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Highlights of the Week
United States

News of a trade truce between the U.S. and China buoyed equity markets at the start of the week. The ceasefire put ad-
ditional tariffs on hold, and there were some modest concessions on both sides.

On the economic front, messages were decidedly mixed this week. The ISM manufacturing and non-manufacturing in-
dexes moved lower in June, while the payroll report showed a reacceleration in hiring with 224k jobs created last month.

Given the balance of risks, there is still a solid case for a 25- basis point “insurance” cut when the Fed meets later this

month. But, insurance is likely to mean one or two rate cuts this year and not four or five as markets are pricing.

Canada

Financial markets were relatively quiet this week. The S&P/TSX posted a modest gain, whereas OPEC+ announced an
extension of the group’s oil supply cuts.

Grabbing the bulk of the attention this week was a surprise trade surplus in May due to an impressive surge in exports.

'The shortened week also saw a decent Labour Force Survey for June, with the headline print remaining flat but the
details of the report further supporting the narrative of healthy labour markets.

This Week in the Markets

Trade Cease-Fire and Rate Cut Expectations Lift Markets
Current* Week Ago  52-Week High 52-Week Low

Weekly % Change
Stock Market Indexes v 9

S&P 500 2980 2942 2996 2351 S&P/TSX
S&P/TSX Comp. 16510 16382 16669 13780 S&P 500
DAX 12569 12399 12860 10382 DAX
FTSE 100 7553 7426 7777 6585
Nikkei 21746 21276 24271 19156 USD:EUR
Fixed Income Yields usD:JPY
U.S. 10-yr Treasury 2.05 201 3.24 195 USD:CAD
Canada 10-yr Bond 1.57 1.47 2.60 142 DXY
Germany 10-yr Bund -0.36 -0.33 0.57 -0.40 WTI
UK 10-yr Gilt 0.74 0.83 173 0.68
Japan 10-yr Bond -0.16 -0.16 0.16 -0.17 -30 -20 -1.0 00 1.0 20
Foreign Exchange Cross Rates Note: Data as of 12:19 PM ET, Friday, July 05, 2019.
Source: Bloomberg, TD Economics

C$ (USD per CAD) 0.76 0.76 0.78 0.73
Euro (USD per EUR) 112 114 118 111 Global Official Policy Rate Targets
Pound (USD per GBP) 1.25 1.27 133 1.25
Yen (JPY per USD) 1085 107.9 1145 1072 Current Target

Commodity Spot Prices** Federal Reserve (Fed Funds Rate) 2.25-2.50%
Crude Oil ($US/bbl) 57.3 585 76.4 423 Bank of Canada (Overnight Rate) 1.75%
Natural Gas ($US/MMBtu) 2.29 242 4.80 2.27 European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 5909.0 5982.0 6555.5 5713.8 Bank of England (Repo Rate) 0.75%
Gold ($US/troy OZ.). . 1397.? 1409.5 1423.5 _1174.2 Bank of Japan (Overnight Rate) -0.10%
*As of 12:14 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. - Markets Celebrate The U.S.-China Trade Truce

News of a trade truce between the U.S. and China kicked
off this holiday-shortened week. The ceasefire puts addi-
tional tariffs on hold. There were some modest concessions
on both sides. The U.S. will allow American companies to
continue selling equipment to Huawei (although specifics
are still pending), while China will buy more American ag-
ricultural goods. The outcome was broadly in line with ana-
lyst expectations, but still positive enough to bouy equity
markets, especially in sectors such as semiconductors hit by
trade uncertainty. On Wednesday, the S&P 500 reached an
all-time high.

On the economic front, messages in this week’s data re-
leases were decidedly mixed. The ISM manufacturing and
non-manufacturing indexes moved lower in June and are
significantly below year-ago levels. Still, both remain in
expansionary territory, implying slower, but not negative
economic growth (Chart 1). More concerning is that the
greatest weakness was in the forward-looking indicators.
'The new orders subcomponent narrowly avoided contrac-
tion in June, while pending orders have already slipped be-

low the 50-point threshold.

