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Highlights of the Week
United States

*  After a dour start to the week, U.S. equities rebounded as they discounted news of a broadening global manufacturing
slump.

*  On net, the data this week suggested that the U.S. economy remains healthy, but warnings signals are still flashing.
Renewed optimism in financial markets is encouraging, but with an intensification of downside political risks we cannot
rely solely on financial market signals to get a sense of where economic growth is headed.

Canada

* 'The Bank of Canada left the overnight rate unchanged at 1.75% this week and delivered a balanced statement that
noted the increased downside risks on the global front alongside better-than-expected domestic economic data.

* Despite the troubles abroad, the Canadian economy continues to make progress. The job market is still hot with
81k jobs added in August and the housing market continues to improve, especially in Toronto and Vancouver.

Even so, Canada is unlikely to remain invulnerable to the mix of trade uncertainty and slowing global growth.
Signs that the U.S. economy is slowing is perhaps all the evidence the Bank of Canada will need to follow the
chorus of global central banks easing policy.

This Week in the Markets

Equities Rebound, Shrugging off Latest Tariff

Current* Week Ago 52-Week High  52-Week Low Hike and Broadening Manufacturing Slump
Stock Market Indexes Weekly % Change
S&P 500 2982 2926 3026 2351 S&P/TSX
S&P/TSX Comp. 16575 16442 16669 13780
S&P 500

DAX 12172 11939 12630 10382
FTSE 100 7271 7207 7687 6585 DAX
Nikkei 21200 20704 24271 19156 USD:EUR

Fixed Income Yields USD-JPY
U.S. 10-yr Treasury 1.56 1.50 3.24 1.46 USD:CAD
Canada 10-yr Bond 1.29 116 2.60 1.09 '
Germany 10-yr Bund -0.62 -0.70 0.57 -071 DXY
UK 10-yr Gilt 0.51 0.48 173 041 WTI
Japan 10-yr Bond -0.24 -0.27 0.16 -0.29

F = Exch C Rat -1.5 -1.0 -0.5 0.0 0.5 1.0 1.5 2.0 25
ONEIgNIEXCNANGERSIOSSITates Note: Data as of 11:17 AM ET, Friday, September 06, 2019.
C$ (USD per CAD) 0.76 0.75 0.78 0.73 Source: Bloomberg, TD Economics
Euro (USD per EUR) 110 L.10 118 110 Global Official Policy Rate Targets
Pound (USD per GBP) 1.23 1.22 1.33 1.20 c T
Yen (JPY per USD) 106.8 106.3 114.5 1053 WIS TS
Commodity Spot Prices** Federal Reserve (Fed Funds Rate) 2.00 - 2.25%

Crude Oil ($US/bbl) 55.4 55.1 76.4 423 Bank of Canada (Overnight Rate) 1.75%
Natural Gas ($US/MMBtu) 2.49 2.34 4.80 2.02 European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 5825.0 5655.8 6555.5 5584.5 Bank of England (Repo Rate) 0.75%
Gold ($US/troy oz.). . 1519.9 1520.3 15524 . 11829 Bank of Japan (Overnight Rate) -0.10%
*As of 11:00 AM on Friday. **Qil-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 Keep Calm and Carry on...For Now

As new tariffs took effect on Sunday, markets started out
the week on a dour note. Adding to this negative tone
was the release of manufacturing surveys on Labor Day
that signaled that a global manufacturing recession was
gaining momentum (Chart 1). The ISM Manufacturing
survey released the next day confirmed that even U.S.
purchasing managers felt that activity has slipped into
contraction in the U.S. in August, for the first time in
three years.

However, market sentiment quickly turned positive on
news that trade talks were back on between the U.S. and
China. Scheduled for October, the hope is that the two
nations will at least agree to a ceasefire like that of last
December, thereby deescalating trade tensions somewhat.

Other data released later in the week further supported
this positive shift in market sentiment. ADP payrolls for
August suggested a bigger gain than consensus expected.
Moreover, the ISM Non-Manufacturing index signaled
that service industry sentiment was better than expected
given the building downside risks. This was not entirely
surprising given how strong consumer spending has been
despite recession fears and tariffs.

