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United States

Global central banks have followed the cue set by the Fed, as they too take a break from tighter monetary policy to as-
sess mounting risks to global growth.

Activity in the U.S. services sector cooled a bit in January as government-funding uncertainty and trade tensions weighed
on business sentiment. Nonetheless, non-manufacturing activity remained well in expansion territory.

Senior U.S. trade officials are off to Beijing next week to work on a trade deal, even as a meeting between the two
countries’ presidents seems unlikely before the March 2 deadline. All eyes will be on Washington to avert yet another
government shutdown as the temporary funding gap expires on February 15®.

Canada

*  We received mixed signals this week, with household credit growth moderating on the back of an outright decline in

consumer credit, while the labour market kicked oft 2019 with a bang.

'The signal being sent by the credit data deserves attention, but is not overly concerning at present. A period of household
adjustment may moderate economic growth, but it also means stronger balance sheets — a welcome development.

'The strong labour market, including a new record for monthly private sector hiring is encouraging, indicating that the
household adjustment is taking place against a solid economic backdrop.

This Week in the Markets
Current* Week Ago 52—Week 52-Week Falling Oil, Stronger U.S. Dollar
High Low .

Stock Market Indexes Weekly % Change
S&P 500 2690 2707 2931 2351 S&P/TSX
S&P/TSX Comp. 15602 15506 16567 13780 S&P 500
DAX 10902 11181 13170 10382
FTSE 100 7081 7020 7877 6585 DAX
Nikkei 20333 20788 24271 19156 USD:EUR

Fixed Income Yields USD:JPY
U.S. 10-yr Treasury 2.63 2.68 3.24 2.55 USD:CAD
Canada 10-yr Bond 1.88 1.96 2.60 1.83 DXY
Germany 10-yr Bund 0.08 0.17 0.76 0.08
UK 10-yr Gilt 1.15 1.25 1.73 1.15 wrl
Japan 10-yr Bond -0.03 -0.01 0.16 -0.04 -5.0 -4.0 -3.0 -2.0 -1.0 0.0 1.0 2.0

Foreign Exchange Cross Rates Note: Data as of 11:06 AM ET, February 8, 2019
C$ (USD per CAD) 0.75 0.76 0.80 0.73 Sources: Bloomberg, TD Economics
Euro (USD per EUR) 1.13 1.15 1.25 1.12
Pound (USD per GBP) 1.30 1.31 143 1.25 Global Official Policy Rate Targets
Yen (JPY per USD) 109.7 109.5 1145 104.7 Current Target
Commodity Spot Prices™ Federal Reserve (Fed Funds Rate) 2.25-2.50%

Crude Oil ($US/bbl) 52.8 55.3 76.4 42.3 Bank of Canada (Overnight Rate) 1.75%
Natural C;as ($US/MMBtu) 2.62 2.85 4.80 2.52 European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 6228.0 6115.8 7330.5 5713.8
Gold ($USltroy 0z.) 1313.6 1317.7 1353.7 11742 | |Bankof England (Repo Rate) 0.75%
*as of 11:02 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. - Central Banks Have Cause For a Pause

In a week where economic data was sparse (partly due to
delayed releases as a result of the government shutdown),
global developments filled in the gap. On the heels of the
Fed’s decision last week, the Bank of England (BoE) and
the Reserve Bank of Australia (RBA) both left policy rates

unchanged this week.

'The BoE cited the likelihood of slower growth due to el-
evated financial uncertainty on the possibility of a no-deal
Brexit, while the RBA highlighted trade-related downside
risks to global growth. Elsewhere, the European Commis-
sion also significantly reduced its GDP outlook for the
euro zone in 2019 and 2020 as it expects growth in the
bloc’s largest economies to be held in check by global trade
tensions.

'The decidedly dovish shift in U.S. and global central banks’

statements reflects the turn south in economic and infla-
tion momentum in the latter half of 2018, as well as the
accumulation of event risks over the next several months.
Among these, trade tensions between the U.S. and China
looms largest.

