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From conspi cuous consumer to Scottish

grandma.
Canadian retail sales (Apr) plunge -2.0%m/m. X-auto -1.2%.

The Canadian consumer snapped shut the purse stringsin April with a greater than expected -2.0% m/m plungein
retail sales. Street forecasts werelooking for a more moderate dip of -0.4% m/m while our own more pessimistic call at
-1.0% was still well short of the mark.

And while unit auto sales declined by -4.7% in April, it isonly part of the story. Removing the impact of the car sees retail
sales dropping a still whopping -1.2%m/m. True, March's sales numbers were robust rising by 2.2%m/m as the combination
of three major religious holiday's coincided on the calendar, conspiring to cannibalize April sales, but even when aggregating
both the March and April numbers together, the reports make for a significant slowdown in consumer momentum.

Now in most cases one would be inclined to ignore one month's volatility. And indeed, retail activity in Q1/10 was particularly
robust and in need of some over due moderation. Y et the timing of April'sretail slowdown is expected to resonate some what
louder in markets against the back drop of the higher interest rates that are yet to come and consumer debt levels of historic
proportions.

While in one breath the BoC will talk of the need to see arotation in demand away from the devel oped world and on over to
the developing as the road to returning balance to the global economy, so too in the very next breath will they expand on the
need in Canadato see arotation in demand away from areliance upon consumer and government spending for growth. Growth
that was nurtured on a steady diet of debt. And shift this demand from the consumer on over to external demand and private
sector investment.

Significantly higher consumer debt levels, debt that invariable has been minted in the variable rate structure, tends to suggest
that the transmission of changesin monetary policy are going to have afairly direct and immediate impact on consumer
behavior and consumption patterns. In that vein, as rate policy rolls forward - and we continue to forecast higher rates for
Canada with rate hikes at each of the four remaining meetings - the expectation is that the consumer will respond in kind.

On the upside, high debt levels and a plethora of variable rate debt products tend to suggest that a tighter relationship exits
between the consumer and the BoC rate policy than has historically been the case. In that, the BoC need not run a heavy
handed policy in order to achieve the desired results. In that past, when consumer debt was largely constructed of a basket of
fixed rate products, the monetary message flowing from changesin central bank rate policy were often obscured and muffled,
requiring both a heavier hand on the policy levers and a more protracted policy.

Today, with the tighter response mechanism, the BoC can afford to be more nimble, suggesting a rather moderate rate cyclein
comparison to previous historical experiences with monetary policy.

Looking undernesath the headlines, the declinein salesis big, broad and real. Sales volumes are down 1.9%m/m and scattered
across 10 of 11 categories. Electronics/appliances was the only category spared. The -5.3% decline in new car dealer receipts
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bore a near linear relationship with the 4.7%m/m drop in unit sales over the period. Building material and garden centre sales
down -2.0%, food and beverage -0.5%, gasoline -2.0%, clothing and accessories plunge -5.2%, sporting goods -3.2%.

While we are forecasting a slow down in the rate of growth for consumer consumption, it is perhaps at little to early to see
it just yet. By April, the BoC had yet to begin raising rates, although it did drop its conditional pledge to hold rates at 0.25%
through to the end of Q2/10. And it is hard to ignore the first quarters sales numbers that suggested the consumer had been
swinging for the fences. On that basis, while we expected retail salesto moderate as we closein on 2011, today'sdrop is
perhaps more a function of moderating influences and the loss of Olympics related spending on the ubiquitous red mittens
rather than necessarily something untoward with regard to the Canadian consumer appetite to consume.

But that day is coming, and it is none too far away.
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