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Highlights of the Week
United States

* U.S. markets were in the black this week with limited economic news to digest. There was plenty of action across the
pond, with an ECB rate decision and more drama on Brexit.

'The U.S. data was second tier, but housing data was consistent with a continued uptrend in the sector. However, data on
durable goods orders was less encouraging.

*  Next week holds a lot more action, with the Fed set to cut rates. We will also get October jobs numbers, Q3 GDP, and
the October ISM, all of which will help set the tone for Q4.

Canada

*  Monday’s election saw Prime Minister Trudeau holding on to power, but failing to achieve a majority parliament. There

was a stark east-west divide in voting patterns.

* A formal coalition government has already been ruled out, so we are in for a return to a ‘vote-by-vote’ basis of rule for the
first time in about eight years.

Economic data this week was decent. Retail spending volumes rose a touch, while business confidence as measured by the
Bank of Canada Business Outlook Survey held up despite elevated uncertainty.

This Week in the Markets

Markets Up Ahead of Fed Cut

Current* Week Ago 52-Week High  52-Week Low
Stock Market Indexes Weekly % Change

S&P 500 3019 2986 3026 2351 S&P/TSX
S&P/TSX Comp. 16400 16377 16900 13780 S&P 500
DAX 12871 12634 12872 10382 DAX
FTSE 100 7304 7151 7687 6585
Nikkei 22800 22493 22800 19156 USD:EUR

Fixed Income Yields UsD:JPY
U.S. 10-yr Treasury 1.77 1.75 3.24 1.46 USD:CAD
Canada 10-yr Bond 1.52 1.55 2.54 1.09 DXY
Germany 10-yr Bund -0.38 -0.38 0.46 -0.71
UK 10-yr Gilt 0.66 071 157 041 wri
Japan 10-yr Bond -0.14 -0.13 0.13 -0.29 -1.0 0.0 1.0 2.0 3.0 4.0 5.0 6.0

Foreign Exchange Cross Rates Note: Data as of 12:28 PM ET, Friday, October 25, 2019.
Source: Bloomberg, TD Economics
C$ (USD per CAD) 0.77 0.76 0.77 0.73
Euro (USD per EUR) 111 112 L15 1.09 Global Official Policy Rate Targets
Pound (USD per GBP) 1.28 1.30 1.33 1.20
Yen (JPY per USD) 108.6 108.5 1141 105.3 Current Target
Commodity Spot Prices** Federal Reserve (Fed Funds Rate) 1.75 - 2.00%

Crude Oil ($US/bbl) 55.8 53.8 67.6 423 Bank of Canada (Overnight Rate) 175%
Natural Gas ($US/MMBtu) 2.33 2.16 4.80 2.02 European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 5863.5 5784.8 6555.5 5584.5 Bank of England (Repo Rate) 0.75%
Gold ($US/troy OZ'). . 1511.!? 1489.9 15524 . 1200.4 Bank of Japan (Overnight Rate) -0.10%
*As of 12:25 PM on Friday. **Qil-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. - Three Cuts, Fed's Out?

U.S. markets were in the black this week with limited eco-
nomic news to digest, but there was plenty of action across
the pond. European Central Bank President Mario Draghi
made his last monetary policy announcement before hand-
ing the reins over to Christine Lagarde. Draghi left mon-
etary policy unchanged, after easing last month, calling on
governments in Europe to undertake more fiscal stimulus
to kick start the continent’s moribund growth. Lagarde
will need to use her powers of persuasion on that front too,
as monetary policy in Europe is increasingly running out
of room to stimulate the economy (see recent report).

Meanwhile in the UK, Brexit continued to take one step
torward, two steps back this week. Parliament agreed to a
second reading of the Brexit bill, but progress is on hold
at least until Monday. That is when the UK will vote on
whether an election will be held on December 12th, and
also when the EU will decide on the length of the exten-
sion it will grant the UK to avoid a no deal exit on October
31st.

