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Highlights of the Week
United States

* The Fed hiked rates by 25 bps this week as widely expected. But, the communiqué dropped the reference to policy
remaining “accommodative”. Interpretations regarding this change led to volatility in bond yields and equities.

* The debate on textual changes in the Fed statement detracts from the main point: the Fed remains committed to
additional tightening — a message echoed by a broadly-unchanged rising interest rate path in the Fed dot plot.

* Despite not being all positive, economic data reaffirmed the notion that the U.S. economy remains on solid footing.
Of note, real personal spending rose 0.2% in August, keeping our tracking for Q3 consumption above 3% (ann.).

Canada

*  GDP posted a trend-like 0.2% monthly gain in July on higher goods and services output. The decent monthly gain

supports our above-consensus 2.4% call for third quarter growth.

* Last Friday's release of the 2017-18 public accounts painted a worse picture of Ontarios fiscal situation than previ-

ously thought and sets the stage for further spending cuts.

* New Brunswick elected a (very slim) conservative minority government on Monday, perhaps making it tougher to
push legislation through government. Quebec’s provincial election is slated for next Monday. The incumbent Liber-
als and the poll-leading CAQ Party encouragingly share a commitment to reducing the province's outsized debt.

Supply Concerns Fuel Gain in Oil Prices
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GLOBAL OFFICIAL POLICY RATE TARGETS

Current Target
Federal Reserve (Fed Funds Rate) 2.00-2.25%
Bank of Canada (Overnight Rate) 1.50%
European Central Bank (Refi Rate) 0.00%
Bank of England (Repo Rate) 0.75%
Bank of Japan (Overnight Rate) -0.10%

THIS WEEK IN THE MARKETS
Current*  Week Ago 52|—_|Vi\§/;ek SZLV:vtek
Stock Market Indexes
S&P 500 2917 2930 2931 2510
S&P/TSX Comp. 16121 16224 16567 15035
DAX 12247 12431 13560 11787
FTSE 100 7510 7490 7877 6889
Nikkei 24120 23870 24124 20356
Fixed Income Yields
U.S. 10-yr Treasury 3.04 3.06 3.1 2.27
Canada 10-yr Bond 2.42 243 2.52 1.84
Germany 10-yr Bund 0.47 0.46 0.77 0.26
UK 10-yr Gilt 1.57 1.55 1.65 1.15
Japan 10-yr Bond 0.13 0.13 0.13 0.02
Foreign Exchange Cross Rates
C$ (USD per CAD) 0.77 0.77 0.82 0.75
Euro (USD per EUR) 1.16 1.17 1.25 1.13
Pound (USD per GBP) 1.31 1.31 1.43 1.27
Yen (JPY per USD) 113.5 112.6 114.2 104.7
Commodity Spot Prices**
Crude Oil ($US/bbl) 73.4 71.8 74.2 49.3
Natural Gas ($US/MMBtu) 3.13 3.02 713 2.52
Copper ($US/met. tonne) 6182.0 6379.5 7330.5 5759.0
Gold ($US/troy oz.) 1192.7 1199.0 1358.5 1174.2
*as of 12:10 pm on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price), Copper-LME Grade A,
Gold-London Gold Bullion; Source: Bloomberg.

Source: Central Banks.
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U.S. - Don't Let Textual Changes Get in the Way of Rate Hikes

The September FOMC meeting was the highlight of this
week’s economic calendar. The Fed did not disappoint,
hiking the Fed Funds rate by 25 bps as widely expected.
This lifted the upper bound target to 2% % — the high-
est level since 2008 (Chart 1). The policy path ahead
remained broadly unchanged as per the Fed dot plot.
What's more, the funds rate is now projected to remain
above the longer-run neutral level through 2021.

Market focus however, gravitated more toward what was
not in the Fed statement, rather than what was in it. The
communiqué dropped the reference to policy remaining
"accommodative”. This received a dovish interpretation
initially under the premise that the Fed may be getting
close to the end of the hiking cycle, leading to volatility
in bond yields and equities.

The debate around textual changes in the Fed commu-
niqué appears to detract from the main point — the Fed
remains committed to further gradual tightening given
its conviction for well-anchored inflation expectations
and a positive view of the economy. Economic data in
the week remained broadly in line with this narrative. The
Fed's preferred measure of inflation held right on tar-
get for the fourth straight month in August. Meanwhile,
real personal spending was up 0.2% in the same month.
While this marks a slight moderation in the monthly pace
of spending, it's sufficient to keep our tracking for third
quarter consumption growth north of 3% annualized. A
solid rise in wholesale and retail inventories added to the
positive tally.

