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The pain threshold

by Avery Shenfeld avery.shenfeld@cibc.com

When central banks raise rates, there's bound to be trouble.
But when inflation is elevated, as it has been, you could say that
the central bankers are out looking for trouble, as that's what

it takes to slow the economy and cool those price pressures.

So as the Federal Reserve's policy committee sits down next
week, the key question for them isn't just whether issues in the
banking system represent a potential hit to economic growth,
which they surely do, but whether that hit is in fact greater than
what they're looking to achieve to get back to a 2% inflation
world.

Remember that barely more than a week ago, the message from
the Fed leadership was that they weren't seeing enough of a
growth and employment deceleration, and were therefore set
to ramp up the pace of tightening and aim at a higher peak for
interest rates. We were skeptics on that front, arguing that the
resiliency of the economy to date was driven by factors that
were fading, and that the lagged impacts of prior hikes were set
to kick in (See “The Rise and Upcoming Fall of US Resilience”
CIBC Economics, March 6).

While regional banks weren't our focus, the spark for recent

events was the impact of rate hikes and falling bond values on
one of them. Other issues from higher rates will become more
visible over time, not just in the US, but in the global economy.

The Fed's balance sheet shows a significant jump in its lending
to banks, giving them the liquidity they need to cover deposit
outflows without selling assets at a discount or calling in loans.
Some of that cash is in turn ending up on deposit at money
center banks rather than leaving the banking system, but some
may be ending up in money market funds or t-bills. So it's clear
that wherever the FOMC members thought they had to take the
funds rate to have a given impact on lending rates and volumes
in the economy, they'll now be thinking of something less
aggressive.
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Markets are now assuming that the Fed will carry through on
a quarter point hike either next week, or soon thereafter. Our
forecast prior to all this turmoil was for a quarter point hike
in each of March and May, and it's still our base case. There's
a risk that if financial markets are in turmoil on the day the
Fed meets, they would decide to push that hike off until May
in order to avoid throwing fuel on the fire. But they would be
in the awkward position of keeping rates on hold, while likely
still giving a “dot” forecast that shows that rate hikes are still
coming.

Where we really diverge from financial market pricing is on
what comes after a rate hike or two this spring. The curve
assumes a quick reversal with the Fed going on an easing spree
this fall.

That's certainly possible, but we doubt that the central bank

will come to such a conclusion that quickly. Remember the
starting point: inflation is still too high, American labor markets
are too tight, and the central bank wants to see the jobless rate
head higher before it would think about providing economic
relief. The “dot” forecast will likely include at least one more
quarter point hike ahead and then a pause, since if the Fed really
thought it would have to ease quickly, it wouldn't be hiking in
March.

Perhaps what investors are doing isn't really pricing in strong
odds of modest rate cuts this fall. Instead, one can think of a
world in which everyone's base case is that the Fed hikes one or
two times and then stays on hold for a couple of quarters, but
that there's a non-negligible probability that the economy goes
into a tailspin and requires a major tumble in interest rates.
That's not unreasonable given the fog we're operating in today,
but if the fog clears as we expect, bond yields will head higher
as the rate cut story gets pushed into 2024.
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Week Ahead Calendar And Forecast—Canada

H, M, L = High, Medium or Low Priority

SAAR = Seasonally Adjusted Annual Rate

Consensus Source: Bloomberg

Date Time Economic Releases, Auctions and Speakers Month  Priority CIBC Consensus Prior
Monday, March 20 - AUCTION: 5-YR CANADAS $3.5B - - - - -
Tuesday, March 21 830 AM  CPIM/M (Feb) (H) 0.5% 0.5% 0.5%
Tuesday, March 21 830 AM  CPIY/Y (Feb) (H) 5.4% 5.3% 5.9%
Tuesday, March 21 8:30 AM  Consumer Price Index (Feb) (M) - 154.6 153.9
Tuesday, March 21 8:30 AM  CPI Core- Median Y/Y% (Feb) (M) - 4.8% 5.0%
Tuesday, March 21 8:30 AM  CPI Core- Trim Y/Y% (Feb) (M) - 4.9% 5.1%
Tuesday, March 21 - New Brunswick Budget - - - - -
Tuesday, March 21 - Quebec Budget - - - - -
Wednesday, March 22 1:30 PM Publication: Summary of Deliberations - - - - -
Wednesday, March 22 - Saskatchewan Budget - - - - -
Thursday, March 23 - Nova Scotia Budget > > > = =
Thursday, March 23 - Ontario Budget > > > = =
Thursday, March 23 - Newfoundland & Labrador Budget - - - - -
Friday, March 24 8:30 AM  RETAIL TRADE TOTAL M/M (Jan) (H) 0.9% 0.7% 0.5%
Friday, March 24 8:30 AM  RETAIL TRADE EX-AUTO M/M (Jan) (H) 0.5% 0.7% -0.6%
Week Ahead Calendar And Forecast—United States

