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Highlights of the Week
United States

Financial markets extended their gains this week. The re-opening of the U.S. government, the dovish FOMC statement,
progress in the U.S.-China trade talks and a strong January payroll report all helped to boost sentiment.

Global growth concerns persisted this week, but the U.S. economy continued to move along nicely. The labor market
added 304k new jobs in January, and the ISM manufacturing index improved after a sharp decline in December.

Even as domestic economic performance remains solid, global growth slowdown did not go unnoticed by the FOMC.
'The Committee left the fed funds rate unchanged, and went to great lengths to emphasize patience.

Canada

Canada’s economy contracted 0.1% in November as the energy sector weighed on growth. Real GDP is tracking a mod-
est 1% (annualized) for the fourth quarter as a whole.

A “patient” Federal Reserve will mean an even more patient Bank of Canada. Canada’s outlook is even cloudier than that
stateside, providing numerous reasons for caution from the central bank.

In a speech this week, Deputy Governor Wilkins noted that the oil shock is coming through not only on the unemploy-
ment rate but also the pace of wage growth. Until there is some clarity on the path of global growth, expect the Bank of
Canada to remain on the sidelines.

This Week in the Markets

X 52-Week 52-Week Stocks Bask in the Fed Afterglow
Current Week Ago High L
19 ow Weekly % Change

Stock Market Indexes
S&P 500 2713 2665 2931 2351 S&PITSX
S&P/TSX Comp. 15539 15366 16567 13780 S&P 500
DAX 11176 11282 13170 10382 DAX
FTSE 100 7020 6809 7877 6585 USD-EUR
Nikkei 20788 20774 24271 19156 '

Fixed Income Yields USD:JPY
U.S. 10-yr Treasury 2.69 2.76 3.24 2.55 USD:CAD
Canada 10-yr Bond 1.97 1.98 2.60 1.83 DXY
Germany 10-yr Bund 0.17 0.19 0.77 0.15 WTI
UK 10-yr Gilt 1.25 1.31 1.73 1.19
Japan 10-yr Bond -0.01 0.00 0.16 -0.04 -1.5 -1.0 -0.5 0.0 0.5 1.0 1.5 2.0

i Note: Dat f 11:52 AM ET, Febi 2,2019
Foreign Exchange Cross Rates e i
C$ (USD per CAD) 0.76 0.76 0.82 0.73
Euro (USD per EUR) 1.15 1.14 1.25 1.12
Pound (USD per GBP) 1.31 1.32 1.43 1.25 Global Official Policy Rate Targets
Yen (JPY per USD) 109.5 109.6 114.5 104.7 Current Target
Commodity Spot Prices™ Federal Reserve (Fed Funds Rate) 2.25-2.50%
Crude Oil ($US/bbl) 54.6 53.5 76.4 42.3 Bank of Canada (Overnight Rate) 1.75%
gat”ral gzjs(?U?/ll/lMBtL;) 6?58153 62;705 7358005 5515328 European Central Bank (Refi Rate) 0.00%
opper met. tonne . . . . 0

Gold ($USltroy 0z.) 1316.8 1303.2 1353.7 11742 | [Bankof England (Repo Rate) 0'75f’
*as of 11:54 am on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price), Copper-LME Grade A, Bank Of Japan (ovemlght Rate) '0' 1 0 /°
Gold-London Gold Bullion; Source: Bloomberg. Source: Central Banks.
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U.S. - The Fed’s Rate Hikes: A Pause or A Stop?

Concerns about slowing global growth continued to linger
this week. Even so, financial markets had a lot to be cheer-
tul about: the U.S. government re-opened, the FOMC was
dovish, the U.S.-China talks made progress and January
payroll report showed blockbuster job growth. After a bru-
tal December, this week’s trading capped the best monthly
performance for the S&P 500 since October 2015.

Top of the list, the longest shutdown in U.S. history has
ended — for now. A short-term spending bill keeps the gov-
ernment funded until February 15th. Still, the damage has
been done. Various estimates suggest that the shutdown has
shaved between 0.2-0.4 percentage points off first quarter
GDP growth, which is tracking 1.6% (annualized). While
most of the lost economic activity will be recouped in the
tollowing quarter, some of the loss will be permanent.

