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Very Rough Seas Ahead, but Smooth Sailing Still
on the Horizon

e An explosion of COVID cases is leading to a sharp reduction to
forecasted GDP growth for 21Q1 in Canada, but very solid growth is
expected as restrictions on activity are lifted by the end of the first
quarter. We expect growth of 4.3% in 2021 and 2022.

e The near-term outlook in the US is more positive than it is in Canada, as
fewer COVID restrictions are implemented south of the border so far
despite an increased prevalence of the virus. For the remainder of the
year, a ramping-up of fiscal support under President Biden is expected
to lift US growth to roughly 5% in 2021, falling to 3.7% in 2022.

o Excess slack will persist, with unemployment rates coming down only
gradually and remaining well above pre-COVID levels for much of the
next two years even as the output gap will close mid-2022. Policy rates
in Canada and the US will remain at current levels for the foreseeable
future, but there is a risk that both central banks raise rates well before
their currently communicated horizon. We will update our rates call
once we have more clarity on the post-COVID recovery.

The COVID storm is raging. The number of infected is climbing exponentially in
many countries and provinces. Despite the vaccine roll-out, and possibly because
of it, measures to slow the spread of the virus appear, thus far, to be having a
limited impact on virus containment. Virus fatigue, the holiday period, the heads-
up given that more restrictive measures would be forthcoming, and the evolution
of much more contagious strains of COVID have all contributed to the worrisome
acceleration in cases and hospitalizations seen so far this year.

This nasty storm should pass. Owing to the vaccine roll-out, the uncertainty at this
point is now focused on the duration of the storm rather than whether or not it will
pass, as was the case when the pandemic first struck last year and severe
restrictions on social engagement were put in place. For the purposes of our
forecast, we assume the bulk of Canadian restrictions remain in place until the
end of March.

A strong rebound is expected after that. Part of that will reflect the re-opening
of the economy in Q2, but we expect a powerful recovery to take us through at
least the end of 2022. In Canada, that is driven by a number of factors:

e Considerable pent-up demand for a range of goods and services that could
be financed by elevated cash balances. As households become less worried
about the impact of the virus on their finances, we anticipate some of these
cash balances will be drawn down.

e  Strong underlying momentum in a number of industries prior to lockdowns.
Monthly GDP for October and Statistics Canada’s estimate for November
suggested much stronger-than-anticipated economic activity at a time when

some virus control measures were being strengthened. The momentum at the
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end of 2020 is raising 2021 growth in this forecast, but it is important to remember that a number of industries and their
workers continue to struggle. The K-shaped recovery is still very much in play.

e Substantial wealth effects. Equity markets have responded very positively to the vaccine, the US election, and the associated
optimism with respect to economic prospects in 2021 and beyond. A similar dynamic has impacted commodity prices, which
have rebounded very sharply in anticipation of a post-COVID economic rebound. Rising house prices are also adding to this
wealth effect. We view the housing market as quite undersupplied and therefore believe prices are likely to rise further.

e Immigration should pick up sharply at some point this year, and government targets suggest strong increases will be observed
until at least 2023.

e Fiscal support will be ramped-up in Canada by $20-30 billion in the next budget. The exact impact of that support will be
assessed as details are announced. In the US, it is clear that the Biden administration will undertake substantially more fiscal
support this year and beyond. For the time being, we are reflecting earlier announced fiscal measures in addition to US$2,000
stimulus cheques. More is likely to be done.

e  Monetary conditions will remain highly supportive of the recovery given central bank pledges to maintain policy unchanged for
an extended period of time. The recent rise in long-term interest rates is consistent with the improved outlook and so should
not be viewed as a brake on growth. Likewise with the appreciation of the Canadian dollar, which reflects a more benign
global risk environment and stronger commodity prices. At current levels, we do not view the loonie as a headwind to growth
and the recovery.

Taken with the current state of COVID dynamics, these fundamentals suggest growth of around 4.3% this year in Canada,
followed by roughly the same progression in 2022. We expect, however, that GDP will fall by around 2% in the first quarter of 2021
before activity rebounds in the second quarter. Of course, the path will be a function of success, or lack thereof, in controlling the
virus over the next several weeks. A re-opening of the economy in early March instead of at the end of the month would lead to
less loss of output in Q1, while imparting stronger momentum in Q2.

Growth forecasts in Canada stand in sharp contrast to those in the US in the early part of the year. While COVID is more prevalent
in the US, restrictions on movements are far less stringent than they are in Canada. As a consequence, the mobility of US
residents has remained quite resilient to COVID in the last few weeks. This is not the case in Canada, as can be seen in chart 1.
As a result, we expect modest GDP growth in the US in the first quarter, while we expect a fall in economic activity in Canada. The
counter to this, obviously, is much worse health outcomes in the US even if vaccine rollout is more rapid south of the border.

