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The recession is dead – long live the recovery!

1. Debate now shifting from 
recovery or no recovery to 
… sustainable or 
unsustainable?

2. What are the longer-term 
implications of the credit 
crisis and the epic policy 
response?

“Years of massive misallocation of capital cannot be 
followed by effortless recovery”

– Tim Price, PFP Wealth Management

“Years of massive misallocation of capital cannot be 
followed by effortless recovery”

– Tim Price, PFP Wealth Management
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Things are looking up!

MSCI World Index
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Appetite for risk has vastly improved

3-Month T-Bill Eurodollar Spread 
(TED Spread)

Source: Datastream  
Note: Eurodollars are U.S. dollar deposits in banks 
outside the U.S.  The eurodollar rate reflects the cost of 
U.S. dollar funds for large non-U.S. financial institutions.

CBOE Volatility Index (VIX)
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The enormous global policy response

Cumulative Number of Global Policy Initiatives to Date

Source: ISI Group
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Unconventional has become conventional

Central Bank Policy Rates
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Longer-term implications of soaring debt and deficits 
What’s sustainable?

20

60

100

140

180

-15 -10 -5 0 5 10

D
eb

t %
 G

D
P

 2
01

0

Deficit % GDP 2010

Japan

U.S.
Canada

Russia Chile

UK

China

Source: UBS/OECD



13 October 20098 RBC GLOBAL ASSET MANAGEMENT September  2009

Policy gaining traction 
Global economic conditions improving

OECD Leading Economic Indicator
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A V-shaped recovery is underway

World Goods Trade and OECD Industrial Production 
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The great debate – where do we go from here?

“Green shoots” Double-dip 
recession

Stagnation

Growth 
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Output
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Source: Financial Times
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Inflation absent now – different story post 2011

United States
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U.S. – The second-longest recession in 80 years

Source: NBF Economy & Strategy (data via NBER)
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A shift in U.S. spending patterns is underway
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Consumer headwinds
Housing market is recovering but still weak

U.S. Housing Market
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Consumer headwinds
Labour market soft

U.S. Employment Conditions
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Debt role reversal

Borrowing 
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Fiscal challenges
Big in Canada, staggering in the U.S.

“America’s fiscal train wreck is leaving the station”

- Richard Berner, Morgan Stanley

Budget watchdog has dire warning for Ottawa

- The Globe and Mail, Sept. 1, 2009
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Fiscal challenges
Big in Canada, staggering in the U.S.

Source: Finance Canada, Parliamentary Budget Office 
Projection (July 6, 2009)

Canada's Federal Budget Balance
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Canada in enviable position
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› Canadian recession was short but sharp

› Unemployment rate fell in September – still lost 
357,000 in recession

› Bifurcated economy – consumer versus external 
sector

› Canada in enviable position compared to many 
countries

Oh Canada!
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Canadians are buying houses again!

Source: Can. Real Estate Assoc., National Assoc. of 
Realtors
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Victoria a seller’s market

New listings ratio and 3-month average resale house prices
Canada sales
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Canadian labour market in better shape

15.0 weeks24.5 weeksAverage duration of unemployment 

10.317.0True unemployment rate

17.033.4Long duration unemployment 
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A reversal of fortunes – first trade deficit in 33 
years

Current Account Balances
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Canadian dollar on the way to parity
But not justified by fundamentals

Labour Productivity
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Role of U.S. dollar called into question

Source: Financial Times and Google Images

U.S. Dollar Trade-Weighted Index
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China’s economy leading world recovery

Purchasing Managers Index: China
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Theme for a decade: The rise of the Asian consumer

U.S. China

Population (mm) 307 1,338

Life Expectancy (Years) 78 73

GDP per capita (U.S. $) 46,678 3,155

Savings rate (%) 4.6 49.9
Internet users (% of population) 73.0 13.0
Car ownership (% of households) 87.0 6.0

Source: CIA World Factbook, BEA, National Statistics Bureau of China, People’s Bank of China, 
Euromonitor.



