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KEY MACROECONOMIC 
DEVELOPMENTS

•  Global growth will be hurt more by COVID-19 than 
 SARS, but short of a pandemic, should begin to 
 recover by midyear
•  The short-term Canadian economy has become ever-
 more reliant on commodity exports, with longer-term 
 drivers weak
•  It has been a challenging time for our macro calls, 
 and we’ve been as often wrong as right over the past 
 half-year

This month, we look at the global growth picture, 
with a keen eye on what the impact of the 2019 novel 
coronavirus—officially dubbed COVID-19 by the 
World Health Organisation—could mean for macro 
prospects, especially in terms of demand. We also take 
a closer look at the Canadian economy, and arrive at a 
pessimistic conclusion on both cyclical and structural 
grounds. Finally, we undertake our usual half-yearly 
review of macro calls.

GLOBAL: GROWTH IN A TIME OF 
CORONA

Which much of the market talk—or any kind of talk, for 
that matter—these days is about the effects of COVID-
19, it is very useful to set the context in which the world 
is experiencing this unexpected shock. That global 
macro context, as it turns out, is one where the world 
economy was just on the verge of returning to a more 
positive trend after slowing over the course of 2019, led 
by emerging markets (EMs) that had been on a mini-
cycle uptick since late in the year.

This year-end pickup had been very welcome given 
how EMs had pretty much struggled with subpar growth 
all year, owing to the manufacturing recession, which 
disproportionately affected macro prospects across the 

developing world (Fig. A). The tide began to turn at the 
end of the third quarter of 2019, with China leading the 
way. There was even hope that the late EM boost would 
spill over into developed markets (DMs), which had 
belatedly begun to slow, and looked to stay there with 
mediocre Euro Area growth acting as a millstone that 
even threatened to drag down the mighty U.S. economy.
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FIG. A: ALTHOUGH GDP GROWTH AMONG DMS 
REVERTED TO TREND IN 2019, EM GROWTH WAS 
CHALLENGED ACROSS THE BOARD

Source: Thirdrock calculations, from Thomson Reuters Eikon and 
Datastream.
Notes: Gross domestic product for DMs (EMs) are QoQ SAAR 
(YoY). Data for United States corresponds to gross domestic output, 
which is the average of income and product measures, except for 
the most recent quarter (where GDP is reported), and the latest 
available data for Brazil corresponds to 2019Q3. Prior-year growth 
rates are the full-year annual growth rates, except for the Euro Area 
and Brazil, which is the average of the annualised QoQ rate and YoY
rate for available quarters, respectively.
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The emergence and rapid spread of COVID-19 now 
threatens that hard-won progress. The very fact that 
this virus is new (hence, “novel”) lends itself to typical 
fears of the unknown. The transmission pattern of 
the virus, which has an extended incubation period of 
7–14 days (and in some isolated instances as long as 
four weeks), also means that current epidemiological 
estimates of the reproduction rate—the so-called 
R0, or the number of new infections one existing 
case generates—of between 2–4 may turn out to 
be an underestimate of the true contagion potential 
(for context, and on the basis of current estimates, 
the COVID-19 R0 is comparable to that of seasonal 
influenza or SARS, but significantly lower than 
measles). In mitigation, the fatality rate for COVID-
19 does appear to be significantly lower than those 
of prior coronavirus outbreaks such as SARS and 
MERS (although more than the flu), especially outside 
the resource-constrained and epidemically-stressed 
epicenter of Wuhan, and in EMs with weak public 
healthcare systems, such as Iran.

Epidemiological and public health concerns aside, our 
evolving view—based on these characteristic features 
of the virus—is that the lingering effect on economic 
activity may be more severe than was the case for the 
SARS epidemic in 2003. Back then, Chinese GDP fell 
sharply for only one quarter, and the effects of SARS 
is not detectable in full-year figures. This time round, 

owing to both a more widespread effect of the virus 
and a greater domestic orientation of the economy 
(ironically, due to modestly successful rebalancing 
efforts), the effects may last into the second quarter 
of 2020, and may also take longer to fade away. Just 
as important, China is—compared to 2003—not 
just larger but also more integrated into the global 
economy and (especially) into East Asian production 
chains. This means that even as China recovers 
from the shock, the spillover effects on commodity 
exporters (such as Australia, Brazil, and energy 
exporters), value-chain production partners (such as 
Japan, Thailand, and South Korea) and major import 
partners (such as Singapore and Germany) will be 
much more palpable.

Regrettably, the coronavirus shock is playing out amid 
a fragile global recovery. Forward-looking indicators 
had clearly pointed to better days just ahead. Producer 
confidence, as encapsulated by global Purchasing 
Managers Indexes, were either starting to anchor in 
expansion territory in some key EMs (such as China), 
or had rebounded into a tentative expansion (as in 
the United States) (Fig. B). Advanced economies in 
general looked to be in increasingly good positions to 
weather the global manufacturing recession, and even 
riding the wave of revitalised output among EMs and 
positive sentiment from the conclusion of phase one of 
the Sino-American trade deal.

