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Highlights

United States

Fed Chair Powell signaled a meeting-by-meeting approach on changes to the fed funds rate, opting to evaluate incoming
data and fine-tune interest rates to help temper inflation.

'The second quarter’s GDP release showed an economy that continues to chug along at a solid pace — exceeding expecta-
tions for a steeper slowdown.

'The Fed will keep rates in restrictive territory into next year so, even if a recession is avoided, tepid economic growth is
to be expected.

Canada

Canadian GDP growth has pointed to a new cruising speed, as the country worked through several shocks, including the
public sector strike and wildfire shutdowns.

'The BoC’s summary of deliberations signaled the central bank is trying to strike the right balance between bringing infla-
tion back to target without putting too much pressure on the economy.

With underlying data pointing to inflation being stuck around 3%, the BoC appears to be leaning hawkishly, which has
kept yields elevated and supported the loonie.

This Week in the Markets Oil Surges, Equites Grinding Higher

Weekly % Change

Current* Week Ago 52-Week High  52-Week Low
S&P/TSX
Stock Market Indexes
S&P 500 4577 4536 4577 3577 S&P 500
S&P/TSX Comp. 20544 20548 20767 18206 DAX
DAX 16440 16177 16440 1976
FTSE 100 7685 7664 8014 6826 USD:EUR
Nikkei 32759 32304 33753 25717 i
Fixed Income Yields USD-PY
U.S. 10-yr Treasury 3.96 3.83 4.24 2.57 USD:CAD
Canada 10-yr Bond 3.52 3.4 3.68 2.61 Gold
Germany 10-yr Bund 2.48 2.47 2.75 0.78
UK 10-yr Gilt 4.33 4.28 4.66 1.81 WTI
Japan 10-yr Bond 0.57 0.45 0.57 0.17
Foreign Exchange Cross Rates -20 -10 0.0 1.0 20 3.0 40
C$ (USD per CAD) 0.76 0.76 0.78 0.72 Note: Data as of 11:04 AM ET, Friday, July 28, 2023.
Euro (USD per EUR) 110 1M 112 0.96 Source: Bloomberg, TD Economics.
Pound (USD per GBP) 1.29 1.29 1.31 1.07
Yen (JPY per USD) 140.4 141.7 150.2 127.9 Global Official Policy Rate Targets
Commodity Spot Prices** Central Banks Current Target
Crude Oil ($US/bbl) 80.2 77.2 98.6 66.7 Federal Reserve (Fed Funds Rate) 5.25-5.50%
Natural Gas ($US/MMBtu) 2.47 2.61 9.84 177 Bank of Canada (Overnight Rate) 5.00%
Copper ($US/met. tonne) 8528.0 84225 9330.8 7422.0 European Central Bank (Refi Rate) 4.25%
Gold ($US/troy oz) 1960.0 1961.9 2050.3 1622.4 Bank of England (Repo Rate) 5.00%
*As of 10:57 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. — Preparing for Landing

Readers would be right to ask, what’s “moderate” about
another upside surprise to economic growth in the second
quarter? Fed Chair Powell signaled a meeting-by-meeting
approach on changes to the fed funds rate, opting to evalu-
ate incoming data and fine-tune interest rates to help tem-
per inflation. Incoming data have shown that the economy
remains resilient — buoyed by healthy consumer spending
growth and business investment — as fears of a recession
gradually fade. What remains to be seen is whether inflation
will continue to moderate in the coming months or whether
the Fed will have to push interest rates higher still — thereby
raising the odds the economy contracts.

The second quarter’s GDP release showed an economy that
continues to chug along at a solid pace — exceeding expec-
tations for a steeper slowdown. However, the composition
of growth was interesting. In line with our forecasts, con-
sumer spending growth advanced 1.6% quarter-on-quarter
(9/q) annualized — slowing from 4.2% in Q1. The Fed will
be reassured that its rate hiking cycle is filtering through
to consumer behavior as spending growth slows despite a
drum-tight labor market. Moreover, with rates at multide-
cade highs, the housing market is feeling the force of tight
financing conditions, with residential investment continu-
ing to pull back in the second quarter — now contracting for
the ninth quarter in a row. With demand growth slowing,
imports pulled back again — now having contracted for the
third time in the past year. The gradual slowdown is also not
unique to the U.S., as plummeting export growth indicates
the global economy is slowing under the weight of inflation
and higher interest rates.

Chart 1: Business Investment Returns to Help Growth
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Source: Bureau of Economic Analysis, TD Economics.

Chart 2: Near-Term Trend Inflation Continues to Slow

Core PCE Inflation (% Change, Annualized)
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Source: Bureau of Economic Analysis, TD Economics.

