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HOW BRAIN GAIN SUSTAINS THE
CANADIAN HOUSING MARKET
Article by: Matthieu Arseneau – Deputy Chief Economist, Managing Director – National Bank of Canada

Since the Great Recession of 2008-09, many
observers have been looking askance at the
Canadian housing market, their skepticism
heightened by the role of the U.S. housing
market in triggering that recession and its
disastrous consequences.
It is true that the path of Canadian home prices in
the current cycle has been such as to raise questions.
Their rise from 2008 to 2018 was among the steepest
in the OECD countries.

• minimum down payment raised for insured
mortgages;
• borrowers must now qualify for rates higher than
those contracted (commonly referred to as B-20
stress testing).
Moreover, Canadian financial institutions have
shown caution in recent years in the proportion of
new mortgages granted to borrowers with low credit
ratings, a proportion that in Canada has been stable
at only a quarter of the U.S. average during the highflying years of 2004 to 2007 (chart).

In contrast to the U.S. housing boom, which was
stimulated by a relaxation of mortgage lending
standards, the Canadian boom has taken place
despite a tightening of regulatory conditions. Among
government measures introduced since 2008:
• maximum amortization period reduced in stages
from 40 to 25 years for insured mortgages;
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In 2018 the Canadian housing market slowed
markedly on the introduction of stress tests and the
tax on purchases by foreigners in Ontario. Some
observers began to fear political decision-makers
had gone too far in their restrictive measures. Some
saw these measures, in conjunction with rising
interest rates, as putting an end to the vigour of the
Canadian housing market. But in 2019 home sales
rebounded strongly (chart). A retreat of interest rates
was certainly a contributing factor, but not the only
one. Over the last decade, and especially in 2019, the
Canadian housing market has enjoyed lift from the
country’s demographics.
As we have often noted before, immigration to
Canada stands out not only for its volume but for its
composition. OECD data show that about 60% of the
annual inflow of permanent residents are “economic”
immigrants – applicants selected for “their ability to
become economically established in Canada.” That’s
four times the percentage for U.S. immigration (chart).

A population boom
Canada’s population has been among the fastestgrowing of the OECD countries for years now. But
last year’s 1.4% gain was exceptional, the highest in
almost three decades. The gain in absolute terms
was 530,000, more than the increase for France and
England together, though their combined population
is three times that of Canada.
And more than 80% of Canada’s 2019 increase was
due to net migration (chart).
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In 2016, the most recent year for which the OECD
has reported, almost 160,000 of those granted
permanent residence in Canada were economic
immigrants – more than the absolute number
of such immigrants to the U.S. though the latter
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has 10 times Canada’s population. Canada is now
undeniably the biggest talent raider in the OECD.

Of its foreign-born population of working age (15 to
64), almost 70% have had post-secondary education,
by far the largest proportion in the OECD and almost
30 percentage points higher than the proportion for
the U.S. (chart).

According to the OECD, Canada has an environment
highly attractive to the most able people. It ranks
fifth for its offering of what skilled workers want and
first for what entrepreneurs want (chart).
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Notwithstanding the home price increases of recent
years, we doubt that the attractiveness of Canadian
cities has been braked by affordability questions. The
prices of its city-centre housing do not seem extreme
relative to comparable apartments in other cities in
the world (chart).

A key age group: 25- to 44-year-olds
As noted above, Canada’s population as a whole
grew at a record pace in 2019, but what about the
25- to 44-year-old cohort that is crucial to household
formation and housing prices? In 2019, like the
population as a whole, this age group grew more
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than in any year since 1990. Almost all the growth
was due to immigration, which is increasingly
concentrated in this cohort. In 2018 and 2019
this age group accounted for more than 55% of
immigrants, unprecedented in the last 50 years.

We can learn more about 25- to 44-year-old new
arrivals in the most recent census, that of 2016.
Countrywide, 55% of those who arrived in the
five years preceding the census (2011-15) hold a
bachelor’s degree, a proportion higher than among
those arriving earlier and, very strikingly, 27
percentage points higher than among those born in
Canada (chart) – a huge difference.
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The census also reports that many become
homeowners quite soon. No fewer than 30% of
the 25- to 44-year-old immigrants arriving in the
previous five years were homeowners. Among those
who arrived between five and 10 years previously,
53% were homeowners, only 6 points less than
the percentage for Canadian-born. In Toronto,
Vancouver and Calgary their ownership rates were
even higher than those of Canadian born (chart).

The appetite of immigrants for real estate is
corroborated by a 2019 Statistics Canada study. It
reports that 25- to 44-year-old immigrants have a
ratio of debt to disposable income 25% higher than
that of native-born Canadians, a difference due
entirely to mortgage debt (chart).
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But the StatCan findings are reassuring about this
higher debt of immigrants. Against expectations,
all indicators of financial vulnerability show them
in better shape than Canadian-born. Among creditcard holders, for instance, 58% usually paid off
their balances every month compared to 52% for
Canadian-born families. Only 2% had taken out
payday loans in the previous three years compared to
6% for Canadian-born families.

