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The world has changed
March 2020

The coronavirus upends the global growth picture

Since our last update in December, the outlook for the global economy has been severely impacted by the spread of COVID-19
amplified by the sharp decline in oil prices that will magnify the pain of virus-related shocks in oil-producing regions. Central banks
have responded by lowering interest rates. Governments are also stepping in with stimulus measures to help blunt the impact. Will
these actions be enough? Financial markets remain skeptical, with equity markets plunging and investors running to the safety of
government bonds. Even with aggressive intervention, it is increasingly likely that countries around the world will fall into recession
this year. This is particularly true in Canada where the combination of falling oil prices and virus-related stoppages are likely to
overwhelm any lift that lower interest rates and government spending provide. We expect that the economy will contract in the sec-
ond and third quarters driving annual growth in Canada down to just 0.2%.

Financial markets brace for a global recession

Worries about the impact of COVID-19 on the global
economic outlook ramped up in February as financial

COVID-19 alters global growth outlook

real GDP growth, %
markets extrapolated what looked like a modest hit to the

world economy into a full-fledged economic downturn. As
the virus spread outside China, governments and busi-
nesses reacted aggressively — closing schools and can-
celing events and flights, and in the case of ltaly, impos-
ing a country-wide lockdown. The direct hit to activity
from the interruption of global supply chains along with
falling travel and tourism activity resulted in downward
adjustments to 2020 growth forecasts. The OECD cut its
baseline projection for its member countries by 0.5 per-
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centage points and said there is a risk that the hit might m December 2019 Forecasts ® March 2020 Forecasts
be as big as 1.5 ppts. China, the economy initially affect-

Source: RBC Economics
ed, is now forecast to expand at the slowest pace since

1990. This projection assumes that a sharp decline in the first quarter will prove temporary. The anticipated slowing in the UK and
Euro area economies is now expected to be more severe, with the US economy headed for slowest year since the Great Reces-
sion and Canada likely headed into recession. These downgrades align more closely with what financial markets anticipate. The
rout in global stock markets continues with the world index down almost 20% from its February 12 high. Yields on government
bonds repriced and now imply central bankers could see policy move beyond the extraordinary stimulative levels that followed the
Great Recession.

Central banks act aggressively

Investors’ demand for a coordinated global policy response saw central banks first off the mark with the US Federal Reserve mak-
ing its first inter-meeting cut to the policy rate since October 2008. The Bank of Canada matched the Fed’s 50bps cut at its regular-
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ly scheduled meeting the next day. Taking a page from Policy rates: International

the Fed, the BOE moved ahead of a scheduled meeting 1o _%

and lowered rates by 50bps and implemented a scheme = Canada [REESE ===
to support lending to small businesses. The ECB also —US

acted with targeted measures including quantitative eas-  2:0 1 vk

ing and cheap financing for the corporate sector. We
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expect central banks with room to move rates lower will ;|

do so in the months ahead to ease financial pressures JJ &

for households and businesses. L — —J e
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Governments have and will continue to unveil policies — |

aimed at supporting industries and individuals impacted

by the virus. Over the past week, stimulus packages -1.02(;10 2012 2014 2016 2018 2020

have been announced in the UK and to a lesser extent in Source: FRB, BoC, ECB, BoE, RBA, RBNZ, RBC Economics

Canada. Governments in the US and Europe are also
preparing their stimulus packages.

Data vacuum on virus effect

So far, few economic releases outside of China have captured the virus effect. China’s business sentiment index fell to a record low
in February and factory and retail activity likely slumped, underpinning the cuts to the growth forecast. Chinese exports plunged in
February. We anticipate similar reports will emerge in Europe as school closures and event cancellations show up in the economic
data. Our current view is that the hit outside of China will be most evident in Q2 and look for a negative print in most countries we
follow.

