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HIGHLIGHTS
e Lawmakersin Washington continue to dither on
the Treasury’s $700 billion bailout plan.

U.S. economic data shows floundering housing
market and slumping business investment.

e Carney notes global financial turmoil will im-
pact Canada

Another week and another attempt in Washington to
get things working on Wall Street. The fickle nature of
negations on the $700 billion Treasury-backed bailout plan
sent markets see-sawing as news that the respective par-
tieshad finally agreed on the conditions of the plan proved
to befalse hope and poalitical wrangling continued to fore-
stall the plan. In reaction, credit spreads shot up 79 basis
points by Friday morning. In amongst the political drama,
economic news confirmed that the situation in the U.S.
housing market remains as sour as ever, and just to top it
al off, theweek closed with perhapsthe biggest U.S. bank
failure ever as Washington Mutual went under.

Deal or no deal

Last week it was drama on Wall Street, this week it
was drama in Washington. Lawmakers met all week on
Capitol Hill trying to reach an agreement on the terms of
the Treasury backed Troubled Asset Relief Program
(TARP). On Thursday a deal in principle looked to have
been reached. The outline of the agreement contained lim-
itson executive compensation, loan modification for strug-
gling homeowners and additional Congressional oversight
and approval for use of funds over the first $250 billion.

Recent TD Economics Research

September 26, 2008 - Will the U.S. Dollar go the way
of the British Pound?

September 25, 2008 - U.S. Durable Goods Orders
September 25, 2008 - Quarterly Economic Forecast
September 23, 2008 - Canadian Consumer Price Index
September 22, 2008 - Canadian Retail Sales
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But, just as it seemed things would pull through, house
Republicans came out with an alternative proposal based
on tax-credits and government sponsored insurance for
the troubled securities. By the time markets opened Fri-
day, negotiations were back to square one.

Inall likelihood adeal of someform or another will be
reached, though trying to bet on itsfinal form is perhaps
just slightly less risky than certain types of asset-backed
securities. As we have argued in our Quarterly Eco-
nomic Forecast published earlier this week, actions of
policymakers are necessary but will not likely be suffi-
cient to put animmediate end to the credit crisis. Friday’s
failure of Washington Mutual illustrates what is the fun-
damental problem in the banking industry — lack of capi-
tal. Evenif adeal isreached, the process of deleveraging
and raising capital will continue to hamper the U.S. and
global economies for the next several quarters.

Housing still in arut, durable goods orders
following suit

Even with all the action in Washington, markets man-
aged to find the time to pay attention to the economic
dataand it wasn't pretty. Another round of dour housing
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datawas on the menu mid-week with August existing home
salesfalling by 2.2% to 4.91 million units. In spite of sig-
nificant home price declines, home sales have been stuck
around the 5 million mark for roughly thelast year. At cur-
rent sales rates, the inventory of unsold homes will take
over 10 monthsto work off, keeping continued downward
pressure on both supply of new housing and home prices.

If news from the housing market was the main course,
then Thursday’s durable goods orders reports was an aw-
fully sour tasting desert. Durable goods orders fell an as-
tonishing 4.5% in August with nearly every sector of the
report showing weakness. The report highlights what we
have known for quite sometime—that it wasonly amatter
of timebeforetighter lending standards and declining con-
sumer demand began to pull down the business sector. In
addition, thisreport also highlights the increasing risksto
the U.S. export sector, which , with the global economy
flirting with recession, will not offer as much support to
GDP growth relative to recent experience

Carney stresses global nature of crisis

The fate of the global economy was aso on the mind
Bank of Canadagovernor Mark Carney ashe gaveaspeech
in Montreal this week. Carney’'s comments echoed our
belief that the process of deleveraging and recapitalization
isfar from over and will continue to stem the flow of glo-
bal credit. His comments also emphasized that Canadian
banks have avoided many of the problemscurrently facing
many of their globa counterparts. They are much better
capitalized and have suffered fewer losses, putting themin
amuch better position to handle the fallout.

