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* Acall for ajumbo cut to head off mortgage reset rates must be assessed carefully. Surprisingly, roughly a quar-
ter of mortgages will reset at a LOWER interest rate next year.

* For those renewing into higher rates, the shock might be milder than expected, given a 30% increase in home
prices and wages. Years of debt repayments have also built equity room, which homeowners, including those
with variable-rate-fixed-payments mortgages, can use to lower payments if needed.

*  While rapid rate cuts can relieve mortgage pressures, they also stoke risks. Restoking housing demand, pulling
forward consumer spending, weakening purchasing power and dampening investment through a softer loonie.
Indeed, there is such a thing as too much of a good thing.

U.S.

* The U.S. economy expanded by a robust 2.8% quarter-on-quarter (annualized) in the third quarter, only a touch
slower than the 3% pace seen in Q2.

Growth in both income and consumer spending picked up in September while core PCE inflation held steady at
2.7% vly.

Employment was essentially flat in October, with the economy adding a meager 12k jobs - well below the
already-low 100k consensus estimate. The ongoing Boeing strike and disruptions related to Hurricanes Helene
and Milton both weighed on the headline.

Markets Remain Volatile Ahead of Election

This Week in the Markets Weekly % Change
Current* Week Ago 52-Week High 52-Week Low S&P/TSX _
Stock Market Indexes
S&P 500 5760 5808 5865 4318 S&P 500 L
S&P/TSX Comp. 24318 24464 24823 19530 DAX I
DAX 19239 19464 19657 15136
FTSE 100 8179 8249 8446 7361 USD:EUR |
Nikkei 38054 37914 42224 31458 USD.JPY .
U.S. 10-yr Treasury 434 424 470 3.62 USD:CAD |
Canada 10-yr Bond 3.29 3.26 3.87 2.87 Gold l
Germany 10-yr Bund 2.40 229 274 1.90
UK 10-yr Gilt 4.45 4.23 4.45 3.44 WTI ]
Japan 10-yr Bond 0.95 0.96 1.10 0.56
30 20 10 0.0 10
C$ (USD per CAD) 0.72 0.72 0.76 0.72 Note: Data as of 11:02 AM ET, Friday, November 1, 2024.
Euro (USD per EUR) 1.09 1.08 112 1.06 Source: Bloomberg, TD Economics.
32?5&”?5, ‘l’fs'; BF) 11_;2% 115'2?3 11éff‘7 11;?6 Global Official Policy Rate Targets
SIS L
Crude Oil ($US/bbl) 703 .8 86.9 65.8 Federal Reserve (Fed Funds Rate) 4.75-5.00%
Natural Gas ($US/MMBtu) 182 1.94 13.20 124 Bank of Canada (Overnight Rate) 3.75%
Copper ($US/met. tonne) 93736 9469.4 10800.8 7954.7 European Central Bank (Refi Rate) 3.40%
Gold ($US/troy oz.) 2744.2 2747.6 2787.6 1940.2 Bank of England (Repo Rate) 5.00%
*As of 11:10 AM on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Gold- Bank of Japan (Overnight Rate) 0.25%
London Gold Bullion. Source: Bloomberg. Source: Bloomberg.
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Canada - Canada’s interest rate conundrum: Too much of a good thing

Last week, we published on the Bank of Canada’s deci-
sion to deliver an outsized 50-basis-point interest rate
cut. Some clients have commented that a faster de-
scent is necessary to head off mortgage renewal risks.
The concern is embedded in the lingering effects of
the pandemic. In 2020, home sales shot up 40% in just
twelve months as the Bank of Canada slashed the poli-
cy rate to near-zero. Homebuyers responded to a once-
in-a-generation deal on mortgage rates. Now as 2025
approaches, those renewing a 5-year mortgage - the
preferred term in Canada - could face sticker shock.

