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U.S.

* Markets have been weighing the prospect that the Federal Reserve will opt for a 0.5 percentage point cut in the

federal funds rate next week.

* Core consumer price index inflation surprised to the upside, lifted by a strong print from owners’ equivalent rent.

* The breadth of inflation continues to gradually narrow, but a still resilient economy supports the case for a stan-

dard 0.25 point cut at next week’s Fed meeting.

Canada

* Canadian household net worth rose further in the second quarter of 2024, with gains in U.S. equities and de-
posits offsetting declines in real estate and Canadian equities.

* Consumer spending remains muted. TD Spend data shows spending on services slowing down, now tracking
closer to goods spending, as debt servicing costs continue to weigh on household budgets.

* The Bank of Canada is expected to continue its rate-cutting cycle, bringing the policy rate down to 3.75% by
year-end. Stay tuned for our updated economic forecast that will be released next Tuesday.

This Week in the Markets

Current* Week Ago 52-Week High 52-Week Low

Stock Market Indexes
S&P 500 5624 5408 5667 4117
S&P/TSX Comp. 23628 22781 23628 18737
DAX 18674 18302 18931 14687
FTSE 100 8275 8181 8446 7291
Nikkei 36582 36391 42224 30527
U.S. 10-yr Treasury 3.67 3.7 4.99 3.64
Canada 10-yr Bond 2.90 2.96 4.24 2.90
Germany 10-yr Bund 215 217 2.97 1.90
UK 10-yr Gilt 3.78 3.89 4.67 3.44
Japan 10-yr Bond 0.85 0.85 1.10 0.56
C$ (USD per CAD) 0.74 0.74 0.76 0.72
Euro (USD per EUR) m m 112 1.05
Pound (USD per GBP) 1.31 1.31 1.33 1.21
Yen (JPY per USD) 140.6 142.3 161.7 140.6
Crude Oil ($US/bbl) 70.0 67.7 93.7 65.8
Natural Gas ($US/MMBtu) 222 210 13.1 1.24
Copper ($US/met. tonne) 9095.7 8875.5 10800.8 7823.8
Gold ($US/troy oz.) 2577.0 2497.4 2577.0 1820.3
*As of 10:22 AM on Friday. **Qil-WTlI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Gold-
London Gold Bullion. Source: Bloomberg.

Markets Rally Ahead of Fed Decision
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Note: Data as of 10:18 AM ET, Friday, September 13, 2024.
Source: Bloomberg, TD Economics.

Global Official Policy Rate Targets

Central Banks Current Target
Federal Reserve (Fed Funds Rate) 5.25-5.50%
Bank of Canada (Overnight Rate) 4.25%
European Central Bank (Refi Rate) 3.65%
Bank of England (Repo Rate) 5.00%
Bank of Japan (Overnight Rate) 0.25%
Source: Bloomberg.
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U.S. - Here Comes the Cut

After Vice President Harris and former President Trump
took their turn in the spotlight on Tuesday night, focus
turned back to inflation and where the Federal Reserve
is likely to take interest rates from here. Markets were
weighing the possibility that the deteriorating economic
backdrop was opening the door to a 50 basis-point cut
in the Fed Funds rate next week. Alas, inflation didn’t
seem to want to cooperate, as Consumer Price Index
(CPI) inflation clocked in at 2.5%, as expected, with the
core measure surprising to the upside amid an upturnin
shelter prices. Current market pricing puts the odds of a
50 basis-point cut at basically a coin toss, but we think
the state of the economy and the details of the report
argue for a smaller 25 basis-point move next week.

First, and foremost, this week’s report is a minor setback
and not a return to the widespread inflation we saw in
2022. Most of the gain was powered by a strong show-
ing in shelter costs, specifically owners’ equivalent rent
(Chart 1). Growth here ticked up for the month, but this
has been a steady contributor to inflation this cycle.
While the rate could moderate slightly heading into the
fall, it was the strongest print in seven months. Now, im-
portantly, the Fed’s preferred measure looks at core per-
sonal consumption expenditure (PCE) inflation, where
shelter prices carry a smaller weight. So, this upturn
will have a comparably smaller impact on the Fed’s pre-
ferred inflation measure.

As for the two other major inflationary culprits, airfares
and vehicle insurance, there is reason to expect mod-
eration. New and used vehicle prices have cooled sub-

Chart 1: Three Categories Powered Large Bump in Inflation
o Contribution to U.S. Core CPI Inflation, Month/Month % Change
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Source: BLS, TD Economics.

