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Ontario and US Annual GDP Growth (1982-06)

Where Ontario’s Fate Lies
by Avery Shenfeld

The �nger pointing around what was in, or 
not in, the Ontario budget this past week 
was politics as usual. But the impression 
was left that the choices that were made 
were going to be of critical importance 
in determining the fate of the province�s 
economy, even to the point of whether or 
not recession is upon us. In fact, much of 
what happens to Ontario in 2008 will be 
ordained beyond its borders. And even the 
province�s own forecast for 1.1% growth 
for the year as a whole, similar to our own, 
could be generated by a very light recession 
in the �rst half, and a subsequent robust 
rebound.

Inevitably, Ontario�s near term performance 
will be dictated by just how deep the 2008 
US recession ends up being (Chart). The 
province escaped recession when the US 
saw a mild downturn in 2001, one that was 
too short lived to see even American output 
decline for the year as a whole. In contrast, 
deeper US recessions in the early 1980s 
and 1990s hit Ontario hard. In those cases, 
but not in 2001, US auto sales suffered a 
double digit downturn; at this point, they�re 
tracking an 8% decline year-to-date, so it�s 
going to be close.

The budget didn�t on the surface appear to 
have much in the way of stimulus to counter 
that drag. But there�s more here than meets 
the eye, due to the accounting treatment of 
capital spending. For the budget balance, it�s 
not actual capital spending that�s included, 
but depreciation of existing capital. The 
cash requirements for capital spending are 
much greater, and are rising from $3.6 bn 
last year to $4.9 bn in 2008/09. Moreover, 
the $1 bn in earlier-announced spending on 

local transit and transportation was booked 
into 2007/08, but clearly the actual projects 
will take place in the coming years. And 
Ontarians will also get a share of federal 
stimulus, including the GST cut.

Longer term, however, Ontario�s challenges 
won�t be easily solved by a corporate tax cut 
here or a stimulus package there. Oil at over 
$100 bn is more of a drag on Ontario than it 
is on the US. Consumers in both face higher 
pump prices, but American industry gets a 
offsetting depreciation of the greenback, 
while high crude and other resource prices 
bid up the C$, and bid up competing wage 
offers in western Canada, thereby making 
Ontario factories less competitive.

The hue and cry over whether Ontario 
becomes a have-not province misses 
another key point. It�s not that Ontario is 
collapsing, but it�s the happy consequence 
of other, resource endowed provinces �nally 
getting decent prices for their oil, gas, 
metals and grains. If global demand means 
that a resource-laden Canada is destined to 
become a richer, though more commodities-
oriented economy, as Canadians, we can all 
cheer that.  
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Ontario’s near 
term performance 
will be dictated 
by just how deep 
t h e  2 0 0 8  U S 
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Week Ahead�s Market Call
by Avery Shenfeld

In the US, Friday�s non-farm payrolls will catch the greatest attention, and are likely to 
show a third consecutive drop, if not yet the huge declines we typically see at some point in 
a recession. At this stage, shedding 50-100K jobs should hardly be a shocker given all the 
other signals of an economic downturn. A similar blasØ market reaction would be in store 
if the factory ISM drops further below 50, particularly given an ongoing auto parts sector 
strike.

In Canada, which do you want �rst, the good news or the bad news? The weekly calendar 
will put the good news �rst. Monday�s GDP report should show a healthy rebound from 
December�s malaise, though the jump in manufacturing looks to be but a one-month 
bounce. We won�t be thanking god its Friday, as that day�s employment news should be a 
lot weaker, although we�ve been so stunned by gains in the prior two months that we�ve 
learned to expect the unexpected in that report.
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Week Ahead�s Key Canadian Number:
Canadian Employment�March

(Friday, 7:00 a.m.)

Avery Shenfeld (416) 594-7356

 CIBC WM	 Mkt	 Prior

We were shocked, shocked to �nd so many new jobs 
in Canada in the last six months. The data have been 
almost inexplicable, since GDP growth was nearly non-
existent in Q4. At some point, with output nearly 
�at, the HR department is going to have to ask why 
all these new workers are necessary.