FIG. B: GLOBAL PMIS WERE SHOWING RISING PRODUCER CONFIDENCE ABOUT THE LIKELY FUTURE 
DIRECTION OF THE WORLD ECONOMY

GLOBAL PURCHASING MANAGERS INDEXES
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Up until the end of February, markets were pricing in 
steady improvement in progress to contain the virus in 
China, and what a Chinese slowdown would mean for 
the rest of the world. With fresh outbreaks in Japan, 
Korea, Italy, and Iran, the concern became that there 
would be new vectors of transmission. Public health 
measures to inhibit transmission significantly more 
intrusive to commerce and exchange, and the fear 
now is a collapse in global consumer demand. And 
recall that the consumer had been the healthy (no pun 
intended) segment of most economies thus far.

Still, unless COVID-19 truly morphs into an uncontrolled 
global pandemic, it is unlikely that this external shock 
will be sufficient to materially threaten the steady pace 
of U.S. growth, which has held firm around 2 percent, at 
an annualised quarter-on-quarter (QoQ) basis, over the 
final three quarters of 2019, and looks to offer a similar 
print in the first quarter (Fig. C). The robustness of the 
U.S. economy is underscored by the strong uplift from 
the nonmanufacturing and real estate sector, both of 
which appear to have sidestepped the recent drag from 
manufacturing. There are downside risks, of course. 
America cannot pretend that its (admittedly) still largely 
domestically-oriented economy will not be impacted at 
all by a COVID-19 related slowdown. At the very least, 
the decline in oil prices—already challenging for the 
marginal shale producer—will affect prospects in the 
energy complex, and could shave a few fractions of a 
percentage point from growth. And there have been 
some rumblings from recent less-than-impressive data 
from the labour market—consistent with the late-cycle 
patterns we have been tracking for a while now—but 
the unprecedented willingness of the Federal Reserve 
to accommodate any minor shock, alongside pass-
through from the rate cuts that have already come 
to pass, leads us to retain our no-recession baseline 
prediction for 2020. That said, the possibility of a 
collapse in consumer confidence leads us to raise our 
subjective probability of a recession up a notch, to 
around a one-in-four chance, although we’d note that 
this is not much higher than our own views for more 
than a year now.

Other DMs, such as the Euro Area and Japan, had 
already been operating below trend, but a bottoming 
in their respective cycles appeared in the offing. A 
negative demand shock for capital goods exports, 
resulting from uncertainty about the future due to 
COVID-19 fears, can easily derail a shaky Eurozone. 
This is especially for export-reliant Germany, which now 
looks to be facing (at the least) a technical recession—
two quarters of negative GDP growth—in 2020. What is 
worse, without the benefit of other major EU economies 
such as France or Italy—the latter, in particular, is 
facing the possibility of a full-scale COVID-19 epidemic 
of its own—picking up the slack, the very nascent 
improvement in industrial production in Europe could 
easily be short-circuited.

Japan, alas, also has growth problems, albeit largely 
of its own making. Policymakers scored a massive 
own goal in an effort to execute, for the third time, an 
ill-fated consumption tax hike. Although some offsetting 
policy measures had been put in place, the massive 
collapse of growth in the final quarter—a massive -6.3 
percent QoQ annualised, and not much less than the 
-7.3 percent QoQ drop in 2014, following the previous 
rollout attempt. Now, with COVID-19 spillover effects 
from China, along with Japan’s own domestic battles 
with the disease, there is now a major pall over the 
originally-expected boost to the economy from the 
summer Olympics.

Even in the absence of the coronavirus crisis, China’s 
growth would already have continued its gradual 

Source: Thirdrock compilation.
Notes: Nowcasts are latest available published real-time estimates 
for U.S. 2018Q2 GDP from (left-to-right): now-casting.com, CNBC 
rapid update, WSJ survey, FRB Atlanta GDPNow, FRBNY nowcast, 
and FRB St Louis nowcast models.

FIG. C: U.S. GROWTH HELD AROUND 2 PERCENT 
THROUGH THE LAST THREE QUARTERS OF 2019, 
AND NOWCASTS SUGGEST ANOTHER SIMILAR PRINT
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chaos that COVID-19 could wreck on its economy. The 
hope is that the virus will remain contained offshore, but 
with the recent experience of sudden, unmanageable 
outbreaks even in industrialised economies such 
as Korea, Japan, and Italy, the prognosis does not 
look good for India if the virus were to truly become 
entrenched in the subcontinent.