'The U.S. data was second tier; but, it still had some interest-
ing updates on recent economic trends. The housing sector
has been closely watched in recent months for signs that
the drop in mortgage rates has sparked demand. Existing
home sales fell 2.2% in September, with declines seen across
all regions. However, zooming out on the monthly volatil-
ity, sales have been trending upwards through 2019, after
a notable downturn in the latter half of last year (Chart 1).
Tight inventories have been a constraint on sales, and have
pushed prices higher. The median existing home price was
up 5.9% in September from the year-ago level — up from

Chart 1: Home Sales Trending Up in 2019

Existing Home Sales, Thsds

6,000
5,600 \AA A,
/J\‘ A AI/\

5,200 I/w

4,800

v
4,400 — |_evel 6-Month Moving Average
4,000

201 2012 2013 2014 2015 2016 2017 2018 2019

Source: National Association of Realtors, TD Economics

Chart 2: Yield Curve Un-Inversion Continues
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5.0% in August (and 3.6% as recently as April).

September’s durable goods orders provided an update on
the struggling manufacturing sector and signals on busi-
ness investment. Orders were disappointing, falling 1.1%
after three months of gains. This adds to the negative pic-
ture already painted by September’s ISM Manufactur-
ing Index. It likely means a larger decline in equipment
spending in Q3 than we expected at the time of our last
forecast, and provides a weak handoff to Q4. The October
ISM index will be released next Friday, and will be closely

watched for signs of stabilization in the sector.

Next Wednesday we will also find out how much growth
slowed in the third quarter. We are tracking a modest 1.4%
pace, down from 2% in the second. Most major compo-
nents of the economy are on track to slow from the second
to third quarter, with the notable exception of residential
investment. The recent upturn in housing is expected to
see residential investment rebound over 5% annualized,
after six-straight quarters of declines.

'The main event next week is the Fed rate decision. Mar-
kets widely expect another quarter-point cut, taking the
upper limit of the funds rate to 1.75%. This will make it
three cuts in as many months. The question is, is it three
cuts, they’re out? Or will the Fed need to continue to ease?
'The fact that the inversion in the yield curve has subsided
over the past couple of weeks (Chart 2) is a positive sign
that markets are no longer pricing in a recession, and now
believe the Fed may have eased enough to offset the slow-
down in global growth that has taken hold in 2019.

Leslie Preston, Senior Economist (416) 983-7053
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Canada - Liberals Return to Ottawa with a Minority Parliament

Dominating headlines this week was Justin Trudeau’s Lib-
erals holding onto power in Monday’s election, albeit with-
out a majority in parliament, and with a marked regional
split in performance. As noted in our post-election analy-
sis, there are a great deal of unknowns at this point around
what parts of the Liberal platform will be kept, modified,
or dropped, and what initiatives from other parties may be
adapted to survive confidence votes in the coming months.

Some assumptions can be made. First, PM Trudeau pledged
in his first post-election press conference to make changes
to the tax system (increasing the tax-free earning thresh-
old) his first order of business. All parties had measures to
support near-term housing affordability in their platforms
— some action on this front also seems like a safe bet. Wider
deficits also look like a lock; the Liberal platform anticipat-
ed roughly $9bn more in annual borrowing by fiscal 2023
(Table 1) — sweeteners to garner support from other par-
ties are likely to send these figures higher. However, the risk
of tax increases elsewhere to support some of the ‘spendier’
measures that have been batted around cannot be dismissed
(the NDP platform included an increase in the capital gains
inclusion rate, for instance).

