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Highlights of the Week

United States

Chinese economic growth slowed 6.2% y/y in the second quarter of this year, as rising trade tensions weighed on activity.
Signs of wear are also showing in the U.S., where industrial output continued to grow at a slow pace in June.

U.S. housing data remains soft. Starts eased in June, while permits dropped precipitously (-6.1% m/m), pointing to
more weakness in the pipeline. That said, the services side of the economy continues to hold up well, with consumption
providing a major helping hand. Retail sales rose by 0.4% in June, extending the winning streak to four straight months.

'The resilience of the American consumer suggests less urgency for the Fed to cut rates later this month. But, Fed speak-
ers pushed back against that notion this week, emphasizing the need to get ahead of any potential weakness.

Canada

Data this week, while mixed, confirmed that the Q2 growth rebound is on track. Existing home sales held on to recent
g )

gains while manufacturing shipments surged. On the softer side, retail sales sank and inflation eased, but remains on

target at 2.0%.

With a rebound in Q2 largely a done deal, attention shifts to third quarter growth prospects. The Bank of Canada proj-
ects a cautious 1.5% rate in Q3, implying a notable slowdown would be required to spur policy re-think from the BoC.

This Week in the Markets
Oil Plunges Towards Mid-June Levels
Current* Week Ago  52-Week High 52-Week Low
Weekly % Change
Stock Market Indexes
S&P 500 2999 3014 3014 2351 S&PITSX
S&P/TSX Comp. 16507 16488 16669 13780 S&P 500
DAX 12250 12323 12860 10382 DAX
FTSE 100 7503 7506 7777 6585 USD:EUR
Nikkei 21467 21686 24271 19156 USDUPY
Fixed Income Yields ’
U.S. 10-yr Treasury 2.04 212 3.24 1.95 USD:CAD
Canada 10-yr Bond 1.50 1.61 2.60 142 DXY
Germany 10-yr Bund -0.32 -0.21 0.57 -0.40 WTI
UK 10-yr Gilt 0.74 0.84 173 0.68
-10.0 -8.0 -6.0 4.0 2.0 0.0 2.0
Japan 10-yr Bond -0.13 -0.11 0.16 -0.17 )
= Note: Data as of 11:46 AM ET, Friday, July 19, 2019.
Foreign Exchange Cross Rates Source: Bloomberg, TD Econorics
C$ (USD per CAD) 0.76 0.77 0.78 0.73
Euro (USD per EUR) 112 113 118 111 Global Official Policy Rate Targets
Pound (USD per GBP) 1.25 1.26 133 1.24
Yen (JPY per USD) 1077 107.9 1145 1072 Current Target
Commodity Spot Prices** Federal Reserve (Fed Funds Rate) 2.25-2.50%
Crude Oil (§US/bbl) 55.6 60.2 76.4 423 Bank of Canada (Overnight Rate) 1.75%
Natural Gas ($US/MMBtu) 238 2.54 4.80 2.27 European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 5970.5 5928.8 6555.5 5713.8 Bank of England (Repo Rate) 0.75%
Gold ($US/troy oz.)' : 1429.4 1415.8 1446.1 _1174.2 Bank of Japan (Overnight Rate) -0.10%
*As of 11:24 AM on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-|
LME Grade A. Gold-London Gold Bullion. Source: Bloomberg. Source: Central Banks.
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U.S. - Resilient Consumer Unlikely To Change Fed's Mind

'The first half of July, which was marked by a G20 meet-
ing and major Fed communications, was a hard act to fol-
low. But this week still offered plenty of kick, with political
developments and a few primary data releases dominating
headlines. Of note, tensions in the Persian Gulf remained
high with the U.S. claiming that it shot down an Iranian
drone in the Strait of Hormuz. The U.S.-China trade spat
also continued to reverberate, with President Trump stat-
ing that trade talks still have “a long way to go” and calling
for an inquiry into Google’s work with China.

'The trade blows are inflicting wounds on both sides. Fig-
ures out this week showed that Chinese economic growth
slowed to 6.2% year-on-year — the slowest pace in 27 years,
with output in secondary industries (construction and
manufacturing) decelerating to 5.6% from 6.1% in the first
quarter. In the U.S., industrial output continued to grow
at a slow pace in June, in line with signals from the ISM
manufacturing survey (Chart 1). The impact of the trade
conflict is not confined to manufacturing. An annual NAR
survey showed that Chinese home purchases in the U.S.
tell by 56% in the 12-months ending in March.