The other major commodity-exporting EM economies 
of Brazil and Russia had been on a (very tentative) 
recovery, buoyed by the turn in the electronics cycle 
in Asia. But it is unclear at this stage whether these 
economies have built up sufficient momentum to 
sidestep the loss of external demand from East Asia 
in the quarters ahead. Russia’s 1.3 percent growth in 
2019, while positive, rested on a steady improvement 
in output expansion over the course of the year, 
supported by a sound export contribution and a healthy 
pickup in consumption (Fig. D). A similar story can be 
said for Brazil (although the actual growth numbers are 
much lower). Neither economy, in our view, is prepared 
to successfully navigate a global slowdown induced by 
a protracted fight against the effects of COVID-19.

slowdown (without, in our view, any recession, 
especially with the turn in the electronics cycle). Of 
course, recent events are indicating a far worse first 
quarter for the economy. The Xi administration’s 
dramatic response of quarantining Hubei province—a 
major hub of economic activity on the mid-Yangtze—
will be severely disruptive to interstate and international 
commerce. But the shock isn’t going to just be regional: 
the delayed return of factories from the Lunar New Year 
shutdown, along with a likely major drop in household 
spending as fearful consumers stay home, means that 
growth will certainly take a large hit nationwide. It would 
not surprise us to see the Chinese economy throw up 
its first negative year-on-year (YoY) growth number 
since… well, forever. The full-year numbers are likely to 
be better, but the notion that the Chinese economy will 
hop and skip over COVID-19 effect, as it did for SARS, 
strikes us as fanciful. We anticipate at least a sub-5 
print for Chinese GDP for 2020.

Elsewhere in the EM space, economic activity will 
also be impacted by the indirect effects of a pullback 
in the Chinese economy. While India’s heavily inward-
oriented service-driven economy appears to be 
insulated from woes in the external environment, the 
Indian economy is already in deceleration mode, owing 
to the one-two punch of demonetisation and a botched 
GST rollout (a point we’ve made in previous Outlooks). 
While these two policy shocks may have now run their 
course, the substantial banking-sector challenges still 
largely unresolved, and Reserve Bank of India support 
for that effort—through further monetary easing—is 
increasingly unlikely, given rising inflationary pressures.

Indian growth now looks like a step-ladder headed 
toward negative territory. Undoubtedly, the 
poor showing was especially attributable to the 
manufacturing sector, as industrial production saw 
outright contractions for a span in the third quarter of 
last year. As a relatively less critical part of the overall 
Indian economy, the decline in manufacturing need not 
be excessively detrimental to growth prospects. But it 
now looks like the deceleration of the Indian economy 
is relatively broad-based, with slowdowns in primary 
production as well as for a number of services sectors, 
such as construction and utilities.

Furthermore, as a lower-middle income country with 
large urban populations and poor public healthcare 
facilities, India is woefully unprepared for the sort of 

FIG. D: RUSSIA'S POSITIVE 2019 GROWTH WAS  
DUE TO IMPROVEMENTS OVER THE COURSE OF  
THE YEAR, ESPECIALLY A CONSUMPTION BOUNCE
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Unfortunately, the bigger challenges may be yet to 
come. Even if global health authorities manage to get 
a handle on managing the spread of the coronavirus—
and given falling rates of transmission in many places, 
including in Hubei excluding Wuhan, there does seem 
to be a case for cautious optimism—there remains a 
real risk that the COVID-19 could be the unwelcome 
shock that broke the back of the painstaking progress 
that the global macroeconomy eked out in late 2019. 
We were already looking at a mixed data picture prior 
to the events of the past month or so. While markets 
remain (mostly) upbeat and looking out for a definitive 
turn of events, the danger is that macro indicators 
would have deteriorated sufficiently that by midyear, 
even with success in combating the virus, the hole in 
fundamentals becomes too large to paper over.

At the moment, the latest available data on confidence 
worldwide suggests that consumer sentiment remains 
relatively upbeat. Among the major DMs, it has 
strengthened in the UK with some greater finality to the 
Brexit situation, and has even picked up in Japan after 
a slump over the course of the first half of 2019. In the 
larger EMs, the improvements since the middle of
2019 are even more prominent (Fig. E). However, it is 
important to keep in mind that confidence indexes of 
this nature can turn in a heartbeat, and it would not 
surprise us if sentiment takes on a sour note as the full 
effects of COVID-19 become clear. In fact, we would 
be watching how sentiment indicators develop over the 
course of the next few months to assess the
important effects that the virus may have on the 
consumer, and use that as a crucial gauge of 
impending demand and output prospects.

Taken together, we do not believe that the effects of 
COVID-19 will be sufficient to tip the global economy 
into all-out recession. Admittedly, the odds of such 
a recession in underperforming economies are now 
rising; DMs such as the Euro Area and Japan, as well 
as India, are likely to struggle this year. Even the mighty 
U.S. economy is likely to feel the strong headwinds 
from a coronavirus-induced slowdown. The effects of 
production and supply chain disruptions is also likely to 
be keenly felt in China, although we believe that keen 
policy action, together with what had already been a 
bottoming of industrial activity late last year, would be 
sufficient to keep China from an actual recession. Other 
smaller East Asian economies might have a tougher 
time, and we would be the first to confess that the 
cyclical outlook has certainly deteriorated for even the 
most robust Asian EMs, such as Korea and Singapore. 
Overall, the situation remains fluid, but the skies are 
certainly darker than they were as recently as a few 
months ago.

