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United States

manufacturing sector.

U.S. data this week showcased the contrasting feature of the U.S. economy: a resilient U.S. consumer but a struggling

Negotiations on a phase one trade deal between the U.S. and China took a step back this week as negotiators struggled

to come to a compromise. A deal is unlikely to be signed before the end of this month.

implied by tariffs.

Canada

prices.

This Week in the Markets

Inflation remained subdued as the high dollar, inventory stockpiling and margin compression offset the price increases

With the economy evolving in line with their view, we believe the Fed has completed its mid-cycle adjustment.

'The optimism that drove the TSX to new highs this week was not reflected in bond markets or non-energy commodity

National existing home sales took a bit of a break in October, while home prices ticked higher.

Higher consumer insolvencies place some doubt on whether the housing market recovery is sustainable.

Healthy Corporate Earnings and Trade Deal Optimism
Boost Equities to New Highs
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Note: Data as of 12:00 PM ET, Friday, November 15, 2019.
Source: Bloomberg, TD Economics

Global Official Policy Rate Targets

Current Target

Current* Week Ago 52-Week High  52-Week Low
Stock Market Indexes
S&P 500 3114 3093 3114 2351
S&P/TSX Comp. 17023 16877 17023 13780
DAX 13242 13229 13289 10382
FTSE 100 7303 7359 7687 6585
Nikkei 23303 23392 23520 19156
Fixed Income Yields
U.S. 10-yr Treasury 1.83 1.94 311 1.46
Canada 10-yr Bond 1.49 1.58 2.39 1.09
Germany 10-yr Bund -0.33 -0.26 0.38 -0.71
UK 10-yr Gilt 0.73 0.79 143 041
Japan 10-yr Bond -0.07 -0.05 0.11 -0.29
Foreign Exchange Cross Rates
C$ (USD per CAD) 0.76 0.76 0.77 0.73
Euro (USD per EUR) 110 110 115 1.09
Pound (USD per GBP) 1.29 1.28 133 1.20
Yen (JPY per USD) 108.8 109.3 113.8 105.3
Commodity Spot Prices**
Crude Oil ($US/bbl) 56.9 57.2 66.4 423
Natural Gas ($US/MMBtu) 2.68 2.87 4.80 2.02
Copper ($US/met. tonne) 5787.8 5910.8 6555.5 5584.5
Gold (§US/troy oz.) 1464.9 1458.9 15524 12134

*As of 11:55 AM on Friday. **Qil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-
LME Grade A. Gold-London Gold Bullion. Source: Bloomberg.

Federal Reserve (Fed Funds Rate) 1.50 - 1.75%
Bank of Canada (Overnight Rate) 1.75%
European Central Bank (Refi Rate) 0.00%
Bank of England (Repo Rate) 0.75%
Bank of Japan (Overnight Rate) -0.10%

Source: Central Banks.
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U.S. - Consumers Resilient Amid Manufacturing Struggles

The data inflow this week continued to contrast the two
dominant themes in the U.S. economy: a resilient U.S. con-
sumer and a struggling manufacturing sector.

Retail sales data released today showed that spending
bounced back from a dip in September. Sales at non-store
retailers, which includes online sellers, drove the increase.
With the job market strong and consumers continuing to
see solid gains in wages, consumption should remain healthy
through the remainder of the year.

The manufacturing outlook isn't as bright. Newly released
production data indicated that manufacturing took another
step down in October (Chart 1). The U.S.-China trade war
and softer global economic conditions are clearly weighing
on the sector. However, as noted in a recent report, it is un-
likely that, the malaise in manufacturing can single-handed-
ly trigger a recession, given its small and shrinking share of
the U.S. economy.

Although manufacturing weakened, we saw some improve-
ment in small business confidence. The NFIB small busi-
ness optimism index increased in October, with businesses
signaling they will move forward with capital outlays in the
months to come. This is a good sign for sputtering invest-
ment, which has contracted in the last two quarters as eco-
nomic policy uncertainty spiked (Chart 2).

