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Highlights of the Week
United States

First quarter GDP growth came in at 2.3% (annualized) - slower than fourth quarter growth, but still better than ex-
pected. Softer consumer spending was the main culprit behind the slowdown.

Consumer spending should regain a firmer footing ahead, buoyed by a healthy labor market and tax cuts.

Rising oil prices accentuated concerns about rising inflation, helping to push the 10-year Treasury yield to the 3% mark.
The rise in yields weighed on equity valuations midweek, but a slew of broadly positive earnings reports coupled with
the upside surprise on GDP helped markets recover.

Canada

Another week of elevated oil prices helped bring the TSX composite index into positive territory to end the week. The
discount received by heavy oil producers remains modest relative to the start of the year, with the benchmark contract
holding above $50/barrel for a third week.

A solid payroll employment report bodes well for monthly GDP next week, but a fairly modest start to the year remains
likely. We continue to track Q1 GDP at 1.6% annualized.

There were encouraging signs of progress on NAFTA negotiations this week, but with a number of contentious issues
still unresolved, it seems more likely to be weeks, not days, before an agreement in principle is reached.
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U.S. - First Quarter Growth Softens Less than Expected

Over the past few years, first-quarter growth has slowed
notably from the fourth quarter, often attributed to a phe-
nomenon known as residual seasonality. This year was no
exception. First-quarter growth came in at 2.3% (annual-
ized) — slower than the 2.9% recorded in the fourth quar-
ter, but still better than market expectations for a 2.0%
advance. Economic activity was supported by improved
business investment, which recorded a solid performance
thanks in part to a surge in activity in the petroleum and
natural gas sector (+43% Q/Q ann.), and by an unexpect-
ed small positive contribution from net trade (Chart 1).

Following a 4% annualized expansion in the fourth quar-
ter that was partly boosted by post-hurricane recovery
spending, consumer spending slowed markedly, contrib-
uting just a measly 0.7 percentage points to growth. Con-
sumer spending should regain a firmer footing ahead,
buoyed by upbeat consumer confidence, a healthy la-
bor market and tax cuts. This narrative is corroborated
by stronger monthly spending toward the end of the first
quarter, including the surge in March retail sales and a
second consecutive monthly gain in existing home sales.
The latter rose 1.1% m/m, but the recent performance
would have likely been even better if it weren't for very
tight inventories.

Overall, the better-than-expected GDP outturn and
healthy outlook ahead may augur a faster pace of rate
hikes. But the evolution of price pressures will be the de-
ciding factor. On that front, higher oil prices this week —
WTI reached $68/barrel for the first time since late 2014
— accentuated concerns about rising inflation. This helped

CHART 1: GDP GROWTH SOFTENS IN Q1, BUT
STILL BETTER THAN EXPECTED
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CHART 2: TD'S EAST COAST FOOTPRINT
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push Treasury yields higher, with the 10-year yield briefly
breaching the 3% mark for the first time since 2014. The
rise in yields propped up the trade-weighted U.S. dollar
and weighed on equity valuations midweek. But a slew of
broadly positive earnings reports, coupled with the upside
surprise on GDP eventually helped markets recover losses.

This week’s selloff reinforces our view that volatility has
made a comeback (see report). The return of volatility,
something which is likely here to stay, suggests that in-
vestors are now responding to, rather than shrugging off,
negative news. Perhaps one of the best examples of this
reality is the market reaction to elevated trade tensions
between the U.S. and China earlier this month.

Ultimately, we believe that there is still time for the U.S.
and China to settle their trade differences without much
collateral damage — something that appears more likely
now with the Treasury secretary scheduled to embark on
a trip to China shortly. However, there is still a possibility
that the talks fail and tariffs are implemented, with this
scenario expected to weigh on economic growth. In a re-
cent report that considers the impact on regional econo-
mies, focusing on TD's East Coast footprint, we find that
the Eastern Seaboard is roughly half as exposed to trade
with China compared to the rest of the country combined
(Chart 2). This would enable most states in the footprint to
duck much of the blow from the prospective tariffs. That
said, South Carolina’s elevated trade with China leaves it's
economy more vulnerable to the economic drag from
protectionist trade policy.