“ We do not believe that 
the effects of COVID-19 
will be sufficient to tip 
the global economy into 
all-out recession, but the 
odds of such a recession 
in underperforming 
economies are now rising. ”

CANADA: A FADING OF THE GREAT 
NORTHERN HOPE?

When global macro analysts discuss North America, 
we tend to focus on the big DM behemoth (read, the 
United States) or the prominent Latin American EM 
(read, Mexico); Canada often gets short shrift. Yet, in 
comparable U.S. dollar terms, the economy stands 
at number ten worldwide, larger than that of Korea, 
Mexico, or Russia, and similar in size to that of Italy

FIG. E: CONSUMER SENTIMENT HAS 
STRENGTHENED ACROSS THE EM AS PROSPECTS 
BEGAN TO IMPROVE AROUND MID-2019
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Compared to other commodity exporters, however, 
Canada is currently in a worse position—in terms of 
where it stands in its economic cycle—than they are, 
and certainly as compared to even its own position 
a year ago (Fig. G). Canada’s growth of industrial 
production has fallen sharply, from 4.1 percent in the 
final quarter of 2018 to -2.2 percent in the equivalent
quarter in 2019. Just as telling, a number of EMs have 
actually seen an improvement in their most recent 
fourth-quarter numbers relative to a year ago, whereas 
Canada’s is heading in the opposite direction.

and Brazil. Admittedly, Canada is more heavily 
commodity-reliant than the average advanced 
economy. But Canada is a member of the G7 for a 
reason, not least because it is large, industrialised, and 
remarkably diversified.

Commodity exporters have had a relatively tough time 
over the year. Because their external demand is heavily 
dependent on the fortunes of manufacturing-oriented 
economies, when industrial production (IP) turns down, 
their own production tends to follow not long after. This 
dynamic is clearly evident in the recent manufacturing 
recession that played out over the course of 2019; 
commodity exporters have only started to bear the 
brunt of negative growth in IP in recent months (Fig. A). 
And while DM manufacturers appear to have bottomed 
out last November, any upswing in commodity-
exporters’ IP would also be belated in nature.

There are a number of possible reasons for this. One 
possibility is that DMs as a group have yet to bounce 
back from the manufacturing recession as much as 
EMs have. There is certainly some truth to this: after 
all, other key indicators of the state of the Canadian 
business cycle—such as retail sales (bobbing around 1 
percent on a year-on-year basis for most months
since May 2019, compared to a peak of 3.7 percent 
YoY in April last year) and real disposable income 
barely budged in the second and third quarters—have 
been unimpressive, and the actual growth rate of GDP 
has likewise been lackluster (the latest print, as of this 
writing, is 1.7 percent YoY for September 2019).

Another (related) possibility is that Canada, being more 
plugged into North American supply chains, would 
naturally benefit less from the earlier bounce-back 
in manufacturing among the EMs. But this merely 
portends even tougher times ahead: with
the U.S. slowdown still very gradual and not seemingly 
near a bottoming scenario, Canada cannot expect a 
surge in external demand emanating from its largest 
trading partner (the flip side of this is that the Canadian 
economy has consequently been cushioned from what 
would have been a more acute contraction had, say, 
China been its main source of external demand).

Whether Canada gets to defy this group tendency will 
depend on the ability of the economy to draw on its 
inherent export advantages that get at its diversified 
economy, but go beyond commodities. This includes 
niche industries in transportation and machinery (Fig. 

FIG. F: COMMODITY EXPORTERS HAVE NOT 
EXPERIENCED AS SEVERE A DIP IN INDUSTRIAL 
OUTPUT, BUT THEIR TRAJECTORY REMAINS DOWN
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FIG. G: COMPARED TO A YEAR AGO, THE 
CONTRACTIONS IN CANADA'S IP GROWTH ARE MORE 
SEVERE THAN OTHER COMMODITY EXPORTERS

6%

4%

2%

0%

-2%

-4%

-6%

-8%

Source: Thirdrock calculations, from Datastream.
Notes: 3-month average of YoY growth in IP for corresponding quarters. 
Final quarter numbers for 2019 were unavailable for Australia.

RUSSIA INDONESIA AUSTRALIABRAZIL NORWAY CANADA ARGENTINACOLOMBIA

AV
E

R
AG

E
 G

R
O

W
TH

 
IN

 IP
 (P

E
R

C
E

N
T)

1.6%

4.8%

0.8%

-0.7%
-1.9%

-0.8%
-2.2%

2018Q4
2019Q4



7

M O N T H L Y 
M A C R O 
O U T L O O K

7

0
1

 M
A

R
C

H
 2

0
2

0

H), which in turn are premised on a vertically-integrated 
production network with the other members of the 
North American triad.