While January economic activity was much improved, 
overall Q1 GDP growth will be barely above zero given 
the steep output decline in December. There are so many 
anecdotal reports about an economic cold front blowing 
from the south that it�s hard to see these job gains 
holding up much longer. Manufacturing could show a 
further drop (in part related to a US auto parts strike). 
Construction jobs have been booming, but a slowing in 
building permits, and a �at three-month moving average 
trend for housing starts, are consistent with less hiring 

ahead. Financial service job opportunities could also be 
slowing.

Forecast Implications�Canadian employment growth 
has been running at an annualized 2 ‰% in the past six 
months. If it�s true that GDP is now going to be much closer 
to �at, we have to start seeing that outlook con�rmed in 
the jobs data.  Otherwise, those thinking that Canada is 
near recession will have to do some rethinking.

Market Impact�A sharp deceleration is needed to 
hold onto hopes for a 50 bp easing at the next Bank of 
Canada rate meeting, and the March data will be a step 
in that direction. Supportive for �xed income, negative 
for equities.  The C$�s would depreciate if both the US 
and Canadian jobs numbers are weak.

Canadians must have been singing happy new year, 
because January looked a whole lot better than 
December right across the board.  Real manufacturing 
shipments and real sale for wholesalers and retailers all 
posted healthy gains, and employment was up sharply. 
All that points to a 0.5% real GDP gain for the month, 
even if some sectors we haven�t heard from, like �nancial 

services, were soft. Still, that comes after a real GDP drop 
of 0.7% in December, so there�s still ground to make up 
for Q1 real GDP to even be modestly in the plus column. 
We�re a bit stronger than consensus, so the data could 
cheer the C$ and equities, while being negative for �xed 
income.

Employment change	 +5K	 15K	 43K
Unemployment rate	 5.9%	 5.8%	 5.8%

Other Canadian Releases:

Canadian January Real GDP

(Monday, 8:30 a.m.)

Canadian Employment
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Week Ahead�s Key US Number:
Non-Farm Payroll�March

(Friday, 8:30 a.m.)

Meny Grauman (416) 956-6527

 CIBC WM	 Mkt	 Prior

Other US Releases:

ISM Manufacturing Survey�March

(Tuesday, 8:30 a.m.)

February�s nonfarm payroll report provided a clear and 
reliable recessionary signal, which has subsequently been 
con�rmed by a number of other important economic 
indicators. After falling by 22K jobs in January, February 
witnessed an additional decline of 63K positions. This 
pushed the 3 month moving average down to -15K, 
and we believe that March�s �gures will only con�rm this 
downward trend. Recessions typically see job losses in 
the 200K range, but we have scaled our call back to -
75K due to the fact that the claims numbers, although 
elevated, are not quite where we would expect them to 
be considering our negative growth outlook. Despite the 
sour employment numbers, February�s unemployment 
rate actually improved as more people left the workforce. 
However, as can be expected, this dip is temporary and 
we should see the jobless rate move back up to 5.0% 
this time around.

Forecast Implications�The declines in the US payroll 
data are certainly consistent with a negative print for Q1 
real GDP growth. All of the past six US recessions have 
seen the 3-month moving average of payroll growth fall 
below zero, and that happened last month.
 
Market Impact�Like our forecast, consensus 
expectations for this report are consistent with a mild 
recession. Since investors are already pricing in this bad 
news, we do not expect this release to be particularly 
market moving. That being said, the risk is that March�s 
payroll decline is in the triple digits as in previous 
recessions. That result would certainly raise fears of an 
even deeper and more prolonged slowdown. 

Strong global demand for US exports is providing some 
much needed support for the ailing US manufacturing 
sector, but cannot fully counteract the negative effect 
of falling domestic demand. Although the regional Fed 
data is choppy, durable goods orders continue to drop in 

2008, even as inventory levels closed out 2007 in even 
leaner shape than expected. The ISM manufacturing 
survey typically crosses below the 45 point level in a 
recession and it should move closer to that level in March 
when we see it hitting 46.

