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Highlights of the Week
United States

The U.S. economy grew a robust 2.9% in 2018, the best performance since 2015, but growth moderated at the end of

the year and at the start of 2019. The government shutdown and soft consumer spending in December are expected to

translate into near-1% growth this quarter.

(annualized).

Extending the barrage of negative housing data, housing starts plunged by 11.2% (m/m) in December to 1.08 million

Manufacturing data remained soft. The U.S. ISM manufacturing index declined in February, and manufacturing con-

traction in Europe and Asia broadened further. Soft global activity reinforces the Fed’s patient stance.

Canada

Disappointing GDP data capped a busy week. Economic growth was eftectively flat in Q4 of last year, while a monthly
decline in December GDP bodes poorly for Q1.

In 2018Q4, consumer spending slowed significantly while residential investment contracted. Non-residential spending

also fell sharply, though data on investment intentions suggests a better 2019 for capital spending.

Overall, weak data and little inflationary pressures reinforce the need for the Bank of Canada to remain patient on rates.

Cautious Optimism on China Trade Deal Fails to
Move Markets, Oil Falls on Global Growth Concerns
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Global Official Policy Rate Targets

This Week in the Markets
Current*  Week Ago 52|—_|Vi\§/;ek 52LV(;IWeek
Stock Market Indexes
S&P 500 2792 2793 2931 2351
S&P/TSX Comp. 16089 16013 16567 13780
DAX 11602 11458 13170 10382
FTSE 100 7107 7179 7877 6585
Nikkei 21603 21426 24271 19156
Fixed Income Yields
U.S. 10-yr Treasury 2.74 2.65 3.24 2.55
Canada 10-yr Bond 1.92 1.89 2.60 1.83
Germany 10-yr Bund 0.18 0.10 0.68 0.09
UK 10-yr Gilt 1.30 1.16 1.73 1.15
Japan 10-yr Bond -0.01 -0.04 0.16 -0.04
Foreign Exchange Cross Rates
C$ (USD per CAD) 0.75 0.76 0.80 0.73
Euro (USD per EUR) 1.14 1.13 1.24 1.12
Pound (USD per GBP) 1.32 1.31 1.43 1.25
Yen (JPY per USD) 111.9 110.7 114.5 104.7
Commodity Spot Prices**
Crude Oil ($US/bbl) 571 57.1 76.4 42.3
Natural Gas ($US/MMBtu) 297 2.74 4.80 2.56
Copper ($US/met. tonne) 6555.5 6519.0 7330.5 5713.8
Gold ($US/troy oz.) 1301.1 1328.3 1353.4 1174.2
*as of 12:23 am on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price), Copper-LME Grade A,
Gold-London Gold Bullion; Source: Bloomberg.

Current Target
Federal Reserve (Fed Funds Rate) 2.25-2.50%
Bank of Canada (Overnight Rate) 1.75%
European Central Bank (Refi Rate) 0.00%
Bank of England (Repo Rate) 0.75%
Bank of Japan (Overnight Rate) -0.10%

Source: Central Banks.
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U.S. - Strong 2018 Finish But a Soft Start to 2019

Data released this week confirms that in 2018 the U.S.
economy clocked its best annual growth since 2015. The
bad news is that a repeat performance is unlikely, with
higher-frequency data suggesting the economy is heading
into 2019 with decidedly less gusto.

The fourth quarter GDP report painted a picture of solid
but moderating growth. For the year as a whole, the econ-
omy expanded by a robust 2.9% in 2018. However, the
headline conceals the fact that growth moderated as the
year progressed, slowing to 2.6% (annualized) in Q4 from
the 3.4% and 4.2% pace seen in Q3 and Q2, respectively.
Looking at the individual components, consumer spend-
ing moderated to 2.8% in Q4 from 3.5% in Q3. Business
investment surprised to the upside, with growth acceler-
ating to 6.2% from a 2.5% pace in the previous quarter.
However, trade and residential investment were a drag on

growth both in Q4 and for the year as a whole.

