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Assuming President-elect Joe Biden is inaugurated on January 20 (following
legal challenges from the Trump administration and potential recounts) and
the Republicans hold onto the Senate (following two runoff votes in Georgia on
January 5), we are unlikely to change our U.S. economic call of 4.0% growth
in 2021. A divided Congress will likely result in a smaller stimulus deal of up to $1
trillion of support measures for the unemployed, hard-hit businesses, and states
struggling to balance their budgets. In the event the Democrats sweep Congress,
we would need to upgrade our forecast to account for upwards of $2 trillion
of stimulus (or 10% of GDP) and a "Blue Wave" of spending on infrastructure,
education, housing, health and child care, and environmental actions. Conversely,
if Congress remains gridlocked on a fiscal deal, we would likely need to reduce
our forecast. In particular, allowing the extended unemployment insurance
programs (that currently assist over 13 million people) to expire at year-end
would impede the recovery, though possibly not derail it due to the massive
amount of savings built up by households in response to earlier programs.
For Canada, a Biden win could mean calmer trade relations, but possibly no
Keystone XL pipeline, hurting Alberta.

Beyond the election, the economy's biggest threat is the coronavirus, with
caseloads surging to record levels in both countries. Governments are trying
to suppress the virus with restrictions more on social interaction than business
activity to limit the damage to livelihoods. A ray of light is that several front-
running vaccines might be available by the turn of the year. Depending on
their effectiveness, safety and speed of rollout, they could pave the way back
to normality. Before that, however, we will need to learn how to control the
pandemic (as much of Asia has already done) without resorting to broad
shutdowns, which now threaten to tip Europe back into recession.

So far, both economies are showing more resilience to the virus than
expected, though several industries remain on virtual life-support. Due to
massive income-support programs that have more than offset wage losses,
consumers are leading the way. Savings built up during the shutdowns and
stoked by government transfers are fueling purchases, with money not spent on
travel and dining getting diverted to goods. U.S. consumer spending rebounded
41% annualized in Q3, cutting the earlier loss to 3.3%. Retail sales have been V-
shaped in Canada as well, driven by autos, furnishings and recreation. Housing
markets show few signs of slowing even as pent-up demand wanes, with prices
posting double-digit gains across Southwestern Ontario, Ottawa and Montreal.
Taking advantage of record-low borrowing costs and the ability to work in
less expensive regions, teleworkers are leaving apartments and condos for
more spacious properties away from big cities. Canadian housing starts look to
exceed last year's level, something no builder could have imagined in the spring.
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Key Messages

The U.S. election outcome
may not alter our outlook if
it results in a split Congress
and moderate fiscal relief
bill, though surging virus
caseloads very well could.

Apart from several hard-
hit services industries that
remain in distress, the U.S.
and Canadian economies are
coping better with the virus
than many analysts expected,
largely because of massive
policy support.

But record daily infections
have led to targeted
restrictions in some regions,
resulting in a moderate
downward revision to our
Canadian growth outlook. A
possible return to broader
shutdowns remains the
biggest threat to the
recovery.



While lagging households, business spending is also improving. U.S. equipment
investment rose sharply last quarter, offsetting weak commercial construction.
The 33% annualized bounce in Q3 GDP cut the U.S. economy's earlier plunge
from 10.1% to 3.5%, now a smaller hole than in the Great Recession. This was
despite rising infections and partial restrictions in the summer. Meantime, strong
monthly GDP gains point to a 47% rebound in Canadian Q3 growth, as COVID
cases eased this summer.

Strong gains in consumer spending in September and work hours in October led to an upward revision to our Q4
U.S. growth call to 4.0% annualized. The ISM manufacturing index also hit a 2-year high in October, with factories
benefiting from the shift away from services to goods. Even with the economy losing momentum due to ebbing pent-
up demand and surging infections, real GDP looks to contract a lesser 3.5% in 2020 versus 4.0% previously thought.
This would still be the worst annual result since 1946, though likely the best in the G7 and better than the 5 1/2%
slide the consensus was calling for in May. As noted earlier, we still expect a 4.0% rebound in 2021, albeit with
downside risks stemming from the pandemic and political uncertainty.

A second wave of the virus is now rolling across Canada, resulting in new restrictions on indoor dining, bars and
personal-care services in several provinces. Consequently, we lowered our Q4 growth forecast to 2.3% and our
2021 call to 5.5% (from the long-standing 6.0%). However, next year's outlook will be supported by GM's surprising
announcement to reopen the Oshawa plant in 14 months and rehire 2,300 workers. While the provinces appear
more willing to restrict activity than their U.S. counterparts, the Federal government is more responsive to cushioning
the blow, already extending income-support programs for workers into next summer and revamping the under-
used commercial rent-relief program. The IMF ranks Canada tops in providing fiscal support, followed by the U.S. and
Australia. Of course, the spending measures--upwards of $240 billion or over 10% of GDP--have also drilled a large
hole in the budget that could exceed 16% of GDP this year. Still, the government shows no sign of turning down the
fiscal taps until the crisis is well behind us.