Chart 1 offers some comfort with three key messages:

First, it will likely surprise many that roughly a quarter
of mortgages will reset at a LOWER interest rate. Many
homeowners in the past two years selected shorter
mortgage terms in the hopes that the Bank of Canada
would be cutting rates as renewals hit. Good call! The
savings will be tremendous. Depending on the institu-
tion, the current 5-year mortgage rate is between 4.0%
and 4.7% compared to the prior average transaction
rates of 5.8% to 6.9% for those folks. That’s a huge step
down that will free up disposable income.

Second, the majority of mortgages coming up for re-
newal next year and in 2026 sit at an average rate of
2.5%. There will be upward pressure on monthly pay-
ments for these folks. However, not as much as you
might think. Since 2020, Canadian home prices and
wages have both risen by over 30%. And five years of
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*Fixed rate mortgages. Source: Bank of Canada, TD Economics.

Chart 2: Borrowers’ Proactive Steps Have Reduced
Amortization
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*Variable rate mortgages with fixed payments. Source: TD Economics.

debt paydown has created equity room that could be
taken back up if homeowners want to mitigate the in-
crease in monthly mortgage payments by extending
their amortization.

The benefits of lower rates and higher equity hold true
for variable rate mortgage holders too. Those with
variable payments have already experienced some
rate relief due to 125 basis points in interest rate cuts
so far. For a $500,000 mortgage, this translates to a
$370 reduction in the monthly payment. For borrow-
ers whose payments do not adjust with rate changes,
these reductions will bring benefits at renewal in the
form of either lower monthly payments or a shorter
amortization period. Moreover, it appears that this
group is faring better than initially anticipated when
analysts looked at the data a year ago. Many borrow-
ers have proactively increased their payments, effec-
tively reducing their average amortization period by a
full year (Chart 2).

Lastly, financial risks are further lowered than many
Canadians presume due to past macroprudential
rules. Canada’s mortgage stress test requires mort-
gage applicants to qualify not at their contract rate,
but at an interest rate that is two percentage points
higher, or a floor rate of 5.25%, whichever is higher.
With the 5-year mortgage rate floating at around the
4% mark, homeowners who secured rates in the 2%
range in 2020 remain within the scope of that stress
test. If they qualified then for a mortgage, they should
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be sitting in a better spot today with the benefit of
time and wage gains, presuming there hasn’t been a
change in the household income status. Given the lack
of job losses in the job market, this assumption holds
true for most.

Bottom line, when rates were rising rapidly, mortgage
renewals were on everyone’s mind as a key risk that
required flagging by the Bank of Canada. But it no lon-
ger presents itself as that lurking monster of 2025. By
extension, it’s not the smoking gun for ongoing 50 ba-
sis point rate cuts. It’s important to balance the two-
sided nature of risks. The other side is inadvertently
restoking the housing market, leading to a new cycle
of restrained affordability and debt accumulation.
The Bank must also be mindful of underestimating the

spending impulse. A more rapid rate-cut cycle will pull
forward or front load consumer spending relative to
a gradual cycle. Because data is lagged, by the time
it’s readily observed, the momentum impulse could be
stronger than anticipated and require course correc-
tion. And finally, caution is warranted in creating too
wide an interest rate spread to the U.S.. The loonie has
already broken below a technical threshold by dipping
below 72 cents. Chronic weakness reduces Canada’s
purchasing power abroad, which can become coun-
terproductive to investment because firms source a
significant amount of machinery and equipment from
other countries.

We must remember, there is such a thing as too much
of a good thing.
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U.S. - The U.S. GDP data delivers treats, but the payrolls report plays tricks

Next week all eyes will be on the U.S. elections and the
Federal Reserve meeting. However, this week the focus
has been on the health of the U.S. economy - an impor-
tant reference point for both presidential candidates
and the Fed.

Wednesday’s advanced GDP report showed that the
U.S. economy is alive and well. Coming on the heels of
the solid 3% gain in Q2, the economy expanded by 2.8%
(quarter-over-quarter annualized) in Q3. Consumers
were the belle of the ball, with spending accelerating
to 3.7%, or the fastest pace since Q12023 (Chart 1).

