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COMING OUT OF RECESSION:  THE TWO REMAINING PROBLEMS 
 
1.  U.S. RESIDENTIAL REAL ESTATE 

 
The Canadian and U.S. economies came out of recession about a year ago.  Growth has been slow 
and two major problems remain.  The first is the U.S. residential real estate situation. 
 

 
 
Easy access to mortgage money led to massive overbuilding of homes in the period from 
2001 to 2007.  New home sales peaked at 1.4 million units in 2006, about twice the 
sustainable rate of 700,000 units per year.  When real estate prices started to fall the market 
crashed and new home sales are currently at a sixty year low of less than 300,000 per year. 
 

 
 

In spite of the low rate of new home construction, there is still a huge inventory of homes for 
sale, about 4 million compared to the more normal level of 2 million. 
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At the present sales rate it will take over a year to absorb the inventory of houses now on 
sale, compared to the normal period of about four months. Worse, there is a huge “shadow” 
inventory of foreclosed and distressed homes waiting to be listed for sale. 
 

 
 

About 14% of all mortgages in the United States are 30 or more days past due, with about 
9% over 90 days past due or already in foreclosure.   
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The combination of falling real estate values and over-mortgaging before the recession has left a 
huge number of homeowners with negative equity – the value of their homes is less than the amount 
owing on their mortgages.  Almost 15 million homeowners have negative equity and more than 4 
million have mortgages of twice the current value of their homes. 
 

 
 
With more homes going through foreclosure and an already bloated inventory of houses for 
sale, residential real estate prices have firmed but have been slow to recover. 
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2.  U.S.  UNEMPLOYMENT 
 
The recession took a devastating toll on American workers.  About 6% of employed 
Americans lost their jobs in the recession, and most of them remain unemployed. 
 
 

 
 
 

 
 
 

Prior to the recession over 64% of working-age Americans were employed.  The current rate 
is about 58%, the lowest level in 26 years. 
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Another 9 million Americans are working part time rather than full time, a fifty year high. 
 

 
 

 
 

The unemployment rate peaked at 10% in early 2010, and has since fallen to 9.6%.   
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U.S. employers have been slow to rehire laid off workers.  They have used cheap capital to 
replace labour with machinery, allowing output to rise with fewer employees.  This has raised 
labour productivity, defined as output per worker, to record levels. 
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The Canadian experience has been very different and far better.   Our unemployment rate 
rose to 8.7% briefly, but has since fallen.  Job losses have been relatively mild for adult 
workers but have been severe for younger workers. 
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In fact, Canadian employment is almost back to the pre-recession level with the latest 
unemployment rate falling to 8.0% as of October 8th. 
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THE RECOVERY SO FAR 
 

 
 
 

The recovery started in the third quarter of 2009, about a year ago.  Since that time, U.S. 
GDP has recovered to 99.02% of its pre-recession level.  This is faster than the recovery 
following the last two recessions. 
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Canadian GDP has now fully recovered. 
 

 
 

In spite of the overall recovery, Canadian exports, mostly to the U.S. market, were hard hit 
during the recession and have not fully recovered.  The drop in exports also reflects the fall in 
commodity prices since the peak levels of 2007. 
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Retail sales in the U.S. have picked up but remain below the peak levels of 2008: 
 
 

 
 

Retail sales have been slow to recover due to persistent unemployment, and because 
homeowners can no longer extract equity from their homes through increased mortgages and 
Home Equity Lines of Credit (HELOC).  Mortgage equity withdrawals fueled the consumer 
spending of the pre-recession years, and homeowners are now reducing rather than 
increasing mortgage debt. 
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Consumer spending in Canada is at a record high.  Canadians did not borrow against their 
homes to the same extent as Americans, and did not suffer the same extent of 
unemployment. 
 
 

 
 

However, business spending in Canada has remained constrained and is still below pre-
recession levels.  This reflects a combination of tighter bank lending standards and caution 
due to the preceived state of the economy. 
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Various indicators of business activity have turned around and now indicate a slow but steady 
recovery.  Rail carloads are below 2006 and 2007 levels, but above 2009. 

 
 

 
 

All categories of freight shipment have increased to near the levels of 2008. 
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Vehicle sales have picked up in both Canada and the U.S. but remain below pre-recession 
levels.  Note the spike in the U.S data caused by the “cash for clunkers” program. 
 

 
Canadian sales, shown on a monthly basis, did not crash as did U.S. sales, and during the 
past year have come back to about the level in early 2007. 

 

New motor vehicle sales, seasonally adjusted, in 
units, 2007 to 2010  
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Various indices which track help wanted ads show increased job openings and an increased 
rate of hiring. 
 

