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Highlights of the Week
United States

The Fed’s dots showed that it only expects to hike rates once more by the end of 2020, sending Treasury yields lower
mid-week.

On Friday, weakness in March manufacturing surveys in Europe, Japan, and the U.S. sent longer-term U.S. yields low
enough to invert the yield curve. A yield curve inversion has historically preceded a recession by up to eight quarters.

In a separate drama, the UK has earned a two-week extension on its Brexit deadline to April 12th. It remains to be seen
if the UK’s parliament will pass the current deal reached with the EU, and so further clifthangers are likely.

Canada

All eyes were on Ottawa this week as the Federal Government tabled its FY2019-20 budget. The budget contained some
new policy initiatives, but there was little in the way of material implications on debt trajectory, near-term economic
growth, or monetary policy.

At the same time, three provincial governments showcased their FY 2019-20 budgets, laying out plans to remain in the
black (Quebec, New Brunswick) or move back into it (Saskatchewan).

The week wasn't light on economic data. Wholesale trade kicked oft the release schedule with a decent uptick. Capping
the week, however, was a disappointing retail sales showing and an unsurprising CPI inflation print.

This Week in the Markets 52 Week Brexit Debacle Weighing on the British Pound
Current* Week Ago o ee 52-Week Low ) )
High Exchange Rate to USD, % Change Since Last Friday
Stock Market Indexes
Japanese Yen

S&P 500 2810 2822 2931 2351
S&P/TSX Comp. 16073 16140 16567 13780 Swiss Franc
DAX 11384 11686 13170 10382
FTSE 100 7208 7228 7877 6585 New Zealand Dollar
Nikkei 21627 21451 24271 19156 )

= - Australian Dollar

Fixed Income Yields
U.S. 10-yr Treasury 244 2.59 3.24 244 Euro
Canada 10-yr Bond 159 172 2.60 1.59 Canadian Dollar
Germany 10-yr Bund -0.03 0.08 0.65 -0.03
UK 10-yr Gilt 1.01 121 173 1.01 British Pound
Japan 10-yr Bond -0.07 -0.03 0.16 -0.07

Foreign Exchange Cross Rates 10 05 0.0 05 10 15
C$ (USD per CAD) 0.75 0.75 0.80 0.73 Source: Wall Street Journal, TD Economics
Euro (USD per EUR) 113 113 1.24 112 — -
Pound (USD per GBP) 132 133 143 1.25 Global Official Policy Rate Targets
Yen (JPY per USD) 109.9 111.5 114.5 104.7 Current Target
Commodity Spot Prices** Federal Reserve (Fed Funds Rate) 2.25 - 2.50%

Crude Qil ($US/bb|) 59.0 58.5 76.4 423 Bank Of Canada (Overmght Rate) 175%
Natural Gas ($US/MMBtU) 2.80 291 4.80 2.56 European Central Bank (Refl Rate) 000%
Copper ($US/met. tonne) 6433.0 6445.8 7330.5 5713.8 Bank of England (Repo Rate) 0.75%
Gold ($US/troy oz.) 13127 1302.5 13534 1174.2 . o
*as of 12:36 pm on Friday. **Qil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price), Copper-LME Grade A, Gold-| Bank of Japan (Ovemlght Rate) -0.10%
London Gold Bullion; Source: Bloomberg. Source: Central Banks.
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U.S. - When The Dots Are Down

'The Fed’s revelation that it only expects to hike rates once
by the end of 2020 fanned equity market flames through
much of the week. However, a souring in March PMI
surveys for Japan and Europe, dampening expectations of
a modest rebound in these regions in 19Q2, snuffed out
some of that optimism. Global treasury yields moved down
sharply, causing the U.S. yield curve to invert slightly today
(Chart 1). A yield curve inversion has historically preceded
a recession by up to eight quarters (see report).

'The Fed meeting was the first opportunity for it to present
updated economic projections since they pivoted to a pa-
tient stance in January. In the statement, FOMC officials
downgraded their assessment of current economic condi-
tions. Moreover, the committee reafirmed that it “will be
patient as it determines what future adjustments to the tar-
get range may be appropriate”, which is unchanged from
the January statement.

Markets were waiting for the Fed’s dot plot downgrade,
and it didn’t disappoint. The majority of FOMC members
(11 of 17) do not expect to raise rates in 2019, down from
a median expectation of two hikes in December (Chart 2).
For 2020, the median expectation is one hike. The longer-
run expected level of the fed funds rate is 2.8%, which is
unchanged from December.

