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United States

Trade tensions reemerged this week. President Trump suggested that the U.S.-China deal could wait until after the
election, announced steel and aluminum tariffs on Brazil and Argentina, and threatened to impose tariffs on France.
International trade numbers were also unambiguously weak in October, even as trade deficit had narrowed.

Despite uncertainty on the trade front, it was another banner month for America’s job market. Payrolls rose by a healthy
266k in November, with service sector hiring accelerating for the fourth consecutive month.

Contraction in the manufacturing sector deepened slightly in November, with the ISM manufacturing index edging
lower to 48.1 from 48.3. Service industries continued to expand, alas at a slightly slower pace than in a month prior.

Canada

* The Bank of Canada elected to leave its policy rate unchanged this week. In an accompanying speech, Deputy Governor

Tim Lane set a high bar for easing, citing the resilient Canadian labour market. Data today suggests cracks may be ap-
pearing in that narrative as the labour market saw losses across the board.

'The Bank also remains concerned about the high levels of household debt. October’s credit data showed an increase in
household debt, driven almost entirely by mortgages.

Without persistent weakness in the labour market or a further escalation in trade conflicts, the Bank may still find it
comfortable to remain on the sidelines for the time being.

This Week in the Markets

Oil Prices Bounce on News of OPEC Cuts

Current* Week Ago 52-Week High  52-Week Low
0,
Stock Market Indexes Weekly % Change
S&P 500 3149 3141 3154 2351 8&P/TSX
S&P/TSX Comp. 17001 17040 17115 13780 S&P 500
DAX 13167 13236 13289 10382 DAX
FTSE 100 7240 7347 7687 6585 USD-EUR
Nikkei 23354 23294 23530 19156 ’
Fixed Income Yields usD:JPY
U.S. 10-yr Treasury 1.84 1.78 291 1.46 USD:CAD
Canada 10-yr Bond 1.59 1.46 2.16 1.09 DXY
Germany 10-yr Bund -0.29 -0.36 0.29 -0.71 Wl
UK 10-yr Gilt 0.77 0.70 1.35 0.41
Japan 10-yr Bond -0.01 -0.07 0.06 -0.29 2.0 0.0 2.0 4.0 6.0 8.0
H Note: Data as of 12:01 PM ET, Friday, December 06, 2019.
Foreign Exchange Cross Rates Soumnes Blsomiary, 1D Brorertios
C$ (USD per CAD) 0.75 0.75 0.77 0.73
Euro (USD per EUR) 111 1.10 115 1.09 Global Official Policy Rate Targets
Pound (USD per GBP) 1.31 1.29 1.33 1.20 Current Target
Yen UPY per USD) C108'7 g SlO9t.5P —— 1136 1053 Federal Reserve (Fed Funds Rate) 1.50 - 1.75%
ommodi ot Prices .

- 157519 Bank of Canada (Overnight Rate) 1.75%
Crude Oil ($US/bbl) 58.2 55.2 66.4 423 ) N
Natural Gas ($US/MMBtu) 237 246 454 2.02 European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 5859.0 5843.3 6555.5 5584.5 Bank of England (Repo Rate) 0.75%
Gold ($US/troy oz.) 1460.4 1463.9 15524 1237.8 Bank of Japan (Overnight Rate) -0.10%
*As of 12:01 PM on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper- Source: Central Banks.

LME Grade A. Gold-London Gold Bullion. Source: Bloomberg.
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U.S. - Hiring Remains Solid Despite Trade Tensions

Trade-related developments and employment data stole the
limelight this week. With the deadline of the next wave of
proposed tarifts on imports from China a little more than a
week away, investors kept a close eye on the state of the U.S.-
China trade negotiations and trade policy more broadly. On
that front, comments by President Trump earlier this week
suggesting that the U.S.-China deal could wait until after
the elections were not encouraging, sending equity markets
sharply lower. Sentiment was further dampened by news
that the U.S. will restore steel and aluminum tariffs on Bra-
zil and Argentina for alleged currency manipulation, and the
threat to impose tariffs on $2.4bn of imports from France.

Equity markets rebounded toward the end of the week, amid
news of Beijing reaffirming that the talks remain on track
and the excellent job numbers. Oil prices rallied on the news
that OPEC+ countries agreed to deepen existing production
cuts, and Saudi Arabia promising to maintain its voluntary

400K bpd cut, bringing total cuts to 2.1 million bpd.

Trade data was not encouraging this week as trade volumes
continued to slow in October. Export and import volumes
declined for the second straight month. Since imports fell
more than exports the U.S. trade deficit narrowed for the
second month in a row, hardly a sign of health.

