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Economic Outlook:
The Amazing Race
...Vaccine vs Virus

|

Douglas Porter, CFA

Chief Economist and
Managing Director,

BMO Financial Group
douglas.porter@bmo.com

g v

BMO 2 Financial Group

We're here to help:

A presentation of BMO Economics
https://economics.bmo.com




COVID-19 confirmed cases: Second wave

New confirmed COVID-19 cases

(000s : 7-day ma : as of January 29, 2021)
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Mixed restrictions in Europe

Another damper on business and consumer
confidence

Good news on vaccine, but slow rollout so far

BMO 9 Financial Group

We're here to help:

Sources: BMO Economics - Haver Analytics - Johns Hopkins University
© COPYRIGHT 2021 BMO CAPITAL MARKETS CORP - https://economics.bmo.com



Herd immunity by late summer?

Global (% of population : as of January 31, 2021)

COVID-19 vaccination doses administered
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Sources: BMO Economics - Johns Hopkins University
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2020 US election implications

United States

President Biden faces a divided nation:
Stimulus measures
Dealing with pandemic
Climate change: Block Keystone XL
Trade: Buy American, support WTO

Immigration: Re-opening

Senate also swings to Democrats; Blue “wave”

President Joe Biden

9 < : g Source: BMO Economics
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Markets look past COVID

(as of January 29, 2021)
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Big bounce from deep drop

2020:Q3 (y/y % chng)
Real GDP
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Broad-based rebound in 2021
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Deep downturn in North America

Real GDP (y/y % chng)
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Recession: Just two months long,
but deepest on record

Recovery: Solid, so far, but much further
to go

US: Relatively lighter hit versus other advanced
economies

Canadian GDP: 18% drop in March/April; 18% rebound May to December

Canada: [2020:Q4] BMO Economics estimate

BMO e Financial Group

We're here to help:

Sources: BMO Economics * Haver Analytics
© COPYRIGHT 2021 BMO CAPITAL MARKETS CORP - https://economics.bmo.com 6



Canada’s double hit: Coronavirus and oil

Real GDP - Canada (y/y % chng)
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Jobless rates: Lower, but not low

Unemployment rate (percent)

" Current | Pre-COVID'
Greece 16.7 15.5
Spain 16.2 13.6
12 Italy 9.0 9.4
France 8.9 7.5
10.0% 0 | Canada 8.8 5.7
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Temporary could become permanent
! February 2020
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Income and savings: It's different this time

Canada (c$ bins)
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Fiscal floodgates still open

Canada
Federal government budget balance (fiscal years : ¢$ bins) From Ottawa:
Lo —— $450 bln of support
(5275 bln direct spending, $85 bln tax deferrals,
: $83 bln loan/liquidity support)
$75-t0-$100 bln more stimulus incoming
100 75% wage subsidy for businesses
Canada Emergency Response Benefit
- ($2,000/month) transitions to El and other benefits
$Blns % of GDP o o
2020 394 A7 Provincial deficits >4% of GDP
-300 2021 -381.6 175
e i Total Direct Support ~12% of GDP
AT . ‘ . . ...unprecedented
80 90 00 10 20
Fitch lowers credit rating from AAA to AA+; but S&P maintains
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Rates now low for even longer

(% : as of January 29, 2021)

Overnight rate 10-year bonds
6 6
Canada us Canada US

Current 0.25 0.00-0.25 Current 0.84 1:11
5 End-2021 0.25 0.00-0.25 5 End-2021 1.05 1.25

End-2022 0.25 0.00-0.25 End-2022 1:35 1.50

BMO
4 forecast 4
3 3
2 2
Canada
1 1 Canada
us o\
0 L T T 1 1 _@: 0 1
07 10 13 16 19 07 10 13 16 19

Only modest upward pressure on bond yields as economic recovery continues

e' an il G Sources: BMO Economics + Haver Analytics
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Inflation outlook mixed, but rising

Consumer price index (y/y % chng)

United States Canada Total CPI
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Fed’s target: Average 2% inflation Ontario: 0.7%
' Average of three new core inflation measures QuebeC: 0.80/0
- - Sources: BMO Economics * Haver Analytics
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Canadian housing market snaps back

