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While it’s too early to declare victory against COVID-19, the economic downturn that came along with aggressive containment

measures in a large number of developed countries appears to have bottomed. The slowing in the number of new cases has al-
lowed many countries to start the long process of reopening their economies. This is a positive development but the severe dam-
age wreaked on the global economy over the space of just the past few months and uncertainty regarding the ability to keep the
virus at bay means 2020 will mark a year of unprecedented decline. The world economy is projected to contract by 3% this year, a
record-breaking drop and a significantly worse outcome than during the Global Financial Crisis.

Policymakers acted aggressively to combat the threat from COVID-19 to the gg\gg}w total government measures
50%

health of their citizens with policies that stopped human interaction in areas
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outside essential services. The impact on economic activity was swiftand ~ «» deferral

= Fiscal programs

broadly based resulting in double-digit declines in output and millions of lost
jobs. In the Euro-area, UK, US and Canada measures to contain the virus
that were unveiled in the second half of March were powerful enough to drive
growth rates into negative territory in the first quarter and set up for much

larger declines in the second. By May, many of these countries were in posi-

tion to relax some of the lockdown measures but progress to the new post- Cnada UK Us  Gemany France  Italy  Spain  Australia
Source: RBC Economics

COVID-19 normal will be calculated and slow.

Outside of aid to fight the pandemic, governments and central banks have ggzsg;l bank balance sheets
provided extraordinary support to help economies manage through the cri-  **
sis. Governments unleashed a torrent of spending as well as loans and :::
guarantees in amounts ranging from 15% to 45% of GDP while central " :::r:;:ei"“ease
banks cut policy rates to record low levels and expanded their balance 5%
sheets to ensure financial markets remain liquid and funds available to bor-  **
rowers. These policies acted as a bridge for households and businesses to :,:
weather the downturn. Many will need to be maintained to ensure the recov- Z j
RBA Boc BoE Fed ece

ery stays on track even after the threat from the virus on people’s health
dissipates.

Source: Haver, RBC Economics

US economy enters new phase

The US economy contracted at a 5% annualized pace in the first quarter, a stunning loss given most measures to combat the virus
were only put in place in the latter half of March. April’s reports were much worse with 20 million jobs lost, massive declines in
household spending and a slump in business activity. With many US states easing restrictions in May, the economic data began to
turn. The combination of a surprising increase in employment, a rise in auto sales and stronger readings of business activity sug-
gests that the economy hit bottom in April. While the May reports were good news, they also served to drive home the depth of the
destruction to the economy that occurred in March and April. Even with the 2.5 million jobs recreated in May, there were closer to
20 million fewer workers on payrolls than before the crisis and the unemployment rate, at 13.3%, was the second highest level on
record since the great depression next to April’s 14.7%. The labour market recovery will continue at a slow pace with policies like
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social distancing to remain in place until a vaccine or more effective treatment is developed and delivered across the country. This
slow progression will mean that sales activity won’t return to pre-crisis levels this year and that investment activity will be limited.
Even with activity starting to come back on line in May, we expect real GDP to fall at a 35% annualized pace in the second quarter
before staging a partial recovery in the second half of the year. On net, this will leave US economy about 5% smaller than in late
2019.

Low rates, government spending bridge economy to other side of crisis

The combination of aggressive policy actions by the US government and central bank prevented an even deeper downturn, and will
be critical for the economy to stay on the path to recovery. Generous government support programs helped households and busi-
ness get through the worst of the crisis. US household incomes jumped 10% ﬁi?}vfjﬂfhﬁr:’“““’ us.
in April despite the massive jobs decline with offsetting support from govern- g
ment payments. The US Federal Reserve cut interest rates to rock-bottom I
levels and instituted programs aimed at ensuring borrowers had access to : I [ | l . I I . l I l

[]

credit. As the economy gradually reopens, governments will need to shift the _
focus from providing relief to supporting the expansion. For its part, the Fed-

4 Annual Growth Rates

eral Reserve will need to keep borrowing costs low for an extended period. | Realcop 2018 2019 20201 2021
With these supports in place, we expect the economy will grow at double- .

