TD Economics

The Weekly Bottom Line

June 9, 2023

Highlights
United States

'The ISM Services index surprised on the downside, falling 1.6 points to 50.3 in May. The employment sub-index drifted
below the 50-point contractionary threshold for the first time since December.

Initial jobless claims rose by 28,000 in the week ending on June 3rd, lifting initial claims to 261,000 — the highest level in
20 months. However, this week included the Memorial Day holiday, which may have distorted the data.

* 'The U.S. trade deficit jumped by $14 billion or 23% in April to $74.6 billion — the widest level in six months. The widen-
ing of the trade deficit in April indicates that trade is likely to subtract from growth in the second quarter.

Canada

* The Bank of Canada (BoC) raised the overnight rate by 25 basis points to 4.75%, the highest level since early-2001. The
BoC has left the door open to further interest rate hikes.

The Canadian job market was set back -17.3k jobs in May, the first contraction in nine months. It is too early to tell if
this crack will continue to grow in coming months.

Next week’s national housing market data will be watched to see if home sales continued their rapid ascent in May.

This Week in the Markets Global Growth Concerns Still Weighing on Oil Prices
Current* Week Ago 52-Week High  52-Week Low Weekly % Change
Stock Market Indexes S&PITSX
S&P 500 4294 4282 4305 3577 S&P 500
S&P/TSX Comp. 19943 20025 20767 18206
DAX 15964 16051 16275 11976 DAX
FTSE 100 7560 7607 8014 6826 USD:EUR
Nikkei 32265 31524 32507 25717
Fixed Income Yields usD:JPY
U.S. 10-yr Treasury 3.74 3.69 4.24 2.57 USD:CAD
Canada 10-yr Bond 3.38 3.23 3.68 2.61
Germany 10-yr Bund 2.38 2.31 275 0.78 Gold
UK 10-yr Gilt 423 416 4.51 1.81 WTI
Japan 10-yr Bond 0.43 0.41 0.53 0.17
Foreign Exchange Cross Rates -1.0 0.5 0.0 0.5 1.0
C$ (USD per CAD) 0.75 0.74 0.79 0.72 Note: Data as of 10:59 AM ET, Friday, June 9, 2023.
Euro (USD per EUR) 1.08 1.07 11 0.96 Source: Bloomberg, TD Economics.
Pound (USD per GBP) 1.26 1.25 1.26 1.07
Yen (JPY per USD) 139.2 139.9 150.2 127.9 Global Official Policy Rate Targets
Commodity Spot Prices** Central Banks Current Target
Crude Oil ($US/bbl) 7.3 7 1215 66.7 Federal Reserve (Fed Funds Rate) 5.00 - 5.25%
Natural Gas ($US/MMBtu) 210 179 9.84 177 Bank of Canada (Overnight Rate) 4.75%
Copper ($US/met. tonne) 8336.0 82335 9620.1 7160.0 European Central Bank (Refi Rate) 3.75%
Gold ($US/troy oz.) 1964.5 1948.0 2050.3 1622.4 Bank of England (Repo Rate) 4.50%
*As of 9:10 AM on Friday. **Qil-WTl, 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. — Mild Signs of a Slowdown Continue

In the wake of last week’s debt ceiling deal (see report),
markets had the opportunity to catch their breath in a
quiet week for data releases. The ISM Services report dis-
appointed, with the headline index falling 1.6 points to
50.3 in May, instead of improving moderately to 52.4 as
per market expectations. The recent downtrend reflects an
economy that is gradually decelerating, echoing the ‘slow-
down’ narrative advanced by its manufacturing counterpart
(Chart 1).This theme was further supported by the report’s
details, with all the main sub-indicators — including busi-
ness activity, new orders, and employment — declining on
the month. Of note, the employment index fell 1.6 points
to 49.2, drifting below the 50-point contractionary thresh-
old for the first time since December.

Continuing with signs for some potential softening in the
labor market, initial jobless claims surged higher in the
week ending on June 3rd, rising by 28,000 — much more
than anticipated. This lifted initial claims to 261,000 — the
highest level in 20 months (Chart 2). While the increase is
substantial, for now we caution against reading too much
into this. The weekly data can be noisy, and the week in-
cluded the Memorial Day holiday, which may have also
injected some volatility. Secondly, looking at seasonally un-
adjusted figures, the increase lacked breadth across states,
as it was concentrated in Ohio, California, and Minnesota.

April’s international trade report did little to lift the mood.
The U.S. trade deficit jumped by $14 billion or 23% in
April to $74.6 billion — the widest level in six months. The
most noticeable change was in the goods category. The U.S.
goods deficit grew by close to 18%, as exports fell 5.3% and

Chart 1: ISM Services Index Echoes 'Slowdown’
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*Seasonally Adjusted. Source: ISM, TD Economics.