Admir Kolaj, Economist | 416-944-6318
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Canada — Getting Closer To ‘Normal’

With little in the way of major economic news, it was a fairly
calm week in Canadian financial markets. After a slow start
to the week the S&P/TSX Composite Index looks poised
to end the week slightly higher on relatively broad-based
strength. Helping things along were yet another week of
elevated oil prices. The benchmark West Texas Intermedi-
ate (WTI) price remained in the high US$60/barrel range,
while the Western Canada Select (WCS) contract, repre-
sentative of what heavy producers in the oil sands receive,
remained above US$50/barrel for a third week (Chart 1).

Indeed, recent developments including some restoration
of transportation capacity and ongoing issues in Venezu-
elan production (which produces a similar grade of oil)
have helped narrow the price gap between Canadian
heavy oil and the benchmark to roughly $17/barrel, well
below the roughly $25 to $30 discount that prevailed early
in the year. While elevated, the spread is now much closer
to the $10 to $15 discount that typically prevails due to
quality differences and normal transportation costs.

It wasn't entirely quiet on the data front this week, with
Statistics Canada Survey of Employment, Payrolls and
Hours for February released. Although it comes with a
much greater lag than the Labour Force Survey (which
provides the unemployment rate), economy watchers pay
attention to it for several reasons. One is that, since it is
based on employer responses (rather than workers), it
provides a ‘cross-check’ of the labour market. On this ba-
sis, it is encouraging to see that outside of usual monthly
differences the trend across the two measures is roughly
the same, with employers reporting a faster overall pace

CHART 1: RISING WTI, NARROWED SPREAD
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CHART 2: JOBS STRENGTH CONFIRMED
ACROSS MULTIPLE MEASURES
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of hiring since the start of 2017 (Chart 2).

The other reason to watch this series is that it functions as
an input into GDP calculations for a number of industries
(particularly service sectors). In the event, the 42.2k rise
in payroll employment and slight tick-up in overall hours
worked in February bodes well for next week’s monthly
GDP report. We look for a 0.3% monthly gain, reversing
the weakness of January and consistent with our current
Q1 tracking of 1.6%. Looking through the various shocks
buffeting the Canadian economy so far this year, the data
continues to point to an economy trending around 2%;
a reasonably ‘normal’ pace of growth given the business
cycle and our economic fundamentals.

The other aspect of ‘'normality’ is the potential for a near-
term resolution of NAFTA renegotiations. Reports have
indicated that the U.S. team hopes to have an agreement
in principle by this coming Tuesday (May 1st), in time for
Trade Representative Robert Lighthizer's trip to China.
Such a tight timeline, even for just an agreement in prin-
ciple, seems optimistic. Rules governing the auto sector
have been getting most of the attention, with indications
that the teams are close to a conclusion. However, a num-
ber of contentious issues are reportedly still unresolved,
including investor-state dispute resolution, supply man-
agement, government procurement, and others. As a re-
sult, while there are some reasons to be optimistic that this
cloud of uncertainty may soon be lifted, the timeline to a
conclusion seems more likely to be measured in weeks,
not days.

Brian DePratto, Senior Economist | 416-944-5069
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U.S.: Upcoming Key Economic Releases

U.S. Personal Income & Spending - March*

Release Date: April 30, 2018

Previous Result: Income 0.4% m/m; Spending 0.2% m/m
TD Forecast: Income 0.3% m/m; Spending 0.4% m/m
Consensus: Income 0.4% m/m, Spending 0.4% m/m

We look for headline PCE inflation to accelerate to 2.0%
y/y in March, reflecting a flat m/m print. In line with the
CPI report, energy prices will be lower on the month with
food prices up a modest 0.1%. We expect a relatively
weak 0.1% m/m print in the core PCE, pushing the y/y
rate to 1.9% y/y. A move to 2.0% is unlikely given the
quarterly data released in the Q1 GDP report, where core
PCE recorded a 1.7% y/y increase.

Nominal PCE (personal spending) should post a 0.4%
increase in March on a rebound in durables, translating
to the reported 1.1% advance in real Q1 real consumer
spending. We look through the weakness as temporary

U.S. Employment - April*

Release Date: May 4, 2018

Previous Result: 103k; unemployment rate
TD Forecast: 210k; unemployment rate: 4.0%
Consensus: 185k; unemployment rate: 4.0%

We expect nonfarm payrolls to bounce back, adding
210k jobs in April. The weak 103k print in March largely
reflects a giveback from the blockbuster February gains
that were concentrated in construction and certain ser-
vices categories such as retail trade. We expect a return
back toward trend consistent with continued strength
across survey indicators (employment surveys, consum-
er confidence), with some upside as April payrolls tend
to beat expectations and outperform ADP employment
in particular.