- . 2008 2010 2012 2014 2016 2018 2020
digit rates in the second half of the year. Source: Bureau of Economic Analysi, REC Economics

Canada emerging from the depths

Canada also turned the corner in May as the number of new infections slowed and parts of the economy reopened. Losses in out-
put in March and April were unprecedented and created a large chasm which is unlikely to be filled even as the economy grows in
the second half of the year. Like the US, we expect Canada’s GDP will end the year more than 5% lower than in late 2019.

Canada’s labour market improved in May with employment rising by 290,000, a positive step but only amounting to 10% of the jobs
lost in March and April. As Canadians re-entered the labour force, the unemployment rate rose to a record high. Consumer spend-

ing, home resales and measures of business sentiment also improved in May albeit from unprecedented lows. While the May data

was encouraging, the recovery will remain slow and depend on continued progress on curbing the rate of infections.

Real GDP growth: Canada After falling at an 8.2% annualized pace in the first quarter the economy is

¢ Year toYear % change

likely to record a jaw-dropping 32% annualized decline in the second quar-
I ter. Our forecast assumes a gradual pickup in activity in the second half of
, I I I . l I — I . . the year as operations come back on line. Government programs that helped

business and households navigate the darkest days of the downturn will now

~

Annual Growth Rates

4 2018 2019 2020f 2021f act to facilitate the re-entry of workers. Low interest rates and access to
RealGDP 30 17 59 42

3 credit will also be instrumental in guiding the economy back to health. We

look for the recovery to be gradual and uneven with some industries, like

2008 2010 2012 2014 2016 2018 2020

Source: Statistics Canada, RBC Economics energy, hospitality and tourism, remaining weak well into 2021.

The severity of the downturn will leave Canada’s economy running significantly below potential at the end of 2020. Even as more
people return to work, the unemployment rate will remain elevated relative to where it was before the health crisis. Global demand
for Canadian exports, including energy, will also remain subpar weighing on business investment. Consumers are also likely to re-
main hesitant and will face challenges once payments that were deferred during the crisis need to be paid. Low levels of immigra-
tion (another byproduct of the crisis), and an elevated unemployment rate will likely curb the rebound in the housing market with

sales likely to fall by almost 20% and prices, which have held up well so far, likely to come under stronger downward pressure over
the second half of the year.
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Economic forecast detail — Canada

Real growth in the economy
Quarter-over-quarter annualized % change unless otherwise indicated

