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U.S.

e After an eerily calm few months, a fresh dose of volatility descended across global financial markets this week.

* Top Fed officials speaking this week noted that they are getting ‘closer’ to cutting interest rates. Financial mar-
kets have fully priced the first cut to come in September.

* Retail sales and industrial production data for June came in better than expected, while homebuilding remains
under pressure.

Canada

* Economic data was under the microscope this week, ahead of the Bank of Canada’s interest rate decision on
July 24th. An interest rate cut is universally expected, with both business sentiment and retail sales pointing to
weak demand in Canada’s economy, which should help ease inflation pressures going forward.

* However, if Governor Macklem opts to surprise markets with a hold, he will likely cite a lack of progress on
core inflation metrics in recent months, driven by services inflation moving in the wrong direction recently.

Tech Selloff Pushes Equities Lower

This Week in the Markets

Current* Week Ago 52-Week High 52-Week Low Weekly % Change
Stock Market Indexes S&P/TSX
S&P 500 5545 5615 5667 Mm7 S&P 500
S&P/TSX Comp. 22739 22674 22995 18737
DAX 18220 18748 18869 14687 DAX
FTSE 100 8161 8253 8446 7258 USD:EUR
Nikkei 40064 41191 42224 30527
Fixed Income Yields USD:JPY
U.S. 10-yr Treasury 4.23 418 4.99 3.79 USD:CAD
Canada 10-yr Bond 3.39 3.4 4.24 3.06
Germany 10-yr Bund 2.47 250 2.97 1.90 Gold
UK 10-yr Gilt 412 4m 4.75 3.44 WTI
Japan 10-yr Bond 1.04 1.07 1.10 0.45
Foreign Exchange Cross Rates -3.0 -2.0 1.0 0.0 1.0
C$ (USD per CAD) 073 0.73 0.76 0.72 Note: Data as of 10:18 AM ET, Friday, July 19, 2024.
Euro (USD per EUR) 1.09 1.09 11 1.05 Source: Bloomberg, TD Economics.
Pound (USD per GBP) 1.29 1.30 1.30 1.21 . . "
Yen (JPY per USD) 157.4 1578 1617 1395 Global Official Policy Rate Targets
Commodity Spot Prices™ Central Banks Current Target
Crude Oil ($US/bbl) 804 822 037 68.6 Federal Reserve (Fed Fulnds Rate) 5.25-5.50%
Natural Gas ($US/MMBtu) 2.00 217 13.20 124 Bank of Canada (Overnight Rate) 4.75%
: 5
Copper ($US/met. tonne) 9254.9 9726.9 10800.8 7823.8 European Central Bank (Refi Rate) 4.25%
Gold ($US/troy oz.) 2401.3 2411.4 24691 1820.3 Bank of England (Repo Rate) 5.25%
*As of 10:19 AM on Friday. **Qil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Gold- Bank of Japan (Overnight Rate) 0.10%
London Gold Bullion. Source: Bloomberg. Source: Bloomberg.
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U.S. - Nearing the Pivot Point

After an eerily calm few months, this week brought a
fresh dose of volatility across global financial markets.
The equity selloff was heavily concentrated across the
tech sector, following some speculation that the Biden
administration is considering implementing new rules to
clamp down on companies exporting chipmaking equip-
ment to China. While the selloff widened as the week pro-
gressed, small-cap stocks still managed to end the week
2% higher and are up 8% over the past nine trading days.
The S&P 500 is down nearly 0.5% over that same period.
The recent outperformance has largely been driven by
market participants becoming increasingly confident
that the Fed will begin easing its policy stance over the
coming months. At the time of writing, market odds are
fully priced for the first cut to come in September, with
63 bps of easing expected by year-end.

Based on how recent data has trended, investors have
good reason to suspect that the Fed will likely begin dial-
ing back its policy rate come September. Last week’s CPI
report showed inflationary pressures cooling faster than
expected, while recent readings of the labor market sug-
gest that nearly all the pandemic imbalances have been
restored (Chart 1). Speaking at an event at the Washing-
ton Economic Club this week, Powell reiterated the point
on the labor market, citing “... essentially we're back at
equilibrium”. On inflation, Powell noted that recent read-
ings have “added somewhat to confidence”. Other Fed
officials including Williams and Waller echoed Powell’s
sentiment this week, noting that the improved inflation
trajectory has brought the Fed “closer” to cutting interest
rates and that the current economic data are consistent

Chart 1: U.S. Labor Market Has Normalized to
Pre-Pandemic Levels
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Source: Bureau of Labor Statistics, NFIB, TD Economics.

