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01 

The first half of the year is expected to be weak, as a second wave of infection  

and associated restrictions take a toll on the recovery and could lead to a contraction  

early in the year.

02 

The gradual immunization of the population will lead to a rebound in economic 

activity the second half of the year, as most restrictions can finally be lifted.

03 

A full recovery in the economy’s hardest-hit sectors, namely restaurants, 

transportation, and tourism, will not be possible until the immunization campaign  

is complete and restrictions lifted

04 

Government support will continue to play a vital role in supporting 

households and economic activity. 

ECONOMIC HIGHLIGHTS 

for a year that will continue to be dominated by COVID-19

2021 Takeaways
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05  
Households are sitting on a pile of cash thanks to lower spending due to the 

restrictions and strong income-support from the government. Whether they spend 

this money once the pandemic is over is a potential upside risk to the outlook.  

 

IMPACT ON HOUSEHOLDS

 06  
With interest rates remaining 

close to their record lows and 

households’ high savings  

and continued income support, 

the housing market is expected 

to be resilient.

 

07  
However, a continued increase 

in indebtedness and an 

elevated unemployment rate 

could lead to a rise in 

insolvencies and pose a  

downside risk to the outlook.
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08  
In Alberta, a stronger second wave  

of infection is leading to more forceful 

restrictions. As a result, growth is likely 

to contract in early 2021, delaying the 

recovering and temporarily pushing 

the unemployment rate higher. 

09  
This situation will also mean that Alberta 

is likely to continue to lag the rest of 

the country in consumer spending and 

housing market.

10  
A gradual increase in oil demand  

and price in 2021 will lead to bottoming 

out of oil and gas investment, and in 

production, providing some support  

to the recovery. Nevertheless, the level  

of activity in the sector is expected to 

remain below the pre-pandemic level.

 

 11  
Challenges with Alberta’s public  

finances to persist and efficiency gains 

will be insufficient to solve the problem, 

requiring solutions on both revenues  

and spending. 

IMPACT ON ALBERTA
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COVID-19 TO DOMINATE THE ECONOMIC OUTLOOK IN 2021

The COVID-19 pandemic has been the focal 
economic story of 2020 and is expected to 
remain the main economic topic in the outlook 
for 2021. The shock on the global economy has 
been immense and widespread. 
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COVID-19 TO DOMINATE THE ECONOMIC OUTLOOK IN 2021

The COVID-19 pandemic has been the focal economic story of 2020  
and is expected to remain the main economic topic in the outlook 
for 2021. The shock on the global economy has been immense and 
widespread. The IMF expects the global economy to contract by about 
4.4% in 2020, the first negative global growth since the Great Depression. 
Nevertheless, while impressive, this forecast is better than what the 
organization expected at the onset of the pandemic.

COVID-19 wreaked havoc on the global economy in 2020. To contain the spread of the virus in the 
spring, many countries introduced stringent constraints on economic activity, going from the closure 
of non-essential shops, international borders, schools and public spaces to forcing their population  
to stay at home. The result has been a sharp drop in economic activity of more than 20% in the UK 
and Spain, and about 15% in the Euro area more broadly, while it reached about 10% in the US, and 
13% in Canada. As a comparison, during the global financial crisis of 2008-09, world GDP declined 
about 5%, while economic activity declined 4% in the US, 6% in the euro area and the UK, and  
4.5% in Canada. However, some countries, especially in the Asia-Pacific region, managed to post  
a smaller decline of less than 10%. The decline in economic activity also led to widespread job 
losses, with the rise in unemployment being more important in the US and Canada than in Europe. 
European countries relied more heavily on wage subsidies and furlough programs rather than 
income replacement measures to help affected workers. 

As countries began to gain control of the propagation of the virus, some of the measures 
constraining economic activity were lifted during the summer. The resulting rebound in economic 
activity has been staggering, with GDP growing by about 15% in Q3 in the UK, 13% in the Euro area, 
and 7.5% in the US. In Canada, growth in the second quarter reached almost 9%. While those growth 
rates are impressive, the level of economic activity remains well below pre-pandemic levels. 

Continued normalization in economic activity meant that most countries were expected to return  
to pre-pandemic level of economic activity in 2021. However, a resurgence in COVID-19 infections  
is forcing many countries to re-impose restrictions on economic activity. Nevertheless, authorities 
have learned more about the virus and the impact of previous lockdowns. As such, restrictions are 
likely to be less severe than in the spring and have a smaller effect on economic activity. Nevertheless, 
there is a real risk that many countries could once again see their economic activity contract in late 
2020 and early 2021.
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The availability of a highly efficient vaccine at providing immunity  against COVID-19 is a source  
of optimism for the future. However, the timing of the availability of the vaccine and the share  
of the population receiving it, will matter greatly. 

Despite the logistics of mass-producing and distributing a vaccine worldwide, vaccination is  
well underway in many countries, initially focusing on the most vulnerable segments of society:  
the elderly, those with underlying conditions and front line workers. We expect that inoculation  
will be available to the general public by the summer.

The timing of the start of the immunization of the general public will be significant for the economic 
outlook. Until a significant proportion of the population has received the vaccine, we should expect 
that some of the measures to contain its spread will remain in place, meaning reduced indoor activity, 
continued physical distancing, and continued restrictions on international travel. Nevertheless,  
by around the summer, some of those restrictions will be able to be removed, allowing the 
economies to normalize gradually.

