TD Economics

The Weekly Bottom Line

February 25, 2022
Highlights

United States

'The Russian invasion of Ukraine shook markets this week with the S&P 500 entering correction territory before making
gains Friday. Given Russia’s role as a key global energy producer, market concerns about supplies have driven prices for
oil and natural gas higher.

For the U.S., the most immediate impact will come from higher oil prices, which will keep inflation elevated and weigh
on growth. The impact will depend on how long the conflict lasts.

Barring severe market disruption, we still expect the Fed to hike rates in March. The core PCE deflator reached 5.2% year-
on-year in January, underscoring that the Fed is behind the curve on inflation and can’t wait for the perfect time to hike.

Canada

The Russian invasion of Ukraine has exacerbated financial market volatility, with commodity prices front and center.

Higher prices for energy and food are a boon to Canadian producers and government budgets, but they also act as a
tax on consumers who are already dealing with high inflation.

The Bank of Canada is likely to note the downside risk to economic growth caused by the conflict, but it is unlikely
to stay its hand in lifting the overnight rate next week, as it focuses on bringing inflation back to target.

This Week in the Markets War in Ukraine Sinks European Equities
Current* Week Ago 52-Week High  52-Week Low Weekly % Change
Stock Market Indexes S&PTSX
S&P 500 4347 4349 4797 3768
S&P/TSX Comp. 20948 21008 21769 18060 S&P 500
DAX 14493 15043 16272 13786 DAX
FTSE 100 7481 7514 7672 6483
Nikkei 26477 27122 30670 25971 USD:EUR
Fixed Income Yields USD:JPY
U.S. 10-yr Treasury 197 193 2.04 117 USD:CAD
Canada 10-yr Bond 192 1.88 1.98 112
Germany 10-yr Bund 0.22 0.19 031 -0.50 Gold
UK 10-yr Gilt 1.45 1.38 1.59 0.51 WTI
Japan 10-yr Bond 0.21 0.22 0.23 0.01
5 40 -35 -30 -25 -20 -15 -10 -05 00 05 1.0
Foreign Exchange Cross Rates
Note: Data as of 12:03 PM ET, Friday, February 25, 2022.
C$ (USD per CAD) 0.79 0.78 0.83 0.77 Source: Bloomberg, TD Economics
Euro (USD per EUR) 113 1.13 1.23 111
Pound (USD per GBP) 134 136 142 132 Global Official Policy Rate Targets
Yen (JPY per USD) 115.5 115.0 116.2 106.2 Central Banks Current Target
1 1 *k
Commodity Spot Prices Federal Reserve (Fed Funds Rate) 0.00 - 0.25%
Crude ?'l ($U$S/bbl) 925 911 955 577 Bank of Canada (Overnight Rate) 0.25%
Natural Gas ($US/MMBtu 478 4.59 6.52 239 .
BUS/ ) European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 9918.5 10010.0 11299.5 8770.3 K of | o
Gold ($US/troy oz) 1887.5 1898.4 1909.0 1683.5 Bank of England (Repo Rate) 0:50%
*As of 11:00 AM on Friday. **Oil-WTIL, 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. - Russian Invasion Shakes Markets

Regrettably, Russia made risk reality this week, launching
an all-out invasion of Ukraine. The threat of Russian mili-
tary aggression had been souring market sentiment for sev-
eral weeks now, and the invasion worsened declines in equity
markets and sent energy prices higher (Chart 1). The S&P
500 entered correction territory this week, relative to its early
January highs, and was down 0.2% at time of writing versus
aweek ago. With Russia’s role as a key global energy supplier,
worries about energy supply have driven prices for oil and
natural gas higher. The Brent crude benchmark crossed the
$100 per barrel threshold for the first time since 2014.

Market selloffs at the outset of wars have historically
been short and reversed quickly. That said, there is still
likely to be an economic toll on global growth from the
conflict, with Europe likely to take the biggest hit. The
outcome depends on how long the conflict goes on, and
market reaction. We outlined some potential scenarios in
our recent report Questions? We've Got Answers.

For the U.S., the most immediate impact will come from
higher oil prices. These will keep inflation elevated and
weigh on purchasing power longer than previously ex-
pected. We expect prices to ease as the conflict does, but
how long it lasts is highly uncertain. The West Texas In-
termediate oil price is around $92 per barrel at time of
writing, up over 20% from the start of the year. If it were
to remain above $90 per barrel for the remained of the
year, it would shave a few tenths oft of real GDP growth
in 2022. We are currently tracking real GDP to grow of
2.8% in 2022 (Q4/Q4), so a slightly softer pace would
still be a solid pace for growth.

Chart 1: Russian Invasion Drives Equity Correction
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Source: FT, WSJ, TD Economics. Last observation: February 24, 2022.

Chart 2: Omicron Weighs on Close-contact
Services, While Goods Rebound

Real Consumer Spending, Month/Month % Change
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*Includes transportation, recreation, accomodation and food services.
Source: BEA/Haver Analytics, TD Economics.