The return of trade tensions this week suggests that trade
policy will likely remain volatile and exports sluggish in
the year ahead. This is not good news for U.S. businesses,
particularly manufacturers, who continue to contend with
retaliatory tariffs, weak global demand and a strong Dol-
lar. Manufacturing sentiment ebbed further in November,
with the ISM manufacturing index edging lower to 48.1

Chart 1: Divergence Grows Between
Manufacturingand Non-Manufacturing Sectors
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Chart 2: Service Industries Ramp Up Hiring
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from 48.3 in October. While the production subcomponent
edged higher on the month, it remained in contractionary
territory, and new orders and employment sub-indexes con-
tinued to deteriorate, signaling that manufacturing output
could further worsen before it gets better.

The services sector hasnt been immune to trade-related
headwinds, with the ISM non-manufacturing index edging
0.8 points lower to 53.9 in October. However, it remains
well in expansionary territory, supported by resilient domes-
tic demand. Two-thirds of non-manufacturing industries
surveyed in October reported growth, compared to less than
a third in the manufacturing survey (Chart 1).

'This divergence of fortunes between the manufacturing and
services sector continues to manifest in employment data.
Payrolls expanded by an impressive 266k in November, with
service industries contributing 206k to the headline. Busi-
nesses in the services sector have been ramping up hiring
since July (Chart 2), while gains remain muted in the goods-
producing sector, with the pop in November reflecting the

end of the GM strike.

All in all, despite uncertainty on the trade front and softer
global growth, the labor market has remained remarkably
resilient. With reports like this, the FOMC can sit com-
fortably on the sidelines after cutting rates three times this
year. As long as international risks do not intensify and hurt
confidence domestically, the American economy will remain
in expansion, supported by a healthy consumer.

Ksenia Bushmeneva, Economist | 416-308-7392
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Canada - Jobs Data Versus Resilience

'The Bank of Canada rate decision took center-stage this
week, but the outcome was not all that surprising. Citing
waning recession concerns, improvement in financial mar-
ket sentiment, and an economic outlook that’s evolving in
line with their expectations, the Bank opted to hold the policy
rate at 1.75%. However, it was keen to note that it will con-
tinue to closely monitor the resilience of Canada’s economy.

Deputy Governor Tim Lane provided more insight on
the decision and the Bank thought process in a speech
on Thursday. DG Lane compared and contrasted Bank of
Canada policy decisions with those of the Federal Reserve
to underline the point that, despite the interconnectedness
of the two economies, the Bank does not have to move in
lock-step with the Fed and that policy paths have diverged
before (Chart 1).

According to DG Lane, the Bank of Canada did not fol-
low the Fed in cutting rates in 2019 because inflation and
its economic outlook are on target and the policy rate was
already lower than that of the Fed’s. He highlighted the
recent strength in the labor market as the key reason why
Canada’s economy has been resilient to external shocks.

Unfortunately, today’s labour market data pokes some
holes in that narrative. The Canadian economy shed 71.2k
net jobs in November and the unemployment rate climbed
to 5.9% from 5.5%. Weakness was seen across all forms
of employment (private, public and self). Although its just
one month of data, it will certainly send worrying signals
to the Bank’s Governing Council.

Chart 1: BoC and Fed Policy Paths Have
Diverged Before
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Chart 2: Household Credit Growth Rising Due to
Mortgage Lending
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Trade uncertainty also continues to gray the skies. Even
with the volume of exports increasing in October due to
a dramatic surge in artwork exports, the level has barely
shifted since the beginning of the year. Looking ahead,
growth in exports will likely remain subdued reflecting the
decline in U.S. manufacturing and continuation of global
trade conflicts.

Amid the headwinds, the Bank of Canada will still think
twice about providing further support to the economy. The
Bank remains concerned about the high levels of debt held
by Canadian households. This worry was backed up in Oc-
tober’s credit data, which showed a 4% rise in household
credit relative to a year ago, extending an upward trend that
started in February (Chart 2). The increase in household
credit was driven by mortgages, whereas growth in con-
sumer credit continues to moderate. While lowering rates
could provide more support to the housing market, it could
also raise the level of household debt, heightening already

existing vulnerabilities in the Canadian economy.

This week’s statements made it abundantly clear that the
Bank has a high bar for cutting rates (see commentary).
Today’s labour market data may have taken us closer to
reaching that bar, but we’re not there yet. Without contin-
ued labour market weakness feeding into consumer spend-
ing and housing activity, or a further escalation in trade
conflicts, the Bank may still find it comfortable to remain
on the sidelines for the time being.