'The impact of the government shutdown was also apparent
in today’s payroll report. The unemployment rate move up
a tick to 4.0%, lifted by government workers who were fur-
loughed, and the broader measure of unemployment which
includes people working part-time for economic reasons
(the U6) has jumped up from 7.6% to 8.1%. Aside from
those temporary distortions, it was a stellar report. The la-
bor market added an impressive 304k new jobs in January,
marking a record-setting 100th straight month of payroll
gains. Wages continued to advance at above-3% pace, and
the core age participation rate kept moving higher, rising
0.5 percentage points over the past year.

Meanwhile, across most other major economies, per-

Chart 1: Job Market Kicks Off 2019 with a Bang
Monthly Change in Nonfarm Payrolls, Thousands
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Chart 2: U.S. Manufacturing Activity
Bucks the Downtrend Elsewhere

PMI Manufacturing Index
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formance is shifting into lower gear. China’s economy is
weakening: last year’s auto sales declined for the first time
in decades, and manufacturing activity is contracting. That
impact is being felt acutely by China’s major trading part-
ners and American companies with significant exposure to
the region. The export-oriented Euro Area economy also
ended 2018 on a weaker footing, growing at the slowest
pace in four years. Clearly, the toll on global growth from
the U.S.-China trade dispute is rising, and the time to reach
a deal before possible further escalation after the March 1st
deadline is running out. President Trump was upbeat about
the progress during this week’s negotiations, but important
issues remain unresolved and any deal is unlikely until the
two presidents meet in person later this month.

Global growth slowdown considerations did not go unno-
ticed by the FOMC. As widely expected, the Committee
left the target range for the fed funds rate unchanged at
2.25%-2.5%, but the statement itself was very dovish. In
particular, the committee acknowledged that, while domes-
tic economic activity has been “rising at a solid rate”, risks
to the outlook have increased, which would necessitate pa-
tience and flexibility on the Fed’s behalf. Any mention of
“gradual” rate increases has been removed, suggesting the
Fed is prepared to be patient for some time until the fog
clears and its gets a better reading on global and domestic
economic conditions.

Ksenia Bushmeneva, Economist | 416-308-7392
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Canada - QOil Sector Puts a Chill on Canada’s Growth

'The impact of lower oil prices and widening spreads on
Western Canadian Select was on full display in the Novem-
ber real GDP report, released this week. Canada’s economy
shrunk by 0.1% in the month. The economy likely grew for
the fourth quarter as a whole, but with the poor outturn
in November, the pace is likely a modest 1% (annualized).

'The pain, unfortunately, is not over. The oil shock is evident
in small business confidence into January, which, accord-
ing to the CFIB, pulled back dramatically in Alberta and
remained at a low level nationally (edging up only slightly
after a steep decline in December). Mandatory production
cuts will continue to weigh on economic growth through
the first quarter of this year, likely leading to a repeat per-
formance in terms of sluggish real GDP growth in the
neighbourhood of 1%. The good news is that due to the
improvement in pricing, Alberta has announced a produc-
tion boost in February, slightly earlier than expected. With
a bit of luck, the drag will be contained to the first quarter
and a healthy bounceback will take place in the second.

Still, ongoing economic weakness, alongside rising global
uncertainty, is reason enough for a pause on interest rate
increases from the Bank of Canada. Recall that the last oil
shock resulted in two rate cuts from the Bank of Canada
in 2015. The current situation is different from the past.
For one, the energy price shock is smaller (roughly 25%
versus 70% according to Bank of Canada estimates). What
is more, the unemployment rate is a percentage point lower
and core inflation is closer to the Bank of Canada’s 2% tar-

Chart 1: Alberta's Woes Impact Canada

Wage Growth, Year/Year % Change
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Chart 2: Canadian Economic Momentum Going in
the Wrong Direction
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get. Nonetheless, below-trend growth gives little reason to
expect further improvement in the country’s labour market
and will mute upward pressure on inflation.

At the same time, the outlook for rate hikes from the Bank
of Canada will be influenced by events outside of the coun-
try’s borders. With the Federal Reserve changing tack on
future interest rate increases, there is less scope or rationale
for the Bank of Canada to push higher. If the Federal Re-
serve has reason for patience, the Bank of Canada has a
multitude. To name a few: Canada is even more tied into
the softening global outlook, especially through the com-
modity channel, than the U.S,; the interest-rate sensitivity
of households is a more pressing issue north of the border
where debt levels are higher and housing valuations more
stretched; and, finally, competitiveness and investment
challenges are a much more pressing issue, necessitating a
lower exchange rate to maintain full employment.

