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Highlights

* Asprovincial governments begin to re-open economies gradually, the focus will shift to the shape of the recovery. Across
industries, no two recovery paths are likely to be identical, but there will be similarities. In this report, we have grouped
more than 30 industries into three broad categories (L, U, V') based on our assessment of relative industry prospects.
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* Among the “I’s” where the path to normality is expected to be slow are travel and tourism, as well as arts and entertain-
ment.

*  Conversely, some sectors, such as food retailers and transportation, are likely to see only a modest near-term hit and a
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quick recovery, placing them among the “V’s

*  Ultimately, a U-shaped recovery remains our base case, supported by the combination of recovery profiles across industries.

‘The COVID-19 pandemic has caused forecasters to re-evaluate their outlooks. A severe recession is now a certainty as social
distancing and other needed public health measures have shut down large swathes of the economy. As captured in our last
forecast update, an unprecedented near-term contraction of activity is expected (Chart 1).This contraction is expected to be
evident in nearly all expenditure categories, from services consumption to business spending on machinery and equipment.
This expenditure-based approach to measuring and forecast GDP is perhaps the most commonly discussed, but it is not the
only way to slice the data. With differing restrictions, responses, and consumer/user behavior by industry, the aggregated
nature of the expenditure-based approach is unlikely to capture the nuances of the current situation.

Fortunately, GDP by industry provides an alternative and perhaps more nuanced view of economic activity in pandemic pe-

riod and the recovery. The variety of restrictions and business and )
. . , Chart 1: Pandemic Expected to Leave a
consumer responses make it clear that no two industry’s outlooks Permanent Mark on Canadian GDP

will be quite the same. But, fo“r many, they look similar. These Index (2018 = 100)
similarities allow the use of an “LUV” framework for classifying " Forecast

economic outlooks (See our Chief Economist’s recent Perspec- 105

tive for more on the meaning of LUV'). Our “U-like” outlook 100
for overall GDP still appears most likely, but beneath the ag- o

gregate outlook, some industries, such as food retailers, are likely

to outperform. Conversely, others such as oil and gas and travel,
. . 85 == e= Pre-Crisis Potential Level
are likely to underperform for some time. The eventual post-pan-

. . . . P . 8| i eececes Post Crisis Potential Level
demic outlook is not ‘one size fits all’, masking significant varia- %

tion in industry outlooks. Note that a complete industry listing is 75
2019 2020 2021 2022

Source: TD Economics

provided in the Appendix — varying degrees of aggregation were
applied in the analysis reflecting commonalities and differences.
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The “L's” Have A Long Road to Recovery

“Taking the L’ takes on a whole new meaning in the con-
text of COVID-19 (Chart 2). For some industries, the op-
erating environment is likely to remain challenging for the
foreseeable future. Indeed, output in this group is expected
to be nearly 20% below pre-crisis levels by the end of
2021.There are seven clear candidates, accounting for ap-
proximately 10% of pre-crisis economic output, which are
expected to remain in a very challenged environment for
the foreseeable future. Air travel, ground transportation
and tourism have already seen major setbacks as borders
have been closed and routes cancelled. All indications are
that these restrictions will remain in place for some time,
and even when lifted, demand may be sluggish to bounce
back. The ‘close quarters’ nature of air travel suggests that
even as restrictions are lifted, in the absence of a vaccine,
quarantine on arrival measures may be longer lasting, lim-
iting travel to the absolutely necessary. The logic behind
including accommodation in this category is similar.

For food services and drinking places, the immediate
impact has been severe as being restricted to take-out/
delivery saps a major source of income, and many bars
and restaurants have concepts/business plans that are not
compatible with takeaway. Experience from other juris-
dictions, as well as guidance from public health officials
suggests that even as re-opening occurs, it will be with
severely restricted capacity. A similar outlook is likely
for arts/entertainment. Many will welcome the return
of sports, but the return of spectators in any significant
number is likely to be some time away.

