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HIGHLIGHTS OF THE WEEK

United States
•	 Economic	data	this	week	were	supportive	of	the	narrative	of	ongoing	improvement	in	activity.	Despite	

a	slight	downward	revision	to	estimated	real	GDP	growth	in	the	second	quarter	(1.1%	from	1.2%),	the	
details	showed	an	upward	revision	to	consumer	spending	and	business	investment	and	a	slightly	larger	
drawdown	in	inventories.

•	 Janet	Yellen’s	speech	in	Jackson	Hole	noted	the	improvement,	saying	at	“in	light	of	the	continued	solid	
performance	of	the	labor	market	and	our	outlook	for	economic	activity	and	inflation,	I	believe	the	case	for	
an	increase	in	the	federal	funds	rate	has	strengthened	in	recent	months.”

•	 With	considerable	uncertainty	around	the	eventual	neutral	interest	rate,	the	pace	of	future	rate	hikes	will	
be	glacial	and	contingent	on	ongoing	calm	in	global	financial	markets.

Canada
•	 As	the	unofficial	end	of	summer	draws	near,	analysts	will	have	more	and	more	Canadian	economic	data	

from	the	second	half	of	the	year	to	dissect.	That	data	is	expected	to	confirm	that	the	Canadian	economy	
bounces	back	from	an	abysmal	second	quarter.	

•	 Corporate	profits	fell	for	the	fourth	consecutive	quarter	in	the	second	quarter,	foreshadowing	next	week’s	
real	GDP	report.	TD	expects	the	Canadian	economy	shrunk	1.5%.	June	GDP	is	expected	to	be	a	silver	
lining,	with	a	0.4%	monthly	increase	setting	the	third	quarter	up	for	a	rebound.	

•	 Third	quarter	growth	is	also	forecasted	to	get	a	one-time	boost	from	enhanced	Canadian	Child	Benefit	
payments.	Looking	beyond	the	near	term,	external	demand	will	be	key,	as	consumer	spending	is	con-
strained	and	the	housing	market	cools.
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Current* Week	
Ago

52-Week	
High

52-Week	
Low

Stock Market Indexes
S&P	500 2,184					 2,184					 2,190					 1,829					
S&P/TSX	Comp. 14,715			 14,687			 14,801			 11,843			
DAX 10,581			 10,544			 11,382			 8,753					
FTSE	100 6,846					 6,859					 6,941					 5,537					
Nikkei 16,361			 16,546			 20,012			 14,952			
Fixed Income Yields
U.S.	10-yr	Treasury 1.54 1.58 2.34 1.36
Canada	10-yr	Bond 1.03 1.08 1.72 0.96
Germany	10-yr	Bund -0.09 -0.03 0.80 -0.19
UK	10-yr	Gilt 0.53 0.62 2.05 0.52
Japan	10-yr	Bond -0.07 -0.08 0.40 -0.29
Foreign Exchange Cross Rates
C$	(USD	per	CAD) 0.78 0.78 0.80 0.69
Euro	(USD	per	EUR) 1.13 1.13 1.15 1.06
Pound	(USD	per	GBP) 1.32 1.31 1.56 1.29
Yen	(JPY	per	USD) 100.6 100.2 123.6 99.9
Commodity Spot Prices**
Crude	Oil	($US/bbl) 47.4 48.5 51.2 26.2
Natural	Gas	($US/MMBtu) 2.86 2.64 2.94 1.49
Copper	($US/met.	tonne) 4617.0 4785.8 5416.5 4327.5
Gold	($US/troy	oz.) 1334.2 1341.3 1366.4 1051.1

THIS WEEK IN THE MARKETS

*as	of	11:15	am	on	Friday	**Oil-WTI,	Cushing,	Nat.	Gas-Henry	Hub,	
LA	(Thursday	close	price),	Copper-LME	Grade	A,	Gold-London	Gold	
Bullion;	Source:	Bloomberg.