This means that the economic outlook for 2021 remains uncertain and dependent on the evolution  
of the pandemic in the early months of the year, the timing of vaccine availability to the general 
public, and the removal of the last restrictions to contain the virus. Nevertheless, there is some light 
at the end of the COVID-19 tunnel and the outlook for 2022 looks set to be robust.

Changes in world economic outlook

Forecast  
pre-pandemic

Latest  
Forecast

 
Difference

Total  
loss

World 3.3 3.4 -4.4 5.2 -7.7 1.8 -6.0

US 2.0 1.7 -4.3 3.1 -6.3 1.4 -5.0

Euro area 1.3 1.4 -8.3 5.2 -9.6 3.8 -6.2

UK 1.4 1.5 -9.8 5.9 -11.2 4.4 -7.3

Japan 0.7 0.5 -5.3 2.3 -6.0 1.8 -4.3

Canada 1.8 1.8 -7.1 5.2 -8.9 3.4 -5.8

China 6.0 5.8 1.9 8.2 -4.1 2.4 -1.8

India 5.8 6.5 -10.3 8.8 -16.1 2.3 -14.2

ASEAN-5 4.8 5.1 -3.4 6.2 -8.2 1.1 -7.2

Mexico 1.0 1.6 -9.0 3.5 -10.0 1.9 -8.3

Brazil 2.2 2.3 -5.8 2.8 -8.0 0.5 -7.5

EM 4.4 4.6 -3.3 6.0 -7.7 1.4 -6.4

Source: IMF
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ENERGY PRICES UNDERPERFORMING OTHER COMMODITY PRICES 

The global recession that resulted from the 
pandemic has dramatically impacted the 
demand for commodities and their prices.
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  Total

   Energy

   Non-energy

Source: Bloomberg

ENERGY PRICES UNDERPERFORMING OTHER COMMODITY PRICES

The global recession that resulted from the pandemic has dramatically 
impacted the demand for commodities and their prices. As measured  
by the S&P GSCI, global commodity prices dropped by more than  
40% between mid-February and late April, as many countries around  
the world implemented lockdown measures. 

With many economies reopening in May and supply adjusting to the lower demand, commodity 
prices have recovered but remained more than 5% below their pre-pandemic levels. However, the 
recovery has been unequal. Prices of non-energy commodities have had a strong comeback and are 
currently more than 10% above their pre-pandemic levels, while energy prices are almost 20% below.

Commodity prices (Index: Jan 2020=100)

Non-energy commodities

The outperformance in non-energy commodity prices relative to energy stems from less disruption 
to the demand for those products. The restrictions on economic activity to slow the spread of COVID 
have mainly impacted the service sector, especially transportation, more so than the manufacturing 
and construction sectors. As a result, demand for industrial and building materials have remained 
resilient in the face of the decline in global economic activity. For example, a strong demand for 
housing in the US is leading to strong home building activity and consequently a rise in demand  
and prices for lumber.
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Energy commodities

On the energy side, travelling restrictions, lockdowns and stay-at-home orders in many countries 
have led to a 30% drop in demand for oil earlier this year. This, and a price war to capture market 
share by Russia and Saudi Arabia, resulted in a sharp decline in oil prices, even moving temporarily 
into negative territory in April. Despite the reopening of the economy, many restrictions remain on 
international travel and a significant proportion of workers continue to work from home. Oil demand 
will continue to be slower to recover, with many analysts believing it may take until at least 2022  
to return to the pre-COVID level.   

As demand for oil remains well below pre-pandemic level, the recovery in oil prices since April  
has been mainly due to a sharp decline in supply, with global oil production more than 10% below  
its pre-pandemic level. With ample capacity available, a normalization in demand is unlikely to lead 
to a sharp rise in oil prices.

The main risk to energy prices is the increasing rate of infection and the reduced economic activity 
associated with it. With the implementation of additional restrictions, another decline in demand 
for transportation fuel and further delay in global travel resumption are likely. This could put some 
downward pressure on oil prices in early 2021. However, we do not expect another drop in oil 
prices like we experienced in March-April. Nevertheless, the availability of a vaccine will allow the 
transportation sector a more sustainable recovery starting mid-2021, meaning that the second wave 
of COVID infections is likely only to delay the normalization in the oil market. Oil prices are expected 
to rise marginally, likely ending 2021 around $50 a barrel. 
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AN ALPHABET SOUP OF LETTERS TO DESCRIBE THE ECONOMIC RECOVERY 

A K-shaped recovery is characterized by 
increasing divergence between the outcomes  
for different parts or groups within the economy.
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A K-SHAPED RECOVERY?

Early in the pandemic, economists came up with an alphabet soup of 
letters to describe the economic recovery, the main ones being: V-shaped 
(strong recovery), U-shaped (sluggish recovery) and L-shaped (a long 
period of underperformance). Lately, many have pushed the idea that 
the recovery will be K-shaped. A K-shaped recovery is characterized 
by increasing divergence between the outcomes for different parts or 
groups within the economy, with some experiencing a V-shaped pattern 
and others an L-shaped performance. 

While appealing, it is important to note that certain sectors outperform in all recessions, while some 
underperform significantly. For example, in the recession that followed the global financial crisis, 
the US housing market, housing finance, and manufacturing sectors struggled for years. In contrast, 
other sectors like finance and tech outperformed rapidly. Nevertheless, understanding which sectors 
underperform in the recovery is essential to assess the impact of the recession on the economy.