Chart 2: Breadth of CPl Remains a Tad High
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Source: BLS, TD Economics. Last Observation: Aug. 2024.

stantially, and after rising car valuations drove insur-
ance rates higher, this impulse should continue to fade.
On airfares, last month broke a string of negative prints
for the category - an element of giveback that could
easily fade.

All of which is to say, consumer price inflation is gradu-
ally becoming confined to fewer categories (Chart 2).
Taking a lens to the three-month percent change of the
CPI categories, the share of categories with prices still
rising above a three percent (annualized) rate has been
below the pre-pandemic average for the past three
months. After the uptick in inflation last spring, the re-
turn to a downward trajectory is welcome. This trend
will need to continue for few more months still before
the year-on-year prints start to show the same normal-
ization, but things are pointing in the right direction.

The data suggest that the Fed’s policy rate does not
need to be as restrictive as it is, but while former NY
Fed President Dudley this week suggested there was “a
strong case” for a 50 basis- point cut, we think this is
a tad premature. Between this week’s CPI report show-
ing unexpected strength in core consumer prices, the
upside surprise in the producer price index, and a la-
bor market that continues to steadily add jobs, there is
enough strength to suggest aggressively easing mone-
tary policy is not yet warranted. Our view remains that a
25 basis-point cut next week is the most likely outcome,
with two more cuts coming by year-end.
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Canada - Spending Restraint Despite Wealth Gains

In the absence of major Canadian economic releases
this week, the rates market’s head was turned towards
our southern neighbour. Financial markets are leaning
slightly towards a standard 0.25 percentage point cut at
the Federal Reserve rate decision next Wednesday, but
on Friday morning raised the odds of a larger 0.5 point
cut to nearly a coin flip. Bond yields continued to trend
downward as investors sought to lock in rates. Canada’s
10-year government bond yield fell 10 basis points. Mean-
while, the S&P/TSX index hovered near record highs,
buoyed by strength in the resource sector, as gold prices
advanced and oil rebounded. The index ended the week
3.7% higher, with a quarter-to-date gain of 8.0%.

Sparse though it was, the week brought forward several
second-tier data releases. The national balance sheet
and financial flow accounts for the second quarter of
this year showed that Canadian household net worth
grew by $42.4 billion. That was a relatively modest 0.3%
quarter-on-quarter increase, but it built on top of a
healthy 3.6% gain in the first quarter. Gains in U.S. equi-
ties and deposits more than offset declines in real estate
and Canadian equities.

Household wealth growth is expected to accelerate by
the end of the current quarter, barring any major disrup-
tions in equity markets, which are tracking in the black
on both sides of the border. House prices are also rising,
and are expected to finish this quarter strong. Although
some regional housing markets, particularly the Greater
Toronto Area condo market, face headwinds due to sup-
ply-demand imbalances and still-high mortgage rates.

Chart 1: Canada’s Household Wealth Reaches a New Peak
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Source: Statistics Canada, TD Economics.

Chart 2: Canadian Consumers Show Restraint in Spending
on Services
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*Not adjusted for seasonality. Source: TD Economics.

Despite wealth gains, the wealth effect on consumer
spending remains muted, as most wealth is concen-
trated in the top 20% of households who typically have
lower propensity to consume. Furthermore, adjusted for
inflation and population growth, per capita household
wealth has fallen nearly 15% from its 2021 peak. Since
then, real per capita spending has contracted in seven
of the last 11 quarters, underscoring that on aggregate,
economic growth has been largely population-driven
rather than productivity led.

Our internal data shows that while consumer spending
on services is still chugging along, the pace is noticeably
slowing (Chart 2). Services, which had been outpac-
ing goods since 2021, are now tracking much closer to
goods spending. Canadians may still have a nest egg—
whether in real estate or investments—but they are hesi-
tant to spend freely. With debt servicing costs still taking
up 15 cents of every disposable income dollar, it’s no sur-
prise that consumer enthusiasm is tempered.