As Senior Deputy Governor Wilkins noted, the oil shock
is coming through not only on the unemployment rate but
also the pace of wage growth, which is particularly muted
in oil producing regions. Other structural factors weighing
on wage growth, such as increased market power of firms
and lower labour market turnover, also bear watching.

'The improvement in Canada’s benchmark oil prices of late
is encouraging, but until global event risks subside and
there is some clarity on the path of global growth, expect
the Bank of Canada to remain on the sidelines.

James Marple, Senior Economist | 416-982-2557
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U.S.: Upcoming Key Economic Releases

U.S. GDP - Q4 Advanced* U.S. Real GDP

Annualized Quarter/Quarter % Change

Release Date: TBD
Previous: 3.4%
TD Forecast: 2.8%

Consensus: 2.6% 3

We expect the advanced release of Q4 GDP to show eco-
nomic growth slowed back to a still strong 2.8% q/q pace,
down from Q3’s solid burst to 3.4%. The more measured
expansion rate should reflect the economy’s expected nor- -1
malization as the fiscal stimulus wanes and as a result of
the gradual impact of a tighter monetary stance. We antici-
pate consumers to remain a firm driver of economic activity
during the quarter as suggested by a strong holiday shop-

ping season, and on the back of high levels of consumer
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Source: BEA, TD Economics

confidence and solid employment numbers. That said, we
expect the stimulus driven sugar-high of 2018 to start to
wane beginning in 19Q1 as the gradual normalization of
output toward trend-growth continues this year.

*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 — January*

Release Date: February 8, 2019

Previous: 9.3k, unemployment rate: 5.6%
TD Forecast: 15k, unemployment rate: 5.6%
Consensus: N/A

TD looks for the labour market to add 15k jobs in Janu-
ary, led by a rebound in services sector hiring. Services saw
an outsized pullback in retail and public administration
employment throughout December, the latter of which
registered the largest one-month net job loss since mid-
2016. Together, these two industries shed over 40k work-
ers which suggests some mean reversion into 2019. Mean-
while, goods-producing employment will face a headwind
from layoffs across the energy sector, a likely result of gov-
ernment mandated caps on oil production, and a giveback
in manufacturing employment after 24k jobs were added
last month, a post-crisis record. Elsewhere we also look
for a recovery in private sector job growth following last

Canadian Housing Starts - January*

Release Date: February 8, 2019
Previous: 213k
TD Forecast: 205k

Consensus: N/A

TD looks for residential construction to slow to an annu-
alized 205k units in January on a pullback in multi-unit
starts. Permit issuance for multi-unit projects has waned in
recent months on a slowdown in new home sales and softer
conditions in the resale market, while single family per-
mit issuance continues to sit near the 2008/09 lows. Cold
weather in late January will also weigh on construction due
to harsh conditions for outdoor workers.

Canadian Labour Market*
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month’s rotation into self-employment. Job growth of 15k
should leave the unemployment rate unchanged at the
current cycle low of 5.6% while wage growth should firm
modestly to 1.7% y/y, still well below levels associated with
a tight labour market.

Canadian Housing Starts
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*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com

