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“The steps this
week say nothing
about when the
Fed will raise the
funds target.”

Can Investors Read?
by Avery Shenfeld

Judging by the market's reaction to the
US Fed's move to raise the discount rate,
we wonder whether it's worth putting our
thoughts into print. Because on some days
at least, market participants can't read.
Thursday was such a day, as markets reacted
to a Fed hike in the discount rate that had
been well telegraphed, and carefully laid out
as a minor technical move.

In a speech released on February 10,
Bernanke advised that “before long we
expect to consider a modest increase in the
spread between the discount rate and the
target federal funds rate,” adding that such
a move would not raise interest rates for
private sector borrowers, and that it “should
NOT be interpreted as signalling ANY
change in the outlook for monetary policy
(emphasis added)” He then referenced the
policy description from the January FOMC,
at which time the Fed was pledging to
keep rates extremely low for an “extended
period.”

To underscore that point, the Fed tried to
give market the time to digest the news
by announcing the hike in the discount
rate after regular trading hours. It used
the accompanying statement to reiterate
that this didn't represent a tightening in
monetary policy today, or a signal about a
future tightening to come.

Yet despite all that, even after a rare monthly
decline in core CPl prices released the
following morning, short term yields were
still higher, and the US$ stronger, than just
prior to the announcement.

Why raise the discount rate? Simply to restore
the discount window to its typical status as
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penalty-rate credit for banks unable to tap
the regular interbank overnight fed funds
market. Indeed, we could see a second
move in the coming months, as historically
the discount rate traded at 100 bps over
the funds rate. The penalty for using the
discount window is deliberate, and it is
therefore intended to be used only rarely.
Indeed, even without the typical penalty in
place, “primary credit” from the Fed now
accounts for only $14 bn of the $2.3 trillion
in Fed assets (which create currency and
reserves for the banking system).

The spread was compressed during the
financial crises as a part of a portfolio of
measures, including the Term Auction
Facility (TAF), to ease a liquidity crisis that
had pushed short term bank funding costs
well above the Fed's overnight target. It was
equally unusual for the Fed to provide term
credit at rates nearly on top of the funds rate,
so this week’s announcement also raised the
TAF spread to something closer to the typical
term structure difference between overnight
and three-month funds.

So what did this past week’s moves tell us?
Nothing more than what the naked eye can
already see in the now nearly-normalized
spread between month treasuries and
eurodollars. Banks need much less help
from the Fed in terms of short term funding,
because prevailing market rates are in line
with the fed funds target, the true measure
of Fed policy. The steps this week say nothing
about when the Fed will raise the funds
target. Don't take it from me, you can read
it in the Fed's statement. Looking at today’s
CPI figures, and a still chasmal output gap,
the “extended” waiting game for that move
should take us into 2011.
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Week Ahead’s Market Call
by Avery Shenfeld

In the US, it will be a busy week of mostly secondary indicators of economic performance,
featuring what should be a healthy gain in durable goods orders. All signs still point to a
robust recovery in the goods sector, although one significantly enhanced by the temporary
lift of an inventory swing. We don’t anticipate a significant overall revision to Q4 GDP. Keep
an eye on house prices, where we have doubts that the recent upward trend in the Case-
Shilller index can stay intact in the face of continued heavy foreclosure rates.

In Canada, the only data release covers the current account, set to remain in deficit in Q4,
but at least one that is seeing some signs of improvement on the back of firming commodity
prices. It will be a long wait for the return of current account surpluses, however, given the
trade drag of a strong C$.
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Week Ahead’s Key Canadian Number:
Current Account Balance—Q4
(Friday, 8:30 a.m.)

Peter Buchanan (416) 594-7354
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Current Account Balance -$9.98B NA -$13.1B

Current account balance
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Source: Statistics Canada, CIBC

Aided by the export benefits of resumed growth in some
of Canada’s major trading partners, the current deficit
likely fell to $9.9 bn in Q4 ($39.6 bn at annualized
rates). That gap is sizeable, but down from the preceding
quarter’s record $13.1 billion high. The widening goods
gap has accounted for well over 90% of the erosion in the
current account balance since late 2005. Contributing to
the first improvement in the current account position in
nearly two years, the latest trade data indicate a roughly
$4 billion positive swing in the goods position from the
third quarter to the fourth.