Non-Farm Payrolls (chg)	 -75K	 -50K	 -63K
Unemployment Rate	 5.0%	 5.0%	 4.8%
Avg. Hourly Earnings (m/m)	 0.2%	 0.3%	 0.3%

US Payroll Employment
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Equity Insights
Avery Shenfeld and Meny Grauman

Pro�ts with a Passport
Considering the precarious position of the American 
economy, it is not surprising that pro�t growth for US 
companies is also slowing. But perhaps more insightful 
is what is driving this weakness. According to the latest 
numbers from the US national accounts, the current 
earnings crunch is a completely American made problem. 
Domestic earning were already dropping in the third 
quarter of 2007, even as foreign pro�ts were climbing by 
roughly 40% y/y. This divergence in performance is partly 
due to converting foreign pro�ts into a weaker US dollar, 
but it is also consistent with our view that global growth 
will be able to weather a US led economic slowdown. US 
�rms with signi�cant foreign income streams like most 
large caps will fare signi�cantly better than their less 
international and smaller peers.

Heavy Oil Makes Some Heavy Gains
Although oil prices are typically quoted in terms of the 
benchmark WTI grade, one of the common types of crude 
oil produced in Canada is that of Lloyd Blend. Since this 
crude oil is of a heavy grade, it requires more time and 
energy to re�ne it and has typically sold at a discount to 
WTI of roughly $10-20/bbl. Towards the end of last year 
that spread ballooned to between $30-40/bbl, denying  
some Canadian producers the full bene�t of climbing  
global energy prices. But the good news is that over the 
last few months this difference has narrowed to more 
normal levels, as prices for the Lloyd blend play catch up, 
especially over the last few days.

The TSX Is No Basket Case During US Recessions
Despite the old adage that Canada catches a cold when 
the US sneezes, the TSX does not necessarily under 
perform the S&P500 during US recessions. The most 
recent example of this was during the 2001 slowdown 
when the tech led American slowdown hit the New 
York markets much harder than it did Toronto. This time 
around the same dynamics appear to be at work, putting 
the TSX in a very good relative position. As is 2001, the 
problems facing the US economy are very much centered 
on domestic factors, namely the domestic housing 
market. Canada is more insulated from these real estate 
problems and can also rely on strong commodity markets 
in order to turn in better economic and stock market 
performances.

US Corporate Pro�ts At Home & Abroad

TSX and S&P500 in US Recessions

Heavy vs. Light Crude Oil Spread
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Currency Currents
Avery Shenfeld and Krishen Rangasamy

C$ Parting Ways With Euro
From 2002 until last year, it was the US dollar in one camp, 
and virtually all the other majors in the other camp. But 
the C$ has clearly broken out of that pattern in the last 
few months, with weakness in the greenback overseas 
no longer ensuring good days for the loonie against the 
US$. The �ve-year depreciation of the US$ since 2002 
was about an overdue adjustment to America�s trade and 
current account imbalance. But of late, dollar weakness 
has been cyclical rather than structural, rooted in fears 
of a near-term recession. Such fears play negatively for 
the C$, with Canada�s economy seen as too tied to its 
neighbour to chart its own course to the extent that 
might be possible for the eurozone. Look for the C$ to 
therefore remain relatively stagnant in the next couple of 
months, even with the magnetic pull of rising oil prices.

Carry Trade Currencies Bene�t From Market Jitters
What do Japan and Switzerland have in common? In 
addition to producing quality watches, both countries can 
also boast about their currencies in times of global �nancial 
turmoil. In good times, arbitrageurs take advantage of 
low interest rates in Japan and Switzerland, borrowing 
in yen or Swiss franc and investing in countries with high 
yielding assets (like Australia). However such carry trade 
activity is deemed riskier during times of uncertainty and 
hence their volumes are diminished to the bene�t of carry 
trade currencies. Since the outbreak of the credit crunch 
last August, both currencies have posted spectacular 
gains against the greenback as speculators reversed their 
short positions.

