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Highlights of the Week

United States

* The BEASs third estimate of Q1 real GDP downgraded growth slightly to 2.0%, from 2.2% previously. May data did show
flat real personal spending, but strength in March and April still set Q2 consumption up for a decent rebound.

* The Fed’s preferred measure of inflation, core PCE, hit its 2% target in May. This supports our forecast for continued
gradual monetary policy tightening, as the focus shifts to containing upside risks.

* Shifting headlines on trade were a key driver of stock market activity. Foreign policy also got in on the action, with
crude prices surging on the anticipation of tougher U.S. sanctions on Iran.

Canada

* The Canadian economy, beset by headwinds, still managed to grow in April with real GDP rising 0.1%.

* (Canadian firm sentiment also remained solid, according to the Bank of Canada’s Business Outlook Survey.

* The Bank of Canada is focusing on clarity, but the economic data and trade risks are anything but. The Bank's July 11th
rate decision looks to be a hike, but the path thereafter is anything but clear.

THIS WEEK IN THE MARKETS

52-Week 52-Week OIL SURGES ON ANTICIPATED U.S. SANCTIONS ON IRAN
Current* Week Ago )
High Low

Stock Market Indexes Weekly % Change
S&P 500 2735 2755 2873 2410 S&P/TSX
S&P/TSX Comp. 16294 16450 16450 14952
DAX 12350 12580 13560 11787 S&P 500
FTSE 100 7676 7682 7877 6889 DAX
Nikkei 22305 22517 24124 19275 USD:EUR

Fixed Income Yields USD:JPY
uU.S. 10'yr Treasury 2.84 2.89 3.1 2.04 USD:CAD
Canada 10-yr Bond 2.15 213 2.52 1.71 DXY
Germany 10-yr Bund 0.31 0.34 0.77 0.26
UK 10-yr Gilt 1.28 1.32 1.65 0.97 wri
Japan 10-yr Bond 0.04 0.04 0.10 -0.01 -4.0 -2.0 0.0 2.0 4.0 6.0 8.0 10.0

Foreign Exchange Cross Rates Note: Data as of 10:25 AM ET, Friday June 29, 2018
C$ (USD per CAD) 076 075 0.83 075 Sources: Bloomberg, TD Economics
Euro (USD per EUR) 1.16 117 1.25 1.13
Pound (USD per GBP) 1.32 1.33 1.43 1.28
Yen (JPY per USD) 110.7 110.0 1142 104.7 GLOBAL OFFICIAL POLICY RATE TARGETS
Commodity Spot Prices** Current Target

Crude Oil ($US/bbl) 735 690 735 242 Federal Reserve (Fed Funds Rate) 1.75-2%
Natural Gas ($US/MMBtu) 297 2.04 7.13 2.5 Bank of Canada (Overnight Rate) 1.25%
Copper ($US/met. tonne) 6628.5 67915 73305 57960 | |European Central Bank (Refi Rate) 0.00%
Gold ($USHtroy 0z.) 1251.2 1269.4 1358.5 12132 | |Bank of England (Repo Rate) 0.50%
*as of 10:20 am on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price), Copper-LME Grade A, | |Bank of Japan (Overnight Rate) -0.10%
Gold-London Gold Bullion; Source: Bloomberg. Source: Central Banks.
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U.S. - BULLSEYE!

The U.S. economy slowed more than previously believed
in the first quarter of 2018, with growth coming in at 2%
ann. according to the BEAS third estimate, down 0.2 per-
centage points from the second estimate. The downward
revision was largely due to weaker consumer spending,
while softer inventory investment also played a part. New
data out this morning on personal income and outlays
reinforce the notion that the soft start to the year was
temporary. Supported by a healthy 0.4% m/m gain in
nominal personal incomes, nominal spending rose a re-
spectable 0.2% in May. But given inflation, consumption
was flat in real terms. Strength in March and April still set
Q2 consumer spending — currently tracking just shy of 3%,
slightly below our forecast (Chart 1) — up for a rebound.
We continue to expect the economy to grow by some 4%
in Q2 given widespread strength in other components.

Consumer spending should continue to follow a decent
2.5% growth path in the second half of 2018, bolstered
by a tight labor market and tax cuts, which will continue
to support incomes. The latter will feature favorably for
housing demand, even as interest rates rise. But a lack of
inventory will constrict the sales pace. On this front, pend-
ing home sales — a solid gauge of near-term activity — re-
treated in May, marking the second consecutive monthly
decline and weakening a previously improving trend.

