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Highlights

United States

The Federal Reserve held the policy rate steady at 5.25-5.5% at its final interest rate announcement of the year.

However, a markdown in the FOMC'’s interest rate projections and little pushback from Chair Powell in the press confer-
ence on the recent pull-forward in rate cut timing pressured yields across the curve significantly lower.

However, with inflationary pressures accelerating in November and retail sales holding up much better than expected
through the first month of the holiday shopping season, markets may be getting a bit ahead of themselves expecting rate
cuts so soon.

Canada

Shifting central bank tone has given investors an early Christmas present, setting off a Santa Claus rally in both equity
and bond markets.

The real estate market continues to lead Canada’s economic slowdown. Housing sales, prices, and starts all declined, as
mortgage rates remain at elevated levels.

Next week we get a fresh release of Canadian inflation, which is expected to show another deceleration on the back of
falling gasoline prices.

s e M N e Stocks Surge on Expectations for Rate Cuts
Weekly % Change
Current* Week Ago 52-Week High  52-Week Low
S&P/TSX
Stock Market Indexes
S&P 500 4713 4604 4720 3783 S&P 500
S&P/TSX Comp. 20664 20332 20779 18737 DAX
DAX 16731 16759 16794 13885
FTSE 100 7577 7554 8014 7257 USD:EUR
Nikkei 32971 32308 33753 25717 USD-JPY
Fixed Income Yields
U.S. 10-yr Treasury 3.91 4.23 4.99 3.31 USD:CAD
Canada 10-yr Bond 3.12 3.37 4.24 2.72 Gold
Germany 10-yr Bund 2.04 2.28 2.97 2.02
UK 10-yr Gilt 3.72 4.04 4.75 3.01 WTI
Japan 10-yr Bond i 0.70 0.77 0.96 0.25 3.0 20 1.0 00 10 20 30
Foreign Exchange Cross Rates
C$ (USD per CAD) 0.75 0.74 0.76 0.72 Note: Data as of 10:05 AM ET, Friday, December 15, 2023.
Euro (USD per EUR) 1.09 1.08 112 1.05 Source: Bloomberg, TD Economics.
Pound (USD per GBP) 127 1.25 1.31 118 — _
Yen (JPY per USD) 141.8 145.0 151.7 127.9 Global Official Policy Rate Targets
Commodity Spot Prices** Central Banks Current Target

Crude Oil ($US/bbl) N7 71.2 93.7 66.7 Federal Reserve (Fed Funds Rate) 5.25-5.50%
Natural Gas ($US/MMBtu) 2.39 2.57 7.49 177 Bank of Canada (Overnight Rate) 5.00%
Copper ($US/met. tonne) 8460.5 8366.3 9330.8 7823.8 European Central Bank (Refi Rate) 4.50%
Gold ($US/troy oz.) 2033.2 2004.7 2072.2 1776.9 Bank of England (Repo Rate) 5.25%
*As of 10:03 AM on Friday. **Qil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Bank of Japan (Overnight Rate) -0.10%
Gold-London Gold Bullion. Source: Bloomberg. Source: Bloomberg.
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U.S. - December FOMC Announcement Comes With ‘Dovish Undertones’

Volatility in the U.S. Treasury market has been a key theme
over the past year. This has largely been driven by market
participants repeatedly pulling-forward rate cut expecta-
tions, only to be reined in by a more cautious Fed concerned
of the asymmetric risks of stopping short. That dance is
again underway, with markets pulling forward their bets on
the timing of the first rate cut to Q1-2024 and pricing for
five 25 basis-point (bp) cuts over the course of next year. The
only difference this time is policymakers seem less perturbed
by the change in view.

At its final interest rate announcement of the year, the Fed-
eral Reserve held the policy rate steady at a range of 5.25%-
5.5%. However, both the accompanying statement and the
refreshed economic projections had ‘dovish’ undertones.
Tweaks to the Fed’s statement suggested that while further
tightening remains possible, it’s becoming less probable. This
point was reaffirmed in the updated economic projections,
which showed 75 bps of rate cuts in 2024 (previously 50
bps), followed by another 100 bps of easing in 2025 (Chart
1). The additional cuts were supported by a more benign in-
flation outlook, with the FOMC lowering its 2023 and 2024
core PCE forecast to 3.2% (previously 3.7%) and 2.4% (pre-
viously 2.6%), respectively. Meanwhile, the 2024 projections
for GDP (1.4%) and the unemployment rate (4.1%) were
little changed.

During the press conference, Fed Chair Powell had multiple
opportunities to push back on the recent re-pricing in mar-
ket expectations, but instead opted to play it down the mid-
dle. Up until this week, the FOMC had remained emphatic

that talks of rate cuts were ‘premature’. However, during the
p ) g

Chart 1: FOMC Lowers Policy Rate Trajectory for 2024 and
2025
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Chart 2: U.S. 10-Year Yield Down Significantly From Mid-
October Highs
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press conference, Powell noted that Committee members
were now in the “early stages of that loosening discussion”.
Investors used the messaging as reaffirmation of its view of
earlier rate cuts, which fueled a rally in equities and put fur-
ther downward pressure on Treasury yields. At the time of
writing, the 10-year yield is down 30 bps for the week and
at 3.93%, is now over 100 bps below its cyclical high of 5%
reached back in mid-October (Chart 2).

