
Does Carney Believe Carney?
by Avery Shenfeld

While we were never doubters, financial 
markets needed to see a massive Canadian 
employment gain for June to be fully 
convinced that the Bank of Canada was 
prepared to raise rates in the week ahead. 
Oddly, even after learning that 226,000 jobs 
were gained in the last three months, the 
largest such jump since 1975, markets have 
not fully priced in a rate hike for September. 
Investors’ reticence owes to the fact that 
Governor Carney’s team, in its official 
statements and speeches, hasn’t sounded 
like true believers in its own forecast.

The Bank’s last published view was that the 
Canadian economy would be back at its non-
inflationary limits within three quarters from 
now. That may have changed marginally 
in light of recent soft data stateside. But 
whatever one’s conception of where rates 
should typically be when the economy is 
back at potential, that isn’t anywhere near 
where yields are today, at a mere 0.5% 
overnight rate. For anyone who thought 
that the outlook was that solid, 25 bp rate 
hikes would seem, on the surface, to be far 
too little.

Yet in contrast to past tightening rounds, 
after its first rate hike, the Bank didn’t 
include the usual statement that further rate 
hikes would likely be required. Carney did 
say that an all-out stimulus stance was no 
longer appropriate and that a more “subtle” 
position was needed. But the Governor 
knew that the curve was not pricing in a 
steady dose of quarter point moves, let 

alone any odds of half point jumps. Why not 
correct that impression with more hawkish 
language if that’s the base case?

Perhaps it’s that the Bank of Canada 
isn’t really sure about its own published 
economic forecast. It can’t be just that there 
are downside “risks”. Policy should be set 
to match the median outlook, and adjusted 
later if there are surprises either way.

Or, more likely, it may simply be that 
Carney isn’t really that comfortable with 
the Bank’s outlook for the global economy. 
He still hopes to steer Canada back to full 
employment and 2% on-target inflation. 
But the Governor has ample reason to worry 
he might need still very stimulative monetary 
policy settings to get us there, with foreign 
demand decelerating, and fiscal policy 
tightening at home.

That’s right where CIBC’s economics team 
comes down in predicting a pause in rates, 
lasting at least two quarters, after we reach 
a mere 1.25% overnight rate in October. 
That’s a quarter point above what the futures 
market prices in. But it’s still a negative real 
rate, one that’s miles from neutral, miles 
from where rates would normally be with a 
sub-8% jobless rate. 

But these are far from normal times. We 
will need monetary policy way off its 
normally neutral settings as deleveraging by 
governments worldwide takes a huge bite 
out of growth.
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“Carney isn’t really 
that comfortable 
with the Bank’s out-
look for the global 
economy.”
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Week Ahead’s Market Call
by Avery Shenfeld

In the US, there’s a tug of war between generally healthy Q2 earnings and economic indica-
tors pointing to weaker growth ahead. Housing starts will be abysmal even if they match our 
somewhat above-consensus call. Existing home sales in June will still be capturing contracts 
signed in April, which qualified for the tax incentive. While an extension was subsequently 
given to complete these closings, back in April, buyers thought that June was the deadline 
to qualify for the program. Look for a large dive in closings later this summer.  Bernanke’s 
testimony will show the Fed is still quite far from the consensus needed to put quantitative 
easing or other fresh anti-deflation measures back on the table.

In Canada, the front end of the yield curve could come under pressure as the delivery of 
another quarter point rate hike sees the market price in greater odds of follow-up moves 
through October. The Bank of Canada’s policy report could modestly downgrade the ex-
ternal outlook, and will note the softening in housing and financial market sentiment, but 
don’t look for a huge change in view on the overall Canadian growth and inflation outlook. 
May is shaping up to be a much better month than April, with decent gains for wholesale 
and retail activity in the week ahead adding to the past week’s news on exports and manu-
facturing. Core CPI should hold steady at 1.8%.
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Week Ahead’s Key Canadian Number:
Consumer Price Index—June

(Friday, 7:00 a.m.)

