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Highlights
United States

As widely expected, the Federal Reserve kept interest rate unchanged this week while announcing a reduction in its
asset purchase program. The Fed will reduce securities purchases by 15 billion per month starting in November.

'The labor market recovery gained speed with 531k jobs added in October. The unemployment rate edged down by 0.2

percentage points and labor force participation rate remained unchanged.

Supply chain bottlenecks continue to stymie growth, slowing the pace of expansion in manufacturing and limiting
vehicle production. Despite challenges, service sectors continue to fire on all cylinders.

Canada

After rising briskly last week, Canadian bond yields eased off toward the end of this week. The Bank of England
disappointed expectations for a rate increase, leading to rally in global bond markets.

Data from regional real estate boards this week showed that both home sales and prices strengthened in major cities
in October. The inventory of homes on the market — already at low levels — fell further in the month.

This week’s jobs report showed that the labour market continued to climb in October, adding 31k new jobs. The pace
of hiring was slower than the outsized gain in September, but still signaled improvement.

This Week in the Markets Oil Prices Pull Back on Rising US Inventories
Current* Week Ago 52-Week High ~ 52-Week Low Weekly % Change

Stock Market Indexes S&P/TSX
S&P 500 4710 4605 4710 3509 S&P 500
S&P/TSX Comp. 21451 21037 21451 16283
DAX 16067 15689 16067 12480 DAX
FTSE 100 7310 7238 7310 5906 USD-EUR
Nikkei 29612 28893 30670 24105

Fixed Income Yields UsSb:PY
U.S. 10-yr Treasury 1.45 1.55 1.74 0.76 USD:CAD
Canada 10-yr Bond 1.60 1.72 1.75 0.61
Germany 10-yr Bund 028 011 -0.09 -0.64 Gold
UK 10-yr Gilt 0.84 1.03 1.20 0.17 WTI
Japan 10-yr Bond 0.06 0.10 0.16 0.01
Foreign Exchange Cross Rates “ -3 2 5 0 ! 2 3
C$ (USD per CAD) 0.80 0.81 0.83 0.76 Soren: Bioammere. 15 Exoromiaar . November s, 2021
Euro (USD per EUR) 1.16 1.16 1.23 1.15
Pound (USD per GBP) 1.35 137 142 131 Global Official PO"CY Rate Targets
Yen (JPY per USD) 1135 . 114.0 : 114.4 102.7 Central Banks Current Target
- ColilaieliEy S oit Al Federal Reserve (Fed Funds Rate) 0.00 - 0.25%

Crude Oil ($US/bbl) 79.8 83.6 84.7 37.1 Bank of Canada (Overnight Rate) 0.25%
Natural Gas ($US/MMBtu) 5.70 5.42 16.35 2.19 X
Copper ($US/met. tonne)  9699.0 9808.5 112995 6842.8 European Central Bank (Refi Rate) 0.00%
Gold ($US/troy oz) 1809.5 17834 19514 1683.5 Bank of England (Repo Rate) 0.10%
*As of 11:38 AM on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper- Bank of Japan (Overnight Rate) -0.10%
LME Grade A. Gold-London Gold Bullion. Source: Bloomberg. Source: Bloomberg.
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U.S. - Supply Chain Strain is the Name of the Game

With inflation running above 5% and proving more persis-
tent than Fed officials had expected, the Federal Open Mar-
ket Committee’s (FOMC) announcement this week was
highly anticipated. Unsurprisingly, the FOMC decided to
leave the target range for the fed funds rate unchanged at
0-0.25%, noting that there are still improvements to be made
in the labor market. The committee also delivered on widely
held expectations that they would begin to taper their asset
purchase program. The Fed will begin reducing the pace of
its securities purchases by $15 billion per month, signaling
that the tapering process will be completed by mid-2022.
This should give the central bank greater flexibility to re-
spond should inflation pressures become more pronounced.

Some of the Fed’s concern about the labor market may be
alleviated by the job report this week that showed a net
531k positions added to payrolls and the unemployment
rate down 0.2 percentage points to 4.6% in October. This
comes on top of a combined 235k upward revision to the
job numbers for August and September. Job gains were
relatively broad-based with the notable exception of em-
ployment in public sector (Chart 1).

Another punch of good news for the U.S. economy — the
ISM services index suggests that the service sector is run-
ning on all cylinders. The index rose to 66.7 in October
(from 61.9 in September) — the highest level on record. The
business activity sub-index rose by 7.5 points to 69.8 and
new orders by 6.2 points to 69.7 — both record highs. The
new export orders sub-index also moved higher to 62.3 - a
2.8 point increase.

Chart 1: U.S. Economy Adds More Jobs as the Recovery
Ensues but Public Sector Has More Room to Go
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*Seasonally adjusted.
Source: BLS, TD Economics.