On that front, prospects for a trade deal were dealt a blow
this week with the announcement that President Trump
is unlikely to meet with Chinese President Xi before the
March 2nd deadline for additional U.S. tariffs. Continued
uncertainty about the tariff hike has led to volatility in the
international trade data. Imports fell fairly substantially in
November, perhaps reversing some earlier inventory hoard-
Chart 1: As Importers Ease on Precautionary
Hoarding, U.S. Trade Deficit Improves

U.S. Trade Balance of Goods and Services, Millions

0
-10,000
-20,000
-30,000
-40,000
-50,000
-60,000

Jan-15  Jul-15 Jan-16 Jul-16 Jan-17 Jul-17 Jan-18 Jul-18

Note: Last data point November,2018. Source: U.S. Census Bureau, TD Economics

Chart 2: Decline in New Orders Pull Non-
Manufacturing Index Down
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ing, as hopes for a trade deal increased (Chart 1). They

could rebound again in the months ahead as prospects dim.

As long as the economic tea leaves remain cloudy, expect
data-dependent central bank officials to remain cautious,
taking the time to evaluate the cumulative impact of tighter
financial conditions and slowing trade (see here). Stateside,
this will have to be balanced against economic data that so
far has continued to show resilience. As expected, initial
jobless claims fell by 19k back towards post-recession lows
during the week ended Feb 2™ as the effects of the longest
U.S. government shutdown faded. In conjunction with the
jobs report released last week, the data points to continued
labor market strength.

Still, there are signs that the shutdown has had a negative
impact on activity. The pace of expansion in the services
sector decelerated in January. The ISM non-manufacturing
index fell to 56.7 in January from 58.0 in December, re-
flecting concerns about the government shutdown, which
negatively impacted new orders (Chart 2).

In his State of the Union address President Trump
pleaded for unity, but continued to press a hardline on bor-
der security and immigration. All eyes will be watching the
February 15 deadline for a longer-term funding package to
avert yet another government shutdown that could take an
additional toll on U.S. economic growth.

Shernette MclLeod, Economist | 416-415-0413
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Canada - Don't Fret Deleveraging (Yet)

Canadian markets had a mixed week. The TSX looked
likely to end the week up a tick at the time of writing,
despite some volatility through Thursday’s trading session.
'The modest gain came despite softer oil prices, with both
U.S. and Canadian benchmarks trading a few dollars lower.

On the data front, it was a quiet week with only two major
indicators for economy watchers to digest. First up was the
household credit data for December 2018. Unsurprisingly,
total credit continues to decelerate in the wake of past in-
terest rate increases. However, what drew the most atten-
tion was an outright decline in consumer credit — the first
in five years (Chart 1). Credit is the lifeblood of any mod-
ern economy, so such a move bears closer scrutiny particu-
larly as some have begun throwing out the term ‘recession’.

Breaking out the ‘r-word’ is a bit premature. For one thing,
shrinking consumer credit is a necessary condition for re-
cession, but not sufficient. Its ‘hit rate’ as a predictor of a
downturn is, charitably, about 33% - meaning that this sig-
nal is wrong twice as often as it is correct. What the data
is saying, however, is that we are experiencing decelerating
growth, particularly for consumer spending. This should
come as no surprise. Canadians are digesting rising inter-
est costs at the end of a multi-decade borrowing cycle — a
moderation of credit is only a natural result.

To be sure, the balance between repairing household fi-
nances and maintaining spending growth is a tricky one
— too sharp a deceleration of credit (or an outright contrac-

Chart 1: Noisy Consumer Credit Data More Often
Signals Slow Growth Rather than Recession
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Chart 2: January Set a New Record for
Private Sector Hiring
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Note: Last data point January, 2019. Source: Statistics Canada, TD Economics
tion/deleveraging) can have a marked, negative impact on
the economy, just as too much credit growth drives finan-
cial risks higher. The interplay of incomes and credit mea-
sures will be closely watched by the Bank of Canada in set-
ting the path of borrowing costs going forward. The result
so far looks to be what we expect (and we all should hope
for): a more modest pace of economic growth, but one that
comes with healthier consumer finances and a broadening
of growth sources. So, while the credit data is throwing up
a caution flag, we aren’t hitting the panic button just yet.

Reinforcing the ‘caution, not panic’ narrative is a still solid
labour market. January saw an impressive 66.8k net jobs
added as monthly private sector hiring set a new record
(Chart 2). While not all details were as great (total hours
worked were actually down a bit, and Alberta experienced
another challenging month), the solid, if modest hiring
trend of 2018 appears to be continuing (see our report on
the trends that drove last year’s performance).