A pleasant surprise in the data was the healthy activity in
the business sector that provided a meaningful lift to the
economy (Chart 1). Nonresidential investment advanced
7.7% q/q — good for the strongest showing since the first
quarter of 2022.'The flow of federal funds to support climate
friendly investments is helping fuel the ongoing strength in
structures and equipment investment — the latter register-
ing its best quarterly growth rate since 2011, outside of the
post-2020 lockdown bounce.

With full second quarter data showing a healthy consumer,
all eyes were on June’s personal income and outlay report
for signals of spending and price momentum heading into
the summer months. Healthy spending held up in June and
outstripped income growth, denting the personal savings
rate. Between higher interest rates, strong inflation and de-
pleting savings the pandemic era spending binge is slowing
down. This is music to the Fed’s ears as it means softening
inflationary pressures. Needless to say, the downside sur-
prise on core PCE inflation (4.1% year-on-year vs. 4.2%
expected) was a particularly welcome development. Even
more encouraging, the near-term trend (Chart 2) has eased
to its slowest pace since March 2021.

With inflation slowing and consumer spending remain-
ing resilient the odds of a soft landing are ticking higher.
However, the Fed will keep rates in restrictive territory into
next year so, even if a recession is avoided, tepid economic
growth is to be expected.

Andrew Hencic, Senior Economist | 416-944-5307
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Canada - Canadian Economy Searching for Balance

Economic momentum in Canada looks to be finding its
cruising speed in spite of a number of shocks that hit the
country over the last few months. With GDP accelerating
in May, and payroll data bouncing back strongly, expecta-
tions for another Bank of Canada (BoC) hike have nudged
higher this week (Chart 1). This has the Canada two-year
yield reaching a 22 year high of 4.8%, pushing the Cana-
dian dollar to the upper end of the 72 to 76 U.S. cent range

that has prevailed over the last ten months.

After leading the G7 in GDP growth in the first quarter
of 2023, tracking for the Q2 has come in right around our
estimate of 1% quarter-on-quarter annualized. Not bad
considering the negative impulse coming from the public
sector strike and wildfires that caused many firms in the oil
& gas sector to shut production. Indeed, growth remained
quite broad, with 12 of 20 industry sectors in expansion.
Within this, the service sector continued to drive growth, a
sign that cyclical strength may persist through the remain-
der of the summer.

As has been the case over 2023, strong consumer demand
has been the impetus for Canadian economic resilience.
And it hasn't just been people spending on 'need to have'
items. Canadians have been spending on luxury items, such
as new cars and dining out at restaurants. Such behaviour
is not what occurs when people are preparing for reces-
sion. The robustness of the labour market has raised confi-
dence. People have been seeing plenty of jobs on ofter and
wages rising faster than inflation. This improves purchasing
power, notwithstanding the high interest rate environment.

Chart 1: BoC Rate is Getting Real
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Source: Statistics Canada, Bank of Canada, TD Economics.

Chart 2: Underlying Inflation Stuck Above 3%

Canadian Inflation, 3-Month % Change
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Source: Bank of Canada, TD Economics.

Just look at this week's payroll data, which showed a 130k
gain in May and more than offset the impact of April's
public sector strike decline.

'The BoC has highlighted the resurgence in economic mo-
mentum for why it decided to execute on back-to-back
rate hikes in June and July. While the BoC still thinks that
consumer spending will cool on the back of past rate hikes,
in its summary of deliberations, it stated that the "modera-
tion will take longer than previously anticipated given the
stronger-than-expected momentum in consumption in the
second quarter and the combination of a still-tight labour
market with accumulated savings by households”. In the
BoC's mind, longer lags and less sensitivity to interest rates
were convincing enough to keep increasing interest rates.

This speaks to the internal debate going on at the BoC.
On one hand, the 475 basis point increase in the policy
rate since early last year should eventually slow economic
growth. But with the economy having surprised to the up-
side for most of this year, the Bank has had to question
whether it has done enough. As we have written about a
lot, the strength in consumer demand has caused expecta-
tions for core inflation to be stuck above 3% (Chart 2).
So, although total CPI has moved to 2.8% year-on-year
in June, forward-looking inflation indicators are signaling
that the BoC will be hard-pressed to get inflation to settle
at its 2% target.

