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November 4, 2021 

After a disappointing month of September across the board in financial markets, October welcomed 
equity investors with open arms to kick off the 4th quarter of the year. In October, I believe there were 
three key topics; earnings season, increased talk of US recession risks, and the Bank of Canada’s very 
hawkish tilt. We expand on this later… but first how did major indexes perform over the month of 
October: 

 

 

 Timely October Topics 

Earnings Season: Third quarter 2021 corporate earnings season is fully underway, and the results are 
developing as we expected – very favourably! As the table below illustrates, both earnings growth and 
sales growth have been very strong.  The broad theme in Q3 has been that robust demand is limiting the 
pain from higher input costs, keeping margins elevated and buoying companies with operating leverage 
(high fixed costs and pricing power).  Going forward, however, generating these outsized earnings 



   

results will be very difficult as peak stimulus/peak growth fades and demand returns to more normal 
levels.  Our models indicate that the fundamental backdrop in 2022 will support earnings growth in the 
mid-teens and will be supportive for equities in 2022.   

  

 

Source: Bloomberg, Capital Markets Strategy.  As of November 3, 2021 

  

U.S. Economic Backdrop (is the risk of a recession increasing?): Inflation is not a new concept nor a new 
catch phrase, yet everywhere you turn that’s all you hear these days. Without question we are 
experiencing an elevated level, but I don’t believe stagflation in the U.S. economy will persist and 
whether we can draw parallels between the environment in the 1970s and today is like comparing 
apples to potatoes.   

Using the leading economic indicators of a recession chart I still believe that the odds of a U.S. recession 
over the next year remains very low. Other than the rate of inflation today (which I believe will trend 
lower towards 2.5-3.0% in 2022), the typical signs of a recession are not present. See below. 

 

  



   

Mirror, Mirror on the wall, who is the most hawkish of them all? 

  Spoiler Alert: Bank of Canada 🇨🇦 

What they said: 

1. Quantitative Easing (QE) will end and will transition into a reinvestment phase.  The Bank of 
Canada (BoC) was first to taper but also the first to completely end QE. 

2. Market expectations for the first increase of the BoC overnight rate has been pulled forward 
from ‘end of 2022’ to ‘middle of 2022’. 

3. Inflation is characterized as ‘stronger and more persistent than expected’ which is a result of 
higher demand, higher energy prices and pandemic related supply bottlenecks. 

  
Thoughts? 

We shouldn’t be surprised that the BoC will be increasing rates ahead of other developed 
market central banks.  If you have been in the camp of ‘enduring inflation’ and a stronger, more stable 
Canadian economy since the beginning of the year this would be expected. In saying that, the speed in 
which the market believes rates will increase is very surprising.  

  
In the U.S., by September 2022, the market expects the overnight rate to be ~0.45% whereas in Canada, 
it’s 1.4%. This would suggest that expectations are for the Fed to raise rates less than two times and the 
BoC to raise five times over the next 12 months. 
  
Using history as a strong reference point when it comes to interest rate policies between the U.S. and 
Canada it has been very rare to have such different interest rate policies. How many of you would bet on 
the BoC raising rates 5x whereas the U.S. Federal Reserve raising rates 1.5x? 

  
I believe this is a massive overreaction and that the BoC will soften their hawkish tone in the near term 
and the short end will reprice.  However, the fixed income “sand box” in which we “play” in will continue 
to be challenging over the next year.  The good news for bond investors, the lackluster performance 
year-to-date in the space will be more muted next year.  

  
It’s very rare to have two consecutive years of calendar year returns for fixed income outside of the late 
70s/early 80s (where inflation was on fire), and it’s not anticipated for this trend to change next year. 

  
I continue to believe that fixed income mandates with a bias to shorter duration and credit will perform 
better relative to the other fixed income alternatives.  Believing that the longer end of the yield curve 
will continue to move higher will negatively impact longer duration portfolios more than any risk for 
shorter duration ones. 

  
  

 

 

 

 



   

Global Equity, Commodity, Currency and Yield Data 

 

Source: Bloomberg, Manulife Investment Management.  As of October 31, 2021 

 
 

I appreciate you taking time out of your day to read this month’s market updates and commentary. I 
hope you found this insightful and of value. Thanks for your continued confidence, trust, and support – I 
do not take the responsibility lightly. 

 
Sincerely, 
 
 
 

Aaron Pedlar 
 