With services inflation excluding shelter still elevated, a
continued slowdown in services spending helps reduce
the risk of renewed upward pressure on services prices.
This provides peace of mind for the Bank of Canada in
sticking with its course. We expect the Bank continue
cutting its police rate in October, with another reduction
in December, bringing the rate down to 3.75% by year-
end. Stay tuned for our updated economic forecast that
will be released next Tuesday.
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Recent Key Economic Indicators: Sep 09 - 13, 2024
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Release . . Data for .
Economic Indicator/Event . Units
Date Period
United States

Sep 9 Wholesale Trade Sales Jul M/M % Chg.
Sep 9 NY Fed 1-Yr Inflation Expectations Aug %

Sep 10 NFIB Small Business Optimism Aug Index
Sep 11 Consumer Price Index Aug Y/Y % Chg.
Sep 1 Consumer Price Index Aug M/M % Chg.
Sep 1 Consumer Price Index Ex Food and Energy Aug Y/Y % Chg.
Sep 11 Consumer Price Index Ex Food and Energy Aug M/M % Chg.
Sep 12 Initial Jobless Claims Sep 07 Thsd
Sep 12 PPI Ex Food and Energy Aug M/M % Chg.
Sep 12 PPI Final Demand Aug M/M % Chg.

Canada
Wholesale Sales ex Petroleum Jul M/M % Chg.
International

Sep 10 UK ILO Unemployment Rate (3 Mths.) Jul %

Sep 11 UK Monthly Gross Domestic Product Jul 3M/3M % Chg.
Sep 12 EZ ECB Main Refinancing Rate Sep 12 %

Sep 13  CH Retail Sales Aug Y/Y % Chg.
Sep 13  CH Surveyed Jobless Rate Aug %

Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Sep 16 - 20, 2024

Last
Period

Consensus
Forecast

Data for
Period

Release

Units
Date

Time* Economic Indicator/Event

United States

Sep 16 8:30 Empire Manufacturing Sep Index -3.7 -4.7
Sep 17 8:30 Retail Sales Advance Aug M/M % Chg. -0.2 1.0
Sep 17 8:30 Retail Sales Ex Auto and Gas Aug M/M % Chg. 0.3 0.4
Sep 17 9:15 Capacity Utilization Aug % 77.9 77.8
Sep 17 9:15 Industrial Production Aug M/M % Chg. 0.1 -0.6
Sep 17 9:15 Manufacturing (SIC) Production Aug M/M % Chg. -0.1 -0.3
Sep 17 10:00 Business Inventories Jul M/M % Chg. 0.4 0.3
Sep 17 10:00 NAHB Housing Market Index Sep Index 41.0 39.0
Sep 18 8:30 Building Permits Aug Thsd 1410.0 1396.0
Sep 18 8:30 Housing Starts Aug Thsd 1311.0 1238.0
Sep 18 14:00 FOMC Rate Decision (Upper Bound) Sep 18 % 5.25 5.50
Sep 19 8:30 Initial Jobless Claims Sep 14 Thsd - 230.0
Sep 19 10:00 Existing Home Sales Aug Mins 3.90 3.95
Sep 16 8:30 Manufacturing Sales Jul M/M % Chg. 0.7 -2.1
Sep 16 9:00 Existing Home Sales Aug M/M % Chg. - -0.7
Sep 17 8:15 Housing Starts Aug Thsd 245.0 279.5
Sep 17 8:30 Consumer Price Index Aug Y/Y % Chg. 21 2.5
Sep 17 8:30 Consumer Price Index NSA Aug M/M % Chg. 0.1 0.4
Sep 17 8:30 CPI-Median Aug Y/Y % Chg. 2.3 2.4
Sep 17 8:30 CPI-Trim Aug Y/Y % Chg. 2.6 2.7
Sep 17 18:00 BoC's Rogers Speaks at Bloomberg Fireside Chat

Sep 18 13:30 BoC Releases Summary of Deliberations

Sep 19 8:15 BoC's Vincent Speaks at Sherbrooke Chamber of Commerce

Sep 20 8:30 BoC's Macklem Speaks at NBER Conference

Sep 20 8:30 Industrial Product Price Aug M/M % Chg. - 0.0
Sep 20 8:30 Retail Sales Jul M/M % Chg. 0.4 -0.3
Sep 20 8:30 Retail Sales Ex Auto Jul M/M % Chg. - 0.3
Sep 18 2:00 UK Consumer Price Index Aug Y/Y % Chg. 2.2 2.2
Sep 18 5:00 EZ Consumer Price Index Aug Y/Y % Chg. 2.2 2.2
Sep 19 7:00 UK Bank of England Bank Rate Sep 19 % 5.00 5.00
Sep 19 19:30 JN National Consumer Price Index Aug Y/Y % Chg. 3.0 2.8
Sep 20 2:00 UK Retail Sales Ex Auto Fuel Aug Y/Y % Chg. 1.1 1.4

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

This report is provided by TD Economics. Itis 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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