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Highlights

United States

Equity markets saw further losses this week, following more hawkish messaging from the Fed. Between Powell and
Brainard’s confirmation hearings and other Fed speakers, the signals for a March rate hike are flashing loud and clear.

December’s inflation data supported the case for a rate hike, with headline inflation reaching 7% year-on-year (y/y).
Core inflation also surprised to the upside, and is now up 5.5% y/y — the highest reading in 30 years.

Retail sales showed a loss of momentum to end the year, as inflation erodes consumer purchasing power. Consumer spend-
ing is looking weaker in both the fourth quarter of 2021 and the first quarter of 2022 relative to our latest forecast.

Canada

The economic calendar was unusually empty this week, but the next week will be anything but. Inflation numbers, the
Bank of Canada Business Outlook Survey and Survey of Consumer Expectations will be in focus ahead of the Bank
of Canada meeting in two week’s time.

Inflation has been running hot in Canada, well above the Bank of Canada 2% target. The recent Omicron wave is
expected to exacerbate existing supply chain issues, restraining growth and pushing prices higher in the near-term.

'The housing market is another area where prices have been rising rapidly. Monday’s report on home sales and prices
is likely to echo this, showing another month of gains in both sales and prices amid low inventory.

This Week in the Markets Oil Strengthens as Omicron Wave Expected to Be Short-lived
Current® Week Ago 52-Week High ~ 52-Week Low Weekly % Change

Stock Market Indexes S&PITSX
S&P 500 4628 4677 4797 3714
S&P/TSX Comp. 21203 21084 21769 17337 S&P 500
DAX 15899 15948 16272 13433 DAX
FTSE 100 7548 7485 7564 6407
Nikkei 28124 28479 30670 27013 USD:EUR

Fixed Income Yields USD:JPY
U.S. 10-yr Treasury 1.74 176 176 1.02 USD:CAD
Canada 10-yr Bond 1.75 172 181 0.79
Germany 10-yr Bund -0.05 -0.04 -0.03 -0.55 Gold
UK 10-yr Gilt 1.14 118 1.20 0.26 Wl
Japan 10-yr Bond 0.14 0.14 0.16 0.01
Foreign Exchange Cross Rates 2 - 0 1 2 3 4 5 6
C$ (USD per CAD) 0.80 0.79 0.83 0.77 Rote: Data as fel;jooDAé"c ET, Fiiday, January 14, 2022.
Euro (USD per EUR) 1.14 1.14 1.23 1.12
Pound (USD per GBP) 137 136 142 132 Global Official Policy Rate Targets
Yen (JPY per USD) 1137 ‘ 115.6 — 116.2 1035 Central Banks Current Target
- Commodlty Spot Prices Federal Reserve (Fed Funds Rate) 0.00 - 0.25%

Crude Oil ($US/bbl) 822 789 84.7 >2.2 Bank of Canada (Overnight Rate) 0.25%
Natural Gas ($US/MMBtu) 474 3.84 15.83 2.39 )
Copper ($US/met. tonne)  9972.3 9692.0 11299.5 7787.0 European Central Bank (Refi Rate) 0.00%
Gold ($US/troy oz) 18213 1796.6 19084 1683.5 Bank of England (Repo Rate) 0.25%
*As of 11:11 AM on Friday. **Oil-WTL 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. - Eyeing Inflation Like a Hawk

Equity markets experienced further losses this week, fol-
lowing more hawkish language from Fed officials that
signaled rate hikes could kickoff as early as March. The
S&P500 has fallen just over 3% from the beginning of the
year. Treasury yields continue to march higher as markets
adjust their expectation for monetary policy.

Looking at the recent inflation data, the case for rate hikes
is clear. Headline CPI ended the year up 7% year-on-year
(y/y), the fastest pace since 1982. In December, the month-
on-month pace of inflation cooled slightly to 0.5%, as ener-
gy prices were a drag on the headline for the first time since
April. But, core inflation was even hotter, up 0.6% m/m,
driven by strong increases in shelter inflation and another
jump up in used vehicle prices. While those items were the
biggest contributors, prices were up strongly for a host of
goods and services, continuing a trend of broadening price
pressures that has been evident since October — the same
month that Fed Chair Powell changed his tune on whether
the run up in inflation is transitory.