Conclusion
Some see the rise of home prices in recent years as
a serious vulnerability for the Canadian financial
system. We do not share their pessimism. The
vigour of the Canadian housing market is based
elsewhere than in lax lending standards such as
those that fuelled the U.S. housing boom leading to
the Great Recession. Canada’s immigration policy is
unique in both its aggressiveness and its penchant
for “economic” immigrants, those selected for
“their ability to become economically established in
Canada.” Year in year out, about 60% of immigrants
are in this category. Moreover, immigration is more
concentrated in the 25- to 44-year-old age group
than ever before. The growth or contraction of this
cohort, crucial for household formation, correlates
perceptibly with divergences among countries in
housing asset prices since 2008 (chart). In every
country, including Canada, in which this cohort grew
more than 7% from 2008 to 2018, home prices rose
at least 60% over the same period.
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What about the coming decade? The Canadian
government does not intend to slow the pace of
immigration. On the contrary, it has raised its
target from 300,000 in 2017 to 350,000 in 2021.
Statistics Canada projects that the 25- to 44-yearold cohort will grow 6.9% over the next 10 years,
keeping the country in an excellent relative position
(chart). In other words, the vigour of the Canadian
housing market is soundly based and set to continue
confounding the skeptics.
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AND THEN THERE WERE 27: IMPACT OF
THE UK’S DEPARTURE ON THE EU
Article by: Frédérique Carrier, Managing Director, Head of Investment Strategy –
RBC Wealth Management International

Dawn is breaking for a new Europe, with challenges that will
test its resolve. We look at what awaits the EU and what it
holds for investment strategy.
• The departure of the influential UK from the EU
is the first setback for the bloc’s integration
experiment. But paradoxically, it seems to have
rallied support for the EU within the remaining
27 countries.
• The loss of the UK’s contribution to the EU
economy and its budget is unfortunate but
should be manageable.
• Calls for a larger role for fiscal policy continue.
Fiscal rectitude remains the order of the day
but increasingly appears to be an antiquated
model. Change may be afoot.
The departure of the influential UK from the EU
will be felt in the bloc, but this episode has also
increased the union’s resolve and we expect it
to adapt to the new state of affairs. After a weak
2019, the EU appeared to be turning the corner as
2020 began, but the manufacturing shutdowns
in China brought on by the coronavirus outbreak
are likely to push any European recovery into the
second half of the year. Some anticipated fiscal
stimulus should help matters on the continent,
and we continue to see selective opportunities
for investors.
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THE FIRST SETBACK
The EU began in 1951 as a coal and steel trading bloc
comprised of Belgium, France, Italy, Luxembourg,
the Netherlands, and West Germany. Initially, the
main purpose was for West Germany to expiate
its role in World War II. By partly giving up its
national sovereignty and integrating into a larger,
demilitarized trading group with strict procedures,
West Germany hoped for rehabilitation.
The other five founding members saw an opportunity
for reconciliation and sought security in numbers,
while France also viewed the group as a potential
counterweight to UK and U.S. influence. Since its
formation, the bloc has ushered in a period of peace
and prosperity unseen in the continent’s history.
The UK was the first member to depart the group,
which had grown to 28 nations. Despite being a late
joiner in 1973, the UK became an influential EU
member, given the size of its economy (second only
to Germany) and penchant for free market practices.
Along with the Netherlands, Sweden, Denmark,
Finland, and Ireland, it formed a group known as
the Nordic Alliance, which offset French policies
favouring state intervention. The Netherlands, which
has tended to keep a low profile despite being the
EU’s fifth-largest economy, is likely to fill the vacuum
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left by the UK, though the Nordic Alliance may see
its influence wane minus the UK.
However, the UK’s departure seems to have rallied
support for the EU within the remaining countries
as the political chaos that has engulfed the UK since
the June 2016 Brexit referendum has not gone
unnoticed.

MODEST ECONOMIC CONSEQUENCES
Now with 27 members, the EU will remain one of
the top three economies in the world, though its
share of global nominal GDP will fall from 16
percent to 14 percent, according to the International
Monetary Fund.
Should the EU lose complete access to the UK
market due to the breakdown of negotiations over a
new trade agreement, we believe the impact would
be modest as EU exports to the UK represent only
three percent of EU GDP. Moreover, the damage
would be partially offset by some diversion of trade,
investment, and skilled migrants away from the UK
to the EU.
Similarly, the fiscal consequences of losing the
UK’s contribution to the EU budget should not be
exaggerated. First, the EU budget is a mere one
percent of the total value of the EU economy—versus
the U.S. federal budget at some 20 percent of GDP
and UK government spending of close to 40 percent
of GDP—as most of the fiscal spending in the EU is
done by national governments.

In fact, many anti-establishment populist parties
across EU countries have mellowed their EU
skepticism, instead railing against immigration to
win votes. Populist parties in Italy, Austria, and
Hungary all suffered electoral setbacks in 2019—
though admittedly their poor showings could reverse
if immigration concerns return to the limelight.
As a sign the danger of a populist government in
Italy seems to have passed, the spread of Italian
government bond yields over German Bund yields
has recently fallen from a peak of 324 basis points
(bps) back to the March 2018 level of just 135 bps.
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Second, the loss of the UK’s net contribution to the
EU budget, which amounted to some £9 billion
($11.5 billion) in 2018, will be felt in Brussels, but
only over time. The UK will honor its legacy financial
obligations of more than £30 billion ($43 billion) per
the terms of the Brexit Withdrawal Agreement.
Yet negotiations for the EU’s next seven budget years
(2021–27) are particularly tricky given Britain’s
departure, as EU members have to agree how to split
the bill.