For the year as a whole, less COVID-related economic disruptions, combined with a much more substantial increase in fiscal
support and more sensitivity to equity market wealth effects in the US in 2021 should lead growth there to be around 5%, more
than half a percentage more than the 4.3% expected in Canada. That growth advantage should wane in 2022, with Canada’s 4.3%
growth surpassing the 3.7% anticipated in the US.

Risks to the outlook of course remain important. On the downside, slow vaccine rollouts and acceptance can delay the anticipated
rebound, as would further evolution of the virus. More positively, it may be that individuals adapt to the current restrictions and
resume spending more rapidly than we currently assume. Fiscal policy may also be more supportive than expected. Given the
nature of the jobs being affected now and the CERB-like benefits available through the Employment Insurance system, household
income might once again benefit as lockdowns are imposed. It is also possible that more fiscal firepower is deployed in Canada in
the context of the Spring budget, above the $20-30 billion already planned. This is also possible in the US, where we have only
penciled in larger stimulus cheques and not a range of other measures the Biden Administration is likely to pursue.
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International 2010-19 2019 2020e 2021f 2022f 2010-19 2019 2020e 2021f  2022f
Real GDP Consumer Prices
(annual % change) (yly % change, year-end)

World (based on purchasing power parity) 3.7 2.9 -3.9 54 4.2
Canada 2.2 1.9 -5.5 4.3 4.3 1.7 2.1 0.9 1.8 2.2
United States 23 2.2 -3.5 5.0 3.7 1.7 2.0 1.4 2.0 2.5
Mexico 2.7 -0.3 -9.1 3.3 21 4.0 2.8 3.2 3.8 3.6
United Kingdom 1.8 14 -11.1 5.2 4.1 2.2 1.3 0.8 1.3 1.7
Eurozone 1.4 1.3 -7.5 4.8 3.3 1.3 1.3 -0.3 0.9 1.2
Germany 1.9 0.6 -5.9 4.2 3.0 1.3 1.5 -0.3 1.2 1.4
France 1.4 1.5 -9.5 6.0 3.1 1.1 1.5 0.0 1.0 1.3
China 7.9 6.0 2.0 8.3 5.9 2.5 4.5 0.2 2.0 2.6
India 7.2 4.8 -8.0 7.0 7.2 6.7 7.4 4.6 4.1 53
Japan 1.4 0.3 -4.9 3.0 1.0 0.6 0.8 -0.7 0.5 1.0
South Korea 3.5 2.0 -1.2 3.0 2.8 1.8 0.7 0.5 1.7 1.9
Australia 27 1.9 -3.1 2.8 2.6 21 1.8 0.4 1.6 21
Thailand 3.8 2.4 -6.2 4.9 3.8 1.5 0.9 -0.3 1.3 1.7
Brazil 14 14 -3.8 3.0 2.7 6.0 4.3 4.2 4.8 4.6
Colombia 3.8 3.3 -7.5 5.0 4.0 3.9 3.2 1.6 2.8 3.0
Peru 4.8 2.1 -11.5 8.7 4.0 3.0 1.9 2.0 2.0 2.0
Chile 3.6 1.1 -6.0 6.0 3.5 3.2 3.0 3.0 3.0 3.0
Argentina 1.8 -2.1 -10.8 4.3 3.6 23.0 53.8 35.9 42.9 36.5

Commodities
(annual average)

WTI Qil (USD/bbl) 74 57 39 48 52
Brent Oil (USD/bbl) 82 64 43 50 55
WCS - WTI Discount (USD/bbl) -18 -14 -12 -14 -13
Nymex Natural Gas (USD/mmbtu) 3.39 2.53 212 2.70 2.55
Copper (USD/Ib) 3.10 2.73 2.80 3.40 3.50
Zinc (USD/Ib) 1.02 1.16 1.03 1.20 1.15
Nickel (USD/Ib) 7.00 6.31 6.25 7.50 7.25
Aluminium (USD/Ib) 0.89 0.90 0.90 0.90 0.90
Iron Ore (USD/tonne) 101 93 109 115 85
Metallurgical Coal (USD/tonne) 179 185 127 125 140
Gold, (USD/oz) 1,342 1,393 1,771 1,850 1,850
Silver, (USD/oz) 21.64 16.21 20.54 22.00 22.00