Whither the Canadian housing market?

We can't end our weekly without some comments on
the risks to the Canadian housing market. With al the fo-
cus on the housing market collapse in the U.S. and the
recent fall in existing home prices in Canada, a consider-
able amount of attention has been given to the possibility
that Canada’ s housing market will follow the U.S. into the
abyss. Whilethere are risks to the Canadian housing mar-
ket, it isimportant to keep afew key factsin mind on the
differences between the two. The U.S. housing market
collapsewas brought about by aloosening of lending stand-
ardsand the explosion of subprime mortgages at the height
of theU.S. housing boom. These subprime mortgageswere
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never really affordable and the maority of them weregiven
with initial teaser interest rates that reset after two years,
pushing, on average, mortgage payments up $350 amonth,
and causing awave of home foreclosures.

Thehousing collapse and astronomical risein U.S. home
foreclosures can be broken down into three stages: At the
first stage investors (who made up close to 10% of mort-
gage originations and had little to no equity in their pur-
chases) simply turned over the keys when prices turned
down, adding to excess housing supply and pushing prices
down further. The second wave came last year as reset-
ting adjustabl e rate mortgages given in 2005 reset to higher
ratesand lower pricesmadeit impossiblefor borrowersto
refinance. The current stageiswhere negative equity (10%
of mortgage holders owe more on their home than it is
currently worth) combined with job | osses has caused bor-
rowersto simply walk away from their mortgage.

Contrast this with the Canadian market — subprime
mortgages never exceeded 5% of the market and reset-
ting adjustabl e-rate mortgages are non-existent. Morevor,
Canadians have asignificantly higher level of equity built
up in their homes (see graph). While it is true that there
are markets in Canada where home prices overshot —like
Alberta—and thesewill likely correct further over the next
several months, thisisin noway comparableto the kind of
declines or financial |osses that we have seen south of the
border.

James Marple, Economist
416-982-2557

September 26, 2008



www.td.com/economics

UPCOMING KEY ECONOMIC RELEASES

U.S. Personal Income and Spending - August

Release Date: September 29/08

July Result: income -0.7% M/M, spending 0.2%
M/M; core PCE deflator +0.3% M/M, +2.4% Y /Y
TD Forecast: income +0.2% M/M; spending +0.2%
M/M:; core PCE deflator +0.2% M/M, 2.5% Y/Y
Consensus: income +0.2% M/M; spending +0.2%
M/M:; core PCE deflator +0.2% M/M, 2.4% Y/Y

U.S. consumers remain under stress, as the adverse
impact of mounting job losses, declining home pricesand
elevated gasoline prices weigh heavily on consumer’s
wealth. For August, we expect personal incometo rise by
only 0.2% M/M, following the dramatic 0.7% M/M drop
in June. Spending is expected to be equally tepid, with
personal expenditure rising by 0.2% M/M. On the infla-
tion front, the core PCE deflator should rise by 0.2% M/
M, bringing the annual rate of coreinflationto 2.5%Y/Y,
which will be the highest rate of core consumer inflation
since September 2006. This, however, will likely be the
high water mark for thisinflation indicator, as the soften-
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ing domestic economy and theretreat in energy priceswill
likely lead the way in easing the elevated level of con-
sumer inflation pressuresin the coming months.

Millan Mulraine 416-308-2911

Canadian Real GDP - July
Release Date: September 30/08
June Result: +0.1% M/M

TD Forecast: +0.3% M/M
Consensus: +0.1% M/M

It has now become clear that the Canadian economy
has hit asoft patch. And with aweakening U.S. economy
- thekey destination for Canadian export products - a sof -
tening housing sector and slowing consumer spending,
Canadian economic activity is likely to remain subdued
for sometime. In July, we expect the economy to grow by
0.3% M/M, following the meagre +0.1% M/M in June.
Theincreasein activity isexpected to come from the sur-
prising strength in manufacturing sector and wholesale
trade activity during the month. On the other hand, slower
construction activity and a declining energy sector will
continueto weigh heavily on overall economic activity.

