
TD Economics

@TD_Economicshttp://economics.td.com

The Weekly Bottom Line

Highlights of the Week

United States
•	 The barrage of negative U.S. data continued this week, with weakness in December durable goods orders and a decline 

in existing home sales in January.

•	 Still, markets were hopeful that progress would be made in the China-U.S. trade talks, which could help remove a cloud 
of uncertainty that has weighed on investment. 

•	 The data affirms that the Fed made the right choice to shift off of gradual rate increases, and wait patiently to see if the 
U.S. economy remains resilient in the face of global weakness. We expect these signs to become clearer in the spring.

Canada
•	 Oil prices and a broader U.S. dollar sell off helped lift the loonie a touch this week.

•	 Retail sales volumes rebounded in December, but the fourth quarter as a whole was flat, consistent with our view of 
subdued consumer spending at the end of the year.

•	 In a speech this week, Bank of Canada Governor Stephen Poloz discussed the limitations of monetary policy, and reaf-
firmed the data dependent path for getting interest rates back to neutral.

February 22, 2019

Current* Week Ago 52-Week 
High

52-Week 
Low 

S&P 500 2788 2776 2931 2351
S&P/TSX Comp. 16063 15838 16567 13780
DAX 11454 11300 13170 10382
FTSE 100 7178 7237 7877 6585
Nikkei 21426 20901 24271 19156

U.S. 10-yr Treasury 2.65 2.66 3.24 2.55
Canada 10-yr Bond 1.88 1.90 2.60 1.83
Germany 10-yr Bund 0.09 0.10 0.71 0.09
UK 10-yr Gilt 1.16 1.16 1.73 1.15
Japan 10-yr Bond -0.04 -0.02 0.16 -0.04

C$ (USD per CAD) 0.76 0.76 0.80 0.73
Euro (USD per EUR) 1.13 1.13 1.24 1.12
Pound (USD per GBP) 1.31 1.29 1.43 1.25
Yen (JPY per USD) 110.7 110.5 114.5 104.7

Crude Oil ($US/bbl) 57.3 55.6 76.4 42.3
Natural Gas ($US/MMBtu) 2.73 2.59 4.80 2.56
Copper ($US/met. tonne) 6394.5 6193.0 7330.5 5713.8
Gold ($US/troy oz.) 1330.2 1321.6 1353.4 1174.2

This Week in the Markets

*as of 11:11 am on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price), Copper-LME Grade A, 
Gold-London Gold Bullion; Source: Bloomberg.

Commodity Spot Prices**

Foreign Exchange Cross Rates

Fixed Income Yields

Stock Market Indexes

Federal Reserve (Fed Funds Rate)
Bank of Canada (Overnight Rate)
European Central Bank (Refi Rate)
Bank of England (Repo Rate)
Bank of Japan (Overnight Rate) -0.10%
Source: Central Banks.  
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Note: Data as of  11:20 AM  ET,  February 22, 2019
Sources: Bloomberg, TD Economics

Weekly % Change 

Markets Hopeful on China-U.S. Trade Talks
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U.S. - Awaiting Signs of Spring

shutdown, but the trend was already soft.  

Deteriorating affordability has cut into housing demand 
over the past year, but mortgage rates have dropped about 
60 basis points since late 2018, which should show up in 
improved sales in the months to come (Chart 2). Home-
builder confidence also improved in February, supporting a 
more positive housing narrative ahead. 

Finally, on the data front, the delayed fourth quarter GDP 
report is released next week. We expect growth moderat-
ed to 2.2% in Q4, after running above 3 ½% through the 
middle of the year. With the government shutdown and 
the continued phenomenon of residual seasonality, the first 
quarter of 2019 is likely to be even weaker at 1.6%. 

For now, this lackluster data affirms that the Fed made the 
right choice to shift off of gradual rate increases, and wait 
patiently to see if the U.S. economy remains resilient in 
the face of global weakness. The minutes from the Janu-
ary FOMC meeting showed members debating whether 
further rate hikes will be necessary, but not contemplat-
ing cuts. Members continued to view sustained expansion 
strong labor market conditions, and inflation near 2% as 
the most likely path ahead. We too expect economic mo-
mentum to improve in the spring, and remain modestly 
above trend through the remainder of 2019. As long as 
there are no curve balls, the Fed is likely to raise rates once 
more in the latter half of the year.