China Takes a Different Approach on In�ation
With in�ation (led by food price hikes) running riot in 
China, the People�s Bank of China has been using several 
tools in an attempt at restricting liquidity. Last year, the 
PBC strengthened the issuance of central bank bills, 
conducted repos on a regular basis, raised its benchmark 
interest rates six times and hiked the reserve requirement 
on ten occasions. After two additional hikes in 2008, 
the reserve ratio now stands at a staggering 15.5%. 
However, all those measures haven�t prevented the 
Chinese annual in�ation rate from reaching almost 9% 
in February. This year, the PBC looks to have switched 
gears by allowing the yuan to appreciate at a faster pace 
against the US dollar, which should restrain prices with 
the help of cheaper imports.
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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.  Dates are subject to change.  Sources for historical 
data: Statistics Canada, CMHC, Human Resources Development Canada and the Bank of Canada.
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24 26 27 2825
RETAIL TRADE

8:30 AM          (Current$)
 M Y
NOV 1.1 6.8
DEC 0.8 5.6
JAN 1.5 7.5

31 2 3 41

Ontario Budget

GDP BY INDUSTRY
8:30 AM                   (2002$)
 GDP IND.PROD.
 M M
NOV 0.1 -0.4
DEC -0.7 -2.4
JAN

IVEY PURCHASING
MANAGERS’ INDEX

10:00 AM

INTERNATIONAL 
RESERVES

8:15 AM $BN $BN
 CHANGE LEVEL
JAN 1.180 42.3
FEB 1.352 43.6
MAR

LABOUR
 FORCE SURVEY

7:00 AM  AVG
 EMPLOY UNEMP HRLY
 (HOUSE) RATE EARN
 M Y % Y
JAN 0.3 2.0 5.8 4.9
FEB 0.3 2.2 5.8 4.7
MAR

NEW HOUSING PRICE 
INDEX

8:30 AM

MERCHANDISE TRADE
8:30 AM $MN 12 MO.
  BALANCE
DEC 2,292 49,635
JAN 3,260 47,879
FEB

HOUSING STARTS
8:15 AM 000’s (AR)                
 TOTAL  SINGLES
JAN 223 82
FEB 257 83
MAR

BUILDING PERMITS ($)
8:30 AM  M M       
   (RES) (NON-RES)
DEC 0.5 -1.0
JAN -13.9 16.4
FEB

14 16 17 1815

SURVEY OF 
MANUFACTURING

8:30 AM           SHIPMENTS
 M   Y
DEC -3.7 -6.3
JAN 1.3 -3.6
FEB

CAR & TRUCK SALES
8:30 AM         000’s (AR)
 TOTAL DOM.BUILT CAR
  SALES
DEC 1,699 522
JAN 1,839 637
FEB

CONSUMER 
 PRICE  INDEX

7:00 AM 
 M (NSA)      Y
JAN -0.2 2.2
FEB 0.4 1.8
MAR

WHOLESALE TRADE
8:30 AM

LEADING INDICATOR
8:30 AM

Bank of Canada
Business Outlook Survey

WAGE SETTLEMENTS
10:00 AM (%) 
 PVT. PUB. TOT.
DEC 4.1 3.2 3.4
JAN 4.5 2.9 3.3
FEB

21 23 24 2522

Bank of Canada 
Interest Rate Announcement

Bank of Canada 
Monetary Policy Report 

Update

RETAIL TRADE
8:30 AM          (Current$)
 M Y
DEC 0.8 5.6
JAN 1.5 7.5
FEB

International Securities 
Transactions

8:30 AM
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U.S. RELEASE AND EVENT DATES

TUESDAYMONDAY THURSDAY FRIDAYWEDNESDAY

March/April 2008

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.  Dates are subject to change.  Sources for historical 
data: U.S. Department of Commerce, U.S. Department of Labor and U.S. Federal Reserve Board.

