUITE THE RESPONSE
COVID-19 fiscal response, G20 
(percentage of gross domestic product)

Data as per the IMF’s April 2021 Fiscal Monitor
Source: IMF, Guardian Capital

Instead, government deficits are expected to shrink 
as emergency programs peter out and focus starts 
to shift towards paying for the past (necessary) fiscal 
largesse. Gaping budget shortfalls will remain until 
governments actively try to address the fiscal 
imbalances through higher taxes or spending cuts, 
but there is little political appetite for austerity in the 
current uncertain environment.

CHART 30: FAR FROM FISCAL FITNESS
General government fiscal balance, G7 
(percentage of gross domestic product)

Forecast data as per the IMF’s April 2021 Fiscal Monitor
Source: IMF, Guardian Capital

As it pertains to growth, this means that the public 
sector is going to act as a drag on the broader 
global economy over the next year, but conditions 
should remain fairly benign absent a full-on shift 
towards contractionary fiscal policy — which will 
likely only really start to receive consideration once 
the world has truly moved on from the pandemic.

 

Market monitoring

It is undeniable that significant risks continue to 
cloud the forecast horizon, but as it currently stands 
there is a growing list of positives that seem capable 
of at least providing a countervailing force.

Barring a significant diversion in the path toward the 
end of the pandemic, the baseline expectation is for 
fairly broad-based strength over the coming months.

Those regions and sectors that offer the best 
exposure to economic reopenings — countries with 
the highest vaccine uptake that permits faster and 
broader reopening, and those more cyclical and 
high-contact service industries that stand to benefit 
from the return to something resembling pre-crisis 
normal — are likely to lead.

CHART 31: ON THE UP AND UP
Consensus real GDP growth forecasts, 2021 
(year-over-year percentage change)

Data to July 23, 2021
Source: Bloomberg, Guardian Capital

The environment would, therefore, appear to remain 
constructive for risk assets over the coming months, 
as the strong growth feeds into profits — which have 
mirrored the upgrades to the outlook — and 
continue to fundamentally support performance.
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CHART 32: EARNING MOMENTUM
Analyst three-month earnings per share revision ratios 
(ratio of upgrades to downgrades)

Data to July 2021
Source: Bank of American Merrill Lynch, Guardian Capital

A lot of positives are already priced into equity 
markets, and stocks appear to be quite expensive 
versus their historic valuations — for example, 
forward price-to-earnings ratios for the major 
geographic equity groupings are all roughly two 
standard deviations above their averages of the 
previous decade-and–a-half.

CHART 33: HIGH PRICED MARKETS
Forward price-to-earnings ratio1 
(standard deviations from 15-year average)

Data as at July 23, 2021
Source: Bloomberg, Guardian Capital

With that said, market pricing is highly influenced by 
growth expectations and the prospect of above-
trend growth this year and next — before 
moderating to a pace more consistent with pre-crisis 
trends — clearly matters, as it means larger future 
earnings that are discounted back to the present.

When valuations are scaled to expected earnings 
growth over the next three years, they actually 
suggest there is scope for further gains as well as 
some capacity to absorb downside surprises.

                                                   
1 EM: MSCI Emerging Markets Index;  Canada: MSCI Canada Index; EAFE: MSCI EAFE Index;  
All-Country World = MSCI ACWI Index; US: MSCI US Index 

CHART 34: ROOM FOR GROWTH
Forward price-to-earnings-to growth* ratio 
(ratio)

Data as at July 23, 2021; *annualized growth of earnings forecasts to 2023
Source: Bloomberg, Guardian Capital

There is clearly a premium in the marketplace for a 
degree of safety and earnings visibility, hence the 
reason why equities outside of the US trade at 
relative discounts to their American counterparts.

Not only has the US been a leader with respect to 
vaccination, which has factored into its strong 
growth prospects, American stock markets skew 
heavily towards more pandemic-proof sectors like 
Technology and Communication Services. These 
tend to offer more clarity on their outlooks amid the 
uncertainty and, as such, warrant a premium. 
Sectors that are more cyclical, and for which 
confidence intervals around earnings forecasts are 
much wider, carry more weight in Canada, Europe 
and EM.

