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Bottom Line: Will Canada face a severe recession? 
 

Morningstar 

If Stagflation Sets In, Canada Should 
Escape It 
Many countries, especially in Europe, are at risk of stagflation, but this is why Canada, and 
the U.S. should escape unscathed. 

15 June 2022  
 
Perceptions of stagflation are fuzzy. Are they short, painful spells or periods of enduring 
financial suffering? And are Canadians at risk of being affected?   
 
“In a lot of popular coverage, stagflation is understood as a rather short period of six to twelve 
months of high inflation and soft growth,” notes Derek Holt, Vice-president, and Head of capital 
markets economics at Scotia Bank,“ In fact, it is a protracted period, typically two to five years, 
of high inflation accompanied by little growth or none at all.” One decisive feature, the 
economist highlights, is that “it can fundamentally change behavior.” 
 
“Usually, prices rise when an economy is accelerating,” comments Anil Passi, Director of global 
corporates at DBRS Morningstar, “In such an environment, inflation is not necessarily bad, as 
central banks can tackle it without large chances of creating a recession with slight interest rate 
increases. But with GDP flat, or even declining, rate rises will hurt an economy even more. It’s a 
very undesirable situation.” 
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Eurospecific Doldrums 

Europe is flirting with conditions that suggest stagflation. “It’s clear that the possibility of 
stagflation is much higher in Europe, where the situation resembles what we had in the 1970s 
with energy prices increasing rapidly,” says Philippe Goulet-Coulombe, economy professor at 
the ESG of Université du Québec à Montréal who was participating at an economic forum in 
Europe at the time of our exchange, “An extreme case is Germany, where the producer price 
index has exploded in a way never seen before.” The situation is somewhat similar in many 
other Eurozone countries, though less critical than in Germany, he says. 
 
Of course, the main culprit is the Ukrainian war which is creating havoc not only with gas prices 
but with the price of countless other goods and commodities. “We also observe a hike in 
unemployment, whilst it is rather improbable in the U.S. and Canada,” notes Goulet-Coulombe, 
“But with present conditions, it is not surprising that GDP is slowing down and might even fall 
into recession.” 
 
“European countries will probably be growth laggards compared to the U.S. and Canada,” Holt 
agrees, “We’re at the optimistic end of the reading. We don’t think that a recession or 
stagflation is coming here.” 
 

North American Shield 

Passi and Goulet-Coulombe both agree with Holt. “Canada is the agriculture, the resources, the 
energy of the world, Passi highlights, and Europe wants grains, metals and gas, which means 
more economic output for our sectors.” 
According to StatCan, exports rose by 6.3% last March, “with energy products contributing 
more than half of the increase. Exports of energy products rose 12.8% to a record $17.9 billion 
in March. (…) Exports of metal ores and non-metallic minerals increased in March by 19.4% to a 
record $2.9 billion. Following a 30.1% gain in February, exports of potash (+22.5%) contributed 
the most to the increase in March.” 
 

Sturdy Neighbor 

As Holt points out, “if the U.S. avoids stagflation and a recession, Canada usually does also. The 
U.S. is a commodity importer, and we are benefiting from high prices there, largely 
compensating for the effects of inflation. We are importing a positive income shock.” 
Holt aligns many numbers that indicate the relative invulnerability of the U.S. economy to 
European counterparts: inventories are still quite lean. And on the American front, “I don’t see 
inventory imbalances as we saw in previous events,” he comments, “corporate interest 
coverage is high, household finance is solid with the U.S. having one of the smallest shares of 
debt service to revenue, high home equity and strong job markets. Harsher economic 
conditions could deteriorate those numbers, but we must consider “that we are starting from 
record highs,” he corrects. 

https://www150.statcan.gc.ca/n1/daily-quotidien/220504/dq220504a-eng.htm
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Housing Cash Hedge 

In Canada, conditions are not quite as sturdy, but they remain healthy, nevertheless. 
Households have strong cash positions, Holt says, the job situation is strong, the debt burden 
service has declined during the pandemic, and home equity is solid – though we could see small 
declines. Passi doesn’t exclude a sharp setback in the housing market. If something like that 
happened, “it could offset some or all of the benefits of the rise in the resource sectors,” he 
points out. 
 