Krishen Rangasamy (416) 956-3219

 CIBC	 Mkt	 Prior

June was likely the 2010 nadir for the year-on-year 
Canadian headline inflation rate. Cheaper gasoline and 
continued softness in mortgage interest costs were the 
main drivers in keeping inflation under wraps in the 
month. However, there may have been some offset from 
food prices, particularly for imported fresh produce, in 
response to the softer Canadian dollar. Overall, a flat 
print on the seasonally adjusted headline CPI (or +0.1% 
NSA) should take the year-on-year headline inflation 
rate to a 7-month low of 1.1%. Excluding volatile items, 
prices have been firmer recently and June will likely see 
an extension of that trend. Higher prices for items such as 
new homes and autos may have lifted the monthly core 
rate to 0.2% on a seasonally adjusted basis (or flat NSA), 
leaving the year-on-year core inflation rate unchanged 
at 1.8%. 

After an expected giveback in the prior month, retail 
sales may have picked up in May. Unit auto sales were 
up only marginally in the month but the sales tilted 
towards higher-priced imported vehicles. That may have 
raised overall revenues for dealerships and helped total 
retail sales to a 0.5% monthly gain. Ex-auto sales may 
have seen similar growth, with warmer than normal 

Other Canadian Releases:

Retail Sales—May

(Thursday, 8:30 am)

Forecast Implications—The Bank of Canada’s July 
interest rate decision (we expect a 25 bp increase) comes 
before the release of the CPI report, but June’s mild 
inflation rate won’t change the bias towards a tighter 
stance to monetary policy over the second half of the 
year. Inflation has remained low so far, but the output 
gap is now no longer wide enough to justify holding rates 
near zero. And with Ontario and BC adopting the HST in 
July, Canada’s year-on-year headline inflation rate should 
jump back above 2% in that month before peaking in 
the third quarter.

Market Impact—We are too close to consensus to cause 
any market reaction if our call is on the mark.

temperatures providing a lift to sales of seasonal items, 
although there should be a partial offset from lower 
gasoline receipts after the slump in pump prices. Still, a 
0.5% increase ex-autos is quite healthy and representative 
of the fact that consumers have been well supported by 
a strong labour market.

CPI m/m NSA	 0.1%	 -0.1%	 0.3%
CPI yr/yr	 1.1%	 1.0%	 1.4%
Ex 8 volatile items m/m NSA	 0.0%	 0.0%	 0.3%
Ex 8 volatile items yr/yr	 1.8%	 1.8%	 1.8%

-1
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4

Jun-07 Jun-08 Jun-09 Jun-10F

All Items Ex. 8 volatile & indirect taxes

Canadian CPI

y/y % chg.
BoC Target

Source: Statistics Canada, CIBC
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Week Ahead’s Key US Number:
Housing Starts—June

(Tuesday, 8:30 a.m.)

Meny Grauman (416) 956-6527

 CIBC	 Mkt	 Prior

Other US Releases:

Existing Homes Sales—June

(Thursday, 10:00 a.m.)

Although US housing starts are up nearly 25% since 
bottoming in April 2009, the pace of new residential 
construction is still more than 70% below where it was 
before the housing market crashed. Homebuilders remain 
exceedingly cautious as they continue to be undercut 
by a steady wave of distressed properties, and while 
inventories of new homes are the lowest that they have 
been since 1970, that is more reflective of a very weak 
sales environment, than a sign of lagging supply.

After two months of gains, starts dropped by 10% in 
May as the federal homebuyers’ tax credit expired. Some 
of that decline may be more of a timing issue as generous 
tax incentives shifted some future purchases into prior 
months. Nevertheless, the preponderance of evidence 

Congress may have just extended the closing deadline for 
the homebuyers’ tax credit by two months, but that will 
only give buyers who are already under contract more 
time to arrange their financing. It will not spur more 
resale activity since the signing deadline, which expired 
on April 30th, has not been changed. However, since 
existing home sales are counted only when a contract 

Housing Starts (SAAR)	 590K	 577K	 593K
Building Permits (SAAR)	 580K	 570K	 574K

suggests that new construction activity will remain quite 
depressed for some time in the absence of additional 
stimulus. 

