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Key events for the week of April 19-23, 2010

Economic diary - Canada

Date Last Median HSBC Impact Comments

Apr 19 Intl securities CAD11.8B CAD6.5B  Med » A couple of big-ticket foreign currency bond deals were printed
transactions — in February, including a USD3.0B Ontario issue. A quick tally
Feb (8:30) of Bloomberg deal data showcased ~CAD6.0bn in deal flow

over the reporting period. Softer equity markets may have
prompted some trimming of Canadian equity positions,
although money market funds may have benefited from these
flows. Boring is beautiful, in our view. Foreign investor interest
in Canada has accelerated sharply over the past year, jumping
from CAD29bn in 2008 to CAD109bn in 2009.

Apr20 Bank of Canada 0.25% 0.25% 0.25% Major » The non-decision decision. We are looking for no change in

rate the overnight rate, with the post-meeting statement drawing
announcement the bulk of the market response. It is here that we expect the
(9:00) BoC to introduce some updates to its economic base case, a

full airing of which is to take place on Thursday. A couple of
elements in the story that need addressing include forecasts
for both the domestic and US economies, which have been
performing ahead of plan. Core inflation has also been running
stronger than expected, although headline inflation remains in
keeping with forecasts. And although dollar parity has been
breached, we believe that the BoC is harboring a more-relaxed
view on the currency and the threat it poses to the recovery
than in the past. Since May 2009, export volumes are up 14%,
while the currency has continued to trend higher. To us, this
suggests that the state of global economic growth
(growing/contracting) is more important than the value of
USDI/CAD in determining the state of Canadian external
demand.

We expect that the BoC will maintain its conditional pledge to
hold rates at 0.25% through the end of Q2/10. The tendency of
the market to aggressively price any perceived changes in the
BoC'’s monetary stance potentially threatens the bank’s ability
Stewart Hall * to control the monetary story until it is ready to begin hiking
rates. At this juncture, why muddy the waters or confuse the

» message and risk a massive market response? By and large,
HSBC Securities (Canada) Inc. markets are already well-priced for the expected onset of rate
+1416 868 7523 hikes in Q3/10, with some pricing consideration given to an
stewart_hall@hsbc.ca earlier June rate-hike scenario. HSBC continues to forecast a

: Q3/10 rate hike.
View HSBC Global Research at:

e eseE e il e » We believe that the BoC will refrain from moving away from its
balanced risk assessment at this time. Inflation has not run

v

Economist

*Employed by a non-US affiliate of away and appears likely to stabilize slightly below the 2%
HSBC Securities (USA) Inc, and is not target in the next months. Inflation expectations are well-
registered/qualified pursuant to NYSE anchored around the BoC's 2% inflation target. An abundance
and/or NASD regulations. of excess capacity and robust productivity rates suggest that
» while the BoC under estimated how fast the economy would
Issuer of report:  HSBC Securities grow in Q4, so too did it underestimate the rate at which the
(Canada) Inc. economy can potentially increase output.
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Economic diary — Canada (cont'd)

Date

Last

Median

HSBC

Impact

Comments

Apr 21

Apr 22

Apr 23

Wholesale sales M/M -
Feb (8:30)

Leading Indicators M/M
- Mar (8:30)

Bank of Canada
Monetary Policy Report
(10:30)

CPI M/M — Mar (7:00)

CPIY/Y - Mar (7:00)

Core CPI M/M - Mar
(7:00)

Core CPI'Y/Y — Mar
(7:00)

3.0%

0.8%

0.4%

1.6%

0.7%

2.1%

1.2%

0.7%

0.2%

1.6%

0.0%

1.9%

0.6%

0.6%

0.2%

1.6%

0.1%

2.0%

Med

Minor

Major

Major

Major

Major

» Wholesale sales have been running particularly strong over the past year, rising 9.5% since
June 2009, led largely by a significant 44% bounce in motor vehicles sales. A big part of the
bounce in wholesale autos has been a function of a number of large auto industry companies
exiting bankruptcy protection in the summer of 2009. But so too has demand been rather brisk,
as Canada has been producing and shipping some of the better-selling vehicle models. Still,
after having seen wholesale sales jump 3.0%m/m in January, we expect that sales took a bit of
a breather in February, advancing by just 0.6%m/m, held back by declines in household
demand, building supplies, and pharmaceuticals.