CHALLENGES FOR THE SHORT TERM
For now, the EU faces other challenges. After a
difficult 2019, economic activity at the start of
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2020 had pointed to a healthy pickup in growth,
but this improvement is now being threatened by
the coronavirus outbreak. Factory shutdowns in
China are affecting not only the EU’s export demand
but also some of the supply chains of European
companies. Eric Lascelles, chief economist for
RBC Global Asset Management Inc., estimates the
outbreak may reduce EU economic activity by some
0.2 percent, though the magnitude of the impact
will likely depend on the duration and severity of the
shutdowns. RBC Capital Markets expects 2020 GDP
growth of one percent.
Calls on national governments for more fiscal
stimulus are coming from many quarters, including
European Central Bank President Christine Lagarde,
who is aware that there are limited monetary
policy maneuvers available with interest rates
already in negative territory. Moreover, the region
has considerable spare fiscal capacity, and with
borrowing costs low, fiscal stimulus would not only
be appropriate but also affordable. Indeed, France,
Italy, and the Netherlands already dipped into
government coffers a little in 2019, the former to
appease the Yellow Vest protests against fuel tax
hikes.
However, Germany is resisting these calls so far. Its
constitution bans structural deficits of more than
0.35 percent of GDP. As a result, Germany has run a
fiscal surplus since 2014, which peaked at 1.9 percent
of GDP in 2018. German officials say they will do
away with that constitutional rule if conditions
warrant it. But with the economy at full employment,
Chancellor Angela Merkel’s government feels the
current slowdown isn’t sharp enough yet to justify a
major one-off fiscal boost.
But it can devise strategies to bend the rules, such
as off-balance sheet vehicles issued by public bodies
which can tap financial markets without appearing
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on the central government’s books. Recent incentives
to speed up the conversion to cleaner energy were
partially financed in this manner and could soften
the impact of the slowdown.

Lagarde is also trying to push the EU Commission,
the executive branch of the EU, for changes to fiscal
policy. The commission is looking to loosen the
current EU fiscal framework, which targets a debt-toGDP ratio of 60 percent and a deficit of no more than
three percent of GDP. These simple rules seem dated
and too restrictive for a time of record-low borrowing
rates and meager growth. The EU Commission
intends to propose changes by year end.

INVESTMENT STRATEGY
Now a bloc of 27 members, we believe the EU will
evolve, guided by its culture of consensus that was
able to produce the desired outcome in the divorce
negotiations with the UK. With resilient domestic
demand underpinned by some fiscal support, we
would expect the eurozone’s economy to eke out
enough growth to generate mid-to-high single-digit
corporate earnings growth.
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With the STOXX Europe 600 ex UK Index’s
undemanding price-to-earnings valuation of
14.3x based on 2021 consensus estimates and a
dividend yield above three percent, there is room
in portfolios for an allocation to well-managed
European companies with strong business models
and leading market positions, in our view. For
example, we believe investors can find opportunities
in the consumer spaces or the Industrials sector
from companies positioned to benefit from structural
trends, such as increased infrastructure spending,
urbanization, and digitalization.

FRÉDÉRIQUE CARRIER
Managing Director, Head of Investment Strategy –
RBC Wealth Management International
Frédérique Carrier is co-chair of RBC Wealth
Management’s global asset allocation committee,
GPAC, which establishes the asset allocation
mix for our clients worldwide. She is a regular
contributor to the group’s Global Insight report.
Based in London, she also formulates the equity
strategy for the UK and Europe and is head of the
London equity desk, taking responsibility for the
single line equity offering which includes both
customised portfolios and Equity Focus Lists for UK
and European stocks.

NON-U.S. AUTHOR DISCLAIMER
Non-U.S. Analyst Disclosure: Frédérique Carrier, an employee of RBC
Wealth Management USA’s foreign affiliate RBC Europe Ltd., contributed to the
preparation of this publication. This individual is not registered with or qualified as
a research analyst with the U.S. Financial Industry Regulatory Authority (“FINRA”)
and, since they are not an associated person of RBC Wealth Management, they
may not be subject to FINRA Rule 2241 governing communications with subject
companies, the making of public appearances, and the trading of securities in
accounts held by research analysts.
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Carrier joined RBC from Williams de Broë Singer and
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spent five years at BBVA Latinvest as a sell side
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global equities.
Carrier holds a B.Comm (joint honours) in Economics
and Finance from McGill University and an MBA
from the University of Western Ontario. She is
also an associate of the Society of Investment
Professionals.
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IS IT DIFFERENT THIS TIME? RECESSIONS
AND THE BC HOUSING MARKET
Article by: Brendon Ogmundson, CFA, Chief Economist – BC Real Estate Association

SUMMARY FINDINGS:
• The 2020 COVID-19 driven recession
will be deep, though the duration may
be shorter than past recessions
• We expect that home sales will post
an initial sharp decline as households
and the real estate sector adhere to
social distancing
• As measures implemented to mitigate
the spread of COVID-19 are gradually
lifted, we expect that low interest
rates and pent-up demand will
translate to a significant recovery in
home sales and prices

The Canadian economy has weathered three recessions in the past
40 years, each unique in cause, depth and duration. However, there is
considerable similarity in how the BC housing market has both endured
and recovered from those recessions.
In this market intelligence, we examine the impact of past recessions
on the BC housing market and provide preliminary projections on how
COVID-19 may impact provincial home sales and prices over the next
24 months.
The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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THE 2020 RECESSION – HOW BAD AND HOW LONG?
The 2020 recession likely began in February, meaning it is still in its very early stages. Since 1980, the
average Canadian recession has lasted between 8 and 25 months and is characterized by a contraction of
about 4 per cent in real GDP and a jump in the unemployment rate of 4.5 percentage points.
Provincial economic data is only available annually, making it much harder to track the duration of
recessions. We know that during the 1981/82 recession, the BC economy contracted by 6.4 per cent, and
the unemployment rate jumped nearly 10 points in the worst recession on record for British Columbia.
The provincial economy performed much better in the 1990-92 recession, with real GDP eking out meager
growth over that period, though the provincial unemployment rate did spike to nearly 11 per cent. During
the 2008-09 Financial Crisis and recession, we estimate the BC economy peaked in November of 2008 and
contracted 3.7 per cent over the following 12 months while the unemployment rate rose more than 4 points.