These lower rate expectations came alongside a modest
downgrade to real GDP growth to 2.1% in 2019 (prev.
2.3%), and 1.9% in 2020 (prev. 2.0%). The unemployment

Chart 1: U.S. Yield Curve Inverts
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Chart 2: FOMC's Fed Funds Rate View Revised
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rate forecast was raised two-tenths in 2019 and 2020, and
one tenth in 2021. Inflation expectations, however, were
unchanged, suggesting that the Fed’s expected monetary
policy path should keep inflation on target.

Given a muted inflation backdrop, deteriorating economic
outlook and uncertainty about the path of Brexit, an ex-
tended pause on hikes continues to be a prudent course of
action and remains in line with our recent forecast.

Adding to Europe’s economic woes is the extended period
of Brexit uncertainty. The EU agreed to extend the Brexit
clifthanger until April 12th if the UK’s parliament votes
against the withdrawal agreement for the third time next
week. That gives Theresa May three weeks to sell her nego-
tiated Brexit deal to parliament. If the withdrawal agree-
ment is eventually passed, it will have until May 22nd to
sort out the logistics for withdrawal.

'The upside of a shorter extension than May had requested
is it should reduce the duration of Brexit-related uncer-
tainty, which is exacting a toll largely on UK economic ac-
tivity, but also weighing on European sentiment. Our UK
economic forecast was downgraded last week to a 1.2%
pace in 2019, versus 1.6% in our December outlook. In its
decision to leave rates on hold this week, the Bank of Eng-
land continued to fret about Brexit developments. With
Brexit developments in flux and weak foreign demand, we
expect the BoE may remain on the sidelines through 2019.

Leslie Preston, Senior Economist | 416-983-7053
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Canada - Federal Budget Takes Centre Stage

It was a busy week for Canadian data and financial mar-
kets. The S&P/TSX lost ground this week as oil prices gave
up earlier gains in light of Friday’s manufacturing data that
signalled a deteriorating global economic outlook. Mean-
while, the budget-heavy week was joined by data that did

little to change the downbeat domestic economic story.

'The big-ticket event was the Federal Government’s release
of its FY2019-20 budget on Tuesday (see commentary).
'The government’s projected deficits for last year were lower
than initial estimates, with the windfall used to finance
new initiatives. Some of the measures include a focus on
incentivizing education and job training, with new refund-
able tax credits and EI support, and reduced interest costs
on Canada Student Loans. Other areas of focus included
environmental initiatives, where the government is intro-
ducing a credit for electric vehicles and transferring $1 bil-
lion to municipalities for greening initiatives.

Arguably, the most attention-grabbing parts were its hous-
ing demand measures (see commentary). Specifically, its
First Time Home Buyer’s Initiative includes a shared equi-
ty mortgage program and an increase in RRSP withdrawal
limits. This may help increase home ownership rates, but
the impact on sales and prices is likely to be minor. Indeed,
we anticipate both to be only around 3% higher by the end
of 2020 if implemented. Still, not all markets are expected
to benefit, with some like Toronto and Vancouver likely not
benefitting as much due to the price cap, and with tight
markets potentially experiencing higher price impacts.

Chart 1: Little Change in Overall Deficit Path
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Chart 2: Stable and Below-Target Core Measures
Reinforce Expectations of a BoC on the Sidelines
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On the revenue side, the budget contained little change,
with the most notable being a cap on the value of stock op-
tions subject to tax-preferred treatment. All told, the new
budget’s measures are unlikely to have material implica-
tions on growth or monetary policy projections. Impor-
tantly, the deficit trajectory (Chart 1) is mostly unchanged.

Meanwhile, three provincial governments showcased a
commitment to balanced budgets this week. New Bruns-
wick’s decent starting point and planned spending restraint
should help keep its books in the black within the projec-
tion horizon. Saskatchewan’s government also signaled a
commitment to surpluses going forward, an encouraging
feat given its outsized deficits following the 2014 oil price
shock. Last but not least, Quebec’s new government tabled
its first budget, introducing an array of new measures, with
an intention to maintain surpluses of $2.5-$4 billion.

Budgets aside, two top-tier data releases capped the week.
'The CPI inflation print was unsurprising; with the head-
line coming in at 1.5% and the Bank of Canada’s core
measures hovering slightly below its target, at an average
of 1.8% (Chart 2). Retail sales disappointed for the third
straight month, declining 0.3% and with volumes almost
flat, consistent with expectations of a slowdown in con-
sumer spending in Q1. Wholesale trade was decent, with a
0.6% uptick. Altogether, the data reinforce the expectation
that the Bank of Canada will likely remain on the sidelines
for a long period to come.