Forecast Implications—With residential fixed 
investment only now accounting for roughly 2% of GDP, 
housing is unlikely to be as large as negative as it was for 
the economy earlier. Housing starts are higher than they 
were last year, but in the wake of May’s 10% plunge it 
appears that some of the year-to-date gains were driven 
by now expired tax incentives. 

Market Impact—Our forecast is too close to consensus 
to move markets.

to purchase a house closes, the drop off in June activity 
may still be rather mild as this series continues to pick up 
the rush of buyers who timed their purchases to coincide 
with the original June closing deadline. Despite the fact 
that pending home sales plunged by 30%, we expect 
sales to have dropped by only 5% in June, with a much 
larger drop-off expected in both July and August.

US Housing Starts, SAAR
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Equity Insights
Peter Buchanan and Meny Grauman

US Investors Price in a “Double Dip”?

With housing again in retreat and job creation and 
retail sales both showing weakness, warning flags are 
once more flying over the US economy. Six months ago 
investors were prematurely musing about a V-shaped 
recovery. But with sentiment indicators from the likes 
of the AAII now back to levels last seen during the 
recession, the pendulum may have swung too far in the 
other direction. That could create some room in the near 
term for the S&P 500 to build on the gains of the last two 
weeks. The economic recovery, however, is unlikely to 
be muscular enough to validate consensus expectations 
for a 35% rise in earnings rise this year and near-20% 
increase in 2011. That makes a sustained rally unlikely 
until expectations realign themselves with economic 
realities.

Shipping Cost Indices to Anchor any Economic Point 
of View

Because it reflects the demand for ships to move 
production precursors  like coal, steel, and iron ore, the 
Baltic Dry Index is considered a useful, forward-looking 
indicator for world trade and growth. The index’s collapse 
in 2008 accurately forewarned of the recent recession’s 
unusual severity. Given the Baltic index’s sensitivity to some 
categories like China’s iron ore imports, and to capacity 
as well as demand shifts, some observers recommend 
looking at several shipping indices rather than one, to best 
gauge the global economy’s temperature. It’s interesting 
to note that while the Baltic index has been giving off 
alarming signals, the Harpex Index, which measures 
container shipping costs, has actually been rising, albeit 
from historically low levels.

Inventory Restocking to Continue in Q3

The inventory adjustment cycle that has helped drive 
US real GDP growth may end with a fizzle than a sharp 
thud. True, regional manufacturing surveys have recently 
pointed to a deceleration in manufacturing output. 
However, even after steady gains in both Q1 and Q2, 
inventory levels are still well below historical levels, even 
adjusted for a more modest sales outlook. One area in 
particular where production is still playing catch up is 
the auto sector, which has seen two major automakers 
forego traditional summer retooling in July.
 

Contrarian Indicators: Retail Investor Sentiment

Inventories Still Have Room to Climb

Baltic Dry Index vs. Global Container Shipping 
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Currency Currents
Krishen Rangasamy

Inflation Has Been Lower Than BoC Estimates

US Dollar and the S&P 500

Gov’t Spending Propped Up UK Growth in Q1

The Bank of Canada’s Monetary Policy Report

This coming week’s MPR will detail the BoC’s growth 
projections, and we’re not anticipating major changes 
there, except perhaps in a more cautious tone on the 
external environment. Although Q1 growth topped 
its forecast, the BoC should be reluctant to narrow its 
estimate of the negative output gap given the lower than 
expected core inflation rate in Q2. That negative output 
gap could take longer to close than anticipated by the 
BoC if, as we expect, Canada sees a marked slowdown 
in the second half this year. That would warrant a pause 
in the tightening cycle late this year and early 2011, at 
which point the C$ could temporarily lose some ground 
against the US$.

