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Highlights of the Week
United States

* 'The biggest event this week was the Fed’s pivot away from patience. It is now poised to act in the event of a further
deterioration in the outlook. This cheered markets, with stocks and bonds rallying.

* 'The Fed’s dot plot also showed that the majority of FOMC members judge the funds rate to already be at its long-run

neutral level, and expect to lower rates next year. This is a seismic shift from expecting hikes back in December.

*  Our new forecast released this week, calls for the Fed to cut rates twice this year, as insurance against the downside risks
that have accumulated due to trade tensions, and a late-cycle economic slowdown.

Canada

* Itwasaloaded week on the Canadian economic calendar. The Trans Mountain pipeline project was approved. Construc-
tion will take time, but this will eventually help to alleviate pipeline bottlenecks.

* Inflation surprised to the upside in May, rising to 2.4%. The average of the Bank of Canada’s core measures also moved
above 2.0% (to 2.1%) for the first time since 2012.

* Manufacturing and retail sales volumes dipped in April, but are still stronger so far in Q2 compared to Q1, leaving the
recovery narrative on track.

This Week in the Markets

Dovish Fed Cheers Equity Markets, Chills the Dollar
Current® Week Ago  52-Week High 52-Week Low

Stock Market Indexes Weekly % Change

S&P 500 2958 2887 2958 2351 S&P/TSX
S&P/TSX Comp. 16524 16302 16669 13780 S&P 500
DAX 12344 12096 12860 10382 DAX
FTSE 100 7407 7346 7777 6585
Nikkei 21259 21117 24271 19156 USD:EUR
Fixed Income Yields USD:JPY
U.S. 10-yr Treasury 2.06 2.08 3.24 2.02 USD:CAD
Canada 10-yr Bond 1.48 1.44 2.60 1.42 DXY
Germany 10-yr Bund -0.29 -0.26 0.57 -0.32
UK 10-yr Gilt 0.85 0.85 173 0.81 wri
Japan 10-yr Bond -0.16 -0.13 0.16 -0.17 -4.0 -2.0 0.0 2.0 4.0 6.0 8.0 10.0
Foreign Exchange Cross Rates Note: Data as of 11:43 AM ET, Friday, June 21, 2019.
Source: Bloomberg, TD Economics

C$ (USD per CAD) 0.76 0.75 0.78 0.73
Euro (USD per EUR) 1.13 1.12 1.18 1.11
Pound (USD per GBP) 1.27 1.26 1.33 1.25 Global Official Policy Rate Targets
Yen (JPY per USD) 107.6 108.6 114.5 107.3 Current Target

Commodity Spot Prices** Federal Reserve (Fed Funds Rate) 2.25-2.50%
Crude Oil ($US/bbl) 57.3 52.5 76.4 42.3 Bank of Canada (Overnight Rate) 1.75%
Natural Gas ($US/MMBtu) 2.38 2.37 4.80 2.37 European Central Bank (Refi Rate) 0.00%
Copper (3US/met. tonne) 5960.5 5797.8 6791.5 5713.8 Bank of England (Repo Rate) 0.75%
Gold ($US/troy oz.)‘ : 1396.2l 1341.9 1396.2 1'174.2 Bank of Japan (Overnight Rate) 0.10%
*As of 11:30 AM 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. - The Powell Pivot

For the second time in the past six months, the Federal
Reserve has pivoted on where it thinks interest rates are
headed over the next few years. Back in December, the
median projection of FOMC members was for 175 ba-
sis points of rate hikes by the end of 2020. Now, it is a
25 basis point cut. That is quite the pivot (Chart 1). In its
statement the Fed has also shifted from patience to action.
'The FOMC will now “closely monitor the implications of
incoming information for the economic outlook and will
act as appropriate to sustain the expansion”.

At the same time, the Fed’s expectations for economic
growth have shifted a lot less. The median FOMC forecast
for growth is 2.1% this year and 2.0% next year, down only
slightly from 2.3% and 2.0% back in December. Looking
only at growth expectations it is hard to justify the pivot
in interest rates. However, the updated growth forecasts
incorporate a lower path of interest rates. Previously, the
FOMC believed the economy would grow at that pace as
it continued to raise rates. Now it expects that a cut will be
required to sustain that near-trend pace.