Chart 2: Initial Jobless Claims Surged Higher
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Source: BLS, TD Economics.

imports grew 2%, with the latter marking a rebound after
two consecutive monthly declines. Trade made no contri-
bution to economic growth in the first quarter of this year.
'The widening of the trade deficit in April indicates that it
is likely to subtract from growth in the second quarter.

All told, the few reports that came out this week point to
growth in the U.S. economy moderating. The Fed will take
this information into account before it meets next week to
set monetary policy. The last major piece of information
on the docket before the Fed makes its decision is May’s
CPI inflation report, which comes out one day ahead of
the FOMC meeting. The market consensus forecast calls
for core CPI to ease moderately to 5.3% year-on-year in
May from 5.5% in April. Surprise rate hikes from the Re-
serve Bank of Australia and the Bank of Canada earlier
this week serve as a reminder that amidst stubborn infla-
tion there’s the potential for the Fed to opt for a hike too.
That said, Fed officials have been vocal in signaling that
they will forego a hike at next week’s meeting. Market odds
are in tune with this view, attaching a 75% probability to a
stand pat decision next week (as tracked by CME Group).
However, markets still narrowly favor a hike at the next
meeting in July (52% odds). In short, while next week is
likely to be uneventful regarding policy changes, Fed com-
munication may offer additional insight as to whether the
FOMC sees the need for some further tightening over the
near-term or not.

Admir Kolaj, Economist | 416-944-6318
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Canada - Getting Back Into the Game

'The Bank of Canada (BoC) has made headlines once again.
'The Bank raised the overnight rate by 25 basis points (bps)
to 4.75% as the conditions it had set to maintain a pause
on interest rate hikes had been violated. The BoC will not
step back to the sidelines, instead keeping the door open to
further interest rate hikes should data reveal ongoing re-
siliency. Post-announcement, the Canadian two-year yield
jumped by 20-bps to 4.58 (down to 4.50 by the end of the
week) while the Canadian dollar rallied half a cent to 0.75
cents U.S. and has largely held at this level.

'There has been plenty of justification for a rate hike on the
data front so far in 2023. Notably inflation, especially core
measures, proved stickier than expected in April. Labour
markets wouldn't let up as monthly employment gains per-
sistently surprised to the upside, contributing to resilient
consumer spending. GDP for the first quarter clocked in at
3.1% quarter-on-quarter (q/q) annualized, above the 2.3%
projected in the BoC's April Monetary Ppolicy Rreport.
'The BoC also called out the recent pick up in spending
on interest-sensitive goods and the housing market as evi-
dence that "Excess demand... looks to be more persistent
than anticipated".

'The question is where do they go from here? Chart 1 shows
that prior to the April meeting, markets were anticipating
the BoC to cut by 25-50 bps by the end of the year. Now,
markets expect another 25-bps hike to come, with upside
risk for 5.25%. We expect the BoC hike to 5.00% in July
and hold at that level into 2024.

Chart 1: Rapid Repricing of the BoC Overnight
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Chart 2: Industry Hiring Coming Back Into
Balance
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Source: Statistics Canada, TD Economics.

The policy rate announcement was delivered before Fri-
day's labour market release for May, which saw Canada
shed 17.3k jobs, ending the longest run of job gains since
2017. Full-time jobs contracted for a second straight
month (-32.7k), while the unemployment rate ticked up
two-tenths of a percent to 5.2%. Hours worked were down
0.4% month-on-month (m/m), potentially as a result of
the Alberta wildfires, while wages clocked in at 5.1% year-
on-year (y/y). At an industry level, Chart 2 shows that
the breadth of employment change—measured on a three-
month moving average basis—is coming back into balance.
Productivity, measured as real output divided by hours
worked, declined for a fourth straight quarter by 0.6%.
Canada has been able to sustain a higher level of output
through job creation even as productivity notoriously lags,
but this trend is unsustainable as employment eventually
moderates. All in all, it's too early to tell if May's jobs
report signals the start of that trend, or if it is just a small
chip on an otherwise super-tight labour market.

Next week features updates to May's housing data, where
we expect home sales to continue their strong bounce back.
We'll also get a pulse check on Canadian industrial activ-
ity via manufacturing and wholesale sales for the month

of April.