Chart 2: Q2 U.S. Housing Starts Slip to Lowest Level Since
Pandemic
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with the Fed achieving a ‘soft landing’.

Indeed, economic data out this week support the notion
that while the economy is slowing, it’s not falling off a
cliff. Retail sales were flat in June, but that was largely re-
lated to a sharp pullback in auto sales due to a cyber at-
tack on a software firm that supports car dealers across
the country. Meanwhile, the control retail group - used
in the BEA’s calculation of PCE - rose by a healthy 0.9%
m/m, while revisions to prior months showed a stronger
pace of consumer spending in April/May. Consumer
spending is tracking around 2% annualized for Q2, a
touch higher than Q7's 1.5% but handily below the +3%
pace averaged through the second half of last year.

Meanwhile, industrial production data for June rose by
a respectable 0.6% m/m and recorded its largest quar-
terly gain since Q2-2021. Encouragingly, the manufac-
turing index has now posted gains in four of the last five
months and is closing in on levels not seen since the
Federal Reserve first started hiking interest rates back
in March 2022. Conversely, home building activity con-
tinues to feel the pinch of higher rates, with Q2 housing
starts slipping to a new post-Fed tightening low (Chart
2).

All told, it’'s becoming increasingly clear the U.S. econ-
omy is downshifting from last year’s breakneck rate
of expansion to something closer to a trend-like pace.
Provided the next two inflation readings don’t show any
meaningful reversal in recent trends, the Fed likely has a
clear path to start cutting rates in the coming months.
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Canada - Will the BoC Focus on the Fly or the Ointment?

This week’s economic data was under the microscope
coming ahead of the Bank of Canada (BoC) interest
rate announcement and updated Monetary Policy Re-
port on July 24th. Canada’s inflation data garnered the
highest scrutiny, and it came in lower than consensus
expectations with a 2.7% reading - the slowest pace in
more than three years. This reading cemented market
bets for a quarter-point interest rate cut next week. We
agree that is the most likely outcome, however, a re-
newed uptick in services inflation could spook the BoC
into holding rates steady.

Scratching beneath the surface on CPI inflation, there
is one fly in the ointment. The BoC’s preferred core in-
flation measure didn’t make any progress in June, stuck
at 2.8% year-on-year (y/y) on average (Chart 1). Narrow-
ing in on the most recent three months, core inflation
pressures picked up from 2.5% in May to 2.9% in June. If
the Bank of Canada opts to surprise markets next week
and take a pause on rate cuts, this will likely be the
reason that they cite.

It will come down to how much weight the Bank of Can-
ada puts on this particular fly. Other activity and sen-
timent indicators are sending very clear signals that
the Canadian economy is bending under the weight
of higher rates. The BoC’s Business Outlook Survey
for the second quarter was one such sign. The survey
described business sentiment as low, and the main
factors businesses mentioned were weighing on senti-
ment were: elevated interest rates, weak demand for
non-essential goods and services, and ongoing high

Chart 1: Progress on Core Inflation Has Stalled
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Source: Statistics Canada, TD Economics. Last Observation: June 2024.

Chart 2: BoC Business Outlook Survey Shows Pessimism
on Sales
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costs. Businesses expectations for future sales also re-
mained historically low, and those tied to discretionary
consumer spending are particularly weak (Chart 2).
Businesses also expect growth in their selling prices to
continue easing, which is good news for future prog-
ress on the Bank’s inflation target.

May retail sales were another sign that the consumer
is also weakening. Sales were down more than expect-
ed on the month, with eight of nine industry categories
and nine of ten provinces seeing sales fall. Sales were
also down 0.7% month/month (m/m) in real terms. The
one area to gain ground was motor vehicle and parts
dealers (+0.8% m/m), led by an increase at new car
dealers. Apart from that, there were no other silver lin-
ings in May retail sales. Even the advance retail indica-
tor is pointing to another decline in sales for June.

Now it is over to the BoC’s announcement, which will
also update the bank’s economic forecast. Since the
last update in April, inflation has fallen slightly faster
than the Bank had expected, and growth has been
weaker. What we don’t know is how many rate cuts the
Bank had assumed within that view. But whatever it
was, there is a strong argument for a bit more easing
now. The fact that the U.S. Federal Reserve is also look-
ing like they could cut a bit earlier than was thought
a few months ago helps the case for a BoC cut. That
reduces any BoC worries about spreads widening
too much and weakening the Canadian dollar, which
would complicate their job reining in inflation.
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Recent Key Economic Indicators: Jul 15 - 19, 2024

Reledase . . Data for . .