Canada
Residential sales: National Existing home prices’ _
- (000s of units) o (y/y % chng : nsa : as of December 2020) AVZ:E:V‘;;'CE
Ottawa 223 $532,000
Hamilton 21.5 $692,000
Montreal 18.2 $477,000
" canada [ 30 $568,000
Toronto 11.0 $930,000
Regina 6.4 $306,000
30 Vancouver 5.4 $1,066,000
Winnipeg? 4.9 $318,000
Edmonton 27 $372,000
" . ! L Calgary 15 . $460,000
00 04 08 12 16 20 0 8 16 24 32

Prices rebound; surge in some segments

' HPI composite benchmark where available « 2 Average price

Sources: BMO Economics * Haver Analytics
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North American auto sales: Fast rebound

Vehicles (mins of units)

Sales Car and truck production
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o . Sources: BMO Economics + Haver Analytics
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Canadian dollar recovers

(as of January 29, 2021)
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Oil prices revive
Weakening US dollar
Current account deficit narrows

(S tracking stocks closely

Tiff Macklem took over at the BoC on June 3

Chrystia Freeland new Finance Minister on
August 25
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How much of the economy could remain constrained?

Share of the economy - Canada

Thie T | et Air transportation 0.52%
Economlst Emmanuel lacron dresses up as 4
Accommodation 0.70%
Th - 3.58% in Canada
€ Arts, entertainment and recreation 0.79% (4.42% in US)
0 0/ Food services 1.57%
| Mining and quarrying 1.83%
economy
0il & gas extraction 5.53%
BMO @) Financial Group O CORYRIGHT 2071 B CAPITAL MARKETS CORR- ity fecommicsbrmocom. 16
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Dissemination of Economic Research
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U.S. Real GDP

Billions Chained $2012, Percent Change Yr./Yr. and Q4/Q4 at SAAR

Percent
5.0
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0.0
-1.0
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-4.0
-5.0

Q2
=9.J

Largest year-over-year decline since 1946.

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
mYr/Yr (RHA) ®Q4/Q4 (RHA)

Note: The compound annual growth rate for GDP was 1.6% for 2009 through 2016, 2.3% for 2012 through 2016, and
only 1.0% for 2017 through 2020.

Source: Author’s calculations using data from U.S. Bureau of Economic Analysis and Blue Chip Economic Forecast, December 10, 2020.
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U.S. Real GDP

Billions Chained $2012, Percent Change Q/Q at SAAR

$ Billions Percent

20,500 332 40.0

20,000 0419 04 21 30.0

19,500 | 19431 200
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:7—/\ =

19,000 : 10_—="" 17 10.0

N .. Il W

Real GDP, Index Q4 “19 =100

18,500 _- = I

Q1 ‘20: 98.7

18,000 0220898 -10.0
Q3 ‘20: 96.6

17,500 Q420974 -20.0
Q1°21: 98.0

17,000 02"21: 98.9 -30.0
g 314 Q3 21: 100.0

16,500 . . . . | | | | _ Q4721:1009 -40.0

2019 Q2 Q3 Q4 2020 Q2 Q3 Q4 2021 Q2 Q3 Q4

Note: The U.S. Economy declined $1.952 trillion from its Q4 ‘19 peak on a SAAR basis.

Source: Author’s calculations using data from U.S. Bureau of Economic Analysis and Blue Chip Economic Forecast, December 10, 2020.

February 2, 2021 Federal Reserve Bank of Chicago



U.S. Real GDP

Contribution to Percent Change - Q/Q at SAAR, $2012

Percent
60.0

40.0 33.4

20.0

0.0

-20.0

-40.0 -314

-60.0

2019 Q2 Q3 Q4 2020 Q2 Q3
mm PCE msm Private Investment mmm Net Exports mm Government  =e=GDP
Contributions Q4 2020
1.70% -1.52% -0.22% 4.00%

Note: Contributions by sector may not sum to total due to rounding errors.
Source: U.S. Bureau of Economic Analysis.
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Real Disposable Personal Income & Compensation

In Billions of Chained 2012 Dollars SAAR - Percent Change Yr./YT.