US policymakers lean in

US data have yet to show any impact from the virus outside of anecdotal reports and panic in the financial markets. Consumers are
in good shape with jobs and healthy balance sheets, and to-date confidence readings remain high. Businesses are facing challeng-
es with supply chains interrupted and residual tariffs on Chinese imports causing strains and lower oil prices weighing on energy
producers. But the wildcard in the near term will be the persistence and pervasiveness of the virus and the ensuing directives is-
sued by public health officials. Upcoming data on con-

sumer and business confidence, travel and tourism activ- U.S. real GDP growth

ity and the ability of businesses to get production inputs Quarter-over-quarter annualized % change

will scale the hit to growth in the second quarter. Our
baseline forecast calls for the economy to contract at a
1% annualized rate in the second quarter with a growing
probability that a recovery will be delayed until late in the
year.

The Fed’s aggressive response to the growing downside
risks was aimed at keeping financial conditions accom-
modative and confidence high. We expect a 50bps rate
cut at the meeting later this month with another 25bps to

follow. Monetary policy itself won’t be able to counter the 2018 2019 2020 2021

i i : : : i i i Forecasted values:
near-term impact of the virus on some industries, mean- Source: Bureau of Economics Analysis, RBC Economics orecasted values
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ing governments and other agencies will need to provide targeted funding and may turn to programs typically used to address dis-
ruptions associated with natural disasters. Markets are monitoring the Trump Administration’s response with talk of a payroll tax cut,
support for hourly wage earners impacted by the virus and tax payment deferrals.

Whether the virus can still be contained is an open question, but at this stage, we are assuming that the greatest economic impact
will have passed heading into the second half of the year. At that time, the combination of low interest rates and other policy
measures should work to restore confidence. We do not expect a sharp bounce-back but see a gradual return to positive growth
over the second half of the year. On net, we look for the US economy to grow 1.3% in 2020, half a percentage point lower than our
December report. By 2021, with the 2020 election cycle also in the rear-view mirror, we expect the economy to return to a trend
pace of 1.8% opening the door to the Fed reversing at least some of the “emergency” rate cuts.
Recession in Canada expected
Canadian real GDP growth

Quarter-over-quarter annualized % change

The handoff to 2020 was weak in Canada with real GDP
4 rising at a paltry 0.3% annualized pace in the fourth quar-
3 ter. The transitory factors that weighed on growth at the
end of last year didn’t completely disappear. If anything,
newfound temporary factors were amplified by concerns
associated with COVID 19 and plunging oil prices. The
Bank of Canada stepped up with a 50bps rate cut on
March 4 and a commitment to make additional adjust-

ments as needed to limit the tightening in financial condi-

tions associated with wider credit spreads and falling equi-

-3 ty prices. We expect they will cut the policy rate by anoth-
2018 2019 2020 2021
er 100bps.

Source: Statistics Canada, RBC Economics Forecasted values:

Oil price drop adds more downside to outlook

Another powerful force for the near-term economic outlook is the plunge in oil prices that occurred following a dispute between Sau-
di Arabia and Russia over oil production. The disagreement resulted in Saudi Arabia announcing it would ramp up production and
cut prices effective April 1. Qil prices were already under pressure as the coronavirus weighed on demand for fuel. The global
benchmark price, West Texas Intermediate, is more than 50% below its recent peak on January 6, 2020. Sharply lower oil prices
spell another period of strain for the oil producing prov-

WTI price forecast inces and a hit to the country’s income.
avg, $/barrel
120 . We've made significant downward revisions to our fore-
Forecast —:ﬁ cast and now look for real GDP to increase at a modest

100 : 0.8% pace in Q1 followed by two quarterly declines of
80 : 2.5% and 0.8% in Q2 and Q3 respectively. Our base-
: line assumption is that the impact of the virus will run its
|
|

60 course by the end of the first half of the year however

" the persistence of low oil prices will prevent the econo-

my from recovering. Key to the near term outlook and

20 the pace of the recovery will be the policy response by

|
|
|
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1
: governments. The federal government’s plan to provide
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 support measures to mitigate the impact of the virus

Source: Energy Information Administration, RBC Economics included upping health care transfers, and increasing
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unemployment insurance, though both program increases were relatively limited. Our forecast assumes the federal budget on
March 30 will include additional support.

