
 

  

The Consumer Recession 
The sizable decline in stocks in the past two days reflects the growing awareness that the 

U.S. economy is going into a deeper and more protracted recession than expected. It is no 

longer seen as a housing recession, but a full-blown consumer recession. The consumer 

has represented as much as 72% of the U.S. economy in recent years, so the deceleration 

in household spending has a profound impact on the overall economy. In the past two 

days, we have seen larger-than-expected declines in retail sales, industrial production, 

inflation, oil and gasoline prices and employment. In the past three weeks, official as well 

as anecdotal evidence of a significant plunge in activity has mounted, including declines in 

shipping, homebuilding, auto sales, manufacturing, trucking, technology and restaurants. 

Bank loans and other forms of credit have plummeted as the credit crisis has hit business 

as well as consumers. Unemployment in the U.S. is headed to at least the 7%-to-8% range. 

While very dramatic actions have been taken by financial authorities worldwide, it will take 

some time before the free flow of credit emerges, and even more time until the economy 

recovers. It is painfully obvious that ‘decoupling’ of other economies and financial markets was 

wishful thinking. The housing and credit bubbles have popped; and now the stock market 

shock is adding to consumer and business woes. The global credit crisis and economic 

slowdown has spread around the world. Canada cannot escape the knock-on damage of not 

only the U.S. recession, but also the wealth destruction arising from the plunge in our stock 

market and the slowdown in our housing markets. There is a downshift in global commodity 

demand, which impacts the formerly booming commodity-related sectors of our economy. 

The boom has turned to bust. Canada, too, is headed for recession and our government will 

awaken to the need for deficit spending. We are not immune to the global difficulties and the 

sooner we realize that and take action to mitigate the domestic damage, the better. We have a 

very sound banking system, and far more prudent households, but we are fully globalized in 

our financial and economic dealings. Our recession will be milder than in the U.S. and other 

countries with housing bubbles, but we should expect challenges through much of 2009. 

There will be a multi-year adjustment to the new world of reduced leverage. The current 

crisis will mark the end of an era. No longer will the U.S. be borrowing from China to buy 

from the Middle East to burn oil at home—the ‘borrow-buy-burn’ mentality and the 

leverage that allowed it is painfully vanishing. 

The Bottom Line: The financial crisis, while hopefully diminishing, leaves in its wake a 

dramatic slowdown in the U.S. and elsewhere. The stock market is reflecting that reality. 

October 14, 2008 
 

Dr. Sherry Cooper 
Executive Vice 

President, 
Chief Economist 

 
1-800-613-0205 



 

PAGE 2 

The problems are viral, as we have seen, and Canada is not immune. Unfortunately, the 

likelihood of a protracted and deep recession in the U.S. is high, with the rest of the world 

mirroring the U.S. in varying degrees. Expect recession in Canada. 
 
 

The information, opinions, estimates, projections and other materials contained herein are provided as of the date hereof and are subject to change without notice. Some of the 
information, opinions, estimates, projections and other materials contained herein have been obtained from numerous sources and Bank of Montreal (“BMO”) and its affiliates 
make every effort to ensure that the contents thereof have been compiled or derived from sources believed to be reliable and to contain information and opinions which are 
accurate and complete. However, neither BMO nor its affiliates have independently verified or make any representation or warranty, express or implied, in respect thereof, take no 
responsibility for any errors and omissions which may be contained herein or accept any liability whatsoever for any loss arising from any use of or reliance on the information, 
opinions, estimates, projections and other materials contained herein whether relied upon by the recipient or user or any other third party (including, without limitation, any 
customer of the recipient or user). Information may be available to BMO and/or its affiliates that is not reflected herein. The information, opinions, estimates, projections and other 
materials contained herein are not to be construed as an offer to sell, a solicitation for or an offer to buy, any products or services referenced herein (including, without limitation, 
any commodities, securities or other financial instruments), nor shall such information, opinions, estimates, projections and other materials be considered as investment advice or as 
a recommendation to enter into any transaction. Additional information is available by contacting BMO or its relevant affiliate directly. BMO and/or its affiliates may make a market 
or deal as principal in the products (including, without limitation, any commodities, securities or other financial instruments) referenced herein. BMO, its affiliates, and/or their 
respective shareholders, directors, officers and/or employees may from time to time have long or short positions in any such products (including, without limitation, commodities, 
securities or other financial instruments). BMO Nesbitt Burns Inc. and/or BMO Capital Markets Corp. , subsidiaries of BMO, may act as financial advisor and/or underwriter for certain 
of the corporations mentioned herein and may receive remuneration for same. “BMO Capital Markets” is a trade name used by the Bank of Montreal Investment Banking Group, 
which includes the wholesale/institutional arms of Bank of Montreal, BMO Nesbitt Burns Inc. , BMO Nesbitt Burns Ltée/Ltd. , BMO Capital Markets Corp. and Harris N. A. , and BMO 
Capital Markets Limited. TO U. S. RESIDENTS: BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd. , affiliates of BMO NB, furnish this report to U. S. residents and 
accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal. Any U. S. person wishing to effect transactions in any security 
discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd. TO U. K. RESIDENTS: The contents hereof are not directed at investors 
located in the U. K. , other than persons described in Part VI of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 

™ - “BMO (M-bar roundel symbol) Capital Markets” is a trade-mark of Bank of Montreal, used under licence. © Copyright Bank of Montreal. 