Percent
20.0
15.0 |
10.0 |
B Dec ‘20
i 3.3%
5.0 : (0.2% M/M)
0.0 L Vo 1.0%
- (0.1% M/M)
B0 e
10,0 oo
15,0 oo
‘14 '15 '16 ‘17 '18 19 2020
—Real DPI  ===Real Wages & Salary Disbursements
Note:

Source: Bureau of Economic Analysis.
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Personal Income by Source

Changes Compared to Q1 2020 - Billions of Dollars -SAAR

Billions Note: Sources may not add to total due to rounding and seasonal patterns.
$3,000.0

$2,500.0
$2,000.0

$2,442.5

$1,506.3

$1,500.0
$1,000.0
$500.0
$0.0
-$500.0

-$1,000.0 -$724.9
Personal Income Compensation Tranfer Payments

$964.8 $1,133.8

625.1

.
I

—
-$137.1

554.5

[« Change in Sources >
mQ2H/(L)thanQ1 mQ3H/(L)than Q1 mQ4 H/(L) than Q1

Note: Sources may not add to total due to rounding and seasonal patterns. Transfer payments include Federal
pandemic relief programs such as pandemic emergency unemployment payments, economic impact payments, lost
wages supplements, paycheck protection programs, provider relief fund, and increased Medicare reimbursements.

Source: U.S. Bureau of Economic Analysis

February 2, 2021 Federal Reserve Bank of Chicago



Consumer Sentiment

University of Michigan

Index
I

T
100 |
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80 L=
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50 |
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07 ‘08 '09 "0 ‘11 12 13 14 15 '16 ‘17 '18 ‘19 20 ‘21

Source: Thomson Reuters / University of Michigan
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U.S. Real Advanced Retail Sales

In Billions of Dollars and Percent Change M/M

Billions Percent
$230 20.0
$220 15.0
$210 10.0
$200 5.0
$190 - —gm 00
$180 5.0
$170 -10.0
$160 -15.0

2017 2018 2019 2020

mm % Chg M/M (RHA)  e===Retail Sales (LHA)

Source: FRB St. Louis
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U.S. Light Vehicle Sales

In Millions of Units - SAAR

Millions
20.0

18.0
16.0
14.0
12.0
10.0
8.0
6.0
4.0
2.0
0.0

Mar

Apr

May  Jun

m 2019 m 2020

Note: The U.S. light vehicle sales totaled 16.953 and 14.464 in 2019 and 2020 respectively.

Source: WardsAuto Infobank.

February 2, 2021

Federal Reserve Bank of Chicago
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New Vehicle Buyer Demographics

e The average age of a new vehicle buyer is around 53 years
old.

e The age group 65+ purchase makes up 32% of new vehicle
buyers.

* The average salary of a new car buyer was $80,000
according to a NADA 2015 study.

Source: Hedges Company, National Auto Dealers Association, and Cox Automotive.

February 2, 2021 Federal Reserve Bank of Chicago
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U.S. Light Vehicle Production

In Thousands of Units - NSA

Thousands
1,200

1,000

800
600
400
200

0

Mar Apr May Jun

m 2019 m 2020

Note: OEMs produced 3.3 millions fewer vehicles in March to June 2020 compared to the same three
months in 20109.

Source: Wards Intelligence.
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Inventory to Sales Ratio

U.S. Light Vehicle - SA

Ratio

4.5 Apr ‘20

4.33

4.0
3.5

3.0

.\ T \—A

Dec ‘20

7+ ittt - 2.08

1.5
2017 2018 2019 2020

Source: Author’s calculations using Wards Intelligence inventory data.
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Light Vehicle Price & CPI Inflation

Percent Change Year/Year

Percent
20.0

Dec ‘20

15.0 15.2%

10.0 9.7%

5.0

Nov ‘20
1.2%
0.0
-5.0
-10.0
2017 2018 2019 2020

=—=Ney e=Jsed ===CPI| - All Iltems

Source: Author’s calculations using Wards Intelligence, J.D. Power, and Manhiem data.
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U.S. Real Private Non-residential Investment

Billions Chained $2012, % Change Q/Q at SAAR

$ Billions Percent
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Source: U.S. Bureau of Economic Analysis
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Purchasing Managers Index

ISM Manufacturing and Composite Indexes

Index
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65
60
55
50
45
40
35

30

‘07
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—Manufacturing =—=Composite

‘17

Note: ISM Manufacturing and Composite Index value greater than 50 means expansion.