The weakness in commodity prices, including oil, will weigh on some key sectors of the economy in the near term. The degree of
pressure on the services sector is forecast to rise over the next several months. We expect that the biggest negative impact from
the coronavirus to show up in Q2 with the weight from lower oil prices weighing on the economy in the third quarter. Falling travel
and entertainment activity will spill over into other parts of the economy. Disruptions to supply chains and falling external demand
will have negative repercussions for the Canadian industrial sector.

In the final quarter of the year, we expect the economy will pick up more substantially, teeing up for a better 2021. Still, we are not
expecting the economy will make up for losses in 2020 quickly, given the blow to household confidence and impact of yet another
round of retrenchment in the oil & gas sector.

Bank rate cuts to continue

While lower interest rates opened the door to the rally in

Contribution to Canadian GDP growth

Canada’s housing market continuing, the hit to financial

%
assets and the prospect that the recession will lead to job 2.5 . )
o - . . B Consumer spending = Government spending
cuts will limit activity. We expect layoffs and job losses in u Residential investment Net trade
2.0 Nonresidential investment O Total GDP growth

some highly exposed industries but anticipate many of

these to prove temporary, although there is a greater risk -3
of permanent layoffs in the energy sector. Given the cur- 1.0
rent tightness of the labour market, employers are unlikely
to be quick to cut workers given the challenges associated
with rehiring once the economy bounces back. 0.0

The Bank of Canada had to weigh the risks between the ~ -0.5
economy stalling and lower interest rates stoking debt
accumulation when it made its decision on policy. The 50 2019 2020f 2021f

bps cut clearly shows it views the bigger risk to the econo- Source: Statistics Canada, RBC Economics

my coming from households and businesses retrenching

and exacerbating what was already a weakening trend in the growth outlook. Given the elevated level of uncertainty about the
domestic outlook and global disruptions, we expect the bank will increase policy support at upcoming meetings and forecast the
overnight rate will fall to match the record low of 0.25%.

The Canadian dollar suffered as oil prices fell and risk aversion saw investors pivot into US dollars. The outlook for the currency
will be dominated by these two factors going forward as monetary policy in both countries is likely to ease further. We see further
downside for Canada’s dollar in the current anxiety-ridden environment and the persistence of low oil prices and are forecasting

the currency will continue to weaken into mid-year before recovering modestly.