A solid end to 2018, but momentum has clearly waned at
the start of this year. Consumer spending data for Decem-
ber confirmed that the weak retail print was not a fluke, as
the negative mood led consumers to hold on tight to their
wallets. In what’s become a recurring theme, first quarter
growth will be bleak. The government shutdown and soft
consumer spending translate to growth slowing to 1% in
Q1 (Chart 1). However, as in prior years, the slowdown
should prove temporary, with output forecast to rebound
to an above 2% pace in the second quarter.

Extending previous declines, housing starts ended 2018 by

Chart 1: Slower Growth Ahead
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Chart 2: Home Builders Confidence Suggest
Home Sales To Move Higher
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plunging 11.2% (m/m) in December to 1.08 million (annu-
alized). Rising mortgage rates amid high financial market
volatility at the end of last year dented builders’ confidence,
which fell to a 3-year low in December. Moreover, Califor-
nia wildfires also likely weighed on the headline. Although
housing activity is not expected to race too far ahead in
2019, it should see 2 modest rebound. The recent decline in
mortgage rates, back-to-back gains in home builder confi-
dence in January and February, and a large gain in pending
home sales this week all bode well for better performance
in coming months (Chart 2).

Less hopeful is the underwhelming manufacturing data
from this morning that suggests that the global manufac-
turing rout is not easing. The U.S. ISM manufacturing in-
dex declined in February, falling to the lowest level in more
than a year, but remaining firmly in expansionary territory.
Trade and Brexit uncertainty are a bigger drag on business
sentiment in the Euro Area, where a broadening contrac-
tion in manufacturing PMIs is underway. Ditto for Japa-
nese, Chinese, and ASEAN manufacturers.

On a positive note, trade tensions with China appear to be
easing somewhat. Substantial progress on a trade deal has
been made and the scheduled March 1st increase in tarifts
on imports from China has been suspended. However, the
progress on talks may have come too little too late, and the
tarift cloud may continue to cast a shadow on global econ-
omy for some time, reinforcing the Fed’s patient stance.

Ksenia Bushmeneva, Economist | 416-308-7392
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Canada - Brought to You by the Letter 'R’

If policymakers were looking for signals on the state of the
economy, they certainly found them in spades this week.
‘There was a veritable cornucopia of significant releases,
ranging from an as-expected inflation reading, to modest
capital spending intentions for 2019, and capped by the
ever-important GDP report.

'The latter report loomed large. With the global backdrop
rapidly deteriorating, economic activity likely to ease state-
side, rising interest rates weighing on households, and
mandatory oil production curtailments taking effect in
January, talk of Canada entering a technical recession (i.e.
two consecutive quarters of negative growth) has gained
momentum. By our reckoning, 2018Q4 and 2019Q1 stood
as the quarters most likely to qualify for the dreaded “r-
word”. As such, the importance of today’s 2018Q4 GDP

report was magnified.

In the final quarter of 2018, economic growth (just barely)
remained positive (Chart 1). However, that about sums up
the positives one could take from the report. The details
were ugly, with household spending slowing markedly
and residential investment contracting. Given the weight
of household spending in the overall economy, its sharp
slowdown was particularly troubling. However, employee
compensation advanced at a solid pace and labour markets
remain healthy, offering some solace. Meanwhile, net trade
added to growth in Q4, but for the “wrong” reason as im-
ports dropped more than exports.

Chart 1: Shades of 2015- Softer Consumption and
Declining Investment Lead Domestic Demand Lower
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Chart 2: Actual Investment Has Outpaced
Intentions During the Last Few Years
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Forward-looking aspects were no better, as the positive
contribution to growth from inventories could reverse in
coming quarters. What’s more, monthly data shows that
GDP edged lower in December, as rising services output
was more-than-offset by dropping goods production. This
suggests that the economy had weak momentum heading

into 2019Q1.