Marc Ercolao, Economist
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Recent Key Economic Indicators: June 5 - 9, 2023

Release Economic Indicator/Event D"t‘f for Units Current Prior

Date Period
United States
Junb S&P Global US Services PMI May Index 54.9 55.1
Jun 5 S&P Global US Composite PMI May Index 54.3 54.5
Junb Factory Orders Ex Trans Apr M/M % Chg. -0.2 -1.0
Jun5 Factory Orders Apr M/M % Chg. 0.4 0.6
Juns Durable Goods Orders Apr M/M % Chg. 1.1 1.1
Junb Cap Goods Orders Nondef Ex Air Apr M/M % Chg. 1.3 1.4
Junb ISM Services Index May Index 50.3 51.9
Jun? Trade Balance Apr Blns -74.6 -60.6
Jun 8 Initial Jobless Claims Jun 03 Thsd 261.0 233.0
Jun 8 Wholesale Trade Sales Apr M/M % Chg. 0.2 2.7
Canada
Jun? Int'l Merchandise Trade Apr Blns 1.9 0.23
Jun7 Bank of Canada Rate Decision Jun 07 % 4.75 4.5
Jun 9 Net Change in Employment May Thsd -17.3 41.4
Jun 9 Unemployment Rate May % 5.2 5.0
International

Jun 6 EZ Retail Sales Apr Y/Y % Chg. -2.6 -3.3
Jun7  JN Gross Domestic Product Annualized SA 1Q Q/Q % Chg. 2.7 1.6
Jun8  EZ Gross Domestic Product SA 1Q Y/Y % Chg. 1.0 1.3
Jun 8 EZ Employment 1Q Y/Y % Chg. 1.6 1.7
Jun8 CH Consumer Price Index May Y/Y % Chg. 0.2 0.1

*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Jun 12 - 16, 2023

Release . . . Data for . Consensus Last

Date Time* Economic Indicator/Event Period Units Forecast  Period
United States
Jun13 6:00 NFIB Small Business Optimism May Index 88.4 89.0
Jun13 8:30 Consumer Price Index May M/M % Chg. 0.2 0.4
Jun13 8:30 Consumer Price Index Ex Food and Energy May M/M % Chg. 0.4 0.4
Jun13 8:30 Consumer Price Index May Y/Y % Chg. 4.1 4.9
Jun13 8:30 Consumer Price Index Ex Food and Energy May Y/Y % Chg. 5.2 5.5
Jun13 10:00 FOMC Begins Two-Day Meeting
Jun14 8:30 PPI Final Demand May M/M % Chg. -041 0.2
Jun14 8:30 PPI Ex Food and Energy May M/M % Chg. 0.2 0.2
Juni4 14:00 FOMC Rate Decision (Upper Bound) Juni4 % 5.25 5.25
Jun 14 14:00 FOMC Rate Decision (Lower Bound) Jun 14 % 5.00 5.00
Jun14 14:00 Interest on Reserve Balances Rate Jun 15 % 5.15 5.15
Jun14 14:30 Fed Chair Holds Press Conference Following FOMC Meeting
Jun 15 8:30 Retail Sales Advance May M/M % Chg. 0.0 0.4
Jun15 8:30 Retail Sales Ex Auto and Gas May M/M % Chg. 0.3 0.6
Jun15 8:30 Initial Jobless Claims Jun10 Thsd 250.0 261.0
Jun 15 8:30 Empire Manufacturing Jun Index -15.1 -31.8
Jun 15 9:15 Industrial Production May M/M % Chg. 0.1 0.5
Jun 15 9:15 Capacity Utilization May % 79.7 79.7
Jun15 9:15 Manufacturing (SIC) Production May M/M % Chg. -041 1.0
Jun 15 10:00 Business Inventories Apr M/M % Chg. 0.2 -0.1
Canada
Jun 15 8:15 Housing Starts May Thsd - 261.6
Jun15 8:30 Manufacturing Sales Apr M/M % Chg. - 0.7
Jun15 9:00 Existing Home Sales May Mins - 1.3
Jun 16 8:30 Wholesale Trade Sales Apr M/M % Chg. - -0.1
International
Jun13 2:00 UK ILO Unemployment Rate Apr Q/Q % Chg. 4.0 3.9
Jun14 2:00 UK Monthly Gross Domestic Product Apr Q/Q % Chg. 0.1 0.1
Jun14 22:00 CH Retail Sales May Y/Y % Chg. 13.7 18.4
Jun 14 22:00 CH Surveyed Jobless Rate May % 5.2 5.2
Jun 15 8:15 EC ECB Main Refinancing Rate Jun 15 % 4.0 3.8
Jun 16 0:00 JN BOJ Policy Balance Rate Jun 16 % -0.41 -0.1
Jun16 5:00 EC Consumer Price Index May Y/Y % Chg. 6.1 6.1
*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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