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There comes a time in every man’s life when h

he : _ € must say goodbye to old friends. Thi
difficult, but §ometimes your old friends are nothing but a bad influence. The ex;p;:)sﬂzmeess can be
g;%c;rgimoda&\;e monetary pqlic.y shared by the US and Canada [ has become a bad influence on the
Canadaa?;bm i:::ifid\ffﬂ::ﬁa.s- g‘oi?_g‘tko ‘kegp_ ra?es _low for an extended period,’ the Bank of

ada (BOL) enacted a “conditional commitment’ to do the same through 02 '
gggpzps, he tl\l/vo friends drifted apart and with each assing data rel sg" y egaon{lo' et oftene
ans really were no lon oat as the US. This morning, the BOC paved the exit-

road by ending their conditional commi i
of the wvarnions rerr ftment to keep rates at 0.25%, setting the stage for a June hike
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Les renseignements contenus aux présentes orntétéus de sources que nous croyons fiables masnigas garantis par nous et pourraient étre iptais Les opinions expr
mées sont basées sur notre analyse et interpré@ices renseignements et ne doivent pas étrpriétites comme une sollicitation d'offre d’achatd=ivente des valeurs

mentionnées. La Firme peut agir a titre de coreefithancier, d’agent fiscal ou de souscripteurrpzartaines des compagnies mentionnées aux préserpeut recevoir une rém
nération pour ses services. La Firme et/ou sesi@ffi, ses administrateurs, représentants, asgmeiggnt étre détenteurs des valeurs mentionnéegrésentes et peuvent exé

ter des achats et/ou des ventes de ces valeuesnge & autre sur le marché ou autrement.
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Chart 1

4—Canada: Ovemight Money Market F inancing Rate [Target]
EOP, %

Federal Open Market Committee: Fed Funds Target Rate ——»
EOP, %
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Sources: Bank of Canada, Haver Analytics
Barring a major surprise, will thereby be in its

tightening cycle. The main factors influencing their decision appear to have been the heady rebound
of the housing market and recent headline inflation ™ numbers (Charts 2 and 3) as well as exceptional
fiscal stimulus unexpectedly spilling over into the early part of this year, further fueling economic
activity. Despite these reasons, it is not without some reservation that the BOC waves

oodbye to the Fed, on what is likely to be a steadily widening rate spread between the two
nations - the spread will likely be around 125 bps by the end of the year. The persistent
strength of the C$ is a problem for da’s large export sector and ightening will exacérbate this
:issue urther impairirig US consumption of adian goods (though it is good news for upstate New
York shop owners). Also, the Canadian economy, while benefiting from commodity demand in

i r [51 is still reliant on a rebound in the rest of the industrialized world. In

spite of the continued drags, the BOC expects the economy to return to full capacity by Q2 2010 and to
experience growth of 3.7% this year, compared to our estimate of a 2.8% expansion in the US. So,
goodbye old friend, we’ll see you on the exit road sometime next year.
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Chart 2

4— Canada: Housing Prices, New Houses
NSA, 1997=100

US: S&PiCase-Shiller Home Price Index ——
NSA, Q1-00=100
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Sources: StatCan, S&P /Haver

Chart 3

Canada: Consumer Price Index

% Change - Year to Year NSA, 2002=100
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The opinions expressed herein are those of the author and do not necessarily represent the views of
The Northern Trust Company. The Northern Trust Company does not warrant the accuracy or
completeness of information contained herein, such information is subject to change and is not
intended to influence your investment decisions.
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