A big part of the pivot is the continued miss on its infla-
tion forecast. In December, the FOMC expected inflation
to be back at 2% by the end of this year, and now that
isn't looking too likely. Given the difficulty sustaining the
2% inflation target, it has lowered its estimate of the “neu-
tral” rate to 2.5%. That is the level at which the rate nei-
ther stimulates, nor stifles economic growth. Clearly the
Fed has come around to the view that rates over the past
Chart 1: FOMC's Seismic Shift Over Past 6 Months
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Chart 2: Economic Growth Slowing to Trend
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little while have been less stimulative than they previously

believed.

A majority of FOMC members now believe that at least
one rate cut will be required to keep inflation at target and
promote maximum employment, and seven out of 17 mem-
bers judge that it will need two quarter-point rate cuts.

'The Fed is paying close attention to signs that the economy
is slowing. Both the Philly and Empire Fed manufacturing
sentiment indicators released this week showed that senti-
ment soured in June. Now, those readings may have been
taken at the time that the President had threatened tariffs
on Mexico, before pulling back at the eleventh hour. But,
other manufacturing sentiment indicators globally have
cooled, supporting the Fed’s vigilance on downside risks.

Our recent forecast (Chart 2) lowered our fed funds rate
call for this year, adding in two insurance cuts (see report).
We expect cuts are needed to keep growth on track, as per-
sistent trade uncertainty weighs on business sentiment and
investment. The upside to rate cuts is that they should pro-
vide a bit of fuel for the housing market, which has been
largely moving sideways over the past year. Housing data
tor May showed that while construction activity remains
lackluster, the resale market increased 2.5% on the month.
That suggests the drop in mortgage rates over the past six
months may finally be lifting activity. And a more modest
path for rates ahead will help improve affordability.

Leslie Preston, Senior Economist | 416-983-7053
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Canada - Data Affords BoC Chance To Be Patient

It was an absolutely loaded week on the economic calen-
dar, capped by a trio of top-tier data releases, a U.S. central
bank interest rate decision, and some positive news on the
Trans Mountain pipeline to boot. On the latter, the fed-
eral government gave the go-ahead for the project while
hoping to have shovels in the ground within the next few
months. However, with stiff opposition to the project likely
to continue, and completion only slated for 2022 at the
earliest, it will be some time before relief on pipeline capac-
ity pressures from this channel manifests.

'The loonie took flight this week, rising by around 1 cent to
about U.S. $0.76 amid the dual-tailwinds of rising oil pric-
es and a softer U.S. dollar. Positive messaging by Trump
ahead of his G20 meeting with President Xi and U.S. -Iran
tensions sent oil prices higher. And, while the Fed didn’t
cut rates, the dovish tilt in communications weighed on the
greenback. It also nudged global bond yields lower, includ-
ing Canadian rates, temporarily erasing gains made on a
hotter-than-expected inflation report.

Sticking with the aforementioned report, it appears that
inflation is back in Canada, at least temporarily. Headline
inflation surprised to the upside, surging 2.4% year-on-
year in May from 2.0% the prior month. Surely catching
the Bank’s eye, core inflation broke higher, with the average
of the three measures coming in at 2.1% (Chart 1) — the
strongest since 2012 and two of three core measures ris-
ing during the month. However, despite these hot head-
lines, there are some reasons to fade the strength in this

Chart 1: Average of BoC's Core Inflation Measures
Hits its Highest Level Since 2012

Average of BoC's Core Inflation Measures, Year/Year % Change
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Chart 2: Despite April's Dip, Retail Volumes
Higher So Far in Q2

Retail Spending Volumes, Quarter/Quarter % Change, SAAR
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report. Most notably, among the largest contributors to the
monthly gain were the traveler accommodations and travel
tour categories, with some give back likely in these catego-

ries in the months ahead.

Monthly gyrations aside, Canadian inflation remains
anchored around the Bank of Canada’s 2.0% target. The
upside surprise to inflation is in contrast to recent perfor-
mances south of the border, where surprises seem to have
only come on the soft side. Well-behaved inflation gives
the Bank of Canada the leeway to remain on hold, and in-
flation’s proximity to target implies less urgency to cut rates
even if the Federal Reserve does. Details behind our latest
economic outlook and rate forecasts can be found here.

Other major releases were on the softer-side, with man-
ufacturing and retail sales volumes lower in April. Real
manufacturing shipments dipped 0.8% during the month,
while the inventory-to-sales ratio disappointingly in-
creased. However, other details painted a better picture,
as the unplanned maintenance and plant shutdowns that
weighed on sales will be reversed in coming months. And,
the prior month’s gain was upwardly revised, leaving sales
up an annualized 2.1% so far in Q2. A similar picture
emerged from the retail spending report, with sales vol-
umes down 0.2% in April, but momentum from Q1 should
ensure a decent quarter for spending (Chart 2). As such,
the Bank’s (and our own) narrative for stronger Q2 growth
remains on track.