Millan Mulraine 416-308-2911
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U.S. ISM Manufacturing Report - September

Release Date: October 1/08
August Result: 49.9 U.S. PURCHASING MANAGERS' INDEX

TD Forecast: 48.0 65 -Index
Consensus: 50.0

60 -
After hovering on or close to the 50-threshold for the
past few months, we expect the U.S. ISM manufacturing %5 \‘
index to begin its descent in September, falling to 48.0. s
Slowing export demand and waning domestic demand sug- N v
gests U.S. manufacturing sector activity will slow down 45 -
in September, after theresiliency showninthefirst half of
the year. Looking ahead, with durable goods orders post- 40 1
ing amassive4.5% M/M drop in August, we expect manu-
facturing sector activity to remain weak in September, as
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the pl pe“ne of orders is Clearly weak. As SUCh- we not Last plotted: Aug 2008; Source: U.S. Institute for Supply
only expect the | SM manufacturing index to be below 50 Management/Haver Analytics
in September, but remain there for quite some time.
Millan Mulraine 416-308-2911
U.S. Nonfarm Payrolls - September
Release Date:  October 3/08 U.S. LABOUR MARKET
August Result: -84K; unemployment rate 6.1% Thousands of jobs %
TD Forecast: -100K; unemployment rate 6.1% 220 64
Consensus: -100K; unemployment rate 6.1% 180 60
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spending, new cracksin the U.S. economic landscape are 60 -
becoming ever more apparent by the day. As such, we 20 [ 52

expect the deterioration in the U.S. labour market to ac-
celerate further in the coming months. For September, our
cal isfor the U.S. economy to shed 100K jobs, following *
the 84K jobsthat were lost in August. Despitethe drop in B i
the nonfarm payroll, the unemployment rate (which is ob- 140 40
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Seasonally-adjusted data; * Change in non-farm payrolls
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to further lighten their workforce, adding to the 605K jobs
that have been lost so far this year as sluggish domestic
and declining foreign demand for their products temper
demand for workers. If there are any risks to this fore-
cast, it isto the downside.

Millan Mulraine 416-308-2911
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RECENT KEY ECONOMIC INDICATORS
September 22 - September 26, 2008

Data for Units Current Prior
Canada
Sep 22 |Retail Sales Jun. M/M % chg. 0.1 06 |Ra
Sep 22  |Retail Sales (Ex. Autos) Jun. M/M % chg. 0.4 1.5 |Ra
Sep 23  |Consumer Price Index Aug. Y/Y % chg. 35 3.4
Sep 23  |Bank of Canada CPI Core Aug. Y/Y % chg. 1.7 1.5

United States
Sep 22 |Palson, Bernanke Testify on Credit Turmoil at Senate Panel
Sep 22 Bernanke, Paulson, Cox Testify on Financial Crisis

Sep 23  |Richmond Fed. Manufacturing Index Sept. Index -18.0 -16.0
Sep 23  |House Price Index July M/M % chg. -0.6 -0.3 | R~
Sep 23 |ABC Consumer Confidence 21-Sept. Index -41.0 -41.0
Sep 24 |MBA Mortgage Applications 19-Sept. % change -10.6 334
Sep 24  |Existing Home Sales Aug. Millions 4.91 5.02 |Ra

Sep 24  |Bernanke testifies at Congress Joint Economic Committee
Sep 24  |Paulson, Bernanke Testify on Financial Crisis at House Pane

=

Sep 25 |Durable Goods Orders Aug. % change -4.5 0.8 | R~
Sep 25 Initial Jobless Claims 20-Sept. Thousands 493.0 4610 |Ra
Sep 25 |Continuing Claims 13-Sept. Thousands 3542.0 3479.0 [ Ra
Sep 25 |New Home Sales Aug. Thousands 460.0 520.0 | Ra