Non-residential investment contracted for the third
straight quarter in 2018Q4. This is alarming as rising busi-
ness investment is expected to provide some offset to slow-
ing household activity this year. However, some comfort on
this front was found this week through the release of the
capital repair and expenditures survey. The report provides
a glimpse into investment intentions for 2019 and on this
score, was modestly positive. Non-residential spending is
forecast to expand by 2.5% this year, led by the private sec-
tor. Of note, actual investment has outpaced survey projec-
tions in recent years (Chart 2). And, with tight labour mar-
kets, a new free trade pact, recent tax incentives, a patient
Bank of Canada, another outperformance could occur.

Putting it all together, events this week send the message
that past rate hikes have been more dampening than ex-
pected, perhaps lessening the need for future increases, or,
at a minimum, reinforcing the need for patience. Thank-
tully, policymakers can afford to take their time as inflation
remains well behaved. CPI data released this week showed
that the Bank’s core inflation measures were unchanged.

Rishi Sondhi, Economist | 416-983-8806
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U.S.: Upcoming Key Economic Releases

U.S. Employment - February*

Release Date: March 8, 2019

Previous: 304k, unemployment rate: 4.0%
TD Forecast: 190k, unemployment rate: 3.9%
Consensus: 185k, unemployment rate: 3.9%

Following two consecutive reports with 300k+ prints for
December and January, we look for payrolls to mean-revert
to 190k in February. In particular, we see scope for softness
in the construction and in the leisure/hospitality sectors
given recent above-average strength in hiring. Conversely,
the phase-out of the impact from the government shut-
down on the household survey should be reflected on a tick
down in the unemployment rate to 3.9% in February, as
turloughed federal employees exit their “unemployed on
temporary layoft” status. Lastly, we expect wages to rise by
a “soft” 0.3% m/m pace on a favorable reference week, in-
creasing the annual print by a tenth to 3.3% in February.
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However, a “strong” 0.3% print could see an even larger
increase in the annual pace to 3.4%.

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

Bank of Canada Rate Decision*

Release Date: March 6, 2019
Previous: 1.75%

TD Forecast: 1.75%
Consensus: 1.75%

'The Bank of Canada is universally expected to hold rates
unchanged in March, leaving the focus on the forward-
looking language in the policy statement. We look for the
Bank to maintain that the outlook still warrants higher
rates “over time” but note there is material risk that the
poor Q4 GDP data will force the Bank into conceding
that they are done with rate hikes for the foreseeable fu-
ture. Elsewhere, we look for the Bank to keep its focus on
housing and global trade risks while acknowledging that

the domestic outlook has grown cloudier since January.

Canadian International Trade - December*

Release Date: March 6, 2019
Previous: -$2.1bn
TD Forecast: -$2.8bn

Consensus: -$1.8bn

Further weakness in nominal energy exports and a modest
rebound in import activity will see the merchandise trade
deficit deteriorate to $2.8bn in December. Nominal energy
exports will be weighed down by lower crude oil prices,
implying a more modest decline in real exports, while non-
energy exports should come in slightly higher than No-
vember on a pickup in manufacturing activity south of the
border. Our forecast assumes a modest rebound in import
activity, which has fallen in six of the last eight months.
However, the combination of soft US exports, fewer Boe-
ing deliveries, and elevated inventories skew risks to the
downside which would result in a smaller trade deficit.
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Canadian Employment - February*

Release Date: March 8, 2019

Previous: 67k, unemployment rate: 5.8%
TD Forecast: -5k, unemployment rate: 5.8%
Consensus: -1k, unemployment rate: 5.7%

'The Bank of Canada is universally expected to hold rates
unchanged in March, leaving the focus on the forward-
looking language in the policy statement. We look for the
Bank to maintain that the outlook still warrants higher
rates “over time” but note there is material risk that the
poor Q4 GDP data will force the Bank into conceding
that they are done with rate hikes for the foreseeable fu-
ture. Elsewhere, we look for the Bank to keep its focus on
housing and global trade risks while acknowledging that

the domestic outlook has grown cloudier since January.