Source: Institute for Supply Management, Richmond Federal Reserve, and Haver Analytics.

February 2, 2021

Federal Reserve Bank of Chicago
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Industrial Production - Total

Index 2012 = 100 & Percent Change M/M

Index Percent
115.0 20.0
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10 T e (" 10.0
100.0 5.0
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90.0 -5.0
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Source: Federal Reserve Board
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New Orders — Durable Goods

Index 2015 =100

Index
125.0

Nov 2020
112.6
105.0 105.1

115.0

95.0

85.0

75.0

65.0
2017 2018 2019 2020

== A|| Manufacturing Industries Less Transportation ====Motor VVehicle Bodies, Parts, and Trailers

Note: All Manufacturing excludes semiconductor industry.

Source: Federal Reserve Board

February 2, 2021 Federal Reserve Bank of Chicago 45



Gross Private Domestic Investment

Nonresidential Structures, Percent Change Q/Q - SAAR

Percent
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- |
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375.0
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mmm % Chg. (RHA)  ====Nonresidential Structures (LHA)

Note: Four year average (2016 —2019) is 11.9%.

Source: Author’s Calculations using J.D. Power and FOMC data.
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Workers Return to the Office Barometer

Percent of Total - Weekly Data NSA

Index
100.0

90.0 \
80.0
70.0
60.0
50.0
40.0

30.0 Jan 20, 2021
A PR W S % 21.7%

10.0

0.0
Feb Mar Apr May Jun  Jul Aug Sep Oct Nov Dec Jan

Note: Kastle Systems uses data from their 2,681 buildings in 138 cities. The Barometer reflects daily swipes of Kastle
access codes from the top 10 cities for Wednesday’s of each week.

Source: Kastle Systems
February 2, 2021 Federal Reserve Bank of Chicago 47



U.S. Real Private Residential Investment

Billions Chained $2012, % Change Q/Q at SAAR

$ Billions Percent
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Source: U.S. Bureau of Economic Analysis
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U.S. Housing Starts and Permits

Thousands of Units — SAAR & Percent Change M/M

Thousands
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Source: U.S. Census Bureau
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Existing Home Sales

Single Family & Condo and Co-op Sales - Thousands of Units

Thousands
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Source: National Association of Realtors
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U.S. Home Price Indexes

January 2000 = 100, SA - Percent Change Year/Year

Percent
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Source: National Association of Realtors
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Current Mortgage Rates
Monthly Average - December 2020

Percent
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Source: Federal Home Loan Mortgage Corporation
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Mortgage Delinquencies & Foreclosures Started

Percent of All Mortgages

Percent
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Q320
8.0
7.65%
6.0
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2.0

0.08%
0.0
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- All Mortgages Past Due ~ ——Mortgage Foreclosures Started

Source: Mortgage Bankers Association

February 2, 2021 Federal Reserve Bank of Chicago
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Real Imports and Exports

Index — 2015 = 100 & Billions Chained $2012

Index $Billions
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Source: U.S. Bureau of Economic Analysis

February 2, 2021 Federal Reserve Bank of Chicago



Federal Government Customs Duty Recelpts

Billions of Dollars and Percent Change Q/Q - SAAR

Billions Percent
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Source: Bureau of Economic Analysis
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Real Government Consumption and Investment

Contribution to Percent Change to GDP - Q/Q at SAAR, $2012

Percent
15
1.0 Q2’20
— Federal*

0.5 - 117
0.0
-0.5
-1.0 0.8
-1.5
2018 2019 2020
mmm National Defense Nondefense State & Local =T 0otal

Contributions Q4 2020
0.21% -0.24% -0..19% -0.22%

* Largest Federal Government contribution since Q3 1986.

