
   

 
   
  1
  

FINANCIAL MARKETS MONTHLY | FEBRUARY 2021 

February 5, 2021 

rbc.com/economics 

Economic momentum ‘strained’ in early 2021 
Vaccine rollout remains in focus with the UK and US leading major economies in distribution 

while Canada and Europe lag behind amid frustrating shipment delays. Even so, vaccine dis-

tribution is ramping up more quickly than was expected just three months ago. That was evi-

dent in the IMF’s latest World Economic Outlook that saw its 2021 global growth forecast 

lifted by 0.3 ppts on top of a 0.9 ppt upward revision to its 2020 projection (now assuming a 

less severe decline). While vaccine rollout will see economic activity pick up over the course 

of this year, the IMF warned that “renewed waves and new variants of the virus pose concerns 

for the outlook.” 

Indeed, concern about the prevalence of new, faster-spreading strains of COVID-19 has health 

officials on guard. While lockdowns have helped flatten the curve in many regions, policy-

makers are being cautious in loosening containment measures. Economic activity was strong-

er than anticipated late last year but tighter restrictions extending into early-2021 have us ex-

pecting first quarter GDP declines in the UK and euro area. There’s risk of a negative print in 

Canada though the US economy should remain above stall speed. We continue to expect ac-

tivity will pick up in Q2 and beyond as more widespread vaccination allows for gradual but 

sustained easing of health restrictions. 

Central banks remain committed to supporting the recovery though some are beginning to 

think about an exit strategy. We look for the BoC to slow its QE program as soon as next 

quarter while the Fed’s tapering debate will only heat up over the course of the year. North 

American yields moved higher in January, though further moves will depend on risk appetite 

as well as central bank policy bias. Equities remain close to record highs despite volatility late 

last month amid frenzied action in a few heavily-shorted stocks. RBC’s US equity analysts 

continue to see risk of a broader market pullback in the first half of this year. 
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The BoC opted against a “micro cut” in January and instead signaled 

that its QE program could be adjusted if the recovery proceeds as ex-

pected. We see scope for the central bank to reduce the pace of bond 

buying as soon as April, but rate hikes remain a long way off. 

Fed Chair Powell pushed back against his colleagues’ taper talk, saying 

any conversation about QE exit is premature. But with the US recovery 

set to pick up steam in the coming quarters, we think QE will remain a 

topic of discussion with tapering likely to begin later this year. 

An improving medium term outlook has made a bank rate cut unlikely, 

but at the same time the UK’s long road to recovery makes rate hikes an 

unlikely prospect. 

After expanding and extending its QE program in December, the ECB 

made no policy changes in January. President Lagarde struck a slightly 

hawkish tone by saying the ECB might not need its entire QE envelope 

if favourable financing conditions can be maintained. 

The RBA announced a sizeable QE extension sooner than we anticipat-

ed. The central bank also says rate hikes are off the table until 2024, 

though its yield curve control policy won’t last as long. 

 
Josh Nye | Senior Economist | 416-974-3979 | josh.nye@rbc.com 

Central bank near-term bias 

http://www.rbc.com/economics/index.html?utm_medium=pdf&utm_source=document&utm_campaign=doclink
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Highlights US consumers regaining momentum 

US GDP rose at a 4% annualized rate in Q4/20, a near-consensus gain that left activity 

just 2.5% below its year-ago level (that is, retracing 3/4 of the decline seen during the 

first half of 2020). Private investment remained a source of strength with a further surge 

in housing activity and ongoing improvement in business capital spending. Consumer 

spending saw a more moderate increase and lost steam as the quarter progressed with 

declines in both November and December. Higher-frequency card spending suggests that 

trend reversed in January when another round of stimulus cheques and more support for 

the unemployed boosted household incomes. As was the case last spring, we expect 

some of this government support will be saved, potentially providing an added boost to 

the services sector when high-touch industries are able to fully re-open. About 28 million 

Americans received their first vaccine dose as of early February, suggesting Biden’s goal 

of vaccinating 100 million people in his first 100 days is within reach. We’re tracking a 

2.5% annualized increase in Q1/21 GDP but see growth accelerating to average 5% per 

quarter over the remainder of 2021. 