With the economy recovering, labour markets are healing. U.S. nonfarm payrolls are now down 6.6% since
February, recovering 54% of the initial 22 million layoffs. The unemployment rate of 6.9% is less than half of April's
post-war high (14.7%), but still nearly double February's half-century low (3.5%). Elevated permanent layoffs (3.7
million) suggest further progress will take longer, especially if the participation rate rises quickly (so far, child-care
responsibilities have forced many people out of the workforce). Canada has made faster progress in recovering its
job losses than the U.S. (according to one survey), reclaiming about 80% of the earlier 3 million job cuts. Unlike most
U.S. states, provinces can run budget deficits, and have used this flexibility to increase hiring in education and health
care. While the decline in the jobless rate from 13.7% in May to 8.9% in October has been slowed by a near complete
rebound in the participation rate, the latter has positive implications for income and spending.

With fewer temporary layoffs on deck, jobless rates will fall more slowly in coming years. As a result, neither
the Fed nor the Bank of Canada is expected to raise policy rates until 2024. The Canadian dollar is expected to
strengthen modestly toward $1.30 by late next year, benefiting from firmer oil and commodity prices as global
demand improves.
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Forecasts

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

CANADA

Real GDP (q/q % chng : a.r.) -8.2 -38.7 47.0 2.3 4.2 6.5 6.0 5.0 1.7 -5.6 5.5

Consumer Spending -12.4 -43.0 67.2 5.2 3.4 6.9 6.7 5.8 1.6 -6.1 7.2

Business Investment (non-res.) -2.7 -56.7 56.6 6.9 5.0 6.7 7.7 7.1 0.4 -10.5 5.3

Consumer Price Index (y/y % chng) 1.8 0.0 0.3 0.3 0.6 1.9 1.6 1.7 1.9 0.7 1.4

Unemployment Rate (percent) 6.3 13.0 10.0 8.7 7.9 7.7 7.4 7.1 5.7 9.5 7.5

Housing Starts  (000s : a.r.) 209 191 239 210 210 206 202 202 209 212 205

Current Account Balance ($blns : a.r.) -52.9 -34.5 -40.8 -39.8 -41.5 -41.8 -41.7 -42.9 -47.0 -42.0 -42.0

Interest Rates

Overnight Rate 1.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 1.75 0.50 0.25

3-month Treasury Bill 1.29 0.22 0.16 0.10 0.10 0.10 0.10 0.10 1.65 0.45 0.10

10-year Bond 1.20 0.59 0.55 0.65 0.70 0.75 0.80 0.85 1.59 0.75 0.80

Canada-U.S. Interest Rate Spreads

90-day 16 8 5 0 0 0 0 0 -45 7 0

10-year -18 -10 -10 -18 -17 -16 -15 -14 -56 -14 -15

UNITED STATES

Real GDP (q/q % chng : a.r.) -5.0 -31.4 33.1 4.0 2.8 4.0 3.7 3.3 2.2 -3.5 4.0

Consumer Spending -6.9 -33.2 40.7 6.0 3.0 4.0 4.0 3.7 2.4 -3.7 5.1

Business Investment (non-res.) -6.7 -27.2 20.3 1.4 3.2 4.4 3.4 2.4 2.9 -4.9 2.7

Consumer Price Index (y/y % chng) 2.1 0.4 1.3 1.2 1.3 2.7 2.0 2.0 1.8 1.2 2.0

Unemployment Rate (percent) 3.8 13.0 8.8 6.8 6.4 6.1 5.8 5.5 3.7 8.1 6.0

Housing Starts (mlns : a.r.) 1.48 1.08 1.43 1.41 1.34 1.34 1.34 1.35 1.30 1.35 1.34

Current Account Balance ($blns : a.r.) -446 -682 -833 -858 -875 -883 -895 -905 -480 -705 -890

