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“..the next six
months are likely
to be unexciting
for all the wrong
reasons as the
economic  recovery
moves much slower,
and less decisively,
than many people
expect.”
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What To Expect In the Second Half

by Meny Grauman

If the economic theme of the first half of
the year could be described as “stepping
back from the abyss”, then the theme of the
second half of the year is likely to be “inching
towards recovery”. The last six months were
exciting for all the wrong reasons as the
global economy came close to falling into
a depression and the American banking
system teetered on the edge of systemic
failure. Those worst-case scenarios did not
come to pass giving a big boost to equities,
and fuelling talk of a robust economic
recovery. Unfortunately, the next six months
are likely to be unexciting for all the wrong
reasons as the economic recovery moves
much slower, and less decisively, than many
people expect.

Just as consumers are having to make
due with less during these difficult times,
investors will also have to learn to make
due with less—less rosy economic data
that is—as the initial euphoria over recent
economic developments die down. As June’s
US nonfarm payroll report illustrates, those
that are counting on a linear economic
recovery either in the US or in Canada are
sure to be disappointed. The reality is that
improvements on both sides of the border
will come in fits and starts over the coming
months with encouraging data followed by
disappointing ones.

We expect both the US and Canadian
economies to turn the corner in the fourth
quarter of the year, but even if real GDP

http://research.cibcwm.com/res/Eco/EcoResearch.html

starts growing again the economy isn't
going to feel very healthy anytime soon. In
both countries job losses will remain very
elevated for an extended period of time and
unemployment rates will keep climbing, past
10% in the US, and above 9% in Canada.

Although the weak labour market will
ensure that consumers remain hobbled
until at least the end of the year, the second
half of 2009 will see government spending
take on a much bigger role in the economy.
This is especially true in the United States,
where the government will be pumping out
tens of billions in stimulus checks over the
coming months. In fact, the latest personal
income and spending figures already bear
the deep imprint of the close to $1 trillion
American Recovery and Reinvestment Act,
with personal income up 1.4% in May even
as the compensation component of that
measure fell 0.1%.

Fiscal stimulus will kick into high gear,
even as monetary policy remains highly
expansionary. According to the Bank of
Canada its policy setting is on hold until at
least the end of the second quarter of 2010,
and probably even longer. Meanwhile, in
the US the Fed has not given any explicit
time frame to its current rate setting , but in
a recent speech Federal Reserve Bank of San
Francisco President Janet Yellen said that it
is “not outside the realm of possibility that
officials will leave the fed funds target rate
near zero for the next several years.
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Week Ahead’s Market Call
by Meny Grauman

In the US, the data calendar is very sparse with the only first-tier release being May’s goods
and services trade balance. As was the case in April, we continue to expect the trade deficit
to widen after narrowing so dramatically early in the year. Although imports should get
a boost from rising energy prices, once again both imports and exports should contract
highlighting the global nature of this recession as world trade keeps shrinking.

In Canada, after two weeks of very little economic news we will get a number of important
data points at the end of the week. At the top of the list are June's employment figures,
which should show further significant job losses, especially in the auto sector, and another
large jump in the unemployment rate to 8.7%. Meanwhile, May’s merchandise trade balance
is likely to move to a small surplus largely on the basis of higher commodity prices. Despite
this small improvement, we expect the current account to remain in deficit for the balance
of the year.
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Week Ahead’s Key Canadian Number:
Labour Force Survey—June
(Friday, 7:00 a.m.)

Krishen Rangasamy (416) 956-3219

CIBCWM Mkt Prior
Employment -40K  -35K  -42K
Unemployment Rate 87% 87% 8.4%

The recent wave of optimism has yet to benefit the real
economy given that factories continue to downsize and
shed jobs in the face of anaemic demand both at home
and abroad. Our estimate of a 40K job purge for June
would push the unemployment rate to 8.7 %, the highest
since 1998.

Ongoing auto sector restructuring likely fuelled the flow
of pink slips in June, with Ontario, again, feeling most
of the pain. But manufacturing in general, continue to
face enormous challenges. On top of having to face an
unprecedented cutback in demand, the C$'s ascent since
March has piled additional pressure on manufacturers
to reduce costs and downsize. The construction sector
is not faring any better with housing starts currently
stuck at 1998 levels, and building permit applications
remaining weak. So, don't expect major improvements
in construction employment in the near term. The service
sector, which has held up better than the goods sector

Canadian Employment
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in this downturn, could also see additional job losses
particularly in vulnerable sectors such as trade, finance,
insurance and real estate.