The conflict in Europe comes just three weeks ahead of
what is widely expected to be the Federal Reserve’s first
interest rate hike. The war is unlikely to prevent the Fed
from taking its policy rate oft the floor. At 0.5%, the fed-
eral funds rate will remain highly stimulative. The Fed is
behind the curve on inflation and can no longer wait for
the perfect moment to begin normalizing policy.

On that front, the core personal consumption expendi-
ture (PCE) deflator — the Fed’s preferred indicator — was
up 5.2% in January, the fastest rate in nearly 40 years.
While a bit lower than the 6% increase in the core CPI,
it is still a lot higher than the Fed would like. Monetary
policy works with a lag and rate hikes this year will not do
much to reduce inflation until next year. In the meantime,
a lot has to go right to slow inflation’s roll. This increases
the urgency to raise rates now or risk unmouring expecta-
tions and having to hurt the economy more later in order
to rein them back in.

One piece of good news this week was a solid rebound
in consumer spending in January (Chart 2). The rebound
was driven by durable goods, led by spending on vehicles.
Spending on close contact services weakened, showing the
impact of consumer caution as Covid cases rose. We expect
these categories to rebound in February and March, with
the high-frequency data already showing that consumers
are returning to restaurants and air travel.
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Canada - Commodity Prices Rise Ahead of Key BoC Meeting

The Russian invasion of Ukraine drove financial market
developments this week. Equity indexes have been volatile,
but generally dour, with the S&P 500 and the T'SX down
more than 10% and 4% from their 2022 peaks, respectively
(Chart 1).

'The biggest moves, however, have been in commodity
markets, where sanctions are expected to tighten already
strained supplies. Brent and W'TT oil prices rose aggres-
sively on Thursday morning, briefly exceeding $100 a barrel
(Chart 2). Prices have since come down from their peaks.

Higher energy prices are a nuanced issue in Canada. On
the one hand, they benefit producers and aid government
finances (as we just saw with the Alberta budget yesterday).
On the other hand, higher prices are akin to a tax on Cana-
dian consumers who have already seen gasoline prices jump
over 30% since last year. Prices at the pump have continued
to hit consumers' wallets through February, having risen
more than 10 cents a liter in less than a month.

It is not just energy prices. Russia is a major producer of
metals, such as gold and nickel, as well as lumber and agri-
cultural products, such as wheat and potash. Canada is not
much of an importer of Russian goods, but the potential
for less supply is pressuring global commodity prices. This
helps Canadian producers, but worsens inflation. Like en-
ergy, food price inflation is already a pain point. The price
of food purchased at grocery stores was up around 6% year-
on-year in January.

Chart 1: Canadian Equity Market Fairing Better than
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Source: S&P, WSJ, TD Economics. Last observation: February 24, 2022.

Chart 2: Commodity Prices Move on Supply Threat
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This sets up for an interesting Bank of Canada (BoC)
meeting next week. It is still widely expected that the Bank
will hike its policy rate on Wednesday by 25 basis points.
‘Though we don't know the magnitude or duration of the
geopolitical strife, the BoC is unlikely to waver on its
mission of bringing down inflation. As such, we have the
Bank continuing with rate hikes over 2022, with the policy
rate reaching 1.75% over the next year. So far, markets are
thinking the same, with the Canada 2-year and 10-year
yield still sitting above 1.5% and 1.9%, respectively.

The Bank of Canada will also have some solid economic
data to look to before it makes its decision next week. On
Tuesday, Statistics Canada will publish GDP data for the
fourth quarter of 2021. We are expecting this to come in
at a robust 6.8% (q/q annualized). This would confirm the
Bank's view that the Canadian economy has fully elimi-
nated the excess slack caused by the pandemic.