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

MARKET OUTLOOK | MARCH 2020 rbc.com/economics

Economic forecast detail — Canada

Quarter-over-quarter annualized % change unless otherwise indicated

2019 2020 2021 year-over-year % change
Q@ Q@ Q Q4 Q Q@ Q3 Q4 Q1 Q2 Q3 Q4 2018 2019 2020F 2021F
Household Consumption 2.4 0.4 2.0 2.0 1.2 -1.3 0.3 2.8 2.5 2.3 2.1 2.1 2.2 1.6 0.9 1.9
Durables 4.8 -2.6 1.4 -0.2 1.0 -1.0 0.5 2.5 2.2 2.0 1.5 1.5 1.7 0.6 0.3 1.7
Semi-Durables 1.5 3.5 1.4 -2.9 2.0 -1.0 0.5 2.5 2.2 2.2 2.0 2.0 1.7 1.5 0.4 1.8
Non-durables 1.2 -0.2 1.8 1.1 1.6 -1.0 0.5 2.5 2.2 2.0 2.0 2.0 1.8 1.0 0.8 1.8
Services 2.4 1.0 2.3 3.4 1.0 -1.5 0.2 3.0 2.8 2.5 2.3 2.3 2.5 2.1 1.2 2.1
NPISH consumption 5.1 -0.2 0.7 5.6 1.2 -1.3 0.3 2.8 1.5 1.5 1.5 1.4 1.4 2.5 1.4 1.4
Government expenditures 1.4 2.3 1.2 1.3 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 3.0 2.1 1.8 2.0
Government fixed investment 11.0 -7.5 7.0 -3.6 1.6 1.4 1.1 0.9 1.0 1.0 1.0 1.0 5.2 -0.7 0.5 1.0
Residential investment -3.1 6.4 13.0 1.1 -2.3 2.0 -3.0 5.4 6.0 4.0 0.3 0.5 -1.6 -0.6 1.1 2.8
Non-residential investment 18.3  -7.7 5.6 -6.3 -2.2 -13.1 -1341 2.2 3.5 4.4 5.2 6.1 1.4 0.0 -5.7 0.4
Non-residential structures 4.4 4.3 1.2 1.7 0.0 -15.0 -15.0 2.0 3.0 3.7 4.4 5.1 -0.6 09 -3.6 -05
Machinery & equipment 42.7 -23.2 -2.6  -13.5 -6.0 -10.0 -10.0 2.5 4.3 5.5 6.7 7.9 4.7 -1.4 -9.0 1.8
Intellectual property -18.7 2.8 3.7 -3.0 1.5 1.0 1.0 1.0 0.8 0.8 0.8 0.8 3.9 -4.7 0.8 0.9
Final domestic demand 3.1 0.1 3.1 0.7 0.8 -1.5 -0.7 2.7 2.7 2.5 2.2 2.2 2.1 1.2 0.5 1.8
Exports -4.0 10.6 -0.6 -5.1 -7.6 -4.8 0.0 3.7 2.5 1.7 2.0 2.0 3.1 1.2 -3.1 1.7
Imports 8.3 -4.1 -0.2 -2.5 -3.3 -7.0 0.0 1.5 2.0 1.5 2.0 2.0 2.6 0.3 -2.8 1.0
Inventories (change in $b) 24.1 17.0 7.1 10.5 17.0 8.0 7.5 4.5 4.5 4.5 4.5 4.5 13.0 14.7 9.3 4.5

Real gross domestic product 1.0 34 11 03 08 -25 -0.8 28 28 25 22 22 20 1.6 0.2 1.8

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

Business and labour

Productivity 0.5 0.5 0.6 0.7 0.2 -0.4 -1.0 -0.4 0.2 1.3 1.9 1.7 -0.1 0.6 -0.4 1.3

Pre-tax corporate profits -3.0 3.7 -5.0 5.8 4.6 -3.4 6.0 8.8 8.9 10.4 6.8 4.4 2.5 0.3 3.9 7.6

Unemployment rate (%)* 5.8 5.6 5.6 5.7 5.6 6.1 6.5 6.3 6.2 6.1 6.1 6.0 5.8 5.7 6.1 6.1
Inflation

Headline CPI 1.6 2.1 1.9 2.1 1.9 0.8 0.9 1.2 1.2 2.0 2.2 2.3 2.3 1.9 1.2 1.9

CPI ex. food and energy 1.9 2.3 2.2 1.9 1.8 1.6 1.5 1.8 1.9 2.0 2.1 2.2 1.9 2.1 1.7 2.0

External trade
Current account balance (Sb)* -69.4 -33.7 -43.5 -35.0 -43.4 -59.1 -49.2 -38.6 -35.8 -30.5 -26.5 -23.7 -222.0 -181.6 -47.6 -29.1
% of GDP* -3.1 -1.5 -1.9 -1.5 -1.9 -2.6 -2.1 -1.6 -1.5 -1.3 -1.1 -1.0 -10.0 -8.2 -2.1 -1.3
Housing starts (000s)* 187 224 223 207 213 210 212 214 215 213 211 210 213 209 212 212

