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Highlights of the Week
United States

* US-China trade tensions spiked last Friday as both countries announced more protectionist measures against each other,

but later eased this week. Equity markets swept the escalation under the rug, making a full recovery on the week.

*  Second-quarter U.S. GDP growth was little changed in a second reading, but consumption was revised up to an even
better 4.7% annualized. Real spending was up 0.4% m/m in July, making for a solid start to third-quarter consumption.

A cloud of uncertainty continues to weigh on the global economic outlook. The odds of a no-deal Brexit have increased
following a planned shutdown of the UK’s Parliament from September 9th to mid-October. Meanwhile, parties are
scrambling in Italy to form a new government, but the potential new coalition government stands on shaky footing.

Canada

* An easing in trade tensions supported risk sentiment this week, sending the S&P/TSX Composite Index, oil
prices, and the Canadian dollar higher.

* 'This week’s highlight was Statistics Canada’s Real GDP release. The Canadian economy expanded at a solid 3.7%
(annualized) in the second quarter, but the details left a lot to be desired.

Today’s weak GDP details support a shift in communication from the Bank of Canada, setting up an October rate cut.

Markets Recover as Trade Tensions Ease Back

This Week in the Markets

Current* Week Ago 52-Week High ~ 52-Week Low Weekly % Change

Stock Market Indexes S&P/TSX

S&P 500 2927 2847 3026 2351
S&P 500
S&P/TSX Comp. 16408 16038 16669 13780
DAX 11939 11612 12630 10382 DAX
FTSE 100 7207 7095 7687 6585 USD-EUR
Nikkei 20704 20711 24271 19156 USDJPY
Fixed Income Yields ’

U.S. 10-yr Treasury 1.52 1.54 3.24 1.47 USD:CAD
Canada 10-yr Bond 1.16 117 2.60 1.09 DXY
Germany 10-yr Bund -0.70 -0.68 0.57 -0.71 WTI
UK 10-yr Gilt 0.48 0.48 173 041
Japan 10-yr Bond -0.27 -0.23 0.16 -0.29 0.0 0.5 1.0 1.5 20 25 3.0

H Note: Data as of 1:01 PM ET, Friday, August 30, 2019.

Forelgn EXChange Cross Rates Source: Bloomberg, TD Economics
C$ (USD per CAD) 0.75 0.75 0.78 0.73
Euro (USD per EUR) 1.10 111 1.18 1.10 Global Official PO"CY Rate Targets
Pound (USD per GBP) 1.22 1.23 1.33 1.20
Yen (JPY per USD) 106.4 105.4 1145 1053 Current Target
Commodity Spot Prices** Federal Reserve (Fed Funds Rate) 2.00 - 2.25%

Crude Oil ($US/bbl) 55.1 54.1 76.4 423 Bank of Canada (Overnight Rate) 1.75%
Natural Gas ($US/MMBtu) 2.36 215 4.80 2.02 European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 5710.3 5613.0 6555.5 5613.0 Bank of England (Repo Rate) 0.75%
Gold ($US/troy oz.) 1524.0 1527.0 1542.8 1182.8 . . .
*As of 1:04 PM on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Bank of Japan (ovemlght Rate) 0.10%
Grade A. Gold-London Gold Bullion. Source: Bloomberg. Source: Central Banks.
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U.S. - Uncertainty Still Name of The Game

As Americans rushed off to start the weekend last Friday,
President Trump announced that the U.S. was ratcheting
up existing and planned tariffs on China by 5 percentage
points. The measures, which would affect some $550bn in
goods, were a response to China’s announcement that it
would raise tariffs on $75bn worth of U.S. goods. How-
ever, tensions eased this week on indications that China
wants to get back to the negotiating table, and would re-
frain from immediate retaliation to the latest U.S. action.