Sources: Scotiabank Economics, Statistics Canada, BEA, BLS, IMF, Bloomberg.
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North America 2010-19 2019 2020e 2021f  2022f 2010-19 2019 2020e 2021f  2022f
Canada United States
(annual % change, unless noted) (annual % change, unless noted)

Real GDP 2.2 1.9 -5.5 4.3 43 2.3 2.2 -3.5 5.0 3.7
Consumer spending 2.5 1.7 -6.4 4.3 4.4 2.4 24 -3.7 5.6 3.7
Residential investment 25 -0.2 3.6 11.5 3.9 4.4 -1.7 4.5 7.4 3.1
Business investment® 2.6 0.5 -11.3 0.4 54 5.0 2.9 -4.4 5.1 4.5
Government 1.2 1.7 -0.1 3.0 24 0.0 2.3 1.4 2.0 2.5
Exports 3.4 1.3 -9.7 5.6 55 3.8 -0.1 -12.9 13.4 7.0
Imports 3.7 0.4 -11.6 8.7 4.6 4.5 1.1 -9.7 14.2 5.3

Nominal GDP 4.0 3.6 -5.0 6.9 7.0 4.0 4.0 -24 6.6 6.1

GDP deflator 1.7 1.7 0.5 25 2.6 1.7 1.8 1.1 1.5 2.3

Consumer price index (CPI) 1.7 1.9 0.8 1.6 2.0 1.8 1.8 1.3 1.8 2.3

Core inflation rate** 2.7 1.9 1.7 1.7 2.0 1.6 1.7 1.4 1.8 21

Pre-tax corporate profits 6.3 0.6 -8.9 10.9 4.8 5.2 0.3 -5.1 14.0 5.7

Employment 1.3 2.1 -5.2 4.1 3.1 1.5 1.4 -5.7 1.5 2.3

Unemployment rate (%) 6.9 5.7 9.5 8.1 6.3 6.2 3.7 8.1 6.2 5.1

Current account balance (CAD, USD bn) -57.0 -47.4 -38.2 -39.9 -28.5 -411 -480 -621 -668 -665

Merchandise trade balance (CAD, USD bn) -13.1 -15.4 -35.6 -42.8 -31.4 -764 -864 -900 -1007 -1050

Federal budget balance (FY, CAD, USD bn) *** -18.7 -17.8 -381.6 -121.2 -50.7 -827 -960 -3,311 -3,643 -1,327
percent of GDP -1.1 -0.8 -17.4 -5.2 -2.0 -4.8 -4.5 -15.8 -16.3 -5.6

Housing starts (000s, mn) 201 209 217 204 200 0.99 1.30 1.38 1.52 1.46

Motor vehicle sales (000s, mn) 1,819 1,916 1,545 1,769 1,910 15.7 16.9 14.4 16.3 16.9

Industrial production 2.4 -0.2 -8.9 3.9 4.4 2.1 0.9 -7.0 5.0 3.2

Mexico

(annual % change)

Real GDP 2.7 -0.3 -9.1 3.3 21
Consumer price index (year-end) 4.0 2.8 3.2 3.8 3.6
Current account balance (USD bn) -19.8 -4.4 22.8 -20.7 -23.9
Merchandise trade balance (USD bn) -5.6 54 30.2 -9.8 -19.8

Sources: Scotiabank Economics, Statistics Canada, CMHC, BEA, BLS, Bloomberg. *For Canada it includes capital expenditures by businesses and non-profit institutions.
** US: core PCE deflator; Canada: average of 3 core measures published by the BoC. *** In order to align with US reporting, as of the August 2020 issue of Scotiabank's
Forecast Tables, Canadian Federal and Provincial Budget Balances for FY2020/21 are noted in calendar year 2020, FY2021/22 in calendar year 2021.

Quarterly Forecasts 2019 2020 2021 2022

Canada Q4 Q1 Q2 Q3 Qde Qif Q2f Q3f Q4f Qif Q2f Q3f Q4f
Real GDP (g/q ann. % change) 04 | 7.3 -38.1 40.5 54 2.1 7.9 7.3 50 | 37 35 2.6 1.9
Real GDP (y/y % change) 1.7 -0.3 -12.5 -5.2 -4.0 2.7 11.8 46 45 i 6.0 49 37 2.9
Consumer prices (y/y % change) 21 18 0.0 0.3 0.9 1.2 18 1.6 18 1.8 2.0 2.1 2.2
Avg. of new core CPIs (yly % change) 2.0 18 17 1.7 17 1.7 17 1.7 1.7 1.8 2.0 2.0 21
Unemployment Rate (%) 57 | 6.3 13.0 10.0 8.7 8.9 8.5 7.8 71 6.6 6.3 6.1 6.0
United States