It is not surprising that activity is slowing from its 3%-plus,
stimulus-fueled pace of a year ago, but it makes reading
the economic tea leaves more difficult. It is hard to know
in real time if the economy is returning to a healthy trend-
like pace or pushing past it into a slump. Tariffs and trade
uncertainty further cloud the mix, and signs globally point
to a less benign slowdown.

Chart 1: Activity In Both Manufacturing and

Services Sectors Is Cooling Off
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Source: Institute for Supply Management, TD Economics

Chart 2: Employment Growth Moderates
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America’s saving grace may be that a large share of its
economy is relatively shielded from global events. Still,
while its service sector is less impacted by trade, it has not
been spared entirely. Indeed, comments from non-manu-
facturing survey respondents highlighted concerns about
tariffs in several industries, including construction, retail
trade, health care & social assistance and professional and
technical services.

The best evidence that the American economy is headed
for a soft landing is the continued resilience in the labor
market. That had been brought into question with the May
payroll report (job growth slowed to just 72k), but doubts
were assuaged with this week’s report showing a reacceler-
ation to 224k in June. The only fly in the ointment was that
there were no signs of faster wage growth. Instead average
hourly wage growth remained unchanged at 3.1% for the
third consecutive month.

Given the balance of risks, there is still a solid case for a
25- basis point “insurance” cut when the Fed meets later
this month. But, as long as signs point to continued, albeit
slower, economic growth, insurance is likely to mean one
or two rate cuts and not four or five as financial markets
are currently pricing. Fed speeches over the next two weeks
will be key in communicating this to the public and finan-
cial market participants.

Ksenia Bushmeneva, Economist | 416-308-7392
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Canada - Canada’s Q2 Defying Global Headwinds

Financial markets were relatively quiet this week. The S&P/
TSX Composite followed its global peers higher, recording
a modest 0.7% gain (as of writing). Sentiment was lifted by
a positive conclusion to the G20 meeting and expectations
of more stimulus forthcoming by the ECB this September.
Meanwhile, the decision by OPEC+ to extend supply cuts
for nine months was met with a subdued market reaction.
In fact, oil prices fell on the week, as markets weighed weak
global manufacturing and PMI data that bodes poorly for
oil demand growth against an OPEC+ decision that was
largely priced in.

Kicking off the Canadian data release schedule was a sur-
prise trade surplus for May, driven by a spike in exports.
Part of the 4.6% surge in exports should be discounted giv-
en transitory factors. These include a resumption of activity
following temporary disruptions in motor vehicle plants
and a surge in the volatile aircraft category. Still, the details
of the report were unambiguously positive, with 9 of the
11 product groups recording increases in both nominal and
real terms (Chart 1).

The week also saw some regional housing data releases,
which, while mixed, should not change the narrative of
stabilizing housing markets. Preliminary data suggests that
existing home sales advanced in Toronto for the fourth
consecutive month. Pullbacks occurred in Vancouver and
Calgary, but these followed outsized increases in the prior
month.

Chart 1: May Saw Broad-Based Increases in Real
Exports

Real Merchandise Exports, Month/Month % Change*
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* As of May 2019. Datais in Fisher-chained 2012 C$. Source: Statistics Canada, TD Economics

Chart 2: Canadian Job Growth Flatin June, but
Wage Growth Surges
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* For Permanent Employ ees. Source: Statistics Canada, TD Economics

Capping this week’s data calendar was a decent labour
force survey report for June. Net job gains were flat on the
month, but the details of the report further confirm that
the Canadian labour market has been firing on all cylin-
ders. Full-time jobs advanced by a healthy 24k in June, but
the highlights of the report were a 3.6% increase in year-
over-year wage growth for permanent employees (Chart 2)

and a surge in full-time hiring in Alberta (+37k).

'This run of positive data surprises stands in contrast to on-
going deceleration in economic momentum abroad. Taken
together, recent releases are pointing to some upside to our
already-strong second quarter tracking and the Bank of
Canada’s very cautious 1.3% forecast. And, with core and
headline inflation measures also running slightly above tar-
get and wage growth finally picking up, this further justi-
fies our expectation that the Bank of Canada is likely to
leave its policy rate unchanged at 1.75% next week.