Equity markets shrugged oft last Friday’s escalation, mak-
ing a slow but full recovery on the week. Yet, there are
strong indications that the trade conflict is a long way
from being resolved. China clarified this week that prod-
ucts listed more than once in its three retaliatory rounds
would in fact face a cumulative tarift rate. This would bring
the tariff rate to 30% or higher for some imported U.S.
products, including some autos and parts. On the other
hand, the U.S. is still pushing ahead with an increase in
the tariff rate from 10% to 15% that will affed $125B in
goods starting this Sunday. Altogether, these steps may
jeopardize progress in talks scheduled for September.

With trade dominating headlines once again, including
an agreement in principle between the U.S. and Japan,
economic data took a backseat. A second reading on U.S.
economic growth left the picture relatively unchanged for
the second quarter. The headline GDP print was shaved
back marginally from 2.1% annualized to 2%, but con-
sumer spending was upgraded from 4.3% to 4.7%. The
consumer is poised to remain a central part of the growth

Chart 1: Real Consumer Spending Starts Third
Quarter on Solid Footing

Month/Month % Change
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Chart 2: Consumer Expectations Retreat in August
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story, with real spending up 0.4% m/m in July, making
for a solid start to third quarter (Chart 1). Lower in-
terest rates should help stimulate spending further, but
much rests on the confidence channel. While overall
sentiment remains upbeat, consumer expectations re-
treated in August, with trade skirmishes and talk of an
impending recession weighing on people’s minds (Chart
2).'The yield curve remained inverted this week, with the

10-to-2 year Treasury yield spread steadily in the red.

A veil of uncertainty continues to weigh on the broader
global economic outlook. In Latin America, the Argen-
tine peso severely weakened as the country remains in
economic crisis and on the brink of default. Meanwhile,
across the pond, the UK’s parliament is set to be sus-
pended for a few weeks at the request of PM Johnson
in an effort to make an unimpeded final push for Brexit
before the October 31st deadline. Next week will likely
prove to be a tumultuous Parliamentary session that
could see a vote of no-confidence put forward by the
opposition Labour leader, and an election call possible
before week ends. A snap election could delay Brexit
further. Meanwhile in Italy, two parties are attempt-
ing to form a new coalition after the Northern League
pulled out of the ruling coalition government. A pro-
spective new alliance between an anti-establishment and
a center-left party appears to stand on shaky ground.
Moreover, opinion polls indicate that the the North-
ern League remains the most popular party, so the tide
could again turn quickly. It’s clear to see that uncertainty
is still the name of the game.

Admir Kolaj, Economist | 416-944-6318
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Canada - Strong GDP Headline Masks Softer Details

An easing in trade tensions resulting from Chinese offi-
cials’ remarks this week supported a modest uptick in sen-
timent, leaving the S&P/TSX Composite Index up 2.3%
(as of writing). This renewed trade optimism, combined
with a bullish U.S. inventory report inititally pushed oil
prices up before they partially reversed some of the gains
today, leaving the W'TT benchmark with a 1% weekly gain

at the time of writing.

On the data front, Statistics Canada’s quarterly GDP re-
lease was the highlight this week. The Canadian economy
expanded at an impressive 3.7% (annualized) pace in the
second quarter, topping consensus estimates and the Bank
of Canada’s conservative 2.3% July forecast. As expected,
driving this quarter’s gains was a dramatic contribution
from net exports (Chart 1). This was largely anticipated
given the monthly developments, including a transitory
surge in aircraft shipments and the rebound in energy
exports. Meanwhile, a 5.5% increase in residential invest-
ment was another noteworthy development, breaking five
consecutive quarters of declines. Additionally, the broad-
based increase (17 of the 20 industries) beneath June’s
0.2% growth in monthly GDP growth provides a bit of

momentum heading to the third quarter.

With net trade leading the way, the other details of to-
day’s report left a lot to be desired. Final domestic demand
dropped 0.7%. Household consumption growth was posi-
tive, but moderated to a subpar 0.5% (Chart 2), the lowest
quarterly reading seen since 2012. At the same time, busi-
ness gross fixed capital formation was down 6.4% - driven

Chart 1: Temporary Trade Strength Sends GDP
Growth Higher in Q2
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Source: Statistics Canada, TD Economics

Chart 2: Subpar Household Consumption Growth
Raises Some Eyebrows
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by the sixth consecutive decline in non-residential struc-
tures (-1.8%) and a slump in machinery and equipment
(-32%). Additionally, while export growth was strong at
13.4%, part of the contribution to growth from net trade
was a broad-based 4% contraction in imports.

