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Highlights of the Week
United States

* Foreign central banks took center stage this week. The Central Bank of Turkey raised its policy rate to 24% from
17.75% in the hope of retaining and attracting new foreign capital.

* The ECB confirmed it will taper its asset purchases to €15 bn a month in October, with the program slated to end
this December.

* On the domestic front, data this week confirmed that a robust economic expansion is underway. Labor market
conditions are increasingly tilting in favor of workers.

Canada
* Housing was in the spotlight this week. Starts declined slightly in August, but the underlying trend remains healthy.

* Slowing mortgage growth helped tame the rise in household-debt to income, but debt servicing costs continue to
move higher in line with borrowing costs.

* Little progress was apparent in NAFTA discussions this week, with dairy remaining a key sticking point. Recent trade
agreements suggest that Canada may be willing to provide some additional access to satisfy U.S. demands.

THIS WEEK IN THE MARKE-I:;’ ook ek Equities gained, the dollar softened, and oil prices
Current*  Week Ago Higﬁe Lov(:e bid higher on hurricane concerns
Stock Market Indexes Weekly % Change
S&P 500 2906 2872 2914 2496 S&PITSX
S&P/TSX Comp. 16007 16090 16567 15035 S&P 500
DAX 12114 11960 13560 11787 DAX
FTSE 100 7304 7278 7877 6889
Nikkei 23095 22307 24124 19807 USD:EUR
Fixed Income Yields UsD:JPY
U.S. 10-yr Treasury 3.00 2,94 3.1 2.18 USD:CAD
Canada 10-yr Bond 2.35 2.29 2.52 1.84 DXY
Germany 10-yr Bund 0.45 0.39 0.77 0.26
UK 10-yr Gilt 1.54 1.46 1.65 1.15 wri
Japan 10-yr Bond 0.12 0.11 0.13 0.02 -1.5 -1.0 -0.5 0.0 0.5 1.0 15
Foreign Exchange Cross Rates Note: Data as of 9:57 AM ET, Friday September 14,2018
C$ (USD per CAD) 077 0.76 0.82 0.75 Sources: Bloomberg, TD Economics
Euro (USD per EUR) 117 1.16 1.25 1.13
Pound (USD per GBP) 1.31 1.29 143 1.27 GLOBAL OFFICIAL POLICY RATE TARGETS
Yen (JPY per USD) 112.0 111.0 114.2 104.7 Current Target
Commodity Spot Prices™ Federal Reserve (Fed Funds Rate) 1.75-2.00%

Crude Oil ($US/bbl) 68.9 67.8 74.2 49.3 Bank of Canada (Overnight Rate) 1.50%
et I S RN A | ot STl pr
Gold ($USltroy 0z.) 1202.8 1196.2 1358.5 11742 | |Bankof England (Repo Rate) 0.75%
*as of 9:53 am on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price), Copper-LME Grade A, Bank Of Japan (ovemight Rate) '0' 1 0%
Gold-London Gold Bullion; Source: Bloomberg. Source: Central Banks.
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U.S. - Labor Market Tilting in Favor of Workers

U.S. equities managed to make gains this week, shrug-
ging off turmoil in emerging markets and the threat of
additional tariffs. Meanwhile, the selloff and pressure on
emerging market currencies eased a bit, and the U.S.
dollar softened a touch as foreign central bankers took
center stage (Chart 1).

First up was the central bank of Turkey. It hiked its policy
rate to 24% from 17.75% in the hope of retaining and
attracting new foreign capital. The lira rallied, but still re-
mains down 38% relative to the U.S. dollar since the end
of January. Further rate hikes may yet be needed to help
facilitate the rebalancing of Turkey’s economy, weaning
it off from its reliance on foreign financing. But, these
are likely to be resisted by President Erdogan, suggesting
that Turkey may be unable to avoid the economic cost of
high inflation and capital flight.

In neighboring Europe, both the Bank of England (BoE)
and the European Central Bank (ECB) held monetary
policy unchanged this week. With Brexit looming, the
BoE is likely to hold interest rates at 0.75% until May.
We anticipate a withdrawal agreement with the EU to
be signed by year end, but there is still a small chance
that the UK could make a chaotic exit from the EU next
March. Such an event would prove detrimental to the
UK economy, highlighted in recent discussions between
Governor Carney and the UK government. Easy mon-
etary policy would be unable to mitigate the economic
damage from the negative supply shock that would re-
sult. Nor would it be able to offset the real income and
spending drag resulting from a surge in inflation.