Much of this increase in uncertainty is coming from the
U.S.-China trade war. There was some optimism last week
that we might see the first deal in the conflict as the two sides
edged towards a phase one mini-deal. It was even reported

that the deal might be made official before the end of this

Chart 1: Manufacturing Production on the Decline
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Chart 2: Investment Growth Slows As Uncertainty Spikes
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Source: Bureau of Economic Analysis, PolicyUncertainty.com, TD Economics.

month. However, it’s probably too early to pop the cham-
pagne. News emerged this week that officials were struggling
to complete the deal. According to reports, China wants a
greater reduction in tariffs, while U.S. officials do not believe
China has made enough concessions to justify their removal.
It’s probably a good idea to not hold our breath as we await
the first breakthrough in this drawn-out saga.

Although trade uncertainty has made its way through the
U.S. economy, it has yet to show up in overall price pres-
sures. Indeed, despite the imposition of tariffs on many im-
ported consumer goods from China in September, goods
prices, which bear the brunt of the tariffs, on aggregate only
rose by 0.3% on a year-over-year basis.

In addition to the rising U.S. dollar, other forces may be
counteracting the price increases implied by tarifts. Elevated
inventories for some consumer products are likely putting
downward pressure on prices. There are also indications
that importers are absorbing tariff impacts by compressing
margins. The latter demonstrating how some U.S. firms are
shouldering the burden of the trade war.

From the Federal Reserve’s perspective, the data are evolv-
ing largely in line with their economic forecasts. Inflation is
at target and the consumption remains healthy. In addition,
past rate cuts are moving through the economy, with the
impacts most noticeable in housing. As we stated in an ear-
lier report, without any further negative shocks, we believe
the Fed has completed its mid-cycle adjustment.

Sri Thanabalasingam, Economist | 416-413-3117
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Canada - Spotlight on Household Finances

'This solemn week of reflection was mirrored in the eco-
nomic data. The TSX hit new highs, but bonds and non-oil
commodity prices were signaling a more somber economic
outlook. Domestically the economy continues to prove
resilient considering the poor economic performances
abroad. But, Canada’s resilience is likely to be increasingly
tested by external developments in the months ahead .

A healthy labour market and robust population growth
have translated into strong national housing activity so far
this year. On a trend basis, housing starts are sizzling, while
existing home sales have staged a nice rebound following
a tumultuous 2018. But, October’s data (Chart 1) suggests
that buyers took a bit of a break, holding national sales flat
(see commentary). Regionally, British Columbia continued
to see activity tick higher, while sales dropped in Ontario
for only the second time this year, ending a streak of seven
consecutive months of improvement. Nevertheless, stable
demand combined with the drop in new listings resulted
in the national sales-to-new listings ratio moving higher in
the month, placing it firmly in sellers’ market territory. In
response, national home prices moved a touch higher, and
stand nearly 6% above the level from a year ago.

As the housing market continues to perk up, concerns re-
main about the health of household finances and whether
this housing recovery is sustainable. The household saving
rate is low, indebtedness remains near all-time highs, and
more recent data show that consumer insolvencies have
moved higher (Chart 2). But, there are some important
caveats to the trend in insolvencies. For one, the increase
continues to reflect a rise in consumer proposals, not bank-

Chart 1: National Existing Hom e Sales Pause in October
After Solid Rebound
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Chart 2: Consumer Insolvencies Move Higher Due
to a Rise in Consumer Proposals
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ruptcies. This suggests that stressed households are more
cognizant of their debt burdens and are doing something
before they go into arrears. This ‘strategic’ behaviour would
help explain why other indicators, such as unemployment
and credit arrears remain in healthy territory, unlike past
episodes of rising insolvencies.

In addition, the rise in insolvencies in the past few years
largely reflected the economic downturn caused by the col-
lapse in oil prices. The Prairies and Newfoundland were
hit hardest, and insolvencies in these regions surged higher.
But, recently insolvencies have ticked up in regions tra-
ditionally less exposed to oil price cycles, such as British
Columbia and Ontario. As such, it may signal that rising
housing costs and past increase in interest rates are now
taking a bigger bite out of consumer finances.

One positive aspect for household finances has been the
marked improvement in financial conditions since the start
of the year. Mortgage rates are low but may not stay that
way if the recent selloft in global bond markets persists. In
fact, tightening domestic financial conditions may just be
the trigger that forces the Bank of Canada’s hand early next
year. The Bank of Canada has not been shy in communicat-
ing concerns about the state of household balance sheets.
High household debt suggests that households are more
sensitive to changes in interest rates than in past cycles. As
such, an unanticipated spike in borrowing costs could trig-
ger a marked downtick in consumer spending and housing
activity, moving the Bank of Canada to respond by cutting
its policy rate.

