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The Weekly Bottom Line

Highlights of the Week
United States
•	 For the second week in a row, action on Chinese import tariffs dominated the economic news, but markets re-

mained positive overall, likely reflecting relief that oil prices have come off their recent highs.

•	 Since China retaliated to the first salvo of U.S. tariffs, the U.S. is moving ahead with the process to impose a further 
10% tariffs on $200 bn of Chinese goods, after a two-month consultation period. Tariffs will make the Fed’s job of 
reading inflation signals more difficult. 

•	 So far June CPI data showed inflation rising steadily, as expected. But, it is still too early to see much impact from 
tariffs in consumer prices.

Canada
•	 Canadian markets had a mixed week, as the TSX composite index marked new highs despite soft energy prices that 

weighed on the loonie.

•	 The Bank of Canada hiked its key policy rate to 1.50% (from 1.25%). Despite unabated risks facing the economy, the 
accompanying communication struck an upbeat tone.

•	 More rate hikes are coming, but until there is meaningful clarity on the international trade environment and house-
hold balance sheets, they are likely to be few and far between.

July 13, 2018

Current* Week Ago 52-Week 
High

52-Week 
Low 

S&P 500 2800 2760 2873 2426
S&P/TSX Comp. 16567 16372 16567 14952
DAX 12531 12496 13560 11787
FTSE 100 7669 7618 7877 6889
Nikkei 22597 21788 24124 19275

U.S. 10-yr Treasury 2.83 2.82 3.11 2.04
Canada 10-yr Bond 2.14 2.13 2.52 1.84
Germany 10-yr Bund 0.34 0.29 0.77 0.26
UK 10-yr Gilt 1.27 1.27 1.65 0.97
Japan 10-yr Bond 0.04 0.03 0.10 -0.01

C$ (USD per CAD) 0.76 0.76 0.83 0.75
Euro (USD per EUR) 1.17 1.17 1.25 1.14
Pound (USD per GBP) 1.32 1.33 1.43 1.28
Yen (JPY per USD) 112.5 110.5 114.2 104.7

Crude Oil ($US/bbl) 70.6 73.8 74.2 45.6
Natural Gas ($US/MMBtu) 2.84 2.91 7.13 2.52
Copper ($US/met. tonne) 6210.3 6278.5 7330.5 5853.5
Gold ($US/troy oz.) 1241.4 1255.2 1358.5 1217.6

THIS WEEK IN THE MARKETS

*as of 10:45 am on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price), Copper-LME Grade A, 
Gold-London Gold Bullion; Source: Bloomberg.

Commodity Spot Prices**
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MARKETS AND U.S. DOLLAR UP, OIL DOWN 
ON IMPROVED SUPPLY OUTLOOK
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U.S. - Tariffs Make Fed’s Job Tougher

staff or planned investments. Both of these actions will 
crimp growth in the overall economy. If tariffs are fully 
passed on to consumers you get higher inflation, and 
slower growth by a different channel. The federal gov-
ernment may mitigate the negative impact by funneling 
the tax revenues back into the economy. 

In a perfect world, the Fed will look through one-time 
price increases caused by tariffs. However, if tariffs are 
placed on a wide variety of goods further up the sup-
ply chain, it makes it difficult to disentangle how much 
inflation is due to a hot economy, and how much is the 
result of tariffs. That raises the risk the Fed misinterprets 
the inflation signal.

This suggests the Fed is likely to be very cautious. This 
week’s June CPI data was too early to pick out evidence 
of import tariffs. Overall the data showed yr/yr inflation 
continued to rise as expected, reaching 2.9% (Chart 1). 
Core inflation was 2.3% yr/yr, having risen steadily for the 
past year. The upswing in annual inflation in part reflects 
comparisons to low readings last year. Monthly increases 
look steadier (Chart 2), with little acceleration in June. 

Next week Chair Powell testifies before Congress on the 
economy. It should have been a straightforward good 
news story of a strong economy, with inflation rising in 
a non-threatening way and gradual increases in interest 
rates. Now, he is likely to face questions on the impacts 
of tariffs, which are both uncertain and hard to forecast.

For the second week in a row, action on Chinese im-
port tariffs dominated the economic news, in what was a 
relatively quiet week for data. Markets remained positive 
overall, despite the headlines, likely reflecting relief that 
oil prices have come off their recent highs. 