Chart 1: EM outflows have persisted for a
remarkable 225 days
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Source: Institute of International Finance, TD Economics
* Days of fund outflows (t=January 31, 2018). Last Observation: Sept 13, 2018.

Chart 2: Tight labor market rewarding workers
seeking higher wage jobs
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Source: FRB of Atlanta, BLS,CBO, TD Economics
* Gap between Leavers and Stayers. Last Observation: 18Q3 (snapshot)

As largely anticipated, the ECB confirmed that it will taper
its asset purchases to €15bn a month starting in October,
with the program slated to end this December. More-
over, it signaled that, so long as risks to the economic
outlook remain broadly in balance, interest rates may
rise as early as September 2019. While the outlook for
growth and inflation was revised down a touch, markets
reacted positively to the ECB's conviction that core infla-
tion will near 2.0% by 2020, spurring a bid for the euro.

On the domestic front, data this week confirmed that
a robust economic expansion is underway. Small busi-
nesses remained jubilant even as labor shortages and
tariffs start to bite. The tightness of the labor market was
underscored by July’s JOLTs data that recorded an up-
tick in the quits rate. Workers are increasingly being re-
warded for quitting their current jobs for higher paying
ones (Chart 2). Rising wages should continue to stoke
prices pressures in the months ahead. That said, August
inflation softened a touch to 2.7% (y/y), but we don't
view this as lasting given rising business cost pressures.
Lastly, retail sales disappointed in August, but consum-
er spending is expected to remain healthy this quarter,
buoyed by gains in wages and jobs. All told, the data this
week suggest that this expansion has more room to run.

Fotios Raptis, Senior Economist | 416-982-2556
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Canada - Rising Rates Eating Into Household Incomes

The major economic data this week was by and large
housing focused. Housing starts disappointed expecta-
tions, dipping to a 201k annualized pace in August (from
205k in July). This tends to be a volatile series, and as it
stands, there is little to be concerned about in the re-
cent data. The modest slowing in the summer months
comes after a robust June figure, and the trend remains
comfortably above the 200k mark we associate with de-
mographic fundamentals (Chart 1). Indeed, it remains
the case that the trend is likely to drift back towards this
anchor with time. With permit issuance still solid, there is
little cause for alarm.

Statistics Canada also gave us an updated snapshot
of Canadian household finances. The picture is pretty
much what youd expect. The closely watched measure
of household debt to income rose to 169.1% (i.e. $1.69
owing for each dollar of disposable income). Reported
on a non-seasonally adjusted basis, this ratio has risen in
Q2 every year it has been published, but it is notewor-
thy that this year's increase was the smallest since the
year 2000. This moderation is likely a reflection of softer
mortgage borrowing activity post B-20 implementation.
With home sales already coming back late in the quar-
ter, and further increases expected in the August data
(watch for our commentary Monday), this respite may
prove short-lived.

Of course, rising borrowing costs should act as a coun-
tervailing force as we move further through the year

Chart 1: Beneath the volatility, trend pace of
housing starts remains solid
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Source: CMHC, TD Economics. Last Observation: August 2018.

Chart 2: Household debt service costs on the rise
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and into next. Elevated debt levels have left households
more sensitive to rising interest rates than in the past.
Evidence of this can already be seen in the household
debt service ratio (Chart 2). The cost of servicing debt
hit 14.2% of disposable income in Q2. This is a 0.4 per-
centage point increase over just 3 quarters, as the Bank
of Canada raised its policy interest rate three times (75
basis points). July’s rate hike is not captured in this data,
and with another likely to come in October, borrowing
costs appear set to eat up a growing share of household
income in coming years.

