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Canada: Weekly Notes

Key events for the weeks of October 11 — November 5 2010

Economic diary - Canada

Date Last Median HSBC Impact Comments

Oct13 New Housing -0.1% 0.2%  Minor » Builders began working the harmonized sales tax into
Price Index M/M the cost of a new home well before its official
- Aug (8:30) introduction on 1 July. In the calculation of the new

home price index, value added taxes like the HST are
stripped out. We believe that by August, the bulk of the
impact of the HST will have already been realized. That
said, the pricing environment has begun to soften as
activity in the sector decelerates and existing home sale
prices begin to decline. Industry data suggest that
existing home sale prices softened in July. If we are
correct and new home prices are up 0.2%m/m, on a
year over year basis, prices are up 3.0%.

Oct 14 Int| Merchandise -C$2.7B -C$2..2B Med » Trade is acting as a significant drag on the Canadian
Trade — Aug economic growth with net trade knocking 4.4ppt out of
(8:30) second quarter GDP. On the upside, export volumes are

up 4.4%yly. On the down side, import volumes are up a
whopping 14.7%yly. For August, we expect to see a
slight improvement in the trade picture with some
narrowing in the deficit. Still, the month was challenged
by a number of transitory factors, not the least of which
was a leaky pipeline that cut energy exports by 190,000
bbl/day. So too was the energy picture challenged by a
slide in spot natural gas prices (indicative of soft external
demand).

» On the upside, Canadian exports to China rose
4.5%m/m according to Chinese customs data. For
Canada, this is expected to resonate in the industrial
goods and materials sector (metals). Machinery and
equipment exports also expected to have bounced back
as well in keeping with the story painted by the US
durable goods shipments data. And there is the

Stewart Hall expectation that crude exports that backed up at the
Economist border may have knocked on into the import side of the
HSBC Securities (Canada) Inc equation as demand for imported light crude for blending
+1 416 868 7523 mn heavier domestic grades would have been cut as
stewart_hall@hsbc.ca '
Oct15 Manufacturing -0.9% -0.6% Med » Inventories might see an involuntary spike as energy
Sales M/M - Aug liquids back up in the system as key pipelines sprung
(8:30) some leaks. We are expecting that sales remained soft
: in August, with the forecast looking at a decline of

View HSBC Global Research at: 0.6%m/m - blame the petroleum components and weak
http://www.research.hsbc.com sales for vehicle parts. On the upside, a decent rebound

in previously weak data for clothing, wood products,
machinery and motor vehicles will soften the blow.
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Economic diary — Canada (cont'd)

Date Last Median HSBC

Impact Comments

Oct15 New Vehicle Sales M/IM 2.4% -5.0%
- Aug (8:30)

Oct18 Intl Securities C$5.5B C$4.7B
Transactions — Aug
(8:30)

Oct19 Bank of Canada Rate 1.00 1.00 1.00
Decision (9:00)

Oct20 Wholesale Sales MIM-  -0.1% 0.7%
Aug (8:30)

Bank of Canada
Monetary Policy Report
-(10:30)

Oct21 Leading Economic 0.5% 0.7%
Indicators M/M - Sep
(8:30)

Oct22 CPIM/M - Sep (7:00) 0.1% -0.1%

CPI'YIY - Sep (7:00) 1.7% 1.7%

Minor »

Med

v

v

Major

»

Med »

v

Major

Med

v

Med

v

Med »

Preliminary evidence suggests that new vehicle sales on a unit basis were down 5.0%m/m in
August. Unfortunately, the preliminary report provides no breakdown of sales per category
class of vehicle. Knowing the sales mix provides some insight into what dollar sales may look
like given that the SUV/truck and foreign vehicle categories tend to come in at higher MSRP
than the North American passenger car group. In other words, changes in unit sales for the
SUV and truck categories will tend to have a bigger impact on the dollar sales reported in the
retail sales report than changes in the number of unit sales for domestic passenger vehicles.