This ongoing resilience was further echoed in Septem-
ber’s personal income and spending report. It showed
that spending increased by 0.5% m/m in September,
outpacing income and indicating that consumers kept
their purse strings open as Q3 wrapped up. Lower
prices at the pump in recent weeks may have boost-
ed confidence, giving consumers some reprieve from
the ever-rising prices elsewhere. On that front, core
PCE deflator - which excludes food and energy - rose
0.3% m/m in September. This held the twelve-month
change steady at 2.7% for the third consecutive month,
but this was largely due to “base effects”. Importantly,
the 3-and-6-month annualized rates of change sit just
above the Fed’s 2% inflation target, suggesting we're
likely to see more downward pressure on the year-ago
measure in the months ahead.

As we noted in a recent report, there are several rea-
sons consumers may have more momentum than
previously anticipated, such as a notable upgrade to

Chart 1: U.S. Consumers Keep the Economy Cruising Along
Quarter/Quarter % Change (Annualized)
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Source: Bureau of Economic Analysis, TD Economics.

Chart 2: Strike, Hurricanes Keep U.S. Employment Flat in
October
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Source: Bureau of Labor Statistics, TD Economics. Last Observation: Oct 2024.

personal income in first half of 2024 and a larger buf-
fer of savings. However, the savings cushion is quickly
dwindling, with the personal saving rate having now
declined for three consecutive months. This suggests
we're likely to see some moderation in consumer
spending to something more consistent with a trend-
like pace of around 2% in the months ahead.

On that note, October’s payroll report was expected to
be a weak one, but still surprised to the downside. The
economy added just 12k jobs in October, well below
the expectation for a 100k gain, while. Adding to the
disappointment, downward revisions shaved 112k from
the two prior months’ gains. The ongoing Boeing strike
helped to cut over 40k from the headline number in
October, while Hurricanes Helene and Milton also likely
had a heavy hand weighing down the payrolls figure.

As a result, the Fed will likely look through October’s
noisy employment data, and instead focus more on
the broader trends showing that the labor market is
decelerating but not necessarily deteriorating. More-
over, with the Fed’s preferred wage metric - the Em-
ployment Cost Index - showing wage pressures now
growing at a pace roughly consistent with 2% inflation,
the FOMC should have all the confidence they need to
continue to gradually reduce the policy rate. We ex-
pect the Fed to cut by 25 basis-points at next week’s
meeting. While this decision seems almost certain, the
U.S. elections remain a wild card, promising to keep
everyone on edge until the final votes are tallied.
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Recent Key Economic Indicators: Oct 28 - Nov 01, 2024