Despite the weak details, there are still some decent fun-
damentals. Household incomes rose smartly in the second
quarter, the housing market has started to show signs of
stabilization, and inflation (both headline and core) is sta-
ble near the Bank of Canada’s target. Standing in contrast
are elevated trade tensions and subpar growth conditions
seen elsewhere that have already prompted many central
banks to change their policy stances and cut interest rates.

These opposing forces have left the Bank of Canada in a
tough spot. The argument for any rate cut signals was likely
tempered by healthy domestic conditions and the financial
stability implications associated with elevated household
debt. On the flip side, the bank has previously acknowl-
edged the potential headwinds to business confidence,
exports, and financial conditions that could stem from el-
evated trade uncertainty. We believe that the softer details
in today’s report, together with the recent trade war escala-
tion and uncertainty that shows no sign of abating, provide
room for the Bank of Canada to shift its communication
and narrative in its meeting next week towards a risk man-
agement approach, setting the stage for a precautionary
rate cut at its October meeting.

Omar Abdelrahman, Economist | 416-734-2873
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U.S: Upcoming Key Economic Releases
U.S. ISM Manufacturing — August*

ISM ManufacturingIndex

Index

Release Date: Sep 3rd, 2019
Previous: 51.2 60
TD Forecast: 51.0 58
Consensus: 51.2 56

. . . 54
We look for the ISM manufacturing index to decline
modestly to 51.0 in August from 51.2 before, as we expect 52
the back-and-forth in trade retaliations to have main- 5
tained the outlook for manufacturing subdued. The mes- Ju-18  Sep18  Nov-18  Jan-19  Mar-19  May-19  Jul-19
Sage from the ISM—adjusted regional Surveys was mixed, Source: Institute for Supply Management, TD Economics
with the average of the indices supporting our view for a
largely unchanged print. Other data was also mixed, as
recent firm growth in core durable goods orders suggest
some upside, while a weak Markit PMI survey increases
the odds for a downside surprise in August.

_ *
U.s. Employment AUgUSt U.S. Labor Market
Thousands of Jobs %
Release Date: Sep 3rd, 2019 350 . RGN 6.0
300 Change* (Ihs)

Previous: 164k, unemployment rate: 3.7%

TD Forecast: 145k, unemployment rate: 3.7 260

55
l 5.0

4.5

200

Consensus: 163k, unemployment rate: 3.7%

150

40
We expect payrolls to trend modestly lower to 145k in 100
August, following the 164k print in the previous month. 50 33
In particular, we expect job creation in the manufactur- 0 3.0
ing sector to mean-revert after two consecutive double- 18 Sep-18 - Nov-18  Jan-19 Mar-19  May-19  Jul19
digit increases in June-July. Together with slower hiring in e e ¢ g on-F et Payrols

construction, this should bring employment in the goods
sector back to its recent average. Likewise, we forecast em-
ployment in the services sector to moderate further from
its firm July print. We also note that the start of temporary
census hiring for canvassing purposes raises the odds for
an upside surprise in August. All in, the household survey
should show the unemployment rate remained steady at
3.7%, while we expect wages to rise 0.2% m/m, dragging
the annual print lower to 3.0% in August.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Canada: Upcoming Key Economic Releases

Canadian International Trade — July*

Canadian International Merchandise Trade

Release Date: September 4th, 2019 54 SC Bllons
Previous: $0.14bn %2

50
TD Forecast: -$0.20bn 48
Consensus: NA 46

44
The international trade balance is forecast to deterio- :z Exports  eeeesee Imports
rate to a $200m deficit in July owing to further weak- s
ness in export activity, offset by a more modest decline o
for imports. Nominal energy exports will be supported Jun-18 Sep-18 Dec-18 Mar-19 Jun-19
by higher crude oil prices while non-energy exports will Source: Statistics Canada, T Economics
be weighed down by softer motor vehicle production. A
stronger Canadian dollar will also exert a headwind to
exports after USDCAD fell from 1.35 to 1.30 over the
first two weeks of July.
Bank of Canada Interest Rate Announcement* _