Canadian Housing Starts - February*

Release Date: March 8, 2019
Previous: 208k
TD Forecast: 200k

Consensus: N/A

TD looks for housing starts to slow to an annualized 200k
in February on a moderation in multi-unit construction.
'The January Labour Force Survey showed a sharp contrac-
tion in construction hours worked over the month, driven
in part by unseasonably cool weather across the country.
Single family starts may see a slight rebound after falling to
a post-crisis low although any improvement should prove
modest amid ongoing softness in single family permit is-
suance.
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*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Recent Key Economic Indicators: Feb 25 - Mar 1, 2019
Release Economic Indicator/Event Data' for Units Current Prior
Date Period
United States
Feb 25 Wholesale Trade Sales Dec M/M % Chg. -1.0 -1.2
Feb 26 Housing Starts Dec Thsd 1078.0 1214.0
Feb 26 Building Permits Dec Thsd 1328.0 13220
Feb 26 House Price Purchase Index 4Q Q/Q % Chg. 11 13
Feb 26 S&P Corelogic CS US HPI NSA Dec Y/Y % Chg. 47 51
Feb 26 Conf. Board Consumer Confidence Feb Index 1314 121.7
Feb 27 Advance Goods Trade Balance Dec USD, Blns -79.5 -70.5
Feb 27 Retail Inventories Dec M/M % Chg. 0.9 -04
Feb 27 Pending Home Sales Jan M/M % Chg. 4.6 -23
Feb 27 Factory Orders Dec M/M % Chg. 0.1 -0.5
Feb 27 Factory Orders Ex Trans Dec M/M % Chg. -0.6 -13
Feb 28 Personal Consumption 4Q Q/Q % Chg. 2.8 35
Feb 28 Gross Domestic Product Annualized 4Q Q/Q % Chg. 2.6 34
Feb 28 Initial Jobless Claims Feb 23 Thsd 225.0 217.0
Feb 28 Core Personal Consumption Expenditure 4Q Q/Q % Chag. 17 16
Mar 01 Personal Income Jan M/M % Chg. -0.1 1.0
Mar 01 Real Personal Spending Dec M/M % Chg. -0.6 0.5
Mar 01 Personal Consumption Expenditure Core Dec Y/Y % Chg. 19 1.9
Mar 01 Personal Consumption Expenditure Deflator Dec Y/Y % Chg. 17 18
Mar 01 ISM Employment Feb Index 52.3 55.5
Mar 01 ISM Manufacturing Feb Index 54.2 56.6
Canada
Feb 27 Consumer Price Index Core - Common Jan Y/Y % Chg. 1.9 1.9
Feb 27 Consumer Price Index Core - Median Jan Y/Y % Chg. 18 18
Feb 27 Consumer Price Index Core - Trim Jan Y/Y % Chg. 19 19
Feb 27 Consumer Price Index Jan Y/Y % Chg. 14 20
Feb 27 Consumer Price Index NSA Jan M/M % Chg. 0.1 -0.1
Feb 28 CFIB Business Barometer Feb Index 59.0 56.1
Feb 28 Current Account Balance 4Q CAD, BlIns -15.5 -10.1
Feb 28 Industrial Product Price Jan M/M % Chg. -0.3 -0.8
Mar 01 Quarterly Gross Domestic Product Annualized 4Q Q/Q % Chg. 0.4 20
Mar 01 Gross Domestic Product Dec M/M % Chg. -0.1 -0.1
Mar 01 Markit Canada Manufacturing PMI Feb Index 52.6 53.0
International
Feb 25  MX Gross Domestic Product NSA 4Q Y/Y % Chg. 17 17
Feb 27  JN Retail Trade Jan Y/Y % Chg. 0.6 13
Feb 27  CH Manufacturing PMI Feb Index 49.2 49.5
Feb 28  BZ Gross Domestic Product 4Q Y/Y % Chg. 11 13
Feb 28  IN Gross Domestic Product 4Q Y/Y % Chg. 6.6 71