Real GDP (g/q ann. % change) 24 -5.0 -31.4 334 49 15 7.5 6.8 4.2 3.0 25 21 21
Real GDP (yly % change) 23 i 0.3 9.0 2.8 2.2 -0.6 11.2 52 50 54 41 3.0 24
Consumer prices (y/y % change) 20 21 0.4 13 14 16 18 2.0 20 21 2.3 2.3 2.5
Total PCE deflator (y/y % change) 15 | 1.7 0.6 1.2 1.2 14 1.6 1.8 19 2.0 22 22 2.3
Core PCE deflator (y/y % change) 16 i 18 1.0 14 14 1.7 1.7 1.8 20 2.0 2.1 22 22
Unemployment Rate (%) 36 ! 38 13.1 8.8 6.8 6.8 6.3 6.0 57 55 52 5.0 48

Sources: Scotiabank Economics, Statistics Canada, BEA, BLS, Bloomberg.
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2019 2020 2021 2022
Central Bank Rates Q4 Q1 Q2 Q3 Q4 Qif Q2f Q3f Q4f Q1f Q2f Q3f Q4f
Americas (%, end of period)
Bank of Canada 1.75 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
US Federal Reserve (upper bound) 1.75 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
Bank of Mexico 7.25 6.50 5.00 425 4.25 4.00 4.00 3.50 3.50 3.75 4.00 425 4.50
Central Bank of Brazil 4.50 3.75 2.25 2.00 2.00 2.00 2.25 3.25 425 4.75 5.25 5.75 6.25
Bank of the Republic of Colombia 425 3.75 2.75 1.75 1.75 1.75 1.75 2.00 2.75 3.50 4.00 4.00 4.00
Central Reserve Bank of Peru 2.25 1.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.50 0.75 1.00 1.00
Central Bank of Chile 1.75 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.75 1.00 1.50
Central Bank of Argentina 55.00 38.00 38.00 38.00 38.00 40.00 42.00 44.00 46.00 48.00 48.00 48.00 48.00
Europe
European Central Bank MRO Rate 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
European Central Bank Deposit Rate -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50
Bank of England 0.75 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
AsialOceania
Reserve Bank of Australia 0.75 0.25 0.25 0.25 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
Bank of Japan -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10
People's Bank of China 415 4.05 3.85 3.85 3.85 3.85 3.85 3.85 3.85 3.85 3.85 3.85 3.85
Reserve Bank of India 515 4.40 4.00 4.00 4.00 3.50 3.50 3.50 3.50 3.50 3.75 4.25 4.75
Bank of Korea 1.25 0.75 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.75 1.00
Bank of Thailand 1.25 0.75 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.75 1.00
Currencies and Interest Rates
Americas (end of period)
Canadian dollar (USDCAD) 1.30 141 1.36 1.33 1.27 1.27 1.26 1.23 1.23 1.24 1.24 1.25 1.25
Canadian dollar (CADUSD) 0.77 0.71 0.74 0.75 0.79 0.79 0.79 0.81 0.81 0.81 0.81 0.80 0.80
Mexican peso (USDMXN) 18.93 23.67 22.99 22.11 19.91 20.80 2143 21.95 22.09 22.23 22.03 22.05 22.35
Brazilian real (USDBRL) 4.02 5.21 547 5.61 5.19 5.02 4.96 5.07 5.03 5.02 5.02 5.05 5.01
Colombian peso (USDCOP) 3287 4065 3758 3828 3428 3473 3465 3458 3450 3438 3425 3413 3400
Peruvian sol (USDPEN) 3.31 343 3.54 3.60 3.62 3.57 3.56 3.56 3.55 3.52 3.52 3.52 3.50
Chilean peso (USDCLP) 753 854 821 784 712 720 720 720 720 720 720 710 700
Argentine Peso (USDARS) 59.87 64.40 70.46 76.18 84.15 89.90 95.80 99.70  106.10 108.30 107.20 105.00  101.40
Europe
Euro (EURUSD) 112 1.10 112 117 1.22 1.23 1.25 1.26 1.26 1.25 1.25 1.24 1.24
UK pound (GBPUSD) 1.33 1.24 1.24 1.29 1.37 1.36 1.37 1.39 1.40 1.39 1.39 1.38 1.38
AsialOceania
Japanese yen (USDJPY) 109 108 108 105 103 103 102 100 100 102 102 104 104
Australian dollar (AUDUSD) 0.70 0.61 0.69 0.72 0.77 0.77 0.78 0.80 0.80 0.79 0.79 0.78 0.78
Chinese yuan (USDCNY) 6.96 7.08 7.01 6.79 6.53 6.40 6.40 6.20 6.20 6.00 6.00 6.20 6.20
Indian rupee (USDINR) 714 75.5 75.5 73.8 73.1 72.0 72.0 70.0 70.0 68.0 68.0 70.0 70.0
South Korean won (USDKRW) 1,156 1,219 1,203 1,170 1,086 1,080 1,080 1,060 1,060 1,040 1,040 1,060 1,060
Thai baht (USDTHB) 30.0 32.8 30.9 31.7 30.0 29.8 29.8 29.6 29.6 294 294 29.6 29.6
Canada (Yields, %)
3-month T-bill 1.66 0.21 0.20 0.12 0.07 0.10 0.15 0.15 0.15 0.15 0.15 0.15 0.15
2-year Canada 1.69 0.42 0.29 0.25 0.20 0.30 0.40 0.50 0.60 0.65 0.70 0.75 0.80
5-year Canada 1.68 0.58 0.36 0.35 0.39 0.50 0.70 0.90 1.00 115 1.20 1.25 1.30
10-year Canada 1.70 0.69 0.53 0.56 0.68 0.80 1.00 1.20 1.35 1.40 1.45 1.55 1.60
30-year Canada 1.76 1.30 0.99 1.11 1.21 1.40 1.50 1.55 1.65 1.70 1.75 1.85 1.90
United States (Yields, %)
3-month T-bill 1.51 0.05 0.14 0.09 0.08 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
2-year Treasury 1.57 0.25 0.15 0.13 0.12 0.15 0.25 0.40 0.55 0.65 0.75 0.80 0.85
5-year Treasury 1.69 0.38 0.29 0.28 0.36 0.55 0.70 0.85 0.95 1.00 1.10 1.15 1.25
10-year Treasury 1.92 0.67 0.66 0.68 0.91 115 1.20 1.30 1.40 1.50 1.55 1.60 1.60
30-year Treasury 2.39 1.32 1.41 1.46 1.64 1.85 1.90 1.90 1.95 2.00 2.05 2.10 2.10
Sources: Scotiabank Economics, Bloomberg.
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The Provinces
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2010-19
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2022f