Bank of Canada Overnight Rate
%

Release Date: September 4th, 2019 50

45
Previous: 1.75% 40
TD Forecast: 1.75% 35

30
Consensus: 1.75% 25

20

15
Q2 GDP growth was materially stronger than the BoC’s 10
torecast from July, but declining domestic demand hints 05
at cracks forming beneath the surface. We therefore ex- 0w 200 200 200 20w 206 20 20w
pect the Bank to downplay recent economic strength in Source: Bank of Canada, TD Economics

the face of worsening global trade tensions. Concerns
over US-China relations should also be reflected in the
torward-looking language, where we expect subtle dov-
ish tweaks linking further stimulus to continued deterio-
ration in the global outlook.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Canada: Upcoming Key Economic Releases

Canadian Employment — August*

Canadian Labour Market*

Release Date: September 6th, 2019 120 [\ ousandsoniobs Net Job Change % 63
Previous: -24k, unemployment rate: 5.7% o Ratj(ms) l
TD Forecast: +15k, unemployment rate: 5.6% 60
Consensus: NA 0
5.7

0
TD looks for the labour market to rebound with the -40 54
creation of 15k jobs in August following the first back-
to-back declines since late 2014. While we have argued -80 e ottt Lt por-19 e 5.1
that the strength of job growth through Q4/Q2 was *Seasonally Adjusted

Source: Statistics Canada, TD Economics

unwarranted, the six-month trend has already cooled to
26k and would edge lower to 20k should our forecast be
realized. We look for job growth to be led by the services
sector and expect a partial rebound in private employ-
ment following a sharp contraction in July. Job growth
of 15k should allow the unemployment rate to retrace
lower to 5.6% while wage for permanent employees is
edge higher to 4.7% y/y.

