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Highlights of the Week
United States

* A potential trade war between U.S. and Mexico was averted, but global trade uncertainty remains.

Despite markets pricing in rate cuts, domestic indicators suggest that the U.S. economy is on decent footing. Inflation
remains stubbornly low, however.

'The Fed rate decision next week is clouded by conflicting signals, but we believe it will likely feature an easing bias.
Canada

Housing data for May suggests that residential investment is set to grow for the first time in five quarters.

* Atleast two rate cuts are priced in for the U.S. Federal Reserve, the bar remains high for a rate cut in Canada. Absent a
realization of downside risks, don't bet on a rate cut by the Bank of Canada this year.

This Week in the Markets Equities and U.S. Dollar Gained, Oil Slumped
Current* Week Ago  52-Week High 52-Week Low Despite Tanker Sabotage
Stock Market Indexes Weekly % Change
S&P 500 2883 2873 2946 2351 S&P/TSX
S&P/TSX Comp. 16244 16231 16669 13780 S&P 500
DAX 12095 12045 13107 10382 DAX
FTSE 100 7355 7332 7777 6585
Nikkei 21117 20885 24271 19156 USD:EUR
Fixed Income Yields USD:JPY
U.S. 10-yr Treasury 2.08 2.08 3.24 2.07 USD:CAD
Canada 10-yr Bond 1.44 1.46 2.60 1.42 DXY
Germany 10-yr Bund -0.26 -0.26 0.57 -0.26
UK 10-yr Gilt 0.85 0.81 1.73 0.81 Wi
Japan 10-yr Bond -0.13 -0.12 0.16 -0.13 -2.5 -2.0 -1.5 -1.0 -0.5 0.0 0.5 1.0 1.5
Foreign Exchange Cross Rates Note: Data as of 12:06 PM ET, Friday, June 14, 2019.
Source: Bloomberg, TD Economics

C$ (USD per CAD) 0.75 0.75 0.78 0.73
Euro (USD per EUR) 1.12 1.13 1.18 1.11
Pound (USD per GBP) 1.26 1.27 1.33 1.25 Global Official Policy Rate Targets
Yen (JPY per USD) 108.4 108.2 114.5 107.7 Current Target

Commodity Spot Prices** Federal Reserve (Fed Funds Rate) 2.25-2.50%
Crude Oil ($US/bbl) 52.2 54.0 76.4 42.3 Bank of Canada (Overnight Rate) 1.75%
Natural Gas ($US/MMBtu) 2.40 2.43 4.80 240 European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 5830.5 5777.8 7173.0 5713.8 Bank of England (Repo Rate) 0.75%
Gold ($US/troy oz.)l . 1349.8. 1340.8 1349.8 1.174.2 Bank of Japan (Overnight Rate) 010%
*As of 11:21 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. - Conflicting Signals Cloud Fed Rate Decision

The U.S. economy is taking us on a bit of a rollercoast-
er ride. Some signals suggest that the downside risks to
growth are rising, necessitating further support by the Fed-
eral Reserve. Others indicate that the economy is doing
just fine, and stepping on the gas might not be warranted.
One thing’s for sure, the Fed has a tricky path to navigate
as it seeks to sustain the economic expansion.

'This week was a perfect example of the conflicting signals
faced by the economy. We began the week with a quick ex-
tinguishing of a possible trade war with Mexico, but trade
uncertainty still looms large. Indeed, the trade conflict
between the U.S. and China is not subsiding. Earlier this
week, President Trump warned that if President Xi did not
meet with him at the upcoming G20 summit, he would
immediately slap 25% tariffs on the remaining un-tariffed

$300 billion of Chinese imports.

Markets are pricing in the risks emanating from the trade
conflicts, resulting in a continued inversion of the yield
curve (3-month to 10-year), and an expectation of at least
two Fed rate cuts by the end of the year.

However, trade uncertainty does not yet seem to be weigh-
ing on business optimism. The NFIB small businesses opti-
mism index improved for the fourth consecutive month as
businesses anticipated an improvement in economic condi-
tions and more capital expenditure in months to come.

Moreover, U.S. consumers displayed their strength again,
with solid retail sales growth in May alongside a significant

Chart 1: Retail Sales Growth Continues to Move Up
5 Retail Sales, Month/Month % Change
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Chart 2: Oil Tanker Attacks Leads to a Partial
Rebound in Oil Prices
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upward revision to April data (Chart 1). Consumption
growth may now exceed the 3% (annualized) mark in Q2.