Given the still solid pace of job gains, we expect the un-
employment rate to move lower to 4.0% assuming a
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since residual seasonality, weather and delayed tax re-
funds partly contributed to the slowdown. Solid incomes,
confidence and tight labor markets also underpin a solid
rebound in Q2 back near 3%. We look for a 0.3% in-
crease in March personal income, in line with a robust
3.6% advance in Q1 incomes.
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stable to lower participation rate. We expect average
hourly earnings to rise 0.2% m/m, as reference week dis-
tortions suggest a high bar for a 0.3% or higher print.
That should leave the y/y pace steady at 2.7%, consistent
with the prevailing view at the Fed that wage growth
remains only moderate.

*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 - February*

Release Date: May 1, 2018
Previous Result: -0.1% m/m
TD Forecast: 0.3% m/m
Consensus: 0.3% m/m

Real GDP is forecast to advance by 0.3% in February
on a broad increase in goods output while services
should make a more modest contribution. Manufactur-
ing will benefit from a rebound in motor vehicle output,
as evinced by the sharp increase in factory sales while
construction should also make a positive contribution on
strength in the residential multi-unit component. Multiple
oil sands facilities reduced production in February due to
transportation bottlenecks, but these will be offset by a
rebound from weather-related outages last month. For
services, we expect continued weakness in home sales
to drive a decline in real estate while a sharp increase
in financial market volatility may weigh on the financial