Forecast Implications—\While the worst is over with
the passing of Q1, economic conditions will remain weak
through the third quarter, before a pick up in global
growth spurs demand again late in the year. The labour
market, should follow a similar pattern with the rate of
declines in employment leveling off over the coming
months, although that won't prevent the unemployment
rate from hitting 9% by the end of the year.

Market Impact—We're too close to consensus to cause
any market reaction if our call is on the mark. Still,
another month of payroll trimming will remind markets
that the economic environment remains decidedly weak,
validating Governor Carney’s cautious tone of late.

Other Canadian Releases:

Merchandise Trade—May
(Friday, 8:30 am)

Higher commodity prices likely took Canada’s
merchandise trade balance back into positive territory in
May, although any gains were limited by the currency
appreciation in the month. While export prices shot up
in May, volumes probably remained subdued in line with
still-frail global demand. Overall, we're expecting a small

surplus of roughly C$0.2 bn. The soft trade numbers will
reinforce our expectations that Canada’s current account
remained deep in deficit in Q2, with little prospect for a
quick return to black ink, putting pressure on the C$ to
depreciate over the near term.
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Week Ahead’s Key US Number:
Trade Balance—May
(Friday, 8:30 a.m.)

Meny Grauman (416) 956-6527

CIBCWM Mkt
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After narrowing dramatically in early 2009, the US trade
deficit has recently started to widen again, albeit very
modestly. Although domestic demand likely continued
to contract in May, rising oil prices in particular, along
with a slightly improved consumer outlook, should have
provided some support to import volumes. Meanwhile,
exports are likely to have remained weighed down by a
global recession, even as the weakening US dollar likely
led to some improvement there as well.

Domestic weakness trumped overseas weakness early
in 2009, and although this trend is reversing slightly as
US government stimulus makes its way to consumers’
pocket, it is clear that domestic spending will be
constrained by rising savings and tight consumer credit.
Meanwhile, on the export side, June’s ISM figures pointed
to a further improvement in new export orders which
should translate into higher foreign shipments later this
year. Overall, despite May’s result we still look for trade
to be an important contributor to US economic recovery
towards the end of 2009.

Forecast Implications—Shortly after the release of
April's trade numbers the Commerce Department revised
its Q1 trade figures due to a ‘processing error’. This
change boosted the government’s Q1 price-adjusted
deficit figures, and suggests that the second quarter
economic outlook is quite a bit better than we had
initially expected.

Market Impact—\With very little top-tier data scheduled
to be released this week, May’s trade balance should get
more attention than usual. That being said, our slightly
worse than consensus call is unlikely to be particularly
market moving in the wake of investors’ reactions to
June’s nonfarm payroll report. Despite lingering investor
optimism, it is clear that the recession goes on both at
home and abroad.
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Equity Insights

Meny Grauman

Earnings Expectations Looking a Little Less Ugly Q2 Earnings Expectations On the Rise

The Q2 earnings season kicks off in the US next week and | _35 5 : :
although the outlook is still not good, it is certainly better Estimated Q2 EPS growth, y/y % change
than what it was just a few months ago. Back in early May | -33.0 4 (S&P500)
the second-quarter consensus earnings growth forecast
for the S&P 500 averaged somewhere below -35%. Now 73337
expectations peg the decline at a more optimistic -33% -34.0 4
versus Q2 2008. Analysts expectations have yet to show
comparable improvement in Canada, although we expect | -34-5 1
the declining Q2 earnings to moderate from Q1 pace. 3504
-35.5
The Recession Lives On 5/1/2009 5/22/2009 6/12/2009

A broad turn in US economic sentiment has provided a
strong boost to equities, which have rallied hard since
making new lows in March. However, while the US
economic outlook is on a more stable footing than it was

