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CURRENT ECONOMIC AND FINANCIAL DEVELOPMENTS

» Commentaries on key statistical releases

» The Bottom Line - A weekly publication on economic and financial developments
* Monthly Global Markets and Commodity Price Reports

» Frequent analytical articles on topical issues
TD QUARTERLY ECONOMIC FORECAST

e Global and G-7 outlook, U.S. and Canadian economic and financial forecasts

TD REGIONAL OUTLOOK

» Forecast commentaries and statistics for Canadian regional markets

REPORTS ON FEDERAL AND PROVINCIAL GOVERNMENT FINANCES
« Commentaries on federal and provincial budgets and economic and fiscal statements
* Annual Report on Canadian Government Finances
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HIGHLIGHTS

. World economy delivering strong growth, led by expansion
in Non-Japan Asia

. Japan and Europe showing some improvement, but
growth will remain modest

. U.S. and Canadian economies to post strong gains in first
half of 2006

. Mid-business cycle slowdown in second half of 2006 and
first half of 2007

. Financial implications: Interest rates to peak at low levels,

corporate profit growth to slow, commodity prices to
experience a pullback, Canadian dollar to remain strong

WORLD ECONOMY EXPANDING AT ASTRONG PACE

WORLD ECONOMIC GROWTH, 1970-2007

8 Per cent change in real GDP

Average growth rate in real GDP,
1970-2004: 3.7%
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Forecast for 2005-07 by TD Economics as at December 2005
Source: International Monetary Fund
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GLOBAL ECONOMY STRUGGLING WITH ENERGY SHOCK

REAL AND NOMINAL OIL PRICES*
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*Annual average price of West Texas Intermediate (WTI) crude oil; Last actual: 2005 estimate;
**Eorecast by TD Economics as at December 2005;Core CPI: Consumer Price Index excl. food
and energy;Source: International Monetary Fund, The Globe and Mail, U.S. Dep't of Labor

NON-JAPAN ASIA LEADS THE WAY

GLOBAL ECONOMIC OUTLOOK BY REGION

9 Annual per cent change in real GDP
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Forecast by TD Economics as at December 2005
Source: International Monetary Fund, TD Economics
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U.S. ECONOMY HAS BEEN DELIVERING A SOLID PERFORMANCE

U.S. INSTITUTE FOR SUPPLY MANAGEMENT:
PURCHASING MANAGERS’ INDEXES

Index Index
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Last month plotted: December 2005
Source: U.S. Institute for Supply Management

OIL PRICES WILL REMAIN A DRAG ON GROWTH

REDUCTION IN REAL GDP GROWTH DUE TO OIL
PRICE SHOCK*

Percentage points
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*Assumes a WTI oil price of $56.53 for 2005, and $55.83 for 2006;
Forecast by TD Economics as at November 2005; Source: OECD, TD Economics
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U.S. ECONOMY TO DELIVER MODERATE, NOT BOOMING GROWTH

U.S. REAL GROSS DOMESTIC PRODUCT (GDP)

Annualized quarter/quarter per cent change

Forecast

8 1 Average annual
growth
2005F 3.6%
6 2006F 3.5%
2007F 2.6%
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F: Forecast by TD Economics as at December 2005
Source: U.S. Bureau of Economic Analysis

FED TO HIKE RATES FURTHER BEFORE REVERSING COURSE

U.S. FEDERAL FUNDS RATE
Per cent Per cent _ -
Forecast
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Actual data to Jan. 4, 2006; Forecast by TD Economics as at December 2005

Source: U.S. Federal Reserve Board
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U.S. LIVING BEYOND ITS MEANS

U.S. NET SAVING POSITIONS
Per cent of GDP, 4-quarter moving average 4
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Last quarter plotted: Q2-2005
Source: U.S. Federal Reserve

EXCESSES REFLECTED IN CURRENT ACCOUNT DEFICIT

U.S. CURRENT ACCOUNT DEFICIT

Per cent of nominal gross domestic product

96 97 98 99 00 01 02 03 04 O05F 06F 07F

Current account data are for calendar years; Forecast by TD Economics as at Dec. 2005;
Source: U.S. Bureau of Economic Analysis
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HOUSING BUBBLE?