Spring training got underway this week, a reminder that 
better weather is just around the corner. But, it will like-
ly be some time before we see signs of spring in the U.S. 
economy. Various indicators pointed to soft momentum at 
the end of 2018 and early in 2019. Last week it was retail 
sales and industrial production. This week, the bad news 
came from durable goods orders and existing home sales. 

Overall durable goods orders rose 1.2% in December, but 
the underlying business-investment gauge – nondefense 
capital goods orders ex-aircraft – declined 0.7%, the fourth 
decline since August. Capex spending had already slowed 
in the third quarter of 2018 after a period of strength 
(Chart 1), and the durables data suggests a similarly mod-
est pace in Q4. That lines up with our capital expenditure 
tracker, (based on Fed sentiment surveys) and points to 
more modest growth into early 2019 as well. 

Uncertainty related to trade policy and slower growth 
abroad likely contributed to more modest business spend-
ing in the latter half of 2018. Markets were optimistic 
about ongoing China-U.S. talks this week, but there is no 
concrete news yet. The President also indicated that March 
1st is not a magic date, providing hope that an escalation in 
tariffs isn’t imminent. It could also mean that talks drag on, 
keeping the cloud of uncertainty hanging over investment. 

The U.S. housing market also started 2019 on a weaker 
footing. Existing home sales fell 1.2% in January, hitting 
the lowest level since November 2015. It is likely sales were 
somewhat depressed by uncertainty due to the government 

Leslie Preston, Senior Economist | 416-983-7053
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Chart 2: Lower Mortgage Rates Should Lead to 
Better Sales in Months Ahead 

Existing Home Sales (left)

30-Year Fixed Mortgage Rate (right)

Source: FHLMC, National Association of Realtors, TD Economics
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Chart 1: Surveys Point to Weaker CAPEX

Business Investment Growth (left)

Capital Spending Tracker* (right)

* Capex tracker is a principle component analysis of the balance of opinion on capital 
expenditure intentions six month ahead from five regional Fed Surveys (Dallas, Philly, 
Richmond, Kansas City and New York). Q1 2019 is a snapshot, based on January sentiment.
Source: TD Economics

Quarter/Quarter % Change (ann.) Index
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Canada - A Reminder on the Limits of Monetary Policy 

tions of the central bank’s inflation targeting regime. While 
low and stable inflation has provided numerous benefits to 
Canada’s economy, such as lower nominal interest rates and 
more stable income growth, there are limits to this frame-
work. Inflation targeting is essentially a one-trick pony, 
achieving price stability at the expense of other possible 
mandates such as full employment or a stable exchange 
rate. Moreover, the limitation of one instrument does little 
to combat excesses, such as the bingeing of households and 
firms on debt due to low interest rates. Lastly, the forward 
looking nature of monetary policy requires setting interest 
rates in order to achieve objectives a year or more away, 
making it an exercise in risk management.

Overall, this speech helped provide an update on the Bank’s 
thinking as it heads toward the renewal of the inflation-
control target set for 2021. Those expecting an expansion 
in its mandate are likely to be disappointed. The message 
this week seems to be that the Bank wants to stick to its 
current focused mandate, highlighting the macroeconomic 
stability that inflation targeting delivers (Chart 2). Gover-
nor Poloz also appears content to leave financial and hous-
ing market regulation to other government agencies, given 
the limited power of monetary policy to address financial 
imbalances.

Oil prices firmed this week and, when taken together with 
a broader U.S. dollar sell off, helped lift the loonie a touch. 
Overall, the few tidbits of economic data received this week 
did not change our view on the outlook for the Canadian 
economy.

As expected, consumers have been feeling the pinch of 
higher interest rates. Retail sales volumes were flat for much 
of 2018, with the most interest rate-sensitive components 
of household spending taking a hit (Chart 1). Retail sales 
volumes rebounded in December, but growth in the fourth 
quarter of 2018 was non-existent, consistent with our view 
of subdued consumer spending at the end of the year.