Offsetting some of that improvement, the investment
deficit likely re-widened by about $800 million, reversing
about half of Q3's unexpectedly large reduction.
Weighing there, stronger commodity prices and volumes
likely helped to lift resource sector earnings and dividend
outflows. Translation effects due to the loonie’s roughly

4% rise should also adversely impact the other side of
the income ledger, reducing the value in C$ terms of
profits earned abroad by sectors like insurance. A 5%
rise in outbound visits during the quarter meanwhile
suggests that more Canadians are availing themselves
of the loonie’s recent strength to journey abroad. That
points to a larger travel deficit.

Forecast—The turn in the merchandise trade and current
account balance suggest Canada’s economy is benefiting
for the time being from firmer growth overseas and in the
US due to the stimulus package and reduced inventory
liquidation.

Market impact—While the smaller current account
gap isn't a total surprise given the trade data, signs of
light at the end of a long, dark tunnel could be modestly
supportive for the C$.
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Week Ahead’s Key US Number:
Durable Goods Order—January
(Thursday, 8:30 a.m.)

Meny Grauman (416) 956-6527
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Durable Goods Orders 20% 1.4% 03%
Ex. Transportation 1.5% 1.1% 0.9%
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Durable goods orders resumed their steady climb out of
a recessionary trough in December, after two months of
modest declines. Excluding transportation the result was
even better, helped along by strong gains in machinery
and metals. Although this series is quite volatile, we
expect that positive momentum accelerated in January,
as two months of double digit declines in aircraft orders.
But even stripping away transportation, an increase in the
new orders component of January’s ISM manufacturing
index, along with strong growth in industrial production
to start out the year, are supportive of broader based
gains. Meanwhile, orders for nondefense capital goods
excluding aircraft could ease up a little after two good
months, but remain firmly positive suggesting that
capital spending will remain a positive contributor to Q1
real GDP growth.

Forecast Implications—After taking it on the chin
during the recession, US investment in capital equipment
is starting to come back again, rising by an annualized
13% in Q4. That pace is unlikely to be matched in Q1,
but should still show healthy gains. Although private
credit markets are still tight, many medium and large
firms are having no problem raising funds on the public
markets. After many quarters of underinvestment, many
larger firms are in a position to spend again.

Market Impact—Our stronger than expected call for
durable goods orders should weigh on Treasuries and
give a lift to equities and the US dollar.

Other US Releases:

Existing Home Sales—January
(Wednesday, 8:30 a.m.)

Up until December’s record 17% slide, US existing
home sales had been on a steady upward trend since
bottoming in early 2008. Yet despite closing out the year
on a weak note, we expect further gains in 2010 as a
flood of distressed sellers continues to weigh down prices
and support a steady flow of bargain hunters picking up
homes on the cheap. In fact the drop in activity to close

out 2009 was more a function of uncertainty surrounding
the government’s home buyer tax credit than a sign of
a more fundamental turn in the market. That generous
tax break had originally been set to expire at the end of
November, driving a flood of activity forward into the fall
before Congress decided to expand and extended the
program to cover sales contracts signed by April 30™.
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Equity Insights

Peter Buchanan and Meny Grauman

Utilities, Telecoms and Transport Firms
Set Pace in Dividend Hikes

Firms have a strong aversion to cutting dividends. Not so
surprisingly, the number of firms announcing increases
continues to outstrip those wielding the ax by an ever-
growing margin as the earnings recession fades into
history. In the last four months, nearly 20% of all TSX
Composite members with an active dividend history have
raised their payouts. Just 3% have made cuts. At the top
end of scale, over half of all utilities firms, beneficiaries
of firming industrial production and still low yields, have
announced dividend increases. The next two highest
segments percentage-wise have been telecommunication
and transportation service providers.

The IMF: Actually Gold’s Best Friend?

While hardly “new” information, the IMF'sannouncement
late Wednesday that it will soon auction the remain half of
the 400 tonnes of gold earmarked for sale in September
put a damper on rekindled gold enthusiasm. If the history
is a guide, the greater risk may not be the IMF sale—equal
to about 0.7% of central bank holdings—but interest
rates. The Fed effectively killed gold’s great rally in the
early 1980s. With inflation low and fiscal tightening
looming, there’s little pressure for monetary authorities
to hit the brakes so hard this time, however. That's all
the likelier if central banks act on the advice of some top
IMF officials this week that they should consider a higher
target for inflation, say 4%, based on lessons from the
crisis.