President Trump had previously threatened that if Chi-
na retaliated to the first tranche of U.S. tariffs, he would 
order further 10% tariffs on $200 bn worth of Chinese 
imports. China indeed retaliated, and so this week the 
U.S. Trade Representative (USTR) started the process of 
making good on this threat by publishing a list of goods 
which would be subject to a 10% tariff. To be clear, these 
tariffs are not immediate; they need to go through a two-
month process before being enacted. The USTR will hold 
a public consultation period ending on August 30th. 

So far, China has held off on announcing knee-jerk re-
taliatory tariffs. It remains to be seen what steps China 
might take. In the meantime, this creates uncertainty for 
businesses, and likely further volatility in the trade data, 
as businesses attempt to ramp up shipments ahead of 
the potential tariffs. In this way, and in prices for many 
commodities, even potential tariffs have an impact on 
real economic activity.

These tariffs will raise input prices for many American 
businesses, but the extent to which they are passed on 
to consumer prices will depend on the competitive envi-
ronment of the industry. If businesses can’t pass on price 
increases to their customers (for fear of losing too much 
market share), they may have to cut costs by reducing 
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CHART 1: UNDERLYING INFLATION CONTINUES 
TO RISE...

CPI-U: All Items Less Food and Energy

FRB Cleveland 16% Trimmed-Mean CPI

FRB Cleveland Median CPI

Source: Bureau of Labor Statistics, Federal Reserve Bank of Cleveland, TD Economics 
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CHART 2: ...BUT SIGNS OF ACCELERATION MIXED

Leslie Preston, Senior Economist | 416-983-7053
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Canada - Poloz Pulls the Trigger, Path Forward Still Cloudy

In a normal world, this sort of communication and outlook 
would be a signal that more tightening is imminent. Addi-
tional rate hikes are likely, but will probably be well spaced 
out. The speed limiter comes down to two key factors. 
Domestically, the sensitivity of highly indebted households 
to rate hikes remains an open question. Our research sug-
gests that each rate hike, all else equal, has about a 30% 
larger impact on household finances than a decade ear-
lier. This appears to be borne out in the credit and con-
sumer spending data, which have decelerated markedly 
this year, but with mortgage rule changes muddying the 
water, it is hard to be 100% sure.

The other factor is President Trump. The President’s visit 
to Europe and the UK this week provided more evidence 
of the scant regard in which he appears to hold long-
standing relationships, trade or otherwise. We still have 
little reason to expect a speedy resolution of NAFTA nego-
tiations, and at the same time, U.S.-China trade tensions 
continue to heat up. Extreme events, such as a NAFTA 
dissolution or auto tariffs, fortunately remain outside risks, 
but if one treats monetary policy as a risk setting exercise 
–  as Poloz has indicated he does – these risks surely must 
be taken into account. Indeed, the history of the Bank of 
Canada under inflation targeting has largely been one of 
rate tightening cycles blown off course by external events 
(Chart 2). Monetary policy cannot address structural fac-
tors, but it can help the adjustment. So until we have 
more resolution on the external environment (and a bet-
ter picture of household balance sheet dynamics), caution 
should rule the day.

Who said summer was boring? There was lots of excite-
ment to be had this week. The Bank of Canada’s rate hike 
on Wednesday sent the loonie higher in its immediate af-
termath. The gain was not to last however, as oil prices fell 
later that day, with the benchmark WTI contract set to end 
the week down about U.S. $4 per barrel. Oil outweighed 
rates when it came to the loonie, which looks set to close 
out the week below 76 cents U.S. at the time of writing – a 
drop of about half a cent from Monday’s market open. 
Despite all of these developments, the S&P/TSX, while 
choppy, made an all-time high on Tuesday, followed by 
several through the day on Thursday.

On the economic front, Tuesday saw housing starts data 
for June, which saw activity bounce back to hit 248k (at an 
annual pace). Driving the gain was a sizeable increase in 
multi-family activity, with Ontario in the driver’s seat (Chart 
1). How much of the elevated activity of late can be put 
down to condo pre-sales during earlier, hotter markets 
remains to be seen, but decent building permit figures 
suggest that builders will keep breaking ground.

Of course, the main event was the Bank of Canada’s rate 
decision on Wednesday, where the policy interest rate was 
taken higher for a fourth time in a year, to 1.50%. Nearly 
all of the communication from the Bank of Canada struck 
an upbeat tone and the growth outlook was upgraded, 
somewhat surprising given the risks to the Canadian 
economy. The improved view on growth came despite the 
incorporation of additional drag on trade and investment 
due to trade policy uncertainty, suggesting that the Bank 
sees a robust underlying economy.