13 October 200929 RBC GLOBAL ASSET MANAGEMENT September  2009

Bond yields range bound for now
Economic recovery and wall of supply = higher yields

10-Year Government Bond Yields

2.0

3.0

4.0

5.0

6.0

Apr 07 Oct 07 Apr 08 Oct 08 Apr 09 Oct 09

%

UK

US

Germany

Canada

Source: Datastream



13 October 200930 RBC GLOBAL ASSET MANAGEMENT September  2009

Opportunities Still Exist

MSCI World Index

300

500

700

900

1100

2000 2002 2004 2006 2008

In
de

x,
 lo

ca
l c

ur
re

nc
ie

s

Source: MSCI

+55%

-55%

+49%

-3740-49U.K.

-2945-51Canada

-4446-62Japan

-3352-56Germany

-3554-58U.S.

-5278-73China

-2898-64India

-2295-60Brazil

-58113-80Russia

Current 
vs. Peak

(%)

Recovery

(%)

Credit 
Crisis

(%)

Market

Source: Odlum Brown Ltd.
Note: Returns are in local currency, ex dividends as of 
Aug 21, 09



13 October 200931 RBC GLOBAL ASSET MANAGEMENT September  2009

Sweet spot for stocks
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Perception vs. Reality

Forward P/E Ratios
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Risks to the outlook

1. Policy mistake

2. Lingering credit crisis evolves into debt crisis
3. China stumbles
4. Inflation and higher taxes
5. Protectionism
6. Geopolitical factors
7. U.S. dollar collapse
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› Recovery is underway, supportive of further gains in risk 
assets

• Financial system and credit growth weak

• Deleveraging proceeding

• Consumer headwinds – weak labour market and declining 
net worth

› The worst case scenario is off the table – rally likely 
continue unless growth disappoints or Fed signals rate hike 
at hand

› Equity market valuation provides key support for investors

What lies ahead?
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A world of unintended consequences

Soaring budget deficits, credit rating 
downgrades, rising real interest rates

Support economy/fill gap left by 
tapped out consumers

Fiscal Stimulus

Inflation fears, rising nominal bond yields, 
weaker U.S. dollar, Fed credibility

Provide liquidityQuantitative 
Easing

The next bubblePrevent deflation/depressionZero Interest 
Rates

Stifle risk taking, innovation, reduce 
growth

Ensure credit crisis not repeatedRe-regulation

Unintended ConsequencesIntended ConsequencesPolicy
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1. Recovery is underway despite longer-term challenges

2. North American central banks have signaled short-term 
interest rates to stay low for a prolonged period of time –
markets ahead of themselves in pricing in rate hikes

3. Bond market still caught in cross currents of disappointing 
growth and rising fears of inflation. Better opportunities in 
corporate and provincial bonds

4. Equity market may now consolidate recent outsized gains 
but environment still supports risk assets

Implications for asset allocation strategies



13 October 200937 RBC GLOBAL ASSET MANAGEMENT September  2009

Your Questions
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Disclosures

This presentation has been prepared by Phillips, Hager & North Investment Management Ltd. (“PH&N IM”) from 
sources believed to be reliable, but no representation or warranty, express or implied, is made by PH&N IM or any 
other person as to its accuracy, completeness or correctness. All opinions and estimates contained in this report 
constitute PH&N IM’s judgment as of the date of this report, are subject to change without notice and are provided in 
good faith but without legal responsibility.   The information in this presentation is for information purposes only, 
should not be construed as offering investment advice and should only be used in conjunction with a discussion with 
your PH&N IM Investment Counsellor. This will ensure that your own circumstances have been considered properly 
and that action is taken on the latest information available. Neither PH&N IM or any of its affiliates or any other 
person accepts any liability whatsoever for any direct or consequential loss arising from any use of this presentation or 
the information contained herein.

Standard deviation is used to measure the volatility of returns and to compare the risk of various alternatives. It is 
assumed that the distribution of returns remains close to an average. Standard deviation measures negative deviations 
from average returns as well as positive deviations. Standard deviation is a statistical measure that indicates the range 
around the average return within which two-thirds of results will fall into, assuming a normal distribution around the 
long-term average.  Past performance is not indicative of future results. Models are theoretical portfolios that consist of 
recommended holdings and transactions. The performance of a model does not reflect any single client's experience, 
and actual returns achieved by clients may differ due to the timing and fees associated with the execution of trades.
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