While the degree of integration embodied by the 
U.S.-Mexico-Canada Agreement (USMCA) is far 
from the sophistication that characterises the East 
Asian production network, the long-standing trading 
relationships between the three nations remain
an important basis for the region’s shared prosperity. 
With the deal now done and dusted—and more 
importantly, ratified by legislatures in Mexico and the 
United States—the ball is now entirely in the Trudeau 
administration’s court to ensure that the certainty that 
would accompany the deal’s implementation is finally 
realised (yes, we are well aware of the review and
sunset clause embedded in this deal, but even a 
six-year review period ensures a more stable policy 
environment than the average electoral cycle).

Certainty of this nature could make a significant 
difference for investment patterns in the country, and 
in turn, the contribution to growth that derives from 
physical capital accumulation. Indeed, the assumptions 
surrounding the future path of investment can result in 
a drastic difference in the buildup of the capital stock by 
2030 (Fig. I). If, for instance, we were to assume that
the rate of investment remains the average that 
prevailed since the 1990s, Canada will end up with a 
ratio of capital to output of around 5 times; in contrast, 
this would be more than 40 percent smaller if capital 
has already attained its saturation capacity, with all 

investment only directed toward the replacement of 
depreciated capital. The capital contribution to growth,
likewise, would range between 0 and 1 percent of output.

Importantly, Canada cannot rely on human capital 
accumulation to make up for any diminution of the 
physical capital contribution. Like most advanced 
economies, the fertility rate of Canadian households 
lies below that necessary to prevent a shrinking 
population (it is currently 1.6, below the replacement 
rate of 2.2). Critically, this has been the case for the 
past several decades, and hence it is well-reflected 
in projections for the evolution of the working-age 
population. Therefore, having peaked in the middle 
of the last decade, the labour force is set to continue 
a steady decline well into the future (Fig. J). Since 
Canadians are already, on the whole, a pretty educated 
bunch, there is precious little room to offset this 
shrinking workforce by skills attainment, either.

FIG. H: WHILE CANADA’S EXPORT BASKET IS 
DEPENDENT ON PRIMARY EXPORTS, IT HAS NICHE 
INDUSTRIES IN TRANSPORTATION AND MACHINERY

“ Investors have to be aware 
that of the preponderance of 
the commodity cycle on the 
economy, and risk assets. ”

FIG. I: THE TWO POSSIBLE INVESTMENT PATHS FOR 
CANADA WOULD MAKE A DRASTIC DIFFERENCE TO 
THE CAPITAL CONTRIBUTION OF GROWTH

Source: Thirdrock calculations, from World Bank (2019).
Notes: Physical capital accumulation paths assume either a constant 
investment rate (I/K) that is the average since 1990, or constant 
capital-output ratio (K/Y) fixed at the 2016 share.
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REVIEW: A MIXED BAG OF HITS  
AND MISSES

The turn of seasons once again brings us back to 
our biannual review of calls made in the half-year 
past. This round, in addition to reporting on recent 
developments vis-à-vis our calls, we also take a step 
back and look at calls made earlier in 2019, especially 
with regard to Japan and inflation, given their 
continued pertinence.

So back in September last year, we advanced the 
notion that the global trade war was morphing into 
a currency war. Looking at the G4 currencies, we 
speculated that the Japanese yen would continue 
on an appreciation path. Importantly, this was a 
position that predates September; the yen has been 
undervalued, in our view, since 2018, and we had 
routinely repeated that claim so long as the yen 
remained so. As it turns out, September marked the 
turning point in an almost halfyear-long appreciation 
cycle, and since that month, the yen has actually 
weakened very modestly, from a high of 105 JPY/USD 
to about 110 today. The yen, therefore, has moved in 
defiance of its real effective rate and, as it stands, has 
become even more undervalued. We chalk that down 
as a missed call in the short run, although if prodded, 
we see little reason to alter the call, and look to 
eventual reversion toward a stronger yen in the  
months ahead.

The other big currency call we offered was for 
the renminbi (RMB) relative to the dollar, and 
we felt then that, despite histrionics by U.S. 
policymakers—including branding China a currency 
manipulator—there was “little chance that any 
intervention by the U.S. would succeed.” In the final 
quarter of 2019, the yuan did actually strengthen; but 
much of that reversed over the course of 2020. Today’s 
rate of about 7 RMB/USD is little changed from the 
7-plus rate in September.