As the summer holidays picked up, there was a material reduction in the rate of new issuance
out of Canadian provincial and corporate entities. Although the rate of bond retirements in
August is expected to have declined significantly as well. We expect that the combination of
new issuance, retirements, and foreign purchases of outstanding bond issues is expected to
net out around CAD4.6B. Filling out the report is expected to be increased purchases of money
market instruments which will largely be offset by sales of Canadian stocks on the back of
general risk aversion in global markets.

We expect the BoC to pause the rate cycle at its October meeting. The decision is expected to
be driven by the evident deceleration in the rate of the economic recovery and the increasing
uncertainty associated with the uneven economic recovery in the US. So too has the Canadian
inflation rate profile been tracking below plan. Yet the patience of the BoC is expected to be
challenged by dismal levels of productivity growth which suggest that even uncharacteristically
low levels of growth will be sufficient enough to continue chipping away at the economy’s
excess capacity.

In broad terms, the Canadian economy is expected to continue along the road of recovery,
although growth rates will be characterized as incremental in keeping with the overall tone and
tenor of the developed world economic environment. Although we are impressed by the rate of
growth in broad money, M3 which is growing by 6.9y/y, total household debt to disposable
income has galloped ahead, rising from 130% in Q1/08 to 146% as of Q1/10. Our concern,
which we feel is likely shared by the BoC, is that the consumer is borrowing based upon the
cost of carry rather than worrying about the aggregate amount of debt that they are
accumulating, leaving Canada with a consumer debt problem of its own if left unchecked.

Auto sector sales are expected to have bounced back as the sector restocks following a
4.3%m/m decline in vehicle inventories in July. Machinery and equipment sales continue to
grow at elevated levels and the economic recovery and business investment continue to grind
forward. On the down side the food and beverage category is expected to have moderated
following last month’s 2.3%m/m jump in sales. Overall, we are forecasting sales to have risen
by 0.7%m/m as the Canadian economy overall improves marginally in August.

A press conference with BoC Governor Carney is expected to follow (11:15 ETD). We expect
to see the BoC trim its near term growth forecasts. Uncertainty will color the report along with
references to the uneven nature of the US economic recovery.

At 0.7 %m/m, our forecast for the LE| is not all that far off the average for 2010 running at
0.8%m/m. After having seen the housing index rapidly decelerate over the last four months, in
September we are looking to see some signs of recovery as the rate of decline for new
housing starts is easily offset by a pick up in the existing home sales component. New orders
for durable goods which have been driving the boat for much of the year are again expected to
have experienced continued strength in September.

Our forecast is looking for a back to back 0.1%m/m decline for headline CPI. The impact of
gasoline, so prominent in previous months, has continued to moderate with prices expected to
have declined in September, dragging 0.06ppt out of the headline. So too are travel services
and auto purchase prices expected to have cumulatively pulled another 0.15ppt out off
headline reading on inflation. Both fresh fruits and fresh veggies are expected to have knocked
close to 0.1ppt of the headline as cheaper local produce supplants more expensive imported
produce. On the upside, apparel prices will experience upward seasonal pricing pressures,
adding 0.16ppt onto the headline, while recreational product prices are expected to tack on
another 0.06ppt. Taken together, CPI is expected to be down just slightly less than 0.1%m/m.

Much the same story on year over year CPI which is forecast to be up 1.7% (1.65%
unrounded) with the impact of gasoline prices having dissipated dramatically. Recall that in
December of 2009, gasoline prices were rising at a rate of 26%y/y, adding 1.2ppt onto the
index. If our forecast for a decline of -0.6%m/m for gasoline prices is correct, petrol prices are
expected to be up a comparably minor 2.7%yly in September. From a policy standpoint, the
BoC will fall back on the view that inflation expectations remain firmly wedded to the 1 - 3%
inflation band around which they target a 2% inflation rate.
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Economic diary — Canada (cont'd)

Oct 22

Oct 29

Nov 4

Nov 5

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

Core CPi Y/Y - Sep
(7:00)

Retail Sales M/M — Aug
(8:30)

Retail Sales Less Autos
- Aug (8:30)

GDP - Aug (8:30)

IVEY PMI - Oct (10:00)

Net Change in
Employment — Oct
(7:00)

Participation Rate — Oct
(7:00)

Unemployment Rate —
Oct (7:00)

Building Permits M/M —
Sep (8:30)

0.1%

1.6%

0.1%

-0.4%

0.1%

70.3

67.3

8.0%

9.2%

0.1% Med » Atthe core, the removal of lower fresh fruit, veggie, and petrol prices will cause the reading on
core prices to rise by 0.1%m/m.

