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Canada Outlook April 2021

Economy in restoration phase, markets hypersensitive

Q1 review and outlook  
Canada remains in the restoration phase of the economic cycle, as activity is 

still below pre-COVID-19 levels in major economies other than China. At HSBC 

Global Asset Management (Canada) Limited, we support the widely held view 

that the pace of recovery will depend on vaccine delivery and continued policy 

support from governments and central bankers.  

High unemployment rates, stressed corporate balance sheets and fragile 

confidence mean the global economy needs this ongoing policy support. Near-

term volatility aside, inflation is likely to remain modest over the next few 

months. 

However, against the pandemic’s dreary backdrop, positive news continues to 

come in fits and starts. March US jobs data showed over 900,000 new jobs 

were added, the most since August. Equity markets reacted positively, and the 

S&P/TSX Composite Index hit a new intraday high of 19,082.65 on April 5. The 

next day, the International Monetary Fund forecast the global economy will 

expand by 6% in 2021. It would be the fastest expansion for the global 

economy in decades. 

The key question for investors is: “Has the market 
rally in growth-sensitive assets now played out?”  
With valuations now richer, small disappointments related to this scenario could 

affect markets. We call this “hypersensitivity.” The most dramatic example of 

this hypersensitivity was seen in the sharp sell-off in longer-dated US Treasuries 

in the first quarter as investors grew concerned that interest rates would have to 

rise to contain inflation. Higher interest rates would make stocks relatively less 

attractive and potentially undermine gains this year. 

On March 30, 10-year yields rose 0.06 percentage points to 1.77%, the highest 

level since the onset of the global pandemic. However, our analysis suggests 

investor concerns about the potential for rising interest rates have been 

overplayed. This view is supported by strong messages from both the US 

Federal Reserve and the Bank of Canada that a low interest policy remains 

firmly in place, something that should ultimately placate investors.  

Ultralow interest rates have fuelled red-hot housing markets in many areas of 

Canada, leading to calls for policymakers to act to tamp down prices. Some 

commentators have suggested interest rates should be raised to cool the 

housing market. But this would pose a risk to economic growth, and we feel 

there is no likelihood that the Bank of Canada will intervene in the housing 

market by raising rates.  

Key takeaways 
 Canada remains in the 
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about the potential for 
rising interest rates 
have been overplayed. 
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Canadian market and economic highlights

We continue to favour 
equities and see higher 
upside risks as policy error 
(such as raising interest 
rates too early) becomes 
less likely in the short run.  

We’re starting to see a 
rotation away from high-
flying tech stocks into 
more traditional 
businesses.  

The S&P/TSX Composite 
Index was up 8.05% in the 
first quarter. 

The FTSE Canada Universe 
Bond Index finished the 
first quarter down 5.04%. 

Investment strategy highlights 
We continue to favour equities and see higher upside risks as policy error (such 

as raising interest rates too early) becomes less likely in the short run. But we 

need to be vigilantly bullish. Valuations have become less attractive, and virus 

trends remain uncertain, while higher bond yields are a key risk to monitor. 

Focusing on good-quality names remains central to our approach. We’re 

starting to see a rotation away from high-flying tech stocks into more 

traditional businesses. We think this is another healthy sign for the market, and 

it should take some speculative excess away as investors start to focus on 

fundamentals as the economic picture becomes clearer. Canada’s commodity-

heavy equity market is poised to benefit as demand increases for key 

economic inputs like energy. 

Overall, the return potential of Canadian equities continues to look more 

attractive than that of Canadian fixed income on a relative basis. In fixed 

income, we see value in higher-quality corporate bonds.  

In equities, we continue to concentrate on companies with strong balance 

sheets that should be well positioned to take advantage of a recovering 

economy. We will continue to patiently make targeted investments in these 

and other equities that are priced for good long-term value.  

Market highlights 

Canadian equities, as measured by the S&P/TSX Composite Index, were up 

8.05% in the first quarter and up 44.25% in the 12 months to March 31, 2021. 

Canadian bonds, as measured by the FTSE Canada Universe Bond Index, 

finished the first quarter down 5.04% and were up 1.62% in the 12 months to 

March 31, 2021. 