Sri Thanabalasingam, Economist | 416-413-3117
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U.S.: Upcoming Key Economic Releases

. .
U.S. FOMC Rates Decision - December ) Fed Funds TargetRate

450
Release Date: December 11, 2019

Previous: 1.50-1.75%
TD Forecast: 1.50-1.75% 300
Consensus: 1.50-1.75%

150

We look for the Fed to keep rates steady at 1.50-1.75%
next week, bringing officially to an end the mid-cycle ad-
justment that encompassed 75bp of policy easing. We also 000
forecast IOER to remain unchanged at 1.55%. The FOMC 2007 2000 2010 2011 2012 2013 2014 2015 2016 2017 2018
is likely to communicate patience in deciding future policy Souroe: U.S. Federal Reserve Board, TD Economics
moves and to reiterate that a “material reassessment” in the
outlook is a precondition for them. We don't anticipate

any dissenting officials next week —a first since the May
FOMC meeting.

U.S. Consumer Price Index - November* _

U.S. Consumer Price Index (CPI)

Release Date: December 11, 2019 30 Year/Year% Change —SY
Previous: 0.4% m/m, 1.8% y/y 25 Core CPI
TD Forecast: 0.2% m/m, 2.0% y/y ”0

Consensus: 0.2% m/m, 2.0% y/y s

We look for headline inflation to tick up two tenths to "

2.0% y/y in November (0.2% m/m), mostly reflecting a 0.5

gain in prices in the ex-food and energy segment. In ef- 00

tect, core inflation should stay unchanged at 2.3% y/y on Oct-18  Dec-18  Feb-19  Apr-19  Jun-19  Aug-19  Oct-19

Source: Bureau of Labor Statistics, TD Economics

the back of a 0.2% m/m increase. We expect core goods
inflation to recover m/m and for core services inflation
to stay unchanged at 0.2% m/m. We anticipate OER to
advance 0.2% m/m, largely steady vs last month, but for
the ex-shelter segment to slow on a monthly basis.

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

U.S. Retail Sales — November*

U.S. Retail and Food Services Sales

Release Date: December 13, 2019 Month/Month % Change e Total

e Fxcl. Automotive Deal
Previous: 0.3%, ex auto: 0.2% ¢ Aulomotlve beslers
TD Forecast: 0.3%, ex auto: 0.2%

Consensus: 0.4%, ex auto: 0.4%

0
-
We look for retail sales to register a 0.3% gain for Novem- 2
ber, largely matching last month’s print, on the back of a 3
moderate increase in the control group (+0.2% m/m). A 1% Oct-18  Deo18  Feb-19  Apr19  Jun-19  Aug19  Oct19
gain in auto sales and further gains in sales at gasoline sta- Source: US. Census Bureau, T Economics

tions should also boost headline growth during the month.
All in, data published so far in Q4 suggests a moderate pare
back in household spending.

*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 Housing Starts — November*

Canadian Housing Starts

. Thousands Thousands
Release Date' December 9’ 2019 275 mmmmm Total Starts (lhs) e Urban Multiples (rhs) 200
. 250 180
Previous: 202k 225
160
TD Forecast: 215k 200 140
175
120
Consensus: NA 150
1 100
100 8
75 60
TD looks for housing starts to make a partial recovery to a 50 40
215k pace in November, helped by a rebound in the vola- % 20
i .. LT 0 0
tile multi-unit component. Multi-unit starts fell by 12.5% Aug18 Oct18 Dec-18 Feb-19 Apr19 Jun-19 Aug19 Oct19
m/m in October and sit 25% below the peak from June, Source: CMHC, TD Econornics