Typically, recessions begin in the manufacturing sector, as producers need to dramatically cut 
production in the face of weakening demand and rising inventories. The ensuing layoffs lead  
to weaker consumption, spreading the weakness to the rest of the economy.

 Top 5
  Bottom 5

Note:  The top 5 industries are: 
agriculture, wholesale 
trade, retail trade,  
finance and insurance, 
and real estate. The 
bottom 5 industries  
are: natural resources, 
transport and warehousing, 
business support services, 
art, entertainment 
 and recreation, and 
accommodation  
and food services.  
 
Source: Statistics Canada, 
Alberta Central
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What makes the COVID-19 downturn different is that it was triggered by a significant drop in activity 
in the service sector, especially client-facing areas and transportation, triggering mass layoffs in those 
sectors. Also, the lockdowns in many countries led to a generalized weakness that spread to other 
industries. Many industries needed to adapt to working from home, disruptions to their supply chain, 
and restrictions on their activities. This resulted in a sharp decline in employment in most sectors  
of the economy. 

However, with the shock being more significant and prolonged for certain industries, especially  
the hospitality and transportation sectors, the workers in those sectors are likely to struggle for longer 
than in other areas. These sectors employ a significant proportion of part-time workers, women,  
and younger cohorts. Moreover, wages in the affected industries also tend to be lower than in the rest 
of the economy. As a comparison, office workers, who often work full-time and receive higher wages 
on average, have been much less affected. Women have been particularly affected by the closure  
of schools and daycare centres and this continues to be the case for many. 

In Canada, women’s participation rate is 0.8 percentage points lower than before the pandemic, 
while men’s ratio is almost back to pre-pandemic level. This means that almost half a million women 
have left the labour force because of the pandemic. Similarly, employment for those aged between 
15 and 25 remains more than 10% below pre-COVID level, affecting about 300,000 individuals. There 
will likely be a long-term impact on those workers as they lose human capital and are held back 
financially and professionally.

It is hard to see any significant reprieve for the hardest hit sectors until a significant proportion  
of the population is immunized and all of the restrictions can be lifted. This means that industries such  
as tourism, restaurants, hotels, and transportation are unlikely to see their level of activity returning  
to pre-pandemic level until 2022. As a result, we shouldn’t expect employment in those sectors  
to improve meaningfully either, which will likely prolonging the hardship for the affected workers.
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POLICY SUPPORT TO CONTINUE IN 2021 

While the policies put forward were not always 
the most optimal or perfectly executed, the 
rapidity at which both fiscal and monetary 
authorities reacted to the drop in economic 
activity avoided a deeper and more protracted 
economic downturn.
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POLICY SUPPORT TO CONTINUE IN 2021

Swift and forceful responses and actions by policymakers have been  
an essential feature of the pandemic, having learned from their mistakes 
following the global financial crisis of 2008-09. While the policies put 
forward were not always the most optimal or perfectly executed, the 
rapidity at which both fiscal and monetary authorities reacted to the  
drop in economic activity avoided a deeper and more protracted 
economic downturn.

Monetary policy

Central banks worldwide have been quick to provide support to the economy amid the negative 
shock COVID has had on the economy. The actions took the form of significant rate cuts, liquidity 
injections to ensure the smooth functioning of the financial markets, and outright purchases of 
financial assets. These actions aimed to ensure borrowers and lenders had access to needed funding. 
This avoided a credit crunch, and kept borrowing costs low, supporting growth.

With the second wave of infection likely delaying the return of economic activity to its pre-COVID 
levels and increasing the risk of permanent damage to economic activity, the main central banks  
of industrialized countries are expected to keep their very accommodative policy stance in 2021  
to continue to support the recovery.

Bank of Canada policy rate (%) Change in BoC’s balance sheet ($bn)
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In Canada, the Bank of Canada has cut interest rates by 150bp in 2020, bringing its policy rate to the 
effective lower bound of 0.25%. The central bank also injected a significant amount of liquidity, more 
than $400bn so far, into the financial markets. These large liquidity injections early in the pandemic 
were essential to ensure the functioning of financial markets when participants (corporations, 
investors, financial institutions, and governments) were competing for a limited supply of liquidity. 
(see here for more details about the funding market).

The BoC’s operations have gradually evolved from an effort to ensure ample liquidity in the market,  
to providing monetary stimulus via the outright purchase of financial assets, also known as 
quantitative easing. The objective of quantitative easing is to keep the level of interest rates low  
by buying government bonds. By maintaining the yields on government bonds low, the central  
bank is able to influence private lending rates linked to these bonds, like mortgage rates, corporate 
borrowing, etc. While the BoC bought most of the new issuance of government bonds this year,  
it is important to note that it is not financing the government deficit. The aim is to keep lending  
rates low for a wide array of borrowers, including households and small businesses.

