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U.S.

* The retail sales report once again reinforced the message that the U.S. consumer continues to brush off head-

winds.

* Personal income growth, some remaining pandemic savings, and a healthy labor market should help to support
trend-like growth in personal consumption expenditures into early 2025.

¢ A still healthy labor market, and a commitment to data dependency means a measured and deliberate ap-

proach to interest rate reductions.

Canada

* Canadian inflation made headlines this week with a big downwards move, pushing below the central bank’s

2% target.

* The housing market is starting to stir, with resale activity jumping in September. At the same time, listings
have surged, as sellers test out the market following nearly two years of housing market uncertainty.

* The easing in inflation has raised odds that the BoC follows the Fed with an outsized 50 basis point cut at its

policy meeting next week.

This Week in the Markets

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

Stock Market Indexes
S&P 500 5856 5815 5860 4117
S&P/TSX Comp. 24757 2447 24757 18737
DAX 19643 19374 19643 14687
FTSE 100 8338 8254 8446 7291
Nikkei 38982 39606 42224 30602
U.S. 10-yr Treasury 4.07 4.10 4.99 3.62
Canada 10-yr Bond 313 3.22 4.20 2.87
Germany 10-yr Bund 218 2.27 2.93 1.90
UK 10-yr Gilt 4.07 421 4.67 3.44
Japan 10-yr Bond 0.98 0.95 1.10 0.56
C$ (USD per CAD) 0.72 0.73 0.76 0.72
Euro (USD per EUR) 1.09 1.09 112 1.06
Pound (USD per GBP) 1.30 1.31 1.34 1.21
Yen (JPY per USD) 149.7 1491 161.7 140.6
Crude Oil ($US/bbl) 69.2 75.6 89.4 65.8
Natural Gas ($US/MMBtu) 219 2.31 13.20 1.24
Copper ($US/met. tonne) 9384.9 9650.5 10800.8 7879.8
Gold ($US/troy oz.) 2715.9 2656.6 2715.9 1940.2
*As of 10:59 AM on Friday. **Oil-WTl, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Gold-
London Gold Bullion. Source: Bloomberg.

Qil Sinks on Downbeat Demand Outlook
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Note: Data as of 11:12 AM ET, Friday, October 18, 2024.
Source: Bloomberg, TD Economics.
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U.S. - Slow and Steady

U.S. Treasury yields were on the rise again this week
(Chart 1) as a brighter picture of the consumer pared
back rate cut bets. The September retail sales report
once again reinforced the message that the consumer
continues to plow ahead, brushing off headwinds from
higher rates and two years’ worth of rapid cost-of-liv-
ing increases. Policymakers and markets continue to
assess that interest rates need to fall further, but the
timing and level of where they ultimately land remains
hotly debated.

Data are streaming in and showing consumers, the
backbone of the U.S. economy, are willing and able to
spend on goods and services at a healthy pace. Retail
sales figures for September rose 0.4% month-on-month,
beating out economists’ expectations. Moreover, the
“control group” of less volatile expenditure categories
surged 0.7% for the month as spending on clothing, per-
sonal care and miscellaneous goods surged. With stron-
ger than expected economic news, bond yields surged,
rising 6 basis points (bps) through Thursday’s close.

The print suggests plenty of momentum in consumption
expenditures into the third quarter, providing a fillip to
GDP growth. However, strong doesn’t mean that mon-
etary policy isn’t exerting pressure on households. Sales
of motor vehicle dealers were down marginally, as were
expenditures on furniture and electronics stores (Chart
2). These categories of goods are more interest rate sen-
sitive, leaving them most susceptible to the still elevated
interest rate environment.

Chart 1: Yields Rise Again on Strong Retail Sales
Report
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Source: Federal Reserve Board, TD Economics. Last Observation: Oct. 17, 2024
Note: Data for holidays have been interpolated.

Chart 2: Rate Sensitive Goods Lags Broader
Retail Spending Growth
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Source: Census Bureau, Haver Analytics, TD Economics.

However, as we noted this week, the recent upward re-
vision to personal income means households are still
holding excess savings that can be deployed. While the
funds are mostly concentrated among higher income
households that are less likely to spend, their availabil-
ity means that demand for durable goods could rise as
interest rates slowly fall. This sentiment was echoed by
Fed Governor Waller this week, when he noted that his
“business contacts believe that there is considerable
pent-up demand for durable goods, home improve-
ments and other big-ticket items”.