CHART 35: GROWTH PROSPECTS
MSCI ACWI sector forward price-to-earnings-to growth* ratio 
(ratio

Data as at July 23, 2021; *annualized growth of earnings forecasts to 2023 
Source: Bloomberg, Guardian Capital
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Another important factor in support of equity 
prospects is the likelihood that market interest rates 
will remain low.

Just as higher growth raises the output of net 
present value calculations (and, therefore, higher 
relative valuation), so, too, does a lower discount 
rate. The likelihood that interest rates remain low 
gives limited reason to anticipate any sort of material 
multiple compression.

Moreover, factoring interest rates into the valuation 
discussion serves to emphasize that there is even 
potential scope for further multiple expansion.

The ratio of the current forward earnings yield (the 
inverse of the price-to-earnings ratio) for global 
equities to the prevailing yields in the broad bond 
market continues to skew heavily in favour of stocks 
as the inexpensive asset class — stocks would need 
to rise or bonds decline to bring this relative value 
gauge back to more normal levels.

CHART 36: IT’S ALL RELATIVE
Global equity forward earnings yield to global bond yield* 
(ratio)

 

Data to July 23, 2021; shaded regions represent periods of US recession; 
dashed lines represent series average, black lines are +/-1 standard 
deviation from the average
Source: Bloomberg, Guardian Capital

Curve your enthusiasm

On the topic of interest rates, a major recent 
development in the bond market has been the 
general decline in medium-to-longer term yields that 
has resulted in a flattening of the yield curve.

 

 

 

CHART 37: NO LEFTOVERS
Spread between 10-year and 2-year US Treasury note yields 
(basis points)

Data to July 23, 2021; shaded regions represent periods of US recession
Source: Bloomberg, Guardian Capital

This shift in the rates term structure has been a 
cause of angst for some investors given the yield 
curve’s history as an arbiter of the outlook.

From this lens, the narrowing in the gap between 
long-term and short-term rates can be interpreted as 
a sign that the market has downgraded its longer-
term growth (and inflation) forecasts.

This view, however, is not really supported by other 
market developments.

For starters, a more dour outlook is typically met 
with a re-rating of policy expectations. However, the 
front-end of the yield curve, which is sensitive to 
changes in the anticipated path for short-term rates, 
has been effectively unchanged since March (rates 
have actually edged higher).

CHART 38: ON A DOWNSLOPE
Change in US Treasury note yields since March 31, 2021 
(basis points)

Data to July 23, 2021
Source: Bloomberg, Guardian Capital
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Additionally, there have not been any moves in risk 
markets that would appear to echo rising concerns 
over expected growth. Equity markets have 
continued to grind higher while credit markets have 
remained well behaved, with yield spreads over 
government bonds sitting near pre-crisis lows.

CHART 39: SPREAD THIN
Global option-adjusted bond yield spreads 
(basis points)

Data to July 23, 2021; shaded regions represent periods of US recession; 
dashed line is series average; black lines are +/-1 standard deviation
Source: Bloomberg, Guardian Capital

An alternative explanation relates to simple supply 
and demand in the bond market.

In recent months, the Fed’s net purchases of 
Treasury securities have been equal to the net 
issuance of government bonds — in other words, 
there has been a scarcity of bonds available in the 
market, which has undoubtedly factored into the rise 
in bond prices and plunge in yields.

CHART 40: NO LEFTOVERS
US Treasury net bond issuance & Fed Treasury purchases 
(billions of US dollars, three-month moving average)

Data to June 2021
Source: Bloomberg, Guardian Capital

With this in mind, the likelihood that the Fed will start 
to taper its bond buying in the coming months would 
suggest that there is potential for yields to rise and 

the curve to steepen somewhat.

The upside, however, appears to be fairly limited, at 
least for the near-term, with rates likely to remain 
somewhat rangebound.

This is because another factor likely behind the 
recent flattening of the yield curve is that bond 
markets are losing some faith that the Fed is willing 
to stick to its newly adopted flexible average inflation 
targeting (FAIT) regime.

