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UNITED STATES

Following growth of 3.0% in 2011 and 2012, U.S. real GDP growth is expected to average 3.5% between 2013 and
2015,

With our forecasted pace of economic growth, the unemployment rate will move down from a starting point above
8.0% to an average of 5.2% in 2015,

Residential construction will play an important role in economic growth in the 2013 to 2015 period, adding 0.5 percentage
points to growth each year on average. Housing starts, which are currently below 600,000, are expected to move up
to 1.5 million by 2015 — in line with trend household growth.

Headline consumer price inflation is expected to average 2.7% between 2013 and 2015. We assume the balance
of risks are tilted towards a Federal Reserve that will err on the side of inflation as they attempt to juggle the task of
normalizing monetary policy and unwinding their balance sheet amid still elevated unemployment.

Fiscal austerity at the federal level is likely to become a more pronounced theme over the long-term. Reducing the U.S.
budget deficit wili require not only cuts in government spending, but also revenue increases and reforms to entitement
programs that will reduce the level of transfers to individuals. These will weigh on the pace of economic growth over
the forecast horizon.

CANADA

Following growth of 3.0% in 2011 and 2.5% in 2012, Canadian economic growth is expected to average 2.3% over
2013-2015. This would represent the first time in five years that the Canadian economy underperforms the U.S.

Compared to the U.S., the Canadian economy has much less slack to make up for, and is expected to turn the page
from recovery to expansion by early to mid-2012.

Beyond 2012, Canadian economic growth will be constrained by an aging population and Canada’s poor productivity
performance. The five year outlook incorporates some improvement in labour productivity relative to the last decade,
as provincial and federal governments have implemented a number of measures that are expected to encourage
spending on business investment and research and development.

Households and governments will pose additional constraints to economic growth over the medium-term as both these
sectors are expected to focus on spending restraint, following the large run-up in debt over the past four years.

In this environment, the Bank of Canada'’s overnight rate will be back to neutral by mid-2013, and inflation is expected
to remain contained at the Bank of Canada’s target of 2.0%.
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INTEREST RATE OUTLOOK

CANADIAN FIXED INCOME

Overnight Target Rate (%) 069 138 263 35 375 375} 100 200 300 375 375 375
3-mth T-Bili Rate (%) 068 133 265 361 38 380 | 104 200 305 380 38 380
2-yr Govt. Bond Yield (%) 165 226 320 380 415 415 168 260 345 415 415 415
5-yr Govt. Bond Yield (%) 242 343 371 426 435 435 | 242 350 380 435 435 435
10-yr Govt. Bond Yieid (%) 313 380 434 463 475 475 | 312 405 440 475 475 475
10-yr-2-yr Govt. Spread (%) 159 154 114 073 060 060 | 144 145 095 060 060 060
U.S. FIXED INCOME
Fed Funds Target Rate (%) 025 025 063 256 375 375|025 025 100 350 375 375
3-mth T-Bill Rate (%) 015 016 069 266 385 3851 012 020 110 360 385 385
2-yr Govt. Bond Yield (%) 066 076 149 3.04 400 405 059 090 195 375 405 405
5-yr Govt. Bond Yield (%) 190 244 308 410 463 480 | 201 275 335 450 470 480
10-yr Govt. Bond Yield (%) 314 375 414 456 506 535 329 395 420 475 525 535
10-yr-2-yr Govt. Spread (%) 248 299 265 153 106 130 | 270 305 225 100 120 1.30
CANADA-U.S. SPREADS
3-mth T-Bill Rate (%) 053 123 196 095 -005 -005) 092 180 195 020 -005 -0.05
2-yr Govt. Bond Yield (%) 089 150 171 08 015 010 109 170 150 040 010 0.10
5-yr Govt. Bond Yield (%) 052 069 064 016 -028 -045) 041 075 045 -015 -035 -045
10-yr Govt. Bond Yield (%) -0.01 005 020 006 -031 -060]|-017 010 020 000 -050 -060

Source: Bloomberg, TDBFG, Forecast by TD Bank Financial Group
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