FIG. J: LIKE MANY DMS, CANADA WILL FACE A 
SHRINKING LABOUR FORCE, WITH LITTLE OFFSET 
FROM EDUCATIONAL ATTAINMENT
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Source: Thirdorck calculations, from Barro & Lee (2015, 2016), 
IIASA (2010), ILO (2014), UN (2013, 2015), World Bank (2019).
Notes: Human capital is the schooling-augmented labour force, 
assuming returns to schooling of 0.11.
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All this paints a rather depressing picture of 
Canada’s economic prospects, going forward. 
However we model it, we find it difficult to be 
optimistic about investment opportunities in the 
country, beyond a continued reliance on commodity 
extraction and sale to drive economic activity. This 
need not be a universally bad thing, of course, 
but we suspect that most Canadians would have 
expected more for their economic future. But while 
the country has clearly avoided the sort of natural 
resource curse that has plagued a number of 
African or Middle Eastern nations, the overwhelming 
dominance of commodities in Canadian economic 
life seems inescapable.

This is not to say that Canadian assets cannot be 
attractive. Rather, investors simply have to be aware 
of the preponderance of the commodity cycle for 
the economy, and risk assets. Moreover, outward-
looking firms beyond the commodity complex, if they 
maintain exposures to EMs, can benefit from the 
expected robust growth beyond Canadian shores. 
But Canada will undoubtedly remain a commodity-
led economy (and the loonie a commodity-driven 
currency) as far as we are able to see, and will be 
subject to the sort of volatility typical of commodity-
reliant economies.

This is all the more the case in light of recent events, 
notably the expected slowdown in global commodity 
demand by Asian economies, especially China, as a 
result of the 2019 novel coronavirus. While Canada 

will likely be hit not as hard as more nearby commodity 
exporters—such as Australia—it will nevertheless 
feel the brunt of a slowdown in global trading activity 
and commodity prices, more generally. While this 
could present itself as a short-term buying opportunity 
into Canadian risk assets, investors should brace 
themselves for a wild ride, with limited upside in this 
case (for the reasons discussed above).
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Importantly, we have seen the U.S. track back on 
designating China as a manipulator (as part of the 
give-and-take surrounding the Phase One trade deal 
between the two countries), and we believe recent 
RMB movements are essentially a reflection of market 
developments rather than intervention action by the 
People’s Bank of China (this is corroborated by the
yuan’s strengthening against the euro and the yen, 
developments consistent with the broader movements 
of the latter two currencies). Of course, concerns over 
COVID-19 may now upend confidence in Mainland 
Chinese risk assets, necessitating a reevaluation. But 
we do feel vindicated by our view that the USD/RMB 
rate would not bend to either jawboning by the
Trump administration or outright interventions by the 
U.S. Treasury/Federal Reserve.

In September’s Outlook, we also waxed positive about 
how France might assume the mantle of economic 
leadership in the Euro Area. But astute regular 
readers would also have already picked up on our 
pessimism about its ability to do so in last month’s 
Outlook. The bottom line appears to be that none 
of the other major core European economies—be it 
France, Italy,
or Spain—appear to be in a position to lift up the 
drag from German industrial contraction, and all the 
more with diminished external demand from the likes 
of China. And while the Macron administration looks 
to be slowly making progress on reform (especially 
of the pension system), the nationwide union 
strikes that paralyzed substantial parts of the public 
transportation
system are a potent reminder that the path ahead is 
going to be extremely rocky. The jury is still out here, 
but recent developments do not put the prospects for 
the French economy in very good light.

October’s Outlook took on the question of where 
India stood in its challenged business cycle. We were 
decidedly pessimistic, placing part of the blame for 
India’s slowdown on own goals arising from policy 
blunders (the inexplicable demonetisation
experiment, and the disorganised GST rollout), while 
reserving part of the blame for unanticipated weather 
shocks (a disappointing monsoon season that has led 
to price spikes in agricultural goods). As mentioned 
earlier in this newsletter, GDP data released 
since that time has validated our worst fears of an 
unmitigated slowdown.

The following month, we suggested—in looking at 
the U.S. data—that a recession in 2020 was far from 
a done deal, as many cyclical indicators remained 
mixed. Since that time, the conclusion of the Phase 
One trade deal has brought many believers in the 
recession camp over to a more guarded prognosis. 
The most recent Wall Street Journal survey of market 
analysts over recession probabilities is a reflection of 
this: estimates have come down from 35 to 25 percent. 
On our part, we hold on to our relatively agnostic view 
that a recession this year is a non-baseline outcome, 
but one with a nontrivial likelihood (we agree with the 
current consensus call of one-in-four). However, we 
refrain from going as far as to declare an all-clear. In 
that regard, we see confident proclamations that the 
yield curve inversion signal of 2019 has lost its touch 
as premature. After all, we would remind readers that 
recessions are hard to call, even in real time, and can 
lag the curve inversion event—and, indeed, follow the 
subsequent un-inversion—by as long as 12–18 months.

In December’s edition we took a deep dive into the 
global interest rate picture. While much of the analysis 
was longer-term in nature, we did offer one predictive 
nugget: we suggested that the “medium-term path for 
rates… could well be downward” (while cautioning 
against the belief that “rates will never return to more 
normal levels”). In the interim, owing to continued
struggles in the global manufacturing sector—and now 
COVID-19 fears—long rates have since collapsed, 
plumbing to depths approaching the lows of September 
2019. Of course, it’s anybody’s game as to whether this 
will persist, but our call here remains in the money.