H, M, L = High, Medium or Low Priority

SAAR = Seasonally Adjusted Annual Rate

Consensus Source: Bloomberg

Date Time Economic Releases, Auctions and Speakers Month Priority CIBC Consensus Prior
Monday, March 20 - - - - R R R
Tuesday, March 21 = AUCTION: 1-YR TREASURIES $34B = - - - -
Tuesday, March 21 - 20-YR AUCTION $12B - - - - -
Tuesday, March 21 10:00 AM EXISTING HOME SALES SAAR (Feb) (M) - $4.16M $4.0M
Tuesday, March 21 10:00 AM EXISTING HOME SALES M/M (Feb) (M) - 4.0% -0.7%
Wednesday, March22 ~ 7:.00 AM  MBA-APPLICATIONS (Mar17) (L) - - 6.5%
Wednesday, March22 ~ 2:00 PM  FOMC RATE DECISION (UPPER BOUND) (Mar 22) (H) 5.00% 5.00% 4.75%
Wednesday, March22 ~ 2:00 PM  FOMC RATE DECISION (LOWER BOUND) (Mar 22) (H) 475%  4.75% 4.50%
Wednesday, March 22~ 2:30 PM  Speaker: Jerome H Powell (Chairman) (Voter) - - - - -
Thursday, March 23 - AUCTION: 10-YR TIPS $15B - - - - -
Thursday, March 23 8:30 AM  CURRENT ACCOUNT BALANCE 4Q) (D) -$213.2B - $2171B
Thursday, March 23 8:30 AM  INITIAL CLAIMS (Mar18) (M) = - 192K
Thursday, March 23 8:30 AM  CONTINUING CLAIMS Mar 1) (L) = = 1684K
Thursday, March 23 8:30 AM  CHICAGO FED NAT.ACTIVITY INDEX (Feb) (M) = = 0.23
Thursday, March 23 10:00 AM  NEW HOME SALES SAAR (Feb) (M) 645K 650K 670K
Thursday, March 23 10:00 AM  NEW HOME SALES M/M (Feb) (M) -37%  -3.0% 7.2%
Friday, March 24 8:30 AM  DURABLE GOODS ORDERS M/M (FebP) (H) 1.5% 1.7% -4.5%
Friday, March 24 8:30 AM  DURABLE GOODS ORDERS EX-TRANS M/M (FebP) (H) 0.2% 0.3% 0.8%
Friday, March 24 9:45 AM  S&P GLOBAL US SERVICES PMI (MarP) (L) - 50.3 50.6
Friday, March 24 9:45 AM  S&P GLOBAL US COMPOSITE PMI (MarP) (L) - - 50.1
Friday, March 24 9:45 AM  S&P GLOBAL US MANUFACTURING PMI (MarP) (L) - 473 473
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Week Ahead’'s market call

by Avery Shenfeld

In the US, the Fed has a very tricky decision, and we admit that if markets are in turmoil on the day they
meet, they could just punt that decision into May by leaving rates on hold. But that would leave them in the
awkward position of having to publish a “dot"” forecast for interest rates that would in all likelihood still show
some rate hikes ahead. Our base case is therefore that the Fed opts for a quarter point hike, dialing down
what would have been a 50 bp move in the absence of the past week’s banking events, but likely showing a
follow up quarter point move in the “dots”. Otherwise, it's a light week for data, so the focus for the market
will remain squarely on developments at US banks.

In Canada, the CPl is likely to show a significant deceleration on a year over year basis as gasoline prices
surged in the prior year's February. While core measures of inflation will moderate, the Bank of Canada’s
preferred measures will continue to pick up the inflation in food prices. We suspect that the three month
annualized rates for core will still be in the 3 %% range, not wildly above target, but not making a case for the
easing in policy rates that the market is pricing in. The summary of Bank of Canada meeting deliberations will
likely be seen as out of date, as it came before the recent turn of events in US banking. We also have January
retail data due to show a decent bounce, and a boatload of budgets from Canadian provinces landing in the
coming week.
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Week Ahead's key Canadian number:
Consumer price index—February

(Tuesday, 8:30am)

Andrew Grantham andrew.grantham@cibc.com

Variable CIBC Mkt Prior
CPI'm/m (NSA) 0.5% 0.5% 0.5%
CPlyr/yr 5.4% 5.3% 5.9%

While the annual pace of inflation likely cooled further in
February, the monthly increase excluding food/energy may

look a little firmer than in the prior month. Gasoline will be the
main driving force behind a deceleration in the headline rate of
inflation to 5.4%, from 5.9% in the prior month, as pump prices
were broadly unchanged this February, but saw a big jump

in the same month a year ago. While another sharp monthly
increase in food prices is likely to be seen, it isn't expected to be
any stronger than the surge seen in February 2022.