Retail Investors Tiptoeing Into Equities

The latest data from the from the Investment Funds
Institute of Canada (IFIC) shows that retail investors
continue to cash out of money market mutual funds
as they have done since April, but are only cautiously
getting back into pure equity plays. This past January net
equity fund sales were positive for the first time since
May 2009, but nevertheless were quite weak at $29.7
mn. Compare that with $2.3 bn moving into balanced
funds and $800 mn in fixed income. Despite positive
inflows, total equity fund outstandings fell slightly in the
month as stock markets lost ground.

Where TSX Dividends Are Rising
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Currency Currents
Meny Grauman and Peter Buchanan

Will Japan Hold the Treasuries Bag?
Japan reclaimed its old spot as the world’s top holder
of US Treasuries in December. Just over $11 bn of

Foreign Holdings of US
Reclaims Top Spot

Treasuries: Japan

buying by Japanese interests and a $34 billion cut by 850 -

the People’s Republic lifted Japans’ holdings above its goo{ ¥B"

western neighbor for the first time in 16 months. While ;(5)8 : N
Japan may have temporarily stepped into the payments 650 A

financing breech vacated by China, its willingness 600 -

to remain the world’s top Treasury buyer for long 550-/

remains uncertain. That could create risks for the dollar, 500 4

particularly if Europe manages to temporarily patch over jgg i R

its fiscal woes, reducing haven related dollar purchases.
Arguing for reserve diversification, the share of Japan’s
exports going to the US is half what it was twenty years
ago. Ongoing US fiscal woes could also erode Japanese
institutions’ recent appetite for Treasuries.

Brazil’'s Real: A Winning Samba Combination?
Brazil’s real has had a somewhat bumpy ride in the last
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Brazil Inflation

1501 e 97 y/y % chg Hot economy threatens
24 months, recuperating in 2009 from late 2008 punitive 8 - to tip inflation materially
sell-off. While October’s “hot tax” on stocks and fixed 7 above Bank's target
income assets stalled the currency’s climb, several factors 6
could put the real back on an ascending track in coming 5 _/—L _
months. Recent production numbers and January’s record- 47
setting 184K job gain reinforce expectations that growth g
Wi.|| top 5% this year. Thg Central Bank of Brazil's latest 1 { Source: IBGE, Central Bank of Brazil
minutes suggest rates will likely start to rise as early as o

next month, as attention shifts from supporting growth
to capping near-5% annual inflation. Brazil's earlier
stimulus package totaled 1% of GDP and the budget
deficit is just 3%, so pending fiscal restraint will restrain
monetary policy much less than in most industrialized
economies.
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No Clear Winner on Debt Score