Sep 25 |Fed Governor Evan, ECB's Gonzalez-Paramo Give Welcoming Remarks

Sep 26 Fed Governor Fisher Speaks to Investors, Economists in New York

Sep 26  |U. of Michigan Confidence Index Sept. Index 70.3 731

Sep 26 St. Louis Fed's Bullard To Speak at Tennessee Economic Meeting
Source: Bloomberg, TD Economics
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UPCOMING NORTH AMERICAN ECONOMIC CALENDAR
September 29 - October 3, 2008
R;I:f:e Economic Indicators Iia:::zr Units C::;ecr;sst:s Prior
Canada
Sep 30 |Industrial Product Prices Aug. M/M % chg. -0.2 0.4
Sep 30 |Raw Materials Price Index July M/M % chg. -3.5 1.4
Sep 30 |Gross Domestic Product Aug. M/M % chg. 0.2 0.1
United States
Sep 29 |Personal Income Aug. % change 0.2 -0.7
Sep 29 |PCE Deflator Aug. YIY % chg. 4.5 4.5
Sep 29 |Personal Spending Aug. % change 0.2 0.2
Sep29 [PCE Core Aug. YIY % chg. 24 24
Sep 29 |Fed's Hoenig Speaks in Gering, Nebraska, on Economy, Policy
Sep 30 |S&P/CS Composite-20 July Y/Y % chg. -16.0 -15.9
Sep 30 |Chicago Purchasing Managers Index Sept. Index 53.5 57.9
Sep 30 |Consumer Confidence Sept. Index 55.0 56.9
Sep 30 |Atlanta Fed Governor Lockhart to Speak on Economy in New Orleans
Oct 1 Domestic Vehicle Sales Sept. Millions 10.2 10.4
Oct 1 Total Vehicle Sales Sept. Millions 13.5 13.7
Oct 1 MBA Mortgage Applications 26-Sept. % change -- -10.6
Oct 1 ADP Employment Change Sept. Thousands -50.0 -33.0
Oct 1 ISM Manufacturing Composite Index Sept. Index 49.5 49.9
Oct 1 Construction Spending Aug. % change -0.5 -0.6
Oct 2 Initial Jobless Claims 27-Sept. Thousands 475.0 493.0
Oct2  |Factory Orders Aug. % change -2.9 1.3
Oct 2 St. Louis Fed's Bullard To Speak at Bloomington Indiana
Oct 3 Unemployment rate Sept. % 6.1 6.1
Oct 3 Change in Non-Farm Payrolls Sept. Thousands -100.0 -84.0
Oct 3 ISM Non-Manufacturing Composite Index Sept. Index 50 50.6
Source: Bloomberg, TD Economics
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G-7 ECONOMIC RELEASES AND EVENTS
Date Time* = Country Economic Indicator/Event Data. for Units Consensus Last Period
Period Forecast
Sep 28 17:45 Nz Trade Balance Aug. Millions -912.0 -781.0
19:50 | Japan Retail Trade Aug. Y/Y % chg. 0.2 2.0
Sep 29 5:00 EU Consumer Confidence Indicator Sept. Index -19.0 -19.0
5:00 EU Economic Confidence Sept. Index 87.3 88.8
8:30 | U.S. Personal Income Aug. % change 0.2 -0.7
8:30 U.S. PCE Deflator Aug. Y/Y % chg. 4.5 4.5
8:30 | U.S. Personal Spending Aug. % change 0.2 0.2
8:30 | U.S. PCE Core Aug. Y/Y % chg. 2.4 2.4
19:30 | Japan Jobless Rate Aug. % 4.1 4.0
19:30  Japan Household Spending Aug. Y/Y % chg. -1.3 -0.5
19:50 | Japan Industrial Production Aug. Y/Y % chg. -6.0 2.4
20:45 US Fed Governor Hoenig Speaks in Gering, Nebraska, on Economy, Policy
Sep 30 2:45 | France Producer Prices Sept Y/Y % chg. 6.8 7.3