Democrats getting to work on more stimulus  

While we’re only slightly more than a month removed from the most recent government 

stimulus deal—a $900 billion plan that included cheques for many households and im-

proved unemployment benefits—Democrats are working on another package that will 

include a number of initiatives that were left out of that earlier, bi-partisan agreement. 

Their proposed $1.9 trillion plan would, among other things, send additional cheques to 

households ($1,400 on top of the $600 that went out earlier this year), further extend 

unemployment benefits and federal top-ups, and provide more funding for state and local 

governments and education. If passed, total stimulus since late last year would nearly 

match the roughly $3 trillion in support put in place last spring. Thinking that excessive, 

a number of Republican senators have offered a smaller $600 billion proposal. Demo-

crats can use the budget reconciliation process to go ahead with their own plan, though a 

bi-partisan compromise (north of $1 trillion) would be an early signal that the Biden ad-

ministration is serious about reaching across the aisle. In any case, additional stimulus 

would lend some upside risk to our GDP growth forecasts, particularly later this year 

when more widespread immunity helps unleash some household savings. 

Fed’s Powell pushes back against taper talk 

At its December meeting, the Fed provided some additional forward guidance on its QE 

program, saying the current pace of asset purchases would continue “until substantial 

further progress has been made” toward the committee’s dual inflation and employment 

objectives. Since then, a number of Fed speakers gave their take on when that vague 

condition might be met, with some suggesting the central bank might be ready to ease up 

on asset purchases later this year. Fearing that a public debate over pending QE changes 

might lead to a repeat of 2013’s ‘taper tantrum’ (10-year Treasury yields jumped by 

more than 1 ppt that summer), Chair Powell used his post-meeting platform to push 

back, saying any talk of tapering was premature. Powell clearly wants to keep the focus 

on the Fed’s present stimulus efforts, but we think this debate will continue to evolve 

over the spring and summer as more widespread vaccinations help the country’s eco-

nomic recovery gather steam. We ultimately see the Fed beginning to slow asset pur-

chases by year end, with a faster tapering than in 2014 (when purchases were trimmed 

by just $10 billion per meeting) leaving the door open to rate hikes next year. Given the 

US’s relatively strong recovery (compared with other advanced economies) we think the 

Fed will be first out of the gate with any rate increases. As the theme of monetary policy 

divergence develops, we see the US dollar reversing some of last year’s losses over the 

course of 2021.  

 

 US consumer spending 

stalled in late-2020 but is 

picking up again thanks to 

stimulus cheques.  

 More government support 

could be on the way, and 

would juice the recovery as 

containment measures are 

eased.  

 The Fed’s updated QE 

guidance saw a number of 

central bank officials giving 

their take on taper timing…  

 …but likely fearing anoth-

er ‘taper tantrum’ Chair 

Powell said it’s too early to 

talk about QE exit. 

  

 



   

 
   
  3
  

FINANCIAL MARKETS MONTHLY | FEBRUARY 2021 

 

  Canadian GDP surprised 

to the upside in November 

and December…   

 …but lockdowns likely 

caused growth to stall in the 

first quarter of 2021. 

 We expect the BoC will 

slow its asset purchases as 

soon as April but QE will 

likely  continue through 

much of the year. 

  The BoC’s efforts have 

clearly stimulated interest-

rate sensitive sectors, par-

ticularly housing. 

Canada’s economy showed surprising resilience in late-2020 

Canadian GDP increased by 0.7% in November, up from StatCan’s preliminary 0.4% 

estimate. Adding to the upside surprise, December’s flash reading showed a further 

albeit more modest increase (0.3%) despite employment data showing net job losses 

and a slight reduction in hours worked in the month. For the fourth quarter as a whole, 

these estimates point to a 7.5% annualized GDP gain—a good deal firmer than our ear-

lier forecast, as well as the BoC’s latest call. That would leave economic activity about 

3.5% below its pre-pandemic level, compared with a 13% shortfall in Q2/20. 