Will the US$ Slip Further After Europe’s Stress 
Test?

A little over a year ago, bank stress test results were made 
public in the US. That helped lower risk-aversion, taking 
the US$ down in the process. A similar force has been 
pummeling the greenback recently, with the optimistic 
anticipation of stress test results for European banks (due 
this coming week) helping drive risk-taking worldwide. 
However, it’s unclear if the US$ will fold as quickly as it 
did last year. Economic fundamentals, particularly in the 
eurozone, suggest a less vigorous stock market rally from 
here compared to last year, which could potentially renew 
bouts of risk aversion. Necessary repairs to European 
bank balance sheets will entail further credit restraints 
on consumers and businesses, which together with fiscal 
austerity measures should weigh significantly on growth 
going forward.

What’s Behind Sterling’s Surge?

Looking at sterling’s recent run, austerity measures 
announced by Britain’s new coalition government seem 
to have convinced markets that the UK will escape a 
credit downgrade. With inflation remaining stubbornly 
above the BoE’s upper limit of 3%, speculation of 
forthcoming tighter monetary policy has also benefited 
the currency. The sustainability of sterling’s rally, however, 
is questionable given the UK’s exposure to a weak 
eurozone (which accounts for over half of British exports) 
and the diminished likelihood of BoE rate hikes given 
the likely contractionary effects of planned austerity 
measures. Note that it’s the government that’s been the 
main engine of growth lately.

Source: Bank of Canada, CIBC

Source: Bloomberg, CIBC

Source: UK Office of National Statistics, CIBC
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CANADIAN RELEASE AND EVENT DATES

TUESDAYMONDAY THURSDAY FRIDAYWEDNESDAY

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.

July/August 2010

12 14 15 1613
MERCHANDISE 

TRADE
8:30 AM	 $MN	 12 MO.
		  BALANCE
MAR	 -356	 -3,783
APR	 -330	 -3,569
MAY	 -503	 -2,699

LEADING INDICATOR
8:30 AM

WAGE SETTLEMENTS
10:00 AM (%)	
	 PVT.	 PUB.	 TOT.
MAR	 2.1	 0.2	 0.9
APR	 2.3	 1.8	 1.8
MAY	 2.4	 1.9	 2.3

SURVEY OF 
MANUFACTURING

8:30 AM           SHIPMENTS
	 M	   Y
MAR	 1.4	 10.0
APR	 0.4	 10.8
MAY	 0.4	 16.5

CAR & TRUCK SALES
8:30 AM         000’s (AR)
	 TOTAL	 DOM.BUILT CAR
		  SALE
MAR	 1,579	 406
APR	 1,514	 386
MAY	 1,518	 371

19 21 22 2320

26 28 29 3027

INT’L TRANSACTIONS
 IN SECURITIES  C$BN, NET

8:30 AM 
    BONDS	  MONEY 	STOCKS	 TOT
                MARKET
MAR	 0.9	 -1.9	 0.3	 -0.6
APR	 10.0	 -0.4	 2.8	 12.4
MAY

WHOLESALE TRADE
8:30 AM

CONSUMER 
PRICE  INDEX

7:00 AM	
	 M	(NSA)      Y
APR	 0.3	 1.8
MAY	 0.3	 1.4
JUN

RETAIL TRADE
8:30 AM  	       (Current$)
	 M	 Y
MAR	 2.2	 8.8
APR	 -2.0	 6.6
MAY

INDUSTRIAL PRICES
8:30 AM	 M	(NSA)      Y
APR	 0.4	 -0.3
MAY	 0.3	 1.4
JUN

GDP BY INDUSTRY
8:30 AM                   (2002$)
	 GDP	 IND.PROD.
	 M	 M
MAR	 0.6	 1.6
APR	 0.0	 -0.1
MAY

Bank of Canada 
Interest Rate Announcement Bank of Canada 

Monetary Policy Report

Bank of Canada
Business Outlook Survey

2 4 5 63

CIVIC HOLIDAY
(Markets Closed)