James Orlando, CFA, Director & Senior Economist | 416-413-3180
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Recent Key Economic Indicators: Jul 24 - 28, 2023

Release Economic Indicator/Event Dth for Units Current Prior

Date Period
United States
Jul 24 S&P Global US Manufacturing PMI Jul Index 49.0 46.3
Jul 24 S&P Global US Services PMI Jul Index 52.4 54.4
Jul 24 S&P Global US Composite PMI Jul Index 52.0 53.2
Jul 25 S&P CoreLogic CS 20-City NSA May Y/Y % Chg. 1.7 1.7
Jul 25 S&P CorelLogic CS US HPI NSA May Y/Y % Chg. -0.5 -0.1
Jul 25 Conf. Board Consumer Confidence Jul Index 17.0 110.1
Jul 26 New Home Sales Jun Thsd 697.0 715.0
Jul 26 FOMC Rate Decision (Upper Bound) Jul 26 % 5.50 5.25
Jul 26 Interest on Reserve Balances Rate Jul 27 % 5.40 5.15
Jul 27 Gross Domestic Product Annualized 2Q Q/Q % Chg. 2.4 2.0
Jul 27 Personal Consumption 2Q Q/Q % Chg. 1.6 4.2
Jul 27 Core PCE 2Q Q/Q % Chg. 3.8 4.9
Jul 27 Durable Goods Orders Jun M/M % Chg. 4.7 2.0
Jul 27 Cap Goods Orders Nondef Ex Air Jun M/M % Chg. 0.2 0.5
Jul 27 Initial Jobless Claims Jul 22 Thsd 221.0 228.0
Jul 27 Advance Goods Trade Balance Jun Blns -87.80 -91.90
Jul 28 Employment Cost Index 2Q Index 1.0 1.2
Jul 28 Personal Income Jun M/M % Chg. 0.3 0.5
Jul 28 Real Personal Spending Jun M/M % Chg. 0.4 0.1
Jul 28 PCE Deflator Jun Y/Y % Chg. 3.0 3.8
Canada
Jul 27 CFIB Business Barometer Jul Index 54.2 54.0
Jul 27 Payroll Employment Change - SEPH May Thsd 129.9 -140.3
Jul 28 Gross Domestic Product May M/M % Chg. 0.3 01
International
Jul 27 EZ ECB Main Refinancing Rate Jul 27 % 4.25 4.0
Jul 27 JN Tokyo Consumer Price Index Jul Y/Y % Chg. 3.2 3.2
Jul 27 JN BOJ Policy Balance Rate Jul 28 % -0.1 -0.1
*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Jul 31 - Aug 04, 2023
R?)'E?:e Time* Economic Indicator/Event D:(:::ofgr Units C;;Zi’:::s P:(:is;)td
United States
Aug 01 9:00 Wards Total Vehicle Sales Jul Mins 15.5 15.7
Aug 01 9:45 S&P Global US Manufacturing PMI Jul Index 49.0 49.0
Aug 01 10:00 ISM Manufacturing Jul Index 46.9 46.0
Aug 01 14:00 Senior Loan Officer Opinion Survey on Bank Lending Practices
Aug 02 8:15 ADP Employment Change Jul Thsd 190.0 497.0
Aug 03  8:30 Fed's Barkin Speaks on Economy
Aug 03  8:30 Initial Jobless Claims Jul 29 Thsd 223.0 221.0
Aug 03  8:30 Unit Labor Costs 2Q Q/Q % Chg. 2.6 4.2
Aug 03 9:45 S&P Global US Composite PMI Jul Index - 52.0
Aug 03 9:45 S&P Global US Services PMI Jul Index 52.4 52.4
Aug 03 10:00 Cap Goods Orders Nondef Ex Air Jun M/M % Chg. - 0.2
Aug 03 10:00 Durable Goods Orders Jun M/M % Chg. - 4.7
Aug 03 10:00 Factory Orders Jun M/M % Chg. 0.2 0.3
Aug 03 10:00 Factory Orders Ex Trans Jun M/M % Chg. - -0.5
Aug 03 10:00 ISM Services Index Jul Index 53.0 53.9
Aug 04  8:30 Average Hourly Earnings Jul M/M % Chg. 0.3 0.4
Aug 04  8:30 Change in Nonfarm Payrolls Jul Thsd 200.0 209.0
Aug 04 8:30 Unemployment Rate Jul % 3.6 3.6
Canada
Aug 01 9:30 S&P Global Canada Manufacturing PMI Jul Index - 48.8
Aug 04  8:30 Net Change in Employment Jul Thsd 15.7 59.9
Aug 04 8:30 Unemployment Rate Jul % 5.5 5.4
International
Jul 31 5:00 EZ Consumer Price Index Estimate Jul Y/Y % Chg. 5.3 5.5
Jul 31 5:00 EZ Gross Domestic Product SA 2Q Y/Y % Chg. 0.4 1.1
Jul 31 19:30 JN Jobless Rate Jun % 2.6 2.6
Jul 31 20:30 JN lJibun Bank Japan PMI Mfg Jul Index - 49.4
Jul 31 21:45 CH Caixin China PMI Mfg Jul Index 50.1 50.5
Aug 01 5:00 EZ Unemployment Rate Jun % 6.5 6.5
Aug 03 7:00 UK Bank of England Bank Rate Aug 03 % 5.25 5.00
Aug 04 5:00 EZ Retail Sales Jun Y/Y % Chg. -1.8 -2.9
*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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