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Highlights

United States
* Real GDP eased modestly to 2.9% (q/q annualized) in the fourth quarter of 2022. The details of the report were less

constructive, with underlying domestic activity showed much softer momentum.

* Real consumer spending fell by 0.3% month-on-month in December, with goods declining and services holding flat.

Core PCE inflation eased from 4.7% to 4.4% (y/y) in December.

* Housing market data are showing some improvement, with new home sales trending higher in each of the last three
months through December and pending home sales increasing for the first time since May.

Canada

* 'The Bank of Canada (BoC) hiked rates by an additional 25 basis points, but more importantly, announced a condi-
tional pause in its rate hiking cycle.

* Accompanying the rate announcement, the BoC also released updated economic forecasts which showed a stalling
in GDP growth and a meaningful deceleration in inflation.

* 'The recent drop in gasoline prices and easing supply chains will be a downward force on inflation, but the focus will
be on wages to make sure inflation moves decisively to the Bank’s target.

This Week in the Markets Hopes of a Soft Landing Lift Equities
Current* Week Ago 52-Week High ~ 52-Week Low Weekly % Change
Stock Market Indexes SaPITSX
S&P 500 4074 3973 4632 3577 S&P 500
S&P/TSX Comp. 20750 20503 22087 18206 DAX
DAX 15137 15034 15619 11976
FTSE 100 7765 7771 7860 6826 USD:EUR
Nikkei 27383 26554 29223 24718 USD:JPY
Fixed Income Yields USD:CAD
U.S. 10-yr Treasury 3.54 3.48 424 1.73
Canada 10-yr Bond 291 284 3.68 1.67 Gold
Germany 10-yr Bund 2.25 2.18 2.57 -0.07 WTI
UK 10-yr Gilt 334 3.38 4,51 113
Japan 10-yr Bond 0.49 0.39 053 0.14 4005 00 05 104520 25
Foreign Exchange Cross Rates Source: Bloomberg. 10 Economics.” o 2 202%
C$ (USD per CAD) 0.75 0.75 0.80 0.72
Euro (USD per EUR) 1.09 1.09 114 0.96
Pound (USD per GBP) 124 1.24 1.36 1.07 Global Official Policy Rate Targets
Yen (JPY per USD) 129.9 129.6 150.2 114.5
Commodity Soot Prices™ Central Banks Current Target
- y op Federal Reserve (Fed Funds Rate) 4.25 - 4.50%
Crude Oil ($US/bb) 821 813 123.7 710 Bank of Canada (Overnight Rate) 4.50%
Natural Gas ($US/MMBtu) 273 316 982 273 European Central Bank (Refi Rate) 2.50%
Copper ($US/met. tonne) 9306.5 9307.8 10702.0 7160.0
Gold ($US/troy 0z.) 19262 1926.1 2050.8 16224 Bank of England (Repo Rate) 3.50%
*As of 10:51 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. - Slow Growth is Already Here

The U.S. economy grew by 2.9% quarter-on-quarter (g/q,
annualized) in the fourth quarter of 2022 — an above-trend
and slightly better than expected showing. However, the de-
tails were less constructive. For starters, inventory investment
and net exports — two inherently volatile components — ac-
counted for roughly two-thirds of the gain in the headline
number. Meanwhile, fixed investment declined by 6.7% as
another sharp pullback in residential (-27%) more than off-
set the modest gain in business investment (+0.7%). While
household consumption held relatively steady, expanding by
2.1%, underlying domestic activity is looking much softer

(Chart 1).

Digging further into consumption, another discouraging
development was the fact that services spending slowed
more than anticipated from 3.7% to 2.6%. Today’s personal
income and outlays report helps shine additional light on
more recent consumption trends. Real spending fell by 0.3%
month-on-month (m/m) in December, ending the year on
a sour note. As expected, goods spending was weak (-0.9%),
but services also failed to make headway, holding flat on the
month. This will provide a weak handoff to the first quarter
of 2023, with consumption expected to stall or perhaps even
print negative.

From that perspective, the broader demand adjustment ap-
pears to have already started towards the end of last year and
is expected to intensify over the coming months as the cu-
mulative impact of higher interest rates continues to bear
down on the economy.

Today’s personal income and outlays report also provided an
update on inflation. Overall PCE inflation decelerated from

Chart 1: Real GDP Slowed Modestly to 2.9%,
Underlying Domestic Activity is Much Softer
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Source: BEA, TD Economics.

Chart 2: Fed's Preferred Inflation Gauge, Core
PCE, Eased to 4.4% in December
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*Excluding food & energy. Source: BEA, BLS, Haver Analytics, TD Economics.