Perhaps the most striking element from this morning’s
report was inflation data. The headline PCE index ticked
higher to 2.3% y/y, while core PCE (the Fed's preferred
measure of inflation) hit the bullseye of 2% for the first
time in six years (Chart 2). These developments support

CHART 1: SECOND QUARTER CONSUMER
SPENDING ON A REBOUND
6 Quarter/Quarter Annualized % Change (PCE**)
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CHART 2: MISSION ACCOMPLISHED,
CORE PCE HITS THE FED'S TARGET
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our view for the Fed to continue raising rates gradually,
with two more hikes expected for 2018. The focus now
shifts from below-target-inflation to containing the up-
side risks.

With little else in the way of primary data, shifting head-
lines on trade remained an important driver of stock
market activity. Markets opened lower on Monday after
indications that the U.S. planned new curbs on Chinese
investment in U.S. tech firms. Foreign policy also gotin on
the action, with crude prices surging on the anticipation
of tougher U.S. sanctions on Iran. The rollercoaster ride in
equities continued, with the President seemingly taking a
softer stance on Chinese tech investment, but then hint-
ing at the possibility of protectionist action on autos.

Ultimately, trade spats with a number of important trad-
ing partners risks siphoning away much of the economic
boost from fiscal stimulus by way of higher consumer
prices, reduced exports, supply chain disruptions, and by
denting consumer and business confidence. Under the
presumption that the tougher trade rhetoric is simply a
negotiating tactic, there is still hope that common sense
will prevail, and tensions will de-escalate. The risk, how-
ever, is that once the wheels have been set in motion,
tensions can quickly escalate to a full-out trade war. Chi-
na, Mexico and the EU have already retaliated to some
degree, while Canada is announcing a detailed list of U.S.
products to be slapped with retaliatory tariffs at the time
of writing, which will take effect over the weekend. The
U.S. may up the ante, further reinforcing the negative
feedback loop.

Admir Kolaj, Economist | 416-944-6318
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Canada — Clear As A Cloudy Day

Summer vacation is here, but for those of us trying to
parse out the next move from the Bank of Canada, the
rest and relaxation will have to wait. A July rate hike has
been long expected, but a turn south in (some) economic
data and a worsening in the trade relationship with the
U.S. has led to doubts about its likelihood.

This week, Governor Poloz gave a speech entitled “Let Me
be Clear” outlining the Bank's communication strategy.
The focus on communication comes at a time when the
Canadian economy faces a heightened level of uncertain-
ty. As clear as the Bank of Canada tries to be, its crystal ball
is more cloudy than usual at the moment. The governor’s
response is to move away from “forward guidance” and
toward data dependence. So, what does the economic
data say about the case for a rate hike?

First, we must recognize the negatives. Consumer spend-
ing appears to have weakened fairly dramatically over the
past few months. While some of this softness may reflect
unseasonable weather, the deceleration is marked (Chart
1). The slowdown is echoed in credit growth, not just for
mortgages, but also credit cards and other consumer
credit lending. Inflation also disappointed in May, corrob-
orating the seeming loss in momentum.

At the same time that domestic demand is showing soft-
ness, export growth has, with the exception of April, been
disappointing. The weakness on the export front has
come even without the imposition of tariffs on steel and
aluminum and counter-tariffs on U.S. goods. In his speech,
Poloz noted that the trade dispute will “figure prominent-
ly” in the Bank's next decision and is likely to lead to a

CHART 1: CANADIAN CONSUMER SPENDING
HAS WEAKENED PRECIPITOUSLY

Real retail sales*; Year/Year % Change
VWM
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*Constant 2012 prices
Source: Statistics Canada, TD Economics.
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CHART 2: CANADIAN BUSINESSES STILL
RELATIVELY CONFIDENT

4 Business Outlook Survey Indicator, Quarterly
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modest downgrade in the Bank's economic outlook.

On the other hand, several developments have been pos-
itive, especially relative to the Bank’s previous forecast in
April. Oil prices have moved higher and are about US$10
a barrel above the Bank of Canada’s earlier expectations.
Higher oil prices may not have the benefit they had in the
past given pipeline constraints and trade uncertainty, but
they are still, on balance, positive.

Similarly, the housing market, has shown signs of stabili-
zation. Some markets such as Montreal and Ottawa have
even shown decent positive momentum. In the job mar-
ket, wage growth has accelerated and jobs have tilted
toward full-time. Finally, the boost to U.S. growth from
fiscal stimulus is playing out as expected, with growth in
domestic demand in the second quarter coming in ahead
of expectations.