Unfortunately, the first quarter of 2022 isn't fairing as well.
Strict lockdowns curtailed economic momentum. Our
tracking for first quarter real GDP growth is barely above
zero. The invasion of Ukraine complicates things further, as
any forthcoming hit to sentiment could add to the current
quarter's weakness. Here's hoping for a rapid and peaceful
resolution to the conflict.
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Recent Key Economic Indicators: Feb 21 - 25, 2022
Release Economic Indicator/Event Data_ for Units Current Prior
Date Period
United States
Feb 22 S&P Corelogic CS US HPI NSA Dec Y/Y % Chg. 18.8 18.8
Feb 22 Markit US Manufacturing PMI Feb Index 57.5 55.5
Feb 22 Markit US Services PMI Feb Index 56.7 51.2
Feb 22 Conf. Board Consumer Confidence Feb Index 110.5 1111
Feb 24 Core Personal Consumption Expenditure 4Q Q/Q % Chg. 5.0 4.9
Feb 24 Gross Domestic Product Annualized 4Q Q/Q % Chg. 7.0 6.9
Feb 24 Initial Jobless Claims Feb 19 Thsd 232.0 249.0
Feb 24 Personal Consumption 4Q Q/Q % Chg. 3.1 3.3
Feb 24 New Home Sales Jan Thsd 801.0 839.0
Feb 25 Cap Goods Orders Nondef Ex Air Jan M/M % Chg. 0.9 0.4
Feb 25 Durable Goods Orders Jan M/M % Chg. 1.6 1.2
Feb 25 Personal Consumption Expenditure Deflator Jan Y/Y % Chg. 6.1 5.8
Feb 25 Personal Income Jan M/M % Chg. 0.0 0.4
Feb 25 Real Personal Spending Jan M/M % Chg. 15 -1.3
Feb 25 Pending Home Sales Jan M/M % Chg. -5.7 -2.3
Canada
Feb 24 CFIB Business Barometer Feb Index 62.5 54.3
International
Feb 21 EZ Markit Eurozone Manufacturing PMI Feb Index 58.4 58.7
Feb 21 UK Markit UK PMI Manufacturing SA Feb Index 57.3 57.3
Feb 23  EZ Consumer Price Index Jan YY % Chg. 5.1 5.0
Feb24  JN Tokyo Consumer Price Index Feb Y/Y % Chg. 1.0 0.6
Feb 25 MX Gross Domestic Product NSA 4Q Y/Y % Chg. 11 1.0
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Feb 28 - Mar 4, 2022
Release Time* Economic Indicator/Event Data_ for Units Consensus Last Period
Date Period Forecast
United States
Feb 28 8:30 Advance Goods Trade Balance Jan Blns -99.0 -100.5
Feb 28 10:30 Fed’s Bostic Discusses the Economy
Mar 1 9:45 Markit US Manufacturing PMI Feb Index - 57.5
Mar 1 10:00 ISM Manufacturing Feb Index 58.1 57.6
Mar 1 14:00 Fed’s Bostic Discusses Survey of Business Uncertainty
Mar 1 Wards Total Vehicle Sales Feb Mins 14.5 15.0
Mar 2 8:15 ADP Employment Change Feb Thsd 323.0 -301.0
Mar 2 9:00 Fed’s Evans Discusses Economy and Monetary Policy
Mar 2 9:30 Fed'’s Bullard Discusses the Economic Outlook
Mar 2 14:00 U.S. Federal Reserve Releases Beige Book
Mar 3 8:30 Initial Jobless Claims Feb 26 Thsd 230.0 232.0
Mar 3 8:30 Unit Labor Costs 4Q Q/Q % Chg. 0.3 0.3
Mar 3 9:45 Markit US Services PMI Feb Index - 56.7
Mar 3 10:00 Cap Goods Orders Nondef Ex Air Jan M/M % Chg. - 0.9
Mar 3 10:00 Durable Goods Orders Jan M/M % Chg. - 1.6
Mar 3 10:00 Factory Orders Jan M/M % Chg. 0.5 -0.4
Mar 3 10:00 Factory Orders Ex Trans Jan M/M % Chg. - 0.1
Mar 3 10:00 ISM Services Index Feb Index 61.0 59.9
Mar 3 18:00 Fed'’s Williams Takes Part in Discussion on the Economy
Mar 4 8:30 Average Hourly Earnings Feb M/M % Chg. 0.5 0.7
Mar 4 8:30 Change in Nonfarm Payrolls Feb Thsd 400.0 467.0
Mar 4 8:30 Unemployment Rate Feb % 3.9 4.0
Canada
Feb 28 8:30 Industrial Product Price Jan M/M % Chg. 1.0 0.7
Mar 1 8:30 Gross Domestic Product Dec M/M % Chg. 0.0 0.6
Mar 1 8:30 Quarterly Gross Domestic Product Annualized 4Q Q/Q % Chg. 6.5 5.4
Mar 1 9:30 Markit Canada Manufacturing PMI Feb Index - 56.2
Mar 2 10:00 Bank of Canada Rate Decision Mar 2 % 0.50 0.25
Mar 2 10:00 Interest Rate Announcement
Mar 3 11:30 Speech: Governor Tiff Macklem
International
Feb 28 7:00 IN Gross Domestic Product 4Q YIY % Chg. 5.9 8.4
Feb 28 19:30 JN Jibun Bank Japan PMI Mfg Feb Index - 52.9
Feb 28 20:30 CH Manufacturing PMI Feb Index 49.8 50.1
Feb 28 20:45 CH Caixin China PMI Mfg Feb Index 49.2 49.1
Mar 1 4:00 EZ Markit Eurozone Manufacturing PMI Feb Index 58.4 58.4
Mar 1 4:30 UK Markit UK PMI Manufacturing SA Feb Index 57.3 57.3
Mar 2 5:00 EZ Consumer Price Index Estimate Feb YIY % Chg. 5.3 5.1
Mar 3 5:00 EZ Unemployment Rate Jan % 7.0 7.0
Mar 3 18:30 JN Jobless Rate Jan % 2.7 27
Mar 4 5:00 EZ Retail Sales Jan YIY % Chg. 9.1 2.0
Mar 4 7:00 BZ Gross Domestic Product 4Q Y/Y % Chg. 1.0 4.0
*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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