Brian DePratto, Economist | 416-944-5069
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CHART 1: ONTARIO DROVE CANADIAN HOUSING 
STARTS HIGHER IN JUNE

Canada
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Source: CMHC, TD Economics. Dotted lines show trends (6 month moving average)
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CHART 2: MOST MODERN HIKING CYCLES 
TENDED TO GET BLOWN OFF TRACK
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U.S. Retail Sales - June*

Release Date: July 16, 2018
Previous: 0.8%, ex-auto: 0.9%, control group: 0.5%
TD Forecast: 0.4%, ex-auto 0.2%, control group: 0.4%
Consensus: 0.5%, ex-auto 0.4%, control group: 0.4%

We look for a 0.4% rise in both headline and core re-
tail sales, as core sales moderate after a long string of 
strong increases. This should still leave Q2 real consumer 
spending tracking near a 2.5% pace.

U.S.: Upcoming Key Economic Releases

*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 Manufacturing Sales - May*

Release Date: July 17, 2018
Previous: -1.3% m/m
TD Forecast: 0.5% m/m
Consensus: N/A

TD looks for manufacturing sales to post a 0.5% advance 
for May. Energy production should post a partial re-
bound after refinery shutdowns led to an 11% pullback in 
petroleum shipments for April. However, this will be off-
set by weaker auto production amid supply chain disrup-
tions, which shaved 5% off May exports. Outside these 
two industries we look for a broad advance in activity, 
consistent with robust survey data. However, real manu-
facturing sales should see little change after accounting 
for the rise in factory prices.

Canadian Retail Sales - May*

Release Date: July 20, 2018
Previous: -1.2%, ex-auto: -0.1%
TD Forecast: 1.3%, ex-auto: 0.5%
Consensus: N/A

Retail sales should rebound by 1.3% in May, with motor 
vehicle sales leading the advance after severe weather 
led to a sharp pullback in April. As a result, sales ex-autos 
should post a more modest 0.5% gain  Motor vehicle 
sales are unlikely to recover fully from April given a steady 
deceleration in credit growth, but should nonetheless 
provide a significant tailwind to the headline print. Gaso-
line station sales will also make a positive contribution on 
higher prices, while volumes should benefit from the re-
turn to more favourable weather and driving conditions. 
Outside of these two components we look for a mod-
erate expansion in retail activity as the healthy labour 

market and early signs of stabilization in housing allow 
consumers to loosen their purse strings. Meanwhile, real 
retail sales should come in near the nominal print owing 
to the modest increase in consumer prices for May.
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Canadian Consumer Price Index - June*

Release Date: July 20, 2018
Previous: 0.1% m/m, 2.2% y/y, Index: 133.4
TD Forecast: 0.0% m/m, 2.3% y/y, Index: 133.4
Consensus: N/A

We expect headline CPI to inch higher to 2.3% y/y, with 
prices flat on the month. Energy prices were lower on the 
month on a pullback in gasoline prices but will be a net 
boost on a y/y basis and exchange rate pass-through is 
also a tailwind. In general we view risks to the report as 
skewed to the upside after protracted weakness in core 
categories. CPIXFE in particular registered flat to lower 
m/m reads over the prior two months partly on one-
offs. As a result, exclusion based measures will continue 
to underperform the BoC core measures, which remain 
near 2.0%.  Looking ahead, we expect CPI to be range 
bound in the low 2s into Q3.

*Forecast by Rates and FX Strategy Group.  For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Release 

Date
Economic Indicator/Event

Data for 

Period
Units Current Prior

Jul 10 NFIB Small Business Optimism Jun Index 107.2 107.8
Jul 11 Producer Price Index Final Demand Jun M/M % Chg. 0.3 0.5
Jul 11 Producer Price Index Ex Food and Energy Jun M/M % Chg. 0.3 0.3
Jul 11 Wholesale Trade Sales May M/M % Chg. 2.5 1.4
Jul 12 Initial Jobless Claims Jul Thsd 214.0 232.0
Jul 12 Consumer Price Index Jun M/M % Chg. 0.1 0.2
Jul 12 Consumer Price Index Ex Food and Energy Jun M/M % Chg. 0.2 0.2
Jul 12 Consumer Price Index Jun Y/Y % Chg. 2.9 2.8
Jul 12 Consumer Price Index Ex Food and Energy Jun Y/Y % Chg. 2.3 2.2
Jul 12 Real Avg Hourly Earning Jun Y/Y % Chg. 0.0 0.0
Jul 13 Import Price Index ex Petroleum Jun M/M % Chg. -0.3 0.1
Jul 13 Export Price Index Jun M/M % Chg. 0.3 0.6
Jul 13 Export Price Index Jun Y/Y % Chg. 5.3 4.9

