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TABLE 1
COMPARING RECESSIONS
(anada
Peak-to-Trough
Real Unemployment Housing ~ Auto  Industrial
GDP  Employment Rate Starts*  Sales* Production
(% decline) (% decline) (pptrise) (% decline) (% decline) (% decline)
1981-82 -4.9 -5.4 6.0 -540  -298 135
1990-92 -34 -35 4.8 5150 212 -8.3
Current: To-Date  -1.3**  -1.2 1.4 310 162 7.2
Projection -2.9 -3.1 3.2 -344  -233 122

* (from peak 3-month period to trough 3-month period)
** (latest monthly data)
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Canadian Downturn:

How Deep Is Our Valley?

Douglas Porter, CFA, Deputy Chief Economist

The fact that Canada and the global economy are mired in
recession ceased to be a debate late last year, but the depth
and duration of the downturn are still very much in question.
Over the space of the past month, it has become painfully
clear that: 1) the global economic downturn accelerated
dramatically around the turn of the year, with global trade
plunging, and 2) the Canadian economy has been fully taken
along for the ride. The recent wave of downbeat economic
data washing over Canada has been striking not just in terms
of the speed of the decline, but also its breadth across
sectors and all regions of the country. The downturn first
began in earnest in exports to the rest of the world, but
domestic spending is now braking forcefully as well, with the
upcoming GDP release for Q4 likely to reveal a hefty drop in
consumer spending, housing and business investment.

Our latest Canadian forecast (which will be fine-tuned after
the Q4 results) now expects this downturn to climb into
the same league as those of the early 1980s and 1990s
(Chart 7). GDP is expected to drop by nearly 3% from the
peak to the trough, with the downturn lasting roughly a
year. While neither the length of the recession, nor the
drop in GDP is currently projected to be quite as bad as the
two previous serious downturns, there has been a nasty
pattern of deep downward revisions to the forecast since
the credit crunch kicked into overdrive.

For example, the consensus forecast for 2009 GDP growth in
Canada has dropped by 0.5 percentage points on average
during each of the past six months, and has yet to stop
falling (Chart 2). In fact, the consensus taken in early
February of a 1.1% drop in GDP this year, while close to the
Bank of Canada'’s January call of -1.2%, already looks ripe for
a further serious downward revision (we are now looking at
a 2.2% decline). Even our call could very easily be exceeded
to the downside. After an ugly performance in Q1 (when we
see GDP dropping at a 5.7% annual rate), which is already
almost baked in the cake, we see only modest further
declines in GDP thereafter, which could easily prove
optimistic based on the ongoing trauma in global growth.
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CHART 4
GLOBAL DOWNTURN
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CHART 5
FOLLOWING THE LAGGARD
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Comparing our forecast to past recessions shows that we
expect the hit to most indicators to be a bit lighter this
cycle (Table 7). However, the past two major recessions
could give a taste of what's to come. Note that the
unemployment rate, for example, climbed by 6- and 4.8-
percentage points in the past two recessions from its pre-
recession low to the peak (Chart 3). Both times it rose from
around a low of 7% to above 12% (hitting a modern day
high of 13% at the end of 1982). Matching even the smaller
increase seen in the early 1990s would take joblessness
this time around into double-digits from the 5.8% low hit
just over a year ago.

So, why should we believe that this recession will not be
quite as bad as the two earlier downturns? First, interest
rates were cut early and often in this cycle, and are much,
much lower than in the past two downturns. (Overnight
rates were still well into double-digit terrain at an
advanced stage of both.) Second, stimulative fiscal policy is
kicking in relatively early in this downturn. Third, corporate
balance sheets were in much healthier shape heading into
the recession than in the past two cycles. Fourth, the 20%
depreciation of the Canadian dollar over the past year will
offer some relief for industry.

Unfortunately, there are nevertheless serious downside
risks to the forecast, which suggest this cycle could be just
as bad (if not worse). Those factors include: 1) the U.S. and
global downturn is shaping up to be as serious as any
other in the post-war period; 2) the collapse in commodity
prices—down more than 50% since mid-2008—is still
being felt (B.C. and Alberta are now being especially hard
hit), and 3) the heavy auto intensity of the Canadian
economy makes it particularly vulnerable to the harrowing
drop in U.S. sales this year.

Our latest call also suggests that there will be very little
difference between the Canadian and U.S. GDP outlook. In
fact, the U.S. has actually managed to see one of the
smallest output declines in the past year among the major
economies, which are all now reeling in unison (Chart 4).
We now expect global GDP to contract 0.5% this year, light
years from the string of 5% growth rates seen in the
middle part of the decade. The very weak global backdrop
is clearly bad news for Canadian exporters, but also
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CHART 6
STILL SOME DIFFERENCE... BENEATH THE SURFACE
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suggests that it will be difficult for commodity markets to
stage a quick turnaround with so much slack built into the
global economy.

But beyond falling exports, Canadian domestic demand is
also weakening markedly after a very strong run. The
housing sector is now in full-fledged retreat, with home
sales down almost 40% from a year ago, prices weakening,
and housing starts poised to drop by a quarter this year.
Consumer spending is also taking a big step back, with
retail sales now following the U.S. lead with an unnerving
degree of tightness (Chart 5). Finally, even employment—a
former ace in the hole for Canada—has dropped at nearly
the same rapid pace as in the US. over the past three
months (-1.2% versus -1.3%).

Bottom Line: Our current view remains that the Canadian
recession will be somewhat milder than the past two
major downturns and its U.S. counterpart, but the
distinction—especially with the U.S.—is becoming too
close for comfort (Chart 6). Even so, we continue to
maintain the view that a recovery will indeed take hold by
the end of the year, despite the recent wave of downbeat
economic releases, assuming the US. can stabilize its
banking system.
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Theinformation, 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 s 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 lang or short positions in any such products (including,
withoutlimitation, 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 Neshitt Burns Inc,, BMO
Neshitt Burns Ltée/Ltd., BMO Capital Markets Corp. and Harris N.A., and BMO Capital Markets Limited.

TOU.S. RESIDENTS: BMO Capital Markets Corp. and/or BMO Neshitt 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.
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