Finally, away from the data, there were mixed messages
this week on the NAFTA front. Progress does appear to
be continuing, but one clear point of contention is U.S.
access to Canadian markets for dairy and other protect-
ed products. The good news is that there is recent prece-
dent suggesting that Canada could yield some ground in
this area, perhaps using it as a bargaining chip to achieve
other goals. Both the TPP and CETA trade deals included
at least some opening up of Canadian markets to foreign
competition, indicating that there is scope for agreement
as part of a broader deal. Of course, there also remains
the issue of dispute resolution, another sticking point for
Canadian negotiators. With two more weeks of negotia-
tions remaining before any proposed text (with or with-
out Canada) goes before Congress, there is still much
ground to cover. Watch this space.

Brian DePratto, Senior Economist | 416-944-5069

http://economics.td.com

%W @TD_Economics


http://economics.td.com

Canada: Upcoming Key Economic Releases

Canadian Manufacturing Sales - July*

Release Date: September 18, 2018
Previous: 1.1%

TD Forecast: 0.3%

Consensus: 1.0%

Manufacturing sales are poised for a 0.3% increase in
July. Durable goods should lead the advance on further
gains in motor vehicle output, as foreshadowed by a
pickup in exports, which should more than offset a mod-
est drag in metals from steel and aluminum tariffs. Retal-
iatory tariffs were imposed on July 1st but will have little
impact on manufacturing as a whole given that a large
portion was directed towards goods for consumption.
Energy may also act as a modest headwind on a pullback
from the 15% increase in June though oil sands shut-
downs are unlikely have a significant impact on down-
stream activity. Volumes should see a more modest gain

Consumer Price Index - August*

Release Date: September 21, 2018
Previous: 0.5% m/m, 3.0% y/y, index: 134.3
TD Forecast: -0.4% m/m, 2.5% y/y, Index: 133.8

Consensus: N/A

We expect CPI to come back down to earth to 2.5% after
hitting 3.0% in July. The prior month’s spike was driven
by upswings in airfares and to a less extent in travel tours
and telephone services. We expect a significant correc-
tion in airfares in particular, as the recent methodological
change is likely to introduce more volatility to the index.
This should drive an overall 0.4% drop in prices on the
month. Energy prices are also a net negative this month
(led by lower gasoline prices) and we also see scope for
a moderation in food prices. So far price impacts from
Canada’s retaliatory tariffs have been negligible, but the
categories to watch are food items, household applianc-
es, personal care products and vehicles.

Canadian manufacturing shipments

Month/month % change Seasonally adjusted ratio
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Source: Statistics Canada, TD Economics

(~0.1%) on higher factory prices which indicates little to
no contribution to industry-level GDP growth in July.

Canadian Consumer Price Index (CPI)

0 Year/year % change
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Source: Statistics Canada, TD Economics

Our forecast implies exclusion-based core indexes (CPIX
and CPIXFE) to slow this month, with the latter falling
back to 2% or below. We expect the BoC core measures
to remain near 2.0% on average. Looking ahead, despite
the July upside we continue to expect a moderation to-
ward 2.0% through year end.
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Canadian Retail Sales - July*

Release Date: September 21, 2018
Previous: -0.2%, ex auto: -0.1%
TD Forecast: 0.1%, ex auto: 0.6%
Consensus: N/A

