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Highlights

*  With Ontarios labour market bumping up against capacity constraints, job creation in the province is poised to
slow after a banner year in 2017. In addition to this structural impediment, a housing market slowdown, sharply
higher minimum wages, rising interest rates, trade policy uncertainties and lost tax competitiveness threaten the
hiring outlook.

*  With these headwinds swirling, a key question is raised: which industries are most likely to step up to the plate as
job generators over the next few years?

* Despite worries about trade policy, we see export-oriented industries leading the way in terms of net employment
gains in 2018-19, along with some of the usual suspects (i.e., professional, scientific and technical services) that
have been enjoying solid trend growth.

* Gains in these areas are expected to offset by softness in industries such as retail and accommodation and food ser-
vices, where pressures from minimum wage hikes and elevated household debt are most acute. Further, construction
hiring is expected to record only minimal job creation over the forecast period.

* Overall, we expect around 50k net new jobs to be generated in Ontario in 2018-19, well down from its 5-year trend
pace of close to 90k, but above our March forecast of around 35k.

Ontarios job market has been coming off its strongest 2-year growth spurt since 2010-2011. During 2016-2017, some
102,400 net new jobs per year were created, sufficient to take the unemployment rate down to a near 20-year low of
5.6% by the final quarter of 2017. With the economy bumping

up against full employment, a repeat of such rapid employ- CHART 1: JOB GROWTH LIKELY TO SLOW IN
ment growth in 2018-19 would be a tall order. But recently, ' 2018-2019
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the winter. TD Economics now expects net new hiring to One factor that appears to be limiting the downside on
average about 50k in 2018-2019, up from about 35k in jobs in the accommodation and food services industry is
the prior forecast. Amid the lengthy list of headwinds, the apparent success in passing on some of the pressure
this raises the question of which industries are most likely from a higher minimum wage on to prices. Moreover,
to step up to the plate as job generators over the next higher wages more broadly are expected to drive further
year or two. gains in household spending, which along with healthy

tourism activity, will provide support to retail and other

Hiring in retail, primary and accommodation consumer-oriented industries.

and food to lag
Hiring in the finance, insurance and real estate (FIRE) sec-
tors is likely to slow materially as housing market activity
continues to come off the bolil, in part due to the imple-
mentation of the updated B20 guidelines. But even there,
we look for job growth to stabilize, not shrink outright. A
still-low rate environment, strong population growth and
a relatively healthy economic backdrop will provide sup-
port to housing markets as they embark on an orderly
cooldown. Within the construction sector, an easing in the
pace of homebuilding should keep a lid on job growth
though a likely pickup in non-residential investment amid
increased federal and provincial infrastructure spending
should offer a counterbalancing effect.

The table below presents TD Economics’ ranking of job
leaders and laggards through 2019. Perhaps least sur-
prising to many is the fact that the areas poised to lag
overall employment growth are consistent with where
the headwinds are likely to be most acute. The near 30%
rise in minimum wages will hit jobs in agriculture, admin-
istrative and support services, retail and accommodation
and food sectors the hardest, with year-to-date results
suggesting a disproportionately negative impact in the
retail sector. Retailers will also face the unenviable mix
of a scaling back in housing-related spending (as hous-
ing activity remains subdued) and the growing trend of
e-commerce. But even though the retail sector will likely

see the softest job performance in 2018-19, the projected Primary industries will also occupy the bottom end of the
losses are only expected to offset part of last year's hefty job growth rankings, hurt by soft momentum heading
increase and are not far off the annual average decline into 2018. Job growth is likely to be on the weaker side
of 0.5% observed from 2012-2016. again next year. However, we expect the pace of decline

- 2012-16 2018-19F Contributions to 2018+

Employment Growth (Ranking) 2017A (%) 19 Average Growth
Average (%) Average (%)
(ppts)