Accelerating goods prices take much of the blame for infla-
tion’s 40-year record high (Chart 1). You have to go back
to 1980 to see goods prices rising 12% in one year. Goods
prices should cool over the coming year as production, in-
hibited by the pandemic and global input shortages, begins
to normalize. But, just as it does, service price growth looks
to accelerate. Services prices were up 4% year-on-year in
2021, an acceleration from a 3% pace immediately prior to
the pandemic, but not out of line with past periods of eco-
nomic strength. This is likely to move even higher in 2022,
keeping pressure on the Fed to tighten policy.

Chart 1: Soaring Goods Prices Boost Inflation
to 40-Year High
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Source: Bureau of Labor Statistics, TD Economics.

Chart 2: Adjusted for Inflation, Retail Sales Peaked in April
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'The impact of elevated inflation is already evident in retail
sales. Retail sales surged in the spring as a third round of
stimulus payments from Washington hit Americans’ bank
accounts. Nominal sales have plateaued, in part as con-
sumption shifts away from goods, which dominate retail
sales, and towards services. However, when you compare
to sales adjusted for overall inflation, you see how price
growth has increasingly eroded consumer purchasing pow-
er (Chart 2). Given that goods prices are up more than
services, the picture is even more dire.

Any way you slice it, December’s retail sales data showed
that consumer spending lost momentum towards the end
of the year. Our December forecast projected real personal
consumption expenditure growth around 6% in the fourth
quarter. The data released since suggests that it is going to
be closer to 4%. It also provides a soft starting point for
the first quarter, where spending is likely to slow to 2%
as consumer caution on Omicron weighs on close-contact
services.

Inflation is also cutting into wage growth, something that
has not gone unnoticed by Fed officials. At his Senate
confirmation hearing, Fed Chair Jay Powell delivered his
most hawkish messaging on inflation yet. Fed Governor
Lael Brainard, who is the nominee for Vice Chair of the
FOMC to succeed Richard Clarida, echoed his remarks,
mentioning that workers are worried about how far their
paychecks would stretch. Other Fed officials who spoke
this week similarly signaled that interest rates are forth-
coming, likely beginning as early as March.

Leslie Preston, Senior Economist | 416-983-7053
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Canada - All Eyes on Inflation

'The economic calendar was unusually empty this week, but
the next week will be anything but quiet, with a number
key data releases on the docket. With this week's news of
inflation south of the border hitting a 7% mark, all eyes
will be on inflation numbers in Canada next Wednesday.
Fanned by the similar flames of rising goods prices amid
supply-chain bottlenecks and strong consumer demand,
inflation has been running hot in Canada as well, though
reassuringly more than two points below its U.S. counter-
part (Chart 1).

Even while below its U.S. counterpart, inflation is well
above the Bank of Canada 2% target. Rising prices have
been felt acutely by producers and consumers alike. Indeed,
just as important as actual inflation for the central bank, is
consumers and businesses expectations for its future evolu-
tion. This puts the focus on the Bank of Canada Business
Outlook Survey and Survey of Consumer Expectations.
Those surveys will shed light on inflation expectations
among businesses and consumers at the time when the
Omicron wave was taking hold. These will take an added
importance ahead of the Bank of Canada meeting in less
than two weeks.

While those surveys won't capture Omicron's full impact,
they will likely still show an increase in the businesses'
near-term inflation expectations and pricing plans. In De-
cember's CFIB survey, small businesses' intentions to raise
prices over the next 12 months reached a survey's high at
4.6%. At the same time, small businesses' concerns about

Chart 1: Inflation Takes Flight on Both Sides of the Border
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Source: Statistics Canada, Bureau of Labor Statistics, TD Economics.
Last observation for U.S. is December 2021 and for Canada is November 2021.

Chart 2: The Share of Homes Bought by First-Time
Buyers Shrank Rapidly in 2021
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shortage of inputs and distributional challenges continued
to mount, weighing on their ability to ramp up production.
Labour shortages, already acute before the Omicron hit,
will be made worse in the near-term as workers become
sick or are required to isolate. All in all, while Omicron's
impact is expected to be relatively short-lived, supply-
chain issues may take a turn for the worse in the near-term,
restraining growth and pushing prices higher.

'The housing market is another area where prices have
been rising rapidly, leading to a significant deterioration
in housing affordability. Monday's report on home sales
and prices is likely to echo this, showing another month
of gains in both home sales and prices amid low inventory.

This week's Bank of Canada research showed that first-
time buyers are increasingly unable to get their foot in
the housing market's door, facing high prices and intense
competition from investors and repeat buyers. The share
of home purchases by the first-time buyers fell by 3 per-
centage points since the start of the pandemic, reaching a
new low in the mid-2021 at 46.8%, down from 49.8% at
the start of the pandemic (Chart 2). Low variable rates on
mortgages are boosting demand for real estate. More than
50% of new mortgages borrowers in recent months opted
out for a variable rate mortgage. This could be another rea-
son for the Bank of Canada to expedite rate liftoff.