Fotios Raptis, Senior Economist | 416-982-2556
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Canada: Upcoming Key Economic Releases

Manufacturing Sales - September*

Release Date: November 19
Previous: 1.3%

TD Forecast: -0.4%
Consensus: -0.5%

Manufacturing shipments are set to contract by 0.4% in
September owing to a drag from transportation products.
Motor vehicle shipments will face a modest headwind
from UAW strikes south of the border, which caused parts
shortages and ultimately drove Canadian factories to tem-
porarily halt production, although most of the impact will
be felt in October. Elsewhere, broad weakness across ex-
ports of metal and mineral products hints at some give-
back of fabricated metals and nonmetallic minerals after
a combined 3.2% increase in August. Energy prices were

Consumer Price Index - October*

Release Date: November 20

Previous: -0.4% m/m, 1.9% y/y, Index: 136.2
TD Forecast: 0.4% m/m, 2.0% y/y, 136.8
Consensus: NA

Headline CPI is forecast to recover to 2.0% y/y in October,
with prices 0.4% higher on the month. Gasoline prices were
little changed on the month despite seasonal headwinds,
which should see the year-ago drag from energy diminish
by about a tenth of a point. Outside of gasoline, we expect
natural gas and heating oil to drive a modest increase in
energy prices, reflecting unseasonably cold weather across
Western Canada during the month. However, this will be
more than offset by softer food prices following a pullback
in producer-level food prices along with agricultural prod-
ucts. Stripping out both leaves the ex. food & energy index

Canadian Manufacturing Shipments
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little changed on the month, offering no insight towards
nominal petroleum shipments, although broader factory
prices fell by 0.1% which should allow volumes to slightly

outperform the headline print.

Canadian Consumer Price Index (CPI)
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up 0.6% m/m, with much of this driven by seasonal effects
in apparel and telecoms. Looking to the Bank’s preferred
core measures, we see downside risks, owing to sizeable
base-effects

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Canada: Upcoming Key Economic Releases

Retail Sales - September*

Release Date: November 22
Previous: -0.1%, ex-auto: -0.2%
TD Forecast: -0.3%, ex-auto: -0.1%

