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Good policy or good luck

by Karyne Charbonneau karyne.charbonneau@cibc.com

Canada is blessed with skillful central bankers but they will also
need luck on their side to bring inflation down.

The Bank of Canada’s rhetoric has emphasized the role of
reducing excess demand to control inflation. But to fight
inflationary pressures that are largely global, you need more
than good policy. Over the next year, the Bank of Canada
projects that inflation will decelerate by 3.3p.p., but a deeper
look reveals that a large portion of this dynamic is attributable
to factors outside of its control.

About 60% of the deceleration is coming from commodity
prices and what they call supply-related disruptions (Chart).
Those are the same factors that explain the majority of the
Bank's inflation forecast errors over the past year, suggesting
they are also the hardest to predict. While we believe that oil
prices will not go back to their recent peaks, there is still a lot of
uncertainty around their future evolution, which continues to be
tied to geopolitical developments. As for supply disruptions,
they are largely driven by excess goods demand from American
consumers and lockdowns in China. Policies in these countries
are therefore key to their resolution.

Then there are the mysterious “other factors”. The Bank of
Canada argues that parts of this category will respond to
interest rate increases because it reflects excess demand not
captured by the impact of the output gap. The main “other
factor” that may fit the bill is shelter costs. We agree that the
cooling of the housing market will help to reduce inflation, but
according to the Bank's forecast, the deceleration in shelter

inflation accounts for only O.7p.p. over the next year. That would

account for less than half of “other factors”.

Overall, this suggests that most of the deceleration over the
next year is due to drivers over which the Bank of Canada has
little control.
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Monetary policy does have a strong impact on two drivers in
the Bank's forecast: the output gap and inflation expectations.
The central bank wants to prevent an escalation in excess
demand. It also wants to prevent the recent uptick in inflation
expectations from worsening. In fact, this is the first time that
the Bank of Canada has acknowledged above-target inflation
expectations are playing a role in its outlook.

To this end, in the Bank's forecast, monetary policy is playing

a crucial role in preventing the output gap and inflation
expectations from exerting further upward pressure on inflation.
This is essential to ensuring that inflation does not become
entrenched. Good policy is therefore very important, but it is
not sufficient to rein in inflation.

If we don't get a little help from our friends abroad and a healthy
dose of luck, we will need a recession to bring down inflation.
For now, we'll keep our fingers crossed.

Chart: Bank of Canada expects decline in inflation to be driven largely
by outside factors
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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, July 18 8:15 AM HOUSING STARTS SAAR Jun) M) 240K - 287.3K
Tuesday, July 19 = AUCTION: 3-M BILLS $9.2B, 6-M BILLS $3.4B, 1-YR - - - - -
BILLS $3.4B
Wednesday, July 20 - AUCTION: 5-YR CANADAS $4B - - - - -
Wednesday, July 20 8:30 AM  INDUSTRIAL PROD. PRICES M/M Jun) (M) - - 1.7%
Wednesday, July 20 8:30 AM  RAW MATERIALS M/M Jun) M) - - 2.5%
Wednesday, July 20 8:30 AM  CPIM/M Jun) (H) 1.0% - 1.4%
Wednesday, July 20 8:30 AM  CPIY/Y Jun) (H) 8.5% - 7.7%
Wednesday, July 20 8:30 AM  CPI Core- Common Y/Y% (Jun) (M) - - 3.9%
Wednesday, July 20 8:30 AM  CPI Core- Median Y/Y% (Jun) (M) - - 4.9%
Wednesday, July 20 8:30 AM  CPI Core- Trim Y/Y% (Jun) (M) - - 5.4%
Thursday, July 21 - AUCTION: 3-YR CANADAS $2.5B - - - - -
Friday, July 22 8:30 AM  RETAIL TRADE TOTAL M/M (May) (H) 1.6% - 0.9%
Friday, July 22 8:30 AM  RETAIL TRADE EX-AUTO M/M (May) (H) 2.3% - 1.3%
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, July 18 10:00 AM NAHB HOUSING INDEX Jub) (D) - 66 67
Monday, July 18 10:00 AM NET CAPITAL INFLOWS (TICS) (May) L - - $87.7B
Tuesday, July 19 8:30 AM  HOUSING STARTS SAAR Jun) (M) 1610K  1595K 1549K
Tuesday, July 19 8:30 AM  BUILDING PERMITS SAAR Jun) (H) 1650K  1680K 1695K
Wednesday, July 20 - 20-YR AUCTION: $14B - - - - -
Wednesday, July 20 7:00 AM MBA-APPLICATIONS Jul15) (W) - - -1.7%
Wednesday, July 20 10:00 AM EXISTING HOME SALES SAAR Jun) M) - 5.40M 5.41M
Wednesday, July 20 10:00 AM EXISTING HOME SALES M/M Jun) M) - -0.2% -3.4%
Thursday, July 21 = AUCTION: 10-YR TIPS $17B = = = = =
Thursday, July 21 8:30 AM INITIAL CLAIMS {ul1e) (M) = 240K 244K
Thursday, July 21 8:30 AM  CONTINUING CLAIMS Jul 9) (D) = 1345K 1331K
Thursday, July 21 8:30 AM  PHILADELPHIA FED uly M) = -0.5 =33}
Thursday, July 21 8:30 AM  LEADING INDICATORS M/M Jun) M) - -0.5% -0.4%
Friday, July 22 9:45 AM  S&P GLOBAL US SERVICES PMI Jul P) (D) - 52.7 52.7
Friday, July 22 9:45 AM  S&P GLOBAL US COMPOSITE PMI Jul P) (D) - - 52.3
Friday, July 22 9:45 AM  S&P GLOBAL US MANUFACTURING PMI Jul P) (D) - 51.5 52.7
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Week Ahead’'s market call