Note: Contributions by sector may not sum to total due to rounding errors.
Source: U.S. Bureau of Economic Analysis

February 2, 2021 Federal Reserve Bank of Chicago
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Federal Government Recelpts and Expenditures

Billions of Dollars
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Source: U.S. Bureau of Economic Analysis
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U.S. Labor Conditions

Unemployment & Participation Rates

Percent Unemployment Rate Percent Participation Rate
16.00 69.0
14.00 | 68.0
67.0
12.00 +—
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10.00 65.0 -
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Dec 2020
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L6 o,
6.00 .62.2%
__ 46% 920 o1 50
—— D70
4.00 61.0
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'07 '09 11 13 15 17 19 ‘07 '09 '11 '13 15 17 '19
e nemployment Rate =—=NAIRU e | FPR = = =] ong-term Trend*

* Predicted using unemployment rate.
Sources: U.S. Department of Labor and Chicago Fed Staff calculations.
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U.S. Labor Force

In Thousands

Thousands
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165,000 o
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160,000 - 160,567
155,000 4
Apr ‘20
156,481
150,000 A
145,000 -
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Note: The labor force declined 8.1 million from peak to trough (Jan ‘20 to Apr *20) and is still down 4.1 million workers.
Source: U.S. Department of Labor: Bureau of Labor Statistics and Haver Analytics

February 2, 2021 Federal Reserve Bank of Chicago 60



Unemployment Rates by Gender and Race

Percent of Labor Force — December 2020

1
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Source: U.S. Department of Labor: Bureau of Labor Statistics and Haver Analytics
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LLabor Force by Gender and Race

Percent Change January 2020 to December 2020

Total Men Women White Black Asian Hispanic

Source: Author’s calculations using data from the U.S. Department of Labor: Bureau of Labor Statistics and Haver Analytics
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Job Losers

In Thousands of Workers

Permanent Job Losers

U

ec 2020

3,370

Thousands Temporary J ob Losers Thousands
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Temporary Job losers (Current Population Survey)
Unemployed persons expecting to return to work, or on
temporary layoff.

Source: U.S. Department of Labor: Bureau of Labor Statistics and Haver Analytics

February 2, 2021

Federal Reserve Bank of Chicago

2020

(-348)

Permanent job losers (Current Population Survey)
Unemployed persons whose employment ended
involuntarily and who began looking for work.
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Initial Unemployment Claims

Weekly Claims and Continued Claims, In Thousands

Thousands
30,000
25,000 847
. I|I||||||||
15,000
172128 D 121926 J 9 1623
10,000
Jan 2020 1/%16;27(120
5,000 1,795 )
212 1/23/2021
0 847
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== |nitial Claims = Continued Claims

Initial claimant: A person who files any notice of unemployment to initiate a request either for a determination of entitlement
to and eligibility for compensation, or for a subsequent period of unemployment within a benefit year or period of eligibility.

Source: U.S. Labor and Training Administration
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U.S. Nonfarm Payroll Jobs

In Thousands of Job

Thousands
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Note: Nonfarm employment declined 22.2 million from peak to trough and is still down 9.8 million jobs.
Source: U.S. Department of Labor: Bureau of Labor Statistics and Haver Analytics
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Average Hourly Earnings — Private Employees

Percent Change - Monthly

Percent
Apr ’20
>0 4.67%
40 4.23%

3.0

2.0
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Source: U.S. Department of Labor: Bureau of Labor Statistics
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U.S. Nonfarm Payroll Employment by Sector

Percent Change and Thousands of Jobs Feb ‘20 — Dec ‘20

Average
Job Hourly
Change Wage *
Total Nonfarm -9,839  $29.91
Leisure & Hospitality (23.2) -3,908  $17.04
Natural Resources & Mining -84 $35.14
Information -268  $44.37
Other Services -453  $26.63
Government -1,344 N/A
Education & Health Services -1,294  $29.05
Manufacturing -543  $28.92
Profesional & Business Services -858  $35.60
Construction 0) -266  $32.02
Trade, Transportation, & Utilities (27) -759  $25.64
Financial Activities (1.2) -102 $38.99

* Total private workers. (30.0) (25.0) (20.0) (15.0) (10.0) (5.0 0.0

Source: U.S. Department of Labor

February 2, 2021 Federal Reserve Bank of Chicago 67



PCE & CPI Inflation

All Items & Core, 12-Month Percent Change

PerAfc%nt Personal Consumption Expenditures Pj:)cent Consumer Price Index
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Source: U.S. Department of Labor: Bureau of Labor Statistics, Bureau of Economic Analysis and the Federal Reserve
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Food and Housing Insecurity