Investors’ Confidence Waning

70

earlier in the year, the underlying economic data continue | AAII survey, % of investors (US equities)
to point to an economy in recession. Not only are payrolls 60 1

still falling by triple digits as highlighted by June’s jobs 50 - >
report, but even broader measures of activity, such as 40

the Chicago Fed national index, are firmly in recessionary

4 \\v_(/\
. : - ; 30 H’\/ ~a
territory. It is perhaps not surprising then that investor

sentiment has slipped recently, after a modest turnaround 201
over the past three months. 10 1
O T T T
1/1/2009 3/1/2009 5/1/2009 7/1/2009

Global M&A Outlook

Bullish Sentiment Bearish Sentiment

A rare global recession along with a deep credit crisis
saw both the value and volume of worldwide M&A deals

drop sharply during the first half of 2009. However, AD h of Deal Farin 2
the outlook for the second half of 2009 is looking a bit earth of Deals So Far in 2009

better with equity valuations up and firms emerging 60 - Global M&A deal volume, YTD % chng
from this current downturn with strong balance sheets. 40 1
Capital markets have opened up again after a prolonged 20 'J -
freeze, and global debt issuance in particular is surging. _28 | ' ' l ' l ' I ' I ' [
On a sectoral basis the first half of 2009 saw M&A deal 40 4
volumes shrink in every sector except for utilities and oil | _g0 4
& gas. Looking ahead over the next six months activity | -80 A
in the oil and gas sector should remain robust, while |[-100 -
mining dgals should start to get.back on track as players .\\&\e@ & ,C\G & ‘é\(@ < (}{\7}
in emerging markets try to lock in resource supply. S 6\\% $oo N &e} x&o
< 90
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Currency Currents
Krishen Rangasamy

Loonie Sees Red In June C$ Still Correcting From Earlier Overshoot

The loonie’s 6% drop in June was the largest monthly % chg. versus US$ in June 3507 o

depreciation since October. But unlike October, it wasn’t 27

all about US$ strength, given the gains posted by some | 11 300 1 L

other majors versus the greenback. The disproportionate | o . '

hit to the loonie in June was a partial correction from | | 250 1

the earlier overshoot relative to commodities. Note that L 1o

the C$ appreciated more than 13% over the April-May |2 200 - '

period, despite only a small increase in commodity prices | -3

over the same two-month period. With the still-frail | _, ] 150 ' 1,5

global economy limiting the upside for commodities in Jun08  DecO8  Jun09

the current (i.e. third) quarter, expect the C$ correction =

to continue over the near term. -6 - Er?dce}(’SE)COmmOd‘ty Price
£ Nzg A € s Ol

More Bad News To Hit Canadian Markets This Canadian GDP
Quarter

GDP at basic prices, SAAR chained 2002 prices, C$ tn
April's small GDP drop looks good compared to what's 1.24 1
in store for May and June. The auto plant shutdowns
and manufacturing weakness in general, likely resulted
in further output declines over the balance of Q2. And 1.22 -
while Q3 will look better in terms of GDP growth, we're
unlikely to see an end to this recession so soon, given the
persistence of anaemic demand both here and abroad. 1.20 -
So, with little reason to cheer and bad numbers from the
prior quarter hitting markets in Q3, expect the negative 1.19 1
news to provide fuel to further C$ depreciation.

Forecast
1.23 4

1.21 -

1.18
Jul08 Oct08 Jan09 Apr09 Julo9

Japanese Recovery in the Making

Following two horrible quarters, Japan is now on the road Japanese Recovery in the Making

to recovery. The Tankan survey, which has a good track [ 10 7 20 115, Japanese Industrial
record at predicting the trend in Japanese GDP, pointed | 0 110 Production Index
to a marked improvement in economic activity, with the /V\
business confidence index rising for the first time in three 0 P, 0 1031
years. And the latest Japanese industrial production data | | Lo 1997
confirm the resurgence, with output now roughly 14% 95 1
higher than February’s trough, likely a result of a pickup |10 1 r-20 90 -
in exports. Expect the yen to benefit as Japan’s current |_ys | L 30 854
account balance reverts to large surpluses. 80
-20 4 L -40
03Q2 05Q2 07Q2 09Q2 75 f
GDP growth annualized (L) 70 1
Tankan business confidence 65 ' '
index, change (R) May07 May08 May09
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June/July 2009

MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY
INDUSTRIAL  3() 2
29 PRICES 1 3
8:30 AM M(NSA) Y
MAR 0.3 -0.1
APR -0.5 2.2
MAY CANADA DAY
GDP BY INDUSTRY (HOLIDAY)
8:30 AM (2002%) (Markets Closed)
GDP  IND.PROD.
M M
FEB -0.1 -0.5
MAR -0.3 -1.4
APR -0.1 -0.7
6 7 8 9 LABOUR 10
INTERNATIONAL HOUSING STARTS 7:00 AMFORCE SURVEYAVG
RESERVES BUILDING PERMITS ($) 8:15 AM 000’s (AR) ' EMPLOY UNEMP HRLY
8:15 AM $BN $BN 8:30 AM M M TOTAL  SINGLES (HOUSE) RATE EARN
CHANGE LEVEL (RES) (NON-RES) APR 118 42 M v % Y
APR -0.900 42.6 MAR 5.6 49.3 MAY 128 47 APR 0.2 -1.5 80 4.3
MAY 2.246 44.9 APR 4.1 -14.4 JUN MAY 02 -17 84 32
JUN MAY ' ) ) :
JUN
NEW HOUSING PRICE
INDEX
IVEY PURCHASING
MANAGERS’ INDEX 8:30 AM
10:00 AM MERCHANDISE TRADE
8:30 AM $MN 12 MO.
BALANCE
MAR 1,014 34,354
APR -178 29,232
MAY
13 14 SurRvEYoF 15 16 CONSUMER 17
MANUFACTURING PRICE INDEX
CAR 8:30 AM SHIPMENTS 7:00 AM
& TRUCK SALES M Y M(NSA) Y
8:30 AM 000’s (AR) MAR -3.1 -16.8 APR -0.1 0.4
TOTAL DOM.BUILT CAR | APR -0.1 -18.1 MAY 0.7 0.1
Bank of Canada SALES | MAY JUN
Business Outlook Survey MAR 1,456 421
APR 1435 405 10_3/(\)/12?45 ;C;ETTLEMENTS
MAY : (%) LEADING INDICATOR
PVT. PUB. TOT. 8:30 AM
MAR 2.5 28 27
APR 2.0 2.7 26
MAY
20 21 22 23 24
INT'L TRANSACTIONS Bank of Canada 8:30 AN'TETA"Z(L'??;E”
8I3’(\)| ASSCUR'T'ES C$BN, NET I nterest Rate Announcement ’ M v
' MAR 0.3 -4.9 Bank of Canada
BONDS MONEY STOCKS TOT :
MARKET APR -0.8 -6.2 Monetary Policy Report
MAR 0.6 6.0 06 7.2 MAY
APR 5.8 0.0 3.3 9.0
MAY
WHOLESALE TRADE
8:30 AM
27 28 29 30 31
INDUSTRIAL GDP BY INDUSTRY
PRICES 8:30 AM (2002%)
8:30 AM M(NSA) Y GDP  IND.PROD.
APR -0.5 2.2 M M
MAY MAR -0.3 -1.4
JUN APR -0.1 -0.7
MAY

All data seasonally adjusted except where noted “"NSA”. M: per cent change from previous month. Q: per cent change from previous quarter at annual rates. Y: per cent change
from year earlier. AR: Annual Rate. YTD: Year to date. Release dates are provided by sources outside CIBC World Markets Inc. Dates are subject to change. Sources for histori-

cal data: Statistics Canada, CMHC, Human Resources Development Canada and the Bank of Canada.

8




CIBC WoRLD MARKETS INC.

The Week Ahead—July 6-10, 2009
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June/July 2009
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MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY
29 30 2 3
ADP SURVEY
8:15 AM EMPLOY. SITUATION
8:30 AM
NON- CIV  AVG
S&P/CASE-SHILLER FARM UNEMP  HRLY
HOUSE PRICE INDEX ISM MFG SURVEY PAYROLL  RATE EARN
9:00 AM 10:00 AM COMP.  PRICES (000s) M % Y
CHICAGO PMI INDEX  INDEX | APR -504 8.9 3.2
9:45 AM APR 401 32.0 MAY  -345 9.4 3.1 INDEPENDENCE DAY
JUN  -459 9.5 2.7 (HOLIDAY)
MAY 42.8 43.5
CONSUMER CONFIDENCE Markets Closed
10-00 AM JUN 44.8 50.0 ( )
FACTORY ORDERS
LIGHT VEHICLES 10:00 AM M Y
MAR -1.9 -22.3
SALES MIL (AR) Y
APR 0.5 -22.9
APR 9.294 -35.7 MAY i 555
MAY 9.890 -30.4 : :
2, 5, 7-Yr NOTE SETTLEMENT | JUN
3, 10, 30-YR BOND ANNOUNCE.
BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)
6 7 8 9 10