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

U.S. Personal Income & Spending — Janu-
ary/February

Release Date: March 29, 2019

Previous: Spending: -0.5% m/m; income: -0.1%

TD Forecast: Spending: 0.4% m/m; income (Feb): 0.3%
Consensus: Spending: 0.3% m/m; income (Feb): 0.3%

In line with the CPI print and maintaining its recent pace,
we expect core PCE inflation to have advanced 0.2% m/m
in January. This should keep the annual rate slightly be-
low 2% for a fourth straight month. Conversely, spending
should have bounced back from December’s large 0.5%
contraction. We pencil in a 0.4% jump but see scope for
a smaller increase. In the details, we expect a 0.5% m/m
increase in services spending to be the main driver of the
rebound, with a rise in spending on nondurables also help-
ing on the headline. On the contrary, we see spending on
durables acting as a headwind in January. All in, our head-
line forecast would suggest spending is tracking a soft 0.5%
g/q increase for Q1.

U.S. Personal Income and Spending

12 Month/Month % Change

1.0
0.8
0.6
0.4
0.2
0.0

-0.2
-0.4
-0.6

mmmmm Spending @ |nCOME

Jan-18 Mar-18 May-18 Jul-18 Sep-18 Nov-18 Jan-19
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 International Trade - January

Release Date: March 27, 2019
Previous: -$4.6bn

TD Forecast: -$3.6bn
Consensus: N/A

TD looks for the international merchandise trade deficit
to narrow to $3.6bn in January on a combination of stron-
ger exports alongside a moderation in import activity. Ex-
ports will benefit from a broad rebound in manufacturing
activity while Alberta’s energy curtailment policy will have
minimal impact; pipelines continued to operate at full ca-
pacity despite weaker production, although an unintended
consequence was a sharp narrowing in the heavy crude dis-
count which will weigh on the volume of rail shipments.
However, higher oil prices will more than offset a pullback
in crude exports by rail. On the other side of the ledger,

Canadian Real GDP - January*

Release Date: March 29, 2019
Previous: -0.1%
TD Forecast: 0.0%

Consensus: N/A

Industry-level GDP is forecast to remain unchanged in
January, as distortions from Alberta’s oil curtailment pro-
gram cast a shadow over what would otherwise be a decent
report. Oil sands production fell by 7.3% (nsa) in Janu-
ary, but will recover gradually over the coming months as
inventories normalize from elevated levels. Outside of the
energy sector things look relatively intact, underscored
stronger activity data while a rebound in existing home
sales should provide fleeting support to real estate output
ahead of an outsized pullback in February. Construction
also ought to make a positive contribution on a reported
increase in building investment although further dete-
rioration in housing starts, which in February slowed to
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imports should see a modest decline on weaker manufac-
turing activity south of the border and softer domestic de-
mand after a 1.6% increase in December.