Chart 2: Suppy-chain Bottlenecks Hampering Manufacturing
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Note: Reading above 50 indicate manufacturing is expanding, below 50 contracting. For
deliveries, readings above 50 indicate slower deliveries, below 50 faster deliveries.
Source: Institute for Supply Management, TD Economics.

While services are driving ahead, expansion in the manu-
facturing sector cooled in October. The ISM manufacturing
index declined marginally to 60.8 from 61.1 in September.
All sub-indexes signaled expansion, with the highest among
them the supplier-deliveries index (Chart 2). Usually, a high
reading is an indication of robust manufacturing activity,
however the sub-index is currently spiking for all the wrong
reasons — supply-chain bottlenecks and labor shortages — is-
sues which are hampering manufacturing output.

Turning to vehicle sales, another sector of the U.S. econ-
omy that has been stymied by supply shortages, there was
an uptick in sales in October, after five consecutive months
of decline. Vehicle sales rose 6.5% in the month to 13 mil-
lion units. Supply bottleneck issues have weighed heavily
on auto production, resulting in tight inventories. As a
result, new vehicle prices are up a whopping 20% relative
to year-ago levels.

Further evidence that U.S. domestic demand is ahead of
much of the rest of the world, the U.S. trade deficit wid-
ened again in September, reaching a record level for the
third consecutive month. The widening deficit was driven
by a 3% decrease in exports and a 0.6% increase in imports.

With ongoing evidence of demand resiliency, the Fed is
likely to continue to signal the gradual withdrawal of pol-
icy support. The first hike in the federal funds rate is likely
to follow shortly after the end of asset purchases, with at
least one more to come before the end of 2022.

Shernette McLeod, PhD, Economist
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Canada - Job Market Recovery Continues In October

Central banks have pivoted to a more hawkish tone in
recent months, preparing markets for a reduction in the
extraordinary monetary policy support they have pro-
vided since the start of the pandemic (report). Last week,
the Bank of Canada announced an end to its QE pro-
gram and pulled forward expectations of the first rate
hike. This week, the Fed and the Bank of England were
on the docket.

As widely expected, the Fed announced it will start ta-
pering its asset purchases, however, the Bank of England
disappointed expectations for a rate increase, leading to
rally in global bond markets on Thursday. As a result, after
rising briskly last week, Canadian bond yields eased oft
toward the end of this week. Still, 5-year yield remains
more than 50 points higher than it was in mid-September.

An increase in bond yields has led fixed mortgage rates
higher, however, activity in the Canadian housing mar-
ket has yet to reflect that. Data from several regional real
estate boards this week showed that both home sales and
prices strengthened in October. Price gains continue to
be supported by demand-supply imbalances, as the in-
ventory of homes on the market — already at low levels —
tell further in the month, while demand remained strong.
Even as the housing market appears be reaccelerating, a
double whammy on affordability stemming from higher
prices and borrowing costs is expected to cool demand in
the coming year.

Chart 1: Food Prices Becoming a Larger Contributor CPI
Inflation
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*Note that these contributions are approximations and will not add up exactly to headline CPI.
Source: Statistics Canada, TD Economics.

Chart 2: October Brings More Jobs, but the Pace
of Hiring Slows
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Source: Statistics Canada, TD Economics.

'The housing market is not the only one dealing with
supply-demand imbalances. As we discuss in this week's
report on food prices, food manufacturers have been feel-
ing the squeeze, prompting them to raise prices. Unsup-
portive weather has hit crop production and inventories
globally, as well as in Western Canada, and agricultural
input costs, such as energy, transportation and fertilizer
are rising. While shelter and transportation are still the
main culprits behind hot inflation figures, retail food
prices have become a bigger contributor (Chart 1). The
above-mentioned headwinds suggest that retail food
prices could remain elevated for some time.

While some of the supply-side factors stirring inflation
higher should begin to dissipate, others — such as signifi-
cant excess savings by households and potentially higher
wages — represent an upside risk (report). This week's jobs
report showed that the labour market continued to climb
in October, adding 31k new jobs (Chart 2). The unem-
ployment rate fell 0.2 points to 6.7%, while total hours
worked rose by a robust 1%. The pace of hiring was slower
than the outsized gain in September, but still signaled
improvement. As long as economic recovery continues,
the Bank of Canada will look to begin normalizing in-
terest rates sooner rather than later, mitigating the risk
of falling behind the inflation curve as well to financial
stability from overheated asset markets.