We expect the BoC to leave its policy rate at the effective lower bound of 0.25% and continue its 
regular quantitative easing program in 2021, as inflation is unlikely to be a concern. However, as the 
economic outlook improves in the second half of the year, the pace of the BoC’s purchases is likely  
to slow and could even stop. In a recent speech, Deputy Governor Beaudry suggested the Bank is 
more likely to cut its policy rate further to provide extra stimulus, if needed, than to increase the size 
of its QE operations. This would likely mean bringing the policy rate to 0.10% and we believe it would 
be very unlikely for the BoC to push rates into negative territory. We also believe the BoC could 
initiate yield-curve control, i.e., targeting the level of government bond yields along the yield curve, 
 if further stimulus proves to be necessary.

Fiscal policy

Like central banks, governments worldwide were quick to react to the economic shock coming  
from the restrictions on economic activity. Support to the economy has taken various shapes, 
including direct payments to households, furlough and wage subsidy program to encourage 
employers to keep workers on payrolls, enhanced unemployment benefits, direct support for 
affected businesses, loan guarantees, etc. Overall, the IMF estimates the cost of those measures 
reached US$11.7 trillion globally, or about 12% of global GDP, as of September 2020.
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With many countries dealing with a second wave of infections and imposing new restrictions, further 
fiscal spending will be necessary in the coming months to ease the economic impact. The size needed 
is likely to be less than what was spent originally, as the economic impact of the second wave and 
lockdowns is likely to be smaller than the original one.

Compared to other countries, the Canadian government’s response to the pandemic has been more 
forceful. As such, the impact of COVID-19 on Canada’s deficit and debt has been bigger, with the IMF 
expecting Canada’s deficit, both federal and provincial, to increase by almost 20 percentage points 
(pp) of GDP in 2020. For advanced economies altogether, the IMF believes the rise in the deficit will 
be around 11pp of GDP.

The latest fiscal update from the federal government shows the cost of COVID-19 programs is expected 
to reach $275bn in 2020, while the decline in economic activity is expected to push the deficit to 
$382bn or 15% of GDP. 

The Canadian government approach has been mainly through income-replacement for those 
who lost their jobs or were forced to work significantly less, as well as to help businesses keep their 
workers employed. As such, the Canada Emergency Response Benefit and the Canada Emergency 
Wage Benefit are expected to cost $76.5bn and $83.5bn this year, for a total cost of all direct support 
measures expected to reach $226.9bn.

Fiscal measures announced by G20 countries (% of GDP)

  Loans guarantees, loans 

and equity injections

 Revenue amd spending

 Source: IMF
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Some of these programs will continue to provide support going into the next fiscal year, with  
an associated cost of about $35bn. The federal government has also pledged between $70bn and 
$100bn, about 3% to 4% of GDP, in stimulus to accelerate the recovery once the pandemic is over.

The federal government has done most of the heavy lifting to ease the impact of COVID-19 on the 
economy. Without these measures, there is little doubt that the economic contraction would have 
been deeper and the recovery would have been slower. Nevertheless, there are still some concerns 
regarding the impact of the phasing out of the support measures, especially as the unemployment 
rate is expected to remain elevated for some time. Moreover, there are questions regarding the 
sustainability of fiscal policy. To this point, we note that, while the level of debt relative to GDP is 
expected to reach 52%, a level not seen since the late 1990s, the cost of servicing the debt remains 
historically low.

Federal fiscal deficit (% of GDP) Federal debt and debt charges (% GDP)
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HOUSEHOLD FINANCES MATTER FOR THE OUTLOOK

The pandemic has led to a sharp rise in labour underutilization, which 
includes unemployed workers, those working but with significantly 
reduced hours or zero hours, and those outside of the labour force  
but who wanted to work. 

In Canada, the share of the labour force that is considered underutilized has risen by 6 percentage 
points since the start of the pandemic. This means that more than 1.2 million workers are still seeing  
a dramatic decline in their income, after reaching more than 7 million in April. 

Diverging employment income  
and disposable income (% y-o-y)  

To compensate for this significant shock on the income of many households, governments have  
put in place unprecedented support programs. As a result of these income-replacement programs, 
we have seen a complete decoupling between employment income and disposable income  
in the second quarter. As employment income declined more than 7% y-o-y due to the reduction 
in number of employees in the economy and lower hours worked for others, we saw household 
disposable income increase by almost 15% y-o-y, owing to a sharp increase in transfer payments from 
the government. It is the first time that such a considerable divergence between the two measures 
has occurred.

Surge in household saving rate (%)
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The household saving rate also surged to 28% in the second quarter, as household spending drop 
as a result of the COVID-related restrictions, the increase in disposable income and loan payment 
deferrals that reduced households’ outlays. It has since moderated to 14.5%, but remaining well above 
its level of recent years.

This sharp increase in disposable income and in the saving rate means that many households have  
a significant amount of resources available to spend or repay their debt. Looking at personal deposits 
at financial institutions, we find they are about $85bn higher than where they should be, if they  
were growing at their pre-COVID trend. This could lead to a sharp rise in consumer spending once 
the pandemic is over and consumers feel comfortable increasing their discretionary spending.  
This constitutes an upside risk to the economic outlook. However, a recent survey by the BoC shows 
that 43% of respondents will use their higher saving to repay debt. Another 49% say they will keep 
it to increase their precautionary saving; only 8% of respondents said they would spend it. So the 
impact is more likely to be marginal.

The subdued impact the pandemic has had on some households, the increase in disposable income, 
the historically low interest rates, and changes in housing preferences have led to a surge in housing 
transactions in many countries, including Canada. Simultaneously, a lack of inventories of houses  
on the market has led to a sharp increase in prices. However, the impact has varied between markets. 
As such, demand for condos and houses in urban cores increased much less than for detached units, 
as households prefer more space than the city’s center. 