Retail sales should post a 0.1% advance in July as a pull-
back in motor vehicle sales offsets a more upbeat 0.6%
increase in the ex-autos measures. Unseasonably warm
weather across most of the country will support gasoline
sales along with higher prices at the pump, while alcohol
sales should also benefit from the weather and World
Cup festivities. Volumes should post a slight decline on
higher consumer prices which will set up for a more
modest pace of consumer spending in Q3, especially af-
ter a poor handoff from June. However, this should not
come as a grave concern to policymakers at the BoC
concerned with elevated levels of household debt.
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Source: Statistics Canada, 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 10 - 14, 2018
Release Economic Indicator/Event Date? for Units Current Prior
Date Period
United States
Sep 11 NFIB Small Business Optimism Aug Index 108.8 107.9
Sep 11 Wholesale Trade Sales Jul M/M % Chag. 0.0 -0.2
Sep 12 Producer Price Index Ex Food and Energy Aug M/M % Chg. -0.1 0.1
Sep 12 Producer Price Index Final Demand Aug M/M % Chg. -0.1 0.0
Sep 13 Initial Jobless Claims Sep 08 Thsd 204.0 205.0
Sep 13 Real Avg Hourly Earning Aug Y/Y % Chg. 0.2 -0.1
Sep 13 Consumer Price Index Aug M/M % Chg. 0.2 0.2
Sep 13 Consumer Price Index Ex Food and Energy Aug M/M % Chag. 0.1 0.2
Sep 13 Consumer Price Index Aug Y/Y % Chg. 2.7 2.9
Sep 13 Consumer Price Index Ex Food and Energy Aug Y/Y % Chg. 22 24
Sep 14 Retail Sales Advance Aug M/M % Chag. 0.1 0.7
Sep 14 Retail Sales Ex Auto and Gas Aug M/M % Chg. 0.3 0.9
Sep 14 Import Price Index ex Petroleum Aug M/M % Chg. 0.2 0.9
Sep 14 Export Price Index Aug M/M % Chg. -0.1 -0.5
Sep 14 Export Price Index Aug Y/Y % Chg. 3.6 43
Sep 14 Industrial Production Aug M/M % Chg. 04 04
Sep 14 Capacity Utilization Aug % 781 77.9
Sep 14 Manufacturing (SIC) Production Aug M/M % Chg. 0.2 0.3
Sep 14 Business Inventories Jul Thsd 0.6 0.1
Canada
Sep 11 Housing Starts Aug Thsd 201.0 205.8
Sep 12 Capacity Utilization Rate 2Q % 855 83.7
Sep 12 Teranet/National Bank HPI Aug Y/Y % Chg. 14 1.8
International
Sep 10 UK Manufacturing Production Jul Y/Y % Chg. 11 15
Sep11 UK ILO Unemployment Rate 3Mths Jul % 4.0 40
Sep12 EZ Employment 2Q Y/Y % Chg. 15 15
Sep 13 UK Bank of England Bank Rate Sep 13 % 0.75 0.75
Sep 13 CH Retail Sales Aug Y/Y % Chg. 9.0 8.8
Source: Bloomberg, TD Economics.
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UPCOMING ECONOMIC RELEASES AND EVENTS: SEP 17 - 21, 2018
Release Time* Economic Indicator/Event Data' for Units Consensus Last Period
Date Period Forecast
United States
Sep 17 8:30 Empire Manufacturing Sep Index 240 25.6
Sep18  10:00 NAHB Housing Market Index Sep Index 66.0 67.0
Sep 19 8:30 Building Permits Aug Thsd 1313.0 1303.0
Sep 19 8:30 Housing Starts Aug Thsd 1232.0 1168.0
Sep 19 8:30 Current Account Balance 2Q Blns -103.3 -124.1
Sep20 830 Initial Jobless Claims Sep 15 Thsd - 204.0
Sep20  10:00 Existing Home Sales Aug Mins 54 53
Sep20  12:00 Household Change in Net Worth 2Q Blns - 1028.0
Sep 21 9:45 Markit US Services PMI Sep Index - 54.8
Sep 21 9:45 Markit US Manufacturing PMI Sep Index - 54.7
Canada
Sep17  9:.00 Existing Home Sales Aug M/M % Chg. - 19
Sep 18 8:30 Manufacturing Sales Jul M/M % Chg. 1.0 11
Sep21 &30 Retail Sales Jul M/M % Chg. - -0.2
Sep2l 830 Retail Sales Ex Auto Jul M/M % Chg. - -0.1
Sep21 830 Consumer Price Index NSA Aug M/M % Chg. - 0.5
Sep 21 8:30 Consumer Price Index Aug Y/Y % Chg. - 3.0
International
Sep 17 5:00 EZ Consumer Price Index Aug Y/Y % Chg. 2.0 21
Sep 19 4:30 UK Consumer Price Index Aug Y/Y % Chg. 24 25
Sepl1l9  4:30 UK Retail Price Index Aug Index - 281.7
Sep20  20:30 JN Nikkei Japan PMI Mfg Sep Index - 52.5
Sep20  19:30 JN Natl Consumer Price Index Aug Y/Y % Chg. - 0.9
Sep 21 4:.00 EZ Markit Eurozone Manufacturing PMI Sep Index 54.6 54.6
* 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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