Chart 1: Fed Hikes by 25 bps as Expected;
Core PCE Holds at Target for Four Straight Months
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Chart 2: Pending Home Sales Fell in August,
Housing to Remain a Soft Spot in the Near-Term
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Not all of the data was positive though, with soft pock-
ets including trade and housing. The goods trade deficit
widened more than expected in August. The first two
months of the quarter reaffirm the notion that, unlike the
second-quarter experience, net trade will be a drag on
growth this time around. Pending home sales, a leading
indicator of sales activity, also fell 1.8% in August (Chart
2). This marks the fourth decline in five months, suggest-
ing that sales will continue to languish in the near-term.

Putting all the pieces together, the economy is still on
solid footing, with over 3% growth expected in the third
quarter. With price pressures holding near target, this
should indeed be sufficient for one more hike before
the end of the year. Beyond this point, however, there
is significantly more uncertainty, as trade disputes pose
significant downside risk to the economic outlook.

The U.S.-China trade conflict saga continued to play out
in the background, given other more salacious domes-
tic political developments. China scrapped talks with the
U.S. as tariffs on $200 bn of Chinese goods came into
effect. Meanwhile, President Trump accused China of at-
tempting to interfere in the upcoming midterm elections,
given his stance on trade. With the two economic heavy-
weights on a hard-to-avoid collision course, we see this
dispute as a key risk to growth. Tariffs in effect and those
threatened could knock off up to 1p.p. from U.S. and 0.3
p.p. from global economic growth (see here).

Admir Kolaj, Economist | 416-944-6318
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Canada - Provincial Developments Take Centre Stage

Global oil prices drifted higher again this week on signals
that OPEC and Russia had no immediate plans to raise
production, despite looming U.S. sanctions on lIranian
oil exports. However, the story for Canadian producers
remains one of weakness, given the persistently large
wedge between WTI and Western Canada Select (WCS)
prices. Meanwhile, precious little progress was made
this week on NAFTA negotiations, with President Trump
claiming to have spurned a trade meeting with Prime
Minister Trudeau, casting a pall on the mood.

On the economic data front, last week’s flood of releases
turned into a slow drip. The most notable report — July’s
monthly GDP data — showed a decent 0.2% monthly
gain. Goods output advanced 0.3%, lifted by manufac-
turing, mining and utilities production. However, oil and
gas sector output was down significantly, weighed on
by a power outage at the Syncrude facility in late June
(Chart 1). Meanwhile, services-sector output advanced
0.2% in July, proving once again its status as stalwart of
the Canadian economy. All told, July's data reinforced
our above-consensus 2.4% call for third quarter growth.

With a quieter week on the economic calendar, provin-
cial political and fiscal developments came increasingly
into focus. Last Friday, the 2017-18 public accounts for
Ontario were released. What is typically seen as a ho-
hum affair was anything but, with the accounts offering a
new look at the province’s restated fiscal position follow-
ing audits ordered by the PC government. As expected,
the accounts painted a worse picture of Ontario’s fiscal

Chart 1: Oil Sands Output Weighs on Monthly
GDP, Offset by Growth in Other Goods Industries
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Chart 2: Public Accounts Indicate a Larger Debt
Load for Ontario Than Originally Thought
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standing than originally reported (Chart 2). Indeed, in a
speech on the same day of the release, Finance Minister
Fedeli reported a $15 billion shortfall for this fiscal year,
versus the $6.7 billion deficit projected by the prior gov-
ernment. While a $15 billion deficit is nothing to sneeze
at, prior analysis by the Auditor General and the Finan-
cial Accountability Office had already prompted markets
to expect something big, reducing the sticker shock from
the announcement. Ultimately, larger deficits set the
stage for the government to deliver additional spending
cuts, which could offset benefits to growth from prom-
ised tax relief.

Not to be outdone, New Brunswick held its own provin-
cial election on Monday, producing a (very slim) victory
for the new minority Conservative government. While
we await an updated budget to inform our forecasts,
election of a slim minority will likely make it tough to
push policies through government, at least not without
some ComMpromises.

Looking ahead to the coming week, a provincial election
in Quebec is on tap for Monday. Current polling points
to the Coalition Avenir Quebec (CAQ) holding an advan-
tage over the incumbent Liberal Party. In terms of policy,
the parties seem somewnhat aligned on a few points, with
arguably the most important being their shared com-
mitment towards reducing Quebec’s mountainous debt
load. This should appease credit rating agencies and
help shore up business confidence.

Rishi Sondhi, Economist | 416-983-8806
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4
U.S.: Upcoming Key Economic Releases
U.S. Employment - September*
U.S Labor Market
Thousands of Jobs %
Release Date: October 5, 2018 350 10
Previous: 207k, unemployment rate: 3.9% o | Reteche) Changer (hs) .