Release . . Data for . .
Economic Indicator/Event ) Units Current Prior
Date Period
United States
Oct 29 Advance Goods Trade Balance Sep Blns -108.2 -94.2
Oct 29 S&P Corelogic CS 20-City NSA Aug Y/Y % Chg. 5.2 5.9
Oct 29 S&P CorelLogic CS US HPI NSA Aug Y/Y % Chg. 4.3 4.9
Oct 29 Conf. Board Consumer Confidence Oct Index 108.7 99.2
Oct 29 Job Openings Sep Mins 7.44 7.86
Oct 30 ADP Employment Change Oct Thsd 233.0 159.0
Oct 30 Gross Domestic Product (Annualized) Q3 Q/Q % Chg. 2.8 3.0
Oct 30 Personal Consumption Q3 Q/Q % Chg. 3.7 2.8
Oct 30 Pending Home Sales Sep M/M % Chg. 7.4 0.6
Oct 31 Core PCE Price Index Sep M/M % Chg. 0.3 0.2
Oct 31 Core PCE Price Index Sep Y/Y % Chg. 2.7 2.7
Oct 31 PCE Price Index Sep M/M % Chg. 0.2 0.1
Oct 31 PCE Price Index Sep Y/Y % Chg. 2.1 2.3
Oct 31 Initial Jobless Claims Oct 26 Thsd 216.0 228.0
Oct 31 Personal Income Sep M/M % Chg. 0.3 0.2
Oct 31 Real Personal Spending Sep M/M % Chg. 0.4 0.2
Nov 1 Average Hourly Earnings Oct M/M % Chg. 0.4 0.3
Nov 1 Change in Nonfarm Payrolls Oct Thsd 12.0 223.0
Nov 1 Unemployment Rate Oct % 4.1 4.1
Nov 1 S&P Global US Manufacturing PMI Oct Index 48.5 47.8
Nov 1 ISM Manufacturing Oct Index 46.5 47.2
Oct 31 CFIB Business Barometer Oct Index 55.8 55.1
Oct 31 Gross Domestic Product Aug M/M % Chg. 0.0 0.1
Oct 31 Payroll Employment Change (SEPH) Aug Thsd 13.5 39.5
Oct28 IN Jobless Rate Sep % 2.4 2.5
Oct 30 EZ Gross Domestic Product SA Q3 Y/Y % Chg. 0.9 0.6
Oct30 N Retail Sales Sep Y/Y % Chg. 0.5 3.1
Oct 30 CH Manufacturing PMI Oct Index 50.1 49.8
Oct 31 EZ Consumer Price Index Estimate Oct Y/Y % Chg. 2.0 1.7
Oct 31 EZ Unemployment Rate Sep % 6.3 6.3
Oct 31 IN Jibun Bank Japan PMI Mfg Oct Index 49.2 49.0
Oct 31 CH Caixin China PMI Mfg Oct Index 50.3 49.3
*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: November 04 - 08, 2024

Release _. . . Data for . Consensus
im Economic Indicator/Event . Units
Date Period Forecast
United States
Nov 04 10:00 Factory Orders Sep M/M % Chg. -0.4 -0.2
Nov 04 10:00 Factory Orders Ex Trans Sep M/M % Chg. - -0.1
Nov 04 10:00 Durable Goods Orders Sep M/M % Chg. - -0.8
Nov 04 10:00 Cap Goods Orders Nondef Ex Air Sep M/M % Chg. - 0.5
Nov 05  8:30 Trade Balance Sep Blns -74.5 -70.4
Nov 05 10:00 ISM Services Index Oct Index 53.5 54.9
Nov 06  9:45 S&P Global US Services PMI Oct Index 55.3 55.3
Nov 06  9:45 S&P Global US Composite PMI Oct Index - 54.3
Nov 07 8:30 Unit Labor Costs 3Q Q/Q % Chg. 0.8 0.4
Nov 07  8:30 Initial Jobless Claims Nov 02 Thsd - 216.0
Nov 07 10:00 Wholesale Trade Sales Sep M/M % Chg. - -041
Nov 07 14:00 FOMC Rate Decision (Upper Bound) Nov 07 % 4.75 5.00
Nov 08 11:00 Fed's Bowman Speaks on Banking Topics
Nov 04 10:30 Bank of Canada releases Market Participants Survey
Nov 05  8:30 Int'l Merchandise Trade Sep Blns - -11
Nov 05 13:30 Bank of Canada releases Summary of Deliberations
Nov 06 12:40 Senior Deputy Governor speeks at Economic Club of Canada
Nov 08 8:30 Net Change in Employment Oct Thsd 39.0 46.7
Nov 08 8:30 Unemployment Rate Oct % 6.50 6.5
Nov 08 10:30 Deputy Governor speeks at European Central Bank
NovO7 5:00 EZ Retail Sales Sep Y/Y % Chg. 1.3 0.8
Nov 07 7:00 UK Bank of England Bank Rate Nov 07 % 4.8 5.0
Nov 08 20:30 CH Consumer Price Index Oct Y/Y % Chg. 0.3 0.4
*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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