All in all, stagflation is still far from our shores. “To have something that would resemble the 
1970s, says Goulet-Coulombe, we would need to have, along with inflation, a lot of people out 
of work, but we are still in a situation of job shortage. We would need other important shocks 
to dive into stagflation.” But those shocks, for the time being, are nowhere on the horizon. 
The final word belongs to Holt: “At this point, what we witness is more fear of stagflation than 
the phenomenon itself.” 
 

FINANCIAL POST 
 

Posthaste: Canada's housing correction has 
started — what's surprising is its speed 

Our economy among world's most vulnerable to housing downturn 

Author of the article: Pamela Heaven 
Publishing date: Jun 16, 2022 

The long-expected correction in Canada’s housing market is underway, but what is 
surprising observers is how quickly it’s happening. 

Data from the Canadian Real Estate Association yesterday showed that seasonally adjusted 
existing home sales fell 8.6% in May from the month before, down 21.7% from a year ago. 

For the first time since the pandemic rally began home resales on a national level dropped 
below levels recorded in February 2020, said RBC assistant chief economist Robert Hogue. 

“What is surprising is how fast we got here,” said CREA senior economist Shaun Cathcart 
yesterday after the data came out.  “With the now very steep expected pace of Bank of 
Canada rate hikes, and fixed mortgage rates getting way out in front of those, instead of 
playing out steadily over two years, that cooling off of sales and prices seems to have 
mostly played out over the last two months.” 

Interest rates and psychology might explain that. 

https://financialpost.com/real-estate/may-home-sales-down-22-since-last-year-9-from-april-crea
https://financialpost.com/real-estate/may-home-sales-down-22-since-last-year-9-from-april-crea
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Mortgage rates have gone from lows of about 1.5% to close to 5% for five-year fixed and 
variable rates are headed for 4%-to-4.5% by year-end, said BMO senior economist Robert 
Kavcic. Stress tests (the contract rate plus 200 bps) are now nearing 7%. 

“By late-summer, any still-favorable rate holds will be gone, and this new interest-rate 
reality will be fully sinking in,” he wrote. 

Psychology is also at work. Early this year Canadians widely expected home prices to keep 
rising, (a record 64%, according to Nanos survey data) and this caused many buyers to 
stretch their finances for fear of missing out, said Kavcic. “But, beginning with the Bank’s 
first nudge in interest rates, those market expectations began crumbling.” 

Now less than 44% expect higher prices this year and 23% expect lower prices, up from 
less than 6% early in the year. “We’ve long argued that breaking the market psychology 
was the key to settling conditions back down, and that deed now looks to be about done,” 
Kavcic said. 

 The big questions now are how far prices will slide and what effect, if any, it will have on 
the economy. RBC thinks that as the Bank of Canada continues to raise rates home prices 
will fall about 10% nationwide and closer to 13% in the more expensive markets of Ontario 
and British Columbia. Globally, Canada has been identified as one of the more vulnerable 
housing markets. 

Capital Economics sees prices falling between 5% and 20% in Canada, New Zealand, 
Australia, Sweden, the U.K. and Norway, but says there is risk of steeper drops. For 
comparison, it sees the U.S. prices just flatlining. 

 
Falling home prices will drag on economic growth, though the effects may not be felt until 
next year. Capital expects drops of 10% to 20% in residential investment as it becomes less 
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profitable to build homes, which could knock 0.5% to 1% off GDP. Canada looks especially 
vulnerable to this, said Capital’s senior economic adviser Vicky Redwood. 
 
Housing corrections won’t stop central banks from raising rates, but countries that see 
large price drops are more likely to see rates peak at a lower level, she said. 
 
“This is a reason why we expect the peak in interest rates to be lower in Canada than the 
U.S.” 
 