So, the takeaway from this week’s data seems to be that
yes, the Canadian economy is likely entering a period of
more modest growth, but this should not cause too much
concern. The process of repairing household balance sheets
should be welcomed, provided the pace remains within
reason. We have no reason to doubt that it will, particularly
given that Canadian labour markets remain solid by almost
any measure. It is a long road ahead, but so far so good.

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

U.S. Consumer Price Index - January* U.S. Consumer Price Index (CPI)

Release Date: February 13, 2019 5o, oer v Change

= CP|

Previous: -0.1% m/m; core 0.2% m/m, 25

s Core CPI

TD Forecast: 0.1% m/m:; core 0.2% m/m -

Consensus: 0.1% m/m; core 0.2% m/m .

We expect headline CPI to retreat to 1.5% thanks to lower
gasoline prices. Outside of fuels, however, we see strength
across food and core services. The latter should underpin 0.5
a 0.2% m/m print on core CPI, translating to a 2.1% y/y 00
increase vs 2.2% previously. All eyes are on OER and rents, Oct-17 Dec-17 Feb-18 Apr-18 Jun-18 Aug-18 Oct-18 Dec-18
which we expect to rebound by 0.3%. The main risks to this Source: Bureau of Labor Statistcs, TD Economics

report are medical care services and hotels (10% of the core

index), both of which could correct. Strength in the former

especially looks unsustainable, while the latter is volatile.

Looking ahead, we look for headline CP1I is likely to re-

main in a narrow 1.4-1.6% range with a break toward 2%

unlikely until Q4.

1.0

U.S. Retail Sales - December*

U.S. Retail and Food Services Sales

Release Date: February 14, 2019 Month/Month % Change  Total

e ExC|. Automotive Dealers

Previous: 0.2%, ex auto: 0.2%, control group: 0.9%

TD Forecast: 0.1%, ex auto: 0.1%, control group: 0.2% 10
Consensus: 0.1%, ex auto: 0.0%, control group: 0.4%
05
We forecast retail sales to rise 0.1% m/m in December,
down from 0.2% in November and a more robust 1.1% 0.0
increase in October. The shutdown-affected release should
continue to reflect a negative impact from lower gasoline 05
prices and a more measured expansion in core sales. We Nov17  Jan-18  Mar-18  May-18  Jub13  Sep-18  Nov-18
pencil in the latter at 0.2% m/m, down from a year-high Source: U.S. Department of Commerce, TD Econornics

0.9% jump in November. That said, we see risks to the up-
side given the resiliency of the US consumer on the back of
a strong labor market and steady wage growth.

*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 - December*

Release Date: February 14, 2019
Previous: -1.4%

TD Forecast: 0.6%

Consensus: N/A

Manufacturing sales are forecast to rebound by 0.6% in
December after a 1.4% drop last month. This release will
be subject to greater uncertainty as a result of disruptions
to international trade data, although looking at broader set
of indicators points to a partial recovery. Lower gasoline
prices will continue to weigh on refinery output, although a
return to normal operations after maintenance shutdowns
should support stronger volumes. Outside of energy a
broad increase in factory prices, a spike in hours-worked
and strong manufacturing conditions south of the border
provide further evidence in support of a pickup. Real man-
ufacturing sales should come in above the headline print

Canadian Manufacturing Shipments

Month/Month % Change Seasonally Adjusted Ratio
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owing to lower industrial prices, driven by petroleum prod-
ucts, providing a source of strength for industry-level GDP.