3:55 | Germany | Unemployment Rate Sept. Per cent 7.6 7.6
4:30 UK. Gross Domestic Product Q2 Q/Q % ann. 0.0 0.0
4:30 UK. Current Account Balance Q2 UKS$, bins -9.7 -8.4
5:00 EU CPI Estimate Sept. Y/Y % chg. 3.6 3.8
8:30 Canada Industrial Product Price Index Aug. M/M % chg. -0.2 0.4
8:30 | Canada Raw Materials Price Index July M/M % chg. -3.5 1.4
8:30 | Canada Gross Domestic Product Aug. M/M % chg. 0.2 0.1
9:00 U.S. S&P/C-S Composite-20 July Y/Y % chg. -16.0 -15.9
10:00 U.S. Chicago Purchasing Managers Index Sept. Index 53.5 57.9
10:00 U.S. Consumer Confidence Sept. Index 55.0 56.9
13:00 U.S. Atlanta Fed Governor Lockhart to Speak on Economy in New Orleans
17:00 U.S. ABC Consumer Confidence 28-Sep Index -43.0 -41.0
Oct 1 - U.S. Domestic Vehicle Sales Sept. Millions 10.2 10.4
1:00 @ Japan Vehicle Sales Sept. Y/Y % chg. - -14.9
2:00 | Germany | Retail Sales Sept. Y/Y % chg. -2.6 0.0
3:50 | France Purchasing Manager's Index (Manufacturing) Sept. Index 43.6 43.6
3:55 | Germany | Purchasing Manager's Index (Manufacturing) Sept. Index 48.1 48.1
4:00 EU Purchasing Manager's Index (Manufacturing) Sept. Index 453 45.3
4:30 UK Purchasing Manager's Index (Manufacturing) Sept. Index 45.0 459
5:00 EU Unemployment Rate Aug. % 7.3 7.3
- U.S. Total Vehicle Sales Sept. Millions 13.5 13.7
7:00 U.S. MBA Mortgage Applications 26-Sept. % change -- -10.6
8:15 | U.S. ADP Employment Change Sept. Thousands -50.0 -33.0
10:00  U.S. ISM Manufacturing Composite Index Sept. Index 49.5 49.9
10:00 U.S. Construction Spending Aug. M/M % chg. -0.5 -0.6
19:50 | Japan Monetary Base Sept. Y/Y % chg. - -0.2
21:30 AU Trade Balance Aug. AU, mins 200.0 -717.0
Oct 2 2:00 | UK. Nation Wide Housing Prices Sept. Y/Y % chg. -12.4 -10.5
5:00 EU Euro-Zone PPI Aug. Y/Y % chg. 8.4 9.0
745 EU ECB Rate Announcement 2-Oct % 4.25 4.25
8:30 U.S. Initial Jobless Claims 27-Sept. Thousands 475 493
10:00  U.S. Factory Orders Aug. % change -2.9 1.3
20:00 U.S. St. Louis Fed Governor Bullard To Speak at Bloomington Indiana
Oct 3 5:00 EU Retail Sales Aug. Y/Y % chg. 2.4 -2.8
3:50 | France Purchasing Manager's Index (Services) Sept. Index 50.4 50.4
3:55 | Germany | Purchasing Manager's Index (Services) Sept. Index 49.3 49.3
4:00 EU Purchasing Manager's Index (Composite) Sept. Index 47.0 47.0
4:00 UK. Purchasing Manager's Index (Services) Sept. Index 47.0 49.2
8:30 | U.S. Unemployment rate Sept. % 6.1 6.1
8:30 | U.S. Change in Non-farm Payrolls Sept. Thousands -100.0 -84.0
10:00  U.S. ISM Non-Manufacturing Composite Index Sept. Index 50.0 50.6
* Eastern Standard Time; Sources: Bloomberg, TD Economics

The information contained in this report has been prepared for the information of our customers by TD Bank Financial Group. The information has been drawn from sources believed to be reliable,
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