The rental market has also been impacted negatively. As such, with many households deciding to 
jump to ownership to benefit from the low interest rate, up-size their living space, or leave the urban 
core, has led to downward pressures on rent in many cities. Moreover, with continued restrictions 
on foreign travel, many Airbnb hosts have decided to offer their apartments as long term rentals, 
increasing supply and further pressuring rents.  
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Household debt continues to increase (Index: Jan 2019 = 100)
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We believe that those housing market trends will continue somewhat in 2021, but with both 
transactions and prices expected to ease. Continued low interest rates, high level of saving, and 
income support will remain key supports for housing demand. As sellers jump into the market 
 to profit from higher prices, increased supply will help contain and moderate price increases.

The retail trade sector is also one of the few industries to have fully recuperated the drop in economic 
activity. The lockdown in the spring has led to some pent-up demand and increased spending related 
to stay-at-home. As such, household spending on durable goods is about 8% above their pre-pandemic 
level. Despite the rebound in consumer spending above the pre-pandemic level, it has yet to compensate 
for the lost sales earlier this year.

Canadian households are among the most indebted globally, with household debt to GDP at more 
than 180% before the pandemic. So far, it seems households have not reduced their level of debt in 
aggregate, with total household debt remaining unchanged at $2.3tr, despite the sharp rise in saving. 
However, this appearance of stability hides a 3% decline in consumer credit and a 1.5% increase in 
mortgage loans, as the housing market activity roared to record highs.   

The continued elevated level of debt is a risk to the economic outlook that we identified early  
in the pandemic (see here and here). So far, the amount of support in the economy and the loan 
payment deferrals have avoided the worst case scenario. Nevertheless, with the unemployment rate 
expected to remain high and the government income support program expected to gradually be 
phased out next year, we should expect a gradual rise in consumer insolvencies over the next few 
years. Moreover, a delay in the recovery or even a contraction in economic activity due to the second 
COVID-19 wave could lead to a quicker increase in the default rate. Still, we believe that any rise in 
insolvencies will be contained.

The risk of insolvency is also high for businesses. Many have used up their reserves during the spring 
lockdown and are in a fragile financial state going into the second wave of the pandemic. With the 
holiday season representing a large proportion of their yearly revenues, any reduction of activity  
at this crucial period of the year could accelerate business closures next year. 
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OUTLOOK FOR CANADA 

A resurgence of COVID-19 in Canada will be a major headwind to  
the recovery in the coming months. Already, high frequency indicators 
were suggesting that growth started to slow meaningfully in November. 

With many provinces imposing new restrictions on the economy, we believe that it is likely we could 
see a brief period of decline in economic activity at the end of 2020 and in early 2021. However, this 
economic contraction will be far less severe than back in March and April.

We expect the Canadian economy to have contracted by 5.7% in 2020, the most significant economic 
contraction since the Great Depression. The economy is expected to rebound by 3.4% in 2021. The relatively 
subdued rebound in 2021 results from weaker growth in the early part of the year due to the second 
wave of COVID-19. 

As a result, we estimate that the Canadian economy will not return to its pre-COVID level of economic 
activity until mid-2022, about half a year later than in the absence of the second wave. 

GDP outlook (in $bn)

  Latest
 February forecast

Source: Alberta Central

With weaker growth over the forecast horizon, the unemployment rate is projected to moderate  
at a slower pace, ending 2021 at around 8%. This means that the amount of slack in the economy  
will remain for longer than previously expected, inflationary pressures are expected to remain 
subdued and below the BoC’s target of 2% in 2021. Nevertheless, some base effect in energy price  
n the second quarter of 2021 could push inflation temporarily above the BoC’s target.
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OUTLOOK FOR ALBERTA

2020 will be remembered as a challenging year for the Alberta economy. 
The COVID-19 shock on the economy on its own would have been enough 
to generate a severe recession. However, Alberta was hit by a second 
recession-inducing shock: a spectacular decline in oil demand and prices 
due to the drop in global economic activity caused by the pandemic. This 
combined shock has led to the most profound economic contraction since 
the Great Depression, with growth falling by an estimated 8.1% in 2020.

The current downturn also comes after about 5 year of lacklustre economic performance. With the 
level of economic activity in 2019 was still marginally below the levels reached in 2014. Despite a 
strong rebound next year of 4.3%, faster than the rest of the country, the province is unlikely  
to surpass its pre-pandemic level of economic activity until 2023.

The risk from a COVID-19 second wave

An immediate danger to the outlook is the trajectory of the COVID-19 pandemic, with the numbers  
of cases in the province rising at an exponential rate at the end of 2020. The number of new cases  
as a share of the population was the highest in Canada and comparable to levels seen in Europe. 

A worry from an economic standpoint is the lack of tracing regarding how the virus is being 
transmitted. Without knowing the key activities responsible for the transmissions, it is impossible  
to take targeted measures to restrict at-risk activities and avoid a blanket shutdown.  

In December, the government of Alberta announced its strictest measures to control the spread  
of the infection since the spring. We believe the impact of those restrictions on economic activity  
will be meaningful and will lead to a contraction in late 2020 and early 2021.