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

http://economics.td.com

%W @TD_Economics


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

Recent Key Economic Indicators: Feb 4 - Feb 8, 2019
Release Economic Indicator/Event Daté for Units Current Prior
Date Period
United States
Feb 04 Cap Goods Orders Nondef Ex Air Nov M/M % Chg. -0.6 -0.6
Feb 04 Durables Ex Transportation Nov M/M % Chg. -0.4 -0.3
Feb 04 Durable Goods Orders Nov M/M % Chg. 0.7 0.8
Feb 04 Factory Orders Ex Trans Nov M/M % Chg. -1.3 0.2
Feb 04 Factory Orders Nov M/M % Chag. -0.6 -21
Feb 05 Markit US Services PMI Jan Index 54.2 54.2
Feb 05 ISM Non-Manufacturing Index Jan Index 56.7 58.0
Feb 06 Trade Balance Nov Blns -493 -55.7
Feb 07 Initial Jobless Claims Feb 02 Thsd 234.0 253.0
Feb 08 Housing Starts Jan Thsd 208.0 213.6
Feb 08 Hourly Wage Rate Permanent Employees Jan Y/Y % Chg. 18 15
Feb 08 Net Change in Employment Jan Thsd 66.8 7.8
Feb 08 Unemployment Rate Jan % 58 5.6
International
Feb 04 JN Nikkei Japan PMI Services Jan Index 51.6 51.0
Feb 04 JN Nikkei Japan PMI Composite Jan Index 50.9 52.0
Feb 05 EZ Markit Eurozone Composite PMI Jan Index 51.0 50.7
Feb 05 EZ Markit Eurozone Services PMI Jan Index 51.2 50.8
Feb 05 UK Markit/CIPS UK Services PMI Jan Index 50.1 51.2
Feb 05 UK Markit/CIPS UK Composite PMI Jan Index 50.3 514
Feb 05 EZ Retail Sales Dec Y/Y % Chg. 0.8 1.8
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Feb 11 - 15, 2019
Release Time* Economic Indicator/Event Daté for Units Consensus Last Period
Date Period Forecast
United States
Feb 12 6:00 NFIB Small Business Optimism Jan Index 103.0 104.4
Feb 12 17:30 Fed's Esther George speaks at the Kansas City Public Library in Kansas City, MO
Feb 12 18:30 Fed's Loretta Mester speaks at Xavier University in Cincinnati, OH
Feb 13 7:15 Fed's Raphael Bostic speaks at the European Financial Forum in Dublin, Ireland
Feb 13 8:30 Consumer Price Index Jan M/M % Chg. 01 -0.1
Feb 13 8:30 Consumer Price Index Ex Food and Energy Jan M/M % Chg. 0.2 0.2
Feb 13 8:30 Consumer Price Index Jan Y/Y % Chg. 15 19
Feb 13 8:30 Consumer Price Index Ex Food and Energy Jan Y/Y % Chg. 2.1 22
Feb 13 8:30 Real Avg Hourly Earning Jan Y/Y % Chg. - 13
Feb 13 8:50 Fed'’s Loretta Mester speaks at the Gatton College of Business and Economics in Lexington, KY
Feb 14 8:30 Producer Price Index Final Demand Jan M/M % Chg. 0.1 -0.2
Feb 14 8:30 Producer Price Index Ex Food and Energy Jan M/M % Chg. 0.2 -0.1
Feb 14 8:30 Initial Jobless Claims Feb 09 Thsd - 234.0
Feb 14 8:30 Retail Sales Advance Dec M/M % Chg. 0.1 0.2
Feb 14 8:30 Retail Sales Ex Auto and Gas Dec M/M % Chg. 0.4 0.5
Feb 14 10:00 Business Inventories Nov M/M % Chg. 03 0.6
Feb 15 8:30 Empire Manufacturing Feb Index 7.5 39
Feb 15 8:30 Import Price Index ex Petroleum Jan M/M % Chg. - 03
Feb 15 8:30 Export Price Index Jan M/M % Chg. - -0.6
Feb 15 8:30 Export Price Index Jan Y/Y % Chg. - 11
Feb 15 9:15 Industrial Production Jan M/M % Chg. 0.2 03
Feb 15 9:15 Manufacturing (SIC) Production Jan M/M % Chg. 0.2 11
Feb 15 9:15 Capacity Utilization Jan Index 78.8 78.7
Feb 15 9:55 Fed'’s Raphael Bostic speaks to the Council of Alabama in Birmingham, AL
Canada
Feb 13 8:30 Teranet/National Bank HPI Jan Y/Y % Chg. - 2.5
Feb 14 8:30 Manufacturing Sales Dec M/M % Chg. - -14
Feb 15 9:00 Existing Home Sales Jan M/M % Chg. - -2.5
International
Feb 11 4:30 UK Gross Domestic Product 4Q Y/Y % Chg. 14 15
Feb 13 4:30 UK Consumer Price Index Jan Y/Y % Chg. 2.0 2.1
Feb 14 5:00 EZ Gross Domestic Product SA 4Q Y/Y % Chg. 12 1.2
Feb 14 20:30 CH Consumer Price Index Jan Y/Y % Chg. - 19
Feb 15 4:30 UK Retail Sales Ex Auto Fuel Jan Y/Y % Chg. 25 26
* Eastern Standard Time. Source: Bloomberg, TD Economics.
Note: Some data releases may be impacted by the recent U.S. partial government shutdown.
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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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