Federal	Reserve	(Fed	Funds	Rate)
Bank	of	Canada	(Overnight	Rate)
European	Central	Bank	(Refi	Rate)
Bank	of	England	(Repo	Rate)
Bank	of	Japan	(Overnight	Rate)
Source:	Central	Banks.		
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U.S. – THE FAULT IS IN R-STAR
If you have been paying attention to Fed speak over 

the dog days of summer, you have likely heard talk of the 
“r-star.” It sounds arcane, but don’t let that fool you. While 
the concept is theoretical, its implications are real. As the 
Federal Reserve considers its next steps in normalizing 
monetary policy, estimates of “r-star” or neutral rate of 
interest will be a key determining factor. 

Stated simply, the neutral rate is defined as the rate of 
interest at which there is neither upward or downward pres-
sure on inflation. In theory, this rate is determined by the 
supply of savings relative to the demand for investment. In 
practical terms, the neutral rate is influenced by things like 
population growth, aging, and productivity growth. 

The important point for investors is that current estimates 
of the neutral rate are thought to be much lower than in 
previous cycles. According to a paper co-authored by San 
Francisco Federal Reserve president John Williams, the 
current real (inflation-adjusted) neutral rate is somewhere in 
the neighborhood of 0%. With inflation of 2%, this implies 
a nominal neutral rate that is also 2%. 

A few points bear making. One, there is no guarantee that 
the current neutral rate will remain the prevailing rate in the 
future. Shifts in preferences for saving or in opportunities 
for productive investment can shift the r-star. Unfortunately, 
estimating the neutral rate is an inherently backward look-
ing process and gives us little indication of its future path.

Second, a time varying neutral rate adds another layer 
of uncertainty to predicting the actual course of monetary 
policy. One can see this in Federal Open Market Committee 
(FOMC) participants’ own expectations for the fed funds 

rate. While the current consensus in terms of the long-run 
rate appears to be in the neighborhood of 3.0%, it has fallen 
80 basis points since reporting began over the last year. 

Even more, there appears to be little agreement about 
when this longer-run rate will prevail. At least one FOMC 
participant, James Bullard of the St. Louis Federal Reserve, 
has a base-case assumption for the federal funds rate to re-
main within 25 basis points of its current level through 2018. 

This provides important context for debate currently oc-
curring both within the fed and in financial markets about 
when the Fed will next raise interest rates. A chorus of Fed 
speakers have sounded the drum on the likelihood of an 
imminent rate hike. Janet Yellen, in her speech Friday in 
Jackson Hole, noted that “in light of the continued solid per-
formance of the labor market and our outlook for economic 
activity and inflation, I believe the case for an increase in 
the federal funds rate has strengthened in recent months.” 

Given the stream of recent economic data, including 
this week’s revision to second quarter GDP growth, which 
showed an even higher rate of consumer spending and mod-
estly upgraded inflation, the odds of the Fed raising rates 
before the end of this year are close to even. 

Nevertheless, there is little reason to expect the neutral 
rate to move much from its current low level. This means 
that the most that can be expected in terms of future rate 
hikes is one to two per year. And as we’ve seen over the 
course of this year, it will not take much in terms of global 
financial volatility to put off even this very modest pace of 
tightening.

James Marple, Senior Economist 416-982-2557
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CHART 1: R-STAR* HAS BEEN FALLING ACROSS 
ADVANCED ECONOMIES
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*Estimated	real	natural rate	of	interest.	
Source:	Holston, Laubach,	Williams	(June	2016)
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CHART 2: WEAK REAL GDP MASKS STRONG 
DOMESTIC SPENDING 
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Financial markets were fairly quiet in Canada this past 
week, but the unofficial end of summer is drawing near. 
As many market participants and investors return to work 
after labour day, they will have more and more Canadian 
economic data from the second half of the year to dissect. 
Analysts will be carefully sifting through the data for con-
firmation that the Canadian economy bounces back from 
what has shaped up to be an abysmal second quarter. 