Not all data proved as positive. Payrolls advanced 130k
in August, a decent headline print, but boosted by cen-
sus hiring of 25k. Private payrolls advanced only 96k in
the month, well below the January-July average of 152k.
Other details of the report were better. The core age
employment-to-population ratio hit a new post-crisis
high of 80%, aided by a new high reached in the ratio for

Chart 1: Current Manufacturing Se ntiment
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Source: ISM, IHS Markit, TD Economics. Last Obs.: August 2019.

Chart 2: Core Age Participation Rate Continuesto
Improve, Wage Growth Remains Healthy
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* Core Age (25-54) median wage growth via the FRB Atlanta Wage Growth Tracker
Source: FRB Atlanta, BLS, TD Economics. Last Obs.: July/August 2019.

women (Chart 2). And, wage growth remained healthy,
holding steady at 3.2% year-on-year pace.

Taken together, the improvement in risk appetite and
commodity prices this week gives a sense that all is well.
The latest tariff escalation and plunge in manufactur-
ing sentiment was largely shrugged oft. But, relying
solely on financial market signals to get a sense of where
economic growth is headed would be foolish given the
number of unresolved downside risks.

Global economic momentum has faltered this year. 2019
growth is expected to be the lowest in a decade. Even
with more supportive financial conditions forthcoming,
the scope for a big rebound in economic activity circa
2016 is limited. Adding threats of U.S. tarifts on Euro-
pean imports this fall and the potential for even higher
tariffs on Chinese imports to the mix reinforces our view
that global economic growth is just treading water.

On the domestic front, business investment is expected
to remain subdued as trade policy uncertainty persists.
Few CEOs would push forth with plans to expand ca-
pacity or sales abroad when supply chains remain un-
certain. Such an operating environment calls for more
spending by policymakers to help shore up sentiment
as well as to offset the negative economic effects of un-
certainty. Looking ahead to next year, the budget deal
struck by Congress this summer should support growth.
Add two more rate cuts by the Federal Reserve for a
total of 75bps of easing this year, and it just might be
enough to sustain the expansion for another year.

Fotios Raptis, Senior Economist | 416-982-2556
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Canada — Bank of Canada Remains Data Dependent

'The Bank of Canada left the overnight rate unchanged this
week at 1.75% and delivered a balanced statement that un-
derwhelmed financial markets expecting a more dovish
tone. Combined with a solid jobs report on Friday, this
pulled up yields and the Canadian dollar, which, as of writ-
ing, ended the week up nearly 1% against the greenback.

'The Bank of Canada statement put escalating U.S.-China
trade tensions right up front and noted that it had led to
a deterioration in “global economic momentum.” At the
same time, it recognized that U.S. growth remains “solid”
and Canadian economic data has come in above expecta-
tions. Perhaps most notably, the statement gave very little
in the way of forward guidance and maintained its insis-
tence on monitoring incoming economic data.

This makes some sense. The central bank’s job, like our
own, is increasingly difficult in a world economy mired in
extreme uncertainty. In such a world, one is limited to ex-
trapolation based on recent events and the leading indica-
tors available in financial and economic data. The financial
indicators (such as the U.S. yield curve) that are flashing
recessionary signals are clouded by structural changes
and central bank bond purchases. The global economic
data, meanwhile, is signalling a slowdown and a pullback
in manufacturing in much of the world, but this has is not
yet trickled into the larger service sector, especially in North

America.

For the Bank of Canada, balancing domestic data with
global, the situation is even more complicated. As noted,
Canadian data has come in ahead of expectations. One can

Chart 1: Best Year-on-Year Job Growth Since
Prior to the Recession
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Chart 2: Bank of Canada Keeps Raising Its
Estimate for Impact of Global Headwinds
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point to the temporary nature of the outsized 3.7% (an-
nualized) gain in real GDP in the second quarter, but its
harder to ignore the turnaround in the housing market
(where this week’s local realtor board data continued to
point to rebounding activity in Toronto and Vancouver in
August) or the trend in job growth. In August, the year-
on-year pace of employment growth hit 2.5%, the stron-
gest rate since 2007 (Chart 1).