TD Forecast: 180k, unemployment rate: 3.8%
Consensus: 188k, unemployment rate: 3.8%

We expect payrolls to rise by a solid 180k in Septem-
ber albeit a touch softer than in August (201k). Manu-
facturing should make a comeback, offset by some de-
celeration in private services. ISM and regional surveys
suggest an overall solid figure near 200k, though Sep-
tember prints tend to disappoint expectations and see
upward revisions. Hurricane Florence should not impact
the payroll figures, as persons in the survey are counted
as employed if they worked or received pay for at least
one day of the pay period (that includes the 12th of the
month). Evacuations did not begin until the 10th to 11th,
so it is plausible that workers would still be considered
employed.

Wages however could see an impact. The hurricane
should negatively impact hours worked, implying a
boost to average hourly earnings. Reference week itself
(with the 12th landing on a Wednesday) also suggests a
strong read, with m/m increases averaging 0.3% and up
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Seasonally-adjusted data; * Change in non-farm payrolls
Source: U.S. Department of Labor, TD Economics

to 0.5%. We therefore expect a 0.3% m/m print, with
upside risk for 0.4% and leading the y/y pace lower to
2.8%. Note that revisions could bias the y/y pace lower,
as strong readings (such as the 2.9% rate in August) tend
to be revised away.

Finally, we expect the unemployment rate to dip further
back to its previous low of 3.8% on the back of strong
jobs gains, though a pickup in participation is an upside
risk.

*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 - September*

Release Date: October 5, 2018

Previous: -52k, unemployment rate: 6.0%
TD Forecast: 25k, unemployment rate: 5.9%
Consensus: N/A

TD looks for the September employment report to show
job growth of 25k for the month, although the details
should prove less upbeat than the headline print. Part
time employment should rebound after registering the
second largest decline on record, which will leave full-
time employment down slightly on the month. We also
look for employment gains in retail trade, construction
and professional services after suffering outsized de-
clines in August. Job growth of 25k alongside a more
modest inflow to the labour force should allow the un-
employment rate to edge lower to 5.9%, leaving it con-
tained within the recent range, while wage growth for

Canadian International Trade - August*

Release Date: October 5, 2018
Previous: -$0.1bn
TD Forecast: -$0.5bn

Consensus: N/A

The international trade deficit is forecast to widen to
$500m in August on a decline in both export and import
activity. Weakness in the former will be concentrated in
energy products, where we look for a significant pull-
back on the heels of disruptions to production and lower
crude oil prices. Motor vehicles will provide a key offset
as presaged by US import data which should leave non-
energy exports unchanged on the month after account-
ing for a broad decline in factory prices. Imports should
see a modest decline, although after two months of little
growth we expect any further pullback to be modest.
Meanwhile, real exports should outperform the nominal
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permanent employees is expected to slip to 2.4% y/y. If
realized this would mark the fourth consecutive decel-
eration since the 3.9% highs in May, which accompanies
a similar pullback in SEPH wage growth.

Canadian International Merchandise Trade
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print on the 0.5% decline in factory prices and an even
more significant decline in raw material prices, which
suggests the drag on growth will be more modest than
the headline print would imply.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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RECENT KEY ECONOMIC INDICATORS: SEP 24 - 28, 2018
Release Economic Indicator/Event Datef for Units Current Prior
Date Period
United States
Sep 25 S&P CorelLogic CS US HPI NSA Jul Y/Y % Chg. 6.0 6.2
Sep 25 Conf. Board Consumer Confidence Sep Index 1384 134.7
Sep 26 New Home Sales Aug Thsd 629.0 608.0
Sep 26 FOMC Rate Decision (Upper Bound) Sep 26 % 2.25 2.00
Sep 27 Advance Goods Trade Balance Aug Blns -75.8 -72.0
Sep 27 Cap Goods Orders Nondef Ex Air Aug M/M % Chag. -0.5 15
Sep 27 Core Personal Consumption Expenditure 2Q Q/Q % Chg. 21 2.0
Sep 27 Durable Goods Orders Aug M/M % Chg. 1.7 -1.7
Sep 27 Gross Domestic Product 2Q Q/Q % Chg. 4.2 42
Sep 27 Initial Jobless Claims Sep 22 Thsd 214.0 202.0
Sep 27 Personal Consumption 2Q Q/Q % Chag. 3.8 3.8
Sep 28 Pending Home Sales Aug M/M % Chg. -1.8 -0.8
Sep 28 Personal Income Aug M/M % Chg. 0.3 0.3
Sep 28 Personal Consumption Expenditure Deflator Aug Y/Y % Chg. 2.2 2.3
Sep 28 Real Personal Spending Aug M/M % Chg. 0.3 0.2
Canada
Sep 24 Wholesale Trade Sales Jul M/M % Chg. 15 -0.9
Sep 27 CFIB Business Barometer Sep Index 614 61.6
Sep 28 Gross Domestic Product Jul M/M % Chg. 24 0.0
Sep 28 Industrial Product Price Aug M/M % Chg. -0.5 -0.2
International
Sep 27 N Jobless Rate Aug % 24 25
Sep 27 JN Tokyo Consumer Price Index Sep Y/Y % Chg. 13 12
Sep27 JN Retail Trade Aug Y/Y % Chg. 2.7 15
Sep 28 UK Gross Domestic Product 2Q Y/Y % Chg. 1.2 13
Sep 28  EZ Consumer Price Index Core Sep Y/Y % Chg. 0.9 1.0
Source: Bloomberg, TD Economics.
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UPCOMING ECONOMIC RELEASES AND EVENTS: OCT 1 - 5, 2018