2019 2020 2021 year-over-year % change
Q Q Q Q4 Q Q Q Q4 Q Q Q Q4 2018 2019 2020F 2021F
Household Consumption 2.4 0.4 2.2 1.8 -9.0 -35.7  25.6 6.1 5.1 4.2 5.2 5.3 2.2 1.6 -6.5 4.2
Durables 5.1 -3.0 0.8 -1.3 -23.3  -38.5 28.2 9.2 4.2 2.8 3.2 3.5 1.7 0.4 -11.6 3.9
Semi-Durables 2.6 1.6 1.2 -2.8 2326 -39.6 30.5 9.5 4.5 3.0 2.8 3.0 1.7 1.4 -14.4 4.0
Non-durables 1.5 -0.4 1.9 1.1 12.9 -10.5 12.5 3.5 3.5 3.5 4.0 4.0 1.8 1.0 3.1 3.7
Services 2.1 1.4 2.8 33 -10.8  -45.8 30.2 6.2 6.0 5.0 6.5 6.5 2.5 2.2 9.0 4.1
NPISH consumption 5.2 -0.5 0.9 2.8 -4.3 -35.7  25.6 6.1 5.1 4.2 5.2 5.3 2.2 1.6 -5.4 4.2
Government expenditures 1.6 1.9 1.6 1.5 -3.8 185 4.5 3.5 3.5 3.0 3.0 3.0 3.0 2.1 -3.4 1.9
Government fixed investment 1.1 7.4 9.4 -1.4 4.6 -10.5 6.5 10.2 3.0 2.0 2.5 2.5 5.2 -0.3 0.8 3.5
Residential investment -4.0 7.2 13.8 1.2 0.4  -40.2 30.2 8.6 7.0 6.0 6.0 6.0 -1.6 0.6 -3.5 5.6
Non-residential investment 21.5 -7.8 3.1 -4.8 -2.7 -33.7 1.3 22.0 8.8 5.3 5.5 6.5 1.4 0.4 7.7 5.5
Non-residential structures 6.9 1.6 7.7 0.7 4.1 344  -10.5 305 9.5 5.5 4.2 4.2 -0.6 0.7 -5.2 5.0
Machinery & equipment 469  -20.3 -3.7 -13.2 -13.1 -32.5 21.6 7.5 7.5 5.0 6.0 7.9 4.7 0.1 -11.8 54
Intellectual property -17.0 2.4 1.1 -6.9 1.0 -20.0 9.8 2.0 1.0 1.0 1.0 1.0 3.9 -4.8 -3.6 0.8
Final domestic demand 3.4 0.1 3.2 0.8 -6.0 -30.9 18.2 7.3 5.1 4.1 4.7 4.8 2.1 1.3 5.2 4.0
Exports -2.7 9.0 -0.4 -4.5 -11.3 -44.8 33.5 26.0 5.4 2.0 2.5 2.2 3.1 1.3 -8.9 6.4
Imports 10.0 -4.4 0.2 -3.2 -10.7  -46.8 37.8 24.5 4.0 2.0 2.0 1.8 2.6 0.6 9.5 5.9
Inventories (change in $b) 23.8 18.8 8.4 9.4 -2.0 -12.0 4.0 7.0 4.5 4.0 4.5 4.5 13.0 15.1 -0.7 4.4

Real gross domestic product 1.2 3.2 11 06 -8.2 -320 200 80 5.0 40 50 5.0 2.0 1.7 -59 4.2

Other indicators
Year-over-year % change unless otherwise indicated

Business and labour

Productivity 0.6 0.4 0.5 0.7 2.4 17.7 9.1 2.5 0.7 -12.2 -5.1 1.7 -0.1 0.6 7.9 -4.1

Pre-tax corporate profits -3.5 3.4 -5.4 5.5 3.1 555  -249 7.7 -3.3 1041 345 172 2.5 0.1 234 284

Unemployment rate (%)* 5.8 5.6 5.6 5.7 6.3 13.5 9.5 8.5 8.1 7.7 7.4 7.0 5.8 5.7 9.5 7.6
Inflation

Headline CPI 1.6 2.1 1.9 2.1 1.8 -0.1 -0.1 -0.1 0.0 1.3 1.4 1.6 2.3 1.9 0.4 1.1

CPI ex. food and energy 1.9 2.3 2.2 1.9 1.8 0.9 0.5 0.7 0.5 1.2 1.5 1.5 1.9 2.1 1.0 1.2

External trade

Current account balance ($b)* -69.3 -35.7 -45.9 -37.2 -444 -72.7 -740 -63.9 -642 -60.8 -57.9 -49.8 -222.0 -188.0 -63.7 -58.2
% of GDP* -3.1 -1.5 2.0 -1.6 -1.9 =2 -3.4 S289 -2.8 -2.7 e85 Ll -10.0 -85 28 2.7
Housing starts (000s)* 187 224 223 201 208 170 186 191 181 185 194 196 213 209 189 189

Motor vehicle sales (mill., saar)* 2.02 1.94 1.97 1.93 1.74  0.85 1.47 1.53 1.59 1.64 1.69 1.73 2.04 196 1.40 1.66

*Period average
Source: Statistics Canada, RBC Economics
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Economic forecast detail — United States

Real growth in the economy
Quarter-over-quarter annualized % change unless otherwise indicated