While the labor market is gradually rebalancing, per-
sonal income growth is still robust and some remain-
ing pandemic savings should help to support trend-like
growth in personal consumption expenditures into early
2025. Carefully balancing strong growth and a healthy
labor market against the risks of a flare-up in inflation
will likely leave the Fed adopting a relatively cautious
and data dependent approach to interest rates - cau-
tion Governor Waller reiterated stating, “monetary pol-
icy should proceed with more caution on the pace of
rate cuts than was needed at the September meeting.”

Policy remains highly restrictive, and more easing is on
the way. A still healthy labor market, and a commitment
to data dependency means a measured and deliberate
approach to policy. This leaves us thinking the Fed will
deliver two more quarter point cuts through 2024.
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Canada - Canadian Inflation Drops Below Target

It was a busy data week ahead of the Bank of Cana-
da’s (BoC) upcoming policy meeting. Canadian Con-
sumer Price Index (CPI) inflation made headlines with
a big downwards move in September, pushing below
the central bank’s 2% target (Chart 1). We also got an-
other reading on the housing market, which is starting
to show signs of life in response to recent rate cuts. Fi-
nancial markets have responded, pricing a higher like-
lihood that the BoC will swing for a larger 50 bp cut.

Headline inflation clocked in at 1.6% year-on-year (y/y)
in September, reaching below the central bank’s tar-
get for the first time since early 2021. While this drop
was expected given September’s 7% monthly drop in
gasoline prices, it speaks to the impact of the central
bank’s hiking cycle on the Canadian economy. The in-
terest sensitive goods category is firmly in deflation at
-1% y/y, whereas inflation excluding the impact of shel-
ter prices is running at just 0.4% vy/y.

In terms of core inflation, the average of the BoC’s two
metrics is holding steady at 2.4% y/y. Encouragingly,
the three-month annualized pace of core eased to
21% (from 2.3% in August). This points to further im-
provement in the annual pace of core inflation in the
coming months. Further adding to this narrative is the
fact that other measures of core inflation — CPI exclud-
ing food and energy and the BoC’s old core measure
(CPIX) - are sitting at 1.6% on a three-month basis. This
cements the need for more rate cuts.

The biggest beneficiary from the BoC’s easing cycle
is typically the housing market. While the market re-

Chart 1: Inflation Pushes Below the BoC's 2% Target

Canadian CPI, Year/Year % Change
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Source: Bank of Canada, Statistics Canada, TD Economics.

Chart 2: Canada Housing Market Looking for Direction
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Source: CREA, TD Economics.

sponse to rate cuts hasn’t come to a boil like many
would have expected, it is starting to stir. Housing
sales jumped nearly 2% in September and are up 6%
since rate cuts started in June. But at the same time,
listings are up over 9%, as sellers test out the market
following nearly two years of housing market uncer-
tainty. This has the sales-to-listings ratio on the de-
cline, which has limited the potential acceleration in
house price growth (Chart 2). We expect this to give
way in the coming months once the recent wave of
listings has been cleared. This should jolt the housing
market, pushing sales and prices higher.

That brings us to the BoC’s policy decision next week.
The bank has executed three straight cuts of 25 bps,
highlighting the need to help economic growth reac-
celerate and avoid a hard landing. The argument for
a 25 bp cut is that there is still clear strength coming
from the jobs market, with wage growth running well
above inflation. This will support consumer spending,
which we think is starting to accelerate heading into
the holiday shopping season. Now, the case for a 50
bp move is coming from the fact that Q3 GDP growth is
tracking well below the BoC’s forecast (even if it should
rebound in Q4) and headline inflation is below target.
The central bank will have to downgrade its forecast
for both on Wednesday and can use this as cover to
justify a 50. Despite market pricing shifting towards 50
bps, we still think 25 bps is the right move given the
arguments above. Next week’s decision is turning out
to be a nail biter, but either way, rates will continue to
head lower.
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Recent Key Economic Indicators: Oct 14 - 18, 2024