Motor Vehicle Sales (units, 000s)

2010-19
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Budget Balances, (CAD mn)

2019*
2020e
2021f
2022f

CA

2.2
19
-5.5
43
4.3

4.0
3.6
-5.0
6.9
7.0

13
2.1
5.2
4.1
3.1

6.9
5.7
9.5
8.1
6.3

201
209
217
204
200

1,819
1,916
1,545
1,769
1,910

-17,800
-381,600
-121,200

-50,700

NL

1.0
4.0
-5.1
2.6
25

3.5
4.1
-7.4
5.7
54

0.5
0.6
5.7
29
21

13.0
1.9
13.7
13.1
1.3

22
0.9
0.8
0.8
1.0

33
34
29
32
33

-1,383
-1,838

* NL budget balance in 2019 is net of one-time revenue boost via Atlantic Accord.
Sources: Scotiabank Economics, Statistics Canada, CMHC, Budget documents; Quebec budget balance figures are after Generations Fund and Stabilization Reserve transfers.
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5.6

44
48
54
50
48

432
454
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430
464

4
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2.3
2.1
-5.6
4.7
4.4

4.1
3.8
4.7
7.0
7.1

1.5
2.9
-5.0
3.9
3.2

7.0
5.6
9.6
8.4
6.5

70
69
82
76
74
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789
611
701
761
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-38,468
-33,100
-28,150

MB

2.1
0.6
-34
3.1
3.0

3.8
1.0
-1.5
4.6
5.2

0.8
0.9
-3.5
4.2
2.7

55
53
7.9
6.4
5.0

6.6
6.9
7.3
6.1
6.5

55
53
46
52
56

-2,048

SK

2.2
0.7
5.3

4.1

3.6

3.3
0.1
-8.0
71
6.5

1.0
1.8
-5.0
4.7
2.8

52
54
8.3
6.4
49

6.0
2.4
3.1
24
3.0

53
46
40
47
50

-319
-2,045
-1,350

-855

AB

2.6
0.1
-7.0
4.1
4.0

3.7
2.7
9.6
8.1
7.6

14
0.5
7.2
43
3.1

6.2
6.9
1.3
9.8
8.1

31
27
24
26
26

237
227
184
212
229

-12,152
-21,329
-15,524

-9,865

BC

2.8
2.7
5.3
43
45

45
44
2.7
6.6
7.2

1.6
2.6
6.2
44
3.1

6.1
4.7
8.8
7.2
5.5

34
45
37
35
34

194
214
170
192
207

-321
-13,643
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