Rishi Sondhi, Economist | 416-982-8806
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U.S.: Upcoming Key Economic Releases

U.S. Personal Income & Spending - May*

Release Date: June 28, 2019

Previous: spending: 0.3%; income: 0.5%

TD Forecast: spending: 0.5% m/m; income: 0.3%
Consensus: spending: 0.5% m/m; income: 0.3%

We anticipate spending to have advanced at a strong 0.5%
m/m pace in May, up from a 0.3% in April (which may be
revised to the upside). We don't discard a stronger print at
0.6% if the rebound on durable goods spending is stron-
ger than we currently anticipate. In the details, we expect
a 0.4% m/m increase in services spending to be the main
driver of the May rebound, with a rise in spending on both
durables (+2.0%) and nondurables (+0.5%) also helping on
the headline. Moreover, we forecast income to rise 0.3%
m/m, a tad slower than in the prior month.

U.S. Personal Income and Spending

12 Month/Month % Change
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Source: Bureau of Economic Analysis, 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 Real GDP - April Canadian Real GDP*
8 Month/Month % Change

Release Date: June 28, 2019
. 06
Previous: 0.5% m/m
0.4
TD Forecast: 0.2% m/m
0.2
Consensus: 0.2% m/m 0
Monthly GDP growth is forecast to slow to 0.2% in April 0.2
on the heels of a 0.5% increase the prior month. A mod- 04
eration in services will provide the main driver, as further 06
gains to energy output and strong residential construction " May-18 Jul-18 Sep-18  Nov-18  Jan-19 Mar-19
drive continued strength in goods-producing industries. \Real GDP at Basic Prices in 2012 Chained Dollars
ThiS Will Oﬂ'set a mOdeSt drag from manufacturing OWing Source: Statistics Canada, Haver Analytics, TD Economics
)
to a one-off in auto production, while utilities output is also
expected to edge lower. Services will benefit from a rebound
in real estate although weaker retail activity will weigh on
the sector. However, a 0.2% headline print should provide
some comfort to policymakers concerned over global head-
winds, and keep Q2 GDP tracking well above the Bank of
Canada’s 1.3% projection from April.
Canadian Business Outlook Survey - July*
Business Outlook: Future Sales Survey
Ind
Release Date: June 28, 2019 5
30
'The Bank of Canada’s Business Outlook Survey should %
convey a more cautious tone owing to the sharp escalation 20
in global trade tensions since the April report. The previous 15
survey noted that US-China tensions were already weigh- 10
ing indirectly on firms, and in the three months since we s
have seen a sharp increase in existing tariffs and threats to /
. . . . 0
expand tariff coverage to all Chinese imports. This, along- v

5

side the increased tensions between Canada and China will Mard7 U7 NovA7  Mards  Jul18  Novds  Mardo

weigh on the balance of opinion around future sales and Source: Bank of Canada, Tb Economics
business investment while other areas of the report will aim
to emphasize an improvement on the domestic front fol-
lowing the transitory slowdown in Q4/Q1. The former is
likely to set the overall tone, suggesting a high bar for an