Release Time* Economic Indicator/Event Data' for Units Consensus Last Period
Date Period Forecast
United States
Oct 01 9:45 Markit US Manufacturing PMI Sep Index - 55.6
Oct01  10:00 ISM Manufacturing Sep Index 60.1 61.3
Oct01  10:00 ISM Employment Sep Index - 58.5

Oct01  10:00 Fed's Raphael Bostic Speaks in Atlanta, GA

Oct01  11:00 Fed's Neel Kashkari Speaks in Minnetonka, MN

Oct01  12:15 Fed'’s Eric Rosengren Speaks in Boston, MA

Oct 01 Wards Total Vehicle Sales Sep Mins 16.55 16.60

Oct02  10:00 Fed's Randal Quarles Speaks in Washington, DC
Oct 02  12:.00 Fed'’s Jerome Powell Speaks in Boston, MA

Oct 03 6:30 Fed's Charles Evans Speaks in London, UK

Oct 03 8:05 Fed's Tom Barkin Speaks in Charleston, WV

Oct 03 8:15 ADP Employment Change Sep Thsd 185.0 163.0
Oct 03 9:45 Markit US Services PMI Sep Index - 529
Oct 03 10:00 ISM Non-Manufacturing Index Sep Index 58.0 58.5

Oct 03  12:.00 Fed's Patrick Harker Speaks in Baltimore, MD
Oct 03 14:15 Fed's Loretta Mester Speaks in St. Louis, MO

Oct 04 8:30 Initial Jobless Claims Sep Thsd - -
Oct 04  10:00 Factory Orders Aug M/M % Chg. 1.0 -0.8
Oct 04  10:00 Factory Orders Ex Trans Aug M/M % Chg. - 0.2
Oct 04  10:00 Durable Goods Orders Aug M/M % Chg. - -
Oct 04  10:00 Cap Goods Orders Nondef Ex Air Aug M/M % Chg. - -
Oct 04 Fed's Randal Quarles Speaks in St. Louis, MO
Oct 05 8:30 Trade Balance Aug Blns -48.5 -50.1
Oct 05 8:30 Unemployment Rate Sep % 3.8 39
Oct 05 8:30 Change in Nonfarm Payrolls Sep Thsd 188.0 201.0
Oct 05 8:30 Average Hourly Earnings Sep M/M % Chg. 03 04
Oct05  12:30 Fed's Raphael Bostic Speaks in Atlanta, GA
Canada

Oct 01 8:30 MLI Leading Indicator Aug M/M % Chg. - 0.1
Oct 01 9:30 Markit Canada Manufacturing PMI Sep Index - 56.8
Oct01 1315 BoC's Timothy Lane Speaks at the Haskayne Business School in Calgary, AB
Oct 05 8:30 Hourly Earnings Permanent Employment Sep Y/Y % Chg. - 2.6
Oct 05 8:30 Int'l Merchandise Trade Aug Blns - -0.1
Oct 05 8:30 Net Change in Employment Sep Thsd - -51.6
Oct 05 8:30 Unemployment Rate Sep % - 6.0

International
Oct 01 4:.00 EZ Markit Eurozone Manufacturing PMI Sep Index - 533
Oct 01 4:30 UK Markit UK PMI Manufacturing SA Sep Index - 52.8
Oct 01 5:00 EZ Unemployment Rate Aug % - 8.2
Oct 02  20:30 JN Nikkei Japan PMI Composite Sep Index - 52.0
Oct 03 4:00 EZ Markit Eurozone Composite PMI Sep Index - 54.2
Oct 03 4:30 UK Markit/CIPS UK Composite PMI Sep Index - 54.2
Oct 03 5:00 EZ Retail Sales Aug 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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