NOTE:  
 
U.S. Federal Reserve Jerome Powell, brought out the big guns to fight inflation 
yesterday with a 75-basis-point hike, the first for the Fed since 1994.  
 
Will the Bank of Canada’s Tiff Macklem, follow suit? The market seems to think so, with 
trading in overnight swaps suggesting that there’s an 80% chance of a three-quarter-point 
hike at the Bank’s July 13 decision.  
 
After the Fed hike Wednesday, some economists agreed. “With the Fed having normalized a 
75bp move, we see the BoC also hiking by that amount in July, and the Bank getting to 
2.75% this year before also seeing enough of a deceleration in growth and inflation to call it 
quits at that level,” wrote CIBC’s Avery Shenfeld and Andrew Grantham.  
 

Canada Inflation Rate 
 
Canada’s annual inflation rate quickened to 6.8% in April of 2022, the highest since January 
of 1991 and slightly above market expectations of 6.7%, driven by food and shelter as the 
Russian invasion of Ukraine continued to pressure prices of energy and commodities. Food 
prices surged 8.8% (7.7% in March) amid higher costs for inputs such as fertilizers. 
Meanwhile, shelter costs increased by 7.4% (6.8% in March), driven by energy sources 
used to heat homes including fuel oil and other fuels (64.4% vs 61%) and natural gas 
(22.2% vs 18.7%). At the same time, inflation stagnated for transportation (at 11.2%), 
while prices decelerated for gasoline (36.3% vs 39.8%), as global crude oil prices eased. 
Excluding gasoline, the CPI rose at a fresh record pace of 5.8%. On a monthly basis, 
consumer prices rose 0.6%, marginally above forecasts of 0.5%, but easing from the 1.4% 
jump in March. source: Statistics Canada 
 

https://financialpost.com/news/economy/fed-hikes-rates-75-basis-points-intensifying-inflation-fight
https://financialpost.com/news/economy/fed-hikes-rates-75-basis-points-intensifying-inflation-fight
https://financialpost.com/news/economy/traders-put-80-odds-on-three-quarter-point-rate-hike-in-canada
https://financialpost.com/news/economy/traders-put-80-odds-on-three-quarter-point-rate-hike-in-canada
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TRAVEL INDUSTRY 
Last week, Statistics Canada released its daily tourism data for May, covering arrivals at 
major airports. The data continued to show a rapid rebound, and anyone who has been 
through an airport recently will know that demand appears to be recovering faster than 
supply. However, what’s also becoming clear is that the recovery in Canadians going 
abroad has moved well ahead of visitors coming into the country (Chart).  
 
It’s easy to pin the blame for that on delays at Canadian airports and the slower removal of 
travel restrictions compared to some other countries. However, that may only be a small 
contributing factor. After all, Canada is far from the only country to be experiencing airport 
delays related to quickly rebounding demand but ongoing staff shortages. Moreover, 
digging a little deeper into the data suggests that the slower recovery in incoming tourism 
is mainly due to lower numbers of travelers from Europe and, in particular, Asia. That is 
consistent with the World Tourism Association’s global recovery tracker, which suggests 
that travel has rebounded more strongly in North America this year than Asia and Europe.  
 
In other words, travel from those regions has been slow to recover globally, not just 
towards Canada. For potential tourists living in Europe, the costs of fueling their homes is 
probably taking a bite out of travel plans – particularly long distance ones. From Asia, the 
key source of growth prepandemic was China, and tourists from there clearly aren’t coming 
back in droves. After all, if at times you can’t leave your own apartment due to public health 
restrictions, it’s not easy to hop on a plane to another country.  
 
So unfortunately, this uneven recovery between inbound and outbound tourism could 
continue through the important  
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summer season, even as public health policies for travelling are loosened further. What 
does this mean for the Canadian economy? While 2022 will obviously be a much better 
year for hotels, restaurants, and other services in tourist hotspots, it is difficult to see a full 
recovery back to 2019 levels, particularly as Canadians take fewer staycations and more 
vacations. It also means that Canadians are spending proportionally more of their excess 
savings built up during the pandemic outside of the country. That will see the deficit in 
services within the current account widen further and act as a drag on the Canadian dollar. 
In terms of interest rates, at the moment the Bank of Canada is, correctly, hiking in 
response to excess demand and inflation across the economy as a whole. However, in 
cooling previously hot areas of the economy such as housing back towards their pre-
pandemic trend, policymakers will also have to bear in mind that some hard-hit sectors 
may not see a full recovery this year. If the recovery gap between inbound and outbound 
travel persists, tourist-reliant areas could be on that list. 
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What’s the strategy? 
 