5.5% year-on-year to 5.0% in December. The Fed’s preferred
inflation measure, core PCE, slowed to 4.4% (Chart 2). En-
couragingly, the 3-month annualized change on core PCE
came in at 2.9% — a notable deceleration from the 5% pace
seen during summer and early autumn. All in all, things ap-
pear to be moving in the right direction on this front. This
is the last major inflation reading before next week's FOMC
decision. Market odds are overwhelmingly tilted toward a
25-basis point hike. Indeed, the Fed is nearing the end of its
aggressive hiking cycle, though the policy rate is expected to
remain elevated at 5% through much of this year as policy-
makers assess the passthrough to inflation.

Interest-sensitive areas continue to show plenty of bruising
from last year’s sharp move up in interest rates, but some
housing indicators are lightly glowing green. For instance,
new home sales, which are down more than 10% from their
pre-pandemic level, increased for the third consecutive
month in December. In addition, pending home sales ticked
up 2.5% in December — the first time since May. Echoing
this theme are increases in weekly mortgage applications to
purchase a home. All told, with mortgage rates falling by
close to 100 bps since early November, sales activity does
appear to see a bit of a bounce back. While we see scope for
mortgage rates to trek moderately lower through the end
of this year alongside long-term yields, we expect them to
remain somewhat elevated relative to pre-pandemic levels.
With new headwinds poised to emerge this year (i.e., in-
creases in the unemployment rate), a ‘sustained’ turnaround
in housing is likely still far in the horizon.

Admir Kolaj, Economist | 416-944-6318
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Canada - BoC Takes a Breather

'The Bank of Canada (BoC) captured global headlines this
week as it became the first major central bank to announce
a pause to its rate hiking cycle. By bringing the policy lever
to 4.5%, the BoC can now move to the sidelines and let the
cumulative impact of its rate hikes over the last year take
effect (Chart 1). With greater certainty on the peak policy
rate, Canadian bond yields have steadily declined over the
last month, easing financial conditions and putting a floor
under equities.

'The BoC updated its economic forecast with the release of
its quarterly Monetary Policy Report. Economic growth is
expected to "stall", with real GDP averaging just 1% over
2023.'That is a big drop from the 3.6% averaged over 2022.
Governor Tiftf Macklem even went so far as to say that
2023 could see a mild recession.

Weak consumer spending and business investment are the
drivers of this slowdown, as "the effects of the rise in inter-
est rates are expected to broaden." This view mirrors the
sentiment inferred in the BoC's recent consumer and busi-
ness outlook surveys. With most respondents expecting a
recession within the next 12 months, declining spending
and investment intentions are pointing to a slowing in
growth prospects in the months ahead.

The expected slowdown reinforces the view that inflation
will keep decelerating. The BoC's new forecast points to
CPI going from 6.3% in December to 3% by the summer.

Chart 1: BoC Is Done
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Source: BoC, TD Economics.

Chart 2: Wages Easing With Inflaion
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Falling gasoline prices, a further easing in supply chains,
and less consumer demand are all factors expected to bring
inflation down. Given that the BoC's target range for infla-
tion is 1% to 3%, getting inflation to the top of that range
would be a huge accomplishment.

'The key indicator for the BoC is wage growth. As the Bank
highlighted in its report, the path of goods inflation looks
set to continue exuding downward pressure on inflation.
But at the same time, inflation in the service sector has
been stickier. This is because price increases for services
like eating at restaurants, education, and personal care are
largely driven by labour costs, which are still running hot
given the tightness in the jobs market.

We got a bit of good news on this front this week. In the
Survey of Employment, Payrolls and Hours data released
yesterday, underlying measures of wage inflation that ad-
just for the compositional effects showed wage pressures
are coming down alongside inflation (Chart 2). Further-
more, it points to wages growing at an average of 4% over
the last six months. This is more palatable than the 5%+
growth rate witnessed over that same period. Though the
BoC will need to see a further easing in wage pressures
to be confident that overall inflation will decelerate to its
target, it appears the trend is moving in the right direction.

James Orlando, CFA, Director & Senior Economist | 416-413-3180

http://economics.td.com

¥ @TD_Economics


http://twitter.com/TD_Economics
http://economics.td.com
https://economics.td.com/ca-dollar-and-sense
https://economics.td.com/ca-quarterly-economic-forecast