CPI Food at home and Shelter , 12-Month Percent Change

Percent Percent
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Source: U.S. Department of Labor: Bureau of Labor Statistics , Bureau of Economic Analysis and the Federal Reserve, and the U.S.
Census Bureau Household Pulse Survey.
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Stock Market Volatility

S&P 500 Daily Change — Mar 1, 2019 to Jan 12, 2021
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Source: Standard & Poor’s and Haver Analytics
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Inflation Expectations

TIPS - U.S. Inflation Compensation: Coupon Equivalent

Percent
4.0

3.0

1/22/21
2.0 2.07

1.0

00 T T T T T T T T
12 13 '14 15 16 17 18 19 '20 ‘20
a5 - 10 Year Rate

Source: Survey of Consumers — University of Michigan and Federal Reserve Board
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Yield Curve

10 Year Minus 1 Yr. and 3 Mo. Treasuries in Basis Points
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Source: Board of Governors — Federal Reserve System
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Economic Projecti

ons

Federal Reserve Board Members and Bank Presidents

Variable 2020

2020

Actual Forecast

Change inreal GDP  -2.5% -2.4%

Unemployment rate  6.8%
PCE inflation 1.2%
Core PCE inflation 1.4%
Federal rate 0.1%

Note: Projections for changes in real GDP and inflation are percent changes from the fourth quarter of previous year indicated.
Projections for the unemployment rate are for the average of the fourth quarter of the year indicated. Projections are the median

6.7%
1.2%
1.4%
0.1%

2021

4.2%
5.0%
1.8%
1.8%
0.1%

2022

3.2%
4.2%
1.9%
1.9%
0.1%

2023

2.4%
3.7%
2.0%
2.0%
0.1%

Longer

run
1.8%
4.1%
2.0%

2.5%

projection or the middle projection arranged from low to high. When the number of projections is even, the median is the average of
the two middle projections. Projections are from the December 16, 2020 release.

Source: Board of Governors — Federal Reserve System

February 2, 2021

Federal Reserve Bank of Chicago
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U.S. Daily Covid-19 Cases and Deaths

7-Day Moving Average

Cases
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Note: The Institute of Health Metrics’ January 28, 2021 projection estimates that there will be over 507,264 Covid-19
related deaths in the U.S. by February 28, 2021 and 594,623 by May 1, 2021 with 973 Daily Deaths.

Source: The Covid Tracking Project and University of Washington IHME.
February 2, 2021 Federal Reserve Bank of Chicago

74



DICKINSON WRIGHT OFFICE LOCATIONS




Questions and Discussion

For more information please contact:

Mark High, President

CUSBA (Canada — United States Business
Association)

Email: Mhigh@Dickinson-wright.com
Phone: 313.223.3650

Follow CUSBA on our social media accounts or find us on the web at www.cusbaonline.com

@1CUSBA @cusba---canada-united-states-business-association

Materials in this presentation are for general information purposes only and should not be construed as legal advice, legal opinion or any other advice on any specific facts or ci Publicati

should not act (or refrain from acting) upon this information without seeking p! i advice. You and agree that this presentation and its content (the Materials) are and shall remain the property of the Firm and/or its licensors, and are protected by copyright, trademark, and/or other proprietary rights and laws. Except as
expressly authorized in advance by the Firm, you agree not to copy, distribute, transmit, display, perform or create derivative works of the Materials, provided that the Firm (as part of your consent to these Terms and Conditions) grants to you a limited, personal, revocable and non-transferable license to (a) access the Materials via the internet
solely for purposes of viewing such materials, and (b) to print out pages of the materials for your personal, non-commercial use. Any other use of the Material: luding any ial use, rep ion for other than i above, ificati istributi ication, display, or per without the prior express
written consent of the Firm is prohibited. © 2020

of i ion by us through this presentation, and your receipt of such information, does not create an attorney-client relationship. You

NITED STATES
BUSINE: OCIATION®
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