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The Post Pandemic Playbook

Economics: Full Recovery Five Years Away




Biggest Recession in Recorded History
Return to Pre COVID Peak Will Not Be Quick

GFC, Cv19

Real GDP Follows Similar Trend The Same Pattern Is Likely to Be
But Does Not Recover to Trend Repeated
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Return to trend requires disease management and sustained subsidies



Ontario and Canada Trends are Almost Identical
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Recovery not yet complete but better than expected



Air Travel at a Standstill
But Drivers Are Back on the Road
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But are they driving to work?




Economic Tracker: Missouri Shows Health and Economics
Cannot be Separated

Key Dates. ? \
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Aborted recovery observed in all states that opened prematurely
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Businesses: Adopt New Operational Models




Governments Manage Macro Transmission Rates
Businesses Manage Micro Transmission Rates

Hierarchy of Control :

From Most to Least effective Protection Factor Necessa ry For
Elimination Vaccine
Substitution Replace with The Cold Not Feasible
Engineering

Controls Real Estate

Physical Distancing
' _EEH_ Public Transit

Reduce client perception of health risk to restore business



Equities Continue to Price No Near-Term Recovery in
Social Consumption Consistent With Econ Tracker

The Most Affected Sectors Continue to Lag
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Many businesses have yet to grapple with business model change




The Post Pandemic Playbook

Policy: Monetary & Fiscal Have Converged




Monetary & Fiscal Policy Have Converged
Central Banks Could Be the Junior Partner
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Bank of Canada funds most of this year’s deficit



Crises Make Central Banks the Junior Partner to Finance

If Prolonged This Can Be Inflationary

US Yield Curve 1940-60

1940 1950 1960

The Fed in WW2 -
targeted interest rates

Key role was money
financing of the war
effort & debt issuance

Excessive balance sheet
growth sees money base
explode

Inflation eventually rises
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Interest rates either provide cheap finance or low inflation: not both
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Inflation: Moving to 3.0% Plus




Hyperinflation Needs More Than Money Financing
It Also Needs a Failed State

MODERN MONETARY THEORY

OVERFLOW = INFLATION
inflation happens when there is
too muth money in the economy

How much money is too much? When inflation is noticeable



BoC Has Been Below Target More Than Above
M2 Money Growth Leads Inflation So Watch Closely
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The Post Pandemic Playbook

Investment: Equities Mean Lots More Risk




Expected Returns are Dismal For the Expected Volatility

Historical Return and Volatility
Major Asset Classes

14.0
12.0 i’ US Equities ®
10.0 é All Equities
o
8.0 T:;“ o O
o : .
<
‘e
2.0 o
9000 5.0 10.0 15.0 20.0
A Annual volatility %
-6.0
8.0 &
-10.0

14.0
12.0
10.0

8.0
6.0
4.0
2.0
0.0
2,000
4.0
6.0
8.0
-10.0

Expected Return and Volatility
Major Asset Classes

X

=

>

o

(o'

©

c Al m
§ Equities .

o
US Equities @
o 5.0 10.0 15.0 20.0

® Annual volatility %

US Long Bonds

Value drives the forecast — less return for the same volatility



Regime Change and The Dangers Of Equity Risk

These potential To capture these
Losses Gains
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Higher inflation means lower portfolio returns relative to history for more risk



Holding Bonds to Balance Risk Relies on Canadian Yields
Moving Deeply Negative

Canada-Ge:'urIt::PZ\{n\;leld Curves Equities Bonds Portfolio
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Bonds alone will not hedge a 60:40 portfolio



Solutions in the Face of Return Shortfalls
Raise Prices or Risk Insolvency

Many financial service products are
sensitive to expected asset returns

Lower benefits or contributions are the
residual to pension return shortfalls

Active management cannot make up the
shortfall in a low return high-risk world

Financial service products and services
are a potential driver of inflation

Premium prices adjust for expected
return shortfalls
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Auto Insurance Premiums & Asset Losses

CPI Sub Index for Auto
Premiums

Fall in TSX From Most Recent High
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Post 9/11 equity losses and rising cost of claims drove auto premiums up




The Exchange Rate and External Imbalances

Policy Matters for Foreign Exchange As Well

Confidence in US Institutions is Waning
Exerts Upward Pressure on Small Currencies

Canada’s Competitiveness is Already Weak

CS Train’s Engines Pulling Against Each Other




Canada Still Pays Its Way In The World Chopping Down
Trees - Crushing Rocks — Pumping Oil & Gas

Commodities make up 37% of exports...

But make up all of the positive trade
balance

. el s Exports
Canada runs a deficit in manufactured P

and consumer goods

Commodity exports pay Canada’s way in
the world

511
The compression in commodity prices
. Imports  BS/F)
reduces earnings and pushes CS down

Non-Commodities

The CS is driven by commodity price trends



The CS Will Remain a Commodity Currency So Long as the
World Needs Commodity Inputs

CS and Terms-Of-Trade
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The CS should be much lower as current account imbalance shows
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