HISTORICAL RECESSIONS: CANADA AND BC

Recession
Dates
1981/82
1990/92
2008/09

Duration
(months)
16
25
8

Decline in Real GDP
(Peak to Trough)

Peak
Unemployment Rate

Canada
-4.5%
-3.4%
-4.4%

Canada
13.1%
12.1%
8.7%

BC
-6.4%
+0.3%
-3.7%

BC
15.7%
10.9%
8.3%

Rise in
Unemployment
Rate (percentage points)
Canada
6.0
4.8
2.9

BC
9.8
3.1
4.2

Our current forecast is for the Canadian economy to contract approximately 4 per cent in the first quarter of
2020, followed by a startling 21 per cent decline in the second quarter on a seasonally adjusted annualized
basis (on a non-annualized basis, the second quarter
decline is roughly 5 per cent). The peak-to-trough decline
Canadian Real GDP Forecast
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about 7 per cent before the economy starts to grow again.
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Likewise, our tracking of the BC economy indicates that
provincial real GDP growth will turn negative in February
and the contraction of the economy may reach double
digits by April, reflecting the shutdown in economic
activity.

Source: BCREA Economics
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POLICIES TO FLATTEN THE
RECESSION CURVE
E
 nsure workers can
remain employed and
collect paycheques even if
quarantined
E
 nsure firms can survive
through easier borrowing
terms and financial
assistance
S
 upport financial system
as non-performing
loans mount to stave off
financial crisis

The COVID-19 recession is unprecedented in that it is not manmade. It did not evolve due to collective poor business decisions,
bad loans, or misadventures in financial engineering. Rather,
the economy has been purposely halted for the greater good. The
implication being that, the shorter the duration of this unusual
period, the more likely it is that demand can snap back to near where
it was pre-COVID-19. However, the longer the duration, the more
likely that jobs do not return, businesses fail, and the recovery is
much slower.
While a recession looks to be unavoidable, the country has already
experienced staggering job losses in March and, just as there are
necessary measures to flatten the curve of COVID-19, we can also
implement measures to flatten the recession curve. Fortunately,
Canadian policy makers are following the playbook to do just that.
If these policies are working, we expect the pace of job losses to slow
considerably, and the number of EI claims and business failures to
decline.

COVID-19, PAST RECESSIONS AND THE BC HOUSING MARKET
In past recessions, BC home sales typically posted an initial steep
decline before bouncing back along with the wider economy. In the
year following the start of a recession, home sales have recorded
significant recoveries, rising 24 to 46 per cent, largely as a result of
pent-up demand and low interest rates.

Increase in Home Sales Year Following
Start of Recession
50%

46%

45%
40%
35%

31%

30%
24%

25%
20%
15%
10%
5%
0%

1982

1991

2009

Source: BCREA Economics
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In the COVID-19 recession, we expect home sales will
decline approximately 30-40 per cent year-over-year
in April 2020 and remain depressed over the summer
as households and the real estate sector adhere to
social distancing. As measures to mitigate the spread
of COVID-19 are gradually lifted, we expect that pentup demand and low interest rates will entice buyers
back into the market. We project home sales will
return to a baseline 85,000-unit annual pace by early
2021.

M

M

The response of home prices to prior recessions was
broadly similar to that of home sales, with average
home prices initially declining before springing back as the Bank of Canada lowers interest rates, and pentup demand builds. Those factors are often powerful enough that home prices finish the year higher following
the initial decline. The one clear outlier is the 1981/82 recession in which prices were crashing following a 41
per cent increase the year prior and an increase in mortgage rates to a now unimaginable 22 per cent.
Source: BCREA Economics
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* Prices had risen 41% in 1981
before mortgage rates rose from
13% to 22%

Source: BCREA Economics

Crucially, the impact on prices is largely determined by the reaction of supply. If the inventory of listings
accumulates significantly, and particularly if that inventory represents foreclosures or desperation selling by
those impacted by rising unemployment, then prices will be more severely impacted.
Our COVID-19 model assumes that listings accumulate as in past recessions. However, given the unusual
nature of COVID-19, listings are likely to decline for at least the first month due to social distancing before
normal recession dynamics take over and listings begin to rise. That alternative scenario is represented by
the broken line in the adjacent chart.
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CONCLUSIONS
While a recession in Canada and BC is at this point unavoidable, the one thing all recessions have in
common is that they end. We know from history that the housing market bounces back with vigor following
recessions, usually aided by a steep drop in interest rates. We expect this time around will be no different.
Given historically low interest rates and pent-up demand, we expect the impact of this recession will evolve
as in the past, with home sales and prices recovering into 2021.