Despite Governor Poloz's focus on clarity, the Bank's next
decision is anything but. On balance, the economic data,
while softening, have not moved materially off the Bank’s
previous projections. Indeed, after today's April GDP re-
port, which eked out a modest 0.1% gain, we anticipate
the second quarter to come in around 2.4%, roughly in
line with the Bank's 2.5% projection. With the business
outlook survey suggesting a good degree of confidence
among Canadian firms (Chart 2), we expect it to be suf-
ficient for the Bank to lift its key lending rate in July. Still,
given a more cautious outlook and ongoing threat of es-
calating trade wars, we suspect it will be some time before
we see another hike.

James Marple, Senior Economist | 416-982-2557
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U.S.: Upcoming Key Economic Releases

U.S. Employment - June*

Release Date: July 6, 2018

Previous: 223k, unemployment rate: 3.8%
TD Forecast: 180k, unemployment rate: 3.8%
Consensus: 200k, unemployment rate: 3.8%

We lean toward a modest pullback in June nonfarm pay-
roll gains of 180k vs 223k in May. This is mainly on ac-
count of a moderation in private services in line with the
past retreat in the ISM non-manufacturing jobs index.
On the goods side, we expect solid performance consis-
tent with the robust trend across regional factory surveys
and a higher oil rig count.

We expect an unchanged unemployment rate of 3.8%,
with risks skewed to the upside on a rebound in labor
force participation. We look for average hourly earnings

U.S. LABOR MARKET
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Source: U.S. Deptartment of Labor, Haver Analytics, TD Economics.

to rise 0.3% m/m, leading the y/y pace to 2.8% y/y. Risks
are to the upside for the m/m print, but we can’t rule out
downward revisions which temper any upside to the y/y
pace.

*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 - May*

Release Date: July 6, 2018
Previous: -$1.90bn
TD Forecast: -$2.60bn

Consensus: N/A

TD looks for the international trade deficit to widen to
$2.6bn in May on a rebound in import activity. Exports
should see little change as weakness in the non-ener-
gy component offsets stronger energy exports. Metals
should benefit from some frontloading of steel/alumi-
num exports ahead of tariffs on June 1st but we see lim-
ited upside after a large increase in the previous month.
Energy exports will provide the main source of strength
amid a surge in crude oil prices while advance US trade
data implies soft autos. Looking ahead, CAD deprecia-
tion should provide a sizeable tailwind to exports over
the coming months though steel/aluminum tariffs will
start to weigh on exports and imports in June and July,
respectively.

Canadian Employment - June*

Release Date: July 6, 2018
Previous: -7.5k, unemployment rate: 5.8%
TD Forecast: 10k, unemployment rate: 5.8%

Consensus: N/A

TD expects job growth to rebound to 10k in June, which
would be sufficient to recover the 7.5k jobs lost in May
while extending the relatively soft pace that has persist-
ed since January. Job growth should be led by full time
positions, which would add a modestly upbeat tone to
the report, while part time employment should under-
perform after a 20k gain in May. Wage growth should
remain unchanged at 3.9% y/y for permanent employ-
ees with risks tilted to the upside on the minimum wage
hike in BC. However, the magnitude of the hike ($11.35
to $12.65) and relative size of the labour market imply a
lesser impact on the national average than similar poli-

CANADIAN INTERNATIONAL MERCHANDISE TRADE
" $C, Billions

52
50
48
46

44
42

Exports  eecccecse Imports

40
38

36

Nov-16 Jan-17 Mar-17 May-17 Jul-17 Sep-17 Nov-17 Jan-18 Mar-18

Source: Statistics Canada, Haver Analytics, TD Economics.

CANADIAN LABOUR MARKET*

0,
100 Thousands of Jobs % 8.0

Net Job Change 7.5

(lhs)

v

60

7.0
20

6.5

-20
6.0

-60
Unemployment 5.5

Rate (rhs)

-100 5.0
Sep-16 Jan-17 May-17 Sep-17 Jan-18

*Seasonally Adjusted
Source: Statistics Canada, Haver Analytics, TD Economics.