21 23 24 2522

14 16 17 1815

7 9 10 118

CHICAGO PMI
9:45 AM

CONSUMER CONFIDENCE
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31 2 3 41
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BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)

MICHIGAN SENTIMENT (F)
10:00 AM

DURABLE  
GOODS ORDERS

8:30 AM M Y
DEC 4.4 2.9
JAN -4.7 4.5
FEB -1.7 2.2

EXISTING HOME SALES
 10:00 AM

S&P/CASE-SHILLER
HOUSE PRICE INDEX

9:00 AM

2-, 5-Yr NOTE ANNOUNCEMENT

NEW HOME SALES
 10:00 AM

2-Yr NOTE AUCTION 5-Yr NOTE AUCTION

GDP
8:30 AM (AR)
  REAL IMPLICIT
 GDP DEFLATOR
07:Q3(F) 4.9 1.0
07:Q4(F) 0.6 2.4

PERS. INCOME 
& OUTLAYS

8:30 AM   SAVING
 INCOME CONS RATE
 M M AR
DEC 0.4 0.2 0.0
JAN 0.3 0.4 -0.1
FEB 0.5 0.1 0.3

ISM MFG SURVEY

10:00 AM COMP. PRICES
 INDEX INDEX

JAN 50.7 76.0
FEB 48.3 75.5
MAR

FACTORY ORDERS
10:00 AM M Y
DEC 2.0 5.8
JAN -2.5 7.7
FEB

ISM NON-MFG SURVEY 

10:00 AM

ADP SURVEY
8:15 AM

DOMESTIC AUTO SALES

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

EMP. SITUATION
8:30 AM
 NON- CIV AVG
 FARM UNEMP HRLY
 PAYROLL RATE EARN
(000s) M % Y
JAN -22 4.9 3.7
FEB -63 4.8 3.7
MAR

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

CONSUMER CREDIT
3:00PM

GOODS & SERVICES 
BALANCE (BOP) $B

8:30 AM GDS SERV TOT
DEC -68.0 10.1 -57.9
JAN -68.7 10.5 -58.2
FEB

TREASURY BUDGET
2:00 PM

MICHIGAN SENTIMENT (P)
10:00 AM

 MONEY SUPPLY M-2
4:30 PM M Y
JAN 0.7 5.8
FEB 1.4 6.9
MAR

FOMC Minutes

Chair. Bernanke testiý es 
before Joint Economic 

Committee @ 9:30 AM ET

PHILADELPHIA FED INDEX
10:00 PM

LEADING INDICATOR
10:00 AM

HOUSING
STARTS

8:30 AM MIL (AR) M
JAN 1.071 7.1
FEB 1.065 -0.6
MAR

PRODUCER 
PRICE INDEX

8:30 AM M (SA) Y (NSA)
JAN 1.0 7.4
FEB 0.3 6.4
MAR

CAPACITY UTIL/IND. PROD.
9:15 AM LEV M Y
JAN 81.5 0.1 2.3
FEB 80.9 -0.5 1.1
MAR

 NET CAPITAL INFLOWS TICS
9:00 AM

BUSINESS INVENTORIES
10:00 AM

RETAIL SALES
8:30 AM M Y
JAN 0.4 4.0
FEB -0.6 2.6
MAR

CONSUMER PRICE INDEX
8:30 AM M (SA) Y (NSA)
JAN 0.4 4.3
FEB 0.0 4.0
MAR

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

Beige Book

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

2-, 5-Yr NOTE SETTLEMENT

2-, 5-Yr NOTE ANNOUNCEMENT 2-Yr NOTE AUCTION 5-Yr NOTE AUCTION MICHIGAN SENTIMENT (F)
10:00 AM

DURABLE  
GOODS ORDERS

8:30 AM M Y
JAN -4.7 4.5
FEB -1.7 2.2
MAR

EXISTING HOME SALES
 10:00 AM

NEW HOME SALES
 10:00 AM
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