
Historic times usher historic markets, which are 
seeing a sector rotation -not a correction- as bond 
yields rise. We expect the ten year U.S. Treasury to 
continue to move up further before reaching an 
equilibrium of around two percent. Historically, rising 
interest rates which are not Central Bank initiated are 
generally not adverse to stock markets. Meanwhile 
the economy continues to beat consensus estimates, 
as the rebound continues to gain momentum. 
February’s core consumer price index (CPI) came in 
at just 1.3%, suggesting very mild inflationary 
pressures, while the labour market improves as the 
vaccine rollout is narrowing the labour-activity gap. 
The bulk of the jobs lost during the pandemic were in 
contact-intensive industries, and that is where we see 
the biggest employment gains to come in the second half of this year.

We are of the view that only a persistent and meaningful increase in the inflation rate can interrupt 
the bull market run. Outside of the temporary negative effects fo the pandemic and previously the 
unexplained pullback in equities in Q4 of 2018, the long lasting economic recovery since the 
Financial Crisis of 2008 has propelled capital markets to higher levels for twelve straight years now. 
Absent of runaway inflation or another financial crisis, our outlook is for further market gains going 
forward.

The big question is what will the private sector do with the extra savings they have (approximately 
$2.5 Trillion)?  It is true that the manner on how household savings are spent will determine the 
trajectory of inflation. But is unlikely that consumers will spend it all, therefore moderating inflationary 
pressures, and we expect that much of it will be spent on close proximity services like restaurant 
meals, personal services and travel. Beyond this, we believe that the the economy is gearing up for 
a post-Covid boom in business, residential and public capital formation. People have the cash 
reserves to match the needed investments and therefore the ability to supplement decades of under 
investment. Rebuilding infrastructure including transit systems, utility lines, ports, sewers and 
broadband networks will lay the foundation for future economic growth well into the next decade.

Of course we’re not out of the woods yet, and the vaccination program here in Canada is 
progressing at an agonizingly slow pace. But vaccines are on the way and with Spring around the 
corner, hope springs eternal. As with investing, patience is required. 

Be safe, be well!
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