Canadian International Trade - March*

Release Date: May 3, 2018
Previous Result: -$2.7bn
TD Forecast: -$2.3bn

Consensus: -$2.0bn

The international merchandise trade deficit is forecast to
narrow to $2.3bn in March, reflecting a sharp increase
in goods exports offset by more modest import growth.
Export growth will be led by agricultural products after
transportation bottlenecks led to an unprecedented 17%
decline in February, concentrated in grains. CAD depre-
ciation should also lend a hand, with the cumulative de-
cline from the Q1 highs reaching 6.7% by mid-March.
However, energy products represent a downside risk on
maintenance shutdowns that were pulled forward due
to market conditions. On the other side of the ledger,
imports should see a more modest increase after a
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sector. Wholesale sales were also down sharply on the
month, but strength in hours worked suggests momen-
tum remains solid outside these industries. A 0.3% print
would be consistent with Q1 growth in the mid to high
1% range, slightly above the Bank of Canada’s 1.3% pro-
jection from the April MPR.
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1.9% advance in February. Aircraft should make a posi-
tive contribution on strong Boeing deliveries though the
deceleration in core retail sales will weigh on consumer
goods imports.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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RECENT KEY ECONOMIC INDICATORS: APR 23-27,2018
Release Economic Indicator/Event Date? for Units Current Prior
Date Period
United States
Apr 23 Markit US Services PMI Apr Index 54.4 54.0
Apr 23 Markit US Manufacturing PMI Apr Index 56.5 55.6
Apr 23 Existing Home Sales Mar Mins 5.6 5.5
Apr 24 S&P Corelogic CS US HPI NSA Feb Y/Y % Chg. 6.3 6.1
Apr 24 Conf. Board Consumer Confidence Apr Index 128.7 127.0
Apr 24 New Home Sales Mar Thsd 694.0 667.0
Apr 26 Cap Goods Orders Nondef Ex Air Mar M/M % Chg. -0.1 0,9
Apr 26 Durable Goods Orders Mar M/M % Chg. 2.6 3,5
Apr 26 Durables Ex Transportation Mar M/M % Chg. 0 0.9
Apr 26 Retail Inventories Mar M/M % Chag. 04 04
Apr 26 Advance Goods Trade Balance Mar Blns -68.0 -75.9
Apr 26 Initial Jobless Claims Apr 21 Thsd 209.0 233.0
Apr 27 Employment Cost Index 1Q Index 0.8 0.6
Apr 27 Gross Domestic Product Annualized 1Q Y/Y % Chg. 2.3 29
Apr 27 Personal Consumption 1Q Q/Q % Chg. 11 4.0
Apr 27 Core Personal Consumption Expenditure 1Q Q/Q % Chg. 2.5 1.9
Canada
Apr 23 Wholesale Trade Sales Feb M/M % Chg. -0.8 0.3
Apr 26 CFIB Business Barometer Apr Index 56.6 60.7
International
Apr23  EZ Markit Eurozone Manufacturing PMI Apr Index 56.0 56.6
Apr26 JN Tokyo Consumer Price Index Apr Y/Y % Chg. 0.5 1.0
Apr26  EZ ECB Main Refinancing Rate Apr % 0.00 0.00
Apr26 JN BOJ Policy Balance Rate Apr % -0.10 -0.10
Apr26  JN Industrial Production Mar Y/Y % Chg. 2.2 1.6
Apr26 JN Jobless Rate Mar % 2.5 2.5
Apr26  JN Retail Trade Mar Y/Y % Chg. 1.0 17
Apr 27 UK Gross Domestic Product 1Q Y/Y % Chg. 1.2 14
Source: Bloomberg, TD Economics.
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UPCOMING ECONOMIC RELEASES AND EVENTS: APRIL 30-MAY 4, 2018
Release Time* Economic Indicator/Event Data' for Units Consensus Last Period
Date Period Forecast
United States
Apr 30 8:30 Personal Consumption Expenditure Core Mar Y/Y % Chg. 2.0 16
Apr 30 8:30 Personal Consumption Expenditure Deflator Mar Y/Y % Chg. - 18
Apr 30 8:30 Real Personal Spending Mar M/M % Chg. - 0.0
Apr 30 8:30 Personal Income Mar M/M % Chg. 04 04
Apr 30 10:00 Pending Home Sales Mar M/M % Chg. 0.5 31
May 01 9:45 Markit US Manufacturing PMI Apr Index - 56.5
May 01  10:00 ISM Manufacturing Apr Index 58.5 59.3
May 01 10:00 ISM Employment Apr Index - 57.3
May 01 Wards Total Vehicle Sales Apr Mins 17.2 174
May 02 8:15 ADP Employment Change Apr Thsd 204.0 2410
May 02 14:00 FOMC Rate Decision (Upper Bound) May 02 % 1.75 1.75
May 03 8:30 Initial Jobless Claims Apr 28 Thsd - 209.0
May 03 8:30 Unit Labor Costs 1Q Q/Q % Chg. 31 25
May 03 8:30 Trade Balance Mar Blns -56.0 -57.6
May 03 9:45 Markit US Services PMI Apr Index - 54.4
May 03  10:00 ISM Non-Manf. Composite Apr Index 58.3 58.8
May 03  10:00 Durable Goods Orders Mar M/M % Chg. - 2.6
May 03  10:00 Factory Orders Mar M/M % Chg. 0.9 12
May 03 10:00 Durables Ex Transportation Mar M/M % Chg. - 0.0
May 03 10:00 Factory Orders Ex Trans Mar M/M % Chg. - 0.1
May 03  10:00 Cap Goods Orders Nondef Ex Air Mar M/M % Chg. - -0.1
May 04 8:30 Change in Nonfarm Payrolls Apr Thsd 185.0 103.0
May 04 8:30 Unemployment Rate Apr % 4.0 4.1
May 04 8:30 Average Hourly Earnings Apr M/M % Chg. 0.2 0.3
Canada
Apr 30 8:30 Industrial Product Price Mar M/M % Chg. - 0.1
May 01 8:30 MLI Leading Indicator Mar M/M % Chg. - 0.2
May 01 8:30 Gross Domestic Product Feb M/M % Chg. - -0.1
May 01 9:30 Markit Canada Manufacturing PMI Apr Index - 55.7
May 01 14:45 BOC's Poloz Speaks in Yellowknife, NT
May 03 8:30 Int'l Merchandise Trade Mar Blns - -2.7
International
Apr 30 20:30 JN Nikkei Japan PMI Mfg Apr Index - 533
May 02 4:00 EZ Markit Eurozone Manufacturing PMI Apr Index - 56.0
May 02 5:00 EZ Unemployment Rate Mar % - 8.5
May 02 5:00 EZ Gross Domestic Product SA 1Q Y/Y % Chg. - 27
May 03 5:00 EZ Consumer Price Index Core Apr Y/Y % Chg. - 10
May 04 5:00 EZ Retail Sales Mar Y/Y % Chg. - 1.8
* 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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