The good news is that despite all the challenges (trade-
related or not), the larger services side of the U.S. econo-
my continues to hold up well. The Fed’s Beige Book cor-
roborated this narrative in what appeared to be another
steady-as-she-goes report for the mid-May to early-July
period. Consumer spending is providing a major helping
hand. Retail sales extended their winning streak to four

Chart 1: Trend in Industrial Production Softens in
Line with Signals from ISM Manufacturing Survey

Industrial Production, Year/Year % Change ISM Mfg, Index*
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*ISM Mfg is leading by 5 months. Source: ISM, FRB, TD Economics

Chart 2: Control Group Retail SalesRise 7.5%
Ann. in Q2, Bode Well for Overall Consumption

Retail Sales, Quarter/ Quarter % Change*
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*Total retail sales excluding gas, autos, building materials, and food services.
Source: Census Bureau, TD Economics

straight months, with the tally up 0.4% in June. Sales in
the ‘control group’, which excludes volatile categories and
is used in calculating GDP, rose by an even more impres-
sive 0.7%. With the month prior also receiving a slight up-
grade, control group sales in the second quarter advanced
7.5% annualized — the strongest showing since mid-2014
(Chart 2). This bodes well for real consumer spending in
the second quarter, which we expect to come in at around
4% annualized — a strong rebound from the sluggish start
to the year.

Housing data, on the other hand, remains soft. Starts edged
lower in June (-0.9%) and have generally moved sideways
in recent months. Building permits, however, fell precipi-
tously on the month (-6.1% m/m), suggesting some weak-
ness is still in the pipeline. Despite a favorable demand
backdrop and relatively low and falling interest rates, new
construction is struggling to kick into higher gear. A lack
of buildable lots, labor shortages and increased production
costs remain key hurdles.

Looking past housing challenges, the resilience of the
American consumer suggests less urgency for the Fed to
cut rates later this month. However, several Fed speak-
ers pushed back against that notion this week, emphasiz-
ing the need to get ahead of any potential weakness. Still,
should the data continue to hold up, the case for limited
stimulus (i.e. only 1-2 cuts) is likely to prevail.

Admir Kolaj, Economist | 416-944-6318
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Canada - Mixed Data Largely Confirms Q2 Growth Rebound

'This week offered investors a deluge of top-tier data releas-
es largely confirming that Canada’s second quarter growth
rebound is on track. Financial markets were mixed, with
the TSX trading sideways and the Canadian dollar slip-
ping late in the week on a soft retail trade print. Move-
ments in oil prices made headlines, with WTT plunging by
around $5, likely owing to a confluence of factors, includ-
ing consternation about global growth prospects. Mean-
while, Canadian bond yields followed the lead of their
global counterparts, heading lower also on concerns about
the health of the world economy.

On the data front, existing home sales kicked off the week.
Despite taking a breather in June, sales were up 5% in the
second quarter, boding well for overall growth. Rising ac-
tivity is certainly welcome, but we float the possibility that
sales growth should have been even stronger than the 2%
(year-to-date) increase seen so far. After all, mortgage rates
have fallen by 75-80 bps by some measures and labour
markets remain healthy. Moving forward, these same fac-
tors should keep activity on an upward trajectory.

Other data released during the week was more mixed, with
a healthy rise in manufacturing sales coming alongside a
sharp drop in retail volumes and decelerating consumer
price inflation. In May, manufacturing volumes were up a
sturdy 1.7% (m/m), partly on a reversal of transitory fac-
tors in the auto sector, but also on gains in other industries.
However, a rise in inventories to their highest on record
took some shine off the headline, as the unwind of these
bloated levels will restrain growth in coming quarters.

Chart 1: Core Inflation Hovering Right Around
2.0% Target

Average of BoC's Core Inflation Measures, Year/Year % Change
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Chart 2: Indicators Signal Q2 Growth Rebound
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On the softer side, retail spending volumes sank 0.5%
(m/m) in May, the sharpest decline in several months, and
consistent with our call for more modest household spend-
ing in Q2. Headline consumer price inflation also eased up
a notch, falling to 2% (y/y) from 2.4% in May. The average
of the Bank of Canada’s core inflation measures also came
in at 2%, down a tenth of a point from May. Despite falling
in June, inflation remains well behaved and provides little
cause for concern for policymakers (Chart 1).

Bringing it all together, data this week mostly reinforced
the (well-worn) notion that economic growth strength-
ened in Q2 (Chart 2). With this outcome all but guaran-
teed, attention shifts to third quarter growth prospects. The
Bank of Canada expects third quarter growth to slow to
a sub-trend 1.5% rate. This suggests that a material slow-
down would have to manifest to surprise policymakers and
cause some re-think on their current neutral stance. Our
own forecast sees the economy chugging along at a trend-
like pace in the third quarter and beyond, thus allowing
policymakers the leeway to remain on hold for the fore-
seeable future. Of course, the global growth backdrop has
softened, representing the most clear and present danger
to this view.