Next week we will close the book on Q2 with the release 
of real GDP data. Canada’s economy likely contracted by 
1.5% in the second quarter, in part due to the disruptions 
caused by the devastating wildfires in Alberta (see page 6). 
But, the quarter was already looking quite soft before the 
fires caused mass evacuations in the Fort McMurray region 
in May. Most of the components of growth are expected to 
disappoint: consumer spending is looking anemic, busi-
ness investment likely had another contraction, and exports 
should subtract from growth. Residential investment is fore-
cast to be one positive, but given the overheated conditions 
in key regional housing markets, it is a worrying foundation 
for Canadian growth.

We caught a glimpse of the weak second quarter this past 
week in the corporate profits data. Profits fell again in the 
second quarter, marking the sixth decline in seven quarters, 
as the hit to national income from the collapse in oil prices 
filters through the economy. While the oil and gas sector is 
experiencing relentless operating losses – profits are down 
$9 billion since the peak – the fallout is not confined to the 
resource sector. Excluding resources, profits have been quite 
anaemic, and are down a similar $9 billion since Q2 2014, 

with declines across a broad swath of industries. 
Looking ahead to the second half of the year, we expect 

profits to be on the mend. A rebound from the wildfires, 
higher commodity prices and heartier U.S. demand should 
all contribute to a better environment for growth and corpo-
rate profitability. In fact, the dour GDP report should have 
one silver lining. Monthly GDP data for June is estimated to 
rack up a healthy 0.4% monthly gain. The math of quarterly 
averages means that the third quarter will be set up to see 
decent growth based on the strong hand-off from June alone.  

The first payment of the new Canada Child Benefit in 
July is also expected to lend a hand. The revised benefit 
increases payments to lower income families with children, 
and is likely to provide a near-term boost to consumer 
spending. However, this is just a one-time boost to growth 
in a quarter that will also feature a one-off gain from a return 
to normal production at many oil sands facilities.

While the rebound should be reassuring, a clearer picture 
of Canada’s economic growth will have to wait until the 
fourth quarter, when these one-time factors are behind us. 
We expect growth just shy of 2% to close the year – a bit 
ahead of the pace expected over the next couple of years. 
Economic growth is expected to be led by exports, as an 
aging population and high debt levels restrain consumer 
spending and the housing market eventually cools. The bulk 
external demand comes from south of the border, and signs 
there are also pointing to a firmer second half of the year. 

CANADA – ECONOMIC DATA SET TO TURN THE PAGE

Leslie Preston, Senior Economist, 416-983-7053
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CHART 1: GET SET FOR AN ABYSMAL Q2 

Source:	Statistics	Canada. Forecast	by	TD	Economics	as	at	August	2016.
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U.S.: UPCOMING KEY ECONOMIC RELEASES

Personal income is expected to boast a robust 0.5% m/m 
advance in July, bolstered by the strong job gains and the 
acceleration in hourly earnings during the month. This will 
mark the biggest gain in this indicator since May last year, 
further underpinning the steady gains in US household’s 
disposable income. Despite the surge in income, personal 
spending activity should start Q3 on a relatively subdued 
footing, rising at a modest 0.2% m/m and ending a three-
month streak of robust spending gains. Real spending should 
also print at a 0.2% m/m pace, pointing to a sharp decelera-
tion in spending momentum in Q3 from the brisk Q2 pace. 
The outlook for spending, however, remains quite favorable, 
given the supportive backdrop from low energy prices, and 
strong gains in disposable income. On the inflation front, 
the core PCE deflator should remain flat in July, with the 

U.S. Personal Income and Spending - July*
Release Date: August 29, 2016
June Result: Income 0.2% m/m; spending 0.4% m/m
TD Forecast: Income 0.5% m/m; spending 0.2% m/m
Consensus: Income 0.4% m/m; spending 0.3% m/m

annual pace of inflation decelerating to 0.8% y/y from 0.9% 
y/y. The core inflation rate should also be quite subdued, 
eking out a meagre 0.1% m/m gain, though the annual pace 
of core PCE inflation should remain unchanged at 1.6% y/y.