. . Data for .
Economic Indicator/Event . Units Current
Period
United States
Oct 14 NY Fed 1-Yr Inflation Expectations Sep % 3.0 3.0
Oct 15 Empire Manufacturing Oct Index -11.9 1.5
Oct 17 Initial Jobless Claims Oct 12 Thsd 241.0 260.0
Oct 17 Retail Sales Advance Sep M/M % Chg. 0.4 0.1
Oct 17 Retail Sales Ex Auto and Gas Sep M/M % Chg. 0.7 0.3
Oct 17 Capacity Utilization Sep % 77.5 77.8
Oct 17 Industrial Production Sep M/M % Chg. -0.3 0.3
Oct 17 Manufacturing (SIC) Production Sep M/M % Chg. -0.4 0.5
Oct 17 Business Inventories Aug M/M % Chg. 0.3 0.3
Oct 17 NAHB Housing Market Index Oct Index 43.0 1.0
Oct 18 Building Permits Sep Thsd 1428.0 1470.0
Oct 18 Housing Starts Sep Thsd 1354.0 1361.0
Oct 15 Consumer Price Index Sep Y/Y % Chg. 1.60 2.00
Oct 15 Consumer Price Index NSA Sep M/M % Chg. -0.40 -0.20
Oct 15 Wholesale Sales ex Petroleum Aug M/M % Chg. -0.60 0.30
Oct 15 Existing Home Sales Sep M/M % Chg. 1.90 1.30
Oct 16 Housing Starts Sep Thsd 223.8 213.0
Oct 16 Manufacturing Sales Aug M/M % Chg. -1.30 1.10
Oct 15 UK ILO Unemployment Rate (3 Mths.) Aug % 4.0 41
Oct 16 UK Consumer Price Index Sep Y/Y % Chg. 1.7 2.2
Oct 17 Ez Consumer Price Index Sep Y/Y % Chg. 1.7 2.2
Oct 17 Ez ECB Main Refinancing Rate Oct 17 % 3.40 3.65
Oct 17 JN National Consumer Price Index Sep Y/Y % Chg. 2.5 3.0
Oct 17 CH Gross Domestic Product Q3 Y/Y % Chg. 4.6 4.7
Oct17  CH Retail Sales Sep Y/Y % Chg. 3.2 2.1
Qct 17 CH Surveyed Jobless Rate Sep % 5.1 5.3
Oct 18 UK Retail Sales Ex Auto Fuel Sep Y/Y % Chg. 4.0 2.2
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Oct 21 - 25, 2024

Release . . . Data for . Consensus Last
i Economic Indicator/Event i Units :
Date Period Forecast Period
United States
Oct 21 8:55 Fed's Logan Speaks at SIFMA Annual Meeting
Oct 21 13:00 Fed's Kashkari Participates in Townhall Event
Oct 21 17:05 Fed's Schmid Speaks on Economic and Monetary Policy Outlook
Oct 21 18:40 Fed's Daly Speaks in Moderated Discussion
Oct 22 9:00 ECB's Centeno Speaks in Washington
Oct 22 10:00 Fed's Harker Speaks at Fintech Conference
Oct 23 10:00 Existing Home Sales Sep Mins 3.9 3.9
Oct 24 8:30 Initial Jobless Claims Oct 19 Thsd - 241.0
Oct 24 9:45 S&P Global US Manufacturing PMI Oct Index - 47.3
Oct 24 9:45 S&P Global US Services PMI Oct Index - 55.2
Oct 24 9:45 S&P Global US Composite PMI Oct Index - 54.0
Oct 24 10:00 New Home Sales Sep Thsd 713.0 716.0
Oct 25 8:30 Durable Goods Orders Sep M/M % Chg. -1.0 0.0
Oct 25 8:30 Cap Goods Orders Nondef Ex Air Sep M/M % Chg. - 0.3
Oct 22 8:30 Industrial Product Price Sep M/M % Chg. - -0.8
Oct 23 9:45 Bank of Canada Rate Decision Oct-24 % 3.8 4.3
Oct 25 8:30 Retail Sales Aug Y/Y % Chg. 0.5 0.9
Oct 25 8:30 Retail Sales Ex Auto Aug M/M % Chg. 25.0 0.4
Oct 23 20:30 JN Jibun Bank Japan PMI Mfg Oct Index - 49.7
Oct 24 19:30 JN Tokyo Consumer Price Index Oct Y/Y % Chg. 1.8 2.1
*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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