Recent Key Economic Indicators: Jan 23 - 27, 2022
Release Economic Indicator/Event Data. for Units Current Prior
Date Period
United States
Jan 24 S&P Global US Composite PMI Jan Index 46.6 45.0
Jan 24 S&P Global US Manufacturing PMI Jan Index 46.8 46.2
Jan 24 S&P Global US Services PMI Jan Index 46.6 447
Jan 26 Advance Goods Trade Balance Dec M/M % Chg. -90.3 -82.9
Jan 26 Cap Goods Orders Nondef Ex Air Dec M/M % Chg. -0.2 0.0
Jan 26 Core PCE 4Q Q/Q % Chg. 3.9 4.7
Jan 26 Durable Goods Orders Dec M/M % Chg. 5.6 -1.7
Jan 26 Gross Domestic Product Annualized 4Q Q/Q % Chg. 29 3.2
Jan 26 Initial Jobless Claims Jan 21 Thsds 186.0 192.0
Jan 26 Personal Consumption 4Q Q/Q % Chg. 21 2.3
Jan 26 New Home Sales Dec Thsds 616.0 602.0
Jan 27 PCE Deflator Dec Y/Y % Chg. 5.0 5.5
Jan 27 Personal Income Dec M/M % Chg. 0.2 0.3
Jan 27 Real Personal Spending Dec M/M % Chg. -0.3 -0.2
Jan 27 Pending Home Sales Dec M/M % Chg. 25 -2.6
Canada
Jan 25 Bank of Canada Rate Decision Jan 25 % 4.50 4.25
Jan 26 CFIB Business Barometer Jan Index 51.4 50.9
Jan 26 Payroll Employment Change - SEPH Nov Thsds 71 -5.4
International
Jan 23 JN Jibun Bank Japan PMI Manufacturing Jan Index 48.9 48.9
Jan 26 JN Tokyo Consumer Price Index Jan Y/Y % Chg. 4.4 3.9
*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Jan 30 - Feb 3, 2023
Rt:)l:taese Time* Economic Indicator/Event I?:a:;;Zr Units C::feecr;ssl:s Last Period
United States

Jan 31 9:00 S&P CorelLogic CS US HPI NSA Nov Y/Y % Chg. - 9.2
Jan 31 10:00 Conf. Board Consumer Confidence Jan Index 108.2 108.3
Feb 1 8:15 ADP Employment Change Jan Thsds 170.0 235.0
Feb 1 9:45 S&P Global US Manufacturing PMI Jan Index - 46.8
Feb 1 10:00 ISM Manufacturing Jan Index 48.0 48.4
Feb 1 14:00 FOMC Rate Decision (Upper Bound) Feb 1 % 4.75 4.50
Feb 1 14:00 Interest on Reserve Balances Rate Feb 2 % 4.68 4.40
Feb 1 14:30 Fed Chair Holds Press Conference Following FOMC Meeting
Feb 1 Wards Total Vehicle Sales Jan Mins 14.3 13.3
Feb 2 8:30 Initial Jobless Claims Jan 28 Thsds 200.0 186.0
Feb 2 8:30 Unit Labor Costs 4Q Q/Q % Chg. 1.5 24
Feb 2 10:00 Cap Goods Orders Nondef Ex Air Dec M/M % Chg. - -0.2
Feb 2 10:00 Durable Goods Orders Dec M/M % Chg. - 5.6
Feb 2 10:00 Factory Orders Dec M/M % Chg. 2.2 -1.8
Feb 2 10:00 Factory Orders Ex Trans Dec M/M % Chg. - -0.8
Feb 3 8:30 Average Hourly Earnings Jan M/M % Chg. 0.3 0.3
Feb 3 8:30 Change in Nonfarm Payrolls Jan Thsds 185.0 223.0
Feb 3 8:30 Unemployment Rate Jan % 3.6 3.5
Feb 3 9:45 S&P Global US Composite PMI Jan Index - 46.6
Feb 3 9:45 S&P Global US Services PMI Jan Index - 46.6

Canada

Jan 31 8:30 Gross Domestic Product Nov M/M % Chg. - 0.1

Feb 1 9:30 S&P Global Canada Manufacturing PMI Jan Index - 49.2
International

Jan 30 18:30 JN Jobless Rate Dec % 2.5 25
Jan 30 18:50 JN Retail Sales Dec Y/Y % Chg. 3.1 2.5
Jan 30 20:30 CH Manufacturing PMI Jan Index 50.1 47.0
Jan 31 5:00 EZ Gross Domestic Product SA 4Q Y/Y % Chg. 1.7 23
Jan 31 7:00 MX Gross Domestic Product SA 4Q Q/Q % Chg. - 0.9
Jan 31 19:30 JN Jibun Bank Japan PMI Manufacturing Jan Index - 48.9
Jan 31 20:45 CH Caixin China PMI Manufacturing Jan Index 49.8 49.0
Feb 1 5:00 EZ Consumer Price Index Estimate Jan Y/Y % Chg. 9.0 9.2
Feb 1 5:00 EZ Unemployment Rate Dec % 6.5 6.5
Feb 2 7:00 UK Bank of England Bank Rate Feb 2 % 4.00 3.50
Feb 2 8:15 EZ ECB Main Refinancing Rate Feb 2 % 3.00 2.50

*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Disclaimer

This report s 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 spokesper-
sons 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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