US manufacturing sector growth momentum is expected 
to shift modestly lower in August, with the headline ISM 
manufacturing sector index falling to 52.4 from 52.6. This 
will mark the second consecutive monthly decline in the 
index, and the downshift in growth momentum mirrors the 
weakness seen in the various regional PMIs, along with the 
decline in the associated US Markit index. The deteriora-
tion in the index is expected to be driven by the retreat in 
a number of key forward-looking indicators such as new 
orders (which should slip further from its current lofty level) 
and employment. The production sub-index should also dip, 
with the expected slip in the inventory to new order index 
(down from 7.4 to 5.2) also foreshadowing further declines 
in the production index ahead. Notwithstanding this, we 
expect the weakening in manufacturing sector momentum 

U.S. ISM Manufacturing Index - August*
Release Date: September 1, 2016
July Result: 52.6
TD Forecast: 52.4
Consensus: 52.0

to begin reversing course in short order, as the rebound in 
energy prices and improving domestic backdrop provide a 
modest tailwind for the sector. 
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*Forecast	by	Rates	and	FX	Strategy	Group.		For	further	information,	contact	TDRates&FXCommoditiesResearch@tdsecurities.com

After the back-to-back blockbuster employment gains in 
June and July, TD expects the pace of job growth to come 
back down to earth with the economy adding a slightly more 
modest 189K jobs in August. Despite the slowing in jobs 
growth, the 6M average pace of payroll gains should remain 
at a relatively healthy 182K pace. The job gains should be 
sprinkled across most sectors, with rising hiring activity 
in the pro-cyclical manufacturing, professional services, 
construction, retail and transportation sectors, underpin-
ning the broad-based rise in labor demand in the US. The 
177K gain in private sector employment will be boosted 
by a further 11K rise in public sector employment, owing 
to greater hiring activity on a state and local government 
level. The unemployment rate should drift modestly lower, 
falling to 4.8% from 4.9%, as the healthy gain in household 
employment offsets the rising labor force participation as 

U.S. Employment - August*
Release Date: September 2, 2016
July Result: 255K; unemployment 4.9%
TD Forecast: 189K; unemployment 4.8%
Consensus: 185K; unemployment 4.8%

more workers move back into the labor force in search of 
new jobs. Wage growth, however, should be quite subdued 
as AHE remains flat on the month due to unfavorable calen-
dar effects, while on a year-ago basis wage growth should 
decelerate to 2.3% y/y from 2.6% y/y. 

3.0

4.0

5.0

6.0

7.0

8.0

9.0

10.0

0

50

100

150

200

250

300

350

Aug-14 Jan-15 Jun-15 Nov-15 Apr-16

U.S. LABOR MARKET 

Net	Job		
Change*	(lhs)	

Unemployment		
Rate	(rhs)	

Thousands	of	jobs	 %	

Seasonally-adjusted	data;	*	Change	in	non-farm	payrolls	
Source:	U.S.	Deptartment	of	Labor	/	Haver	Analytics	



6

TD Economics | www.td.com/economics

August 26, 2016

CANADA: UPCOMING KEY ECONOMIC RELEASES

After a healthy start to the year, the Canadian economy 
appears to have contracted in the second quarter. What was 
already shaping up to be a weak quarter was made worse 
by May’s wildfires in Alberta, resulting in an expected 
contraction in real GDP of 1.5% (q/q, annualized). Nearly 
all details of the report are likely to be weak. Retail sales 
data point to weak consumer spending (+0.5% q/q annual-
ized), a marked deceleration from 2.3% in the first quarter. 
Business investment likely continued to decline (-8.4%), as 
still-low commodity prices and weak exports both weighed 
on decision-makers. Indeed, after a strong start to the year, 
exports have gone backwards, and are expected to subtract 
from second quarter growth (-5.4%). On the other side of 
the trade balance, imports are expected to have grown mod-
estly (+0.8%), reflective of weak domestic demand. With 
government spending also modest (+1.1%), the strongest 
component of growth is likely to be residential investment 
(+6.5%), helped along by strong home price gains. Look-