 
The Monster Index tracks on-line employment agencies. 
 

 
The ASA Staffing Index tracks administrative and clerical jobs. 
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Help From Growing Asian Economies 
 
While North America suffered through a deep recession, the quickly growing economies of 
China and India saw short-lived reductions in their economic progress.  The Chinese 
economy grew at an estimated rate of 10% to 11% in the first nine months of the year. 
 

 
 
India grew at a similar pace of almost 9% over the past two quarters. 
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The increased size of these Asian economies, the growth of the middle class and the rising 
standards of living have increased import demand, particularly for commodities and for 
energy.  After cutting its spending sharply in late 2008, China has made radical increases in 
its imports of coal, oil and natural gas this year. 
 

 
 
Economists predict that China will have a larger economy than Europe within about twelve 
years. 
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Meanwhile, Europe has continued to suffer from slow growth, high levels of government debt, 
budgetary deficits and increasing strains on the Euro. 
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CAPITAL MARKETS OUTLOOK AND INVESTMENT STRATEGIES FOR 2011 
 
Central bankers around the world have kept administered interest rates very low.  
Deposits of up to 90 days earn almost no interest in the U.S. and pay less than 1% in 
Canada.  Canada five year bonds have dropped from a yield of 6.5% ten years ago to a 
present yield of about 2%.  Ten year bonds have fallen from 6.5% to under 3%. 
 

 
 
Bonds in the U.S. are even less rewarding, with ten year Treasuries paying 2.65%.  
These very low levels reflect slack demand for business investment purposes. 
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Our Expectations in Regard to Interest Rates 
 
 The fear of a “double dip” recession and deflation in the U.S. economy will keep 

monetary policy at very accomodative levels.  Coupled with quantitative easing by 
the U.S. central bank, interest rates will remain low across the yield curve in the 
U.S. and will be mostly unchanged in Canada for the first half of the year. 

 Short term deposits will likely yield less than 1.5% for 2011. 
 Five year Canada bonds will likely yield less than 3% for 2011, but should start to 

rise after mid-year. 
 Lower quality investments such as BBB rated corporate bonds and convertible 

debentures will continue to find willing buyers who are prepared to sacrifice some 
degree of credit quality to generate higher yield.  This will keep the spreads 
between corporate bonds and government bonds at low levels. 

 Preferred shares will remain at high levels in 2011 as their tax-preferred dividends 
will compete favourably with low bond rates.  In 2012 and later years they will come 
under pressure, particularly issues with long or no maturities. 

 In the longer term we expect to see interest rates rise starting in the second half of 
2011 and continuing into 2012 and later years.  We expect to see rising inflation in 
both the U.S. and Canada, leading to significant increases in both short and long 
interest rates.  For the next year, short maturities are to be favoured. 

 
Our Expections in Regard to Currencies 
 
Exchange rates are notoriously difficult to forecast, and this is particularly true in times 
of economic stress.  However, currency risk is an important factor in constructing a 
portfolio and adverse changes in exchange rates can destroy the advantages to be 
gained from international diversification.  This is our best guess, but like all currency 
forecasts, it is very far from certain.    
 

 Commodity prices will rise in 2011 and will accelerate as inflation takes hold.  
This will benefit the “commodity currencies” such as the Canadian and Australian 
dollars at the expense of the US$ and the Euro. 

 Meanwhile the heavily indebted governments of Europe and the United States 
will attempt to ease their external debt situation by debasing their currencies. 

 The Chinese will be forced to accept a gradual but inexorable upward movement 
of the yuan, making imports more affordable for the growing Chinese middle 
class but making exports to North America and Europe more expensive. 

 We expect to see the Canadian dollar average about par with the U.S. dollar 
during 2011, and we expect to see it above par in 2012 and beyond.  This will 
result in some currency losses for Canadian investors in U.S. securities. 

 The Canadian dollar, currently at .71 Euros should rise to about .75 Euros in 
2011 and to .8 Euros or higher in 2012.  This will make investing in Euro area 
stocks vulnerable to some degree of currency loss as well. 
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Our Expectations in Regard to Canadian Stocks 
 
 High quality stocks with a record of increasing dividends will remain in high 

demand.  With Government bonds offering scant returns, blue chip dividend stocks 
have seen strong price rises.  Even so, they offer much better yields than bonds.  
The twelve securities shown below yield 4.2% on average, more than twice the 
yield on the Canada five year bond.  Where income is taxable the yield advantage 
is even greater. 