S&P/TSX Composite Index and Sector Performance 
(period ended March 31, 2021) 

3-Month 1-Year 3-Year* 5-Year* 10-Year*

S&P/TSX Composite Index 8.05% 44.25% 10.19% 10.05% 6.00% 

Energy 20.32% 40.64% -1.00% 0.32% -2.70% 

Materials -6.87% 39.02% 9.84% 9.95% -2.29% 

Industrials 6.62% 46.87% 16.20% 16.64% 13.97% 

Consumer Discretionary 12.45% 95.97% 9.48% 10.94% 12.71% 

Consumer Staples 2.54% 17.94% 9.86% 6.18% 14.32% 

Healthcare 37.96% 69.12% -2.72% -6.76% -5.97% 

Financials 13.89% 46.69% 9.69% 11.54% 10.00% 

Information Technology -1.06% 85.71% 44.59% 32.49% 14.91% 

Communication Services 7.07% 12.17% 7.37% 6.40% 10.66% 

Utilities 3.43% 25.88% 16.61% 12.17% 8.62% 

Real Estate 9.96% 40.32% 7.72% 7.61% 9.66% 

 *Compound annual growth rate. Source: Bloomberg as at March 31, 2021. Performance stated in 
Canadian dollar total returns. 
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Q2 outlook: Expanding vaccine rollout should drive growth

The pace of activity has 
accelerated faster than 
expected and we now 
expect Canadian GDP to 
get back to pre-COVID 
levels later this year. 

Statistics Canada released 
encouraging reports on 
retail sales, manufacturing, 
inflation and 
unemployment. 

Economic data surprises on the upside despite 
ongoing lockdowns and new COVID-19 variants  
On the macroeconomic side, what we are seeing quarter-over-quarter is that 

the pace of activity has accelerated faster than expected. For example, we now 

expect Canadian GDP to get back to pre-COVID levels later this year, whereas 

previously our forecasts didn’t see this happening until 2022.  

Canadian GDP was on track to grow at close to a 4% annualized pace in the 

first quarter, despite the second-wave shutdowns. Consensus forecasts at the 

start of the first quarter had projected a decline in GDP. 

The Ontario and Quebec budgets released in late March described their 

respective economies recovering faster from the pandemic than previously 

expected. A surge in household spending prompted both governments to 

upgrade their GDP estimates from their lower projections in November. 

In mid-March, Statistics Canada released encouraging reports on retail sales, 

manufacturing and inflation. February job numbers showed that the labour 

market had quickly reversed huge job losses caused by the second wave of 

COVID-19 infections. But more job gains are needed to undo the damage from 

the pandemic.  

When Canada and four other major economies are forecasted to  
return to pre-COVID levels of economic activity 

Source: Bloomberg as at March 30, 2021. 

On balance, we remain vigilantly bullish 
While our return expectations have moderated after the sharp rebound in 2020, 

on balance we remain vigilantly bullish. The ongoing rotation toward stable 

businesses will likely spell good news for Canadian investors.  

While we expect Canada to post positive economic growth, we also expect 

this growth to be uneven across sectors. The potential for trade tensions with 

China is a possible headwind, but more stable US politics and trade policy are 

also welcomed as these and other headwinds, such as ongoing supply chain 

disruptions, recede.  
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Important Information: 

All quoted returns are total returns as at March 31, 2021 in Canadian dollars. Sources include HSBC Global Research, 
Bloomberg, Statistics Canada and the Bank of Canada. 

This document or video has been prepared by HSBC Asset Management (“AM”) and is distributed by and/or made 
available to clients of HSBC Investment Funds (Canada) Inc. (“HIFC”), HSBC Private Investment Counsel (Canada) Inc. 
(“HPIC”) and the HSBC InvestDirect division within HSBC Securities (Canada) Inc. (“HIDC”) (“we” refers to AM, HIFC, 
HPIC, and HIDC collectively). 

The contents of this document or video may not be reproduced or further distributed to any person or entity, whether in 
whole or in part, for any purpose or otherwise, without the prior written permission of AM. All non-authorised 
reproduction or use of this document or video will be the responsibility of the user and may lead to legal proceedings. 

The material contained in this document or video is for general information purposes only and does not constitute advice 
or a recommendation to buy or sell investments. Some of the statements contained in this document or video may be 
considered forward-looking statements which provide current expectations or forecasts of future events. Such forward-
looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results 
may differ materially from those described in such forward-looking statements as a result of various factors. We do not 
undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual 
results could differ from those projected in the forward-looking statements. This document or video has no contractual 
value and is not by any means intended as a solicitation, nor a recommendation for the purchase or sale of any financial 
instrument in any jurisdiction in which such an offer is not lawful. The views and opinions expressed herein are those of 
AM at the time of preparation, and are subject to change at any time. These views may not necessarily indicate current 
portfolios' composition. Individual portfolios managed by AM or HSBC Global Asset Management (Canada) Limited 
(“AMCA”) primarily reflect individual clients' objectives, risk preferences, time horizon, and market liquidity. 

The value of investments and the income from them can go down as well as up and investors may not get back the 
amount originally invested. Past performance contained in this document or video is not a reliable indicator of future 
performance whilst any forecasts, projections and simulations contained herein should not be relied upon as an 
indication of future results. Where overseas investments are held, the rate of currency exchange may cause the value of 
such investments to go down as well as up. Investments in emerging markets are by their nature higher risk and 
potentially more volatile than those inherent in some established markets. Economies in emerging markets generally are 
heavily dependent upon international trade and, accordingly, have been and may continue to be affected adversely by 
trade barriers, exchange controls, managed adjustments in relative currency values and other protectionist measures 
imposed or negotiated by the countries with which they trade. These economies also have been and may continue to be 
affected adversely by economic conditions in the countries in which they trade. 