Wholesale Trade 4.1 -5.8 39 0.14
Transportation and Warehousing 0.3 43 3.6 0.17
Professional, Scientific and Technical Services 24 5.7 17 0.15
Manufacturing -0.5 2.6 16 0.17
Educational 19 -13 13 0.09
Info, Culture, Recreation -1.0 -1.7 1.1 0.05
All Industries 1.0 1.8 0.7 0.70
FIRE 2.3 0.9 0.5 0.04
Other* 0.6 -1.8 04 0.03
Construction 21 19 04 0.02
Healthcare 2.2 3.7 0.2 0.02
Accom and Food 2.6 -0.5 0.0 0.00
Public Admin -0.5 49 -0.5 -0.03
Primary and Utilities -20 -7.7 -0.9 -0.02
Retail Trade -0.5 6.9 -1.2 -0.13
* Business, Building and Other Support Services and Other Services categories
Source: Statistics Canada, Forecast by TD Economics as of April 2018.
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CHART 2: JOB GROWTH OFF TO A SOFT START
IN LOWER WAGE INDUSTRIES*

35 Change in Employment, SA, Persons (000s)
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*Sum of jobs in Agriculture, Business, Building and Other Support Services, Accomodation and
Food Services and Retail Trade. Source: Statistics Canada, TD Economics

to ease considerably during 2018-2019 compared to the
outsized drop recorded last year.

Trade-oriented and high-skill services indus-
tries to be leading growth engines

More surprising may be some of the areas that are likely
to lead the way as job generators over the forecast pe-
riod.

Manufacturing, wholesale trade and transportation ser-
vices are expected to be at the top end of the job growth
rankings. Trade policy uncertainty and tax competitive-
ness worries have not been helping the longer-term in-
vestment outlook in export-oriented industries (though
we do note a more positive tone around the NAFTA
discussions recently). Regardless, with the U.S. economy
on track to expand rapidly in 2018-19 and the Canadian
dollar to remain on its back foot in the near term, we
expect export-oriented industries and hiring in general
to be pulled along for the ride. One area that is likely to
exert a drag on hiring within the manufacturing sector is
automotive, where output is projected to recede during
2018-2019. However, the highly capital-intensive nature
of this production should dampen the labour market
impact while other pockets of manufacturing (i.e., ma-
chinery, computers and electronic products, fabricated
metal products) enjoy growth in both output and jobs.

The professional, scientific and technical services (PSTS)
industry should also be a significant source of job cre-
ation, continuing its strong performance seen in recent
years. Further underlying growth in domestic spending
and exports bode well for job growth in PSTS. Moreover,

as companies increase their investment in digital tech-
nologies in order to keep up with the latest innovations
and increase productivity, opportunities for technology
professionals should be well supported. These same fac-
tors are likely to boost demand for telecommunications
and data processing services, supporting hiring in the
information, cultural and recreation industry. However,
increased output in this sector would likely be sourced in
part by productivity gains, muting the impact on hiring.

Public sector hiring is likely to turn in @ more mixed per-
formance. Government spending plans are consistent
with increased employment in priority areas, notably in
education and health, though softer momentum in the
latter sector flags modest net hiring in 2018. In contrast,
employment in public administration has been under-
performing in recent months, perhaps reflecting some
efforts to record efficiencies. Keep in mind that our
forecasts do not include sizeable stimulus presented in
the March 2018 budget, with the fate of policy measures
uncertain ahead of a June election. This would present
an upside risk to employment in health, education and
the broader public service.

Bottom Line

Several notable downside influences will trigger a slow-
down, rather than an outright decline in job creation in
Ontario, with growth likely to slip below trend over the
next few years. However, there are two silver linings to
this outlook. Firstly, output gains and wages are likely
to hold up relatively well as businesses in general move
to raise productivity levels. Secondly, continued above-
trend job growth at this stage of the cycle would lead to
growing labour shortages, which tend to be problematic
from a medium term perspective. With softer job growth
on the horizon, the unemployment rate is likely to tick
back up slightly over the next few months from its cur-
rent multi-decade low.

By industry, hiring is likely to be concentrated in trade
oriented sectors, as well in some of the usual suspects
(i.e., professional, scientific and technical services) that
have led the way structurally in recent years. Conversely,
industries leveraged to a cooling housing market and
those impacted by the sharp increase in the minimum
wage should fall to the low end of the rankings.
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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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