» Of the index constituents, we are forecasting that the headline will be driven by continued
strength in the housing component (existing home sales remain strong, although housing starts
slipped slightly in March), retail trade, stocks, money supply, and the US leading indicators
index. The index wild card remains the disposition of durable goods orders, which provided a
significant boost to the February number with a 6.2%m/m rise in new orders that is not
expected to be replicated in the March report.

» The bank has a fair bit of work to do, in our view. Growth forecasts need to be adjusted both
for the domestic and US economies that have both been operating above plan. Core CPl is
running above forecast, as well, but in the next couple of months, significant increases in the
base index last year will help to take some of the top side off of overall CPI. As well, lots of
excess capacity continues to slosh around not only in the Canadian economy, but throughout
much of the developed world. In Canada, above-forecast GDP growth has been offset by
above-target gains in productivity. On a net basis, while growth was plentiful in Q4/09 and into
2010, it is expected to have done little to close the bank’s estimates surrounding the output
gap, given a robust resurgence in productivity. In the absence of any apparent worries for
bottlenecks or capacity constraints in the economy, the BoC may be somewhat more tolerant
of a core inflation rate that is running ahead of January forecasts.

» Yet at the same time, the risks associated with the bank’s economic outlook in January, “the
persistent strength of the Canadian dollar and the low absolute level of US demand continue to
act as significant drags on economic activity in Canada” have been seen to recede somewhat.
A stronger currency has seemed to do little to deter external demand, while the US economy
has managed to generally surprise on the upside across a host of key data points.

» But so too do risks remain. Considerable excess economic capacity in both Canada and
among developed world economies, the global economic recovery remains nascent in many
respects (Europe continues to founder, US economic growth in Q4/09 was largely a function of
changes to inventories), the Canadian banking industry remains reticent to lend to businesses,
while unofficial measures of US M3 show outright contraction, and until now, the US economic
recovery has largely been a jobless recovery. All of this opens the door to a more conservative
approach to policy than may necessarily be priced into markets.

» Bank of Canada Governor Carney will meet the press at 11:15 to discuss the report.

» Gasoline prices, which have been problematic in the past, were up a comparatively minor
0.8%m/m in March and should add considerably less than 0.1ppt (about 0.03) onto the
headline. Travel services (introduced into the CPI every Jan-Mar period), which figured
prominently in February with a near 18%m/m rise, is forecast to be up a comparably minor 2%
in March, adding little more than 0.03ppt. Apparel is expected to rise by more than 2.0% m/m
and contribute 0.1%ppt to the headline as new seasonal lines hit store shelves at full prices.
Food prices are expected to be moderately higher, adding 0.03ppt. Recreation is expected to
have risen by 1.0%m/m, adding about 0.1ppt. Discounting in the auto industry is expected to
have come to the fore as auto dealers continue to compete for market share, in the process
knocking nearly -0.1ppt out of the headline. All in, we are forecasting CPI up 0.19ppt in March.

» The Bank of Canada may be inclined to take a slightly more relaxed view on inflation. 1) A base
effect in the index is expected to take some of the top side off the CPI in May and June. Il) The
existence of a fairly large output gap. Although the economy grew 5.0% in Q4/09, productivity
grew an even greater 5.6%, suggesting that the economy continues to run with significant
slack. In that, pricing pressures may be more transitory, pricing shock rather than inflation
derived from capacity constraints and economic bottlenecks. To wit, energy prices were
running at 4%y/y as of February; services a more palatable 2.0% (although this is inflated by
travel services), and by contrast, goods prices are running at a depressed 1.1%yl/y.
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Retail sales MIM - Feb 0.7% 11%  04% Med » Retail sales are expected to have been boosted by significantly higher vehicle unit sales. While

(8:30) the data have yet to be released, and vehicle mix is unknown, but preliminary data suggest
that unit sales were up 7.0%m/m. However, ramped-up auto sales came on the back of
significant discounting, which will reduce the upside dollar impact on sales. Olympics fever
may have also contributed to sales of related apparel and merchandise. The expiration of the
government’s home renovation tax credit is expected to prompt a plunge in hardware and
specialized building center sales. Essentially, the 1.8% run-up in x-auto January sales helped
to cannibalize February’s numbers. So too a 15%m/m jump in home furnishings in January is
expected to be largely unwound in February. The comparatively soft retail sales number should
not be read as a broader change in the disposition of the Canadian consumer to consume.

Retail sales X- autos — 1.8% 08% -04% Med
Feb (8:30)

Source: HSBC Canada
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