Under this approach to policy setting, the central 
bank must be willing to let inflation run hot to offset 
periods where it was persistently below target.

Though the communication from the Fed has 
continued to emphasize that inflation is viewed as 
transitory and will subside, the more hawkish tilt in 
the latest round of projections from the FOMC 
suggests some discomfort with the surprisingly firm 
readings in consumer price gauges.

As such, markets appear to be anticipating that 
monetary policymakers will react to inflation by 
hiking rates sooner rather than sitting idly by, 
something that will ultimately result in downward 
pressure on longer-term inflation. The decline in 
inflation expectations, and with them term premia on 
longer-dated securities, is not so much that markets 
are necessarily in agreement that inflation will prove 
transitory as much as Fed policy will clamp it down.

CHART 41: LITTLE PREMIUM ON TERM
Decomposition of 10-year US Treasury note yield 
(percent)

Data to July 23, 2021; shaded regions represent periods of US recession
Source: Bloomberg, Guardian Capital
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Should bond investors be dissuaded from this 
position, the yield curve could steepen as markets 
reassess long-term inflation risks — this will take 
some convincing, though, which suggests that 
longer-term rates will be somewhat capped in the 
near term.

The persistence of low rates, and the potential for 
even modest increases, present a less-than-stellar 
risk/reward tradeoff for government bonds that 
currently provide paltry coupons — and that’s if a 
government debt issue has a positive yield to begin 
with, as there is roughly US$16 trillion worth of 
bonds trading at negative rates.

CHART 42: NEGATIVE SPACE
Bloomberg Barclays global negative yielding debt
(trillions of US dollars) (% of global market value)

Data to July 23, 2021
Source: Bloomberg, Guardian Capital

Corporate credit represents an alternative in the 
fixed income space, with these yield-bearing assets 
offering additional carry over government bonds with 
shorter average durations, resulting in greater 
insulation from any moves in rates.

CHART 43: ADDED PADDING
Global bond yield-to-duration 
(basis points)

Data to July 23, 2021; rise in yields required to wipe out 1-year total return
Source: Bloomberg, Guardian Capital

Additionally, credit fundamentals are improving in 
tandem with the outlook for economic growth and 
earnings, resulting in the ratio of credit rating 
upgrades-to-downgrades improving in recent 
months across all regions globally.

CHART 44: (UP)GRADING ON A SCALE
Ratio of S&P credit ratings: upgrade-to-downgrades 
(ratio; 12-month moving average)

Data to July 23, 2021
Source: Bloomberg, Guardian Capital

The more positive backdrop suggests defaults 
should remain fairly scarce and provide scope for 
further decreases in credit risk premia. That said, 
there is very little compensation for assuming credit 
risk as it stands, given the level of credit spreads.

This is especially the case in the more speculative 
end of the corporate bond market, where investors’ 
hunt for yield has compressed the coupon premium 
above high-quality debt issues to historical lows.

CHART 45: QUALITY OVER QUANTITY OF YIELD
Global High Yield index yield spread over Investment Grade 
(basis points)

Data to July 23, 2021; shaded regions represent periods of US recession; 
dashed lines represents series average, black lines are +/-1 standard 
deviation from the average
Source: Bloomberg, Guardian Capital
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Stuck on repeat
Writing periodic macroeconomic commentaries over 
the last year-and-a-half, much like life amidst a 
pandemic-induced lockdown, has been largely an 
exercise in repetition.

The general fundamental themes and risks 
underpinning the outlook have not changed much 
since COVID-19 burst onto the scene, so efforts to 
assess the current backdrop and determine the 
most likely outcomes for the days ahead largely 
result in rehashing the same discussions.

With each passing month, however, the confidence 
intervals around the expectations for the ultimate 
direction of the global economy narrow — so, it may 
be the case that, as American author Robert Collier 
stated, “constant repetition carries conviction.”

The current environment remains challenging and 
plagued by persistent uncertainty and headline risk, 
which speaks to a bias towards higher-quality 
investments to mitigate near-term volatility.

The outlook, however, is looking increasingly 
positive and would be supportive of tilting risk 
exposures towards those asset classes that stand to 
benefit from a cyclical upswing.
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Market Returns at June 30, 2021 All returns in CAD. 
 