Even before those restrictions were put in place, we were already seeing evidence of weaker 
economic activity as consumers take the decision to avoid public spaces, stores, restaurants, bars 
and others to avoid being infected, or the government may be forced to impose more drastically 
restrictive measures. Data from OpenTable shows that restaurants’ activity declined dramatically 
in November. Similarly, as measured by the Canadian Federation of Independent Businesses, small 
business confidence has dropped to its lowest level since the start of the reopening of the economy 
and suggests a slight contraction in activity.
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Unemployment to stay elevated

We noted earlier this year that Alberta’s labour market recovery since the reopening of the economy 
in May has lagged the rest of the country (see). It has remained the case in recent months and it is 
likely due to the oil shock. However, the high COVID-19 cases in the province also is weighing on the 
labour market. The Labour Force Survey for November showed a decline in employment, the first 
since April, and an increase in the unemployment rate. 

With new restriction being imposed, we believe that the recovery in the labour market in likely 
to stall in the coming months. As a result, we could see a further rise in the unemployment rate. 
Nevertheless, as growth is expected to improve in the second half of the year and restriction be lifted, 
we expect the unemployment rate to ease in 2021, yet finishing the year above 10%.

Despite the high level of unemployment, consumer spending and the housing market have been 
the areas of the economy to most quickly recoup the losses coming from the pandemic. The sizeable 
government programs are providing support to these sectors, but their performance lags the rest  
of the country. The uncertainty and lower economic activity generated by the oil shock is likely acting 
as a headwind on these sectors. The continued elevated level of unemployment in the province will 
remain a drag on these sectors in 2021. However, there is an upside risk that consumer spending 
could improve meaningfully at the end of 2021, once the COVID restrictions are mostly lifted.

Increasing COVID-19 cases leading  
to weaker activity (%), 7-day moving average

COVID cases  
and employment performance

 
 Source: Statistics Canada, Health Canada info-base,  
  Alberta Central

    Mobility
    7 days case per 100k population 

*  the number of COVID-19 cases  

is on the inverted right axis.

Note:  As of 11 December 2020, before the start of the new 
restrictions. Source: Google mobility data, Bloomberg, 
Health Canada info-base, Alberta Central
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In the housing market, the second half of 2020 has been surprisingly robust, given the size  
of the economic downturn. As has been the case nationally, low interest rates, a change in housing 
preference, and an increase in household disposable income supported the robust level of activity. 
Also, the historically low level of inventory has led to increasing prices. 

We expect some normalization of the housing market in 2021. Transaction volumes are expected 
to moderate, but they should remain slightly above the performance seen in the years preceding 
COVID-19. Similarly, after some solid gains in prices, we think house price increases are likely to be 
only marginally positive as inventories rise. We see both downside and upside risks to the housing 
market. On the upside, demand could remain strong, supported by the low interest rates and the 
accumulated saving during the pandemic. On the downside, the unemployment rate could lead  
to some forced selling because of financial stress. Similarly, net migration out of Alberta could lead  
to weaker demand and an increase in house listings.

An important concern with the pandemic has been regarding household finances. As we showed 
(see), Albertans are amongst the most indebted in Canada, with a debt-to-income ratio of 216%, 
compared to 184% nationally, making them more at risk from a decline in income. However, they 
have the highest saving rate, suggesting that Alberta’s average household has some room in  
its budget to absorb a shock to income. There is a risk that a continued high unemployment rate  
and an already high level of insolvencies going into the pandemic could potentially lead to a wave  
of defaults next year. 

Changes since February 2020:  
Canada vs Alberta (%)

  Canada
 Alberta

 Source: Statistics Canada
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Oil sector to bottom out 

It is hard to imagine a worse year for the oil and gas industry than 2020. The year started with 
optimism, as the sector was finally expected to show a robust expansion after 5 years of stagnation. 
However, the global COVID-19 pandemic caused an astonishing shock to the economy by reducing 
abruptly global demand for oil by 15%, sending oil prices tumbling and oil inventories tested storage 
capacity. Oil prices only stabilized once producers around the world reduced their production 
meaningfully. 

What makes this shock particularly substantial is that it negatively affected both the price and the 
quantity produced. In the case of Alberta, oil production has declined by more than 15%. As a result, 
the industries’ revenues are about 30% below their level at the beginning of the year. The decline  
in demand and prices has forced many oil companies to delay and often cancel many of the capital 
expenditures they had planned for 2020. As such, the oil and gas industry’s level of investment has 
been cut by half compared to last year, to its lowest level since 2009.   

There are reasons to be cautiously optimistic on the sector in 2021, with oil demand expected to rise 
and oil prices expected to end the year higher at around US$50 a barrel for WTI and US$37 for WCS, 
but still below their pre-pandemic levels. Despite a normalization in global economic activity, global 
oil demand is expected to remain below its pre-pandemic level of 100 million barrels per day until 
at least 2022. Moreover, there remains significant of excess production capacity that could put 
downward pressure on prices if deployed.

The likely completion of Enbridge Line 3 expansion in 2021 and the likely removal of the oil curtailment 
measures will remove production constraints in 2021, leaving global oil demand as the main factor 
holding back supply. The likely cancellation of the Keystone XL pipeline by the Biden administration 
will only marginally impact the outlook for the sector for 2021. However, it will likely constraint the 
growth potential of the industry in the medium term.