BRENDON OGMUNDSON, CFA
Chief Economist – BC Real Estate Association
Brendon Ogmundson is the Chief Economist for the BC Real Estate Association,
he specializes in macroeconomic forecasting, housing market analysis and
econometric modelling and is responsible for producing forecasts for the BC,
Canadian and US economy as well as authoring a quarterly forecasts for the
BC housing market and Canadian mortgage rates. He is a member of the BC
Economic Forecast Council and is also a contributor to the Philadelphia Federal
Reserve’s Survey of Professional Forecasters.
Brendon is an experienced communicator, frequently appearing both on
television and in print for major Canadian media outlets. Brendon holds an MA in Economics from Simon Fraser
University and is a CFA Charterholder.
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CANADA: A BIGGER ECONOMIC HIT,
A GREATER CAPACITY TO RESPOND
Article by: Allison Boxer, Economist and Tiffany Wilding, North American Economist – Pimco

Canada’s economy may be at greater risk
or lasting damage, but we believe Ottawa is
well-positioned to respond.

Since the Canadian economy is more susceptible
to global growth and energy shocks, and Canadian
households are more leveraged, the impact of the
novel coronavirus on the Canadian economy could
be larger, and the subsequent recession deeper, than
what will be experienced in the U.S.

response is barely enough to offset the energy price
shock, according to our estimates. As of the time of
this writing, three provinces – Quebec, Alberta and
Ontario, – which make up over 75% of Canadian
GDP – had mandated closures of restaurants,
entertainment venues and retail outlets.

In fact, the Canadian economy may already be in
recession. Last week, Prime Minister Justin Trudeau
announced that an unprecedented 2.5% of the labor
force had filed for unemployment insurance, and
subsequent news reports suggest applications could
have already risen to closer to 5% of the labor force.

U.S. lawmakers are negotiating a bill that would
provide an additional 10% of GDP in direct
government support to households and businesses,
while the Federal Reserve has cut its benchmark
interest rate to zero, undertaken an aggressive
buying program for Treasuries and MBS, and
announced a number of special lending facilities
aimed at stabilizing financial markets and ensuring
the continued flow of credit throughout the U.S.
economy.

The good news is that Canada has the fiscal and
monetary means to recover. Along with the Bank
of Canada’s (BOC’s) cumulative 100 basis point
(bps) interest rate cut and efforts to stabilize money
markets in March, the Parliament approved a
stimulus package on 25 March. It includes roughly
1% of GDP in direct spending support and 2% of
GDP in tax deferrals.
However, more is likely to be needed to bolster
Canada’s economy. The continuing spread of the
novel coronavirus is upending global supply chains
and disrupting consumer behavior, while the fiscal
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Eventually, we think the Canadian government will
need to make similar moves in an effort to counter
the damage to its economy. And, as with the Fed’s
actions, we think it’s quite likely that the BOC will cut
rates to zero and begin large-scale asset purchases.
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STIMULUS PACKAGE
The stimulus package is estimated to be worth $82
(CAD) billion. It includes approximately C$27 billion
in direct support to workers and businesses as well
as C$55 billion in tax deferrals. It will augment
unemployment insurance benefits, provide grants
to families of low and modest means, and assist
individuals whose livelihoods have been harmed
by the outbreak. There also are measures to help
distressed homeowners meet their mortgage
payments, including payment deferrals, loan reamortizations and special payment arrangements.
The package also offers assistance to businesses,
including a temporary wage subsidy and improved
access to credit. These fiscal measures follow the
BOC’s emergency 50-bp rate cut on 13 March, which
took the benchmark rate to 0.75%, and the 50-bp cut
on 4 March. The BOC has also recently announced
additional measures to support financial markets,
including a bond buyback program aimed at off-therun bonds, expanded purchases of Canada Mortgage
Bonds, and two facilities to support funding markets.

A MORE PRONOUNCED DOWNTURN
Nonetheless, the monetary and fiscal measures
proposed to date may not be enough. Like the U.S.,
the Canadian economy is likely to fall into a recession
this year, if it hasn’t already. However, compared to
the U.S., the Canadian downturn is likely to be more
pronounced and more prolonged for several reasons.
First, energy output is a larger share of the Canadian
economy and exports. The energy sector accounts
for about 8% of GDP, and 18% of business fixed
investment (compared to the U.S., where the
industry makes up around 3% of GDP and 4% of
fixed investment), according to Statistics Canada,
the official government statistics agency. Moreover,
because Canada is a net exporter of energy, a fall
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in energy prices will have important effects on the
country’s terms of trade and aggregate income.
Research by the Bank of Canada, in response to
prior commodity price shocks, has found that a 45%
decline in oil prices shaves off around 1% of GDP in
the two quarters that follow, with negative effects
growing over time if energy prices remain depressed.
Thus, we estimate that the 65% decline in oil prices,
as reported by Bloomberg on 24 March, could shave
off 1.5 percentage points, or more, as consumers are
unlikely to spend the disposable income dividend
from lower gasoline prices – at least not right away –
due to virus-related social distancing measures.
Second, Canada is a more open economy and
susceptible to a global growth slump. Exports of
goods and services are 36% of GDP, compared to
11% in the U.S. Given the large role of trade in the
Canadian economy, research by the Bank of Canada
unsurprisingly finds a strong positive relationship
between global growth and Canadian activity, as
well as a high correlation between global activity and
Canadian investment and trade. A weaker Canadian
dollar, on the back of collapsing oil prices, should
help boost the competitiveness of Canadian exports;
on the other hand, it could hurt consumers who
purchase relatively more expensive foreign goods.
Third, and perhaps most important, Canadian
households are much more highly leveraged than
their U.S. counterparts, contributing to economic
imbalances that can exacerbate a downturn.
According to Statistics Canada, Canadian household
debt-to-GDP is around 100%, and has increased
almost 30 percentage points over the last 10 years,
which compares to a similar-sized decline in the
household debt-to-GDP ratio of U.S. households to
75% of GDP.
Given strong home price appreciation across much of
Canada over the past several years, much of this debt
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is concentrated in the housing sector. The Canadian
mortgage debt service ratio (the ratio of required
mortgage payments to total disposable income)
is almost 7-to-1, according to official government
data. And this starting point of high household
leverage, and the subsequent need of households
to deleverage, is likely to exacerbate the downturn.
Indeed, research suggests that following periods of
rapid credit growth, particularly in the household
sector, subsequent economic growth tended to be
lower (see Mian, Sufi and Verner (2016)). While
Canadian regulators have taken steps in the past
several years to slow mortgage activity and tighten
credit standards, today’s elevated level of household
debt risks a deeper and more prolonged downturn.