Chart 2: Industries in the 'I' Group Unlikely to
Reach Pre-crisis Activity Level in Near-term

110 Real GDP, Index (2019 = 100)

100
90
80
70
60

50

40
Ql @2 Q3 Q@|at @ Q3 @|al @ @

2019 2020 2021

Source: Statistics Canada, TD Economics

Chart 3: Activity Expected to Recover Gradually
for Majority of Industries
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Finally, the oil and gas sector stands out less because of the
direct impacts of COVID-19 on workers, but rather due to
the demand shock that the pandemic has created and the
resulting plunge in crude prices that has been accentuated
by dissension earlier this year within OPEC+ (see report).
Even as drivers’ demand rebounds in the coming months,
it will take time to reduce large stockpiles both at home
and abroad, limiting both near-term price upside and new
investment. This is not to mention ongoing issues around
pipelines and takeaway capacity more broadly. The energy
sector is now facing a significant blow even as it had barely
started its recovery from the 2014/2015 oil price shock.

The "U’s” Take Time to Recover

U-Shaped recoveries are likely for the bulk of major indus-
tries. More than 30 industry groups, covering nearly two
thirds of economic output are in this category. For this
grouping as a whole, convergence back to pre-virus levels is
likely to occur sometime in 2021. Many of these industries
are likely to be able to adapt to social distancing guidelines
quickly as measures lift. However, these adaptations will
still in many cases hamper output in the near term, while
demand for goods and services will also take some time to
recover (Chart 3).

For manufacturers, physical spacing requirements and
damaged order books appear to be the order of the day,
keeping the rebound modest until later this year. It is a
similar story for many retailers, where store openings will
likely be staggered depending on physical location. Fur-
ther, curbside pick-up and other measures that reduce the
likelihood of impulse purchase are likely to remain in place
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Chart 4: A Slice of Industries Are Likely to Get
Back to Normal Quickly

104 Real GDP, Index (2019 = 100)

102

100

98

96

94

Q1 Q2 Q@3 Q@4 |(Q1 Q2 Q@ Q4| Q1 Q@2 Q@ o4
2019 2020 2021

Source: Statistics Canada, TD Economics

for some time. The story is the same for real estate activity,
where the current stasis period is expected to give way to
only a gradual resumption of sales as continued uncertainty

keeps buyers cautious. (See our recent housing forecast up-
date). For almost all industries in this category, new ways of
doing business will be the order of the day for the foresee-
able future, but adaptation in ways that re-assure workers,
consumers, and others that they can work, shop, or place
orders without fear should be possible.

For “V's”, A Quick Recovery Likely

For some industries, the pandemic hit is likely to be either
negligible, or short lived, leading to a quick recovery, or
in some cases, simply a continued trend. This describes 12
major industries that produced just under 30% of Canada’s
economic output last year. As shown in Chart 4, in aggre-
gate we expect output among these industries to be some-
what above trend in the near term, before growth cools
down a bit next year as activity normalizes. There are some
obvious candidates here: food stores have seen a ramp-up
in activity both due to precautionary motives, as well as a
substitute away from restaurant meals. Similarly, for manu-
facturers of cleaning products and other needed chemicals,
as well as medical equipment, demand for at least a subset
of products has intensified. Food manufacturing also falls
into this category, although the risk of supply chain disrup-
tions, particularly in protein production risk sending this
industry grouping to the U’s.

Gas stations are expected to recover activity quickly as
most social distancing guidelines including opening up
parks fairly early, and as work arrangements shift back to-

wards ‘in person’, experience in other countries suggests
that people are more likely to travel by car, rather than take
the (perceived) risk of public transit. The shift to online
shopping bodes well for non-store retailers, as well as the
transportation backbones of the economy — particularly rail
transportation, which is expected to normalize following
blockades and other disruptions in February. Information
processing and other online services have already benefit-
ted from shifting work and leisure patterns. Health and
social assistance are expected to pick up fairly quickly as
well — most ‘re-opening’ plans include many shuttered ser-
vices such as dentistry early in the timeline.