Sharp drop on oil and gas investment ($bn)
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The improved outlook for the industry will lead to an increase in investment. Moreover, the federal 
government’s $1.7 billion grant for wells reclamation should support investment in the sector. The 
Canadian Association of Oilwell Driller Contractors expects members’ activity to increase modestly  
in 2021.  However, the investment increase is likely to be modest and the level of investment will 
remain low, from a historical perspective, as many producers likely need to rebuild their balance sheets.

Fiscal challenges

The recession caused by COVID-19 and the drop in oil prices has had a devastating impact on the 
province’s finances. The deficit for FY2020 is expected to reach $21.3bn or about 7% of GDP, one  
of the biggest on record, compared to $7.3bn pre-pandemic. More than half of this increase comes 
from weaker revenues, as lower economic activity makes a dent into personal and business tax 
revenues, while sharply lower oil prices lead to a plunge in non-renewable resources. Higher expenses 
due to COVID-19 and the government’s Recovery Plan account for about 20% of the deficit’s increase. 

Even once the COVID pandemic passes, the deficit is expected to be about $15.5bn in FY2021 and 
$10bn in FY2022, despite the rebound in economic activity and higher oil prices. This situation shows 
the size of the structural deficit that will need to be addressed in the coming years. 

The Mackinnon Report, published last year, identified some room for efficiency gains in delivering 
public services. However, reducing the deficit only through efficiency is unlikely to be sufficient and 
some modernization on the revenue side of the equation or spending cuts will be necessary. So far, 
further spending cuts seem to be the preferred approach to deal with the deficit and a 4% wage cut 
in the public sector for next year has already been announced. The government remains open to 
increasing revenues once the pandemic is over and once spending has been reigned in. 

A further downgrade of Alberta’s credit rate remains a risk given the size of the structural deficit.  
We believe that a credible and prudent plan to tackle this challenge, to be outlined in the next 
Budget, could prevent such an outcome. However, credit rating agencies remain concerned by the 
heavy reliance of the province on the oil and gas industry for growth and public finances and its lack 
of economic diversification. 

Alberta’s fiscal balance (% of GDP)
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RISKS TO THE OUTLOOK

We believe that risks to the outlook are relatively balanced. The availability 
of COVID-19 vaccines and a global push to immunize the population will 
lead to removing the restrictions put in place to control the virus. It is 
possible that, given the amount of stimulus in the economy and the size 
of the household saving accumulated during the pandemic, the post-
pandemic rebound could be much stronger than expected, especially 
towards the end of 2021. Such a situation could lead to a more robust 
recovery in commodity prices, especially energy, and in the labour 
market, further supporting the Canadian and Albertan economy.

On the flip side, there is a risk that the second wave of infection could 
lead to a deeper contraction in economic activity in early 2021, as many 
countries, including Canada, are forced to impose stricter restrictions 
for an extended period. This would delay the recovery and lead to a 
deterioration in the labour market. The high level of debt in the Canadian 
economy remains a vulnerability and could lead to a rise in insolvencies. 
High indebtedness could also hold back growth as households and 
businesses decide to focus on debt repayment and balance sheet repair 
rather than spending.
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2020 2021 2019 2020 2021 2022

% 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q

Nominal GDP -10.4 -40.5 55.3 9.4 2.3 11.8 10.1 7.3 3.6 -4.7 8.5 6.8

Real GDP -7.3 -38.1 40.5 2.7 -2.6 8.5 7.4 5.3 1.9 -5.7 3.8 4.7

   Personal consumption -10.1 -44.3 62.8 2.0 -6.3 11.3 9.7 7.0 1.6 -6.4 4.7 5.8

   Non residential fixed invest -0.6 -55.1 25.8 6.5 -2.7 10.0 7.3 8.5 1.1 -12.4 1.3 6.9

   Residential fixed invest -1.4 -47.7 187.3 1.0 0.0 1.5 1.4 1.4 -0.2 3.3 9.7 1.4

   Government expenditures -0.5 -14.5 15.7 5.0 5.0 5.0 5.0 2.0 1.8 -0.3 4.7 2.6

   Exports -6.6 -56.7 71.8 6.0 3.0 8.0 7.0 5.3 1.3 -9.9 5.9 5.3

   Imports -9.3 -65.0 113.7 9.0 5.0 8.2 7.2 5.2 0.4 -11.9 8.3 5.1

Contributions to GDP:

   Domestic final sales -6.2 -46.3 43.8 3.1 -2.4 8.5 7.4 5.2 1.5 -4.6 4.9 5.1

   Inventories -2.2 0.5 4.3 0.4 0.4 0.1 0.1 0.0 0.1 -1.9 -0.3 -0.4

   Net trade 1.1 7.7 -7.6 -0.9 -0.6 0.0 0.0 0.1 0.3 0.9 -0.7 0.1

Unemployment rate 6.3 13.0 10.0 8.7 8.5 7.8 7.0 6.6 5.7 9.5 7.5 6.3

Employment, 000 -282 -2147 1440 438 67 196 216 150 391 -988 872 494

Personal income (y-o-y) 3.8 -5.2 -3.0 1.0 4.9 16.9 16.9 14.1 4.1 -0.9 13.1 11.5

Disposable income (y-o-y) 5.6 15.3 9.5 11.8 11.7 3.7 11.0 10.0 3.8 10.6 9.0 9.0

Net corps. operating surplus 

(y-o-y)