Unfortunately, this unexpected momentum appears to have faded in early-2021 as lock-

down measures (most notably in Canada’s two largest provinces) ramped up. January 

saw a second consecutive month of job losses, with high-touch industries once again 

bearing the brunt of the decline. RBC’s consumer tracker suggests spending softened in 

January with retail categories seeing declines across the board amid more widespread 

non-essential store closures. Some jurisdictions are beginning to ease lockdown 

measures in February, though the threat of fast-spreading COVID-19 variants is keep-

ing policymakers relatively cautious. For the first quarter as a whole, we continue to 

expect GDP will be flat, whereas the BoC is looking for a 2.5% annualized decline. 

Activity should pick up in Q2 and beyond, though we’ve lowered our growth forecasts 

slightly, thanks in part to vaccine shipment delays that have Canada lagging behind 

other countries in jabs administered. 

BoC signals QE taper ahead…  

Market chatter about a potential BoC “micro-cut” early this year (e.g. to 0.1% from 

0.25% currently) proved unfounded as the central bank left its key policies unchanged 

in January. Governing Council actually struck a slightly hawkish tone by hinting at an 

eventual QE taper, noting it will adjust the pace of bond purchases as it “gains confi-

dence in the strength of the recovery.” We see the central bank further trimming asset 

purchases (to $3 billion per week from $4 billion currently) as soon as April, with a 

slowdown in bond buying set to occur alongside leaner issuance, thus mitigating up-

ward pressure on yields. While QE changes are on the horizon, the BoC was keen to 

emphasize that its policy rate will remain low for an extended period. Despite upgraded 

growth forecasts this year (earlier-than-expected vaccine rollout more than offsetting a 

near-term slowdown) the BoC maintained its guidance that the economy won’t reach 

full capacity before 2023. We expect a slightly faster closing of the output gap will 

open the door to a late-2022 rate hike. 

…with low rates seeing plenty of traction 

Aside from a more positive medium-term outlook, we think there’s another reason the 

BoC didn’t opt to provide additional stimulus—rate-sensitive sectors don’t seem to be 

in dire need of more support. Spurred on by low mortgage rates, Canadian home sales 

hit a record high in 2020 and we expect a further increase in 2021. Homebuilding has 

been firm with housing starts running at their fastest pace since 2007, while residential 

permit issuance is also the strongest in decades. And durable goods have led the recov-

ery in consumer spending. Outside of the household sector, the BoC’s latest Business 

Outlook Survey showed a further easing in credit conditions late last year, while for 

small businesses, borrowing costs were among the least prevalent cost constraints. The 

BoC’s estimate of the effective business borrowing rate continued to trend lower 

through January, having declined by about 125 basis points from a year earlier (against 

150 bps of overnight rate cuts). Capital spending is improving outside of the energy 

sector, and we’ll be watching StatCan’s upcoming CAPEX intentions survey for guid-

ance on whether that trend will be sustained in 2021. 

Highlights 
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UK off to the races with vaccine distribution 

UK GDP declined in November for the first time in six months as renewed lockdowns 

weighed on the services sector. We expect the economy eked out a gain in December when 

containment measures were partially eased, which should leave Q4/20 growth in positive ter-

ritory. However, with even more restrictive measures being put in place in January and set to 

last until March, we’re forecasting a sizeable 4.1% non-annualized decline in Q1/21 GDP. 

That would leave economic output nearly 12% below its pre-pandemic level—almost twice 

the euro area’s anticipated shortfall. The UK economy is in a deep hole but its early progress 

in vaccine distribution will help. More than 15% of the population has received at least one 

dose, putting the government on track to hit its target of vaccinating the country’s most vul-

nerable and front-line health and social workers by mid-February. Immunization of the broad-

er population will ramp up over the spring, which should allow for a more significant easing 

of containment measures and a return to growth in the second quarter.  

Despite the economy’s current struggles, a brightening outlook combined with recent com-

ments from BoE officials led us to abandon our call for a bank rate cut in February. In the 

event, the central bank held its policy rate and QE target steady. Preparations are still under-

way to ensure a negative bank rate can be implemented if needed, but at the same time the 

BoE is re-examining its strategy for tightening monetary policy. While it was emphasized that 

the latter isn’t meant to signal impending rate hikes, markets saw it as a hawkish development 

with Gilts selling off post-meeting. We’re no longer looking for a bank rate cut, but also see 

little scope to move rates higher given significant and likely persistent slack in the economy. 