Despite the strength in consumption, CPI inflation weak-
ened in May. The weakness in inflation in Q1 appears now
to be less transitory. Core inflation declined for a range of
products including used cars and trucks, apparel, and mo-
tor vehicle insurance. While inflation may pick-up going
forward, given the increased tariffs on Chinese imports,
underlying price pressures in the economy seem to be lim-
ited.

'The Fed will no doubt take notice of the weakness in infla-
tion in the FOMC meeting next week. But they will also
have to consider all other developments as well. Despite
rising downside risks, the domestic economy appears to be
chugging along. All told, we expect the Fed to convey an
easing bias, but not move on rates at next week’s meeting.

We also saw a rise in global political risks rise this week as
two oil tankers were attacked in the Gulf of Oman. After
falling through much of the week on the back of concerns
about global growth, Brent oil prices jumped by around
5% on Thursday (with a similar move in the WTI con-
tract), not quite enough to offset losses earlier in the week
(Chart 2). With the relationship between the U.S. and Iran
increasingly strained, oil markets may get caught in the

middle.

Sri Thanabalasingam, Economist | 416-413-3117
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Canada - A High Bar for Rate Cuts in Canada

As global growth concerns linger, waning demand and
ample supplies has resulted in a softening of commodity
prices. Oil prices lost more ground this week despite oil

tanker sabotage, with W'TT briefly hitting US$50 a barrel
— the lowest level since January.

On the domestic front, the little economic news we got this
week remained consistent with an economy set to acceler-
ate in the second quarter. Housing starts for May came
back to earth after shooting higher in April, disappoint-
ing expectations a bit. While the signal from April’s permit
surge to 273k units appeared to suggest booming supply
on the horizon, the strength instead reflected Vancouver
developers pulling-forward permits to avoid a rise in de-
velopment charges as of May 1st. Removing this impact
leaves permits more in line with recent trend in housing
starts (Chart 1). Despite the pullback in May starts, new
construction is averaging a healthy 217.9k units this quar-
ter through May, and should contribute positively to GDP

for the first time in four quarters.

Residential investment has contracted for the past five
quarters, but both monthly existing home sales and new
construction indicators imply that this negative streak is set
to come to an end this quarter. Strong population growth
and declining mortgage rates are factors supporting hous-
ing demand. Interest rates for fixed-term mortgages are
typically priced off of 5-yr Government of Canada bonds
(Chart 2). Intensifying global growth concerns and trade

Chart 1: Adjusted Building Permits Holding Close
to Trend Housing Starts
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* Adjusted to reflect about 50k permits pulled-forward by Vancouver developers ahead of a
May 1st development charge increase.
Source: CMHC, Statistics Canada, TD Economics.

Chart 2: Canadian Mortgage Rates Easing with
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war risks in recent weeks have helped to tilt investment
flows into safe haven assets such as government bonds. In-
vestors are also betting on a slowdown in the U.S. economy
that may require the Fed to take out insurance and cut its
policy rate by at least 50 basis points before the end of the
year.

Although the Fed has not been shy about its willingness
to respond with rate cuts to support growth in the wake of
intensifying downside risks, the same cannot be said about
the Bank of Canada. Governor Poloz has always empha-
sized the need for a risk management strategy when setting
interest rates, which in practice involves putting a higher
weight on financial stability risks posed by the high level of
household debt in Canada than usual.

Canadian household finances are gradually improving, but
household debt remains at very high levels. Historically,
two consecutive quarters of well below trend economic
growth would have triggered a response by the Bank of
Canada. But, in this era of high debt, the Bank has been
reluctant to cut rates unless there were clear signs of excess
capacity, like in aftermath of the oil price crash of 2014/15.
This time around, labour market strength and inflation
holding near target suggest only modest economic slack.
Nevertheless, financial markets have priced in one rate cut
by the Bank of Canada before the end of this year. A rate
cut may be necessary if downside risks are realized. How-
ever, until then, don’t bet on one.