Interest Rates

Fed Funds Target Rate 1.13 0.13 0.13 0.13 0.13 0.13 0.13 0.13 2.13 0.38 0.13

3-month Treasury Bill 1.13 0.14 0.11 0.10 0.10 0.10 0.10 0.10 2.10 0.35 0.10

10-year Note 1.38 0.69 0.65 0.80 0.90 0.90 0.95 1.00 2.14 0.90 0.95

EXCHANGE RATES

US¢/C$ 74.4 72.2 75.1 75.7 75.9 76.2 76.5 76.8 75.4 74.4 76.4

C$/US$ 1.34 1.39 1.33 1.32 1.32 1.31 1.31 1.30 1.33 1.35 1.31

¥/US$ 109 108 106 105 105 106 106 107 109 107 106

US$/Euro 1.10 1.10 1.17 1.16 1.16 1.18 1.20 1.21 1.12 1.13 1.19

US$/£ 1.28 1.24 1.29 1.29 1.30 1.31 1.32 1.33 1.28 1.28 1.31

Blocked areas mark BMO Capital Markets forecasts

(average for the quarter : %)

(average for the quarter : bps)

(average for the quarter : %)

(average for the quarter)

2020 2021 Annual

2019 2020 2021
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the U.K., Bank of Montreal Europe Plc in Ireland and BMO Capital Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited, Bank of Montreal Europe Plc and BMO Capital Markets Corp are affiliates.
BMO does not represent that this document may be lawfully distributed, or that any financial products may be lawfully offered or dealt with, in compliance with any regulatory requirements in other jurisdictions, or
pursuant to an exemption available thereunder. This document is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations.
Their contents have not been reviewed by any regulatory authority. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers
covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change without notice. BMO Capital
Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete. However, BMO Capital
Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from
any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report is not intended to be used
as the primary basis of investment decisions, and because of individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This document is not
to be construed as an offer to sell, a solicitation for or an offer to buy, any products or services referenced herein (including, without limitation, any commodities, securities or other financial instruments), nor shall
such Information be considered as investment advice or as a recommendation to enter into any transaction. Each investor should consider obtaining independent advice before making any financial decisions. This
document is provided for general information only and does not take into account any investor’s particular needs, financial status or investment objectives. BMO Capital Markets or its affiliates will buy from or sell to
customers the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities discussed
herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely
solely on this report in evaluating whether or not to buy or sell securities of issuers discussed herein.

Dissemination of Economic Publications

Our publications are disseminated via email and may also be available via our web site https://economics.bmo.com. Please contact your BMO Financial Group Representative for more information.

Additional Matters

This report is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations. Its contents have not been reviewed by any
regulatory authority. BMO Capital Markets does not represent that this report may be lawfully distributed or that any financial products may be lawfully offered or dealt with, in compliance with regulatory
requirements in other jurisdictions, or pursuant to an exemption available thereunder.

To Australian residents: BMO Capital Markets Limited is exempt from the requirement to hold an Australian financial services licence under the Corporations Act and is regulated by the UK Financial Conduct Authority
under UK laws, which differ from Australian laws. This document is only intended for wholesale clients (as defined in the Corporations Act 2001) and Eligible Counterparties or Professional Clients (as defined in Annex
II to MiFID II).

To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein subject to the terms set out above. Any Canadian person wishing to effect
transactions in any of the securities included in this report should do so through BMO Nesbitt Burns Inc.

To U.K./E.U. Residents: In the UK, Bank of Montreal London Branch is authorised and regulated by the Prudential Regulation Authority and the Financial Conduct Authority (“FCA”) and BMO Capital Markets Limited
is authorised and regulated by the FCA. The contents hereof are intended solely for clients which satisfy the criteria for classification as either a “professional client” or an “eligible counterparty”, each as defined in
Directive 2014/65/EU (“MiFID II”). Any U.K. person wishing to effect transactions in any security discussed herein should do so through Bank of Montreal, London Branch or BMO Capital Markets Limited; any person
in the E.U. wishing to effect transactions in any security discussed herein should do so through BMO Capital Markets Limited. In the UK this document is published by BMO Capital Markets Limited which is authorised
and regulated by the Financial Conduct Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional experience in matters relating to
investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the "Order") or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all
such persons together referred to as "relevant persons"). The contents hereof are not intended for the use of and may not be issued or passed on to retail clients.In an E.U. Member State this document is issued and
distributed by Bank of Montreal Europe plc which is authorised and regulated in Ireland and operates in the E.U. on a passported basis. This document is only intended for Eligible Counterparties or Professional Clients,
as defined in Annex II to “Markets in Financial Instruments Directive” 2014/65/EU (“MiFID II”).

