
 

 
 

The Catalyst Likely to Sink Canadian 

Bank Stocks 
 

Common perceived wisdom has it that the anticipated downturn in Canadian bank 

stocks will be a direct result of the meltdown in the 15 year bull market in Canadian 

residential home prices. The theory is that falling home prices will blow a hole in bank 

earnings and in turn Canadian bank share prices. 

 

 In our opinion, any future slump in Canadian bank shares, will likely result from 

something more mundane/inevitable – such as the eventual collapse in the cyclical 

“capital markets” business (trading, capital raising, brokerage, asset management). 

Simply stated, these sources of capital market revenues (ie; 25 percent of RBC sales) are 

highly cyclical and will “temporarily” collapse during the next bear market - financial 

crisis. The key word here is “temporarily” decline.  

 

Capital market revenues are notoriously cyclical in nature “easy come - easy go”. As is 

well known, bank stocks are a good proxy investment for the health of the entire 

Canadian economy. When the Canadian economy heads south, so will capital markets 

revenue and Canadian bank stocks in general. 

 

Final note: let our American hedge fund investor friends “crystal ball” about Canadian 

home prices. The Canadian banks will not be devastated by falling home prices for two 

good reasons: 

 

1) Unlike in the 2000-2008 American experience, fraudulent mortgage activity has 

not been a part of the Canadian housing storyline.  

 

2) Canadian government mandated mortgage insurance (CMHA) protects the 

banks from the bulk of residential home losses when the buyer puts down the 

minimum required 5 percent down payment.  

 



 

 

 

 

A potential five to twenty percent correction in Canadian home prices is certainly 

plausible in a rising interest rate environment, but a collapse in home prices a la 

USA....no.  

 

Have a safe and enjoyable long Canada day weekend. 

 

P.S. your tech Luddite manager has written this brief from the exotic delights of 

Marrakech thanks to skype and his no longer shelved iPad. 

 

 

 

 

 
Regards, 

 

 

 

 

Ben Horwood 

Value Contrarian Fund 

June 29, 2015 

 

Your comments are always welcome via e-mail (benh@valuecontrarian.com) or LinkedIn. 

 

Please note: the timing of Ben’s market comments will only be sent when something of 

value should be shared.  

 

 