Motor vehicle sales (mill., saar)*  2.02 1.94 197 1.93 1.93 1.85 1.92 192 192 192 192 1.92 2.04 196 1.91 1.92

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

Quarter-over-quarter annualized % change unless otherwise indicated

2019 2020 2021 year-over-year % change

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2018 2019 2020F 2021F

Consumer spending 1.1 4.6 3.1 1.7 1.8 -1.0 0.8 2.3 2.5 2.3 2.3 2.2 3.0 2.6 1.5 2.0
Durables 0.3 13.0 8.1 2.6 1.6 0.0 1.0 1.9 2.5 2.0 2.0 2.0 6.3 4.8 2.9 1.9
Non-durables 2.2 6.5 39 -03 1.6 0.0 1.0 1.8 2.5 2.0 2.0 2.0 3.0 3.2 1.5 1.8
Services 1.0 2.8 2.2 2.2 1.9 -1.5 0.7 2.5 2.5 2.5 2.4 2.3 2.5 2.1 1.3 2.0
Government spending 2.9 4.8 1.7 2.6 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.7 2.3 1.9 1.5
Residential investment 1.1 -29 46 6.1 120 -20 -15 3.0 1.0 1.3 1.2 1.3 -1.5 -1.5 4.0 1.0
Non-residential investment 44 1.0 -23 -23 07 -60 -1.6 33 40 22 25 29 6.4 2.1 -1.8 1.9
Non-residential structures 40 -11.1 99 -81 -2.0 -140 -70 35 40 3.0 3.0 4.0 4.1 -43  -7.4 0.9
Equipment & software -0.1 0.8 -3.8 -44 1.0 -7.0 -2.0 3.5 40 2.0 3.0 3.0 6.8 1.3 2.8 2.8
Intellectual property 109 36 46 40 20 00 20 3.0 40 2.0 20 20 7.4 7.6 2.5 2.6
Final domestic demand 1.8 3.6 2.2 1.5 20 -1.3 0.5 2.3 2.5 2.1 2.2 2.1 3.0 2.3 1.2 1.8
Exports 4.2 -5.7 09 2.1 1.0 -7.0 2.5 3.0 2.0 2.0 2.0 1.5 3.0 0.0 -0.5 1.6
Imports -1.5 0.0 1.8 -86 84 -6.5 -0.5 1.5 2.0 2.0 3.0 2.5 4.4 1.0 -0.7 1.2
Inventories (change in Sb) 116.0 69.4 69.4 13.0 50.0 60.0 65.0 52.0 50.0 45.0 40.0 35.0 48.2 67.0 56.8 42.5

Real gross domestic product 31 20 21 21 1.7 -1.0 1.0 2.3 25 20 19 19 29 23 1.3 1.8

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

Business and labour

Productivity 1.7 1.8 1.5 1.8 0.8 -0.4 0.0 0.1 0.5 1.3 1.3 1.2 1.3 1.7 0.1 1.1

Pre-tax corporate profits -22 13 -12 -01 39 01 06 07 1.1 1.0 0.8 0.6 3.4 -0.6 1.3 0.9

Unemployment rate (%)* 3.9 3.6 3.6 3.5 3.6 3.9 4.0 3.9 3.8 3.8 3.8 3.8 3.9 3.7 3.9 3.8
Inflation

Headline CPI 1.6 1.8 1.8 2.0 2.1 1.1 1.3 1.4 1.7 2.6 2.6 2.5 2.4 1.8 1.5 2.4

CPI ex. food and energy 2.1 2.1 2.3 2.3 2.3 2.3 2.2 2.2 2.2 2.2 2.2 2.2 2.1 2.2 2.2 2.2