2019 2020 2021 year-over-year % change
QU @ @8 4 o Q@ @ 04 Q1 Q2 Q3 Q4 2018 2019 2020F 2021F
Consumer spending 1.1 4.6 3.1 1.8 -6.8 -40.8 25.7 119 8.0 5.6 4.1 4.1 3.0 2.6 -6.7 5.4
Durables 0.3 13.0 8.1 2.7 -13.2 -394 23.0 9.8 6.8 2.5 3.0 3.0 6.3 4.8 -7.2 3.8
Non-durables 2.2 6.5 3.9 0.6 7.7 -357 224 9.2 6.8 2.5 3.5 3.5 3.0 3.2 -2.5 4.2
Services 1.0 2.8 2.2 24 97 -42.6 271 131 8.6 7.0 4.5 4.5 2.5 2.1 -7.9 6.1
Government spending 29 438 1.7 25 08 90 15 1.5 241 1.0 2.0 2.0 1.7 2.3 -0.3 1.0
Residential investment 1.1 29 4.6 6.5 185 -21.9 16.7 7.8 7.2 4.5 5.5 5.5 -1.5 -1.5 3.7 5.5
Non-residential investment 44 1.0 -23 -25 79 -426 91 89 69 49 25 338 6.4 2.1 -109 2.2
Non-residential structures 40 -111 99 -73 -39 -300 -141 186 126 72 6.5 65 4.1 -43  -11.2 45
Equipment & software -0.1 0.8 -3.8 42 167 -75.7 225 8.2 6.4 5.5 4.0 4.0 6.8 1.3 1.6 4.1
Intellectual property 10.9 3.6 4.6 2.8 1.0 -12.6 7.6 4.0 4.0 3.0 2.0 2.0 7.4 7.5 0.2 2.7
Final domestic demand 1.8 3.6 2.2 1.5 -48 -34.8 19.0 9.6 6.8 4.7 3.8 3.8 3.0 2.3 -5.5 4.4
Exports 4.2 5.7 0.9 2.1 -8.7 -61.1 248 8.2 3.5 2.0 3.5 4.5 3.0 0.0 -14.9  -0.1
Imports -1.5 0.0 1.8 -84 -15.5 -56.2 26.2 8.6 4.5 2.2 2.0 2.5 4.4 1.0 -16.0 0.9
Inventories (change in $b) 116.0 69.4 694 13.1 -67.2 -75.0 -20.0 0.0 12.0 25.0 25.0 25.0 48.2 67.0 -40.6 21.8

Real gross domestic product 314 2.0 2.1 2.1 -5.0 -35.0 20.0 10.0 7.0 5.0 40 40 29 2.3 -5.5 4.8

Other indicators
Year-over-year % change unless otherwise indicated

Business and labour

Productivity 2.1 2.1 1.7 1.9 0.3 2.3 1.9 1.0 2.7 0.5 1.3 2.5 1.5 2.0 1.4 1.7

Pre-tax corporate profits 22 13 12 22 -85 -35.0 -31.7 -25.6 -10.1 248 20.3 8.8 3.4 0.0 253 93

Unemployment rate (%)* 3.9 3.6 3.6 3.5 3.8 13.7 103 7.0 6.7 6.0 5.8 5.6 3.9 3.7 8.7 6.0
Inflation

Headline CPI 1.6 1.8 1.8 2.0 2.1 0.3 0.0 -0.2 0.1 1.7 241 2.3 2.4 1.8 0.6 1.6

CPI ex. food and energy 21 2.1 2.3 2.3 2.2 1.3 0.6 0.5 0.5 1.5 2.0 2.2 2.1 2.2 1.2 1.5

External trade

Current account balance ($b)* -548 505 -502 439 -396 -221 -246 -280 -284 -291 -303 -319  -491 -498  -286  -299
% of GDP* 26 -24 -23 -20 -1.8 -1.1 12 14 13 14 -14 -14 2.4 -2.3 -1.4 -1.4
Housing starts (000s)* 1204 1257 1288 1433 1487 1300 1310 1310 1315 1315 1320 1320 1248 1295 1352 1318