Ksenia Bushmeneva, Economist | 416-308-7392

http://economics.td.com

@TD_Economics


http://twitter.com/TD_Economics
http://economics.td.com
https://economics.td.com/us-dollar-and-sense
https://economics.td.com/us-fomc-statement
https://economics.td.com/ca-food-inflation
https://economics.td.com/domains/economics.td.com/documents/reports/st/Canada_Excess_Savings.pdf

Recent Key Economic Indicators: Nov 1 - 5, 2021
R;I::\ese Economic Indicator/Event I;a:;;zr Units Current Prior
United States
Nov 1 ISM Manufacturing Oct Index 60.8 61.1
Nov 1 Markit US Manufacturing PMI Oct Index 58.4 59.2
Nov 2 Wards Total Vehicle Sales Oct Mins 13.0 12.2
Nov 3 ADP Employment Change Oct Thsd 571.0 523.0
Nov 3 ISM Services Index Oct Index 66.7 61.9
Nov 3 Factory Orders Sep M/M % Chg. 0.2 1.0
Nov 3 Factory Orders Ex Trans Sep M/M % Chg. 0.7 0.5
Nov 3 Durable Goods Orders Sep M/M % Chg. -0.3 -0.4
Nov 3 Cap Goods Orders Nondef Ex Air Sep M/M % Chag. 0.8 0.8
Nov 3 Markit US Services PMI Oct Index 58.7 58.2
Nov 3 FOMC Rate Decision (Upper Bound) Nov 3 % 0.25 0.25
Nov 4 Initial Jobless Claims Oct 30 Thsd 269.0 283.0
Nov 4 Unit Labor Costs 3Q Q/Q % Chg. 8.3 11
Nov 4 Trade Balance Sep Bins -80.9 72.8
Nov 5 Change in Nonfarm Payrolls Oct Thsd 531.0 312.0
Nov 5 Unemployment Rate Oct % 4.6 4.8
Nov 5 Average Hourly Earnings Oct M/M % Chag. 0.4 0.6
Canada
Nov 1 Markit Canada Manufacturing PMI Oct Index 57.7 57.0
Nov 4 Int'l Merchandise Trade Sep Bins 1.9 1.5
Nov 5 Net Change in Employment Oct Thsd 31.2 157.1
Nov 5 Unemployment Rate Oct % 6.7 6.9
International
Nov 1 EZ Markit Eurozone Manufacturing PMI Oct Index 58.3 58.5
Nov 1 UK Markit UK PMI Manufacturing SA Oct Index 57.8 57.7
Nov 3 EZ Unemployment Rate Sep % 7.4 7.5
Nov 4 UK Bank of England Bank Rate Nov 4 % 0.10 0.10
Nov 5 EZ Retail Sales Sep Y/Y % Chg. 25 1.5
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Nov 8 - 12, 2021
R(I-leglse Time* Economic Indicator/Event D:::;:;r Units C::feecr;ssl:s Last Period
United States

Nov 8 9:00 Fed’s Clarida Discusses Prospects for Monetary Policy

Nov 8 10:30 Powell to Make Opening Remarks at Fed Diversity Conference

Nov 8 12:00 Fed’s Harker Speaks to Economic Club of New York

Nov 8 12:00 Fed’s Bowman Discusses the U.S. Housing Market

Nov 8 13:50 Fed’s Evans Speaks on Economy and Monetary Policy

Nov 9 6:00 NFIB Small Business Optimism Oct Index 99.3 99.1

Nov 9 8:30 Producer Price Index Final Demand Oct M/M % Chg. 0.6 0.5

Nov 9 8:30 Producer Price Index Ex Food and Energy Oct M/M % Chg. 0.5 0.2

Nov 9 9:00 ECB's Knot, Fed's Bullard on UBS Panel

Nov 9 9:00 Powell to Speak at Joint Fed, ECB and BoC Diversity Conference

Nov 9 11:35 Fed’s Daly Speaks at NABE Conference

Nov 9 13:30 Fed’s Kashkari Takes Part in Moderated Discussion

Nov 10 8:30 Consumer Price Index Oct M/M % Chg. 0.5 0.4
Nov 10 8:30 Initial Jobless Claims Nov 6 Thsd 266.0 269.0
Nov 10 8:30 Consumer Price Index Ex Food and Energy Oct M/M % Chg. 0.4 0.2
Nov 10 8:30 Consumer Price Index Oct Y/Y % Chg. 5.8 54
Nov 10 8:30 Consumer Price Index Ex Food and Energy Oct Y/Y % Chg. 4.3 4.0
Nov 10 10:00 Wholesale Trade Sales Sep M/M % Chg. - -1.1
Nov 12 12:10 Fed's Williams Discusses Heterogeneity in Macroeconomics

Canada
Nov 9 12:10 BoC's Deputy Governor Beaudry to Make Opening Remarks at The John Kuszczak Memorial Lecture
Nov 9 17:45 BoC's Governor Macklem to Make Closing Remarks at Fed Diversity Conference
International

Nov 9 20:30 CH Consumer Price Index Oct Y/Y % Chg. 1.4 0.7

Nov 11 2:00 UK Gross Domestic Product 3Q Y/Y % Chg. 6.8 23.6
*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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