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Overlooked factors that
will shape Canada’s recovery
The last several months have been a whirlwind for
Canadian dealmakers. The unique nature of the
current downturn, however—a temporary shock to
the whole economy, rather than a culmination of
long-building imbalances—should be encouraging.
Many businesses struggling right now are still
fundamentally sound. As the public health threat
dissipates, they should quickly resume activity. The
big question: just how quickly that recovery will
unfold. We may not have firm answers yet, but we can
already see clues beginning to emerge.
Datasite recently hosted a panel of legal and
economic experts – with Partners from Deloitte and
McCarthy Tétrault, on the topic of Market Resilience
Outlook – M&A in Canada. We learned some
surprising things.

Expect big initial growth in the
economic data—but don’t expect
that to tell the whole story.

This downturn is different from
the past, and the recovery will
look different as well.

After weeks of shutdowns, investors tracking the Canadian market are ready for
some positive news. They’re likely to get some in the form of significant spikes
in economic activity as businesses reopen. Those spikes are certainly welcome,
but they can be misleading.

In past downturns, investors saw big drops in Canadian goods-producing
industries, but services companies proved more resilient. Today, with the
economy basically unplugged for an extended period, we will likely see
significant, lingering weakness in business and private-sector services.

The current downturn is truly historic, with the global economy on track to
contract 3 percent this year—three times more severe than the 2008/2009
financial crisis.

The economic and public health measures taken during the crisis will also
have lingering after-effects. How will we address more indebted households,
businesses and governments in a post-COVID world? How will businesses
address the fact that social distancing makes it more expensive to deliver
the same level of service while likely reducing sales volumes? Factors like
these could place additional constraints on Canada’s recovery.

In Canada, the economy likely contracted by close to 40
percent annualized in Q2.
As businesses come back online, big gains from those lows are inevitable.
Some economists caution, however, that the economic scars from this crisis will
be lasting, and the overall level of economic activity will likely remain depressed
for an extended period.

Look for signs of recovery
in non-traditional places.

Expect deal-making
to look very different.

The broader market tends to follow a few core metrics to gauge economic
health, such as unemployment claims and consumer spending. In an
unprecedented crisis like this, however, we should turn to different kinds of data
to gauge the speed and strength of the recovery.

Major banks face significant challenges getting people back into the office.
They’re wrestling with issues of reconfiguring space to allow people to work
safely. They need to consider how they get thousands of people up to their
offices in high-rise elevators, while socially distancing.

First, look to public health statistics, as the current downturn is fundamentally a
health crisis. Turnaround in infection rates—especially as businesses reopen—
will be the most important numbers to watch first. Next, yield curve and general
equity markets will be leading indicators of where the market is going. Hours
worked is another useful leading indicator of economic resilience.

Some banks don’t expect to be back in the office for a year. Many dealmakers
anticipate returning to plane travel well before they’re back in the office. Deals
will continue to move forward, but expect more work to be done from home, and
more travel for site visits and customer meetings in lieu of in-office meetings.

Beyond these, economists are turning to novel, creative
data sources such as foot traffic in retail outlets and
volume of traffic on Canadian highways.

Private equity is eying
interesting opportunities.

Don’t expect interest rates
to go negative.

PE firms went into this crisis with record dry powder, largely because dealmakers
felt prices the past couple years had grown far too rich. As prices come down at
the macro level, expect PE to begin deploying those resources soon.

The Bank of Canada and the U.S. Federal Reserve are chiefly concerned with
preventing deflation, not inflation, so should keep interest rates low for the
foreseeable future. As such they will likely do everything in their power to avoid
negative interest rates.

In particular, PE firms are now evaluating significant opportunities in Canadian
gold and base metal mining, telecom and tech. You can also expect to see
significant disruption and consolidation in the cannabis market.

First, the available data indicates that negative rates are not very effective
as a stimulus. Further, they would harm the financial system, which unlike in
2008/2009, supports businesses by extending credit.
Low interest rates also give governments the flexibility to invest in the stimulus
measures they’re pursuing. The fact that Canada can borrow at 30 years at 1.2
percent rates, instead of 9 percent like in the 90s, makes these measures far
more palatable.

Keep your finger
on the pulse of the
Canadian recovery
As Canada emerges from the current crisis, Datasite will continue
tapping the experts on the front lines to capture their unique
perspectives and insights. For details on M&A activity across
every sector, see the most recent Deal Drivers: Canada Report.
For an in-depth discussion of the state of Canada’s recovery,
watch the full Market Resilience Outlook webinar.
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