Ksenia Bushmeneva, Economist | 416-308-7392
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Recent Key Economic Indicators: Jan 10 - 14, 2022
Release Economic Indicator/Event Data_ for Units Current Prior
Date Period
United States
Jan 10 Wholesale Trade Sales Nov M/M % Chg. 1.3 2.5
Jan 11 NFIB Small Business Optimism Dec Index 98.9 98.4
Jan 12 Consumer Price Index Dec M/M % Chg. 0.5 0.8
Jan 12 Consumer Price Index Dec Y/Y % Chg. 0.6 6.8
Jan 12 Consumer Price Index Ex Food and Energy Dec M/M % Chg. 0.6 0.5
Jan 12 Consumer Price Index Ex Food and Energy Dec Y/Y % Chg. 5.5 4.9
Jan 13 Initial Jobless Claims Jan 8 Thsd 230.0 207.0
Jan 13 Producer Price Index Ex Food and Energy Dec M/M % Chg. 0.5 0.9
Jan 13 Producer Price Index Final Demand Dec M/M % Chg. 0.2 1.0
Jan 14 Retail Sales Advance Dec M/M % Chg. 1.9 0.3
Jan 14 Retail Sales Ex Auto and Gas Dec M/M % Chg. -2.5 -0.1
Jan 14 Capacity Utilization Dec % 76.5 76.6
Jan 14 Industrial Production Dec M/M % Chg. -0.1 0.7
Jan 14 Manufacturing (SIC) Production Dec M/M % Chg. -0.3 0.6
Jan 14 Business Inventories Nov M/M % Chg. 1.3 1.3
International
Jan 10 EZ Unemployment Rate Nov % 7.2 7.3
Jan 11 CH Consumer Price Index Dec Y/Y % Chg. 1.5 23
Jan 14 UK Monthly Gross Domestic Product (3M/3M) Nov M/M % Chg. 1.1 0.9
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Jan 17 - 21, 2022
R;I:taese Time* Economic Indicator/Event [:Da::licf)zr Units C:g::cr;ssl:s Last Period
United States
Jan 18 8:30 Empire Manufacturing Jan Index 25.5 31.9
Jan 18 10:00 NAHB Housing Market Index Jan Index 84.0 84.0
Jan 19 8:30 Building Permits Dec Thsd 1703.0 1717.0
Jan 19 8:30 Housing Starts Dec Thsd 1650.0 1679.0
Jan 20 8:30 Initial Jobless Claims Jan 15 Thsd 205.0 230.0
Jan 20 10:00 Existing Home Sales Dec Mins 6.4 6.5
Canada
Jan 17 8:30 Manufacturing Sales Nov M/M % Chg. 1.6 4.3
Jan 17 9:00 Existing Home Sales Dec M/M % Chg. - 0.6
Jan 17 10:30 BoC Overall Business Outlook Survey 4Q Q/Q % Chg. - 4.7
Jan 17 10:30 BoC Business Outlook Future Sales 4Q Q/Q % Chg. - 9.0
Jan 18 8:15 Housing Starts Dec Thsd 280.0 301.3
Jan 19 8:30 Teranet/National Bank HPI Dec Y/Y % Chg. - 15.2
Jan 19 8:30 Consumer Price Index NSA Dec M/M % Chg. -0.1 0.2
Jan 19 8:30 Consumer Price Index Dec Y/Y % Chg. 4.8 4.7
Jan 19 8:30 Wholesale Trade Sales Nov M/M % Chg. - 1.4
Jan 21 8:30 Retail Sales Ex Auto Nov M/M % Chg. - 1.3
Jan 21 8:30 Retail Sales Nov M/M % Chg. 1.2 1.6
International
Jan 20 5:00 EZ Consumer Price Index Dec Y/Y % Chg. 5.0 4.9
Jan 18 JN BOJ Policy Balance Rate Jan 18 % -0.10 -0.10
Jan 20 18:30 JN Natl Consumer Price Index Dec Y/Y % Chg. 0.9 0.6
Jan 18 2:00 UK ILO Unemployment Rate 3Mths Nov % 4.2 4.2
Jan 19 2:00 UK Consumer Price Index Dec Y/Y % Chg. 5.2 5.1
Jan 21 2:00 UK Retail Sales Ex Auto Fuel Dec Y/Y % Chg. 11 2.7
*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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