http://economics.td.com

¥ @TD_Economics


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

Recent Key Economic Indicators: Jan 28 - Feb 1, 2019
Release Economic Indicator/Event Daté for Units Current Prior
Date Period
United States
Jan 29 S&P Corelogic CS US HPI NSA Nov Y/Y % Chg. 52 53
Jan 29 Conf. Board Consumer Confidence Jan Index 120.2 126.6
Jan 30 ADP Employment Change Jan Thsd 213.0 263.0
Jan 30 Pending Home Sales Dec M/M % Chag. -2.2 -0.9
Jan 30 Interest Rate on Excess Reserves Jan 31 % 24 24
Jan 30 FOMC Rate Decision (Upper Bound) Jan 30 % 25 25
Jan 31 Personal Income Dec M/M % Chg. 0.5 0.2
Jan 31 Employment Cost Index 4Q Index 0.7 0.8
Jan 31 Initial Jobless Claims Jan 26 Thsd 253.0 199.0
Jan 31 Wholesale Trade Sales Nov M/M % Chg. -0.6 -0.2
Feb 01 Average Hourly Earnings Jan M/M % Chg. 0.1 04
Feb 01 Unemployment Rate Jan % 40 39
Feb 01 Change in Nonfarm Payrolls Jan Thsd 304.0 2220
Feb 01 ISM Employment Jan Index 55.5 56.0
Feb 01 ISM Manufacturing Jan Index 56.6 54.3
Canada
Jan 31 Gross Domestic Product Nov M/M % Chg. -0.1 03
Jan 31 Industrial Product Price Dec M/M % Chg. -0.7 -0.8
Jan 31 CFIB Business Barometer Jan Index 56.1 536
Feb 01 MLI Leading Indicator Dec M/M % Chg. -0.3 -0.1
Feb 01 Markit Canada Manufacturing PMI Jan Index 53.0 53.6
International
Jan29 JN Retail Sales Dec M/M % Chag. 0.3 -11
Jan30 CH Manufacturing PMI Jan Y/Y % Chg. 49.5 494
Jan 31 EZ Unemployment Rate Dec % 7.9 7.9
Jan31 JN Nikkei Japan PMI Mfg Jan Index 50.3 50.0
Feb 01 EZ Markit Eurozone Manufacturing PMI Jan Index 50.5 50.5
Feb 01 UK Markit UK PMI Manufacturing SA Jan Y/Y % Chg. 52.8 54.2
Feb 01 EZ Gross Domestic Product SA 4Q Y/Y % Chg. 1.2 1.6
Feb 01 EZ Consumer Price Index Core Jan Y/Y % Chg. 11 1.0
Source: Bloomberg, TD Economics.
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7
Upcoming Economic Releases and Events: Feb 4 - 8, 2019
Release Time* Economic Indicator/Event Daté for Units Consensus Last Period
Date Period Forecast
United States
Feb 04 10:00 Cap Goods Orders Nondef Ex Air Nov M/M % Chg. 0.1 -0.6
Feb 04 10:00 Durables Ex Transportation Nov M/M % Chg. 0.2 -0.3
Feb 04 10:00 Durable Goods Orders Nov M/M % Chg. 1.7 0.8
Feb 04 10:00 Factory Orders Ex Trans Nov M/M % Chg. - 0.3
Feb 04 10:00 Factory Orders Nov M/M % Chg. 0.3 -21
Feb 05 9:45 Markit US Services PMI Jan Index 54.2 54.2
Feb 05 10:00 ISM Non-Manufacturing Index Jan Index 573 58.0
Feb 06 8:30 Unit Labor Costs Q4 Q/Q % Chg. 17 0.9
Feb 06 8:30 Trade Balance Nov Blns -54.0 -55.5
Feb 06 19:00 Fed'’s Jerome Powell speaks in Washington, D.C.
Feb 07 8:30 Initial Jobless Claims Feb 02 Thsd - 253.0
Feb 07 19:30 Fed'’s James Bullard speaks in St. Cloud, Minnesota
Canada
Feb 05 Int'l Merchandise Trade Dec Blns -2.3 -21
Feb 06 8:35 BoC's Timothy Lane Speaks at The Peterson Institute in Washington, D.C
Feb 08 8:15 Housing Starts Jan Thsd 205.5 2134
Feb 08 8:30 Hourly Wage Rate Permanent Employees Jan Y/Y % Chg. - 15
Feb 08 8:30 Net Change in Employment Jan Thsd - 9.3
Feb 08 8:30 Unemployment Rate Jan % - 5.6
International

Feb 04 19:30 JN Nikkei Japan PMI Services Jan Index - 51.0
Feb 04 19:30 JN Nikkei Japan PMI Composite Jan Index - 52.0
Feb 05 4:00 EZ Markit Eurozone Composite PMI Jan Index - 50.7
Feb 05 4:00 EZ Markit Eurozone Services PMI Jan Index 50.8 50.8
Feb 05 4:30 UK Markit/CIPS UK Services PMI Jan Index 51.0 51.2
Feb 05 4:30 UK Markit/CIPS UK Composite PMI Jan Index - 514
Feb 05 5:00 EZ Retail Sales Dec Y/Y % Chg. - 11

* Eastern Standard Time. Source: Bloomberg, TD Economics.

Note: Some data releases may be impacted by the recent U.S. partial government shutdown.
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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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