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Highlights of the Week

United States

Real GDP fell by an historic 9.6% in the second quarter (32.9% annualized), led by declines in spending on services
as the economy locked down in March and April.

The fall was deep but short. Spending rebounded in both May and June. Consumer spending rose 5.2% in June, with

all major categories seeing improvement.

Income supports go a long way in explaining the resurgence in consumer spending. The expiry of extended Ul ben-
efits at the end of July puts this at risk and represents a clear and present danger to the economic recovery.

Canada

'This week’s GDP report showed that the Canadian economy officially returned to growth in May, expanding by 4.5%,

with another 5% tentative gain forecasted in June.

Gradual easing of restrictions continues to bring a welcome relief to many business owners across the country. As a
result, the CFIB business barometer improved for the fourth consecutive month in July, rising to 61.3.

While the worst of the pandemic appears to be behind us, there is still a long and risky recovery ahead. The operating
environment for many Canadian firms remains tough, and the CFIB estimates that one in seven businesses could close
as a result of the pandemic.

This Week in the Markets . . .
North American Equities Edge Higher but Europe down on
Current* Week Ago 52-Week High  52-Week Low Dire Economic News
Weekly % Change
Stock Market Indexes
S&P 500 3226 3216 3386 2237 S&P/TSX
S&P/TSX Comp. 16096 15997 17944 11228 S&P 500
DAX 12313 12838 13789 8442 DAX
FTSE 100 5898 6124 7675 4994
Nikkei 21710 22752 24084 16553 USD:EUR
Fixed Income Yields USD:JPY
U.S. 10-yr Treasury 0.55 0.59 194 0.54
USD:CAD
Canada 10-yr Bond 0.47 0.50 1.70 0.45
Germany 10-yr Bund -0.52 -0.45 -0.16 -0.86 Gold
UK 10-yr Gilt 0.10 0.14 0.87 0.09 WTI
Japan 10-yr Bond 0.02 0.02 0.08 -0.29
Foreign Exchange Cross Rates o432 0 ! 2 3 4 5
Note: Data as of 1:17 PM ET, Friday, July 31, 2020.
C$ (USD per CAD) 0.75 0.75 0.77 0.69 Source: Bloomberg, TD Economics
Euro (USD per EUR) 1.18 117 1.18 1.07
Pound (USD per GBP) 131 1.28 133 115 Global Official Policy Rate Targets
Yen (JPY per USD) 105.8 106.1 1121 1024 Current Target
Commodity Spot Prices** Federal Reserve (Fed Funds Rate) 0.00 - 0.25%
Crude Oil ($US/bbl) 40.0 411 63.3 -37.6 Bank of Canada (Overnight Rate) 0.25%
Natural Gas ($US/MMBtu) 1.75 1.63 2.87 1.40 European Central Bank (Refi Rate) 0.00%
Copper ($US/met. tonne) 6441.8 6430.3 6580.0 4625.0 Bank of England (Repo Rate) 0.10%
Gold ($US/troy oz.) 1973.4 1902.0 1973.4 1440.8 K of iah o
*As of 1:02 PM on Friday. **Qil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Bank o Japan (Ovemlg t Rate) -0.10%
Grade A. Gold-London Gold Bullion. Source: Bloomberg. Source: Central Banks.
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U.S. - Historical Decline in GDP As Virus Struck in Q2

It was an historic week in economic data as the Bureau of
Economic Analysis confirmed the largest pullback in eco-
nomic activity in the history of the quarterly series (data go-
ing back to 1947). Real GDP fell by 9.5% in the second

quarter (or, as it often reported, 32.9% annualized).

This was a unique economic decline. Falling consumer
spending on services made up nearly 70% of the drop in
GDP in the quarter. Typically in recessions, services spend-
ing is relatively unscathed. Amazingly perhaps in a health
crisis, spending on healthcare made up nearly a third of the
overall decline in GDP. The pullback reflects the exceptional
circumstances brought on by the virus and the sudden lock-
down of the economy in the final weeks of March, includ-
ing non-essential medical procedures. The pace of decline was
fastest in April, the first month of the second quarter. Spending
rebounded in May and June as the economy re-opened.

Indeed, June income and spending data, also released this
week, showed consumer spending growing by 5.2% in the
month (non-annualized), with all categories seeing gains.
Spending increases were led by goods categories, especially
durables, which rose 8.8%. As of June, goods spending was
nearly 5% higher than its pre-crisis level, with durable goods
spending 9.5% above its February level. Services spending,
however, still has a way to go, down close to 12% from its
pre-pandemic level.

'The strength of the spending rebound is attributable to the
income supports provided by the federal government. As a
result of one-time support checks and expanded unemploy-
ment insurance, real disposable personal income (DPI) grew

Chart 1: Unprecedented Economic Decline
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Source: Bureau of Economic Analysis, TD Economics.

