<o ECONOMIC
RESEARCH

CHART1
REVVED UP
Unit Sales (mins:s.a.a.r.)
Canada
2.0 0.6
1.8 0.5
1.6 0.4
Vehicles
(Ihs)
14 \j 0.3
0.2

1.2
04 05 06 07 08 09

CHART 2

SLACK TRACKER

(percent:n.s.a.)
Unemployment Rate

(U.S. definition)

16

14

12

10 us.

8

6

4

2

76 81 86 91 96 01 06

(HART3
FULL TIME BEARS FULL BRUNT

(y/y % chng)
Full-Time Employment

\/ v

' ' ' |
oo (=)} BN N o N B~ [=2) oo

77 82 87 92

PAGE 5 - FOCUS - JULY 24, 2009

United States

—

75
04 05 06 07 08 09

Underemployment Rate

97 99 01 03 05 07 09

97

W

02

us.

us.

07

Feature

Canadian Consumers Drive
While U.S. Consumers Idle

Michael Gregory, CFA, Senior Economist

Fuel for a North American economic recovery was topped
up as borrowing costs tumbled to recorded lows and the
prices of big-ticket items like cars and homes were slashed.
The resulting improvements in affordability, alongside
lessening job losses and rebounding consumer
confidence, got spending engines revving. However, U.S.
consumers have yet to pop their engines into gear, unlike
their Canadian counterparts (Chart 7). In Canada, these
trends translated more readily into a willingness to borrow
(to take advantage of affordability), owing to relatively
stronger labour markets and household balance sheets.

Canada’s labour market has not slackened as much as in the
U.S. or in past Canadian recessions. The U.S. unemployment
rate is currently 9.5%, while it's 8.6% north of the border, using
national definitions. However, the American definition biases
down the unemployment rate, kicking jobseekers out of the
“looking for work” club quicker. Employing this definition
(which Statistics Canada does in seasonally unadjusted terms),
the comparable Canadian unemployment rate is 24
percentage points below the U.S,, a record (since 1976) gap
(Chart 2). Broadening the definition of labour market slack to
include discouraged workers and involuntary part-timers, the
Canadian underemployment rate is 5% percentage points
below the US. level. The U.S. unemployment rate is pushing
historic extremes: since 1948, it has been higher for one 14-
month period in the early 1980s.

Furthermore, in both economies, part-time jobs have been
replacing full-time jobs, so the fall in full-time employment
is even steeper than the total. And, the U.S. is experiencing
the worst contraction in full-time jobs since records started
in 1968, a period which covers the past six recessions (Chart
3). Canada is not yet as bad as the 1980s’ or 1990s’ recession.
Importantly, full-time employment is a prerequisite for
credit extension, or at least it was until NINJA (No Income,
No Job or Assets) mortgages emerged during the US.
housing bubble (a practice that has since ceased).

Balance sheet room is another prerequisite for credit
extension. The run-up in mortgage debt during the U.S.
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housing bubble left a legacy of unmanageable debt
burdens, along with sharply rising loan delinquencies and
consumer bankruptcies. These were exacerbated by the
surge in the unemployment rate, and are prompting
balance sheet restructuring. But, paying down debt and
increasing savings come at the expense of credit-based
spending. In Canada, the multiyear housing boom
pumped debt burdens as well (Chart 4). However, the
mortgage debt-to-GDP ratio is 56%, well below the
comparable US. ratio of 78%. Interestingly, Canadian
households hold more consumer credit than their U.S.
counterparts (relative to GDP), as home equity lending
lagged in its popularity. Also, American households get a
tax deduction for mortgage interest payments but not on
consumer credit. Even so, Canada’s total debt-to-GDP ratio
is 80%, also well below the comparable U.S. ratio of 96%.

While Canadians have significantly lower relative debt
burdens than Americans, the rise in the unemployment
rate is still taking its toll. Mortgage and credit card
delinquencies are creeping up, as are consumer
bankruptcies (Chart 5). But these financial stress metrics
remain massively below U.S. levels and, generally, below
past peaks. As such, many Canadians have some capacity
to take on additional debt.

Of course, while the demand for loans might pick up,
there’s no guarantee that the supply of loans will match,
particularly since the global credit crisis flared. U.S. banks
are still licking their balance sheet wounds, looking to
shrink their risky loan books. Although this dovetails with
household deleveraging, it also shows that the availability
of credit is a constraint on U.S. credit-based spending
growth. However, reflecting the strength and stability of
the Canadian banking system, the supply of loans
continues to rise to the occasion (Chart 6). This contrasts
starkly with the contraction of U.S. household credit for the
first time in recorded history.

Bottom line: It takes a willingness of borrowers to borrow
and lenders to lend to turn improved affordability of big-
ticket items into drivers of consumer spending and
economic recovery, which is why Canada is racing ahead
of the United States.
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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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