Motor vehicle sales (millions, saar)* 16.8 17.0 17.0 16.7 15.0 4.8 82 145 160 16.1 16.0 159 17.2 17.0 10.6 16.0

*Period average
Source: Bureau of Economic Analysis, RBC Economics
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Financial market forecast detail

Interest rates—North America
%, end of period

19Q1 19Q2 19Q3 19Q4 20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 2018 2019 2020F 2021F

Canada

Overnight 1.7 175 175 175 025 025 025 025 025 0.25 0.25 025 175 175 0.25 0.25
Three-month 1.67 166 165 166 0.21 0.25 025 020 0.20 0.25 0.25 0.30 1.64 1.66 0.20 0.30
Two-year 155 147 158 170 042 040 045 050 050 050 060 070 1.86 1.70 0.50 0.70
Five-year 152 139 140 169 059 050 055 060 060 0.65 0.8 09 1.8 1.69 0.60 0.90
10-year 1.62 147 136 170 0.70 0.70 0.65 070 0.70 0.85 1.00 1.10 197 1.70 0.70 1.10
30-year 1.89 169 153 176 131 120 115 110 110 1.20 130 135 2.18 1.76 1.10 1.35
Yield curve (10s-2s) 7 0 -22 0 28 30 20 20 20 35 40 40 11 0 20 40
United States

Fed funds* 250 250 200 175 025 025 0.25 025 0.25 0.25 0.25 0.25 250 175 0.25 0.25
Three-month 240 212 1.8 155 011 015 015 0.15 0.15 0.15 015 015 245 155 0.15 0.15
Two-year 227 175 163 158 023 025 030 035 04 045 055 065 248 158 0.35 0.65
Five-year 223 176 155 1.69 037 045 050 0.60 070 0.75 090 1.00 251 1.69 0.60 1.00
10-year 241 200 168 192 070 0.70 0.75 090 1.00 1.10 125 135 269 192 0.90 1.35
30-year 281 252 212 239 135 135 140 150 155 160 165 1.70 3.02 239 150 1.70
Yield curve (10s-2s) 14 25 5 34 47 45 45 55 60 65 70 70 21 34 55 70

Yield spreads
Three-month T-bills -0.73 -0.46 -0.23 0.11 0.10 0.10 0.10 0.05 0.05 0.10 0.10 0.15 -0.81 0.1 0.05 0.15

Two-year -0.72 -0.28 -0.05 0.12 0.19 0.5 015 0.15 0.10 0.05 005 0.05 -0.62 0.12 0.15 0.05
Five-year -0.71 -0.37 -0.15 0.00 0.22 0.05 0.05 0.00 -0.10 -0.10 -0.10 -0.10 -0.62 0.00 0.00 -0.10
10-year -0.79 -0.53 -0.32 -0.22 0.00 0.00 -0.10 -0.20 -0.30 -0.25 -0.25 -0.25 -0.72 -0.22 -0.20 -0.25
30-year -092 -0.83 -0.59 -0.63 -0.04 -0.15 -0.25 -0.40 -0.45 -0.40 -0.35 -0.35 -0.84 -0.63 -0.40 -0.35

Note: Interest Rates are end of period rates. * Top of 25 basis point range

Interest rates—International
%, end of period

19Q1 19Q2 19Q3 19Q4 20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 2018 2019 2020F 2021F

United Kingdom

Repo 0.75 075 075 075 0.10 0.10 0.10 -0.15 -0.15 -0.15 -0.15 -0.15 0.75 0.75 -0.15 -0.15
Two-year 0.63 0.62 037 054 013 0.00 -0.10 -0.25 -0.25 -0.15 -0.10 -0.10 0.75 0.54 -0.25 -0.10
10-year 099 084 049 083 034 030 025 010 0.15 0.20 0.25 030 1.27 0.8 0.10 0.30
Euro Area