Fotios Raptis, Senior Economist | 416-982-2556
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U.S.: Upcoming Key Economic Releases

U.S. FOMC Rate Decision*

Release Date: June 19, 2019
Previous: 2.50%

TD Forecast: 2.50%
Consensus: 2.50%

We expect the Fed to signal readiness to ease policy but
stop short of committing to a near term cut. Chair Powell
will likely look to put markets more at ease by reiterating
his comments a few weeks ago that the Fed is ready to act
if conditions warrant it. The Fed will likely stress that they
are monitoring risks on the economy and taking appropri-
ate action to sustain the expansion. In terms of projections,
we expect the Fed to deliver only modest downgrades to
growth and inflation forecasts despite some recent weak-
ness in data. We expect the median 2019 dot to remain
unchanged (reflecting a Fed on-hold) and the median 2020
dot to decline.
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Source: U.S. Federal Reserve Board, TD Economics

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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5
Canada: Upcoming Key Economic Releases

Canadian MaHUfaCtu ring SaleS - Aprll* Canadian Manufacturing Shipments
Release Date: June 18, 2019 5 Honth/Month % Change Seasonally Adjusted Rafio |
Previous: 2.1% 2

2
TD Forecast: -0.8% ; 150
Consensus: 0.6% !

0 145
TD looks for manufacturing sales to fall by 0.8% in April, -
giving back a portion of the prior month’s gain. Weaker - 10
motor vehicle shipments are the main culprit after a major 2 o '
automaker idled assembly lines for two weeks, which fits 2 zs:::::;t:t::::}:t::lfZrhs)
with a large drop in auto exports. Elsewhere, the sharp in- D Mey1s 18 Sept8  Nowis  Jands  Marto 135

crease in gasoline prices will provide a tailwind to nominal
refinery sales, although we see limited scope for increased
refinery output which has risen by 12% over the last three
months. Outside of these two industries, higher factory
prices should provide a modest lift to nominal sales. Vol-
umes should see a larger decline than the headline series,

suggesting a drag on industry-level GDP.

Canadian Consumer Price Index - May*

Release Date: June 19, 2019
Previous: 0.4% m/m, 2.0% y/y
TD Forecast: 0.2% m/m, 2.2% y/y
Consensus: 0.2% m/m, 2.2% y/y

CP1 is projected to firm to 2.2% y/y in May, with prices up
0.2% on the month. Energy will make a muted contribu-
tion after a stabilization in gasoline prices, which are com-
ing off consecutive 10% m/m gains, leaving core goods and
services to drive the headline print. Elsewhere, a rebound
in rental prices following their first pullback in several de-
cades should make a positive contribution to shelter cost
inflation.

Core inflation should hold at 1.9% on average although we
should see some divergence across the individual measures.

CPI-trim is poised to push above 2.0% y/y due to base-

Source: Statistics Canada, TD Economics
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effects but we do not expect this to be replicated across
CPI-median or CPI-common, with downside risks to the
latter on the heels of two consecutive quarters of <0.5%

GDP growth.
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Canadian Retail Sales - May*

