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United States

Treasury yields continued their steep ascent this week, amidst a heavy week for Fed speakers. FOMC members broadly
agreed that positive progress had been made on inflation, although few were willing to take the prospect of further

policy tightening off the table.

Previous increases in mortgage rates weighed heavily on the housing market in September, although new home con-
struction rebounded from its August decline.

*  The consumer appeared undeterred by higher borrowing costs in September, with retail sales growth doubling expectations.

Canada

Canada’s inflation moved back in the right direction in the month of September, which should give the Bank of Canada
confidence in holding the policy rate at 5.00% next week.

Markets have largely removed bets for further interest rate hikes in coming meetings, previously expecting at least one
more hike by early next year. We also expect the policy rate to remain on hold until the middle of next year.

'The Bank of Canada’s quarterly business and consumer surveys pointed to downbeat sentiment on the state of the
economy, while higher interest rates have consumers pressing the spending brakes.

This Week in the Markets Equity Markets Slip on Soaring Bond Yields
Current* Week Ago 52-Week High  52-Week Low Weekly % Change
S&P/TSX
Stock Market Indexes
S&P 500 2249 4328 4589 3666 S&P 500
S&P/TSX Comp. 19199 19463 20767 18579 DAX
DAX 14897 15187 16470 12731
FTSE 100 7425 7600 8014 6944 USD:EUR
Nikkei 31259 32316 33753 25717 USD:JPY
Fixed Income Yields
U.S. 10-yr Treasury 4.94 4.61 4.99 3.31 USD:CAD
Canada 10-yr Bond 4m 3.97 4.24 2.72 Gold
Germany 10-yr Bund 2.90 2.74 2.97 1.78
UK 10-yr Gilt 4.67 4.39 4.75 3.01 WTI
Japan 10-yr Bond 0.84 0.76 0.84 0.24 30 20 10 0.0 10 20 3.0 4.0
Foreign Exchange Cross Rates
C$ (USD per CAD) 0.73 0.73 0.76 0.72 Note: Data as of 11:21 AM ET, Friday, October 20, 2023.
Source: Bloomberg, TD Economics.
Euro (USD per EUR) 1.06 1.05 112 0.97
Pound (USD per GBP) 1.21 121 1.31 112
Yen (JPY per USD) 149.9 149.6 150.2 127.9 Global Official Policy Rate Targets
Commodity Spot Prices** Central Banks Current Target

Crude Oil ($US/bbl) 90.3 87.7 93.7 66.7 Federal Reserve (Fed Funds Rate) 5.25-5.50%
Natural Gas ($US/MMBtu) 2.84 3M 7.49 177 Bank of Canada (Overnight Rate) 5.00%
Copper ($US/met. tonne) 7928.0 7875.8 9330.8 7522.0 European Central Bank (Refi Rate) 4.50%
Gold ($US/troy oz.) 1987.0 1932.8 2050.3 1628.0 Bank of England (Repo Rate) 5.25%
*As of 10:18 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. — Treasury Yields Flirt with Multidecade Highs

'The steep ascent of U.S. Treasury yields continued unabated
this week, as markets revised their expectations for yields,
particularly over the longer term. The persistent political
dysfunction in Congress amid rising deficits and height-
ened geopolitical tensions is likely playing a role in the in-
crease in the term premium, which has recently contributed
to the higher 10-Year yield. The term premium reflects the
added compensation investors require for the unknowns as-
sociated with holding longer-term government debt. The
10-Year Treasury yield is now just under 5%, its highest level
since before the Global Financial Crisis (Chart 1). Equities
in turn fell this week, with the S&P 500 down 1.8% as of

the time of writing.

Outside of financial markets, the real economy has seen
divergent trends between economic sectors depending on
their sensitivity to interest rates. The housing market soft-
ened further in September to reach a 13 year low, reflecting
the strain of higher mortgage rates (see here). While exist-
ing home inventory levels improved on the month, supply
remains low, which continued to place upward pressure on
housing prices. Low resale listings have in turn increased
the demand for new units, but elevated rates remain a head-
wind to homebuilding activity as well. While housing starts
rose in September, they remain well below year-ago levels,
primarily resulting from weakness in the more rate-sensitive
multi-family segment.

Despite higher interest rates, the health of the Ameri-
can consumer has remained robust (see here). Retail sales
growth in September more than doubled expectations.
Somewhat surprisingly, the most rate-sensitive segment of

Chart 1: U.S. Treasury Yields Approach Multidecade Highs
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Source: Federal Reserve Board, TD Economics. Last Observation: October 19th, 2023.