1.4% Med » In September, the core reading on CPI is expected to experience some downward pressure
associated with a base effect from last September’s jump in core prices which will dampen the
current reading. In looking at CPI's constituents, we find that the bulk of the pricing pressure is
coming out of the services sector where prices are up 2.2yly as of August vs. goods prices
which rose by 1.2%yly of which 0.47ppt were flowing from the energy category.

-0.2% Med » Consumer confidence leaked lower in the third quarter of this year as uncertainty over the
direction and strength of the economic recovery took their toll on consumer attitudes. Still,
there remains a decent backdrop to the retail picture in that employment growth in the first half
of the year was extraordinarily strong. For August, we see a number of elements dampening
the overall picture on retail sales, not the least of which is the preliminary data out on new
vehicle unit sales suggesting a 5.0%m/m decline. So too would a late start to the calendar
school year have pushed sales that normally show up in late August into September. In
particular, apparel sales are expected to have softened as back to school purchases were
delayed. On the upside, significant declines in the home furnishings (-15%) and furniture (-
4.5%) categories are expected to right themselves to some extent and help to offset the drag
coming out of the auto component.

0.3% Med » We see x-gasoline, x-auto sales running at 0.2%m/m.

0.2%  Major » Following July’s decline of 0.1%m/m, we are forecasting a rebound of sorts in August with the
Canadian economy growing at 0.2%m/m. A forecast not out of context with our longer term
outlook for the economy to be growing at incremental rates only. For the month of August,
manufacturing activity is expected to have slowed, while construction and natural resources
make significant contributions. Overall, we are expecting goods producing industries to have
grown by just slightly more than 0.2%m/m. Real estate activity rose by 4.1%m/m in August
which will feed positively into the financial services sector (the largest GDP category). For the
bulk of the services component, we are expecting to see moderate gains in activity salted
across the sector. Overall, service sector output expected to have grown by just slightly better
than 0.1%m/m.

64.0 Med » Canada truly is a seasonal economy and the IVEY PMI is a number that goes unadjusted for
seasonality and as such is subject to some fairly volatile swings. The October IVEY tends to
hold onto the momentum that is seen in September although it is not a perfect relationship. In
the last two months, the IVEY PMI has printed historical highs for the respective months. Our
forecast for 64.0 is near to the historical high of 65.9 for the October series and as such, not
out of context with the direction the IVEY has taken as of late. While the IVEY has been cutting
into a lot of new territory, the economy by contrast has reflected a more incremental growth
profile. So too is it important to remember that the sample size (175 companies) is
comparatively small.

25.0 Major » September’s employment report by all appearances was a clean number absent of the
seasonalities that have recently been playing havoc with the data set. On the basis that the
Canadian economy is moving towards a growth platform that we expect to be characterized by
incremental, we are looking for October’s net jobs to reflect the subdued trend like pattern. At
25K, our forecast suggests that jobs growth is just sufficient enough to keep up with the natural
growth in the labor force while holding the line on the unemployment rate at 8.0%. On average,
population growth alone will push another ~26K new workers into the economy each month.
The participation rate is assumed to be unchanged at 67.3%.

67.3  Major

8.0%  Major

-1.2%  Minor » Augusts’ decline of 9.2%m/m represented a smoothing out of some very large increases in the
non-residential category. Despite non-residential permits having fallen by 23%m/m in August,
we are looking for some continued softening in the category in September. For September,
non-residential permits are expected to have declined by 5.6%m/m, led by a 19%m/m drop in
institution and government permits. Residential permits are expected to have improved by
1.5%m/m with total permits declining by 1.2%m/m. Year over year, total permits are forecast to
have risen by 6.5%.

Source: HSBC Canada
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