Rishi Sondhi, Economist | 416-983-8806
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U.S.: Upcoming Key Economic Releases

U.S. Real GDP - Q2*

Release Date: July 26, 2019
Previous: 3.1%

TD Forecast: 2.0%
Consensus: 1.8%

We expect GDP to advance a near-trend 2.0% q/q saar in
Q2, down from a strong 3.1% print in Q1. Unlike the prior
quarter, we expect consumer spending to be a key engine
of growth, rebounding to about 4% after a wobbly start to
the year. Business investment, however, continued to slow
in the face of global growth concerns and heightened trade
uncertainties. Inventories and net exports, key contributors

to growth in Q1, were likely a drag on activity in Q2.

U.S. Real GDP
Annualized Quarter/Quarter % Change
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Source: BEA, 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: July 15 - 19 2019
Release Economic Indicator/Event Daté for Units Current Prior
Date Period
United States

July 15 Empire Manufacturing Jul Index 43 -8.6
July 16 Retail Sales Advance Jun M/M % Chg. 0.4 0.4
July 16 Retail Sales Ex Auto and Gas Jun M/M % Chg. 0.7 0.5
July 16 Capacity Utilization Jun % 77.9 78.1
July 16 Industrial Production Jun M/M % Chg. 0.0 0.4
July 16 Manufacturing (SIC) Production Jun M/M % Chg. 0.4 0.2
July 16 Business Inventories May M/M % Chg. 0.3 0.5
July 16 NAHB Housing Market Index Jul Index 65.0 64.0
July 17 Building Permits Jun Thsd 1220.0 1299.0
July 17 Housing Starts Jun Thsd 1253.0 1265.0
July 17 U.S. Federal Reserve Releases Beige Book

July 18 Initial Jobless Claims July 19 Thsd 216.0 208.0

Canada
July 15 Existing Home Sales Jun M/M % Chg. -0.2 19
July 17 Consumer Price Index Jun Y/Y % Chg. 2.0 24
July 17 Consumer Price Index Core- Common % Jun Y/Y % Chg. 1.8 1.8
July 17 Consumer Price Index Core- Median % Jun Y/Y % Chg. 2.2 2.2
July 17 Consumer Price Index Core- Trim % Jun Y/Y % Chg. 21 2.3
July 17 Consumer Price Index NSA Jun M/M % Chg. -0.2 04
July 17 Manufacturing Sales May M/M % Chg. 1.6 -04
July 18 Teranet/National Bank HPI Jun Y/Y % Chg. 0.5 0.7
July 19 Retail Sales May M/M % Chg. -0.1 0.2
July 19 Retail Sales Ex Auto May M/M % Chg. -0.3 0.0
International
July16 UK ILO Unemployment Rate 3Mths May % 38 3.8
July 17 UK Consumer Price Index Jun Y/Y % Chg. 2.0 2.0
July 17  EZ Consumer Price Index Jun Y/Y % Chg. 13 1.2
July 18 UK Retail Sales Ex Auto Fuel Jun Y/Y % Chg. 3.6 2.0
July 18  JN Natl Consumer Price Index Jun Y/Y % Chg. 0.7 0.7
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: July 22 - 26, 2019
Release Time* Economic Indicator/Event Data‘ for Units Consensus Last Period
Date Period Forecast
United States
July 23 10:00 Existing Home Sales Jun Mins 54 53
July 24 9:45 Markit US Services PMI Jul Index - 51.5
July 24 9:45 Markit US Manufacturing PMI Jul Index 50.9 50.6
July 24 10:00 New Home Sales Jun Thsd 658.0 626.0
July 25 8:30 Durable Goods Orders Jun M/M % Chg. 0.9 -13
July 25 8:30 Durables Ex Transportation Jun M/M % Chg. 0.2 04
July 25 8:30 Advance Goods Trade Balance Jun BIns 724 _745
July 25 8:30 Cap Goods Orders Nondef Ex Air Jun M/M % Chg. - 0.5
July 25 8:30 Retail Inventories Jun M/M % Chg. - 0.5
July 25 8:30 Initial Jobless Claims July 19 Thsd - 216.0
July 26 8:30 Gross Domestic Product Annualized 2Q Q/Q % Chg. 1.8 31
July 26 8:30 Personal Consumption 2Q Q/Q % Chg. 40 0.9
July 26 8:30 Core Personal Consumption Expenditure 2Q Q/Q % Chg. - 1.2
Canada
July 22 830  Wholesale Trade Sales MoM May M/M % Chg. - 17
July 25 6:00 CFIB Business Barometer Jul Index - 61.5
International
July 24 4:00 EZ Markit Eurozone Manufacturing PMI Jul Index 478 476
July 24 4:00 EZ Markit Eurozone Services PMI Jul Index 533 53.6
July 24 4:00 EZ Markit Eurozone Composite PMI Jul Index 51.9 522
* 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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