Of course, some moderation in growth is to be expected
in the next few quarters as trade uncertainty and weaker
foreign demand act as headwinds to export demand and
manufacturing activity. Nevertheless, policy rates in Can-
ada are likely to remain unchanged this year. Financial
stability concerns related to elevated household debt levels
temper the better-than-expected economic momentum.
This sets up the case for divergence between the Federal
Reserve’s and the Bank of Canada’s monetary policy paths
as the most likely outcome later this year.

Omar Abdelrahman, Economist | 416-734-2873
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U.S.: Upcoming Key Economic Releases

U.S. Consumer Price Index - June*

Release Date: July 11, 2019
Previous Result: 0.1% m/m, core 0.1% m/m
TD Forecast: 0.0% m/m, core 0.2% m/m

Consensus: 0.1% m/m, core 0.2% m/m

We look for headline CPI to slow a further two tenths to
1.6% y/y in June on the back of a flat monthly print, as
negative non-core inflation will be balanced by firm un-
derlying price gains. We expect the former to be driven by
price declines in the energy segment on the back of a 5%
m/m drop in gasoline prices. Core inflation, on the other
hand, should remain steady at 2.0% y/y, reflecting a firm
0.2% m/m advance. Core prices should be supported by
a 0.2% m/m increase in core services inflation, which we
expect to be also aided by a flat showing in core goods — it
has declined in the prior four months. We anticipate OER
to remain largely steady at 0.3% m/m and for the ex-shelter
segment to slow marginally on a monthly basis.
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Source: Bureau of Labor Statistics, TD Economics

*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 - June*

Release Date: July 9, 2019
Previous Result: 202k

TD Forecast: 210k
Consensus: 209k

Housing starts are forecast to recover to an annualized
210k in June on a partial rebound in multi-unit construc-
tion. Apartments and other multi-unit projects were the
main drivers behind the May slowdown and continued
strength in permit issuance suggests this pullback will be
short-lived. Permits for multi-dwelling buildings rose by
40% to a (non-annualized) 18.3k in April, the last month
available, which stands as a new record for monthly issu-
ance. While permits are just as volatile as starts, the trend
still points continued sustained strength in residential con-
struction despite moderating demand in certain regions.