http://economics.td.com W @TD_Economics



http://twitter.com/TD_Economics
http://economics.td.com

Recent Key Economic Indicators: Aug 26 - 30, 2019
Release Economic Indicator/Event Datef for Units Current Prior
Date Period
United States
Aug 26 Cap Goods Orders Nondef Ex Air Jul M/M % Chg. 04 0.9
Aug 26 Durable Goods Orders Jul M/M % Chg. 21 18
Aug 26 Durables Ex Transportation Jul M/M % Chg. -04 0.8
Aug 27 Conf. Board Consumer Confidence Aug Index 1351 135.8
Aug 27 S&P CorelLogic CS US HPI NSA Jun Y/Y % Chg. 31 34
Aug 29 Advance Goods Trade Balance Jul Blns -72.30 -74.20
Aug 29 Core Personal Consumption Expenditure 2Q Q/Q % Chg. 17 1.8
Aug 29 Gross Domestic Product Annualized 2Q Q/Q % Chg. 2.0 2.1
Aug 29 Initial Jobless Claims Aug 24 Thsd 215.0 2110
Aug 29 Pending Home Sales Jul M/M % Chg. -25 2.8
Aug 29 Personal Consumption 2Q Q/Q % Chg. 47 43
Aug 29 Retail Inventories Jul M/M % Chg. 0.8 -0.3
Aug 30 Personal Consumption Expenditure Core Deflator Jul Y/Y % Chg. 1.6 1.6
Aug 30 Personal Consumption Expenditure Deflator Jul Y/Y % Chg. 14 1.3
Aug 30 Personal Income Jul M/M % Chg. 0.1 0.5
Aug 30 Real Personal Spending Jul M/M % Chg. 0.4 0.2
Canada
Aug 29 CFIB Business Barometer Aug Index 60.6 57.8
Aug 29 Current Account Balance 2Q Blns -6.38 -16.63
Aug 30 Gross Domestic Product Jun M/M % Chg. 0.2 0.2
Aug 30 Industrial Product Price Jul M/M % Chg. -0.3 -14
Aug 30 Quarterly Gross Domestic Product Annualized 2Q Q/Q % Chg. 37 0.5
International
Aug 29 BZ Gross Domestic Product 2Q Y/Y % Chg. 1.0 0.5
Aug 30 EZ Consumer Price Index Aug Y/Y % Chg. 1.0 11
Aug 30 EZ Unemployment Rate Jul % 7.5 7.5
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Sep 2 - 6, 2019
Release Time* Economic Indicator/Event Data. for Units Consensus Last Period
Date Period Forecast
United States
Sep 03 9:45 Markit US Manufacturing PMI Aug Index - 49.9
Sep 03  10:00 ISM Employment Aug Index - 51.7
Sep 03  10:00 ISM Manufacturing Aug Index 51.2 51.2
Sep03  17:00 Fed's Eric Rosengren speaks at Stonehill College in Easton, MA
Sep 04 8:30 Trade Balance Jul Blns -54.30 -55.20
Sep 04 9:30 Fed's John Williams speaks at the Euromoney and Global Capital in New York, NY
Sep 04  12:30 Fed's Michelle Bowman and James Bullard speaks in St. Louis, MO
Sep 04  14:00 U.S. Federal Reserve Releases Beige Book
Sep04  15:15 Fed's Charles Evans speaks at the Detroit Branch of the Chicago Fed in Detroit MI
Sep 04 Wards Total Vehicle Sales Aug Mins 16.90 16.82
Sep 05 8:15 ADP Employment Change Aug Thsd 148.0 156.0
Sep 05 8:30 Unit Labor Costs 2Q Q/Q % Chg. 2.6 24
Sep 05 9:45 Markit US Services PMI Aug Index - 50.9
Sep 05  10:00 Factory Orders Jul M/M % Chg. 0.7 0.6
Sep 05  10:00 Factory Orders Ex Trans Jul M/M % Chg. - 0.1
Sep 05 10:00 ISM Non-Manufacturing Aug Index 541 53.7
Sep 06 8:30 Average Hourly Earnings Aug M/M % Chg. 03 03
Sep 06 8:30 Change in Nonfarm Payrolls Aug Thsd 162.0 164.0
Sep 06 8:30 Unemployment Rate Aug % 37 37
Canada
Sep 03 9:30 Markit Canada Manufacturing PMI Aug Index - 50.2
Sep 04 8:30 Int'l Merchandise Trade Jul Blns - 0.14
Sep 04  10:00 Bank of Canada Rate Decision Sep 19 % 1.75 1.75
Sep05  12:00 BoC's Lawrence Schembri speaks at the Halifax Chamber of Commerce in Halifax, NS
Sep 06 8:30 Hourly Wage Rate Permanent Employees Aug Y/Y % Chg. - 4.5
Sep 06 8:30 Net Change in Employment Aug Thsd - -24.2
Sep 06 8:30 Unemployment Rate Aug % - 57
International
Sep 02 4:00 EZ Markit Eurozone Manufacturing PMI Aug Index - 47.0
Sep 02 4:30 UK Markit UK PMI Manufacturing Aug Index - 48.0
Sep 06 5:00 EZ Employment 2Q Y/Y % Chg. - 11
Sep 06 5:00 EZ Gross Domestic Product 2Q Y/Y % Chg. - 11
* Eastern Standard Time. Source: Bloomberg, TD Economics.
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Disclaimer

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appropriate for other
purposes. The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This material is not intended
to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and should not be considered specific legal,
investment or tax advice. The report does not provide material information about the business and affairs of TD Bank Group and the members of TD Economics
are not spokespersons for TD Bank Group with respect to its business and affairs. The information contained in this report has been drawn from sources believed
to be reliable, but is not guaranteed to be accurate or complete. This report contains economic analysis and views, including about future economic and financial
markets performance. These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may be
materially different. The Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in
the information, analysis or views contained in this report, or for any loss or damage suffered.
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