Perhaps a surprising inclusion in this list is education. This
is a product of how these sectors get measured, which is
on an hours-worked basis, rather than, say, pupils taught.
While some near-term hit is expected, most teachers con-
tinue to be paid. What’s more, where school re-opening
plans have been communicated, they involve a significant
degree of social distancing between students and teachers,
requiring additional physical space and creating the pos-
sibility that more teachers may be needed in the near term
as student-to-teacher ratios drop. However, this is true
largely for elementary, and to a lesser extent high schools.
For universities and colleges, where foreign students have
been a key driver of growth, enrollment and by extension
hours worked may see a near-term hit as overseas students
choose to stay in their home countries. Government poli-
cies around what qualifies one as a student in the context
of remote education (i.e. whether they must be physically
present in Canada) will be a key determinant of the ulti-
mate path for this sub-sector.

Finally, while it is relatively small portion of GDP (about
0.4%), the “facilities and other support services” grouping,
which includes janitorial and other cleaning services is set
to experience a surge in demand. Nearly all re-opening
plans include heightened requirements for cleaning and
sanitization — a key element of giving workers and custom-
ers the confidence to begin returning to normal activities.

Uncertainty Abounds

It has become a truism of late to say that uncertainty is
elevated, but it is a truism for a reason — uncertainty IS
elevated. Given the current context, it is important to keep
assumptions, and the risks around them, clear. This analy-
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sis takes current re-opening plans into account, and as-
sumes that they are effectively met. Delays in these plans
would delay the recovery, stretching out the U’s, and pos-
sibly moving industries between categories. A second wave
of infections is not assumed — such an outcome would of
course zero out the recovery and would likely cause most
industries in the U and V categories to look more like a
sine wave. Conversely, a significant ramp up of test and

trace capacity that brings new infection rates quickly to
near-zero would likely increase consumer confidence and
accelerate the recovery. And while something of a stretch,
given the sheer number of groups working on it, an early
vaccine would do much to improve the outlook for those
industries in the L category.

http://economics.td.com

¥ @TD_Economics


http://economics.td.com

Appendix

Summary of Industry Groupings

Industry Approximate Share of 2019 GDP

L-Shaped Recovery

Oil And Gas Extraction

Support Activities for Oil and Gas

Air Transportation

Ground Passenger Transportation /Sightseeing
Arts/Entertainment

Accommodation

Food Services/Drinking Places

5.5%
0.6%
0.5%
0.5%
0.8%
0.7%
1.6%

Total: L-Shaped

10.2%

U-Shaped Recovery

Ag/Forestry/Fishing

Mining/Quarrying

Utilities

Construction

Manufacturing, ex. Food, Chemicals, Miscellaneous
Wholesale Trade

Retail, ex. Food, Gas, Non-Store Retailers
Pipelines

Support Activities For Transportation
Publishing/Movie Production/Broadcasting
Finance/Insurance

Real Estate / Rental & Leasing

Professional Services

Services Not Listed Elsewhere

2.1%
1.7%
2.2%
7.2%
7.5%
5.2%
3.7%
0.5%
0.9%
1.0%
6.6%
12.7%
6.0%
5.3%

Total: U-Shaped

62.5%

V-Shaped Recovery

Manufacturing: Food
Manufacturing: Chemicals
Manufacturing: Miscellaneous
Retail: Food Stores

Gas Stations

Non-Store Retailers
Transportation (Rail/Truck/Water/Postal)
Warehousing/Storage
Telecoms/Information Services
Health/Social Assistance
Public Admin

Education

1.4%
1.1%
0.3%
1.0%
0.3%
0.2%
2.0%
0.2%
2.3%
7.1%
6.7%
5.0%

Total: V-Shaped

27.6%

Source: TD Economics
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Disclaimer

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appropriate for other
purposes. The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This material is not intended
to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and should not be considered specific legal,
investment or tax advice. The report does not provide material information about the business and affairs of TD Bank Group and the members of TD Economics
are not spokespersons for TD Bank Group with respect to its business and affairs. The information contained in this report has been drawn from sources believed
to be reliable, but is not guaranteed to be accurate or complete. This report contains economic analysis and views, including about future economic and financial
markets performance. These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may be
materially different. The Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in
the information, analysis or views contained in this report, or for any loss or damage suffered.
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