Another big post-election question is around the future of
the Trans Mountain Pipeline (TMX) expansion. There are
some reasons for cautious optimism. First, as it stands today,
there is no need to put anything TIMX-related to a vote (it
is possible that court cases could change this). Second, the
other parties have softened their views of late, with Bloc
Québécois leader Yves-Francois Blanchet stating (in ef-
fect) that he is not too concerned with pipelines outside of
his province’s borders. Should optimism on this file prove

Table 1: Liberal Platform Promises Modestly Wider Deficits

2020-21  2021-22 2022-23  2023-24

PBO Baseline| -23.3bn  -154bn  -125bn  -11.2bn

Net Changes -4.1bn -8.3bn -9.3bn -9.8bn
Platform Projection| -27.4bn  -23.7bn  -21.8bn  -21.0bn
Platform Debt/GDP 30.9% 30.8% 30.5% 30.2%
Difference, Debt/GDP 0.1pp 0.5pp 0.8pp 1.2pp

Source: Parliamentary Budget Office, Liberal Party of Canada, TD Economics

Chart 1: Q3 Business Sentiment Surprisingly Okay
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misplaced, however, expect investor sentiment around the
energy sector to sour further.

Away from political developments, the economic data this
week was generally positive. Construction investment rose
again in July on a relatively broad sectoral base. Beneath a
negative retail sales headline lay a modest (+0.2% m/m) gain
in volumes. This was in effect ‘more of the same’ from a sec-
tor that has struggled to generate meaningful growth for
some time now.

Perhaps more interesting was the resilience on display in
the Bank of Canada’s Autumn Business Outlook Survey.
Despite being polled over the late summer, those surveyed
painted a decent picture of the economic outlook. Opinions
on the outlook for sales and investment held up (Chart 1),
helping send the overall indicator slightly higher — although
a stark east/west divide was evident. To be sure, the survey
isn't suggesting that the Canadian economy is about to set
the world on fire; trend-like growth is the implication. But,
all things considered, it could have been a lot worse.

Putting it all together, Bank of Canada Governor Stephen
Poloz is probably reasonably happy going into next week’s
interest rate decision and forecast update. Despite increased
global uncertainty, Canada has so far managed to eke out
continued trend-like growth. Some of these trends (like re-
tail spending) are soft, but that isn’t anything new. Given no
‘bends at the end of the trends’yet, Governor Poloz will be
happy to leave the policy rate unchanged on Wednesday, if
not through the remainder of the year.

Brian DePratto, Senior Economist | 416-944-5069

http://economics.td.com

@TD_Economics


http://twitter.com/TD_Economics
http://economics.td.com
https://economics.td.com/fed-election-2019
https://economics.td.com/fed-election-2019

U.S.: Upcoming Key Economic Releases

U.S. FOMC Decision*

Release Date: October 30, 2019
Previous: 1.75% - 2.00%

TD Forecast: 1.50% - 1.75%
Consensus: 1.50% - 1.75%

We expect the Fed to lower rates by 25 basis points next
week, delivering the third consecutive rate cut since July. The
FOMC is likely to communicate patience in deciding future
policy moves after next week’s cut as they assess the impact
of the three cuts they have already delivered. We dont an-
ticipate any further rate cuts this year, but that could quickly
change if the U.S. economy shows further meaningful signs

of deterioration.

U.S. Advance Real GDP — Q3*

Release Date: October 30, 2019
Previous: 2.0%
TD Forecast: 1.4%

Consensus: 1.6%

We are tracking a soft 1.4% annualized pace for GDP
growth in the third quarter, down from 2% in the second.
Most major components of growth are on track to slow from
the second to third quarter, with the notable exception of
residential investment. An upturn in the housing market
should see residential investment rebound 5.6% after six
straight quarters of declines. Consumer spending should be
a key support to growth (+2.7%), while business investment
is expected to contract (-3.8%) for the second consecutive
quarter.
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*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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U.S.: Upcoming Key Economic Releases

U.S. ISM Manufacturing Index — October*

Release Date: November 1, 2019
Previous: 47.8
TD Forecast: 49.5

Consensus: 49.0

We look for a rebound in the ISM index to 49.5 in October
after its large and unexpected drop further into contraction-
ary territory in September, as we expect easing trade tensions
to have marginally boosted business sentiment during the
month. The average of the ISM-adjusted regional surveys is
also pointing to some improvement since September. In ad-
dition, firmer US Markit and China PMI data also boost the

odds for a positive surprise, in our view.