Canadian Real GDP - Q2 & June*
Release Date: August 31, 2016
Result: Q1 2.4% q/q ann; May -0.6% m/m
TD Forecast: Q2 -1.5% q/q ann; May 0.4% m/m
Consensus: Q2 -1.5% q/q ann; May 0.5% m/m

ing ahead, the industry GDP report for June should show a 
healthy 0.4% m/m rebound from May’s wildfire-led drop 
in output. Beyond the oil sector, the employment survey 
pointed to a healthy gain in hours worked, which should 
also boost June growth. Decent manufacturing orders and 
continued normalization of oil output should provide healthy 
momentum heading into the third quarter, pointing to a 
healthy pop-back in economic growth.
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*Forecast	by	Rates	and	FX	Strategy	Group.		For	further	information,	contact	TDRates&FXCommoditiesResearch@tdsecurities.com

Alongside the June GDP report, international trade is an 
important indicator ahead of the September Bank of Canada 
meeting. Besides providing an early snapshot to Q3 growth 
following the Q2 wild-fire shock, the report will be scru-
tinized for any signs of a recovery in non-energy exports, 
which have declined since February.  The July trade deficit 
is expected to narrow to $3.3 billion after widening to a 
new historical high of $3.6 billion in June. The projection 
assumes a soft rise in exports combined with a fall in im-
ports. Moreover, key to the narrowing in July are non-energy 
exports, which are expected to more than offset a decline in 
energy exports. The latter likely fell on lower oil prices, as 
the price of WTI Crude oil dipped 8.4% m/m in July. Driving 
the gains in non-energy exports are likely motor vehicle and 
metal exports. Motor vehicle exports are due for a bounce 
back as presaged by the healthy uptrend in US light weight 
truck sales, while exports of metals and minerals likely 
rebounded from multi-year lows, helped on higher prices. 

Canadian International Trade - July*
Release Date: September 2, 2016
June Result: -$3.6 billion
TD Forecast: -$3.3 billion
Consensus: -$3.2 billion

Our projected advance in non-energy exports would mark 
the first increase since January—a most welcome develop-
ment to the export outlook. Nevertheless, we see downside 
risk to our export estimates, particularly in light of the US 
July advance trade report which showed another decline in 
motor vehicle imports. Compared to nominal figures, vol-
umes should be somewhat stronger as seasonally-adjusted 
commodity prices fell on balance in July.
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Release 
Date Economic Indicator/Event Data for 

Period Units Current Prior

Aug	23 Markit	US	Manufacturing	PMI Aug	P Index 52.1 52.9
Aug	23 New	Home	Sales Jul Thsd 654.0 582.0 R6
Aug	24 Existing	Home	Sales Jul Mlns 5.4 5.6
Aug	25 Capital	Goods	Orders	Non-defense	Excl.	Aircraft Jul	P M/M	%	Chg. 1.6 0.5 R5
Aug	25 Durable	Goods	Orders Jul	P M/M	%	Chg. 4.4 -4.2 R6
Aug	25 Initial	Jobless	Claims Aug	20 Thsd 261.0 262.0
Aug	25 Markit	US	Services	PMI Aug	P Index 50.9 51.4
Aug	26 Advance	Goods	Trade	Balance Jul USD,	Blns -59.3 -64.5 R6
Aug	26 Gross	Domestic	Product	(Annualized) Q2	S Q/Q	%	Chg. 1.1 1.2
Aug	26 Personal	Consumption Q2	S Q/Q	%	Chg. 4.4 4.2
Aug	26 Core	Personal	Consumption	Expenditures Q2	S Q/Q	%	Chg. 1.8 1.7

Aug	22 Wholesale	Trade	Sales Jun M/M	%	Chg. 0.7 1.9 R5
Aug	25 CFIB	Business	Barometer Aug Index 59.8 57.6

Aug	23 EZ Markit	Eurozone	Manufacturing	PMI Aug	P Index 51.8 52.0
Aug	25 JN Consumer	Price	Index Jul Y/Y	%	Chg. -0.4 -0.4
Aug	26 UK Gross	Domestic	Product Q2	P Y/Y	%	Chg. 2.2 2.2

Source:	Bloomberg,	TD	Economics.