That month, we also examined the shorter-term 
prospects for China’s economy. On balance, we were 
confident: we stated that the economy would be facing 
a challenging period, but would “enjoy a lift from a turn 
in the electronics cycle,” before concluding that “risk 
assets… may be contained by considerable headwinds 
the economy will face the year ahead.” It would
not be too audacious to claim that the sharp rise in 
the Shanghai Composite through December was a 
reflection of others coming round to our broad macro 
view. Of course, we (like everyone else) did not 
anticipate the tail risk of COVID-19, which has since 
sent the market back to early-December levels. But if 
authorities do get a handle on controlling outbreak by 
summer, we think the economy—and risk assets, by 
extension—would be primed for a breakout.
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In our January Outlook, we took stock of the 
commodities markets. We emphasized the 
significant heterogeneity in the future paths of 
different commodities: oil, with its ample supply, 
would remain benign; copper, a better barometer of 
global aggregate demand, would likely strengthen, 
and gold would continue to be appealing, 
especially from institutional investor demand. 
We were right about crude: even with news of 
an OPEC supply cut, oil struggled to find much 
of a bid, and has since followed the rest of the 
commodity space into a selloff sparked by the risk-
off sentiment due to coronavirus fears. Our copper 
call has, consequently, been off, but—reflecting the 
different motivations behind demand—gold prices 
have risen, consistent with our view.

Taking a step back to predictions we made at the 
start of 2019, we see that a number of calls remain 
largely intact. Inflation, for instance, has remained 
mostly stable. In DMs, median inflation has even 
fallen somewhat, ending the year at 1.5 percent
(it was 1.6 percent when we first advanced our 
call), and among EMs, median inflation has only 
risen a little (by developing country standards), 
to 3.2 from 2.6 percent at the time of our call. 
Remarkably, this soft rise has occurred even in 
the face of relatively sustained food price inflation 
pressures China and India. We will reprise our 
analysis of global inflation in a forthcoming edition 
of the Outlook.

Now that Brexit has essentially occurred 
(technically, the UK remains in an interim period 
where the trading regime will remain in place till 
year-end), we can finally retire our Brexit-related 
calls. We had always stuck by our guns that a 
soft Brexit, with poorer terms for the UK relative 
to the EU, would be the end result, although we 
did concede in our September call review that 
“our baseline assumption [of soft Brexit] now 
looks increasingly less likely.” With post-Brexit 
negotiations still ongoing—and the Johnson 
government proclaiming (at least publicly) that 
they would embrace a hard Brexit—it is (still!) 
impossible to adjudicate whether we will ultimately 
be wrong on this one. But we did point to how the 
pound might find a bid after Halloween 2019, and 
there, we were right: since November 1, the sterling 
has traded sideways.

And finally, we remain on the right side with our Brazil 
call, first made at the start of 2019: in our February 
Outlook, we argued that “even with the amazing run 
the Bovespa has had thus far, valuations remain close 
to the lowest among EMs…investments in Brazil 
are certainly intriguing (if not outright tantalizing) at 
the moment.” And lo and behold: the Bovespa has 
returned 25 percent since (admittedly, in local currency 
terms), following a solid rebound in economic activity. 
(Fig. K)

FIG. K: THE GAIN IN THE BRAZILIAN STOCK 
MARKET HAS BEEN EVEN MORE IMPRESSIVE 
THAN THE REBOUND IN ECONOMIC ACTIVITY
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INVESTMENT TAKEAWAYS

Safe haven assets—especially gold, short-duration 
Treasuries, and certain currencies such as the 
Greenback and Suissie—have become increasingly 
popular over the past half-year due to the weakened 
macro outlook, and with the coronavirus, these have 
started to approach rich valuations. Our view is that 
tail risks are better hedged with either volatility options 
or more traditional derivatives. Still, in cases where 
the safe asset coincides with reasonable valuations, 
there could be a double coincidence that justifies 
taking on exposures. Inflation-protected securities and 
investment-grade corporates come to mind. Our usual 
advice to take on yen exposure has, unfortunately, to 
be revised in light of the economic challenges faced 
by the Japanese economy.

There are definitely entry points into risk assets for 
the longer-term investor, amid the sour sentiment 
associated with COVID-19. While we do think we are 
quite at the bottom yet in terms of the macro impact 
(it may need to wait for Q2), equity market softness 
could well roll over by midyear. Markets have belatedly 
begun to price in more of the coronavirus impacts,
and it is important to recognise that recent equity 
market declines have been very much relative in 
nature. In particular, Chinese equity markets rode the 
most recent correction pretty well, and are one of the 
few indexes globally to post positive gains over the 
past month and year-to-date. Other regional markets, 
in contrast, will be hit harder since they are pricing in
much the same broad-based shock that European 
and American markets are. All else equal, markets 
that have already corrected more, like Taiwan or 
Indonesia, are likely to be at valuations that are more 
supportive of a bottom than those that have corrected 
less. The complication here is that not all else is 
equal; as we know, Malaysia is pricing in political risk, 
Japanese stocks are digesting the disastrous fourth-
quarter GDP number, while others like Korea and 
Thailand are pricing in the risk of uncontrolled local 
outbreaks. It definitely feels like a risk-off environment 
at the moment.