Consensus: NA

TD looks for retail sales to remain subdued with a 0.3%
decline in September. Softer motor vehicles sales add to
a more subdued 0.1% decline in the ex-autos measure,
with lower gasoline prices exerting a modest headwind to
nominal sales at the pump. On a brighter note, the pickup
in consumer goods imports does suggest some upside for
clothing and other textiles, and the continued recovery in
the housing market should support retail sales of furni-
ture and home furnishings. Real retail sales should come
in below the headline print, providing a poor handoft to
Q4 consumption. This reflects a 0.2% m/m increase in con-
sumer goods prices in September, despite headline CPI
falling by 0.4% m/m owing largely to weakness in services.
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*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Recent Key Economic Indicators: Nov 11 - 15, 2019
Release Economic Indicator/Event Data. for Units Current Prior
Date Period
United States
Nov 12 NFIB Small Business Optimism Oct Index 1024 101.8
Nov 13 Consumer Price Index Oct M/M % Chg. 04 0.0
Nov 13 Consumer Price Index Oct Y/Y % Chg. 1.8 17
Nov 13 Consumer Price Index Ex Food and Energy Oct Y/Y % Chg. 23 24
Nov 13 Consumer Price Index Ex Food and Energy Oct M/M % Chg. 0.2 0.1
Nov 13 Real Avg Hourly Earning Oct Y/Y % Chg. 12 13
Nov 14 Initial Jobless Claims Nov 19 Thsd 225.0 211.0
Nov 14 Mortgage Delinquencies 3Q Q/Q % Chg. 4.0 45
Nov 14 Producer Price Index Ex Food and Energy Oct M/M % Chg. 03 -0.3
Nov 14 Producer Price Index Final Demand Oct M/M % Chg. 11 -0.3
Nov 15 Business Inventories Sep M/M % Chg. 0.0 -0.1
Nov 15 Capacity Utilization Oct M/M % Chg. 76.7 77.5
Nov 15 Empire Manufacturing Nov Index 29 40
Nov 15 Industrial Production Oct M/M % Chg. -0.8 -0.3
Nov 15 Manufacturing (SIC) Production Oct M/M % Chg. -0.6 -0.5
Nov 15 Retail Sales Advance Oct M/M % Chg. 03 -0.3
Nov 15 Retail Sales Ex Auto and Gas Oct M/M % Chg. 0.1 0.0
Canada
Nov 15 Existing Home Sales Oct M/M % Chg. 0.0 0.6
International
Nov 11 UK Gross Domestic Product 3Q Y/Y % Chg. 1.0 13
Nov 11 UK Industrial Production Sep Y/Y % Chg. -14 -1.8
Nov 1l UK Manufacturing Production Sep Y/Y % Chg. -1.8 -16
Nov12 UK ILO Unemployment Rate 3Mths Sep % 38 39
Nov 13 UK Consumer Price Index Oct Y/Y % Chg. 15 17
Nov 13  JN Gross Domestic Product SA 3Q Q/Q % Chg. 0.2 18
Nov 13  CH Retail Sales Oct Y/Y % Chg. 7.2 7.8
Nov 14  EZ Gross Domestic Product 3Q Y/Y % Chg. 1.2 1.2
Nov 15  EZ Consumer Price Index Oct Y/Y % Chg. 0.7 0.7
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Nov 18 - Nov 22, 2019
ReDI::ese Time* Economic Indicator/Event DPa:raicfzr Units C:::eecr;ssl:s Last Period
United States
Nov 18  10:00 NAHB Housing Market Index Nov Index 71.0 71.0
Nov 18  12:00 Fed's Loretta Mester speaks in a fireside chart at the University of Maryland in College Park, MD
Nov 19 8:30 Building Permits Oct Thsd 1390.0 1387.0
Nov 19 8:30 Housing Starts Oct Thsd 1315.0 1256.0
Nov 19 9:00 Fed's John Williams speaks at an event in Washington, D.C.
Nov20  14:00 FOMC Meeting Minutes Oct 19
Nov 21 8:30 Fed's Loretta Mester speaks at an event in Cleveland, OH
Nov 21 8:30 Initial Jobless Claims Nov 19 Thsd - -
Nov2l 10:00 Existing Home Sales Oct Mins 5.5 5.4
Nov21 10:10 Fed's Neel Kashkari speaks at the Minnesota Chamber of Commerce in Minneapolis, MN
Nov 22 9:45 Markit US Manufacturing PMI Nov Index - 51.3
Nov 22 9:45 Markit US Services PMI Nov Index - 50.6
Canada
Nov 19 8:30 Manufacturing Sales Sep M/M % Chg. -0.5 0.8
Nov 19 8:30 Teranet/National Bank HPI Oct Y/Y % Chg. - 0.7
Nov 19 8:40 BoC's Stephen Poloz speaks in a fireside chat at the Ontario Securities Commission Toronto, ON
Nov19 1235 BoC's Carolyn A. Wilkins speaks at the International Finance Club of Montréal in Montréal, QC
Nov 20 8:30 Consumer Price Index Oct Y/Y % Chg. - 19
Nov 20 8:30 Consumer Price Index Core- Common Oct Y/Y % Chg. - 19
Nov 20 8:30 Consumer Price Index Core- Median Oct Y/Y % Chg. - 22
Nov 20 8:30 Consumer Price Index Core- Trim Oct Y/Y % Chg. - 21
Nov 20 8:30 Consumer Price Index NSA Oct M/M % Chg. - -0.4
Nov 22 8:30 Retail Sales Sep M/M % Chg. - -0.1
Nov 22 8:30 Retail Sales Ex Auto Sep M/M % Chg. - -0.2
International
Nov 21  18:30 JN Natl Consumer Price Index Oct Y/Y % Chg. - 0.2
Nov21  19:30 JN Jibun Bank Japan Manufacturing PMI Nov Index - 484
Nov 22 4.00 EZ Markit Eurozone Manufacturing PMI Nov Index - 45.9
* 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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