although unseasonably cold weather will limit any recovery.
Cold weather will also weigh on single family homebuild-
ing, along with the loss of 21k construction sector jobs in
October. Underpinning housing demand is the continued
strength of the labour market and solid population growth.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Recent Key Economic Indicators: Dec 2 - 6, 2019
ReDlzta:e Economic Indicator/Event D:::Of:r Units Current Prior
United States
Dec 2 ISM Manufacturing Nov Index 48.1 48.3
Dec 2 Markit US Manufacturing PMI Nov Index 526 522
Dec 3 Wards Total Vehicle Sales Nov Mins 171 16.6
Dec 4 ADP Employment Change Nov Thsd 67.0 121.0
Dec 4 ISM Non-Manufacturing Index Nov Index 53.9 54.7
Dec 4 Markit US Services PMI Nov Index 51.6 516
Dec 5 Cap Goods Orders Nondef Ex Air Oct M/M % Chg. 11 12
Dec 5 Durable Goods Orders Oct M/M % Chg. 0.5 0.6
Dec 5 Factory Orders Oct M/M % Chg. 03 -0.8
Dec 5 Factory Orders Ex Trans Oct M/M % Chg. 0.2 -0.3
Dec 5 Initial Jobless Claims Nov 19 Thsd 203.0 213.0
Dec 5 Trade Balance Oct Blns -47.2 -51.1
Dec 6 Average Hourly Earnings Nov M/M % Chg. 0.2 0.4
Dec 6 Change in Nonfarm Payrolls Nov Thsd 266.0 156.0
Dec 6 Unemployment Rate Nov % 3.5 3.6
Dec 6 Wholesale Trade Sales Oct M/M % Chg. -0.7 -0.1
Canada
Dec 2 Markit Canada Manufacturing PMI Nov Index 514 51.2
Dec 4 Bank of Canada Rate Decision Dec 19 % 175 175
Dec 4 Labor Productivity 3Q Q/Q % Chg. 0.2 0.1
Dec 5 Int'l Merchandise Trade Oct CAD, BlIns -1.1 -1.2
Dec 6 Net Change in Employment Nov Thsd -71.2 -1.8
Dec 6 Unemployment Rate Nov % 5.9 5.5
International
Dec 2 EZ Markit Eurozone Manufacturing PMI Nov Index 46.9 46.6
Dec 2 UK Markit UK PMI Manufacturing Nov Index 48.9 483
Dec 5 EZ Employment 3Q Y/Y % Chg. 0.9 0.9
Dec 5 EZ Gross Domestic Product 3Q Y/Y % Chg. 12 12
Dec 5 EZ Retail Sales Oct Y/Y % Chg. 14 27
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Dec 9 - 13, 2019

Release Time* Economic Indicator/Event Daté for Units Consensus Last Period

Date Period Forecast

United States

Dec 10 6:00 NFIB Small Business Optimism Nov Index 103.1 102.4
Dec 10 8:30 Unit Labor Costs 3Q Q/Q % Chg. 34 36
Dec 11 8:30 Consumer Price Index Nov M/M % Chg. 0.2 04
Dec 11 8:30 Consumer Price Index Nov Y/Y % Chg. 2.0 18
Dec 11 8:30 Consumer Price Index Ex Food and Energy Nov M/M % Chg. 0.2 02
Dec 11 8:30 Consumer Price Index Ex Food and Energy Nov Y/Y % Chg. 23 23
Dec 11 14:00 FOMC Rate Decision (Upper Bound) Dec 19 % 1.75 1.75
Dec 12 8:30 Initial Jobless Claims Dec 19 Thsd - 203.0
Dec 12 8:30 Producer Price Index Ex Food and Energy Nov M/M % Chg. 0.2 0.3
Dec 12 8:30 Producer Price Index Final Demand Nov M/M % Chg. 0.2 0.4
Dec12  12:00 Household Change in Net Worth 3Q Blns - 1830.0
Dec 13 8:30 Retail Sales Advance Nov M/M % Chg. 0.4 0.3
Dec 13 8:30 Retail Sales Ex Auto and Gas Nov M/M % Chg. 0.4 0.1
Dec13  10:00 Business Inventories Oct M/M % Chg. 0.2 0.0
Dec13  11:.00 Fed'’s John Williams speaks on monetary policy in New York City, NY

Canada

Dec9 8:15 Housing Starts Nov Thsd - 202.0
Dec 9 8:30 Building Permits Oct M/M % Chg. - -6.5
Dec 11 8:30 Capacity Utilization Rate 3Q % - 83.3
Dec 12 8:30 New Housing Price Index Oct Y/Y % Chg. - -0.1
Dec12 1245 BoC's Governor Poloz speaks at The Empire Club of Canada in Toronto, ON -

International

Dec 9 20:30 CH Consumer Price Index Nov Y/Y % Chg. 4.2 38
Dec 10 4:30 UK Industrial Production Oct Y/Y % Chg. -1.2 -14
Dec 10 4:30 UK Monthly Gross Domestic Product (3M/3M) Oct M/M % Chg. 0.0 0.3
Dec 12 7:45 EZ ECB Deposit Facility Rate Dec 19 % -0.50 -0.50
Dec 12  23:30 JN Industrial Production Oct F Y/Y % Chg. - -74

* 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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