upbeat message.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Recent Key Economic Indicators: June 17 - 21, 2019
Release Economic Indicator/Event Datef for Units Current Prior
Date Period
United States
Jun 17 Empire Manufacturing Jun Index -8.6 17.8
Jun 17 NAHB Housing Market Index Jun Index 64.0 66.0
Jun 18 Building Permits May Thsd 1294.0 1290.0
Jun 18 Housing Starts May Thsd 1269.0 1281.0
Jun 19 FOMC Rate Decision (Upper Bound) Jun 19 % 2.50 2.50
Jun 19 Initial Jobless Claims Jun 15 Thsd 216.0 2220
Jun 19 Interest Rate on Excess Reserves Jun 20 % 2.35 2.35
Jun 20 Current Account Balance 1Q Blns -130.4 -143.9
Jun 21 Existing Home Sales May Mins 5.3 5.2
Jun 21 Markit US Manufacturing PMI Jun Index 50.1 50.5
Jun 21 Markit US Services PMI Jun Index 50.7 50.9
Canada
Jun 18 Manufacturing Sales Apr M/M % Chg. -0.6 2.6
Jun 19 Consumer Price Index May Y/Y % Chg. 24 2.0
Jun 19 Consumer Price Index Core- Common % May Y/Y % Chg. 1.8 1.8
Jun 19 Consumer Price Index Core- Median % May Y/Y % Chg. 21 1.9
Jun 19 Consumer Price Index Core- Trim % May Y/Y % Chg. 2.3 2.0
Jun 19 Consumer Price Index NSA May M/M % Chg. 04 04
Jun 19 Teranet/National Bank HPI May Y/Y % Chg. 0.7 1.2
Jun 21 Retail Sales Apr M/M % Chg. 0.1 13
Jun 21 Retail Sales Ex Auto Apr M/M % Chg. 01 1.8
International
Jun 18 EZ Consumer Price Index May Y/Y % Chg. 1.2 1.2
Jun19 UK Consumer Price Index May Y/Y % Chg. 2.0 21
Jun20 JN Markit Japan PMI Mfg May Index 495 49.8
Jun20 JN Natl Consumer Price Index May Y/Y % Chg. 0.7 0.9
Jun20 UK Retail Sales Ex Auto Fuel May Y/Y % Chg. 22 4.7
Jun 21 EZ Markit Eurozone Composite PMI Jun Index 52.1 51.8
Jun 21 EZ Markit Eurozone Manufacturing PMI Jun Index 47.8 477
Jun21  EZ Markit Eurozone Services PMI Jun Index 53.4 529
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: June 24 - 28, 2019
Release Time* Economic Indicator/Event Data. for Units Consensus Last Period
Date Period Forecast
United States
Jun 25 8:45 Fed's John Williams speaks at the OPEN Finance Forum in New York, NY
Jun 25 9:00 S&P CorelLogic CS US HPI NSA Apr Y/Y % Chg. - 3.7
Jun 25 10:00 Conf. Board Consumer Confidence Jun Index 1320 1341
Jun 25 10:00 New Home Sales May Thsd 685.0 673.0
Jun 25 12:00 Fed's Raphael Bostic participates in a panel in Atlanta, GA
Jun 25 18:30 Fed's James Bullard speaks at the Federal Reserve Bank of St. Louis in St. Louis, MO
Jun 26 8:30 Advance Goods Trade Balance May Blns -71.4 -72.1
Jun 26 8:30 Cap Goods Orders Nondef Ex Air May M/M % Chg. 0.0 -1.0
Jun 26 8:30 Durable Goods Orders May M/M % Chg. 0.0 -2.1
Jun 26 8:30 Durables Ex Transportation May M/M % Chg. 0.2 0.0
Jun 26 8:30 Retail Inventories May M/M % Chg. - 0.5
Jun 27 8:30 Core Personal Consumption Expenditure 1Q Q/Q % Chg. - 1.0
Jun 27 8:30 Gross Domestic Product Annualized 1Q Q/Q % Chag. 3.2 31
Jun 27 8:30 Initial Jobless Claims Jun 22 Thsd - 216.0
Jun 27 8:30 Personal Consumption 1Q Q/Q % Chg. - 13
Jun 27 10:00 Pending Home Sales May M/M % Chg. 1.0 -15
Jun 28 8:30 Personal Consumption Expenditure Core Deflator May M/M % Chg. 0.2 0.2
Jun 28 8:30 Personal Consumption Expenditure Core Deflator May Y/Y % Chg. 16 16
Jun 28 8:30 Personal Consumption Expenditure Deflator May Y/Y % Chg. - 15
Jun 28 8:30 Personal Income May M/M % Chg. 03 0.5
Jun 28 8:30 Real Personal Spending May M/M % Chg. - 0.0
Canada
Jun 25 8:30 Wholesale Trade Sales Apr M/M % Chg. - 14
Jun 27 6:00 CFIB Business Barometer Jun Index - 59.7
Jun 28 8:30 Gross Domestic Product Apr M/M % Chg. - 0.5
Jun 28 8:30 Industrial Product Price May M/M % Chg. - 0.8
Jun 28 10:30 BoC Senior Loan Officer Survey 2Q Index - -2.7
Jun 28 10:30 BoC Business Outlook Future Sales 2Q Index - 6.0
Jun 28 10:30 BoC Overall Business Outlook Survey 2Q Index - -0.6
International
Jun 26 19:50 JN Retail Sales May Y/Y % Chg. 12 0.5
Jun 28 4:30 UK Gross Domestic Product 1Q Y/Y % Chg. 18 0.4
Jun 28 5:00 EZ Consumer Price Index Core Jun Y/Y % Chg. 0.8 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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