CANADIAN EQUITIES
 

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

S&P/TSX Composite 2.5 8.5 17.3 33.9 10.8 7.4

S&P/TSX 60 2.7 9.0 18.6 33.6 11.6 8.0

S&P/TSX Completion 1.5 6.9 12.6 35.3 8.3 5.8

S&P/TSX SmallCap 0.5 9.2 19.8 57.7 7.3 3.6

S&P/TSX Composite High Dividend 2.3 9.8 25.6 47.8 9.5 7.2

S&P/TSX Composite Dividend 1.1 7.4 17.2 33.6 9.9 7.6
 

 
S&P/TSX SECTOR RETURNS (%)

Communication Services 3.8 10.4 18.2 25.0 7.9 10.8

Consumer Discretionary 0.1 4.6 17.6 54.3 12.6 13.1

Consumer Staples 1.4 5.8 8.5 11.7 8.3 14.7

Energy 6.4 13.9 37.0 44.5 1.1 -0.5

Financials 0.7 8.3 23.4 49.7 13.0 11.2

Health Care 0.9 -11.6 22.0 36.1 -6.0 -7.4

Industrials 0.3 0.2 6.8 29.9 16.4 13.8

Information Technology 18.2 23.0 21.7 35.8 39.8 21.8

Materials -6.2 6.9 -0.4 4.6 6.2 -0.8

Real Estate 4.2 10.7 21.7 39.0 8.8 10.6

Utilities 2.3 1.4 4.9 23.0 11.0 8.7

 
 
 
 
INTERNATIONAL EQUITIES
 

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

MSCI World Index (Net, C$) 4.0 6.2 9.9 26.4 13.7 13.5

MSCI EAFE Index (Net, C$) 1.3 3.6 5.8 20.3 9.2 8.6

MSCI ACWI (C$) 3.9 5.8 9.2 26.6 13.5 12.7

MSCI France (C$) 0.6 7.5 10.7 28.1 11.8 8.4

MSCI Germany (C$) 0.7 3.2 6.1 19.8 9.2 7.7

MSCI Japan (C$) 2.2 -1.8 -1.6 13.5 9.1 9.9

MSCI U.K. (C$) 0.0 4.4 9.4 19.4 4.7 6.3

S&P/IFC Investable (Emerging Markets) 3.1 4.7 6.0 29.9 12.2 7.7

MSCI EAFE Growth (Gross, C$) 2.6 6.0 4.1 19.5 11.8 10.9

MSCI EAFE Value (Gross, C$) 0.2 1.7 8.0 22.0 7.4 7.1

U.S. EQUITIES

Sources: Bloomberg Finance L.P., FTSE Bond Analytics, TD Securities, Thomson Financial 

 

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

S&P 500 4.9 6.9 12.0 28.0 16.5 17.7

Dow Jones Industrial Average 2.5 3.5 10.6 24.0 15.5 16.4

NASDAQ 8.1 7.9 9.4 31.1 23.3 21.0

Russell 1000 5.1 6.9 11.7 30.1 16.8 17.8

Russell 2000 4.5 2.8 14.2 47.3 15.3 15.2

Russell 3000 5.0 6.6 11.9 31.1 16.7 17.6

Russell 1000 Growth 8.9 10.3 9.8 29.6 22.4 20.9

Russell 1000 Value 1.3 3.7 13.8 30.6 10.8 14.4

 
S&P 500 SECTOR RETURNS (%)

Communication Services 5.3 9.1 16.3 34.9 9.8 14.1

Consumer Discretionary 6.4 5.4 7.2 24.6 18.5 20.9

Consumer Staples 2.3 2.3 2.1 12.1 7.0 14.3

Energy 7.2 9.7 41.6 35.8 -1.8 2.5

Financials -0.5 6.8 22.2 47.1 15.9 16.6

Health Care 4.9 6.8 8.7 16.3 12.9 18.6

Industrials 0.2 2.9 13.1 37.7 13.3 15.7

Information Technology 9.6 9.9 10.6 29.5 29.9 25.1

Materials -2.9 3.4 11.3 35.0 13.5 12.9

Real Estate 5.8 11.4 19.8 19.9 N/A N/A

Utilities 0.3 -1.9 -0.5 5.3 6.4 13.4

 
 