by Katherine Judge and Karyne Charbonneau

In the US, it's a quiet week with a slim data calendar and the Fed entering its blackout period ahead of the
FOMC. While we expect to see a pickup in housing starts in June, the second quarter overall will have seen
a slowdown in the pace of building, as higher interest rates limited demand. That will leave geopolitical
developments and equity earnings reports as the main market drivers.

In Canada, a busy data calendar will immediately start to test the Bank of Canada’s revised inflation forecast
with the release of June CPl on Wednesday. We expect inflation to have peaked in June at 8.5% on higher
gasoline prices. The recent pull-back in oil prices signals that there should be some relief on that front starting
in July. Meanwhile, housing starts on Monday and retail sales on Friday will give us further indication of

how households are responding to higher interest rates and even higher inflation. We expect the pace of
homebuilding to cool and retail sales to show decent growth, though the latter should be almost entirely due
to higher prices.
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Week Ahead's key Canadian number:
Consumer price index—June

(Wednesday, 8:30 am)

Karyne Charbonneau karyne.charbonneau@cibc.com

Variable (%) CIBC Mkt Prior
CPI'NSA (m/m) 1.0 - 1.4
CPI (y/y) 8.5 - 7.7

CPlinflation should have peaked in June at 8.5% year-over-year.
While recent pull backs in the prices of oil and some agricultural
commodities should provide relief in the future, it will not be
apparent in the June CPI data. There was a further increase in
gasoline prices in the month relative to May, and with the long
lag between changes in agricultural prices and food prices in
stores, we are still living through the impact of past increases.
But recent developments mean that we should start to see
some relief in the months ahead.

Outside of food and energy, we expect CPI inflation to have
grown slower on the month and to be roughly stable at an
annual rate. Prices linked to the housing market, though still
increasing, are not exerting as much upward pressure on CPIl as
they were just a few months ago.

Chart: Canadian consumer price index
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Forecast implications — The ongoing slowdown in the housing
market should act to cool inflation in coming months and into
next year, while recent declines in commodity prices should
start to provide some relief, as early as July in the case of
gasoline prices. With the rapid increase in mortgage rates
however, expect mortgage interest costs to prop up inflation

in the months ahead. Overall, while we see June as the peak,
inflation should stay close to 8% through the summer months.

Other Canadian releases:
Retail trade—May, June adv.

(Friday, 8:30 am)

High price pressures in May could result in a healthy advance
of 1.6% for headline retail sales in the month, though that will
look much less impressive in volume terms. Auto sales, which
are typically strong in May, look to have disappointed with a
decline. Excluding autos, sales could be up 2.3%, mostly due to
the strength in gasoline prices. The advance estimate for June
could be for another acceleration due to price pressures and a
rebound in auto sales. However, we expect volumes to be weak,
as Canadians increasingly turn to service consumption to enjoy
their summer, and high inflation and interest rate hikes limit
spending.
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Housing starts—June
(Monday, 8:30 am)

Housing starts typically take longer to react to interest rate
increases than the resale market, but we still expect to start to
see a deceleration. Residential permit applications have slowed
somewhat in recent months and the resilience in the starts
headline number in the past couple of months came from the
more volatile multiples segment, while singles retreated. We
therefore expect housing starts to have slowed to 240k in June,
but to remain above the pre-pandemic pace of homebuilding.
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Week Ahead's key US number: Chart: US housing starts
Housing starts—June
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Homebuilder confidence continued to fall in June alongside Forecast implications — While the pace of housing starts
higher mortgage rates. However, the gap between permit should average slower over the second half of the year as higher
issuance and homebuilding in May suggests that June could mortgage rates squeeze demand, building will have a floor

have still seen an acceleration in housing starts, to a 1610K under it, given undersupply in the pre-Covid market, and we

pace. That would still leave the pace of building lower over the therefore expect the pace of starts to remain above pre-Covid
second quarter, consistent with a drop in residential investment  levels into 2023.

as home sales also declined as higher mortgage rates squeezed

consumers. Building permit issuance likely pulled back to 1650K

on the broad slowdown in demand.

CIBC Capital Markets 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.

© 2022 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: 

		WA2022-0715.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