Jul 10 Housing Starts Jun Thsd 248.1 193.9
Jul 11 Bank of Canada Rate Decision Jul % 1.50 1.25
Jul 12 Teranet/National Bank HPI Jun Y/Y % Chg. 2.9 4.5

Jul 09 CH Consumer Price Index Jun Y/Y % Chg. 1.9 1.8
Jul 10 UK Manufacturing Production May Y/Y % Chg. 1.1 0.9
Jul 10 UK Industrial Production May Y/Y % Chg. 0.8 1.6
Jul 13 CH Trade Balance Jun Blns 41.6 24.2
Jul 13 JN Industrial Production May Y/Y % Chg. 4.2 4.2

Source: Bloomberg, TD Economics. 

RECENT KEY ECONOMIC INDICATORS: JULY 9 - 13, 2018

United States

Canada

International

http://twitter.com/TD_Economics
http://economics.td.com


8

@TD_Economicshttp://economics.td.com

Release 

Date
Time* Economic Indicator/Event

Data for 

Period
Units

Consensus 

Forecast
Last Period

Jul 16 8:30 Empire Manufacturing Jul Index 20.0 25.0
Jul 16 8:30 Retail Sales Advance Jun M/M % Chg. 0.6 0.8
Jul 16 8:30 Retail Sales Ex Auto and Gas Jun M/M % Chg. 0.4 0.8
Jul 16 10:00 Business Inventories May Thsd 0.4 0.3
Jul 17 9:15 Capacity Utilization Jun % 78.3 77.9
Jul 17 9:15 Manufacturing (SIC) Production Jun M/M % Chg. - -0.7
Jul 17 9:15 Industrial Production Jun M/M % Chg. 0.6 -0.1
Jul 17 10:00 NAHB Housing Market Index Jul Index 69.0 68.0
Jul 17 10:00 Fed's Jerome Powell Speaks Before Senate Banking Committee in Washington, DC
Jul 18 8:30 Housing Starts Jun Thsd 1325.0 -
Jul 18 8:30 Building Permits Jun Thsd 1323.0 1301.0
Jul 18 10:00 Fed's Jerome Powell Speaks Before The  Financial Services Committee in Washington, DC
Jul 18 14:00 U.S. Federal Reserve Releases Beige Book
Jul 19 8:30 Initial Jobless Claims Jul Thsd - -

Jul 17 8:30 Manufacturing Sales May M/M % Chg. - -1.3
Jul 20 8:30 Consumer Price Index Core- Trim Jun Y/Y % Chg. - 1.9
Jul 20 8:30 Consumer Price Index Core- Median Jun Y/Y % Chg. - 1.9
Jul 20 8:30 Consumer Price Index Core- Common Jun Y/Y % Chg. - 1.9
Jul 20 8:30 Consumer Price Index Jun Y/Y % Chg. - 2.2
Jul 20 8:30 Consumer Price Index NSA Jun M/M % Chg. - 0.1
Jul 20 8:30 Retail Sales Ex Auto May M/M % Chg. - -0.1
Jul 20 8:30 Retail Sales May M/M % Chg. - -1.2

Jul 15 22:00 CH Gross Domestic Product 2Q Y/Y % Chg. 6.7 6.8
Jul 17 4:30 UK ILO Unemployment Rate 3Mths May % - 4.2

Jul 18 4:30 UK Consumer Price Index Jun Y/Y % Chg. - 2.4

Jul 18 5:00 EC Consumer Price Index Jun Y/Y % Chg. - 1.9

Jul 19 19:30 JN Natl Consumer Price Index Jun Y/Y % Chg. - 0.7
 * Eastern Standard Time. Source: Bloomberg, TD Economics.

UPCOMING ECONOMIC RELEASES AND EVENTS: JULY 16 - 20, 2018

United States

Canada

International
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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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