Government budget season began this week, with British 
Columbia kicking things off (see commentary). In its sec-
ond full budget, the NDP government took care not to 
upend existing plans. Notable spending initiatives include 
a new childcare benefit program, $900 million allocated to 
the CleanBC plan, and a plan to eliminate interest on stu-
dent loans. An incremental $24 million was allocated to 
the Homes for BC plan, aimed at eliminating homeless-
ness. 

Capping off the week was a speech by Bank of Canada 
Governor Stephen Poloz. In addition to reaffirming that 
his goal remains further rate increases, but that the tim-
ing is data dependent, the speech stayed true to its title: 
“Toward 2021: the Power and Limitations of Policy”. 
Governor Poloz remarked about the success and limita-

Fotios Raptis, Senior Economist | 416-982-2556
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Chart 2: Inflation Targeting Has Reduced Volatility 
in Canadian Real GDP 

Source: Statistics Canada, TD Economics
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Chart 1: Consumer Spending on Interest Rate 
Sensitive Components Collapsed in 2018 

Rate-Sensitive Purchases**

All Other Purchases

Total

* Contributions-to-growth. ** Autos, furniture, electronics & appliances, and homebuilding materials.
Source: Statistics Canada, TD Economics. Last Observation: Dec. 2018.

Retail Sales Volumes, Year-over-Year % Change and CTGs*

http://twitter.com/TD_Economics
http://economics.td.com
https://www.bankofcanada.ca/toward-2021-reviewing-the-monetary-policy-framework/
https://economics.td.com/british-columbia-budget
https://www.bankofcanada.ca/2019/02/toward-2021-the-power-and-limitations-of-policy/
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U.S. Real GDP - Q4 Initial

Release Date: February 28, 2019
Previous: 3.4%  
TD Forecast: 2.2%
Consensus: 2.5%

Following weak December retail sales and core capital 
goods data, we look for Q4 GDP growth to slow to 2.2%, 
down from Q3’s solid burst of 3.4%. While consump-
tion expenditures should be respectable (upper 2% range), 
housing and business inventories are likely to subtract from 
growth. The more measured expansion rate reflects the 
economy’s normalization as fiscal stimulus wanes and past 
interest rate hikes bite. As a final note, due to the shut-
down, this report will be a combination of the advance and 
second releases; there will only be one subsequent revision.

U.S.: Upcoming Key Economic Releases
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Canada: Upcoming Key Economic Releases

Canadian Consumer Price Index - January*

Release Date: February 27, 2019
Previous: -0.1% m/m, 2.0% y/y
TD Forecast: 0.2% m/m, 1.5% y/y
Consensus: 0.2% m/m, 1.5% y/y

We expect inflation to slip back to 1.5% in January, largely 
driven by the partial reversal in airfares. This is a key source 
of uncertainty, which on balance skew risks to the down-
side. Since the methodological changes in March 2018, 
airfares have recorded significant m/m swings and bounced 
22% m/m in December. While it is tempting to assume a 
large correction, we note that seasonal patterns in January 
point to a further increase while past performance indi-
cates that large swings don’t always fully reverse in the next 
month. On the other hand, January airline deals point to a 
partial correction, especially with the new, more expansive 
methodology which may make the index more sensitive 
to discounts. Taken together we expect airfares to decline 
m/m, bucking the seasonal trend. We also eye marginal 
upside risks in energy, owing to carbon pricing rules and 

higher Ontario hydro costs. Note however the bulk of the 
carbon tax impact will be in April, when a fuel charge is 
implemented on four provinces, comprising roughly half of 
CPI. Finally, we flag that the January release will incorpo-
rate methodological changes to the rent index.
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Canadian Consumer Price Index (CPI)

Core CPI Headline CPI

Source: Statistics Canada, TD Economics

Year/Year % Change

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

http://twitter.com/TD_Economics
http://economics.td.com
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Canadian Real GDP - Q4 & December*

Release Date: March 1, 2019
Previous: 2.0% q/q, -0.1% m/m
TD Forecast: 0.9% q/q, 0.0% m/m
Consensus: N/A

