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

The world economy is on track 
to strengthen significantly in 
the coming months.

It's a good bet that the initial 
growth out of the current 
recession will be faster than it 
was out of the Great Reces-
sion.

To date, the total stimulus for 
the COVID-19 crisis far exceeds 
that for the Great Recession.

Global equities advanced in 
Q1, supported by the rollout of 
Covid-19 vaccines and the 
anticipation of further U.S. 
fiscal stimulus.

Under newly elected President 
Biden, the United States is 
setting the pace in fiscal sup-
port.

Q1, the Canadian market 
outperformed the U.S. market 
both in home currency terms 
(the U.S. returned +5.8%) and 
in Canadian dollar terms (U.S. 
returned +4.5% in C$ terms).

The world economy is on track to strengthen 
significantly in the coming months. While the 
potential remains for the Covid-19 variants to 
play spoiler, it's widely anticipated that the 
vaccine rollout will allow consumers to largely 
return to their pre-pandemic levels of activity 
during the second half of 2021. Meanwhile, the 
continued global emphasis on economic stimu-
lus, including the recently passed US$1.9 trillion 
American Rescue Plan, ensures folks will have 
money to spend.

With this in mind, investors can expect that the 
reopening of the service sector—and the 
resulting release of pent-up consumer 
demand—has the potential to accelerate GDP 
growth to levels not seen for a generation.

Global outlook

However, looking beyond the early recovery 
period, an important question to ask is what, if 
any, enduring marks might the worst recession 
in living memory leave on the economy.

Many investors will remember well that the 
most recent recession, known as the Great 
Recession, officially lasted for about 19 months, 
from late 2007 to mid-2009, but the effects 
were felt for years afterward. In this instance, 
the cause of the recession was an endogenous, 
or internally generated, set of vulnerabilities 
within the financial system, resulting from the 
excessive use of leverage by banks.

Once the crisis hit, the financial system first had 
to be repaired before growth could resume. 
Arguably, the recovery speed was further 
hampered by government decisions to
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switch too quickly from stimulus to austerity measures to reign in deficit spending.

In contrast, the current recession was caused by the exogenous, or external, shock of 
Covid-19 appearing in Wuhan, China, and rapidly shutting down economic activity 
worldwide.

When a financial crisis results from an external shock and doesn't involve, for exam-
ple, problems in the financial system or destruction of physical infrastructure, as 
could happen during war, the economic recovery period tends to be shorter. Once 
the shock is over, the economy can quickly bounce back to its pre-recession level.

From this viewpoint, it's a good bet that the initial growth out of the current reces-
sion will be faster than it was out of the Great Recession.

As for how sustainable this growth will be, much depends on the response of govern-
ments. Here again, the news is positive.

To date, the total stimulus for the COVID-19 crisis far exceeds that for the Great 
Recession, while advocates for austerity have largely fallen out of favour.

Additionally, central banks, including the bellwether U.S. Federal Reserve, have 
committed to keeping interest rates low—even in the face of rising inflation—until an 
economic recovery is well underway.

Risks

Several of the COVID-19 variants have proven to be particularly formidable and are 
testing both the willingness of governments to respond and the capacities of health-
care systems to manage the higher infection rates. As well, vaccine rollouts have 
been slow in some counties, and lockdown measures may need to be maintained for 
longer in some jurisdictions.

Global outlook

Global equities advanced in Q1, supported by the rollout of Covid-19 vaccines and 
the anticipation of further U.S. fiscal stimulus. Now that the US$1.9 trillion American 
Rescue Plan has arrived, it is expected to strongly boost U.S. economic activity, and 
the proposed $2 trillion infrastructure and jobs package, if passed, will only add more 
fuel to the fire.
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Under newly elected President Biden, the United States is setting the pace in fiscal 
support and, as a result, is likely to lead in growth among developed economies in 
2021.

Although other countries can't match the U.S. in fiscal firepower, they will benefit 
from the spillover effects of the U.S. stimulus. According to the Organization for 
Economic Co-operation and Development's (OECD) macroeconomic model, the U.S. 
stimulus is likely to lift global GDP growth by just over one percentage point over the 
next 12 months.

U.S.-China tensions left over from the Trump administration continue to linger in the 
background, and Biden is hawkish towards China. Still, his administration is unlikely 
to turn up the heat unnecessarily while the global economic recovery remains tenu-
ous.

U.S. Snapshot

Despite some shakiness, U.S. equities rose in Q1 on optimism over the newly signed 
government stimulus package and the promise of infrastructure spending. Energy, 
financials and industrials gained the most, while technology and consumer staples 
lagged.

Spare capacity in the U.S. economy means that broad-based inflation pressures are 
unlikely to appear this year or even next, allowing the Fed to remain on the sidelines 
and not move to increase interest rates.

Spotlight on Canada

The S&P/TSX Composite returned +7.3% in Q1, and of the 235 stocks contained by 
the index at some point during the quarter, 164 (70%) rose in value.

In Q1, the Canadian market outperformed the U.S. market both in home currency 
terms (the U.S. returned +5.8%) and in Canadian dollar terms (U.S. returned +4.5% in 
C$) terms.

The Canadian economy has shown remarkable resiliency despite more restrictive 
lockdowns relative to the United States. Industry consensus estimates have been 
revised higher and suggest GDP growth of about 5.5% for 2021, a considerable 
margin above the Bank of Canada's estimate of 4.0%.

Tailwinds for the Canadian economy have been the strong housing market, which
supports the construction sector, and the stimulus-boosted U.S. economy, which is 
driving Canadian exports.

The slower vaccination pace in Canada relative to the U.S. is a cause for some
concern in the nearer term.



 
G

P
 

W
E

A
L

T
H

 
M

A
N

A
G

E
M

E
N

T

 

Q1 2021 MARKET COMMENTARY

400-5045 Orbitor Drive, Building 11, Mississauga, On L4W 4V4 | T: 416.622.9969 | E: info@gpwealth.ca | W: gpwealth.caPage | 4 of 4

What's next?

As the economy reopens more completely, investors should keep an eye on con-
tact-intense service industries. Demand for air travel, for example, is highly pent-up 
and likely to overshoot as families book vacations.

Governments eventually will need to consider a combination of tax hikes and spend-
ing cuts to balance their budgets, but concern over slowing the recovery makes this 
improbable for the near future.

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 March 31, 2021

2020 ANNUAL RETURN

+2.17%

+5.51%

 +12.21%

2021 Q1 ACTUAL*

+ 7.27%

+ 6.11%

+ 2.93%

2021 YTD ACTUAL*

+ 7.27%

+ 6.11%

+ 2.93%
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