Chart 2: Financial Markets Expect Fed To Remain on
Hold for Now
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*525 - 550 is the current level of the U.S. Federal Funds Rate.
Source: CME Group, TD Economics.

retail sales (Automobile & other motor vehicle dealers) saw
its strongest growth in four months. However pent-up de-
mand from the extended shortage of vehicles in previous
years continues to be a factor. But, even excluding the more
volatile categories, the retail sales “control group” was very
strong on the month. All in all, the resilience of the con-
sumer has been a key growth contributor in 2023.

In terms of what this means for interest rate moves, we
heard remarks from nearly every member of the FOMC
this week, including Chair Powell. The balance of opinion
was skewed towards maintaining a wait and see approach
given the positive progress that has been made on infla-
tion thus far, which pushed market pricing for a hold at the
next meeting on November 1st to a virtual certainty (Chart
2). However, Powell also noted that additional evidence of
persistently above trend growth or tightening labor market
conditions could put inflation progress at risk and warrant
turther policy tightening. We currently expect that the re-
silience of the U.S. economy will lead to one last interest
rate hike, but the recent tightening in financial conditions
makes it a close call.

Next week we will see the advance estimate for third quar-
ter GDP growth, which is expected to show eye-popping
growth. Perhaps more importantly, the September con-
sumer spending data will show how momentum is look-
ing heading into the fourth quarter, along with the Fed’s
preferred inflation metric. A moderation in both metrics
would be welcome news for the Fed.

Andrew Foran, Economist | 416-350-8927
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Canada - Inflation Deflates Bets for Interest Rate Hikes

The Bank of Canada's (BoC) October 25th interest rate
decision is right around the corner, and markets have in-
creased the odds for a stand pat deicsion. September's
softer-than-expected inflation reading helped on that
score, and likely gives Tiff Macklem & Co. some comfort
to hold the policy rate at 5.00% next week. Next week's
decision will be accompanied by a fresh set of forecasts
in the Monetary Policy Report (MPR), which will be
closely watched for the Bank's assesssment of how their
recent rate hikes are affecting the economy. Canadian
yields were taken on rollercoaster this week, with two-
year yields finishing flat and the 10-year yield up around
12 basis points (bps). Although a lot of this week's curve
move was influenced more by strong economic data state-
side than developments in Canada.

Canada's inflation data moved in the right direction in
September, coming in below consensus estimates. More
importantly, the BoC's preferred measures of core infla-
tion also cooled. More encouragingly, the slowdown was
also broad-based. Sticky inflation has been a thorn in the
BoC's side, and a large driver of the additional interest
rate hikes delivered back in June and July. Chart 1 shows
that the range of various core measures are back inside the
3.5-4.0% range from the first half of 2023, still too high,
but moving in the right direction. Of note, food inflation
decelerated the most of all major categories. The price
of gasoline is still higher relative to a year ago, but did
moderate on a month-on-month basis. Services inflation
was flat on the month while core goods prices continue

Chart 1: Canadian Core Inflation Is Moving Back in the
Right Direction
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Source: Statistics Canada, TD Economics.

Chart 2: Higher Interest Rates Are Slowing Down
Canadian Consumer Spending
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Source: Statistics Canada, TD Economics.

to cool. Base-effects alone could see headline inflation in
October push down to just north of 3% y/y.

Consumer and business sentiment is another mark in
the cooling column. The BoC's companion business and
consumer outlook surveys showed weakening sentiment
in the third quarter this year. Businesses expect sales to
slow over the coming year, which is weighing on plans
for investment and employment. Inflation expectations
amongst businesses and consumers alike have edged
down but remain at elevated levels. On wage expecta-
tions, businesses report wage pressures have peaked but
remain high. However, consumers' wage expectations
are at the highest point since the inception of the survey.
From the BoC's perspective, there is evidence in these
surveys to suggest that economic conditions are cooling,
which should help them achieve their inflation target.

The hard data is bearing this out, as spending fatigue
looks to be setting in for Canadian consumers. August
retail sales dropped by 0.1% m/m, with volumes dropping
by a larger magnitude (Chart 2). Declines were broad-
based across industries. Given weak goods prices in Sep-
tember and early estimates of flat nominal spending, Sep-
tember sales volumes might register positive. That said,
third quarter real spending is set to slow, with the outlook
for the consumer weakening in coming quarters.