Chart 2: Government Transfers Offset Drop in
Market Income
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*Including proprietors' income, asset and interest income.
Source: Bureau of Economic Analysis, TD Economics.

by 9.6% in the quarter (non-annualized), despite the fall in
GDP. Importantly however, income showed the opposite
pattern of spending, with strong growth in April when one-
time support checks went out, followed by declines in May
and June.

This speaks to the importance of fiscal supports in main-
taining the economic recovery. Negotiations in Washington
on the next wave of support are ongoing but stalled this
week. This as extended unemployment benefits expired on
July 31st. As a result of the expiry, income will fall further in
August for the close to 30 million people currently receiv-
ing this life line. Without additional supports, spending will
retrace the improvement seen in May and June and set the
recovery back.

In fact, warning signals that the economic recovery is taper-
ing off in July continued to build in other indicators this
week. Weekly jobless claims rose in the week ending July
25 for a second straight week. There is an important caveat
to this data — it is seasonally adjusted to reflect typical July
patterns, which may be less accurate in the current environ-
ment. Unadjusted, claims fell in the week. However, even
here, the improvement appears to have stalled at a level still
consistent with a deep economic contraction. The rise in
COVID cases and slowdown in economic progress has not
gone unnoticed. Consumer confidence pulled back in July,
falling six points to 92.6, moving it further away from its
peak of 132.6 in February.

James Marple, Senior Economist | 416-982-2557
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Canada - GDP Shows First Signs of Recovery

Equity markets were choppy this week amid Q2 GDP data
showing the devastating impact that the pandemic had on
the economies across the globe, as well as news of rising
infections and tightening restrictions in some countries.
This also weighed on energy prices, with the benchmark
WTT oil price back below $40/barrel. Despite this, the
S&P/TSX index looked set to end the week higher at the

time of writing.

COVID-19 case counts have also ticked higher in several
Canadian provinces in July, however, infections and hospi-
talizations have so far remained manageable, keeping re-
gional reopening plans largely on track. Indeed, this week
the populous Toronto and Peel regions in Ontario got the
green light to move to Stage 3 of the reopening process.

With the economic engine being gradually switched back
on, many timely economic indicators have been signaling
a rebound in activity, bringing a welcome relief to many
business owners. The CFIB business barometer, a measure
of small business expectations and confidence, improved
for the fourth consecutive month (see commentary). The
index rose to 61.3 in July — the best reading in over a year.

While this is an encouraging sign, it needs to be interpreted
with caution. Other index components suggest that busi-
ness environment remains far from normal. For example,
only 63% of respondents have said that business conditions
are good or satisfactory, down from an average of nearly
90% prior to the pandemic (Chart 1). Furthermore, a size-
able portion of businesses were no longer responding to the
survey, suggesting they may have closed, potentially biasing
the July figures upward.

Chart 1: Business Barometer Rebounds but It's
Not "Business as Usual"
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Source: CFIB, TD Economics.

Chart 2: GDP Begins to Recover after a Massive Decline
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Source: Statistics Canada, TD Economics. Last Observation June,2020.

Still, the worst of the pandemic hit is now behind us. This
week's GDP report showed that the Canadian economy
officially returned to growth in May, expanding by 4.5%,
with another 5% gain forecasted by Statistics Canada for
June (Chart 2). These robust advances still leave economic
activity in June 10.4% below February’s reading, point-
ing to a long and risky recovery still ahead. Evidence from
other countries shows that the risk of a second wave is real.
Complicating the outlook, many emergency support mea-
sures will begin to roll off this fall.

A separate CFIB report also echoed this, estimating that
158,000 (or one-in-seven) of small businesses were at risk
of closing due to COVID-19. Not surprisingly, the figure is
significantly higher for businesses operating in hospitality
and arts & recreation industries, where nearly a third could
close. Regionally, the highest proportion of businesses at
risk were in Alberta (at nearly 20%), followed by Ontario
and Saskatchewan (at 16% each).

Without a doubt, even with recent improvement, the oper-
ating environment for many Canadian firms remains tough
due to heightened global macroeconomic uncertainty, low
energy prices, remaining restrictions, and the potential for
a renewed pullback in economic activity if cases continue
to rise. This is why, as we note in our recent report, the evo-
lution of business activity indicators has been less robust
that those of households. This tells us that as companies
navigate these risks, the economic recovery is unlikely to
be even, with many sectors feeling the pain for some time.

Ksenia Bushmeneva, Economist | 416-308-7392

http://economics.td.com

@TD_Economics



U.S.: Upcoming Key Economic Releases

U.S. ISM Manufacturing Index- July*

Release Date: August 3, 2020
Previous: 52.6
TD Forecast: 54.0

Consensus: 53.6

Regional surveys point to another rise in the manufactur-
ing ISM index, even with the second wave of COVID cas-
es; a rise has been signaled by the already released regional
surveys. The report will likely mainly reflect data for the
first half of the month. Meanwhile, upward momentum
is being threatened by the second COVID wave. Timely
indicators for the economy broadly have been showing a
tading of upward momentum.