We remain of the view that market pricing has gotten a bit
ahead of itself. Data out this week showed that the consumer
is still holding up reasonably well, while further progress on
the inflation front is likely to come more slowly. Indeed, the
November reading of CPI showed an acceleration in core
inflation, as continued declines in goods prices were more
than offset by stronger service-side price pressures.

While we did see considerable breadth in the number of
goods categories showing price declines, further downward
pressure seems limited. Retail sales data for November
showed demand holding up better than expected through
the busy holiday shopping season. Moreover, with spend-
ing still tracking a healthy 2.5% for the fourth quarter, re-
tailers will hardly feel pressed to extend recent discounts.
This means a further loosening in the labor market will be
required to cool demand and maintain further downward
pressure on inflation. From that perspective, Fed officials are
unlikely to get the confirmation they need to begin easing
the policy rate until mid-2024.

Thomas Feltmate, Director & Senior Economist| 416-944-5730
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Canada - Cuts! The Herald Angels Sing

Central banks have given investors an early Christmas
present. With economic momentum fading and inflation
decelerating more decisively, central banks' tone has shift-
ed dramatically. The higher for longer narrative is being
dampened, with expectations for policy rate cuts coming
into greater focus (Chart 1). This has set off a Santa Claus
rally in both equity and bond markets.

Evidence of Canada's slowing economy keeps coming in.
Real estate has been front and center, leading the decline
ever since the Bank of Canada (BoC) hiked rates in June
and July. Existing home sales data this week showed anoth-
er drop in sales and prices, leaving resale activity down by
17% from the spring 2023 peak and causing a near 7% cor-
rection in house prices. This likely spurred November's big
22% drop in new housing starts data released Friday. The
outlook over the next few months doesn’t look favourable
either. Mortgage rates have come off their highs, but they
are still at elevated levels. And it won't be until the BoC
starts to cut rates before we are likely to see a meaningful
upturn in housing activity.

'The economic slowdown is also coming through in con-
sumer spending. As we highlighted in our note last week
mortgage holders are paring back spending as more bor-
rowers renew/reset at higher interest rates. Household fi-
nancial data out this week showed that consumers are now
allocating a record amount of their income to pay their
debts. This is a key reason why consumer spending per cap-
ita has been on the decline for most of 2023. Don't expect

Chart 1: Yields Easing on Expectations for BoC Cuts
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Chart 2: Canadian Inflation Set to Ease Again Next Week
Canadian CPI, Year/Year % Change
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things to get much better. We find that mortgage hold-
ers who are set to renew in 2024 have yet to adjust their
spending significantly. If borrowing rates don't come down
quickly, expect further weakness in consumer spending.

Softer consumer demand has started to force greater dis-
counting amongst retailers. Prices have been cut signifi-
cantly for goods tied to real estate (furniture and appli-
ances), and now we are seeing discounting for flights and
hotels. At the same time, consumers have got some relief
from lower gasoline prices. We will get another reading on
inflation with the release of Canadian CPI for November
next week. We are expecting headline inflation to deceler-
ate again, reaching 2.8% year-on-year (y/y) in November
(Chart 2). Importantly, this would bring inflation back into
the BoC's 1% to 3% target range.

Easing headline inflation will certainly encourage the BoC,
but it will need to see follow through on core inflation. The
average of the BoC's core measures is running at 3.6% y/y,
which is being driven by services inflation. Employee wage
gains are still rolling at close to 5% y/y, so it is no surprise
that services inflation has been running at effectively that
same rate (4.6% y/y). The Bank will want to see further
weakening in the labour market, which should slow the
pace of wage gains and raise confidence that core inflation
rates will decelerate more decisively going forward. We ex-
pect this to occur in early 2024, which would allow the
BoC to execute on rate cuts by the spring.

James Orlando, CFA, Director & Senior Economist | 416-413-3180
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Recent Key Economic Indicators: Dec 11 - 15, 2023

