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We're finally seeing light!

Canadian consumer confidence Canadian business confidence
2002=100 120 2002=100
110 4
100 4
100 -
90 -
90 -
80 +
80 4
70 -
70 -
60 ‘ ‘ ‘ ‘ | | | . | | | | | | |

2002 2003 2004 2005 2006 2007 2008 2009 2002 2003 2004 2005 2006 2007 2008 2009

Source: Conference Board of Canada, RBC Economics Research .
Source: Conference Board of Canada, RBC Economics Research

ECONOMICS | RESEARCH



Canadian households return from hibernation

Home sales
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Improving mood reflects abating financial crisis,...

Short-term funding spreads
3 month LIBOR vs. OIS
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...Improving credit conditions,...

Credit standards

Net % tightening
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...Impressive surge in equity markets,...
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...strong fiscal stimulus action now kicking in,...

Fiscal support around the world

Percentage of package spentin 2010
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...,as well as huge monetary stimulus...

Weighted Policy Rate*
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...and signs that the global economy Is starting to turn
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Global expansion forecast next year

IMF has even upgraded its 2010 projection

World GDP growth

% change, year-over-year
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In Canada, growing sense that the worst has passed

Canada's job market
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The drop in household asset values has ended

Equity portfolios and home values are showing gains again

Net worth of Canadians

% Change, quarterly
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Overall financial conditions are very positive

Financial conditions index
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Inflation i1s low...

Canadian inflation

% change, year-over-year
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...providing room for short-term rates to stay super low

Bank of Canada rate expected to stay at its current level until mid-2010

Bank of Canada overnight rate

6 Forecast
5 -

4 -

3 -

2 -

i r
0 - ! ‘ ‘ I ! ‘ ‘ ‘ ‘ ‘

Source: Bank of Canada, RBC Economics Research

ECONOMICS | RESEARCH 15

7



Public spending on infrastructure in high gear

Hefty stimulus programs have a visible impact

Government fixed investment

Annualized % change, quarter-over-quarter
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Consensus emerging that the recession is over

Bank of Canada, RBC and others have called the end of the contraction

Canada's real GDP

Annualized % change, quarter-over-quarter
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Recession will have been less severe than feared...

Shorter and shallower than the previous two recessions
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...and not as deep as that in the U.S.

U.S. recessions compared
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Fewer imbalances in Canada than in the U.S.

Housing prices .
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Labour market not as badly hit in Canada

Change in Employment

5 Y/Y % change
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Canada’s terms of trade still favourable

Canadian terms of trade

1.35 Ratio, export prices/import prices
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Canada to outperform the U.S.

Recovery expected to be a little stronger

Real GDP growth

Quarter-over-quarter annualized % change
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Yet the recovery will be mild by historical standards

Short-term growth in consumer expenditures even weaker than 1990-92

Comparing consumer recoveries

Real consumer expenditures in Canada indexed to trough
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Jobless rate still trending higher; will peak early next year

Unemployment rate in Canada
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Financial situation of households still fragile

Personal bankruptcies likely to rise further

Consumer bankruptcies in Canada

14 Per 1000 adult population
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Deleveraging will remain a priority

Household have racked up a large amount of debt in recent years

Household debt to personal Debt to assets ratio
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Fortunately, low interest rates are keeping things manageable

Household debt service ratio

%
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Consumers will boost their spending moderately

Expenditures on durables to outpace other categories

Real consumer expenditures

10 Annualized % change, quarter-over-quarter
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External trade sector still a drag...

Canadian real trade balance

Monthly, millions of dollars
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...largely due to the high Canadian dollar

Canadian dollar

1.1 U.S dollar per Canadian dollar
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C$ will get support from commodity prices

Crude oil price WT]

US$/barrel
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Domestic side driving growth in 2010

Consumer spending and business investment contributing again

Composition of real GDP growth
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Downside of fiscal stimulus: deficits are back...

Returning to balanced budgets will be a medium-term challenge

Federal fiscal position
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...although Canada is well-positioned to handle them

We have the lowest debt/GDP ratio in the G7

Net debt as percent of GDP
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Regions: all provinces forecast to grow next year

After widespread contraction this year, rising tide will lift all boats in 2010

Provincial real GDP growth

Annual % change
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Summary

Economic stimulus — both fiscal and monetary — will power economy back to growth

Prospects are slightly brighter in Canada than in the U.S.

Consumer spending will pick up but moderately by historical standards

Households still focusing on deleveraging
= Canada’s external trade sector still a drag on growth

= Canada is in position to handle deficits
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Risks

Financial crisis relapse?

“W”-style economic recovery?

Sharper-than-expected rebound in growth raising inflation concerns?

Loss of confidence in the U.S. dollar?
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Disclaimer

The material contained in this report is the property of Royal Bank of Canada and may not be reproduced in any way, in whole or in part, without express authorization of the copyright holder in
writing. The statements and statistics contained herein have been prepared by RBC Economics Research based on information from sources considered to be reliable. We make no
representation or warranty, express or implied, as to its accuracy or completeness. This publication is for the information of investors and business persons and does not constitute an offer to
sell or a solicitation to buy securities.
®Registered trademark of Royal Bank of Canada.
©Royal Bank of Canada.
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