Excluding food and energy, prices are expected to increase by
a seasonally adjusted 0.25%, which would be an acceleration
from a 0.14% advance in January, due to increases in air fares,
rents and other items. The BoC's core measures of inflation
are expected to ease a little further on a year-over-year basis,
but the three-month annualized rates will likely remain sticky
around 3%:% due to the impact that food prices can have on
these measures.

Chart: Canadian consumer price index
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Source: Statistics Canada, Haver Analytics, CIBC

Forecast implications — Underlying price pressures have
already eased significantly since last spring/summer, and that
should become more evident within the headline CPI figures
once last year's largest monthly increases start to drop out of
the annual calculation. Food price inflation is the one area of the
CPI basket yet to see any easing, however, a decline in diesel
costs and the impact that could have on transportation should
bring relief later in the year.

Other Canadian releases:
Retail sales—January

(Friday, 8:30am)

Retail sales likely started the year with a healthy looking 0.9%
gain, although in volume terms that advance may look slightly
less impressive given food and gasoline price increases during
the month. With autos likely a driving force behind the overall
increase, ex-auto sales may also post a less-impressive 0.5%
gain. With household incomes being supported by a strong
labour market and provincial stimulus, retail sales likely saw a
further moderate increase in February's advance estimate.
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Week Ahead's key US number:
Durable goods orders—February

(Friday, 8:30am)

Katherine Judge katherine.judge@cibc.com

Variable CIBC Mkt Prior
Durable goods orders m/m 1.5% 1.7% -4.5%
Ex. transportation m/m 0.2% 0.3% 0.8%

Durable goods orders likely rebounded in February, driven by
stronger commercial aircraft orders after some turbulence

at the start of the year, likely resulting in a 1.5% increase in
total orders. Excluding the volatile transportation component,
orders in other categories could have lost some momentum,
decelerating to 0.2%, as capacity utilization in the industrial
sector is off its peaks, which could have held back core capital
goods orders (ex. transportation and defense), in line with
demand uncertainty.
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Chart: Durable goods orders

- (%) - 16

mm m/m % change (L)
-4~ e/ % change (R) L

-6 - L
Feb-22 Apr-22 Jun-22 Aug-22 Oct-22 Dec-22 Feb-23F

Source: Census Bureau, Haver Analytics, CIBC

Forecast implications — Durable goods orders ex.
transportation are still close to pandemic-era peaks despite
the deterioration in the ISM's manufacturing index, which has
been in negative territory for several months, and weakening
capacity utilization. Any softening in orders in the core capital
goods group in February could portend an easing in business
investment in equipment in the second quarter, when higher
interest rates are set to weigh more on demand.

The Week Ahead | 5


mailto:katherine.judge%40cibc.com?subject=

Contacts:

Avery Shenfeld Benjamin Tal Andrew Grantham

416 594-7356 416 956-3698 416 956-3219
avery.shenfeld@cibc.com benjamin.tal@cibc.com andrew.grantham@cibc.com
Karyne Charbonneau Katherine Judge

613 552-1341 416 956-6527

karyne.charbonneau@cibc.com katherine.judge@cibc.com

CIBC Capital Markets

PO Box 500

161 Bay Street, Brookfield Place
Toronto, Canada, M5J 258
Bloomberg @ CIBC

economics.cibccm.com

CIBC World Markets Inc,, CIBC World Markets Corp., CIBC World Markets Plc, CIBC Australia Limited and certain other corporate banking and capital markets activities of Canadian Imperial Bank of Commerce operate
under the brand name CIBC Capital Markets.

This report is issued and approved for distribution by (a) in Canada, CIBC World Markets Inc, a member of the Investment Industry Regulatory Organization of Canada, the Toronto Stock Exchange, the TSX Venture
Exchange and a Member of the Canadian Investor Protection Fund, (b) in the United Kingdom, CIBC World Markets plc, which is regulated by the Financial Services Authority, and (c) in Australia, CIBC Australia Limited,
amember of the Australian Stock Exchange and regulated by the ASIC (collectively, “CIBC") and (d) in the United States either by (i) CIBC World Markets Inc. for distribution only to U.S. Major Institutional Investors
("MII") (as such term is defined in SEC Rule 15a-6) or (i) CIBC World Markets Corp. a member of the Financial Industry Regulatory Authority. U.S. Mlls receiving this report from CIBC World Markets Inc. (the Canadian
broker-dealer) are required to effect transactions (other than negotiating their terms) in securities discussed in the report through CIBC World Markets Corp. (the U.S. broker-dealer).