We expect a soft close to 2018, with slowing economic mo-
mentum and the impact of energy sector developments the 
main culprits holding economic growth to just 0.9% (q/q, 
annualized). Consumer spending is expected to remain 
soft at just 1.3% with spending on durable goods fore-
cast to contract for a second quarter. Similarly, residential 
investment is expected to subtract from growth again on 
the back of falling resale activity, muted construction, and 
a soft reading for renovation. This leaves non-residential 
investment to do the heavy lifting where an expected pop-
back in equipment spending following the prior quarter’s 
unusual drop should lead the way (early indicators suggest 
little contribution from non-residential structures). The 
wildcard is net trade. Due to the U.S. government shut-
down, we don’t yet know how December shaped up, but 
based on the data in hand we anticipate a modest posi-
tive contribution, largely due to flat import growth. Weak 
commodity prices are expected to have kept nominal GDP 
effectively unchanged in the fourth quarter.

Industry-level GDP is also forecast to remain unchanged 
in December as a contraction in the goods-producing sec-
tor offsets a modest increase in services. Manufacturing 
output will weigh on the goods sector due to weaker pe-
troleum output while residential construction and utilities 
should also act as a headwind to growth. This will leave ser-
vices as the primary driver, underpinned by stronger retail 
and wholesale trade. A flat print for industry-level GDP in 
December provides a muted handoff to Q1, where crude 
oil curtailments will weigh heavily on January. 

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

Date
Economic Indicator/Event

Data for 

Period
Units Current Prior

Feb 19 NAHB Housing Market Index Feb Index 62.0 58.0
Feb 21 Initial Jobless Claims Feb 16 Thsd 216.0 239.0
Feb 21 Durable Goods Orders Dec M/M % Chg. 1.2 1.0
Feb 21 Durables Ex Transportation Dec M/M % Chg. 0.1 -0.2
Feb 21 Cap Goods Orders Nondef Ex Air Dec M/M % Chg. -0.7 -1.0
Feb 21 Markit US Services PMI Feb Index 56.2 54.2
Feb 21 Markit US Manufacturing PMI Feb Index 53.7 54.9
Feb 21 Existing Home Sales Jan Mlns 4.95 5.00

Feb 21 Wholesale Trade Sales Dec M/M % Chg. 0.3 -1.1
Feb 22 Retail Sales Ex Auto Dec M/M % Chg. -0.5 -0.7
Feb 22 Retail Sales Dec M/M % Chg. -0.1 -0.9

Feb 19 UK ILO Unemployment Rate 3Mths Dec % 4.0 4.0
Feb 20 JN Nikkei Japan PMI Manufacturing Feb Index 48.5 50.3
Feb 21 EZ Markit Eurozone Manufacturing PMI Feb Index 49.2 50.5
Feb 21 JN National Consumer Price Index Jan Y/Y % Chg. 0.2 0.3
Feb 22 EZ Consumer Price Index Jan Y/Y % Chg. 1.4 1.4

Source: Bloomberg, TD Economics. 