To Hong Kong Residents: This document is issued and distributed in Hong Kong by Bank of Montreal (“BMO”). BMO is an authorized institution under the Banking Ordinance (Chapter 155 of the Laws of Hong Kong)
and a registered institution with the Securities and Futures Commission (CE No. AAK809) under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). This material has not been reviewed or
approved by any regulatory authority in Hong Kong. Accordingly the material must not be issued, circulated or distributed in Hong Kong other than (1) except for "structured products" as defined in the Securities and
Futures Ordinance, in circumstances which do not constitute it as a “Prospectus” as defined in the Companies Ordinance or which do not constitute an offer to the public within the meaning of that Ordinance, or (2) to
Professional investors as defined in the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules made thereunder. Unless permitted by the securities laws of Hong Kong, no person
may issue in Hong Kong, or have in its possession for issue in Hong Kong this material or any other advertisement, invitation or document relating to the products other than to a professional investor as defined the
Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules.

To Korean Residents: This material is not provided to make a recommendation for specific Korean residents to enter into a contract for trading financial investment instruments, for investment advising, for
discretionary investment, or for a trust, nor does it constitute advertisement of any financial business or financial investment instruments towards Korean residents. The material is not provided as advice on the value
of financial investment instruments or any investment decision for specific Korean residents. The provision of the material does not constitute engaging in the foreign exchange business or foreign exchange brokerage
business regulated under the Foreign Exchange Transactions Act of Korea.

To PRC Residents: This material does not constitute an offer to sell or the solicitation of an offer to buy any financial products in the People’s Republic of China (excluding Hong Kong, Macau and Taiwan, the “PRC”).
BMO and its affiliates do not represent that this material may be lawfully distributed, or that any financial products may be lawfully offered, in compliance with any applicable registration or other requirements in
the PRC, or pursuant to an exemption available thereunder, or assume any responsibility for facilitating any such distribution or offering. This material may not be distributed or published in the PRC, except under
circumstances that will result in compliance with any applicable laws and regulations.

Singapore Residents: This document has not been registered as a prospectus with the Monetary Authority of Singapore and the material does not constitute an offer or sale, solicitation or invitation for subscription or
purchase of any shares or financial products in Singapore. Accordingly, BMO and its affiliates do not represent that this document and any other materials produced in connection therewith may lawfully be circulated
or distributed, whether directly or indirectly, to persons in Singapore. This document and the material do not and are not intended to constitute the provision of financial advisory services, whether directly or indirectly,
to persons in Singapore. This document and any information contained in this report shall not be disclosed to any other person. If you are not an accredited investor, please disregard this report. BMO Singapore Branch
does not accept legal responsibility for the contents of the report. In Asia, Bank of Montreal is licensed to conduct banking and financial services in Hong Kong and Singapore. Certain products and services referred to
in this document are designed specifically for certain categories of investors in a number of different countries and regions. Such products and services would only be offered to these investors in those countries and
regions in accordance with applicable laws and regulations. The Information is directed only at persons in jurisdictions where access to and use of such information is lawful.

To Thai Residents: The contents hereof are intended solely for the use of persons qualified as Institutional Investors according to Notification of the Securities and Exchange Commission No. GorKor. 11/2547 Re:
Characteristics of Advice which are not deemed as Conducting Derivatives Advisory Services dated 23 January 2004 (as amended). BMO and its affiliates do not represent that the material may be lawfully distributed,
or that any financial products may be lawfully offered, in compliance with any regulatory requirements in Thailand, or pursuant to an exemption available under any applicable laws and regulations.

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished, retransmitted, distributed, disclosed, or otherwise made available, in whole or
in part, directly or indirectly, in hard or soft copy, through any means, to any person, except with the prior written consent of BMO Capital Markets.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate banking products. BMO serves Canadian retail
clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking clients are served by BMO Harris Bank N.A., (Member FDIC). Investment and corporate banking
services are provided in Canada and the US through BMO Capital Markets.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A. (member FDIC), Bank of Montreal Europe p.l.c, and Bank of Montreal
(China) Co. Ltd, the institutional broker dealer business of BMO Capital Markets Corp. (Member FINRA and SIPC) and the agency broker dealer business of Clearpool Execution Services, LLC (Member FINRA and SIPC)
in the U.S., and the institutional broker dealer businesses of BMO Nesbitt Burns Inc. (Member Investment Industry Regulatory Organization of Canada and Member Canadian Investor Protection Fund) in Canada and
Asia, Bank of Montreal Europe p.l.c. (authorised and regulated by the Central Bank of Ireland) in Europe and BMO Capital Markets Limited (authorised and regulated by the Financial Conduct Authority) in the UK and
Australia.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.

™ Trademark Bank of Montreal in the United States and Canada.

© COPYRIGHT 2020 BMO CAPITAL MARKETS CORP.

A member of BMO Financial Group

North American Outlook | Uncertainty Rules

November 9, 2020 | Page 7 of 7

https://economics.bmo.com