Feb 28  JN Jobless Rate Jan % 25 24
Feb 28  JN Nikkei Japan Manufacturing PMI Feb Index 489 48.5
Mar 01  EZ Markit Eurozone Manufacturing PMI Feb Index 49.3 49.2
Mar 01 UK Markit UK Manufacturing PMI Feb Index 520 526
Mar 01  EZ Unemployment Rate Jan % 7.8 7.8
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Mar 4 - 8, 2019
Release Time* Economic Indicator/Event Dataf for Units Consensus Last Period
Date Period Forecast
United States
Mar 05 7:30 Fed'’s Eric Rosengren speaks in Boston, MA
Mar05  9:45 Markit US Services PMI Feb Index 56.2 56.2
Mar 05  10:00 ISM Non-Manufacturing Index Feb Index 57.2 56.7
Mar05  10:00 New Home Sales Dec Thsd 579.0 657.0
Mar06  8:15 ADP Employment Change Feb Thsd 180.0 213.0
Mar06  8:30 Trade Balance Dec Blns -51.2 -49.3
Mar 06  10:00 Factory Orders Jan M/M % Chg. - -
Mar 06  10:00 Factory Orders Ex Trans Jan M/M % Chg. - -
Mar 06  10:00 Durable Goods Orders Jan M/M % Chg. - -
Mar 06  10:00 Durables Ex Transportation Jan M/M % Chg. - -
Mar 06  10:00 Cap Goods Orders Nondef Ex Air Jan - -
Mar06  12:00 Fed'’s Loretta Mester participates in moderated discussion at Columbus, Ohio
Mar 06  14:00 Federal Reserve Releases Beige Book
Mar07  8:30 Unit Labor Costs 4Q Q/Q % Chg. 2.0 0.9
Mar 07 8:30 Initial Jobless Claims Mar 02 Thsd - -
Mar 07  12:00 Household Change in Net Worth 4Q Blns - 2070.0
Mar08  8:30 Average Hourly Earnings Feb M/M % Chg. 03 01
Mar 08 8:30 Unemployment Rate Feb % 38 4.0
Mar 08  8:30 Change in Nonfarm Payrolls Feb Thsd 170.0 304.0
Mar 08  10:00 Wholesale Trade Sales Jan M/M % Chg. - -10
Mar 08 Building Permits Jan Thsd - 1326.0
Mar 08 Housing Starts Jan Thsd - 1078.0
Mar 08 Advance Goods Trade Balance Jan USD, Blns - -
Mar 08 Retail Inventories Jan M/M % Chg. - -
Canada
Mar 06 8:30 Labor Productivity 4Q Q/Q % Chg. - 0.3
Mar 06 8:30 Int'l Merchandise Trade Dec Blns =21 =21
Mar 06  10:00 Bank of Canada Rate Decision Mar 06 % 1.75 175
Mar 07 12:45 BoC's Lynn Patterson Speak at the Hamilton Chamber of Commerce, Hamilton, ON
Mar 08 8:15 Housing Starts Feb Thsd - 207.9
Mar 08 8:30 Capacity Utilization Rate 4Q % - 82.6
Mar 08 8:30 Hourly Wage Rate Permanent Employees Feb Y/Y % Chg. - 1.8
Mar 08 8:30 Net Change in Employment Feb Thsd - 66.8
Mar 08 8:30 Unemployment Rate Feb % 5.8 5.8
International
Mar 04  19:30 JN Nikkei Japan PMI Services Feb Index - 516
Mar04  19:30 JN Nikkei Japan PMI Composite Feb Y/Y % Chg. - 50.9
Mar 05 4:00 EZ Markit Eurozone Composite PMI Feb Index - 514
Mar 05 4:00 EZ Markit Eurozone Services PMI Feb Index - 523
Mar 05 5:00 EZ Retail Sales Jan Y/Y % Chg. - 0.8
Mar 07 5:00 EZ Gross Domestic Product SA 4Q Y/Y % Chg. - 1.2
Mar 08  20:30 CH Consumer Price Index Feb Y/Y % Chg. - 1.7
* 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.

http://economics.td.com W @TD_Economics



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