Euro area in the midst of technical recession 

The euro area’s economic recovery took a step back in Q4/20 with GDP falling by 0.7% (non-

annualized), led by declines in France and Italy. Output was 5% lower than a year earlier, 

with Spain and Italy seeing the most significant contraction among the currency bloc’s largest 

economies, thanks in part to their larger (and hard-hit) tourism sectors. Recent COVID-19 

trends have been mixed with Spain seeing a surge in January but most others managing to 

keep case growth well below late-2020 highs. But given concerns about fast-spreading vari-

ants that troubled the UK around the turn of the year, policymakers are maintaining some of 

the restrictive measures that were put in place late last year. As such, we’re expecting a sec-

ond straight quarterly GDP decline (-1.1%) in Q1/21. Europe’s vaccine rollout has been rela-

tively slow with just 2.3-2.7% of the population having received at least one dose in the larg-

est euro area economies. It looks like the continent will be about a quarter behind the UK and 

US in achieving widespread immunity, though we still anticipate a return to growth in Q2/21. 

We don’t see activity returning to pre-pandemic levels until 2022. 

Dovish RBA increases QE, sharpens low for long guidance 

Australia’s low COVID-19 case counts make it the envy of other advanced economies. Aside 

from tight border controls, less lockdown stringency has supported an ongoing labour market 

recovery with nearly 90% of job losses retraced as of December. We think a roughly 2% non-

annualized increase in Q4/20 GDP left activity just 2.3% lower than a year earlier—the small-

est shortfall among economies we track. We look for growth to continue at a relatively steady 

albeit more moderate pace in 2021 with GDP likely eclipsing pre-pandemic levels around mid 

year. Absorbing economic slack will be a much longer process though, and we see inflation 

remaining at the bottom of the RBA’s 2-3% target range through the end of 2022 (after some 

base effects push prices higher this year). The RBA has pledged to not raise rates until infla-

tion is sustainably within its target range, and said in February that’s unlikely before 2024 at 

the earliest. Backing up its dovish guidance, the RBA surprised markets with an earlier and 

larger-than-expected extension of its QE program, pledging another A$100 billion in purchas-

es at the current pace of A$5 billion per week. The bank’s yield curve control policy remains 

in place but purchases to support that target (separate from its QE program) have been limited 

in recent months. 

 

 A significant decline in 

Q1/21 GDP will leave 

the UK economy in a 

deep hole…  

 …but the country’s 

swift vaccine distribu-

tion should ensure a re-

turn to growth in Q2.  

 Extended lockdowns in 

some countries should 

see euro are GDP decline 

for a second straight 

quarter in Q1/21. 

 Australia’s economy is 

seeing steady growth 

thanks to its success 

containing COVID-19. 

Highlights 
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Interest rate outlook 

* Two-year/10-year spread in basis points, **Top of 25 basis point range 

Source: Reuters, RBC Economics Research 

%, end of period 

Actual Forecast
20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 22Q1 22Q2 22Q3 22Q4