Release Date: June 19, 2019

Previous: 1.1% m/m, ex-auto: 1.7% y/y

TD Forecast: 0.0% m/m, ex-auto: 0.2% y/y
Consensus: 0.3% m/m, ex-auto: 0.6% y/y

TD looks for retail sales to remain unchanged in April fol-
lowing the broad increase observed in March. Auto sales
should make a negative contribution, leaving ex-auto sales
up 0.2% m/m, while higher gasoline prices should provide
a tailwind to nominal sales at the pump. The latter should
serve as the main source of strength in April, overshadow-
ing a pullback in the ex. autos and gasoline measure which
drove last month’s increase. Higher consumer prices point
towards a decline in real retail sales for April, which will
weigh on industry-level GDP and Q2 consumption.
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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: June 10 - 14, 2019
Release Economic Indicator/Event Datef for Units Current Prior
Date Period
United States
Jun 11 NFIB Small Business Optimism May Index 105.0 103.5
Jun 11 Producer Price Index Ex Food and Energy May M/M % Chg. 0.2 0.1
Jun 11 Producer Price Index Final Demand May M/M % Chg. 0.1 0.2
Jun 12 Consumer Price Index Ex Food and Energy May M/M % Chg. 0.1 0.1
Jun 12 Consumer Price Index Ex Food and Energy May Y/Y % Chg. 2.0 21
Jun 12 Consumer Price Index May M/M % Chg. 0.1 0.3
Jun 12 Consumer Price Index May Y/Y % Chg. 1.8 20
Jun 12 Real Avg Hourly Earning May Y/Y % Chg. 13 1.2
Jun 13 Initial Jobless Claims June 08 Thsd 222.0 219.0
Jun 14 Retail Sales Advance May M/M % Chg. 0.5 0.3
Jun 14 Retail Sales Ex Auto and Gas May M/M % Chg. 0.5 0.3
Jun 14 Capacity Utilization May % 78.1 77.9
Jun 14 Industrial Production May M/M % Chg. 0.4 -04
Jun 14 Manufacturing (SIC) Production May M/M % Chg. 0.2 -0.5
Jun 14 Business Inventories Apr M/M % Chg. 0.5 0.0
Canada
Jun 10 Housing Starts May Thsd 202.3 2334
Jun 14 Existing Home Sales May M/M % Chg. 19 3.6
International
Jun10 UK Manufacturing Production Apr Y/Y % Chg. -0.8 26
Jun10 UK Monthly Gross Domestic Product 3M/3M Apr M/M % Chg. 0.3 0.5
Jun11l UK ILO Unemployment Rate 3Mths Apr % 3.8 38
Jun1l  CH Consumer Price Index May Y/Y % Chg. 27 25
Jun 13  EZ Industrial Production Apr Y/Y % Chg. -04 -0.7
Jun13  CH Industrial Production May Y/Y % Chg. 5.0 54
Jun 13  CH Retail Sales May Y/Y % Chg. 8.6 7.2
Jun 14  JN Industrial Production Apr Y/Y % Chg. -1.1 -1.1
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: June 17 - 21, 2019
Release . Data for Consensus

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

Jun 17 8:30 Empire Manufacturing Jun Index 12.0 17.8
Jun 17 10:00 NAHB Housing Market Index Jun Index 67.0 66.0
Jun 18 8:30 Building Permits May Thsd 1300.0 1290.0
Jun 18 8:30 Housing Starts May Thsd 1240.0 1235.0
Jun 19 8:30 Initial Jobless Claims Jun 15 Thsd - 222.0
Jun 19 14:00 FOMC Rate Decision (Upper Bound) Jun 19 % 2.50 2.50
Jun 19 14:00 Interest Rate on Excess Reserves Jun 20 % - 235
Jun 20 8:30 Current Account Balance 1Q Bins -123.5 -134 .4
Jun 21 9:45 Markit US Manufacturing PMI Jun Index 50.8 50.5
Jun 21 9:45 Markit US Services PMI Jun Index 51.0 50.9
Jun 21 10:00 Existing Home Sales May Mins 53 5.2

Jun 21 12:00 Fed's Lael Brainard speaks in Cincinnati, OH
Jun 21 12:00 Fed's Loretta Mester speaks in Cincinnati, OH

Canada

Jun 17 14:45 BoC's Lawrence Schembri speaks at the Economic Society of Northern Alberta, Edmonton, AB

Jun 18 8:30 Manufacturing Sales Apr M/M % Chg. - 21
Jun 19 8:30 Consumer Price Index May Y/Y % Chg. - 2.0
Jun 19 8:30 Consumer Price Index Core- Common % May Y/Y % Chg. - 18
Jun 19 8:30 Consumer Price Index Core- Median % May Y/Y % Chg. - 19
Jun 19 8:30 Consumer Price Index Core- Trim % May Y/Y % Chg. - 2.0
Jun 19 8:30 Consumer Price Index NSA May M/M % Chg. - 04
Jun 19 8:30 Teranet/National Bank HPI May Y/Y % Chg. - 1.2
Jun 21 8:30 Retail Sales Apr M/M % Chg. - 11
Jun 21 8:30 Retail Sales Ex Auto Apr M/M % Chg. - 17

International

Jun 18 5:00 EZ Consumer Price Index May Y/Y % Chg. - 1.2
Jun 19 4:30 UK Consumer Price Index May Y/Y % Chg. 2.0 21
Jun 20 4:30 UK Retail Sales Ex Auto Fuel May Y/Y % Chg. 24 49
Jun 20 19:30 JN Natl Consumer Price Index May Y/Y % Chg. 0.7 0.9
Jun 20 20:30 JN Markit Japan PMI Mfg May Index - 49.8
Jun 21 4:00 EZ Markit Eurozone Composite PMI Jun Index - 51.8
Jun 21 4:00 EZ Markit Eurozone Manufacturing PMI Jun Index 48.0 477
Jun 21 4:00 EZ Markit Eurozone Services PMI Jun Index 53.0 529

* 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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