Birds of a Feather 1001 Gross Debt-to-GDP, %

The British pound dropped to a nine-month low versus

the greenback on Thursday after a report showed 80 1

that UK posted a $6.7bn budgetary deficit in January,

a month when strong tax inflows typically ensures a 60 1

healthy surplus. The UK fiscal picture is clearly troubling,

but according to some measures it is even worse across 401

the pond, and therefore should not be a significant 20 -

driver of relative currency moves in the short run. The

UK's projected 2011 deficit-to-GDP ratio is slightly higher R
than the US’s. However, if we compare both countries 1992 1995 1998 2001 2004 2007 2010
overall debt loads, the US Wlll remain in worse position UK uUs - - - \Euro Area
throughout our forecast horizon.
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MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY
15 16 17 CONSUMER 18 19
PRICE INDEX
SURVEY OF WHOLESALE TRADE 7:00 AM 8:30 AIVIIQETA“E(;I—LT—Q?E@
MANUFACTURING 8:30 AM M(NSA) Y ' M v
FAMILY DAY 8:30 AM SHIPMENTS NO(\:/ 8.2 1.;) ocT 1.0 1.2
M Y DE -0. 1. : '
(Markets Closed) ocT 15 16.9 IAN 03 15 gg(\:/ 8?51 é.g
NOV 0.1 -10.5 ' '
DEC 16 01 INT’L TRANSACTIONS
WAGE SETTLEMENTS IN SECURITIES C$BN, NET LEADING INDICATOR
10:00 AM (%) 8:30 AM 8:30 AM
PVT. PUB. TOT. BONDS MONEY STOCKS TOT
oCcT 2.0 22 2.2 MARKET
NOV 1.3 2.4 2.0 OCT 6.2 -16 1.3 59
DEC 1.6 2.3 1.8 NOV 12.9 -1.9 -0.4 10.6
DEC 9.5 0.5 1.2 11.2
22 23 24 25 BALANCEOF 26
INT’L PAYMENTS
QUARTERLY 8:30 AM  CURR. ACCT. BAL.
FINANCIAL STATISTICS $BN(QR) $BN(AR)
8:30 AM 09:Q2 -11.9 -47.8
09:Q3 -13.1 -52.5
09:Q4
NATIONAL 1 2 3 4 5
ACCOUNTS INTERNATIONAL BUILDING PERMITS ($)
8:30 AM  REAL PRICE RESERVES 8:30 AM M M
GDP  DEFLATOR 8:15 AM $BN $BN (RES) (NON-RES)
%ch AR %ch AR CHANGE LEVEL NOV 11.6 -22.1
09:Q2 -3.1 0.7 DEC -2.063 54.4 DEC -0.1 6.8
09:Q3 0.4 3.1 JAN 2.620 57.0 JAN
09:Q4 Bank of Canada FEB
INDUSTRIAL PRICES Interest Rate Announcement
8:30 AM M(NSA) Y IVEY PURCHASING
NOV 0.9 -2.9 MANAGERS’ INDEX
DEC -0.1 -0.8 10:00 AM
JAN
GDP BY INDUSTRY British Columbia Canadian
8:30 AM (2002%) Provincial Budget Federal Budget
GDP  IND.PROD.
M M
oCT 0.3 0.5
NOV 0.4 0.5
DEC
8 9 10 MErcHANDISE 11 LABOUR 12
TRADE FORCE SURVEY
HOUSING STARTS 8:30 AM $MN 12 MO. 7:00 AM AVG
8:15 AM 000’s (AR) BALANCE EMPLOY UNEMP HRLY
TOTAL  SINGLES NOV -201 -5,265 (HOUSE) RATE EARN
NOV 168 75 DEC -246 -4,790 M Y % Y
DEC 178 79 JAN DEC -0.2 -1.1 84 2.2
JAN JAN 0.3 -0.1 83 0.0
NEW HOUSING PRICE FEB
INDEX
8:30 AM
CAPACITY UTILIZATION
8:30 AM LEVEL (%)
TOTAL MANUF.
09:Q2 67.7 64.7
09:Q3 67.5 65.6
09:Q4
15 16 17 18 CONSUMER 19
8_30%*4'? & T%L(’)g!: (SP';'-)ES MA:\SIBEXEIU%FI NG WHOLESALE TRADE INT'L TRANSACTIONS 7:00 am CEINDEX
TOTAL DOM.BUIL;A%FS{ 8:30 AM SHIPMENTS 8:30 AM s:yg iIEICURITIES C$BN, NET - -ol\g(NSA) 1\3{
M Y : :
NOV 1,505 431 | nov 0.1 -10.5 BN ey OCKS TOT | JAN 0.3 1.9
DEC 1,544 453 | DEC 1.6 -0.1 NOV 12.9 .19 -0.4 106 | FE°
JAN IAN DEC 95 05 1.2 11.2 RETAIL TRADE
WAGE SETTLEMENTS JAN 8:30 AM (Currents)
10:00 AM (%) LABOUR PRODUCTIVITY NOV 0'\; 1 g
PVT. PUB. TOT. 8:30 AM . :
NOV 1.3 2.4 2.0 DEC 0.4 6.7
DEC 1.6 23 1.8 JAN
JAN