Canada

Overnight 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.50

Three-month 0.21 0.20 0.12 0.06 0.15 0.15 0.20 0.20 0.25 0.25 0.50 0.55

Two-year 0.42 0.29 0.25 0.20 0.30 0.30 0.35 0.35 0.55 0.75 0.90 1.10

Five-year 0.59 0.37 0.36 0.39 0.50 0.60 0.70 0.80 0.95 1.05 1.20 1.35

10-year 0.70 0.53 0.57 0.68 0.75 0.90 1.00 1.05 1.15 1.25 1.35 1.50

30-year 1.31 0.99 1.11 1.21 1.30 1.40 1.45 1.50 1.60 1.65 1.75 1.85

United States

Fed funds** 0.13 0.13 0.13 0.13 0.13 0.13 0.13 0.13 0.38 0.38 0.63 0.63

Three-month 0.11 0.16 0.10 0.09 0.10 0.15 0.20 0.25 0.40 0.55 0.70 0.75

Two-year 0.23 0.16 0.13 0.13 0.20 0.25 0.40 0.60 0.85 1.00 1.25 1.50

Five-year 0.37 0.29 0.28 0.36 0.50 0.60 0.75 1.00 1.05 1.15 1.30 1.55

10-year 0.70 0.66 0.69 0.93 1.05 1.15 1.20 1.25 1.30 1.40 1.50 1.65

30-year 1.35 1.41 1.46 1.65 1.70 1.75 1.75 1.80 1.85 1.90 1.95 2.000.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

United Kingdom

Bank rate 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

Two-year 0.13 -0.08 -0.02 -0.16 -0.10 -0.05 0.00 0.00 0.05 0.05 0.05 0.05

Five-year 0.20 -0.06 -0.06 -0.08 0.00 0.05 0.10 0.10 0.15 0.20 0.25 0.25

10-year 0.34 0.17 0.23 0.20 0.30 0.35 0.40 0.40 0.50 0.55 0.60 0.65

30-year 0.82 0.64 0.78 0.76 0.85 0.90 0.90 0.90 0.95 1.10 1.25 1.40

Euro area

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

Two-year -0.69 -0.69 -0.70 -0.71 -0.65 -0.60 -0.60 -0.60 -0.60 -0.60 -0.55 -0.50

Five-year -0.65 -0.70 -0.71 -0.74 -0.75 -0.65 -0.55 -0.50 -0.50 -0.45 -0.40 -0.30

10-year -0.48 -0.45 -0.53 -0.58 -0.60 -0.50 -0.40 -0.35 -0.30 -0.25 -0.15 0.00

30-year 0.03 0.01 -0.09 -0.17 -0.05 0.05 0.15 0.25 0.40 0.50 0.60 0.70

Australia

Cash target rate 0.25 0.25 0.25 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

Two-year 0.24 0.25 0.16 0.08 0.05 0.05 0.05 0.05 0.10 0.20 0.25 0.25

10-year 0.77 0.87 0.84 0.97 0.90 0.95 1.00 1.05 1.00 1.10 1.20 1.35

New Zealand 

Cash target rate 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25

Two-year swap 0.52 0.19 0.05 0.27 0.25 0.25 0.25 0.25 0.30 0.35 0.40 0.45

10-year swap 0.92 0.72 0.50 0.97 0.95 1.00 1.05 1.10 1.10 1.20 1.30 1.45

Yield curve*

Canada 28 24 32 48 45 60 65 70 60 50 45 40

United States 47 50 56 80 85 90 80 65 45 40 25 15

United Kingdom 21 25 25 36 40 40 40 40 45 50 55 60

Eurozone 21 24 17 13 5 10 20 25 30 35 40 50

Australia 53 62 68 89 85 90 95 100 90 90 95 110

New Zealand 40 53 45 70 70 75 80 85 80 85 90 100
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Economic outlook 

Source: Statistics Canada, Bureau of Economic Analysis, Bureau of Labor Statistics, Office for National Statistics, Statistical Office of the European 

Communities, Australian Bureau of Statistics, Statistics New Zealand, RBC Economics Research 

*annualized 

Growth outlook

% change, quarter-over-quarter in real GDP

20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 22Q1 22Q2 22Q3 22Q4 2019 2020 2021F 2022F

Canada* -7.3 -38.1 40.5 7.5 0.0 5.0 7.5 7.0 4.0 3.0 2.5 1.8 1.9 -5.4 4.9 4.5

United States*  -5.0 -31.4 33.4 4.0 2.5 5.0 6.5 4.0 1.9 1.9 1.8 1.8 2.2 -3.5 4.6 3.0

United Kingdom -3.0 -18.8 16.0 0.7 -4.1 4.7 3.8 2.4 0.5 0.4 0.4 0.4 1.4 -9.9 4.3 5.9