Bank of Canada Rate Decision

Release Date: July 10, 2019
Previous Result: 1.75%
TD Forecast: 1.75%

Consensus: 1.75%

TD looks for the Bank keep rates unchanged at 1.75% in
July and provide limited guidance as it awaits more clarity
surrounding the global outlook. Since December, the Bank
has been primarily focused on housing, energy markets and
global trade, and we have seen a number of conflicting de-
velopments to global trade tensions since the April MPR
(US/China escalation vs steel/aluminum tariffs removal).
'The Bank has also signaled it is keenly focused on incom-
ing data, which has surprised materially to the upside since
April and pushed Q2 tracking towards 3%, well above of-
ficial estimates. All this suggests the BoC is in no rush
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to follow G10 central banks lower, and will require more
time to assess global trade conditions and their impact on
growth before shifting from the current policy stance.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Recent Key Economic Indicators: July 1- 5, 2019
Release Economic Indicator/Event Datef for Units Current Prior
Date Period
United States
Jul 01 Markit US Manufacturing PMI Jun Index 50.6 50.1
Jul 01 ISM Employment Jun Index 54.5 537
Jul 01 ISM Manufacturing Jun Index 51.7 521
Jul 02 Wards Total Vehicle Sales Jun Mins 173 17.3
Jul 03 ADP Employment Change Jun Thsd 102.0 27.0
Jul 03 Initial Jobless Claims Jun 29 Thsd 2210 229.0
Jul 03 Trade Balance May Blns -555 -51.2
Jul 03 Markit US Services PMI Jun Index 515 50.7
Jul 03 Cap Goods Orders Nondef Ex Air May M/M % Chg. 0.5 04
Jul 03 Durable Goods Orders May M/M % Chg. -1.3 -1.3
Jul 03 Durables Ex Transportation May M/M % Chg. 0.4 0.3
Jul 03 Factory Orders May M/M % Chg. -0.7 -1.2
Jul 03 Factory Orders Ex Trans May M/M % Chg. 0.1 0.2
Jul 03 ISM Non-Manufacturing Index Jun Index 551 56.9
Jul 05 Average Hourly Earnings Jun M/M % Chg. 0.2 0.3
Jul 05 Change in Nonfarm Payrolls Jun Thsd 224.0 720
Jul 05 Unemployment Rate Jun % 7.2 71
Canada
Jul 02 Markit Canada Manufacturing PMI Jun Index 49.2 49.1
Jul 03 Int'l Merchandise Trade May Blns 0.8 -1.0
Jul 05 Hourly Wage Rate Permanent Employees Jun Y/Y % Chg. 36 26
Jul 05 Net Change in Employment Jun Thsd -2.2 27.7
Jul 05 Unemployment Rate Jun % 5.5 54
International
Jul01  EZ Markit Eurozone Manufacturing PMI Jun Index 47.6 47.8
Jul 01 UK Markit UK PMI Manufacturing Jun Index 48.0 494
Jul 01 EZ Unemployment Rate May % 7.5 7.6
Jul03  EZ Markit Eurozone Composite PMI Jun Index 522 521
Jul 03 EZ Markit Eurozone Services PMI Jun Index 53.6 534
Jul04  EZ Retail Sales May Y/Y % Chg. 13 18
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: July 8 - 12, 2019

Release Time* Economic Indicator/Event Data. for Units Consensus Last Period
Date Period Forecast
United States
Jul 09 6:00 NFIB Small Business Optimism Jun Index - 105.0
Jul 09 8:45 Fed's Jerome Powell speaks at the Federal Reserve Bank of Boston in Boston, MA

Jul 09 10:00 Fed's James Bullard speaks in Saint Louis, Missouri

Jul 09 14:00 Fed's Randal Quarles speaks at the Federal Reserve Bank of Boston in Boston, MA

Jul 10 10:00 Wholesale Trade Sales May M/M % Chg. - -04
Jul 10 10:00 Fed'’s Jerome Powell to testify before the House Financial Services Committee in Washington, D.C.

Jul 10 13:30 Fed's James Bullard speaks in Saint Louis, Missouri

Jul 10 14:00 FOMC Meeting Minutes Jun 19 - -
Jul11 8:30 Initial Jobless Claims Jul 06 Thsd - 221.0
Jul'11 8:30 Real Avg Hourly Earning Jun Y/Y % Chg. - 13
Jul 11 8:30 Consumer Price Index Ex Food and Energy Jun Y/Y % Chg. 2.0 2.0
Jul11 8:30 Consumer Price Index Jun Y/Y % Chg. 16 18
Jul'11 8:30 Consumer Price Index Ex Food and Energy Jun M/M % Chg. 0.2 0.1
Jul'11 8:30 Consumer Price Index Jun M/M % Chg. 0.0 0.1

Jul11 11:00 Fed's John Williams speaks during a Hudson Valley and Albany regional visit in Albany, NY
Jul'11 13:30 Fed'’s John Williams to give a key note address in Albany, NY
Jul 11 17:00 Fed's Neel Kashkari participates in a town hall meeting in Aberdeen, South Dakota

Jul 12 8:30 Producer Price Index Final Demand Jun M/M % Chg. 0.1 0.1
Jul 12 8:30 Producer Price Index Ex Food and Energy Jun M/M % Chg. 0.2 0.2
Canada
Jul 09 8:15 Housing Starts Jun Thsd 208.6 2023
Jul 10 10:00 Bank of Canada Rate Decision Jul 10 % 1.75 1.75
International
Jul 09 21:30 CH Consumer Price Index Jun Y/Y % Chg. 2.7 2.7
Jul 10 4:30 UK Manufacturing Production May Y/Y % Chg. 03 -0.8

* 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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