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» Markets closed.
-6.0% -10.8%  Med » The big surprise in the permits data has been the persistent
strength in the non-residential category, which has acted as
an offset to the weakening interest in residential. For July, we
are looking to see some continued moderation in the
institutional and government permits category following a
70%m/m jump in May. For the forecast, we have pencilled in
a decline of -15%m/m. In the commercial category, we are
looking for a -20%m/m decline following a 39%m/m rise in
June. Industrial permits are also expected to have declined
(forecast -13%m/m) following a 58%m/m increase in May
that was not fully smoothed out in June. Again, the bulk of the
softening in the non residential category is a by-product of
some very chunky increases over the last couple of months.

After three months of steady, sizeable declines, we are
looking for residential permits to have stabilized as the
industry scaled itself back in keeping with declining activity in
real estate. Our forecast looks for a moderate rise of just
1.0%m/m. Overall permits are expected to have declined by -
10.8% led by a -24.9%m/m decline in the non-residential
category following a 23.5%m/m rise in June.

v

1.00% 1.00% Major » We expect to see the BoC conduct itself in the same modus
operandi as in the past since starting up the rate cycle. In that
we are looking for a 25bp rate hike cloaked in what ostensibly
will be seen as a dovish post meeting statement, leaving very
little on the table other than the notion that these are
uncertain times. The uneven nature of the US economic
recovery is paramount for Canada although as an offset,
emerging market growth has continued to hold in at high
levels of activity. So too would we point out that while
Canadian GDP has decelerated considerably, dropping from
Q1’s 5.8%0/q ann to 2.0%g/q ann. in Q2, final domestic
demand continues to run at decent levels, 3.6%g/q ann in
Q2. So too are we impressed by the rate of growth in broad
money with M3 which is rising by 6.0y/y. For the first seven
months of the year, it has averaged a growth rate of
0.7%m/m. And on a more pragmatic note, with a banking
system that continues to lend out all this liquidity afforded by
the current rate policy, there is a need to change the pricing
signals for money that have encouraged a consumer binge
on debt. Cheap money has encouraged its consumption to
the detriment of the household balance sheet. Total
household debt to disposable income has galloped ahead at
the same time that much of the developed world's
consumers have been deleveraging. For Canada debt to
disposable income has risen from 130% in Q1/08 to 146% as
of Q1/10. On a more fundamental basis, the Canadian
economy generated nearly 230,000 jobs in Q2/10 alone,
while at the same time the average weekly eamings in June
jumped by 4.0%yly the fastest rate of growth since before the
financial crisis.
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Date Last Median HSBC Impact Comments

Sep8 IVEYPMI 54.0 55.5 55.0 Med » Typically the weakness in the data set that shows up in July (due to summer shutdowns)
makes an appearance in August as well. Canada truly is a seasonal economy and the IVEY
PMI is a number not adjusted for seasonality. On that basis, we are expecting to see a
moderate pick up in the number set although are cautious given the environment of uncertainty
that prevails. At 55.0, our forecast is well within the historical context of the number set.

Sep9 Housing Starts — Aug 189.2K 184.5K 186.0K  Minor » While we are expecting to see a small rise in the value of residential permits, we are not
(8:15) expecting to see a commensurate rise in actual housing starts. Front and centre, we are
looking for a moderation in the rapid pick up in multi family unit construction that was recorded
in July. On that basis, multi family starts are expected to have decline to 91K from July's
101.4K while single family starts which suffered a significant decline in the previous month are
expected to experience some recovery with starts rising to 72K from 67.9K. Rural starts
expected to pick up some lost ground as well rising from 19.9K to 23K.

The back drop to overall declining builder interest in cutting new ground on residential projects
consists of changes to the tax regime in Ontario and BC that added to costs in the new build
sector, a changed funding model for mortgages and higher interest rates which together are
conspiring to raise the financial barriers to entry into the housing market.

v

v

International -C$1.1B -C$1.0B -C$0.6B Med » The trade data will provide us with the first real whiff of how July GDP may be shaping up. Itis

Merchandise Trade — worth pointing out the net trade knocked 4.4ppt out of the headline reading on GDP in Q2/10.

Jul (8:30) Competing themes on the trade front. On the upside, despite a stronger Canadian dollar (vs
USD) export volumes on a year over year basis have risen dramatically (+14.5%). On the
downside, import volumes have swamped the pick up in exports having risen by 21.6%. But so
too does that have some glimmer in that it is in part a reflection of rising business investment in
Canada feeding into imports. For a small and open economy like Canada’s, an active border
equates into an active economy. Indeed, our inclination is to tolerate a marginally worse trade
balance if it is coming on the back of overall expanding trade volumes at this stage.

For July, China’s import data reflects a decline in imports from Canada. So too may have auto
exports been hampered by the seasonal shutdowns for retooling. On the upside, stronger
pricing metrics for non-ferrous metals and mineral fuels are expected to have benefitted the
industrial goods and energy segments. Forestry products expected to continue to churn out
solid gains. Natural gas exports expected to have benefitted from warmer temperatures.

v

Sep 10 Net Change in 93K 17.8K 35K  Major » In Q2/10 the Canadian economy generated nearly 230,000 jobs. Unfortunately, at the same
Employment — Aug time the Canadian economy has been generating an abundance of jobs, it has delivered a
(7:00) paucity of growth. Given the deceleration in economic activity recorded in Q2 (2.0%q/q ann vs.

5.8% in the previous quarter) it seems fair to ask what all these people are doing with their
time. In July, the first decline in jobs growth was report YTD. Alas the details remained in
keeping with a fervent jobs environment in Canada with the bulk of the losses concentrated in
education (-65.3K) and financial services (-30,000). For the most part, the jobs lost in the
educational sector are expected to return along with the inevitable end of summer vacation for
students. Job losses in the financial services category may be related to real estate licensing
that is renewed annually in July. For the forecast, we are expecting to see job gains in both
these categories as the large declines recorded in July begin to moderate in August, lifting a
sizeable weight off of the headline number. Overall, the goods sector employment is expected
to have generated 5,000 jobs while services spun off 30,000.

Unemployment Rate - 8.0% 8.0% 7.9% Major » Inforecastingthe unemployment rate, we have assumed that the participation rate remained

Aug (7:00) unchanged at 67.3% (pre crisis high was 68%). Population growth alone will on average push
~26,000 new workers into the economy. If we are correct in our assumptions, jobs growth of
35,000 will be sufficient enough to knock the unemployment rate down by 0.1ppt to 7.9%. Of
note: payroll data for the month of June (payrolls data lags the household survey by several
months) reflected average weekly earnings rising by 4.0%y/y which is the fastest rate of growth
since February of 2008.

Participation Rate — Aug 67.3 67.3 Major » Forthe forecast, we are assuming that the participation rate will remain unchanged.
(7:00)

Source: HSBC Canada
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