This report is provided, for informational purposes only, to institutional investor and retail clients of CIBC World Markets Inc. in Canada, and does not constitute an offer or solicitation to buy or sell any securities
discussed herein in any jurisdiction where such offer or solicitation would be prohibited. This document and any of the products and information contained herein are not intended for the use of private investors in the
United Kingdom. Such investors will not be able to enter into agreements or purchase products mentioned herein from CIBC World Markets plc. The comments and views expressed in this document are meant for the
general interests of wholesale clients of CIBC Australia Limited.

This report does not take into account the investment objectives, financial situation or specific needs of any particular client of CIBC. Before making an investment decision on the basis of any information contained
in this report, the recipient should consider whether such information is appropriate given the recipient’s particular investment needs, objectives and financial circumstances. CIBC suggests that, prior to acting on any
information contained herein, you contact one of our client advisers in your jurisdiction to discuss your particular circumstances. Since the levels and bases of taxation can change, any reference in this report to the
impact of taxation should not be construed as offering tax advice; as with any transaction having potential tax implications, clients should consult with their own tax advisors. Past performance is not a guarantee of
future results.

The information and any statistical data contained herein were obtained from sources that we believe to be reliable, but we do not represent that they are accurate or complete, and they should not be relied upon as
such. All estimates and opinions expressed herein constitute judgments as of the date of this report and are subject to change without notice. This report may provide addresses of, or contain hyperlinks to, Internet
web sites. CIBC has not reviewed the linked Internet web site of any third party and takes no responsibility for the contents thereof. Each such address or hyperlink is provided solely for the recipient’s convenience and
information, and the content of linked third-party web sites is not in any way incorporated into this document. Recipients who choose to access such third-party web sites or follow such hyperlinks do so at their own
risk.

© 2023 CIBC World Markets Inc. All rights reserved. Unauthorized use, distribution, duplication or disclosure without the prior written permission of CIBC World Markets Inc. is prohibited by law and may result in
prosecution.

The CIBClogo and “CIBC Capital Markets" are trademarks of CIBC, used under license..

CIBC Capital Markets The Week Ahead | 6


tel:4165947356
mailto:avery.shenfeld%40cibc.com?subject=
tel:4165947356
mailto:benjamin.tal%40cibc.com?subject=
tel:4169563219
mailto:andrew.grantham%40cibc.com?subject=
tel:6135521341
mailto:karyne.charbonneau%40cibc.com?subject=
tel:4169566527
mailto:katherine.judge%40cibc.com?subject=
https://www.bloomberg.com/quote/CM:CN
http://economics.cibccm.com




Accessibility Report





		Filename: 

		WA2023-0317.pdf









		Report created by: 

		



		Organization: 

		







[Enter personal and organization information through the Preferences > Identity dialog.]



Summary



The checker found no problems in this document.





		Needs manual check: 0



		Passed manually: 2



		Failed manually: 0



		Skipped: 1



		Passed: 29



		Failed: 0







Detailed Report





		Document





		Rule Name		Status		Description



		Accessibility permission flag		Passed		Accessibility permission flag must be set



		Image-only PDF		Passed		Document is not image-only PDF



		Tagged PDF		Passed		Document is tagged PDF



		Logical Reading Order		Passed manually		Document structure provides a logical reading order



		Primary language		Passed		Text language is specified



		Title		Passed		Document title is showing in title bar



		Bookmarks		Passed		Bookmarks are present in large documents



		Color contrast		Passed manually		Document has appropriate color contrast



		Page Content





		Rule Name		Status		Description



		Tagged content		Passed		All page content is tagged



		Tagged annotations		Passed		All annotations are tagged



		Tab order		Passed		Tab order is consistent with structure order



		Character encoding		Passed		Reliable character encoding is provided



		Tagged multimedia		Passed		All multimedia objects are tagged



		Screen flicker		Passed		Page will not cause screen flicker



		Scripts		Passed		No inaccessible scripts



		Timed responses		Passed		Page does not require timed responses



		Navigation links		Passed		Navigation links are not repetitive



		Forms





		Rule Name		Status		Description



		Tagged form fields		Passed		All form fields are tagged



		Field descriptions		Passed		All form fields have description



		Alternate Text





		Rule Name		Status		Description



		Figures alternate text		Passed		Figures require alternate text



		Nested alternate text		Passed		Alternate text that will never be read



		Associated with content		Passed		Alternate text must be associated with some content



		Hides annotation		Passed		Alternate text should not hide annotation



		Other elements alternate text		Passed		Other elements that require alternate text



		Tables





		Rule Name		Status		Description



		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot



		TH and TD		Passed		TH and TD must be children of TR



		Headers		Passed		Tables should have headers



		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column



		Summary		Skipped		Tables must have a summary



		Lists





		Rule Name		Status		Description



		List items		Passed		LI must be a child of L



		Lbl and LBody		Passed		Lbl and LBody must be children of LI



		Headings





		Rule Name		Status		Description



		Appropriate nesting		Passed		Appropriate nesting










Back to Top