U.S. Employment — October*

Release Date: November 1, 2019
Previous: 136k, unemployment rate: 3.5%
TD Forecast: 70k, unemployment rate: 3.6%

Consensus: 90k, unemployment rate: 3.6%,

We expect payrolls to increase by a small 70k in October,
following the on-consensus 136k August print. Jobs in
the goods sector will be negative largely reflecting GM’s
strike and its spillovers to auto suppliers, which should
shave-oft around 70k from manufacturing payrolls. Sepa-
rately, we look for a modest rebound in services employ-
ment partly due to a recovery in job gains in the educa-
tion sector. We also note that temporary census hiring for
canvassing purposes likely helped to boost employment
figures this month: we pencil in a 15k increase in federal
hires. All in, the household survey should show the unem-
ployment rate ticked up to 3.6% in October, while wages
are expected to rise 0.2% m/m, lifting the annual rate a

tenth to 3.0% y/y.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Canada: Upcoming Key Economic Releases
Bank of Canada Rate Decision* Bank of Canada Overnight Rate
%
Release Date: October 30, 2019 iz
Previous: 1.75% 40
TD Forecast: 1.75% zz
Consensus: 1.75% 25
20
15
'The Bank of Canada is widely expected to keep rates un- 10 ‘_\_/JJJ_
changed at 1.75% during the October policy meeting, where 05
updated economic projections will balance a better-than-ex- 00

pected 2019 with modest downgrades to the 2020 outlook.
Q2 GDP and Q3 CPI came in well above projections from
the previous MPR, but the global backdrop has softened
since July which will weigh on next year’s GDP forecast. The
policy statement should maintain a similar tone to Septem-
ber, with forward looking language focused on the global
outlook and trade uncertainty.

Canadian Real GDP — August*

Release Date: October 31, 2019
Previous: 0.0%
TD Forecast: 0.1%

Consensus: NA

Industry-level GDP is forecast to rise by 0.1% in August,
helped by stronger services and a partial rebound in the
goods producing sector. Goods output fell by 0.8% in July,
largely due to an offshore oil spill that shuttered produc-
tion in the region. Those shutdowns have persisted into
August, but strong construction investment and manu-
facturing activity should help drive a modest increase for
the goods sector. Meanwhile, services will benefit from
continued strength in the housing market and a modest
increase in retail trade, offset by softer wholesale activity.
Other industries, such as health care & education, saw an
outsized increase in hours worked during August which
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Source: Bank of Canada, TD Economics
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also bodes well for real activity. A 0.1% increase for August
would leave Q1 tracking slightly below 1.5%, in line with
BoC estimates from July.