52

50

48

46

44

42

40

ISM Manufacturing Index
Index

N\ I~
Ne—ou/

Jun-19 Aug-19 Oct-19 Dec-19 Feb-20 Apr-20 Jun-20

Source: Institute for Supply Management, TD Economics

U.S. ISM Non-Manufacturing Index- July*

Release Date: August 5, 2020
Previous: 57.1
TD Forecast: 54.5

Consensus: 55.0

Fallout from the second COVID wave has probably been
greater for services firms than manufacturing firms, and we
expect the non-manufacturing ISM index to be down this
week even as we expect the manufacturing index to be up.
Markit’s services PMI was up in early July, but it was still
low relative to the non-manufacturing ISM index. (It rose
to 49.6 in the flash report from 47.9 in June.)
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*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommaoditiesResearch@tdsecurities.com
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U.S.: Upcoming Key Economic Releases

U.S. Employment- July*

Release Date: August 7, 2020
Previous: nfp 4.8mn; unemployment rate 11.1%;
TD Forecast: nfp 0.5mn; unemployment rate 11.1%;

Consensus: nfp 1.5mn, unemployment rate 10.5%;

The second-consecutive surge in retail sales is likely to
be mirrored in the broader consumer spending series, al-
though more recent high-frequency data suggest slowing,
starting in late June (TD: +5.5%). The slowing is likely
due to a fading of support from stimulus payments as well
as fallout from rising COVID cases. Income likely fell in
June, even with employment up strongly (TD: -0.8%).
PCE inflation likely picked up on a m/m basis, but not by
enough to offset recent weakening; the 12-month change
in core prices probably held at 1.0%, which is down from
1.7% in Q1.

10,000
5,000
0

-5,000

-10,000
-15,000
-20,000

-25,000

U.S. Labor Market

Thousands of Jobs

Net Job % 16

Change* (LHS) \
14

12

Unemployment
Rate (RHS)

!

>~ O ©

Jun-19

Aug-19  Oct-19

Dec-19

Feb-20  Apr-20  Jun-20

Seasonally-Adjusted Data; * Change in Non-Farm Payrolls

Source: U.S. Department of Labor, TD Economics

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Canadian: Upcoming Key Economic Releases

Canadian International Merchandise Trade

Canadian International Merchandise Trade - June*
$C, Billions
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Source: Statistics Canada, TD Economics

by higher imports. Motor vehicles exports should lead the
advance on a return to normal production levels while a
significant increase in crude oil prices should bolster nomi-
nal energy exports. Non-energy exports (excluding motor
vehicles) should see more modest gains, consistent with
the steady improvement in global manufacturing condi-
tions. Stronger imports should offset much of the export
growth, with motor vehicles and parts expected to make a
large contribution, although softer import growth is a risk
that would add to the trade surplus.

Canadian Labour Market*

Canadian Employment- July* %
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job growth of 350k, down from 953k in June. This reflects Source: Statistes Canada, TO Economis
a moderation in the rollback of emergency measures and
if realized would leave the unemployment rate at 11.5%. services) to lead job creation while Ontario and Quebec
Mobility trends and other high-frequency indicators have should outperform on a regional basis. Hours worked
continued to improve through the month, albeit at a more will be closely watched in addition to the headline print
modest pace than June, and CERB claims have continued for insight into economic activity for July.

to trend lower. Like June, we expect the hardest-hit indus-
tries across the service sector (retail, accommodation, food

*Forecast by Rates and FX Strategy Group. For further information, contact TDRates&FXCommoditiesResearch@tdsecurities.com
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Recent Key Economic Indicators: Jul 27 - 31, 2020