INTERNATIONAL 
RESERVES

8:15 AM	 $BN	 $BN
	 CHANGE	 LEVEL
MAY	 -0.816	 56.0
JUN	 -0.634	 55.4
JUL

BUILDING PERMITS ($)
8:30 AM 	 M	 M       
	   (RES)	(NON-RES)
APR	 -8.3	 34.0
MAY	 -5.3	 -18.3
JUN

IVEY PURCHASING
MANAGERS’ INDEX

10:00 AM

LABOUR
FORCE SURVEY

7:00 AM		  AVG
	 EMPLOY	UNEMP	 HRLY
	 (HOUSE)	 RATE	 EARN
	 M	 Y	 %	 Y
MAY	 0.1	 1.7	 8.1	 2.7
JUN	 0.5	 2.2	 7.9	 2.7
JUL

9 11 12 1310
MERCHANDISE 

TRADE
8:30 AM	 $MN	 12 MO.
		  BALANCE
APR	 -330	 -3,569
MAY	 -503	 -2,699
JUN

NEW HOUSING PRICE 
INDEX

8:30 AM

HOUSING STARTS
8:15 AM	 000’s (AR)                
	 TOTAL		 SINGLES
MAY	 195	 77
JUN	 189	 78
JUL

CAR & TRUCK SALES
8:30 AM         000’s (AR)
	 TOTAL	 DOM.BUILT CAR
		  SALE
APR	 1,514	 386
MAY	 1,518	 371
JUN
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U.S. RELEASE AND EVENT DATES

TUESDAYMONDAY THURSDAY FRIDAYWEDNESDAY

July/August 2010

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.

9 11 12 1310

2 4 5 63

26 28 29 3027

PRODUCER
PRICE INDEX

8:30 AM	 M (SA)	 Y (NSA)
APR	 -0.1	 5.5
MAY	 -0.3	 5.3
JUN	 -0.5	 2.8

	 NET CAPITAL
 INFLOWS TICS

9:00 AM

CAPACITY UTIL/IND. PROD.
9:15 AM	 LEV	 M	 Y
APR	 73.1	 0.3	 5.4
MAY	 74.1	 1.3	 7.9
JUN	 74.1	 2.3	 8.2

MICHIGAN SENTIMENT (P)
10:00 AM

TREASURY BUDGET
2:00 PM

GOODS & SERVICES 
BALANCE (BOP) $B

8:30 AM	 GDS	 SERV	 TOT
MAR	 -52.4	 12.3	 -40.0
APR	 -52.5	 12.2	 -40.3
MAY	 -54.5	 12.2	 -42.3

	 MONEY SUPPLY M-2
4:30 PM	 M	 Y
APR	 -0.3	 1.6
MAY	 1.0	 1.7
JUN	 0.4	 1.9

RETAIL SALES
8:30 AM	 M	 Y
APR	 0.3	 8.7
MAY	 -1.1	 6.9
JUN	 -0.5	 4.8

3-Yr NOTE AUCTION
10-Yr NOTE AUCTION 30-Yr BOND AUCTION

BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)

FOMC Minutes PHILADELPHIA FED INDEX
10:00 AM

3-, 10-, 30-Yr NOTE SETTLE.