CANADA HAS MORE FISCAL AND
MONETARY SPACE
The good news is that Canada enters this economic
shock with a strong social safety net and a
manageable government debt burden. Canadians
have universal healthcare and sick pay, which is part
of the national employment insurance program.
Canada also has more fiscal and monetary space to
ease – the ratio of government debt to GDP is only
30% (compared to 80% in the U.S., according to the
U.S. Congressional Budget Office) – and the Bank of
Canada’s balance sheet is small because it was one of
the only major developed market central banks that
abstained from large-scale asset purchases in the
wake of the 2008 financial crisis.
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WHAT’S THE BOTTOM LINE?
While compared to the U.S., the shock to the
Canadian economy could be larger, and the
subsequent recession deeper, Canada has more
monetary and fiscal policy flexibility to fight back.
We estimate the fiscal response so far is barely
enough to offset the energy price shock – and that
isn’t the only blow the Canadian economy will
encounter. Although Canada has strong social
welfare programs, policymakers will likely need to
do more in the way of direct support to businesses
and households through a period of virus-related
disruptions if they want to avoid broad-based
bankruptcies.
At a minimum, we think the Canadian government
may need to double its fiscal support, while the
Bank of Canada takes rates to zero and provides
other means to ease financial conditions, including
outright government bond purchases, to support the
continued flow of credit to the economy.
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ALLISON BOXER
Economist – Pimco
Ms. Boxer is a vice president and economist in the
New York office. She is also a member of PIMCO’s
Americas portfolio committee. She has four years of
investment experience and holds an undergraduate
degree in economics from Tufts University.

TIFFANY WILDING
North American Economist – Pimco
Ms. Wilding is an executive vice president and North
American economist based in the Newport Beach
office. In this capacity, she crafts the firm’s outlook
for the U.S. and Canadian economy and monetary
policy, and analyzes key macro risks for the firm’s
Investment Committee. She also co-heads the
firm’s Americas portfolio committee. Prior to joining
PIMCO in 2016, she was director of global interest
rate research at Tudor Investment, responsible for
recommending trade ideas based on global macro
trends. Previously, she was a vice president for
U.S. interest rate research with Morgan Stanley and
a Treasury market policy analyst for the Federal
Reserve Bank of New York, where she helped
structure and implement the central bank’s response
to the 2008 financial crisis. She has 12 years of
investment and economics/financial markets
experience and holds an MBA in quantitative finance
from New York University’s Stern School of Business.
She received an undergraduate degree from
Rhodes College.
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COVID-19: CRITICAL TOOLS
FOR WEALTH MANAGERS
Article by: Joseph Mrak – Global Head of Wealth Management – Refinitiv

Wealth managers under pressure from COVID-19
and market volatility must provide clients with fast,
accurate decisions, untainted by fear or uncertainty. How are digital
wealth tools helping them see the bigger picture and also achieve
operational stability?
As global markets reel from the combined effects of fear surrounding the COVID-19 pandemic and the oil
price slump, among other factors, volatility has reached record levels – and the ripple effects are impacting
markets, investors, and wealth managers alike.
Statistics from Refinitiv’s brokerage processing solution, BETA, point (unsurprisingly) to record trading
volumes in recent weeks and months.
February and March 2020 have seen record breaking trading volumes with the platform recording several
new transaction processing records and the average number of transactions per day in March topping the
BETA daily all-time record prior to February.
If we compare the March 2020 BETA volumes to the same period last year, we see an almost 300 percent
increase in trading volume, representing nearly $1 trillion more in value, for a total of $1.65 trillion
transacted through the BETA platform in March.
The graph below shows the total daily transaction volumes on the BETA platform going back to 2001, with a
notable increase in daily volumes since the start of 2020 as the impacts of COVID-19 spread globally.
Volatility at such unprecedented levels brings risk, fear, uncertainty and often panic, but there is one area
that wealth managers can rely on in turbulent times: trusted data.

THE CRITICAL VALUE OF DATA AND INSIGHTS
In addition to robust and reliable data, wealth managers navigating periods of heightened uncertainty and
volatility should ensure that they have efficient systems and processes in place. Operational stability and
efficiency are essential if firms are to keep pace when transaction volumes are high.
Client-facing advisors in particular need access to the technology and tools that will allow them to view and
manage portfolios holistically; access relevant data and insights; execute bulk trades where necessary; and
make investment decisions quickly and efficiently.
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Digital tools, capabilities and engagement are of particular relevance in light of the COVID-19 pandemic,
where remote working has become the new normal.
These digital tools enable managers to maintain client relationships despite an inability to hold face-toface meetings, and will become an ever-more-valuable resource to ensure that clients benefit from personal
attention and uninterrupted service.