We accept no responsibility for the accuracy and/or completeness of any third party information obtained from sources 
we believe to be reliable but which have not been independently verified. 

This information has been prepared for informational purposes only, and is not intended to provide and should not be 
relied on for accounting, legal or tax advice. You are advised to obtain appropriate professional advice where necessary. 

All products and services of HIFC, AMCA, HIDC and HPIC are only available for sale to residents of Canada, unless the 
laws of a foreign jurisdiction permit sales to its residents. Please contact an HSBC Mutual Fund Advisor or HPIC 
Investment Counsellor for more details. The contents of this report should not be considered an offer to sell or a 
solicitation to buy products or services to any person in a jurisdiction where such offer or solicitation is considered 
unlawful. 

Important Information about HSBC Global Asset Management (Canada) Limited (“AMCA”) 

HSBC Asset Management is a group of companies in many countries and territories throughout the world, including 
AMCA, that are engaged in investment advisory and fund management activities, which are ultimately owned by HSBC 
Holdings plc. AMCA is a wholly owned subsidiary of, but separate entity from, HSBC Bank Canada. 

Important Information about HSBC Investment Funds (Canada) Inc. (“HIFC”) 

HIFC is the principal distributor of the HSBC Mutual Funds and offers the HSBC Mutual Funds and/or the HSBC Pooled 
Funds through the HSBC World Selection® Portfolio service. HIFC is a subsidiary of AMCA, and indirect subsidiary of 
HSBC Bank Canada, and provides its products and services in all provinces of Canada except Prince Edward Island. 
Mutual fund investments are subject to risks. Please read the Fund Facts before investing.
®World Selection is a registered trademark of HSBC Group Management Services Limited. 

Important Information about HSBC Private Investment Counsel (Canada) Inc. (“HPIC”) 

HPIC is a direct subsidiary of HSBC Bank Canada and provides services in all provinces of Canada except Prince Edward 
Island. The Private Investment Counsel service is a discretionary portfolio management service offered by HPIC. Under 
this discretionary service, assets of participating clients will be invested by HPIC or its delegated portfolio manager, HSBC 
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Global Asset Management (Canada) Limited (“AMCA”), in securities, including but not limited to, stocks, bonds, mutual 
funds, pooled funds and derivatives. The value of an investment in or purchased as part of the Private Investment 
Counsel service may change frequently and past performance may not be repeated. 

Important Information about HSBC InvestDirect (“HIDC”) 

HIDC is a division of HSBC Securities (Canada) Inc., a direct subsidiary of, but separate entity from, HSBC Bank Canada. 
HIDC is an order execution only service. HIDC will not conduct suitability assessments of client account holdings or of the 
orders submitted by clients or from anyone authorized to trade on the client’s behalf. Clients have the sole responsibility 
for their investment decisions and securities transactions. 

The S&P/TSX Index is a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use by 
HSBC Global Asset Management (Canada) Limited. Copyright © 2021 by S&P Dow Jones Indices LLC, a subsidiary of the 
McGraw-Hill Companies, Inc., and/or its affiliates. All rights reserved. Redistribution, reproduction and/or photocopying in 
whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. For more information on any of 
S&P Dow Jones Indices LLC’s indices please visit www.spdji.com (http://www.spdji.com). S&P® is a registered trademark 
of Standard & Poor’s Financial Services LLC and Dow Jones® is a registered trademark of Dow Jones Trademark 
Holdings LLC. Neither S&P Dow Jones Indices LLC nor its affiliates make any representation or warranty, express or 
implied, as to the ability of any index to accurately represent the asset class or market sector that it purports to represent 
and neither S&P Dow Jones Indices nor any of its affiliates or third party licensors shall have any liability for any errors, 
omissions, or interruptions of any index or the data included therein. 

All rights in the FTSE Canada Universe Bond Index (the “Index”) vest in the relevant LSE Group company which owns the 
Index. FTSE Canada Universe Bond Index is a trade mark(s) of the relevant LSE Group company and is/are used by any 
other LSE Group company under license.  

MSCI, the MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any 
form and may not be used as a basis for or a component of any financial instruments or products or indices. None of the 
MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from making) any 
kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an 
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on 
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each 
of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information 
(collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of 
originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) 
with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability 
for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other 
damages. (www.msci.com). 

Past performance is not an indication of future returns. 

Copyright © HSBC Asset Management Limited 2021. All rights reserved. 
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