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TD ECONOMICS FORECAST

Real Gross Domestic Product Growth in 2004

Growth in Potential Real Gross Domestic Product 3.0%

Extra Lift from U.S. Surge 0.8%

Extra Lift from Commodity Price Surge 0.7%

Net Result of Above: 4.5%

Drag from Exchange Rate Appreciation -2.0%

Growth Forecast: 2.5%

Forecast by TD Economics as at February 2004
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APPROACHES TO AN ANCHOR FOR THE DOLLAR

Market View No anchor

Productivity Gap: Canada/U.S. 0.80-0.89

Total Labour Compensation Gap: Canada/U.S. 0.84

Purchasing Power Parity (PPP)

Statistics Canada 0.83-0.85

OECD 0.84

IMF 0.845

Fundamental Equilibrium Exchange Rate (FEER)* 0.68-0.72

Bank of Canada Equation 0.72

Big Mac PPP (The Economist ) 0.85

Latté PPP (The Economist ) 0.82

* As estimated by the C.D. Howe Institute in 1995.

It would undoubtedly be higher now.
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IS THERE AN ANCHOR FOR THE DOLLAR?

Market View No anchor

Productivity Gap: Canada/U.S. 0.80-0.89

Total Labour Compensation Gap: Canada/U.S. 0.84

Purchasing Power Parity (PPP)

Statistics Canada 0.83-0.85

OECD 0.84

IMF 0.845

Fundamental Equilibrium Exchange Rate (FEER)*
Bank of Canada Equation 0.68-0.72

Big Mac PPP (The Economist ) 0.72

Latté PPP (The Economist ) 0.82

* As estimated by the C.D. Howe Institute in 1995.

It would undoubtedly be higher now.

CANADIAN DOLLAR AND PRODUCTIVITY
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SENSITIVITY OF FISCAL OUTLOOK
TO THE CANADIAN DOLLAR

Millions of Dollars

B.C. Alberta
Government Government

1 U.S. cent rise -75 -100

Negative means deterioration in budget balance
Positive means improvement in budget balance
Source: Government budgets

SENSITIVITY OF FISCAL OUTLOOK
TO ECONOMIC SHOCKS

Millions of Dollars

Federal Ontario
Government Government

1% drop in real GDP -2,500 -610
1% drop in GDP inflation -1,400 n/a
1% drop in interest rates 800 80

Negative means deterioration in budget balance
Positive means improvement in budget balance
Source: Federal Department of Finance,
Ontario Ministry of Finance, TD Economics
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GDP: Gross domestic product
Nominal GDP forecast by TD Economics as at Dec. 2003
Source: Provincial governments, Statistics Canada

PROVINCIAL GOVERNMENT DEBT BURDEN IN 2003-2004
Debt as a Share of Nominal GDP
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RATES OF RETURN BY ASSET CLASS

   

Cash Bonds
Cdn. 

Equities
U.S. 

Equities
Int’l 

Equities
Canadian 

Dollar

3-mth   
T-bills

SCM 
Bond 
Index

S&P/TSX S&P500 EAFE USD per 
CAD

2000 5.45 10.24 7.41 -9.10 -13.96 -3.10

2001 1.93 8.08 -12.57 -11.89 -21.21 -5.84

2002 2.52 8.73 -12.44 -22.10 -15.66 0.79

2003 2.86 6.69 26.72 28.68 39.17 22.26

Returns are the annual per cent change from Dec. to Dec. except
for Cash which is the average annual yield.
Source: DRI-Wefa Canada, TD Economics
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Per cent change year/year

Forecast

CANADIAN DOLLAR OUTLOOK
2001 2002 2003 2004f 2005f

 U.S. dollar   USD/CAD 0.628 0.633 0.774 0.790 0.790

 Japanese yen   JPY/CAD 82 75 83 83 79

 Euro   CAD/EUR 1.417 1.657 1.628 1.671 1.709

 U.K. pound   CAD/GBP 2.32 2.54 2.31 2.40 2.39

 Swiss franc   CHF/CAD 1.042 0.876 0.958 0.941 0.925

 Australian dollar   AUD/CAD 1.227 1.125 1.029 1.000 0.969

 Mexican peso   MXN/CAD 5.75 6.60 8.70 8.41 8.30

 Korean won   KRW/CAD 825 751 923 904 845

f: Forecast by TD Economics as at January 2004

All exchange rates are year-end values

Source: Federal Reserve of New York, TD Economics
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