MAXIMIZING OPPORTUNITIES FOR CLIENTS
That being said, the Transformation of Wealth Management Report found that the industry is still in the
early stages of digital transformation.
Some 46 percent of respondents were only partially satisfied or not at all satisfied with their current digital
offerings, which indicates a large proportion of wealth managers may not have the digital capabilities needed
to fully support clients.
The powerful combination of these key elements: reliable data and insights; efficient back office operations;
and digitally-powered front office engagement tools will allow wealth managers to remain effective.
They will also continue to make sound decisions to mitigate risk and maximize opportunity for clients,
despite the unprecedented volatility characterizing markets across the globe.
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In conclusion, wealth managers are dealing with unprecedented levels of market volatility, as shown by the
record trading volumes on Refinitiv’s BETA platform. Reliable data is crucial for wealth managers to gauge
investor perceptions, measure market cognition, and make informed decisions swiftly for their clients.
Finally, wealth managers also need to ensure they have the digital tools to maintain and build client
relationships, while remote working has become the new normal.

JOSEPH MRAK
Global Head of Wealth Management – Refinitiv
With 25 years in the industry, Joe is an established thought leader and
entrepreneur known for his vision and ability to evolve technology and
investment products to meet the dynamic needs of leaders in the industry.
Joe is an established authority in investment program design, wealth
management technology, business process best practices, and front-,
middle- and back-office operations. Joe started his career working for top
consulting firms including A.T. Kearney and Ernst & Young LLP, where he
served as a financial services strategy consultant and gained critical insights
into the complexities of the financial services industry.
Joe holds a B.S. degree from Marquette University and an M.B.A. degree from the University of Texas, Austin
McCombs School of Business.

PAGE 22

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver
does not guarantee the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.

to say “Did you know she’s Canadian?” or “A Canadian inven

be no surprise that Canadians tout the triumph of listing the fi

fund (ETF), not to mention the global success they’ve had. I

global ETF community will be celebrating the 30th anniv

30 YEARS OF ETFS
CANADA
ETF listing,IN
which
happened to be on Toronto Stock Exch
Article by: Graham MacKenzie, Head, ETFs and Structured Products – TMX Group

in ETFs is how they
are being
According
to and
ETFGI,
As Canadians, we are proud of our achievements
contributions.
We
used. Historically, the bulk of
global ETF assets sit at over
love to say “Did you know she’s Canadian?”
or USD
“A Canadian
invented
that.”
ETFs
tracked broad
equity
$6.3 trillion
and is a
indices. Today, ETFs listed in
true reflection of the roaring
It should be no surprise that Canadians
tout the triumph of
listing the first
Canada go far beyond that.
success of this investment
Graham
exchange traded fund (ETF),
not to mention
thegrowth
global
success
Investors they’ve
have a range of
vehicle. The
in ETFs
MacKenzie
choices across multiple asset
in Canada has also seen
had. In March 2020, the global ETF community
will
be
celebrating
the 30th
classes and can choose from
a huge growth trajectory.
activeToronto
to passive Stock
mandates.
As athappened
December 31, to
2019,
anniversary of the first ETF listing, which
be on
While ETF history may lie in
ETF assets under adminisExchange (TSX).
products that track equity inditration in Canada surpassed

According to ETFGI, global ETF assets sit at over
$6.3 trillion USD and is a true reflection of the
roaring success of this investment vehicle. The
growth in ETFs in Canada has also seen a huge
growth trajectory. As at December 31, 2019,
ETF assets under administration in Canada
surpassed $204 billion, with the vast majority of
that growth occurring in the last decade.

ces, demand for fixed income
$204 billion, with the vast
in Canada.
The
latest
industry
data
indicates
ETFs now
surpasses
equities in
majority
of that
growth
occurthat
ETFs
sales
eclipsed
mutual
funds
in
2019
Canada. In 2019, more
than
ring in the last decade.
with
ETF inflows
$28 billion.
mark to
$15 billionThis
werewill
allocated
Perhaps
what’s of
more
range have
of fixed
income ETFs.
remarkable
the secondthan
yearthe
in agrowth
row thataETFs
outsold

mutual funds.

Canadian ETF Assets on under administration
% of investment funds

$187.9

$192.1

10.6%

10.8%

$200.2

$204.8

Perhaps what’s more remarkable than the growth
in ETFs is how they are being used. Historically, the
bulk of ETFs tracked broad equity indices. Today,
MacKenzie leads
ETFs listed in Canada go far beyond Graham
that.
Investors
the ETF and Structured
Product
businesses
at the
have a range of choices across multiple
asset
classes
TMX. In this role, Graham is
and can choose from active to passive
mandates.
not only
tasked with growing
the TMX’s ETF footprint but
While ETF history may lie in productsalsothat
track
focused
on nurturing
and fostering the adoption
equity indices, demand for fixed income
ETFs
now
and use of ETFs in Canadian
investment
portfolios.
surpasses equities in Canada. In 2019, more than
www.tsx.com
$15 billion were allocated to a range of fixed
income
ETFs. This record amount is a true reflection of how
ETFs have impacted how investors are accessing
markets. Lower fees and intraday tradability are just
two of the many reasons why investors are turning to
ETFs for their fixed income needs.