ISM NON-MFG SURVEY
10:00 AM

3-Yr NOTE AUCTION

BOT (9:00) REDBOOK (10:40)

CONSUMER CREDIT
3:00PM

10-Yr NOTE AUCTION

30-YR BOND AUCTION

INITIAL JOBLESS CLAIMS (8:30)

GOODS & SERVICES
BALANCE (BOP) $B

8:30 AM GDS SERV  TOT
MAR -39.2 10.7 -28.5
APR -40.1 10.9 -29.2
MAY

MICHIGAN SENTIMENT (P)
10:00 AM

13 14 15 16 17
PRODUCE CONSUMER
PRICE INDEX PRICE INDEX HOUSING STARTS
8:30 AM M (SA) Y (NSA) 8:30 AM M (SA) Y (NSA) 8:30 AM MIL (AR) M
APR 0.3 -3.7 APR 0.0 -0.7 APR 0.454 -12.9
MAY 0.2 50 MAY 0.1 _1.3 | NET CAPITAL INFLOWS TICS MAY 0.532 17.2
JUN JUN 9:00 AM JUN
TREASURY BUDGET RETAIL SALES CAPACITY UTIL/IND. PROD. PHILADELPHIA FED INDEX
2:00 PM 8:30 AM M Y 9:15 AM LEV M Y 10:00 AM
APR -0.2 9.9 L AR 69.0 -0.7 -12.7
MAY 0.5 -9.5 MAY 683 -11 -13.5 MONEY SUPPLY M-2
JUN ! ! : 4:30 PM M Y
JUN APR 0.6 8.5
BUSINESS INVENTORIES FOMC Minutes ' '
X MAY 0.8 9.0
10:00 AM JUN
3-, 10-Yr NOTE ANNOUNCEMENT
BOT (9:00) REDBOOK (10:40) | 30-Yr BOND ANNOUNCEMENT I\ T|AL JOBLESS CLAIMS (8:30)
20 21 22 23 24
Chairman Bernanke
delivers semi-annual
LEADING INDICATOR monetary policy report EXISTING HOME SALES MICHIGAN SENTIMENT (F)
10:00 AM before House Financial 10:00 AM 10:00 AM
Services Committee
@ 10:00 AM ET 2-, 5-, 7-Yr NOTE ANNOUNCE-
BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)
27 28 29 30 GDP 31
8:30 AM (AR)
REAL IMPLICIT
GDP DEFLATOR
08:Q4(F)  -6.3 0.6
MONEY SUPPLY M-2 09:Q1(F) -5.5 2.8
DURABLE
S&P/CASE-SHILLER GOODS ORDERS 4:30 PM M % 09:Q2(P)
HOUSE PRICE INDEX . APR -0.6 8.5
0:00 AM 8:30 AM M Y Ay o8 o0 EMPLOYMENT COST INDEX
APR 1.8 -24.5 JUN : : 8:30 AM WAGES &
NEW HOME SALES MAY 1.8 -23.3 TOTAL SALARY BEN.
. JUN :
10:00 AM CONSUMER CONFIDENCE ggigi PO SO
10:00 AM Beige Book 09:02
2-Yr NOTE AUCTION 5-Yr NOTE AUCTION 7-Yr NOTE AUCTION CHICAGO PMI
9:45 AM

BOT (9:00) REDBOOK (10:40)

INITIAL JOBLESS CLAIMS (8:30)

2,5, 7-Yr NOTE SETTLEMENT

All data seasonally adjusted except where noted "NSA”. M: per cent change from previous month. Q: per cent change from previous quarter at annual rates. Y: per cent change
from year earlier. AR: Annual Rate. YTD: Year to date. Release dates are provided by sources outside CIBC World Markets inc. Dates are subject to change. Sources for histori-
cal data: U.S. Department of Commerce, U.S. Department of Labor and U.S. Federal Reserve Board.
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