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.
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U.S. RELEASE AND EVENT DATES
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MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY
15 16 Housing 17 probucE 18 CONSUMER 19
STARTS PRICE INDEX PRICE INDEX
8:30 AM MIL (AR) M | 8:30AM M (SA) Y (NSA) 8:30 AM M (SA) Y (NSA)
NOV 0.579 10.5 | nov 1.5 2.4 NOV 05 16
DEC 0.575 -0.7 DEC 0.4 4.4 DEC 0.2 57
NET CAPITAL INFLOWS TICS | AN 0.591 28 | AN 1.4 4.6 AN o5 26
PRESIDENT’S DAY 9:00 AM CAPACITY UTIL/IND. PROD. |  PHILADELPHIA FED INDEX : :
(HOLIDAY) 9:15 AM LEV M Y 10:00 AM
(Markets Closed) NOV 71.3 0.6 -5.1 LEADING INDICATOR
DEC 71.9 0.7 -2.2 10:00 AM
JAN 72,6 0.9 1.0
3, 10, 30-Yr NOTE SETTLEMENT FOMC Minutes 2,5, 7-Yr NOTE ANNOUNCEMENT
BOT (9:00) REDBOOK (10:40) | INITIAL JOBLESS CLAIMS (8:30)
22 23 24 25 GDP 26
DURABLE 8:30 AM (AR)
S&P/CASE-SHILLER GOODS ORDERS REAL  IMPLICIT
HOUSE PRICE INDEX 8:30 AM M Y GDP DEFLATOR
9:00 AM NOv -0.4 7.0 09:Q3(F) 2.2 0.4
NEW HOME SALES DEC 1.0 -2.5 09:Q4(A) 5.7 0.6
CONSUMER CONFIDENCE . IAN :
10:00 AM 10:00 AM 09:Q4(P)
CHICAGO PMI
9:45 AM
MICHIGAN SENTIMENT (F)
2-Yr NOTE AUCTION 5-Yr NOTE AUCTION 7-Yr NOTE AUCTION 10:00 AM
EXISTING HOME SALES
10:00 AM
BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)
PERS. INCOME 1 2 3 NON-FARM 4
& OUTLAYS PRODUCTIVITY EMPLOY. SITUATION
8:30 AM SAVING 8:30 AM  Q/Q (AR) /Y 8:30 AM
INCOME CONS  RATE ADP SURVEY 09:03 (R) v ia NON- CIV  AVG
M M AR 8:15 AM 09:Q4 (P) 6.2 5.1 FARM UNEMP  HRLY
NOV 0.5 0.7 4.5 09:Q4 (R) PAYROLL ~ RATE EARN
DEC 0.4 0.2 4.8 (000s) M % Y
JAN LIGHT VEHICLES 1SM NON-MFG SURVEY 10 ooF:ﬁTORY SRDERS v DEC -150  10.0 2.4
. : JAN  -20 9.7 2.5
1SM MFG SURVEY SALES MIL (AR) Y 10:00 AM NOV 1.0 2.0 | e
10:00 AM COMP.  PRICES DEC 11.201 8.7 DEC 1.0 3.6
INDEX  INDEX JAN 10.757  12.2 JAN
DEC 54.9 61.5 FEB i 10-Yr NOTE ANNOUNCEMENT
JAN 58.4 70.0 Beige Book 3, 10-¥r NO OUNC CONSUMER CREDIT
FeB 30-Yr BOND ANNOUNCEMENT 3:00PM
2,5, 7-Yr NOTE SETTLEMENT BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)
8 9 10 11 12
GOODS & SERVICES RETAIL SALES
BALANCE (BOP) $B 8:30 AM M Y
8:30 AM GDS SERV ~ TOT DEC -0.1 5.5
NOV  -48.4 12.0 -36.4 JAN 0.5 4.7
DEC  -51.8 11.7 -40.2 FEB
JAN
3-Yr NOTE AUCTION 10-Yr NOTE AUCTION 30-Yr BOND AUCTION MICHIGAN SENTIMENT (P)
MONEY SUPPLY M-2 10:00 AM
4:30 PM M Y
TREASURY BUDGET
2:00 PM DEC 0.2 3.45 BUSINESS INVENTORIES
: JAN -0.7 1.9 10:00 AM
FEB
BOT (9:00) REDBOOK (10:40) INITIAL JOBLESS CLAIMS (8:30)
15 16 17 CONSUMER 18 19
HOUSING PRODUCE PRICE INDEX
NET CAPITAL INFLOWS TICS STARTS PRICE INDEX 8:30 AM M (SA) Y (NSA)
9:00 AM 8:30 AM MIL (AR) M | 8:30AM M(SA) Y (NSA) DEC 0.2 2.7
DEC 0.575 0.7 | DEC 0.4 4.4 JAN 0.2 2.6
CAPACITY UTIL/IND. PROD. JAN 0.591 2.8 | JAN 1.4 4.6 FEB
9:15 AM LEV M Y FEB FEB CURRENT ACCOUNT BAL.
DEC 719 0.7 -2.2 8:30 AM
JAN 72,6 0.9 1.0 o
FEB FOMC Rate Decision PHILADELPHIA FED INDEX

10-, 30-Yr NOTE SETTLEMENT

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

10:00 AM

LEADING INDICATOR
10:00 AM

2,5, 7-Yr NOTE ANNOUNCEMENT

INITIAL JOBLESS CLAIMS (8:30)

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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