-5.0 -26.6 11.2 15.2 24.5 60.8 12.7 11.1 0.6 -1.5 24.2 8.3

Current Account balance -13.9 -7.0 -11.5 -10.6 -10.2 -10.1 -9.9 -9.9 -11.8 -10.7 -10.0 -9.1

    % of GDP -2.4 -1.4 -2.1 -1.9 -1.8 -1.7 -1.6 -1.6 -2.1 -2.0 -1.7 -1.4

Consumer prices 1.8 0.0 0.3 0.6 0.8 1.5 1.4 1.6 1.9 0.7 1.3 1.7

   Core CPI 1.7 1.0 0.8 0.8 0.7 0.9 1.1 1.5 1.8 1.1 1.1 1.6

Housing starts (000) 208.6 190.5 238.7 214.5 208.5 210.0 210.4 211.9 208.7 213.1 210.2 215.5

Housing sales (y-o-y) 12.9 -29.2 30.7 20.7 10.2 57.0 -18.8 -14.2 6.6 8.8 8.5 -0.3

House price index (y-o-y) 5.8 5.9 9.0 9.0 6.0 4.5 1.1 0.8 1.3 7.4 3.1 0.6

Overnight target rate 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 1.75 0.25 0.25 0.25

BoC’s assets ($bn) 195.6 528.2 533.0 550.0 560.0 565.0 565.0 565.0 119.6 550.0 565.0 565.0

3-month T-Bill 0.21 0.20 0.12 0.06 0.15 0.20 0.25 0.25 1.66 0.06 0.25 0.35

2-year government bond 0.42 0.28 0.25 0.20 0.25 0.28 0.31 0.38 1.69 0.20 0.38 0.75

5-year government bond 0.78 0.38 0.36 0.41 0.45 0.50 0.55 0.70 1.64 0.41 0.70 1.25

10-year government bond 0.71 0.52 0.57 0.67 0.80 0.85 0.90 1.00 1.70 0.67 1.00 1.65

USD/CAD 1.42 1.36 1.33 1.27 1.30 1.29 1.28 1.27 1.30 1.27 1.27 1.25

WTI (USD) 38.9 31.2 41.0 43.2 48.0 49.0 50.0 50.0 57.1 38.6 49.3 52.8

WCS (USD) 22.3 22.9 30.4 30.8 36.0 36.0 36.0 36.0 42.7 26.6 36.0 39.3

WTI-WCS 16.6 8.3 10.6 12.4 12.0 13.0 14.0 14.0 14.4 12.0 13.3 13.5

Forecast details – Canada                                     

Note: shaded areas are forecast. Source: Alberta Central
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2016 2017 2018 2019 2020 2021 2022

Nominal GDP -6.1 9.2 3.4 2.7 -13.4 7.6 6.3

Real GDP -3.5 4.5 1.9 0.1 -8.0 4.0 3.6

   Personal consumption -0.2 2.8 1.8 0.5 -6.9 3.9 2.8

   Non residential fixed invest -23.8 0.5 -0.1 -6.4 -27.0 0.0 11.0

   Residential fixed invest -14.9 2.1 -3.5 -8.4 2.1 2.0 1.5

   Government expenditures 4.1 2.4 0.9 2.0 0.0 2.9 0.9

   Exports -0.4 5.6 6.8 1.0 -10.1 6.9 4.1

   Imports -5.0 3.1 4.8 -1.2 -12.3 6.3 4.1

Unemployment rate 8.1 7.8 6.6 6.9 11.7 10.9 8.4

Employment, 000 -21.7 33.3 41.7 -0.1 -167.8 99.6 65.0

Personal income (y-o-y) -7.9 4.2 2.8 2.3 -5.3 7.0 2.6

Disposable income (y-o-y) -8.8 5.1 2.0 1.3 6.1 6.8 2.5

Net corps. operating surplus (y-o-y) -22.9 159.0 11.0 8.7 -22.5 5.8 31.7

Consumer prices 1.1 1.5 2.5 1.7 1.1 1.1 1.7

   Core CPI 1.7 1.1 1.6 1.8 1.2 1.0 1.6

Housing starts (000) 24.6 29.3 26.3 27.3 21.7 21.5 24.0

Housing sales (y-o-y) -7.4 4.5 -7.1 -0.1 -1.0 8.7 0.1

House price index (y-o-y) 0.3 0.3 -2.4 -2.4 2.8 -0.8 -0.3

Population growth (y-o-y) 1.3 1.1 1.3 1.5 1.5 1.1 1.2

Oil prices (WTI, $) 44.5 51.9 64.5 57.1 38.6 49.3 52.8

Oil price spread (WTI-WCS) 14.1 13.0 26.5 14.4 12.0 13.3 13.5

Overnight target rate 0.50 1.00 1.75 1.75 0.25 0.25 0.25

3-month T-Bill 0.46 1.06 1.64 1.66 0.06 0.25 0.35

2-year government bond 0.74 1.68 1.86 1.69 0.20 0.38 0.75

5-year government bond 1.16 1.82 1.93 1.64 0.41 0.70 1.25

10-year government bond 1.72 2.04 1.96 1.70 0.67 1.00 1.65

USD/CAD 1.34 1.25 1.36 1.30 1.27 1.27 1.25

Source: Alberta Central

Forecast details – Alberta
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