Still, the central bank cannot get away from making pre-
dictions about the future. And there are some things we
can say about it with a fair degree of confidence. First, a
weakened global economy will feed back onto Canada.
The Bank’s monetary policy report has consistently rec-
ognized this fact and has just as consistently raised its
estimated negative impact of global uncertainty on Ca-
nadian exports and investment (Chart 2). Second, a weak
economy is more vulnerable to unforeseen shocks than
one with a full head of steam. These could come from one
of the likely suspects (no-deal Brexit) or from something
as of yet completely unforeseen. Third, trade disputes are
unlikely to go away and even if de-escalation occurs, the
uncertainty created by them will remain a constraining
factor on economic growth.

Taking these together, we expect the Bank of Canada to
reduce its forecasts for Canadian economic growth in Oc-
tober and to follow the chorus of global central bankers
cutting interest rates in order to maintain the eco-
nomic expansion.

James Marple, Senior Economist, 416-982-2557
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U.S: Upcoming Key Economic Releases
U.S Consumer Price Index - August*

U.S. Consumer Price Index (CPI)

Release Date: September 12 ag | corfvear% Change s CPI

Previous: 0.3% m/m, core 0.3% m/m e Core CPI

2.5
TD Forecast: 0.0% m/m,core 0.2% m/m

2.0
Consensus: 0.1% m/m, 1.7% y/y, core 0.2%

15

1.0
We look for headline CPI to slow a tenth to 1.7% y/y

0.5

in August (flat m/m) on the back of a notable decline in
energy prices. Indeed, we expect the non-core segment 0.0
to be dragged by a 4.5% m/m tumble in August gasoline

prices. Conversely, core inflation should tick up a tenth to

2.3% y/y, reflecting a firm 0.2% m/m advance — though

slightly softer than in Jun-Jul as core goods inflation was

likely flat m/m. That said, a steady 0.2% m/m gain in ser-

vices should support core CPI. We anticipate OER to ad-

vance at 0.3% m/m and for the ex-shelter segment to slow

modestly on a monthly basis.
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Source: Bureau of Labor Statistics, TD Economics

Retail Sales — August*

U.S. Retail and Food Services Sales

Release Date: September 13 s ot
30 ,Month/Month % Change B A v Doal
Previous: 0.7%, ex auto: 1.0%, control group: 1.0% 25 xcl. Automotive Dealers
2.0
TD Forecast: 0.3%, ex auto: 0.3%, control group: 0.5% 15
1.0
Consensus: 0.2%, ex auto: 0.1%, control group: 0.3% 05
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We expect another firm increase in sales in the key control :;'(5)
group (+0.4% m/m) to be the main driver behind a 0.3% -25
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main sound (a still-healthy labor market, solid real wages
and firm confidence levels). A steady increase in core sales
and a small rebound in auto purchases should more than
offset a decline in sales at gasoline stations, which reflects
a notable drop in gasoline prices in August.

Source: U.S. Department of Commerce, TD Economics

*Forecast by Rates and FX Strategy Group. For further information,
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Canada: Upcoming Key Economic Releases

Housing Starts — August*

Release Date: September 10
Previous: 222k
TD Forecast: 230k

Consensus: NA

Housing starts are forecast to rebound to a 230k pace in
August on a partial recovery in both multi-unit and single
family construction. Weather conditions in August were
more favourable for construction after heat waves in the
prior month, and recent signs of life in the resale market
along with lower rates should also help support develop-
ment. Annualized starts of 230k in August would push
the six-month trend back to 220k — the highest since
June 2018 — and help to support residential construction
over the coming quarters.
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Source: CMHC, TD Economics

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Recent Key Economic Indicators: Sep 2 - 6, 2019
Release Economic Indicator/Event Daté for Units Current Prior
Date Period
United States

