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Med » The brisk pace of sales recorded for US wholesalers in
October provided some insight into what may be expected in
the Canadian segment, as a good slug of sales activity is
cross-border. A near 3% m/m pickup in export volumes over
the course of the reporting month also helped support our view
of a strong sales number for Canadian wholesalers.
Tempering this view is the presence of a stronger Canadian
dollar vs. the USD in October, which will negatively affect US
dollar receipts that are converted to CAD for reporting
purposes.

Major » Several factors are behind the steady increase in prices in
November, much of which is related to seasonal factors.

» Baked into the mix of our forecast are stronger auto prices,
which should add as much as 0.4ppt to the index, as new
model-year vehicles hit dealer lots at full MSRP. So too should
food prices be significantly higher, adding 0.2ppt, as higher
prices for imported fresh produce work their way into the
consumer basket of goods. And gasoline prices were once
again on the march in November, adding 0.1ppt to the index.

» Helping to offset some of this pricing pressure will be weaker
prices for travel (low season), recreation, and apparel
(seasonal discounting), which together should knock 0.3ppt
out of the CPI index. Altogether, we forecast a 0.4% m/m jump
in consumer prices (unrounded 0.44%).

Major » Despite the significant m/m rise in prices, the y/y measure is
being held back by a significant base effect. Recall that in
November 2009, the base jumped to 115.2 from 114.6. The
impact dissipates in December. From a pricing story, gasoline,
while well back of the highs, continues to contribute
significantly to the y/y CPI story, accounting for nearly 0.4ppt
of the overall increase in prices.

» From a policy standpoint, the BoC should fall back on the view
that inflation expectations remain firmly wedded to the 1-3%
inflation band, around which it targets a 2% inflation rate. Yet it
is hard to ignore the contrasting pictures painted by US and
Canadian inflation rates.

Major » The core measure on prices will remove the inflationary effects
of higher prices for fresh fruit, vegetables, and gasoline. For
the forecast, we are looking for core CPI to have risen by
0.2%m/m.

Major » Like the headline measure on consumer inflation, November's
core y/y reading will be affected by the base effect associated
with last November's jump in core prices. Based on our
forecast for m/n core inflation of 0.2%, y/y inflation will run at
1.6%

Source: HSBC Canada
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Economic diary - Canada (cont'd)

Date Last Median HSBC Impact Comments
Dec 21 Retail sales M/M - Oct 0.6% 0.5% Med » Consumer confidence has been declining since hitting a post-financial crisis high of 89.0 in
(8:30) Q1/10, although the current reading of 82.4 is not entirely out of context with pre-crisis
readings on confidence. Still, while employment growth in the first half of the year was
particularly robust, it has sagged considerably in the second half. That said, our expectations
are for a modest pickup in sales, driven in large part by the purchase of petrol, which
experienced a 3.3% m/m pricing increase in October.
Retail sales x-autos — 0.4% 0.4% Med » We forecast sales x-gasoline and x-auto at 0.0% m/m.
Oct (8:30)
Dec 23 GDP M/M —Oct (8:30) 0.1% 0.3%  Major » Our forecast is looking to see a strong pickup in manufacturing output, increased activity in the

Dec 24 Christmas eve

construction industry, a turnaround in resource-related industries (pipeline bottlenecks at the
border with the US in September were resolved in October), and increased activity in financial
services (existing home sales picked up smartly). Overall, service sector output should have
grown 0.2% m/m, while goods-producing industries should have jumped 0.7% m/m. On that
basis, our forecast is for the Canadian economy to have grown by 0.3% m/m (unrounded
0.34%) in October.

» Bond and equity markets close early, at 13:00 Eastern time.

Source: HSBC Canada
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