It’s exciting times for the ETF industry globally
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GRAHAM MACKENZIE
Head, ETFs and Structured Products – TMX Group
Graham leads the ETF and Structured Product businesses at the TMX. In this
role, Graham is not only tasked with growing the TMX’s ETF footprint but also
focused on nurturing and fostering the adoption and use of ETFs in Canadian
investment portfolios.
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COPING WITH THE STRESS AND
ANXIETY CAUSED BY COVID-19
Article by: Dr. Christine Korol, Registered Psychologist and Director – Vancouver Anxiety Centre

The global pandemic has changed life as we
know it. Who knew that we would worry about
touching the handles of a grocery cart? That
we would be missing going into the office and
seeing other people? How tired we would feel
after back to back video conferences?
Usually, we get the luxury of incorporating small
changes or working slowly on adding a new habit or
two. The required lockdown that protects our health
seems to be coming at the cost of our mental health
for many of us. Increased anxiety and stress are
common complaints now that routines are off kilter.
It’s important to recognize that we are still adjusting
to this new reality. It will take some time and effort
to regain our equilibrium. The good news is there are
some things we can do to help ourselves along the way.

STRESS
Many people have been asking me why they are more
tired when they feel like they have been doing less.
With so much cancelled, it’s easy to think that life
should be easier. Most psychologists would argue
that we are still doing quite a bit.
Most of us have had to learn a completely new
workflow. Remote work takes planning and
organization. Very few of us can be as productive as
we were before when we are learning new tools and
strategies. It will take time to come up with a new
work routine.
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We are also coping with relationship tension,
disappointment over cancelled events or holidays,
financial worries, boredom and isolation. The list
goes on.
The best remedies for stress can help us get back
in balance. Staying on a good sleep schedule
is important. Avoiding quarantine snacks and
eating your fruits and veggies also helps. It’s also
important to reduce alcohol and drug use as it takes
a toll on our health (and now the World Health
Organization recommends avoiding alcohol because
of complications with COVID-19).
Exercise can also help you burn off stress and
improve your sleep. If you can get outside and get
some fresh air, even better. Make sure that you
schedule in some pleasurable activities. Listening
to music, talking to a supportive friend help build
resilience in the face of stress.
Meditation is also helpful when we are coping
with an unwelcome change in our life. Apps like
Headspace and Calm are a good start. There are also
many great meditation videos on youtube (including
one from vancouveranxiexty.com).
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Probably the best way to reduce stress is to lower
your standards. Really. Don’t expect to do everything
you could do before. Give yourself time and space
to adjust. Recognize that the rapid change is likely
reducing your productivity. We are all trying to keep
things going in the middle of crisis. Do what you can
and let the rest go. That’s all any of us can do so there
is no sense sweating it.

ANXIETY
Anxiety is a little different than stress. Stress is the
result of overwhelm. Anxiety is when we perceive
that we are in danger and won’t be able to cope. We
use different strategies but there is still a lot that can
be done to feel better.
Most of us can reduce our anxiety by simply turning
off the news. All COVID-19 all day is too much. Get
the info you need from reliable sources and turn it off.
Give your mind a rest by focusing on another topic
or task. Few realize that worrying is a behaviour that
we engage in because it feels like it is happening to
us. Fewer people worry when they are busy at work.
More people worry in the evenings when there are
fewer distractions. Take matters into your own hands
by directing your attention elsewhere.
If your worry or anxiety is starting to take over, it
might help to see a psychologist. Psychologists can
teach you more techniques to steady your mind and
calm your body.
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For example, many people with anxiety have, “what
if...” worries. “What if I lose my job?” “What if I get
sick?” Usually, if you talk to friends and family about
these fears they will dismiss them. They’ll either tell
you it won’t happen or there is nothing to do about it
so don’t worry. A therapist might instead ask you to
outline your worst case scenario. Then you guess at
the probability that outcome might happen. Finally,
you would look at ways that you could handle or cope
with your worst case.
Reminding yourself that you can cope with tough
stuff is key. We have all had to get through difficult
times and we all have resources and skills to get
us through. Most of us tend to forget that when we
worry and a good therapist
is there to help you
remember your strengths.
asking me why they are
more tired when they feel
like they have been doing
less. With so much cancelled, it’s easy to think that
life should be easier. Most psychologists would argue
that we are still doing quite a bit.

TYING IT ALL TOGETHER
The global pandemic has caused rapid changes that
few people could manage without some stress and
anxiety. It’s important that you take care of yourself
in these unprecedented times. Notice what helps you
feel better or worse each day. Each day, incorporate
more of the things that help you feel better and let go
of those that don’t serve you.
Take a moment to check in or have patience
with friends, family and colleagues. The difficult
behaviour you might encounter could be due to
stress and anxiety. If you have the resources, it can
help improve your own mood to be of service or
support to others.
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Although it’s popular to say that we are all in this
together - some of us are having a harder time than
others. I think it’s better to focus on how we need to
have each other’s backs during the pandemic. Once
you take care of yourself, see how you might extend
that care to others. You might be surprised how
gratifying and stress reducing focusing on others
can be!

CHRISTINE KOROL,
PH.D., R.PSYCH
Registered Psychologist and Director –
Vancouver Anxiety Centre
Dr. Christine Korol is a registered psychologist
and Director of the Vancouver Anxiety Centre. She
is also an Adjunct Professor in the Department
of Psychology at UBC. For over 20 years, Dr. Korol
has been helping people learn to thrive in difficult
situations, reducing their stress and anxiety and
increasing their enjoyment of their relationships
and careers.

PAGE 27

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver
does not guarantee the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.

PO BOX 54080, 1562 LONSDALE AVENUE, NORTH VANCOUVER, BC V7M 3L5 604-985-9889 • INFO@CFAVANCOUVER.COM • WWW.CFAVANCOUVER.COM