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Recent Key Economic Indicators: Oct 21 - 25, 2019
ReDI::ese Economic Indicator/Event D::::Zr Units Current Prior
United States
Oct 22 Existing Home Sales Sep Mins 54 55
Oct 24 Cap Goods Orders Nondef Ex Air Sep M/M % Chg. -0.5 -0.6
Oct 24 Durable Goods Orders Sep M/M % Chg. -11 0.3
Oct 24 Durables Ex Transportation Sep M/M % Chg. -0.3 0.3
Oct 24 Initial Jobless Claims Oct 19 Thsd 212.0 218.0
Oct 24 Markit US Manufacturing PMI Oct Index 51.5 511
Oct 24 Markit US Services PMI Oct Index 51.0 50.9
Oct 24 New Home Sales Sep Thsd 710.0 713.0
Canada
Oct 22 BoC Business Outlook Future Sales 3Q Q/Q % Chg. 23.0 23.0
Oct 22 BoC Overall Business Outlook Survey 3Q Q/Q % Chg. 04 0.1
Oct 22 BoC Senior Loan Officer Survey 3Q Q/Q % Chg. 19 -5.8
Oct 22 Retail Sales Aug M/M % Chg. -0.1 0.6
Oct 22 Retail Sales Ex Auto Aug M/M % Chg. -0.2 0.0
Oct 23 Wholesale Trade Sales Aug M/M % Chg. -1.2 14
International
Oct24  EZ Markit Eurozone Manufacturing PMI Oct Index 45.7 457
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Oct 28 - Nov 01, 2019
ReDI:::e Time* Economic Indicator/Event %a::;‘zr Units CFo::cr;SS:S Last Period
United States
Oct 28 8:30 Advance Goods Trade Balance Sep Blns -73.50 -72.80
Oct 29 9:00 S&P Corelogic CS US HPI Aug Y/Y % Chg. - 3.2
Oct 29 10:00 Conf. Board Consumer Confidence Oct Index 127.9 125.1
Oct 29 10:00 Pending Home Sales Sep M/M % Chg. 1.0 16
Oct 30 8:15 ADP Employment Change Oct Thsd 1320 135.0
Oct 30 8:30 Core Personal Consumption Expenditure 3Q Q/Q % Chag. - 19
Oct 30 8:30 Gross Domestic Product Annualized 3Q Q/Q % Chag. 16 2.0
Oct 30 8:30 Personal Consumption 3Q Q/Q % Chg. 2.6 46
Oct 30 14:00 FOMC Rate Decision (Upper Bound) Oct 19 % 1.75 2.00
Oct 31 8:30 Employment Cost Index 3Q Q/Q % Chg. 0.7 0.6
Oct 31 8:30 Initial Jobless Claims Oct 19 Thsd - 212.0
Oct 31 8:30 Personal Consumption Expenditure Core Deflator Sep Y/Y % Chg. 17 1.8
Oct 31 8:30 Personal Consumption Expenditure Deflator Sep Y/Y % Chg. - 14
Oct 31 8:30 Personal Income Sep M/M % Chg. 0.3 04
Oct 31 8:30 Real Personal Spending Sep M/M % Chg. - 0.1
Nov 01 8:30 Average Hourly Earnings Oct M/M % Chg. 0.3 0.0
Nov 01 8:30 Change in Nonfarm Payrolls Oct Thsd 93.0 136.0
Nov 01 8:30 Unemployment Rate Oct % 3.6 35
Nov 01 9:45 Markit US Manufacturing PMI Oct Index - 51.5
Nov 01  10:00 ISM Manufacturing Oct Index 49.0 47.8
Nov 01  12:00 Fed'’s John Williams participates in a panel in Newark, NJ
Nov 01 Wards Total Vehicle Sales Oct Mins 17.0 17.2
Canada
Oct30  10:00 Bank of Canada Rate Decision Oct 19 % 1.75 1.75
Oct 31 6:00 CFIB Business Barometer Oct Index - 59.3
Oct 31 8:30 Gross Domestic Product Aug M/M % Chg. - 0.0
Oct 31 8:30 Industrial Product Price Sep M/M % Chg. - 0.2
NovOl  9:30 Markit Canada Manufacturing PMI Oct Index - 51.0
International
Oct28  19:30 JN Tokyo Consumer Price Index Oct Y/Y % Chg. 1.0 0.4
Oct29  19:50 JN Retail Sales Sep Y/Y % Chg. 5.0 2.0
Oct 30 8:00 MX Gross Domestic Product 3Q Y/Y % Chg. 1.0 -0.8
Oct30  19:50 JN Industrial Production Sep Y/Y % Chg. -0.3 -4.7
Oct30  21:00 CH Manufacturing PMI Oct Index 49.7 498
Oct 31 6:00 EZ Consumer Price Index Estimate Oct Y/Y % Chg. 0.7 0.9
Oct 31 6:00 EZ Gross Domestic Product 3Q Q/Q % Chg. 0.1 0.2
Oct 31 6:00 EZ Unemployment Rate Sep % 74 74
Oct31  19:30 JN Jobless Rate Sep % 23 2.2
Oct 31 JN BOJ Policy Balance Rate Oct 19 % - -0.10
Oct31  18:00 UK Brexit Deadline
Nov 01 5:30 UK Markit UK PMI Manufacturing Oct Index 48.6 483
* 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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