RECENT KEY ECONOMIC INDICATORS: AUGUST 22-26, 2016
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Release 
Date Time* Economic Indicator/Event Data for 

Period Units Consensus 
Forecast Last Period

Aug	29 8:30 Personal	Income Jul M/M	%	Chg. 0.4 0.2
Aug	29 8:30 Real	Personal	Spending Jul M/M	%	Chg. 0.2 0.3
Aug	29 8:30 Personal	Consumption	Expenditures	Deflator	 Jul Y/Y	%	Chg. 0.8 0.9
Aug	29 8:30 Core	Personal	Consumption	Expenditures	 Jul Y/Y	%	Chg. 1.5 1.6
Aug	30 10:00 Consumer	Confidence	Index Aug Index 97.0 97.3
Aug	31 3:15 Fed's Rosengren to Address Financial Conference in Beijing
Aug	31 8:00 Fed's Kashkari Speaks on Fed Structure in St. Paul
Aug	31 8:15 ADP	Employment	Change Aug Thsd 175.0 179.0
Aug	31 10:00 Pending	Home	Sales Jul M/M	%	Chg. 0.7 0.2
Sep	01 8:30 Initial	Jobless	Claims Aug	27 Thsd 265.0 261.0
Sep	01 10:00 ISM	Manufacturing Aug Index 52.0 52.6
Sep	01 Wards	Total	Vehicle	Sales Aug Mlns 17.20 17.77
Sep	02 8:30 Change	in	Nonfarm	Payrolls Aug Thsd 185.0 255.0
Sep	02 8:30 Unemployment	Rate Aug % 4.8 4.9
Sep	02 8:30 Average	Hourly	Earnings	 Aug M/M	%	Chg. 0.2 0.3
Sep	02 8:30 Trade	Balance Jul USD,	Blns -43.0 -44.5
Sep	02 10:00 Factory	Orders Jul M/M	%	Chg. 2.0 -1.5
Sep	02 10:00 Factory	Orders	Excluding	Transportation Jul M/M	%	Chg. - 0.4
Sep	02 13:00 Fed's Lacker Speaks on Interest Rate Benchmarks in Richmond

Aug	30 8:30 Industrial	Product	Price Jul M/M	%	Chg. - 0.6
Aug	31 8:30 Gross	Domestic	Product Jun M/M	%	Chg. 0.5 -0.6
Sep	02 8:30 International	Merchandise	Trade Jul CAD,	Blns -3.2 -3.6

Aug	29 19:30 JN Jobless	Rate Jul % 3.1 3.1
Aug	29 19:50 JN Retail	Trade	 Jul Y/Y	%	Chg. -0.9 -1.3
Aug	31 5:00 EC Core	Consumer	Price	Index Aug	A Y/Y	%	Chg. 0.9 0.9
Aug	31 5:00 EC Unemployment	Rate Jul % 10.0 10.1
Aug	31 8:00 BZ Gross	Domestic	Product Q2 Y/Y	%	Chg. -3.8 -5.4
Aug	31 8:00 IN Gross	Domestic	Product Q2 Y/Y	%	Chg. 7.6 7.9
Sep	01 4:30 UK Markit	UK	PMI	Manufacturing	(SA) Aug Index 49.0 48.2

	*	Eastern	Standard	Time.	Source:	Bloomberg,	TD	Economics.

UPCOMING ECONOMIC RELEASES AND EVENTS: AUGUST 29 - SEPTEMBER 2, 2016
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This	report	is	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	spokespersons	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.