Deposit rate -0.40 -0.40 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.40 -0.50 -0.50 -0.50
Two-year -0.60 -0.73 -0.74 -0.59 -0.69 -0.60 -0.60 -0.60 -0.60 -0.60 -0.60 -0.60 -0.59 -0.59 -0.60 -0.60
10-year -0.07 -0.33 -0.58 -0.19 -0.48 -0.50 -0.50 -0.40 -0.35 -0.30 -0.25 -0.20 0.25 -0.19 -0.40 -0.20
Australia

Cash target rate 150 125 1.00 075 025 025 025 025 025 025 025 025 150 075 025 0.25
Two-year swap 147 098 0.76 092 024 020 020 0.20 0.20 0.20 020 0.20 1.89 0.92 0.20 0.20
10-year swap 1.78 132 101 137 077 09 08 09 09 100 110 1.10 232 137 090 1.10
New Zealand

Cash target rate 1.75 150 1.00 100 025 025 025 025 0.25 025 025 025 175 1.00 0.25 0.25
Two-year 162 135 092 125 052 045 040 040 040 040 040 040 196 1.25 0.40 0.40

10-year 215 178 120 178 092 095 090 09 09 09 1.00 1.10 264 1.78 0.90 1.10



http://www.rbc.com/economics/index.html?utm_medium=pdf&utm_source=document&utm_campaign=doclink

MARKET OUTLOOK | JUNE 2020 rbc.com/economics

Outlook

Growth outlook
% change, quarter-over-quarter in real GDP

19Q1 19Q2 19Q3 19Q4 20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 2018 2019 2020F 2021F
Canada*® 1.2 32 11 06 -82 -320 200 80 50 40 50 50 20 1.7 -59 42
United States* 34 20 21 21 -5.0 -350 200 100 70 50 40 40 29 23 -55 438
United Kingdom 0.7 -0.2 0.5 00 -20 -187 204 12 16 12 03 04 13 14 -71 7.6

Euro area 05 01 03 01 -3.8 -257 240 52 65 3.6 02 00 19 1.2 -12.3 16.7
Australia 05 06 06 05 -03 -85 39 08 07 07 08 07 28 1.8 -45 2.1

Inflation outlook
% change, year-over-year
19Q1 19Q2 19Q3 19Q4 20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 2018 2019 2020F 2021F

Canada* 16 21 19 21 18 -01 -01 01 00 13 14 16 23 19 0.4 1.1
United States* 16 18 18 20 21 03 00 -02 01 17 21 23 24 18 06 1.6
United Kingdom 1.8 20 19 14 17 09 07 10 09 14 14 15 25 18 11 13
Euro area 14 14 10 10 11 01 02 03 03 13 13 14 18 12 04 1.0
Australia 1.3 16 1.7 18 22 09 10 09 11 23 22 22 19 16 13 2.0

Exchange rates
End of period

19Q1 19Q2 19Q3 19Q4 20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 2018 2019 2020F 2021F

AUD/USD 0.71 0.70 0.68 0.70 0.61 0.67 065 0.64 0.63 063 0.63 0.63 070 0.70 0.64 0.63
USD/CAD 133 131 132 130 14 136 138 1.40 138 137 136 135 136 130 140 1.35
EUR/USD 112 114 109 112 110 112 114 115 114 113 112 111 115 112 115 1.1
usb/JPY 110.9 107.9 108.1 108.6 107.5 105.0 100.0 95.0 97.0 99.0 101.0 103.0 109.7 108.6 95.0 103.0
USD/CHF 1.00 098 1.00 097 09 094 092 09 093 094 09% 097 098 097 092 0.97
GBP/USD 130 127 123 133 124 124 124 122 120 118 1.17 116 128 133 122 1.16

Note: Exchange rates are expressed in units per USD, with the exception of the EUR, GBP, and AUD, which are ex-
pressed in USD per local currency unit.
Source: Reuters, RBC Economics Research forecasts
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