cies in Alberta and Ontario. Meanwhile, the unemploy-
ment rate should hold at 5.8% for the fifth consecutive
month absent a rebound in labour force participation.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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RECENT KEY ECONOMIC INDICATORS: JUNE 25 - 29, 2018
Release Economic Indicator/Event Date? for Units Current Prior
Date Period
United States
Jun 25 New Home Sales May Thsd 689.0 646.0
Jun 26 S&P CorelLogic CS US HPI NSA Apr Y/Y % Chg. 6.4 6.5
Jun 26 Conf. Board Consumer Confidence Jun Index 126.4 128.8
Jun 27 Durable Goods Orders May M/M % Chg. -0.6 -1.0
Jun 27 Advance Goods Trade Balance May Blns -64.8 -67.3
Jun 27 Durables Ex Transportation May M/M % Chag. -0.3 19
Jun 27 Retail Inventories May M/M % Chg. 0.4 0.5
Jun 27 Cap Goods Orders Nondef Ex Air May M/M % Chag. -0.2 23
Jun 27 Pending Home Sales May M/M % Chg. -0.5 -13
Jun 28 Personal Consumption 1Q Q/Q % Chg. 0.9 1.0
Jun 28 Gross Domestic Product Annualized 1Q Q/Q % Chg. 2.2 19
Jun 28 Initial Jobless Claims Jun 23 Thsd 227.0 218.0
Jun 28 Core Personal Consumption Expenditure 1Q Q/Q % Chg. 23 23
Jun 29 Personal Consumption Expenditure Core May Y/Y % Chg. 20 1.8
Jun 29 Personal Income May M/M % Chg. 04 0.3
Jun 29 Real Personal Spending May M/M % Chg. 0.0 0.3
Jun 29 Personal Consumption Expenditure Deflator May Y/Y % Chg. 2.3 2.0
Canada
Jun 28 CFIB Business Barometer Jun Index 62.2 62.5
Jun 29 Gross Domestic Product Apr M/M % Chg. 0.1 0.3
Jun 29 Industrial Product Price May M/M % Chg. 1.0 0.4
Jun 29 BoC Overall Business Outlook Survey 2Q Index 31 2.0
Jun 29 BoC Senior Loan Officer Survey 2Q Index -8.9 -5.2
Jun 29 BoC Business Outlook Future Sales 2Q Index 6.0 16.0
International
Jun27  JN Retail Trade May Y/Y % Chg. 0.6 15
Jun28  JN Jobless Rate May % 22 25
Jun28  JN Tokyo Consumer Price Index Jun Y/Y % Chg. 0.6 0.4
Jun29 UK Gross Domestic Product 1Q Y/Y % Chg. 12 1.2
Jun29  EZ Consumer Price Index Core Jun Y/Y % Chg. 1.0 11
Source: Bloomberg, TD Economics.
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UPCOMING ECONOMIC RELEASES AND EVENTS: JULY 2 - 6, 2018

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

Date Period Forecast

United States

Jul 02 9:45 Markit US Manufacturing PMI Jun Index - 54.6
Jul 02 10:00 ISM Employment Jun Index - 56.3
Jul 02 10:00 ISM Manufacturing Jun Index 581 58.7
Jul 03 10:00 Durable Goods Orders May M/M % Chg. - -0.6
Jul 03 10:00 Durables Ex Transportation May M/M % Chg. - -0.3
Jul 03 10:00 Factory Orders May M/M % Chg. -0.2 -0.8
Jul 03 10:00 Cap Goods Orders Nondef Ex Air May M/M % Chg. - -0.2
Jul 03 10:00  Factory Orders Ex Trans May M/M % Chg. - 04
Jul 03 Wards Total Vehicle Sales Jun MIns 17.0 16.8
Jul 05 8:15 ADP Employment Change Jun Thsd 185.0 178.0
Jul 05 830 Initial Jobless Claims Jun 30 Thsd - 227.0
Jul 05 9:45 Markit US Services PMI Jun Index - 56.5
Jul 05 10:00 ISM Non-Manf. Composite Jun Index 58.0 58.6
Jul 05 14:00 FOMC Meeting Minutes Jun 13

Jul 06 8:30 Trade Balance May Blns -46.7 -46.2
Jul 06 8:30 Change in Nonfarm Payrolls Jun Thsd 198.0 223.0
Jul 06 8:30 Unemployment Rate Jun % 3.8 3.8
Jul 06 8:30 Average Hourly Earnings Jun M/M % Chg. 0.3 0.3

Canada
Jul 03 8:30 MLI Leading Indicator May M/M % Chg. - 0.1
Jul 03 9:30 Markit Canada Manufacturing PMI Jun Index - 56.2
Jul 06 8:30 Hourly Earnings Permanent Empl Jun Y/Y % Chg. - 39
Jul 06 8:30 Unemployment Rate Jun % - 5.8
Jul 06 8:30 Net Change in Employment Jun Thsd - -7.5
Jul 06 8:30 Int'l Merchandise Trade May Index - -1.9
International
Jul 02 4:30 UK Markit UK PMI Manufacturing SA Jun Index 54.0 544
Jul 02 5:00 EZ Unemployment Rate May % 8.5 8.5
Jul 03 5:00 EZ Retail Sales May Y/Y % Chg. - 17
Jul 04 4:00 EZ Markit Eurozone Services PMI Jun Index 55.0 55.0
Jul 04 4:00 EZ Markit Eurozone Composite PMI Jun Index 54.8 54.8
Jul 05 4:10 EZ Markit Eurozone Retail PMI Jun Index - 51.7
* 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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