External trade

Current account balance ($b)* -545 -501 -496 -423 -390 -363 -369 -381 -387 -396 -412 -427  -491 -491  -376  -406
% of GDP* -26 -24 -23 -19 -18 -1.7 -17 -1.7 -1.7 -17 -18 -1.8 -2.4 -2.3 -1.7 -1.8
Housing starts (000s)* 1213 1256 1282 1449 1350 1300 1310 1310 1315 1315 1320 1320 1250 1300 1318 1318

Motor vehicle sales (millions, saar)* 16.8 17.0 17.0 16.7 17.2 16.2 17.1 17.1 174 17.2 17.2 17.2 172 17.0 16.9 17.2

*Period average
Source: Bureau of Economic Analysis, RBC Economics
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Financial market forecast detail
Interest rates—North America

%, end of period

rbc.com/economics

19Q1 19Q2 19Q3 19Q4 20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 2018 2019 2020F 2021F
Canada
Overnight 1.75 1.7 1.75 1.75 1.25 0.25 0.25 0.25 0.25 0.25 0.50 0.75 1.75 1.75 0.25 0.75
Three-month 1.67 1.66 1.65 1.66 0.65 0.20 0.20 0.20 0.25 0.30 0.55 0.80 1.64 1.66 0.20 0.80
Two-year 1.55 1.47 1.58 1.70 0.45 0.15 0.20 0.25 0.35 0.45 0.70 0.90 1.86 1.70 0.25 0.90
Five-year 1.52 1.39 1.40 1.69 0.50 0.25 0.30 0.40 0.50 0.65 0.85 1.00 1.89 1.69 0.40 1.00
10-year 1.62 1.47 1.36 1.70 0.55 0.30 0.40 0.55 0.70 0.85 1.00 1.10 1.97 1.70 0.55 1.10
30-year 1.89 1.9 1.53 1.76 0.90 0.80 0.90 1.00 1.10 1.20 1.30 1.35 2.18 1.76 1.00 1.35
Yield curve (10s-2s) 7 0 -22 0 10 15 20 30 35 40 30 20 11 0 30 20
United States
Fed funds* 2.50 2.50 2.00 1.75 0.75 0.50 0.50 0.50 0.50 0.50 0.75 1.00 2.50 1.75 0.50 1.00
Three-month 2.40 2.12 1.88 1.55 0.40 0.35 0.40 0.40 0.40 0.40 0.65 0.90 2.45 1.55 0.40 0.90
Two-year 2.27 1.75 1.63 1.58 0.50 0.50 0.55 0.65 0.70 0.80 1.00 1.25 2.48 1.58 0.65 1.25
Five-year 2.23 1.76 155 1.69 0.65 0.70 0.80 0.95 1.05 1.15 1.30 1.50 2.51 1.69 0.95 1.50
10-year 2.41 200 1.68 192 0.8 090 1.00 1.25 1.35 1.45 1.60 1.75 2.69 1.92 1.25 1.75
30-year 2.81 252 212 2.39 145 150 1.60 1.75 1.85 2.00 2.05 2.15 3.02 2.39 1.75 2.15
Yield curve (10s-2s) 14 25 5 34 35 40 45 60 65 65 60 50 21 34 60 50
Yield spreads
Three-month T-bills  -0.73 -0.46 -0.23 0.11 0.25 -0.15 -0.20 -0.20 -0.15 -0.10 -0.10 -0.10 -0.81 0.11 -0.20 -0.10
Two-year -0.72 -0.28 -0.05 0.12 -0.05 -0.35 -0.35 -0.40 -0.35 -0.35 -0.30 -0.35 -0.62 0.12 -0.40 -0.35
Five-year -0.71 -0.37 -0.15 0.00 -0.15 -0.45 -0.50 -0.55 -0.55 -0.50 -0.45 -0.50 -0.62 0.00 -0.55 -0.50
10-year -0.79 -0.53 -0.32 -0.22 -0.30 -0.60 -0.60 -0.70 -0.65 -0.60 -0.60 -0.65 -0.72 -0.22 -0.70 -0.65
30-year -0.92 -0.83 -0.59 -0.63 -0.55 -0.70 -0.70 -0.75 -0.75 -0.80 -0.75 -0.80 -0.84 -0.63 -0.75 -0.80
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 0.75 0.75 0.75 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.75 0.75 0.25 0.25
Two-year 0.63 0.62 0.37 0.54 0.10 0.10 0.00 0.10 0.15 0.20 0.25 0.25 0.75 0.54 0.10 0.25
10-year 0.99 0.84 0.49 0.83 0.20 0.20 0.10 0.20 0.25 0.40 0.50 0.60 1.27 0.83 0.20 0.60
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 -0.80 -0.75 -0.70 -0.70 -0.70 -0.70 -0.70 -0.70 -0.59 -0.59 -0.70 -0.70
10-year -0.07 -0.33 -0.58 -0.19 -0.70 -0.65 -0.60 -0.50 -0.45 -0.40 -0.35 -0.30 0.25 -0.19 -0.50 -0.30
Australia
Cash target rate 1.50 1.25 1.00 0.75 1.50 0.75 Forecasts
Two-year swap 1.47 0.98 0.76 0.92 Forecasts under review 1.89 0.92 under
10-year swap 1.78 1.32 1.01 1.37 2.32 1.37 review
New Zealand
Cash target rate 1.75 1.50 1.00 1.00 1.75 1.00 Forecasts
Two-year 1.62 1.35 0.92 1.25 Forecasts under review 1.96 1.25 under
10-year 2.15 1.78 1.20 1.78 2.64 1.78 review