Sep 03 Markit US Manufacturing PMI Aug Index 50.3 49.9
Sep 03 ISM Employment Aug Index 474 517
Sep 03 ISM Manufacturing Aug Index 49.1 51.2
Sep 04 Trade Balance Jul Blns -54.0 -55.5
Sep 04 U.S. Federal Reserve Releases Beige Book

Sep 04 Wards Total Vehicle Sales Aug Mins 17.0 16.8
Sep 05 ADP Employment Change Aug Thsd 195.0 142.0
Sep 05 Unit Labor Costs 2Q Q/Q % Chg. 26 24
Sep 05 Markit US Services PMI Aug Index 50.7 50.9
Sep 05 Factory Orders Jul M/M % Chg. 14 0.5
Sep 05 Factory Orders Ex Trans Jul M/M % Chg. 0.3 -0.1
Sep 05 ISM Non-Manufacturing Aug Index 56.4 537
Sep 06 Average Hourly Earnings Aug M/M % Chg. 04 03
Sep 06 Change in Nonfarm Payrolls Aug Thsd 130.0 159.0
Sep 06 Unemployment Rate Aug % 37 37

Canada
Sep 03 Markit Canada Manufacturing PMI Aug Index 491 50.2
Sep 04 Int'l Merchandise Trade Jul Blns -11 -0.1
Sep 04 Bank of Canada Rate Decision Sep 19 % 175 175
Sep 06 Hourly Wage Rate Permanent Employees Aug Y/Y % Chg. 38 4.5
Sep 06 Net Change in Employment Aug Thsd 811 -24.2
Sep 06 Unemployment Rate Aug % 5.7 5.7
International
Sep 02  EZ Markit Eurozone Manufacturing PMI Aug Index 47.0 470
Sep 02 UK Markit UK PMI Manufacturing Aug Index 474 48.0
Sep 06 EZ Employment 2Q Y/Y % Chg. 12 11
Sep 06 EZ Gross Domestic Product 2Q Y/Y % Chg. 12 11
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Sep 9 - 13, 2019

Release Time* Economic Indicator/Event Data. for Units Consensus Last Period

Date Period Forecast

United States
Sep 10 6:00 NFIB Small Business Optimism Aug Index - 104.7
Sep 11 8:30 Producer Price Index Final Demand Aug M/M % Chg. 0.1 0.2
Sep 11 8:30 Producer Price Index Ex Food and Energy Aug M/M % Chg. 0.2 -0.1
Sep11  10:00 Wholesale Trade Sales Jul M/M % Chg. - -0.3
Sep 12 8:30 Consumer Price Index Aug M/M % Chg. 0.1 0.3
Sep 12 8:30 Consumer Price Index Ex Food and Energy Aug M/M % Chg. 0.2 0.3
Sep 12 8:30 Consumer Price Index Aug Y/Y % Chg. 17 18
Sep 12 8:30 Consumer Price Index Ex Food and Energy Aug Y/Y % Chg. 2.3 2.2
Sep 12 8:30 Initial Jobless Claims Sep 07 Thsd - -
Sep 12 8:30 Real Avg Hourly Earning Aug Y/Y % Chg. - 13
Sep 13 8:30 Import Price Index ex Petroleum Aug M/M % Chg. -0.1 0.0
Sep 13 8:30 Export Price Index Aug M/M % Chg. -0.5 0.2
Sep 13 8:30 Export Price Index Aug Y/Y % Chg. - -0.9
Sep 13 8:30 Retail Sales Advance Aug M/M % Chg. 0.3 0.7
Sep 13 8:30 Retail Sales Ex Auto and Gas Aug M/M % Chg. - 0.9
Sep13  10:00 Business Inventories Jul M/M % Chg. 0.3 0.0
Canada
Sep 10 8:15 Housing Starts Aug Thsd - 222.0
Sep 11 8:30 Capacity Utilization Rate 2Q % - 80.9
International
Sep 9 21:30 CH Consumer Price Index Aug Y/Y % Chg. 26 238
Sep 10 4:30 UK ILO Unemployment Rate 3Mths Jul % - 3.9
* 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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