Look for extremely OVER SOLD stocks.  
 
Note, DO NOT SOLELY RELY ON TECHNICAL INDICATORS! Pay attention to 
FUNDAMENTAL ANALYSIS – it drives the market! 
 
Remember the Fed Res & BoC have NEVER got it right the first time when they attempted 
to solve inflation challenges historically! Why? They are academics…all talk! 
 
What caused inflation? STIMULUS CASH created/maintained demand for goods & services. 
BUT the factories were closed in China due to pandemic. What happened was too much 
demand chasing Limited Supply – due to supply chain challenges. This caused PRICES to 
increase.  Crude Oil Price Hike did not help  (sanctions on Russia, Iran etc., Reduced OPEC+  
production. Biden’s green solution shut down keystone etc.,) 
 

Definition of Inflation:  Inflation is basically a rise in prices. A more exact definition 
of inflation is a situation of a sustained increase in the general price level in an 
economy. Inflation means an increase in the cost of living as the price of goods and 
services rise. 
 

So, what are they doing to solve this  problem? Increase interest rates.  
 
Why? The logic behind the decision is that high interest rates make borrowing less 
attractive and saving more profitable. It is hoped that this will cool the economy and bring 
down inflation. 
 
Challenge: If interest rates increases are high, it cause a slow down in the economy – credit 
card debt, car financing, mortgages, small business borrowing etc., can lead to: 

• Businesses not expanding – reducing labor costs 
• Consumer – not buying /spending  
• Retailers  - reduce inventory and/or close non-profitable branches. 
• Manufacturers: stop producing at maximum levels due to lower purchases by 

retailers. Reduce labor force 
• Mortgages: Housing industry usually goes into a tail spin. 

 
Government Intervention: 

• Increase incentives to consumers: Subsidies cost of living which fuels demand which 
cause higher inflation 

• Increase incentives to manufacturers to produce more goods & services – challenge, 
most goods & services come from USA & China – supply chain challenges! 

  
Therefore, Bank of Canada cannot find a clear solution.  
 
RESULT: VOLATILITY IN THE STOCK MARKET 



TRAIN2INVEST                                       COACHES CORNER      JUNE 2022 

12                                                                                                                                                     Private & Confidential 

 
 

A. PANDEMIC 
 
RESTRICTIONS IMPOSED 
 
• No Spending (except necessities) 

 
Impact: Consumer Cash Surplus 
 

 
 

B. POST PANDEMIC 
 
PENT-UP DEMAND 
 

• Savings  
• plus, Govt Stimulus Checks 

 
 
 

INFLATION CAUSED BY 
(1) Pent Up demand due to excess cash 

(2) Money Supply – printing money to meet stimulus promises 
(3) Crude Oil price hikes increased cost of goods 
(4) Supply Chain Challenges – China shut down 

 
 

SUGGESTED CAUSE OF ACTION: 
 

(1) Look for 12 month term investments 
(2) Track companies that pay dividend 
(3) Look for short-term gains e.g., $ 1 gains on oversold 

companies  
(4) Do not chase stocks 
(5) Do not take unnecessary losses (volatility tends to create 

FEAR). 
 
CAUTION: 

 
Money Supply 

GOVT STIMULUS ECONOMIC  
SHUT-DOWN 

 
Factories Closed 

GOVT STIMULUS 

Continued 
Money 
Supply 

SUPPLY  
CONSTRAINTS 

 
Factories slow re-start 
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Timber Stocks & Airline stocks – no short term solutions : Re-visit in 
the fall. 

END 