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

MARKET OUTLOOK | MARCH 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* 1.0 3.4 141 03 08 -25 -08 28 28 25 22 22 20 1.6 0.2 1.8
United States* 3.1 2.0 241 2.1 1.7 -1.0 1.0 23 25 2.0 1.9 1.9 29 23 13 1.8
United Kingdom 0.6 -0 05 00 02 00 02 03 04 04 04 04 13 1.4 0.6 1.3
Euro area 0.4 0.2 03 0.1 02 -02 02 03 03 03 03 03 19 1.2 05 1.0
Australia 0.5 0.6 0.6 0.5 Forecasts under review 2.7 1.8

Inflation outlook
% change, year-over-year

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

Canada* 1.6 2.1 1.9 241 1.9 0.8 0.9 1.2 1.2 2.0 22 23 23 19 1.2 1.9
United States* 1.6 1.8 1.8 2.0 2.1 1.1 1.3 1.4 1.7 2.6 2.6 25 24 18 1.5 2.4
United Kingdom 1.8 2.0 1.9 1.4 1.7 1.3 1.3 1.6 1.7 1.8 1.9 19 25 18 15 1.9
Euro area 1.4 1.4 1.0 1.0 1.4 1.1 0.9 1.0 1.1 1.3 1.4 14 18 1.2 11 1.3
Australia 1.3 1.6 1.7 1.8 Forecasts under review 1.9 1.6

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 0.67 0.66 0.65 0.65 0.65 0.65 0.65 0.65 0.70 0.70 0.65 0.65
USD/CAD 1.33 131 132 130 138 1.40 1.40 1.38 1.37 1.36 1.35 1.35 1.36 1.30 1.38 1.35
EUR/USD 112 114 1.09 112 114 117 119 1.20 1.17 1.16 1.15 1.14 1.15 1.12 1.20 1.14
Usb/JPY 110.9 107.9 108.1 108.6 105.0 100.0 95.0 95.0 97.0 99.0 101.0 103.0 109.7 108.6 95.0 103.0
USD/CHF 1.00 0.98 1.00 0.97 093 09 0.87 0.87 090 0.91 0.93 0.95 0.98 0.97 0.87 0.95
GBP/USD 1.30 1.27 1.23 1.33 1.30 1.26 1.25 1.25 1.23 1.22 1.22 1.21 1.28 1.33 1.25 1.21

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