    YIELD 5 YEAR SPREAD
 RECENT  PRETAX AFTER CANADA OVER 

STOCK PRICE DIVIDEND YIELD TAX 
POST 
TAX CDA 

       
BCE $33.71  $1.83  5.43% 4.18% 1.09% 3.09% 
       
Canadian Utilities $49.43  $1.52  3.08% 2.37% 1.09% 1.28% 
       
Crombie REIT $12.44  $0.89  7.15% 5.51% 1.09% 4.42% 
       
Enbridge $54.67  $1.48  2.71% 2.08% 1.09% 1.00% 
       
Fortis $31.83  $1.12  3.52% 2.71% 1.09% 1.62% 
       
H&R REIT $19.71  $0.84  4.26% 3.28% 1.09% 2.20% 
       
IGM Financial $41.63  $2.05  4.92% 3.79% 1.09% 2.71% 
       
National Bank $65.82  $2.48  3.77% 2.90% 1.09% 1.82% 
       
Royal Bank $54.76  $2.00  3.65% 2.81% 1.09% 1.73% 
       
Scotiabank $54.71  $1.96  3.58% 2.76% 1.09% 1.67% 
       
Telus $46.48  $2.00  4.30% 3.31% 1.09% 2.23% 
       
TransCanada 
Corp $38.17  $1.60  4.19% 3.23% 1.09% 2.14% 
        
AVERAGE   4.20% 3.20% 1.10% 2.20% 
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Our Expectations in Regard to Canadian Stocks (continued) 
 

 Banks will be raising dividends in late 2010 and 2011 and will continue to show 
better profits as recession-related problems dissipate and trading and underwriting 
revenues improve. 

 Telecoms will continue to benefit from rapidly accelerating demand for new 
services which require higher bandwidth and increased levels of service. 

 In spite of environmental concerns, pipelines will have increased expansion 
opportunities related to the oil sands and new natural gas fields. 

 Utility companies will remain the most consistent companies in Canada with annual 
increases in dividend payout expected from most of them. 

 We expect commodities to show continued increases during 2011, and accelerated 
increases in 2012 and beyond. This will favour oil companies (more than gas 
producers), base metals producers and fertilizer producers, but not lumber or pulp 
and paper companies which will continue to see low demand. 

 Real estate companies will start to benefit from increased prices for commercial 
and industrial real estate as the economic recovery continues in 2011.  In 2012 and 
later years they will be seen as inflation hedges and should see higher investment 
interest. 

 Manufacturing companies will continue to see increased competition from 
sophisticated Asian companies in South Korea, China, India and Japan, and to 
some extent from Brazil. 

 Quality retailers should see above average growth in 2011 as consumer spending 
increases. 

 
Our Expectations in Regard to U.S. Stocks 
 
 Branded merchandise may find increased demand from the rapidly expanding and 

increasingly wealthy middle class consumers of China, India, Brazil and Mexico.  
This will favour large multinationals.   

 Technology companies such as Cisco, Microsoft and Google will benefit from 
infrastructure replacement and renewal and increased demand for faster more 
internet-capable devices. 

 Business investment will increase as the economy recovers, favouring large capital 
goods companies such as General Electric. 

 Dividend payers will be in demand, as they are in Canada. 
 
 
 
 
 



About Baskin Financial Services Inc. 
 
Our Mission 

We are an independently owned investment management firm providing customized wealth 
management to a select group of Canadians. We are committed to meeting the needs of our 
clients by endeavouring to protect their capital and by building their wealth over time. 

Our long-term performance is based upon our strict adherence to three investment principles: 

Focus on what we know 

We have focused research on North American markets for over 15 years. We believe that the 
more knowledge we have, the better we can fully participate in growth in the up years, and 
experience lower volatility in the down years. 

Use fundamental analysis to identify opportunities 

We pay close ongoing attention to economic indicators, sector outlooks, company results and 
competitive positioning to identify underpriced securities and to avoid those that are overpriced. 

Value is recognized over time 

Our focus and fundamental analysis give us the confidence to take a position in a security when 
we feel it is undervalued and to hold it as the market comes to agree with our assessment of its 
true value. 

These principles, coupled with a close attention to client service, help us to offer clients a unique 
discretionary investment management experience. 

Founded in 1992 by David Baskin, Baskin Financial Services Inc. offers discretionary 
management appropriate to our clients’ individual needs with a straightforward and easy to 
understand low fee schedule.  Unlike the big banks, or other larger investment firms, we do not 
have multiple layers of bureaucracy. Our clients have direct access to the top people at the 
company. 

Our goal at Baskin Financial is to provide all our clients with managed growth and peace of mind. 

For More Information 
Phone: (416) 969 9540 
Toll Free: 1 877 227 5468 
info@baskinfinancial.com 
 
Mailing Address: 
95 St. Clair Avenue West, Suite 900 
Toronto, Ontario M4V 1N6 
www.baskinfinancial.com 
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