Economic Indicator/Event ) Units Current Prior

Date Period
United States
Jul1s Empire Manufacturing Jul Index -6.6 -6.0
Jul16 Retail Sales Advance Jun M/M % Chg. 0.0 0.3
Jul16 Retail Sales Ex Auto and Gas Jun M/M % Chg. 0.8 0.3
Jul16 Business Inventories May M/M % Chg. 0.5 0.3
Jul16 NAHB Housing Market Index Jul Index 42.0 43.0
Jul 17 Building Permits Jun Thsd 1446.0 1399.0
Jul 17 Housing Starts Jun Thsd 1353.0 1314.0
Jul17 Capacity Utilization Jun % 78.8 78.3
Jul17 Industrial Production Jun M/M % Chg. 0.6 0.9
Jul17 Manufacturing (SIC) Production Jun M/M % Chg. 0.4 1.0
Jul 18 Initial Jobless Claims Jul13 Thsd 243.0 223.0
Jul15 Manufacturing Sales May M/M % Chg. 0.4 1.4
Jul15 Wholesale Sales ex Petroleum May M/M % Chg. -0.8 2.0
Jul15 BoC Business Outlook Survey Indicator Q2 Index 1.0 1.0
Jul16 Housing Starts Jun Thsd 241.7 264.9
Jul16 Consumer Price Index Jun Y/Y % Chg. 2.7 2.9
Jul16 Consumer Price Index NSA Jun M/M % Chg. -0.1 0.6
Jul16 CPI-Median Jun Y/Y % Chg. 2.6 2.7
Jul16 CPI-Trim Jun Y/Y % Chg. 2.9 2.9
Jul19 Industrial Product Price Jun M/M % Chg. 0.0 0.2
Jul19 Retail Sales May M/M % Chg. -0.8 0.6
Jul19 Retail Sales Ex Auto May M/M % Chg. -1.3 1.7
Jul 17 UK Consumer Price Index Jun Y/Y % Chg. 2.0 2.0
Jul17 EZ Consumer Price Index Jun Y/Y % Chg. 2.5 2.6
Jul 18 EZ ECB Main Refinancing Rate Jul18 % 4.25 4.25
Jul18 IN National Consumer Price Index Jun Y/Y % Chg. 2.8 2.8
Jul19 UK Retail Sales Ex Auto Fuel Jun Y/Y % Chg. -0.2 1.7
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Jul 22 - 26, 2024

Release . . . Data for . Consensus Last
i Economic Indicator/Event Units
Date Period Forecast Period
United States
Jul 23 10:00 Existing Home Sales Jun Mins 4.0 4.1
Jul24 8:30 Advance Goods Trade Balance Jun Blns -98.00 -99.40
Jul 24 9:45 S&P Global US Manufacturing PMI Jul Index 51.4 51.6
Jul 24 9:45 S&P Global US Services PMI Jul Index 55.0 55.3
Jul 24 9:45 S&P Global US Composite PMI Jul Index - 54.8
Jul 24 16:05 Fed Governor Bowman Gives Opening Remarks in Dallas
Jul 25 8:30 Gross Domestic Product (Annualized) Q2 Q/Q % Chg. 1.9 1.4
Jul 25 8:30 Personal Consumption Q2 Q/Q % Chg. 1.7 1.5
Jul 25 8:30 Initial Jobless Claims Jul 20 Thsd - 243.0
Jul 25 8:30 Durable Goods Orders Jun M/M % Chg. 0.5 041
Jul 25 8:30 Cap Goods Orders Nondef Ex Air Jun M/M % Chg. 0.1 -0.6
Jul 26 8:30 Personal Income Jun M/M % Chg. 0.4 0.5
Jul 26 8:30 Real Personal Spending Jun M/M % Chg. 0.2 0.3
Jul 24 9:45 Bank of Canada Rate Decision Jul 24 % 4.50 4.75
Jul 24 9:45 BoC Releases Monetary Policy Report
Jul 25 7:00 CFIB Business Barometer Jul Index - 56.3
Jul 25 8:30 Payroll Employment Change (SEPH) May Thsd - -22.7
Jul 23 20:30 N Jibun Bank Japan PMI Mfg Jul Index - 50.0
Jul 23 20:30 IN Jibun Bank Japan PMI Services Jul Index - 49.4
Jul 25 19:30 JIN Tokyo Consumer Price Index Jul Y/Y % Chg. 2.3 2.3
*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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