Euro Area -3.7 -11.7 12.4 -0.7 -1.1 2.2 1.9 1.3 0.6 0.4 0.4 0.4 1.3 -6.8 4.0 3.8

Australia -0.3 -7.0 3.3 1.9 1.0 0.6 1.0 0.7 0.7 0.8 0.6 0.6 1.9 -2.8 3.5 3.0

Inflation outlook
% change, year-over-year

20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 22Q1 22Q2 22Q3 22Q4 2019 2020 2021F 2022F

Canada* 1.8 0.0 0.3 0.8 0.7 1.7 1.4 1.3 1.6 2.0 2.0 2.0 1.9 0.7 1.3 1.9

United States*  2.1 0.4 1.2 1.2 1.7 3.1 2.3 2.2 1.9 2.0 2.1 2.2 1.8 1.2 2.3 2.1

United Kingdom 1.7 0.7 0.6 0.6 0.7 1.3 1.4 1.5 1.7 1.8 1.8 1.9 1.8 0.9 1.2 1.8

Euro Area 1.1 0.2 0.0 -0.3 0.2 0.5 0.9 1.4 1.1 1.4 1.3 1.4 1.2 0.3 0.8 1.3

Australia 2.2 -0.3 0.7 0.9 1.1 3.5 2.4 2.1 2.1 2.1 2.1 2.0 1.6 0.8 2.1 2.0

Currency outlook 

Level, end of period 

Rates are expressed in currency units per US dollar and currency units per Canadian dollar, except the euro, UK pound, Australian dollar, and New 

Zealand dollar, which are expressed in US dollars per currency unit and Canadian dollars per currency unit. 

Source: Bloomberg, RBC Economics Research 

Actuals Forecast

20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 22Q1 22Q2 22Q3 22Q4

Canadian dollar 1.41 1.36 1.33 1.27 1.28 1.28 1.29 1.30 1.31 1.32 1.32 1.33

Euro 1.10 1.12 1.17 1.22 1.18 1.16 1.15 1.14 1.13 1.12 1.13 1.14

U.K. pound sterling 1.24 1.24 1.29 1.37 1.31 1.26 1.24 1.20 1.19 1.17 1.18 1.18

Japanese yen 108 108 105 103 100 98 97 98 99 100 101 102

Australian dollar 0.61 0.69 0.72 0.77 0.74 0.72 0.70 0.69 0.68 0.67 0.67 0.67

Canadian dollar cross-rates

20Q1 20Q2 20Q3 20Q4 21Q1 21Q2 21Q3 21Q4 22Q1 22Q2 22Q3 22Q4

EUR/CAD 1.55 1.53 1.56 1.55 1.51 1.48 1.48 1.48 1.48 1.48 1.49 1.52

GBP/CAD 1.75 1.68 1.72 1.74 1.68 1.61 1.60 1.56 1.56 1.54 1.55 1.56

CAD/JPY 76.5 79.5 79.2 81.1 78.1 76.6 75.2 75.4 75.6 75.8 76.5 76.7

AUD/CAD 0.86 0.94 0.95 0.98 0.95 0.92 0.90 0.90 0.89 0.88 0.88 0.89
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Vaccine rollout to boost recoveries through mid-year 

The US and UK are among the global leaders in COVID-19 vac-
cinations and look set to immunize a large portion of their popu-
lations several months sooner than in Canada and Europe. Even 
before herd immunity is achieved, more vaccines should allow 
greater easing of containment measures, all else equal. 

The US economy has maintained positive momentum and 
growth should pick up as vaccinations progress with an added 
boost from fiscal stimulus. Lockdowns in the UK and euro area 
are shifting their recoveries into reverse while Canada’s econo-
my should be flat at best in Q1/21. All should return to positive 
growth in the second quarter. 

Faster economic recoveries in Canada and the US should see the 
BoC and Fed removing accommodation earlier than other central 
banks. Both countries’ government bond yield curves have 
steepened with investors starting to price in higher inflation, an 
eventual QE taper and, later on, an end to rock bottom rates. 

The recent selloff in longer-term Treasuries and GoCs has coin-
cided with improving risk appetite. Equity markets survived a 
recent bout of volatility (the S&P 500 suffered its worst weekly 
loss in three months at the end of January) to close at another 
record high in early-February. 
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