Release Economic Indicator/Event Dota. for Units Current Prior

Date Period

United States
Dec NY Fed 1-Yr Inflation Expectations Nov % 3.36 3.57
Dec 12 NFIB Small Business Optimism Nov Index 90.6 90.7
Dec 12 Consumer Price Index Nov M/M % Chg. 0.1 0.0
Dec 12 Consumer Price Index Nov Y/Y % Chg. 3.1 3.2
Dec 12 Consumer Price Index Ex Food and Energy Nov M/M % Chg. 0.3 0.2
Dec 12 Consumer Price Index Ex Food and Energy Nov Y/Y % Chg. 4.0 4.0
Dec 13 PPl Ex Food and Energy Nov M/M % Chg. 0.0 0.0
Dec 13 PPI Final Demand Nov M/M % Chg. 0.0 -0.4
Dec 13 FOMC Rate Decision (Upper Bound) Dec 13 % 5.50 5.50
Dec 13 Interest on Reserve Balances Rate Dec 13 % 5.40 5.40
Dec 14 Initial Jobless Claims Dec 9 Thsd 202.0 221.0
Dec 14 Retail Sales Advance Nov M/M % Chg. 0.3 -0.2
Dec 14 Retail Sales Ex Auto and Gas Nov M/M % Chg. 0.6 0.1
Dec 14 Business Inventories Oct M/M % Chg. -041 0.2
Dec 15 Empire Manufacturing Dec Index -14.5 9.1
Dec 15 Capacity Utilization Nov % 78.8 78.7
Dec 15 Industrial Production Nov M/M % Chg. 0.2 -0.9
Dec 15 Manufacturing (SIC) Production Nov M/M % Chg. 0.3 -0.8
Dec 15 S&P Global US Composite PMI Dec Index 51.0 50.7
Dec 15 S&P Global US Manufacturing PMI Dec Index 48.2 49.4
Dec 15 S&P Global US Services PMI Dec Index 51.3 50.8
Canada
Dec 14 Manufacturing Sales Oct M/M % Chg. -2.8 0.4
Dec 14 Existing Home Sales Nov M/M % Chg. -0.9 -5.6
Dec 15 Housing Starts Nov Thsd 212.6 272.3
Dec 15 Wholesale Sales ex Petroleum Oct M/M % Chg. -0.5 -0.6
International
Dec 13 UK Monthly GDP Oct 3M/3M % Chg. 0.0 0.0
Dec14 UK Bank of England Bank Rate Dec 14 % 5.25 5.25
Dec 14 EZ ECB Main Refinancing Rate Dec 14 % 450 450
Dec14  JN lJibun Bank Japan PMI Mfg Dec Index 47.7 48.3
Dec14  CH Retail Sales Nov Y/Y % Chg. 10.1 7.6
Dec14 CH Surveyed Jobless Rate Nov % 5.0 5.0
*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Dec 18 - 22, 2023
Release Time* Economic Indicator/Event Dcto. for Units Consensus LO_St
Date Period Forecast Period
United States
Dec 18 10:00 NAHB Housing Market Index Dec Index 37.0 34.0
Dec 19 8:30 Building Permits Nov Thsd 1460.0 1498.0
Dec 19 8:30 Housing Starts Nov Thsd 1360.0 1372.0
Dec 19 12:30 Fed's Bostic Speaks on US Economy, Business Outlook
Dec 20 10:00 Existing Home Sales Nov Mins 3.77 3.79
Dec 20 10:00 Conf. Board Consumer Confidence Dec Index 103.7 102.0
Dec 21 8:30 Gross Domestic Product Annualized Q3 Q/Q % Chg. 5.2 5.2
Dec 21 8:30 Personal Consumption Q3 Q/Q % Chg. 3.6 3.6
Dec 21 8:30 Initial Jobless Claims Dec 16 Thsd 215.0 202.0
Dec 22 8:30 Personal Income Nov M/M % Chg. 0.4 0.2
Dec 22 8:30 Real Personal Spending Nov M/M % Chg. 0.2 0.2
Dec 22 8:30 PCE Deflator Nov Y/Y % Chg. 2.8 3.0
Dec 22 8:30 Durable Goods Orders Nov M/M % Chg. 2.2 -5.4
Dec 22 8:30 Cap Goods Orders Nondef Ex Air Nov M/M % Chg. 0.1 -0.3
Dec 22 10:00 New Home Sales Nov Thsd 689.0 679.0
Canada
Dec 19 8:30 Consumer Price Index NSA Nov M/M % Chg. -0.2 01
Dec 19 8:30 Consumer Price Index Nov Y/Y % Chg. 2.8 3.1
Dec 19 8:30 Industrial Product Price Nov M/M % Chg. - -1.0
Dec 20 13:30 Bank of Canada Releases Summary of Deliberations
Dec 21 8:30 Payroll Employment Change (SEPH) Oct Thsd - 221
Dec 21 8:30 Retail Sales Oct M/M % Chg. 0.8 0.6
Dec 21 8:30 Retail Sales Ex Auto Oct M/M % Chg. - 0.2
Dec 22 8:30 Gross Domestic Product Oct M/M % Chg. - 0.1
International
Dec 19 0:00 JN BOJ Policy Balance Rate Dec 19 % -0.10 -0.10
Dec 19 5:00 EZ Consumer Price Index Nov Y/Y % Chg. 2.4 2.4
Dec 20 2:00 UK Consumer Price Index Nov Y/Y % Chg. 4.3 4.6
Dec 21 18:30 IN Consumer Price Index Nov Y/Y % Chg. 2.7 3.3
Dec 22 2:00 UK Retail Sales Ex Auto Fuel Nov Y/Y % Chg. -1.5 -2.4
Dec 22 2:00 UK Gross Domestic Product Q3 Y/Y % Chg. 0.6 0.6
*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Disclaimer

This report s 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 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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