CONSUMER 
PRICE INDEX

8:30 AM	 M (SA)	 Y (NSA)
APR	 -0.1	 2.2
MAY	 -0.2	 2.0
JUN	 -0.1	 1.1

19 21 22 2320

12 14 15 1613

HOUSING 
STARTS

8:30 AM	MIL (AR)	 M
APR	 0.659	 3.9
MAY	 0.593	 -10.0
JUN

BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)

BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)

EXISTING HOME SALES
10:00 AM

LEADING 
INDICATOR

10:00 AM

2, 5, 7-Yr NOTE ANNOUNCEMENT

S&P/CASE-SHILLER
HOUSE PRICE INDEX

9:00 AM

CONSUMER CONFIDENCE
10:00 AM

NEW HOME SALES
 10:00 AM

Beige Book

GDP
8:30 AM (AR)
 	 REAL	 IMPLICIT
	 GDP	 DEFLATOR
09:Q4(F)	 5.6	 0.5
10:Q1(F)	 3.0	 1.1
10:Q2(A)

DURABLE
GOODS ORDERS

8:30 AM	 M	 Y
APR	 3.0	 19.1
MAY	 -1.1	 14.9
JUN

MICHIGAN SENTIMENT (F)
10:00 AM

CHICAGO PMI
9:45 AM

2-Yr NOTE AUCTION 5-Yr NOTE AUCTION 7-Yr NOTE AUCTION

EMPLOYMENT COST INDEX
8:30 AM  WAGES &
 TOTAL SALARY BEN.
09:Q4 0.4 0.5 0.5
10:Q1 0.6 0.4 1.1
10:Q2

BUSINESS INVENTORIES
10:00 AM

ADP SURVEY
8:15 AM

ISM MFG SURVEY
10:00 AM	 COMP.	 PRICES 
	 INDEX	 INDEX

APR	 60.4	 78.0
MAY	 59.7	 77.5
JUN	 56.2	 57.0

FACTORY ORDERS
10:00 AM	 M	 Y
APR	 1.0	 17.7
MAY	 -1.4	 14.4
JUN

LIGHT VEHICLES
	 SALES MIL (AR)	 Y
MAY	 11.611	 17.9
JUN	 11.054	 14.3
JUL

BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)

PERS. INCOME 
& OUTLAYS

8:30 AM			   SAVING
	 INCOME	 CONS	 RATE
	 M	 M	 AR
APR	 0.5	 0.0	 3.8
MAY	 0.4	 0.2	 4.0
JUN

EMPLOY. SITUATION
8:30 AM
	 NON-	 CIV	 AVG
	 FARM	 UNEMP	 HRLY
	 PAYROLL	 RATE	 EARN
(000s)	 M	 %	 Y
MAY	 433	 9.7	 2.4
JUN	 -125	 9.5	 2.3
AUG

CONSUMER CREDIT
3:00PM

ISM NON-MFG SURVEY 
10:00 AM

30-Yr NOTE ANNOUNCEMENT

3, 10-Yr BOND ANNOUNCEMENT2, 5,7-Yr NOTE SETTLEMENT

MICHIGAN SENTIMENT (P)
10:00 AM

TREASURY BUDGET
2:00 PM

GOODS & SERVICES 
BALANCE (BOP) $B

8:30 AM	 GDS	 SERV	 TOT
APR	 -52.5	 12.2	 -40.3
MAY	 -54.5	 12.2	 -42.3
JUN

	 MONEY SUPPLY M-2
4:30 PM	 M	 Y
MAY	 1.0	 1.7
JUN	 0.4	 1.9
JUL

RETAIL SALES
8:30 AM	 M	 Y
MAY	 -1.1	 6.9
JUN	 -0.5	 4.8
JUL

CPI
Y (NSA)

MAY	 -0.2	 2.0
JUN	 -0.1	 1.1
JUL

BUSINESS INVENTORIES
10:00 AM

NON-FARM 
PRODUCTIVITY

8:30 AM    Q/Q (AR)	 Y/Y 
09:Q4 (R)	 6.3	 5.6
10:Q1 (R)	 2.8	 6.1
10:Q2 (P)

FOMC Meeting

BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)

3-Yr NOTE AUCTION 10-Yr NOTE AUCTION 30-Yr BOND AUCTION

Chairman Bernanke 
delivers semi-annual 

monetary policy report to 
Senate Banking Committee 

@ 10:00 AM
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