Marc Ercolao, Economist
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Recent Key Economic Indicators: Oct 16 - 20, 2023
Release . . Data for . .
Date Economic Indicator/Event Period Units Current Prior
United States
Oct 16 Empire Manufacturing Oct Index -4.6 1.9
Oct 17 Retail Sales Advance Sep M/M % Chg. 0.7 0.8
Oct 17 Retail Sales Ex Auto and Gas Sep M/M % Chg. 0.6 0.3
Oct 17 Industrial Production Sep M/M % Chg. 0.3 0.0
Oct 17 Capacity Utilization Sep % 79.7 79.5
Oct 17 Manufacturing (SIC) Production Sep M/M % Chg. 0.4 -0.1
Oct 17 Business Inventories Aug M/M % Chg. 0.4 0.1
Oct 17 NAHB Housing Market Index Oct Index 40.0 44.0
Oct 18 Building Permits Sep Thsd 1473.0 1541.0
Oct 18 Housing Starts Sep Thsd 1358.0 1269.0
Oct 19 Initial Jobless Claims Oct 14 Thsd 198.0 211.0
Oct 19 Existing Home Sales Sep Mins 3.96 4.04
Canada
Oct 16 Manufacturing Sales Aug M/M % Chg. 0.7 1.6
Oct 16 BoC Overall Business Outlook Survey 3Q Q/Q % Chg. -3.5 -2.3
Oct 16 BoC Business Outlook Future Sales 3Q Q/Q % Chg. 14.0 -6.0
Oct 17 Housing Starts Sep Thsd 270.5 250.4
Oct 17 Consumer Price Index NSA Sep M/M % Chg. -0.1 0.4
Oct 17 Consumer Price Index Sep Y/Y % Chg. 3.8 4.0
Oct 19 Industrial Product Price Sep M/M % Chg. 0.4 1.9
Oct 20 Retail Sales Aug M/M % Chg. -0.1 0.3
Oct 20 Retail Sales Ex Auto Aug M/M % Chg. 0.1 1.0
International
Oct 17 CH Retail Sales Sep Y/Y % Chg. 5.5 4.6
Oct 17 CH Surveyed Jobless Rate Sep % 5.0 5.2
Oct 18 UK Consumer Price Index Sep Y/Y % Chg. 6.7 6.7
Oct 18 EZz Consumer Price Index Sep Y/Y % Chg. 4.3 4.3
Oct 19 JN  Natl Consumer Price Index Sep Y/Y % Chg. 3.0 3.2
Oct 20 UK Retail Sales Ex Auto Fuel Sep Y/Y % Chg. -1.2 -1.3
*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Oct 23 - 27, 2023

Release _. . . Data for . Consensus Last

Date Time Economic Indicator/Event Period Units Forecast Period

United States

Oct 24 9:45 S&P Global US Manufacturing PMI Oct Index 49.5 49.8
Oct 24 9:45 S&P Global US Services PMI Oct Index 49.4 50.1
Oct 24 9:45 S&P Global US Composite PMI Oct Index - 50.2
Oct25 10:00 New Home Sales Sep Thsd 684.0 675.0
Oct 26 8:30 Advance Goods Trade Balance Sep Blns -85.5 -84.6
QOct 26 8:30 Gross Domestic Product Annualized 3Q Q/Q % Chg. 4.3 2.1
Oct 26 8:30 Personal Consumption 3Q Q/Q % Chg. 3.7 0.8
Oct 26 8:30 Durable Goods Orders Sep M/M % Chg. 11 041
Oct 26 8:30 Cap Goods Orders Nondef Ex Air Sep M/M % Chg. 0.0 0.9
Oct 26 8:30 Initial Jobless Claims Oct 21 Thsd - 198.0
Oct 26 9:00 Fed's Waller Delivers Opening Remarks at Payments Conference

Oct 27 8:30 Personal Income Sep M/M % Chg. 0.4 0.4
Oct 27 8:30 Real Personal Spending Sep M/M % Chg. - 0.1
Oct 27 8:30 PCE Deflator Sep Y/Y % Chg. 3.4 3.5
Oct 27 9:00 Fed's Barr Delivers Opening Remarks at Payments Conference

Canada

Oct25 10:00 Bank of Canada Rate Decision QOct 25 % 5.0 5.0
Oct 25 11:00 Bank of Canada Releases Monetary Policy Report

Oct 26 7:00 CFIB Business Barometer Oct Index - 48.7
Oct 26 8:30 Payroll Employment Change - SEPH Aug Thsd - 4.9

International
Oct23 20:30 JN Jibun Bank Japan PMI Mfg Oct Index - 48.5
Oct 24 2:00 UK ILO Unemployment Rate Aug Q/Q % Chg. 4.3 4.3
Oct 26 8:15 Ez ECB Main Refinancing Rate Oct 26 % 4.5 4.5
Oct26 19:30 JN Tokyo Consumer Price Index Oct Y/Y % Chg. 2.7 2.8
*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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