Recent Key Economic Indicators: Feb 18 - 22, 2019

United States

Canada

International

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

Date
Time* Economic Indicator/Event

Data for 

Period
Units

Consensus 

Forecast
Last Period

Feb 25 10:00 Wholesale Trade Sales Dec M/M % Chg. - -0.6
Feb 26 8:30 Housing Starts Dec Thsd 1253.0 1256.0
Feb 26 8:30 Building Permits Dec Thsd 1290.0 1322.0
Feb 26 9:00 House Price Purchase Index 4Q Q/Q % Chg. - 1.3
Feb 26 9:00 S&P CoreLogic CS US HPI  NSA Dec Y/Y % Chg. - 5.2
Feb 26 10:00 Fed's Jerome Powell delivers semi-annual monetary report to Congress 
Feb 26 10:00 Conf. Board Consumer Confidence Feb Index 124.2 120.2
Feb 27 8:30 Advance Goods Trade Balance Dec USD, Blns -75.70 -
Feb 27 8:30 Retail Inventories Dec M/M % Chg. - -
Feb 27 10:00 Pending Home Sales Jan M/M % Chg. - -2.2
Feb 27 10:00 Factory Orders Dec M/M % Chg. 1.4 -0.6
Feb 27 10:00 Factory Orders Ex Trans Dec M/M % Chg. - -1.3
Feb 27 10:00 Fed's Jerome Powell gives semi-annual testimony before the House Finance Committee 
Feb 28 8:00 Fed's Richard Clarida speaks at NABE Conference in Washington, DC
Feb 28 8:30 Personal Consumption 4Q Q/Q % Chg. 3.8 3.5
Feb 28 8:30 Gross Domestic Product Annualized 4Q Q/Q % Chg. 2.5 3.4
Feb 28 8:30 Initial Jobless Claims Feb 23 Thsd - 216.0
Feb 28 8:30 Core Personal Consumption Expenditure 4Q Q/Q % Chg. 1.6 1.6
Feb 28 8:50 Fed's Raphael Bostic speaks on economic and housing landscape in Atlanta, GA
Feb 28 13:00 Fed's Patrick Harker speaks on economic outlook in Philadelphia, PA
Mar 01 8:30 Personal Income Jan M/M % Chg. 0.3 -
Mar 01 8:30 Real Personal Spending Dec M/M % Chg. 0.2 0.3
Mar 01 8:30 Personal Consumption Expenditure Core Dec Y/Y % Chg. 1.9 1.9
Mar 01 8:30 Personal Consumption Expenditure Deflator Dec Y/Y % Chg. 1.7 1.8
Mar 01 10:00 ISM Employment Feb Index - 55.5
Mar 01 10:00 ISM Manufacturing Feb Index 56.2 56.6
Mar 01 12:50 Fed's Raphael Bostic speaks at NABE Conference in Washington, DC
Mar 01 Wards Total Vehicle Sales Feb Mlns 16.80 16.60

Feb 27 8:30 Consumer Price Index Core - Common Jan Y/Y % Chg. 1.9 1.9
Feb 27 8:30 Consumer Price Index Core - Median Jan Y/Y % Chg. 1.8 1.8
Feb 27 8:30 Consumer Price Index Core - Trim Jan Y/Y % Chg. 1.9 1.9
Feb 27 8:30 Consumer Price Index Jan Y/Y % Chg. 1.5 2.0
Feb 27 8:30 Consumer Price Index NSA Jan M/M % Chg. 0.2 -0.1
Feb 28 6:00 CFIB Business Barometer Feb Index - 56.1
Feb 28 8:30 Current Account Balance 4Q CAD, Blns - -10.34
Feb 28 8:30 Industrial Product Price Jan M/M % Chg. - -0.7
Mar 01 8:30 Quarterly Gross Domestic Product Annualized 4Q Q/Q % Chg. - 2.0
Mar 01 8:30 MLI Leading Indicator Jan M/M % Chg. - -0.3
Mar 01 8:30 Gross Domestic Product Dec M/M % Chg. - -0.1
Mar 01 9:30 Markit Canada Manufacturing PMI Feb Index - 53.0

Feb 25 9:00 MX Gross Domestic Product NSA 4Q Y/Y % Chg. - 1.8
Feb 27 18:50 JN Retail Trade Jan Y/Y % Chg. - 1.3
Feb 27 20:00 CH Manufacturing PMI Feb Index 49.6 49.5
Feb 28 7:00 BZ Gross Domestic Product 4Q Y/Y % Chg. - 1.3
Feb 28 7:00 IN Gross Domestic Product 4Q Y/Y % Chg. - 7.1
Feb 28 18:30 JN Jobless Rate Jan % 2.4 2.4
Feb 28 19:30 JN Nikkei Japan Manufacturing PMI Feb Index - 48.5
Mar 01 4:00 EZ Markit Eurozone Manufacturing PMI Feb Index - 49.2
Mar 01 4:30 UK Markit UK Manufacturing PMI Feb Index 52.2 52.8
Mar 01 5:00 EZ Unemployment Rate Jan % 7.9 7.9

Upcoming Economic Releases and Events: Feb 25 - Mar 1, 2019

United States

Canada

International

 * 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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