 

INTERNATIONAL EQUITIES
 

MSCI EAFE SECTOR RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

Communication Services 0.1 -1.2 1.2 14.6 3.0 7.3

Consumer Discretionary 1.1 3.9 8.5 36.2 12.6 11.0

Consumer Staples 2.4 6.9 2.6 7.2 5.0 9.9

Energy 3.0 1.2 10.4 17.4 0.7 1.2

Financials -2.4 1.7 10.1 27.5 7.9 6.7

Health Care 5.7 7.7 2.0 2.1 7.9 12.2

Industrials 1.2 2.1 6.2 26.9 11.2 9.7

Information Technology 4.5 6.7 7.8 27.5 19.5 13.9

Materials -0.1 3.5 7.4 33.8 15.6 6.5

Real Estate 2.8 3.7 4.9 16.0 N/A N/A

Utilities -2.0 -2.6 -6.4 2.5 6.9 6.2
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Market Returns at June 30, 2021 All returns in CAD. 
 

CANADIAN FIXED INCOME
 

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

FTSE Canada 91 Day TBill 0.0 0.0 0.1 0.1 1.0 0.9

FTSE Canada Short Term Overall Bond -0.2 0.1 -0.5 0.7 1.9 2.3

FTSE Canada Mid Term Overall Bond 0.5 1.6 -3.0 -1.4 2.6 4.3

FTSE Canada Long Term Overall Bond 2.8 3.7 -7.4 -6.9 3.5 6.0

FTSE Canada Universe Bond 1.0 1.7 -3.5 -2.4 2.6 3.9

FTSE Canada High Yield Overall Bond 0.9 2.6 4.9 14.3 8.4 6.0

FTSE Canada Real Return Bond Overall 1.7 3.5 -4.0 2.1 2.8 3.6

SECTOR RETURNS (%)

FTSE Canada Federal Bond 0.5 0.8 -2.9 -3.2 1.5 2.8

FTSE Canada Provincial Bond 1.5 2.7 -4.7 -4.0 3.0 4.7

FTSE Canada All Corporate Bond 0.8 1.3 -2.3 0.8 3.7 4.5

 

GLOBAL FIXED INCOME

COMMODITY
 

 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

Bloomberg WTI Cushing Crude 
Oil Spot Price 13.6 22.4 47.2 70.1 7.7 -0.1

Bloomberg European Dated 
Brent BFOE Price 12.0 18.6 42.7 67.0 8.1 -1.5

Edmonton Crude Oil Syncrude 
Sweet Blend FOB Spot 12.2 13.8 56.8 89.5 6.7 -1.1

S&P GSCI Nat Gas Index Spot 25.3 37.9 39.7 89.5 3.5 0.7

S&P GSCI Copper Index Spot -6.4 5.0 17.4 41.7 13.0 2.5

S&P GSCI Gold Index Spot -4.7 1.7 -9.1 -10.5 5.0 4.2

 
CURRENCY

 

INDEX RETURNS (%) 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

FTSE World Government Bond 1.4 -0.5 -7.4 -8.4 0.7 4.0

 
 
 

 
 

            GOVERNMENT OF CANADA YIELD CURVE                          U.S. TREASURY YIELD CURVE 
 

                 
 

Sources: Bloomberg Finance L.P., FTSE Bond Analytics, TD Securities, Thomson

 
 
 
 
 

 

 1 Mo 3 Mos YTD 1 Yr 5 Yrs 10 Yrs

Canadian $/U.S. $ (% chg) 2.5 -1.5 -2.8 -9.1 -1.0 2.5

Canadian $/Yen (% chg) 1.0 -1.9 -9.6 -11.6 -2.6 -0.7

Canadian $/GBP (% chg) -0.4 -1.4 -1.8 1.6 -0.1 1.0

Canadian $/Euro (% chg) -0.6 -0.6 -5.8 -4.0 0.5 0.5
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