The author Jamus Lim is Economist at Thirdrock 
Group. A former lead economist at Abu Dhabi 
Investment Authority and senior economist at the 
World Bank, Jamus is also currently an Associate 
Professor at ESSEC Business School in Singapore.

“ There are definitely 
entry points into risk 

assets for the longer-
term investor, although 
it definitely feels like a 
risk-off environment at 

the moment. ”
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GENERAL
The material is based upon information that Thirdrock considers 
reliable, but Thirdrock does not represent that it is accurate or complete, 
and it should not be relied upon as such.  Opinions expressed in this 
publication were produced by Thirdrock as of the date of writing and 
are subject to change without notice.  This publication is intended for 
information purposes only and does not constitute an offer or solicitation 
to any person in any jurisdiction.  Opinions and comments of the authors 
reflect their current views, but not necessarily of other Thirdrock entities 
or any other third party.  Other Thirdrock entities may have issued, and 
may in the future, issue other publications that are inconsistent with, 
and reach different conclusions from, the information presented in 
this publication.  Thirdrock assumes no obligation to ensure that such 
other publications are brought to the attention of any recipient of this 
publication.

This publication is for general circulation only. It does not form part of 
any offer or recommendation, or have any regard to the investment 
objectives, financial situation or needs of any specific person.  Before 
committing to an investment, please seek advice from a financial or 
other professional adviser regarding the suitability of the product for 
you and read the relevant product offer documents, including the risk 
disclosures.  If you do not wish to seek financial advice, please consider 
carefully whether the product is suitable for you.

INFORMATION / FORECASTS REFERRED TO
Although the information and data herein are obtained from sources 
believed to be reliable, no representation is made that the information 
is accurate or complete.  In particular, the information provided in 
this publication may not cover all material information on the financial 
instruments or issuers of such instruments.  Thirdrock does not accept 
liability for any loss arising from the use of this publication.  Important 
sources for the production of this publication are e.g. national and 
international media, information services (e.g. Reuters, Bloomberg 
Finance L.P.), publicly available databases, economic journals and 
newspapers (e.g. Financial Times, Wall Street Journal), publicly 
available company information, publications of rating agencies.  Ratings 
and appraisals contained in this publication are clearly marked as 
such.  All information and data used for this publication relate to past or 
present circumstances and may change at any time without prior notice.  
Statements contained in this publication regarding financial instruments 
or issuers of financial instruments relate to the time of the production of 
this publication.  Such statements are based on a multitude of factors 

which are subject to continuous change.  A statement contained in this 
publication may, thus, become inaccurate without this being published.  
Potential risk regarding statements and expectations expressed in this 
publication may result from issuer specific and general (e.g. political, 
economic, market, etc.) developments.

RISK
Past performance is not a reliable indicator of future results.  
Performance forecasts are not a reliable indicator of future performance.  
Particular risks in connection with specific investments featured in this 
publication are disclosed prominently hereinabove in the text of this 
publication.  Any investment should only be made after a thorough 
reading of the current prospectuses and/or other documentation/
information available. Past performance is not an indication of future 
performance.

MISCELLANEOUS
NEITHER THIS PUBLICATION NOR ANY COPY THEREOF MAY BE 
SENT, TAKEN INTO OR DISTRIBUTED IN THE UNITED STATES OR 
TO ANY US PERSON.

This publication may contain information obtained from third parties, 
including ratings from rating agencies such as Standard & Poor’s, 
Moody’s, Fitch and other similar rating agencies.  Reproduction and 
distribution of third-party content in any form is prohibited except with 
the explicit references made to the related third party. Third-party 
content providers do not guarantee the accuracy, completeness, 
timeliness or availability of any information, including ratings, and are 
not responsible for any errors or omissions (negligent or otherwise), 
regardless of the cause, or for the results obtained from the use 
of such content.  Third-party content providers give no express or 
implied warranties, including, but not limited to, any warranties of 
merchantability or fitness for a particular purpose or use.  Third-party 
content providers shall not be liable for any direct, indirect, incidental, 
exemplary, compensatory, punitive, special or consequential 
damages, costs, expenses, legal fees or losses (including lost income 
or profits and opportunity costs) in connection with any use of their 
content, including ratings.  Credit ratings are statements of opinions 
and are not statements of fact or recommendations to purchase, hold 
or sell securities.  They do not address the market value of securities 
or the suitability of securities for investment purposes and should not 
be relied on as investment advice.
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