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rECESSION! 
 

The headline may be big and bold but the recession is of the “small r” variety.  Canada's economy 
shrank at an inflation adjusted annualized rate of 0.8% in the first quarter and 0.5% in the second 
quarter, or more precisely, 0.3% in total over the first half of 2015 (0.6% annualized).  Two consecutive 
quarters of economic contraction is generally viewed by economists as the prerequisite for determining 
the existence of a recession.  Most economists also take into account inflation-adjusted income, 
employment, industrial production and wholesale-retail sales.   On an inflation-adjusted basis income 
and industrial production contracted slightly, but consumer spending and employment were up since 
the beginning of the year.  Considering the 44% drop in the world price of oil since June 2014 and the 
impact that has had on the energy sector it is little wonder there has been some weakness in the 
aggregate Canadian economy.  The diversity of the Canadian economy has played an important role 
in reducing the impact of the oil-induced downturn on the oil and gas sector which represents less than 
10% of the Canadian economy.  It is also worth noting that the 2015 economic downturn at 0.3% pales 
in comparison to those of 1981-82 (6.7%), 1990-91 (3.2%) and 2008-09 (3.9%). 
 
While the debate will rage on about whether we have experienced a recession or not, it may already 
be over.  The Canadian economy grew by 0.5% in June (6% if you annualize the monthly rate), the 
fastest growth rate since May 2014.  With Canada's leading trade partner, the United States having 
grown its economy in the second quarter at an inflation adjusted annualized rate of 3.7% coupled with 
the 12.4% decline in the Canadian dollar vs. the US dollar this year, exports and tourism are sure to 
get a boost. 
 
 
China 
 

Much attention is being paid to the Chinese economy given its role as the second-largest and fastest 
growing major economy in the world (7.3% inflation adjusted growth in 2014).  Concerns abound about 
a “slow down” in the Chinese economy and its impact on other economies around the world.  Chinese 
manufacturing is going through a period of contraction in 2015.  It has also had such periods at times 
in each of the past three years, yet China's economy has been growing at a world-leading pace.  All 
this is reflective of the evolution the Chinese economy is going through.  It is endeavouring to foster 



growth in its domestic consumption and service sectors.  Since the beginning of 2012, those sectors 
have grown from about 45% of the economy to about 49% (in Canada these sectors account for about 
70% of the economy).  This growth has outpaced manufacturing which now represents about 42% of 
the Chinese economy, down from 47%.  The Chinese are now actually outsourcing some manufacturing 
to other parts of southeast Asia.  This is all part of the evolution of the Chinese economy, no part of 
which should be viewed in isolation.  In the end it is likely the debate around China's growth will be 
about whether it is growing at 7% or only 6%, in any event an envious rate. 
 
Some concern has been raised about the recent 4% devaluation of the Chinese Yuan vs. the U.S. 
Dollar.  While this may or may not be reflective of a desire to boost its exports, it is first and foremost a 
reflection of the strength of the Yuan and U.S. Dollar against other currencies.  In the past year, while 
the Yuan is down 3.9% against the U.S. dollar, the Euro has dropped 13.9% and the Canadian Dollar 
16.6% vs. the USD. 
 
The Shanghai stock market has garnered a lot of attention for its plunge.  The Shenzhen CSI 300 Index 
declined 43% from its June peak – headline grabbing stuff.  At its peak the index was trading at 62 
times earnings – wildly optimistic and overpriced to say the least.  What tends not to get much attention 
is that after languishing for the preceding four years (down a total of 14% over that period), the index 
is still up 41% in the past year and only off 2.4% in calendar 2015 (a better result than North American 
markets).  What has transpired here is that a stagnant market got an influx of new investors, more than 
doubling stock prices between November and June.  Then a measure of reality set in and prices headed 
back down towards earth.  The Shanghai stock market may still be richly valued, but it has simply 
returned from a wildly overpriced state to a moderately overpriced one.   
 
Given that the money made and lost during this relatively brief rise and fall has left investors in 
aggregate unaffected and better off than a year ago, the impact on the Chinese economy should be a 
modest net positive.  These events are more reflective of a learning experience for novice investors in 
China than anything to do with the Chinese economy, as a result the net impact on the rest of us should 
be very minimal. 
 
 
We feel it is very important to view economic developments in their full context.  We hope the foregoing 
has been helpful in allowing you to do the same.  
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