Canadian Real GDP

6 Annualized Quarter/Quarter % Change
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the weakest pace since 2014, bodes poorly for residential
investment going forward. Unchanged GDP in January
would present an upside risk to our current tracking for
Q1 although consecutive monthly declines into year-end
will present a high-hurdle to realize the Bank of Canada’s
forecast for 0.8%.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Recent Key Economic Indicators: Mar 18 - Mar 22, 2019
Release Economic Indicator/Event Datef for Units Current Prior
Date Period
United States
Mar 18 NAHB Housing Market Index Mar Index 62.0 62.0
Mar 19 Factory Orders Jan M/M % Chg. 0.1 0.1
Mar 19 Factory Orders Ex Trans Jan M/M % Chg. -0.2 -0.5
Mar 19 Durable Goods Orders Jan M/M % Chg. 0.3 0.4
Mar 19 Durables Ex Transportation Jan M/M % Chg. -0.2 -0.1
Mar 19 Cap Goods Orders Nondef Ex Air Jan M/M % Chg. 0.8 0.8
Mar 20 FOMC Rate Decision (Upper Bound) Mar 20 % 2.50 2.50
Mar 20 Interest Rate on Excess Reserves Mar 21 % 240 240
Mar 21 Initial Jobless Claims Mar 16 Thsd 221.0 230.0
Mar 22 Markit US Manufacturing PMI Mar Index 525 53.0
Mar 22 Markit US Services PMI Mar Index 54.8 56.0
Mar 22 Existing Home Sales Feb Mins 51 49
Mar 22 Wholesale Trade Sales Jan M/M % Chg. 0.5 -0.9
Canada
Mar 21 Wholesale Trade Sales Jan M/M % Chg. 0.6 0.3
Mar 22 Consumer Price Index Core- Trim Feb Y/Y % Chg. 1.9 1.9
Mar 22 Consumer Price Index Core- Median Feb Y/Y % Chg. 1.8 1.8
Mar 22 Consumer Price Index Core- Common Feb Y/Y % Chg. 1.8 1.9
Mar 22 Consumer Price Index Feb Y/Y % Chg. 15 14
Mar 22 Retail Sales Jan M/M % Chg. -0.3 -0.3
Mar 22 Retail Sales Ex Auto Jan M/M % Chg. 0.1 -0.8
Mar 22 Consumer Price Index NSA Feb M/M % Chg. 0.7 0.1
International
Mar19 EZ Markit Eurozone Manufacturing PMI Mar Index 47.6 49.3
Mar 20 UK Consumer Price Index Feb Y/Y % Chg. 1.9 1.8
Mar 21  JN Natl Consumer Price Index Feb Y/Y % Chg. 0.2 0.2
Mar 21  JN Nikkei Japan PMI Mfg Mar Index 48.9 48.9
Mar 22 EZ Markit Eurozone Services PMI Mar Index 52.7 52.8
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Mar 25 - 29, 2019
Release Data for Consensus

Time* Economic Indicator/Event . Units Last Period
Date Period Forecast

United States
Mar 25 2:00 Fed's Charles Evans speaks at conference in Hong Kong
Mar 25 6:30 Fed'’s Patrick Harker speaks at the OMFIF City Lecture in London, UK
Mar 26 8:00 Fed'’s Patrick Harker speaks at the ECB and Deutsche Bundesbank event in Frankfurt Germany

Mar26  8:30 Housing Starts Feb Thsd 1223.0 1230.0
Mar26 830  Building Permits Feb Thsd 1320.0 1317.0
Mar 26 9:00 S&P CorelLogic CS US HPI NSA Jan Y/Y % Chg. - 47
Mar26  10:00 Conf. Board Consumer Confidence Mar Index 132.0 1314
Mar26  20:30 Fed's Eric Rosengren speaks at conference in Hong Kong

Mar27  8:30 Trade Balance Jan Blns -57.3 -59.8
Mar 27  10:00 Current Account Balance 4Q Blns -130.0 -124.8
Mar27  19:00 Fed's Esther George speaks on economic outlook in New York City, NY

Mar28  8:30 Gross Domestic Product Annualized 4Q Q/Q % Chg. 24 26
Mar 28 8:30 Personal Consumption 4Q Q/Q % Chag. - 28
Mar28  8:30 Core Personal Consumption Expenditure 4Q Q/Q % Chg. - 17
Mar28 830 Initial Jobless Claims Mar 23 Thsd - 221.0
Mar28  10:00 Pending Home Sales Feb M/M % Chg. 0.5 46

Mar28  11:30 Fed's Raphael Bostic speaks at the Commerce Club in Atlanta, GA
Mar28  18:20 Fed's James Bullard speaks in Madison, WI

Mar 29 8:30 Personal Income Feb M/M % Chg. 0.3 01
Mar 29 8:30 Real Personal Spending Jan M/M % Chg. - -06
Mar29  8:30 Personal Consumption Expenditure Deflator Jan Y/Y % Chg. - 17
Mar 29 8:30 Personal Consumption Expenditure Core Jan Y/Y % Chg. - 19
Mar29  10:00 New Home Sales Feb Thsd 621.0 607.0
Canada
Mar 27 8:30 Int'l Merchandise Trade Jan CAD, Blns N N
Mar28  6:.00 CFIB Business Barometer Mar Index - 59.0
Mar 29 8:30 Gross Domestic Product Jan M/M % Chg. - 01
Mar29  8:30 Industrial Product Price Feb M/M % Chg. . -0.3
International

Mar28  19:30 JN Tokyo Consumer Price Index Mar Y/Y % Chg. 0.6 0.6
Mar28  19:50 JN Retail Sales Feb M/M % Chg. - -1.8
Mar 29 5:30 UK Gross Domestic Product 4Q Y/Y % Chg. 13 13
Mar 29 6:00 EZ Consumer Price Index Core Mar Y/Y % Chg. 10 1.0

* 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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