Release Economic Indicator/Event Data. for Units Current Prior

Date Period
United States
Jul 27 Cap Goods Orders Nondef Ex Air Jun M/M % Chg. 3.3 1.6
Jul 27 Durable Goods Orders Jun M/M % Chg. 7.3 15.1
Jul 28 S&P CoreLogic CS US HPI NSA May Y/Y % Chg. 4.5 46
Jul 28 Conf. Board Consumer Confidence Jul Index 92.6 98.3
Jul 29 Advance Goods Trade Balance Jun Blns -70.6 -75.3
Jul 29 Pending Home Sales Jun M/M % Chg. 16.6 443
Jul 29 FOMC Rate Decision (Upper Bound) Jul 29 % 0.25 0.25
Jul 30 Core Personal Consumption Expenditure 2Q Q/Q % Chg. -1.1 1.6
Jul 30 Gross Domestic Product Annualized 2Q Q/Q % Chg. -32.9 -5.0
Jul 30 Initial Jobless Claims Jul 25 Thsd 1434.0 1422.0
Jul 30 Personal Consumption 2Q Q/Q % Chg. -34.6 -6.9
Jul 31 Employment Cost Index 2Q Q/Q % Chag. 0.5 0.8
Jul 31 Personal Consumption Expenditure Core Deflator Jun Y/Y % Chg. 0.9 1.0
Jul 31 Personal Consumption Expenditure Deflator Jun Y/Y % Chg. 0.8 0.5
Jul 31 Personal Income Jun M/M % Chg. -1.1 -4.4
Jul 31 Real Personal Spending Jun M/M % Chg. 5.2 8.4
Canada
Jul 30 CFIB Business Barometer Jul Index 61.3 54.6
Jul 31 Gross Domestic Product May M/M % Chg. 4.5 -11.7
Jul 31 Industrial Product Price Jun M/M % Chg. 0.4 1.2
International
Jul 29 JN Retail Sales Jun YY % Chg. -1.2 -12.5
Jul 30 EZ Unemployment Rate Jun % 7.8 7.7
Jul30  MX Gross Domestic Product NSA 2Q YY % Chg. -18.9 -1.4
Jul 30 JN Jobless Rate Jun % 2.8 29
Jul 30 CH Manufacturing PMI Jul Index 51.1 50.9
Jul 31 EZ Consumer Price Index Estimate Jul Y/Y % Chg. 0.4 0.3
Jul 31 EZ Gross Domestic Product SA 2Q Y/Y % Chg. -15.0 -3.1
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Aug 3 - 7, 2020

R?)I:fese Time* Economic Indicator/Event DPa(:fi;zr Units C::f:cgssl:s Pl;?ist: d
United States
Aug 3 9:45 Markit US Manufacturing PMI Jul Index - 51.3
Aug 3 10:00 ISM Manufacturing Jul Index 53.6 52.6

Aug 3 12:30 Fed'’s Bullard takes Part in Virtual Discussion on U.S. Economy and Monetary Policy
Aug 3 13:00 Fed's Barkin to Speak at Virtual Meeting on U.S. Economy and Outlook
Aug 3 14:00 Fed’s Evans Holds Media Roundtable on the Economic Outlook

Aug 3 Wards Total Vehicle Sales Jul Mins 14.0 131
Aug 4 10:00 Cap Goods Orders Nondef Ex Air Jun M/M % Chg. - 3.3
Aug 4 10:00 Durable Goods Orders Jun M/M % Chg. - 7.3
Aug 4 10:00 Factory Orders Jun M/M % Chg. 4.8 8.0
Aug 4 10:00 Factory Orders Ex Trans Jun M/M % Chg. - 2.6
Aug 5 8:15 ADP Employment Change Jul Thsd 1250.0 2369.0
Aug 5 8:30 Trade Balance Jun Bins -50.3 -54.6
Aug 5 9:45 Markit US Services PMI Jul Index - 49.6
Aug 5 10:00 ISM Non-Manufacturing Index Jul Index 55.0 571
Aug 5 17:00 Fed’s Mester Discusses the Economic Outlook via Webinar

Aug 6 8:30 Initial Jobless Claims Aug 1 Thsd - 1434.0

Aug 6 10:00 Fed’s Kaplan Discusses U.S. Economy at OMFIF Event
Aug 6 12:30 NY Fed’s Singh Makes Opening Remarks at Central Banking Forum via Webinar

Aug 7 8:30 Average Hourly Earnings Jul M/M % Chg. -0.5 -1.2
Aug 7 8:30 Change in Nonfarm Payrolls Jul Thsd 1875.0 4800.0
Aug 7 8:30 Unemployment Rate Jul % 10.5 11.1
Aug 7 10:00 Wholesale Trade Sales Jun M/M % Chg. - 5.4
Canada
Aug 4 9:30 Markit Canada Manufacturing PMI Jul Index - 47.8
Aug 5 8:30 Int'l Merchandise Trade Jun Blns - -0.7
Aug 7 8:30 Net Change in Employment Jul Thsd - 952.9
Aug 7 8:30 Unemployment Rate Jul % - 12.3
International
Aug 3 4:00 EZ Markit Eurozone Manufacturing PMI Jul Index - 51.1
Aug 3 4:30 UK Markit UK PMI Manufacturing SA Jul Index 53.6 53.6
Aug 3 19:30 JN Tokyo Consumer Price Index Jul Y/Y % Chg. 0.3 0.3
Aug 5 5:00 EZ Retail Sales Jun Y/Y % Chg. 0.4 -5.1
Aug 6 7:00 UK Bank of England Bank Rate Aug 6 % 0.10 0.10

Source: Bloomberg, TD Economics.
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Disclaimer

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.

http://economics.td.com %W @TD_Economics