REAL EXISTING HOUSE PRICES*
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Last plotted: November 2005; Source: Bureau of Labor Statistics, National Association of
Realtors; *House prices deflated by U.S. Consumer Price Index excluding shelter

RISING HOME PRICES FUEL CONSUMPTION

HOME EQUITY CASHED OUT AS A SHARE OF GDP

Per cent
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EVEN A RETURN TO TREND PRICE INCREASES WILL
SLOW SPENDING

CONTRIBUTION OF TOTAL HOUSING WEALTH
EFFECT TO REAL PCE ANNUAL GROWTH RATE

Percentage points
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Last plotted: Q3-05; Source: TD Economics

BOND YIELDS TO GRIND HIGHER, BUT PEAKAT LOW LEVELS

U.S. 3-MONTH T-BILL RATES & 10-YEAR GOVERNMENT
BOND YIELDS
Per cent
7
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Actual data to: December 2005; Forecast by TD Economics as at December 2005;
Source: Global Insight
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DOMESTIC CANADIAN ECONOMY IN GOOD SHAPE

CANADIAN UNEMPLOYMENT RATE & FINAL DOMESTIC

DEMAND
8 Annualized quarter/quarter per cent change Per cent 10
Unemployment Rate Final Domestic Demand
(right scale) (left scale)
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Last plotted: Q3-2005; Source: Statistics Canada

ADJUSTMENT TO PAST APPRECIATION IN C$ TAKING PLACE

CANADIAN CONTRIBUTION TO GROWTH

20 Per cent
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Source: Statistics Canada
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HOUSING MARKETS AT LESS RISK OF ABUBBLE

Victoria, British Columbia

HOUSING INDICATORS IN CANADA: 1989 vs. 2005e
1989 2005e
Housing Starts (000) 215.4 220.0
New Home Inventories* 18,804 12,700
5-Year Mortgage Rate**
Nominal (%) 12.1 6.0
Real (%) 7.5 4.4
Affordability *** 40.0 29.2
New Housing Price Index
% change year/year 13.2 49
Average Resale House Price
% change year/year 13.2 9.5
% growth rate 3-year avg. 15.7 9.6
Level (1989$ constant)**** 146,965 172,180
* Completed and unabsorbed units for Canada’'s CMAs
** Nominal rate adjusted for the change in the core CPI
*** The percentage of household income taken up by mortgage payments.
A decrease in this figure represents an improvement in affordability.
**xxYTD July 2005; e: Estimate by TD Economics as at December 2005
Source: CMHC, CREA, Statistics Canada, TD Economics.
CANADA’S OUTPUT GAP
Actual Real GDP Less Potential Real GDP
3 Per cent
Forecast >
2  Full Capacity Excess Demand
1 4
’ T
-1 4
Excess
24 Supply
-3
-4
Actual data to Q3-2005
-5
91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 O7
Forecast by TD Economics as at December 2005
Source: Statistics Canada, Bank of Canada
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BANK OF CANADA TO RAISE RATES FURTHER

BANK OF CANADA OVERNIGHT TARGET RATE

Per cent Per cent
Forecast
6 - 6
5 - L 5
4 4 - 4
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Actual data to Jan. 4, 2006; Forecast by TD Economics as at December 2005
Source: Bank of Canada

YIELDS TO HEAD MODESTLY HIGHER

CANADIAN YIELD CURVES

Per cent Per cent
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Forecast by TD Economics as at December 2005
Source: Bank of Canada, TD Securities
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CONSUMERS CANNOT BE ENGINE OF GROWTH

CANADIAN HOUSEHOLD DEBT AND PERSONAL SAVINGS

RATE
% of PDI* %
16
Personal Savings Rate Forecast —>
115 1 (right scale) - 14
Total Household Debt
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*PDI is personal disposable income; Last actual: Q3-2005; Forecast by TD Economics as at
December 2005; Source: Bank of Canada, TD Economics
HOUSING MARKET - CANADA
YIY % change Units (thousands) 250
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e Housing Starts (right scale)
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Forecast by TD Economics as at December 2005; Source: CMHC, TD Economics
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WEAKER GLOBAL GROWTH WILL LEAD TO COMMODITY

PRICE CORRECTION

TD COMMODITY PRICE INDEXES
220 US$ TDCI Indexes: 1992=100 220
200 A - 200
180 - TDCI* - 180
160 - - 160
140 - - 140
120 - - 120
100 A ""\.M L-.,,, 100
80 - TDCM - 80
60 L) L) L) L) L) L) L) L) L) L L) L) 60
94 95 96 97 98 99 00 01 02 03 04 05 06
* Index of 18 Canadian resource commodity prices
Actual data to November 2005; F: Forecast by TD Economics as at November 2005;
Source: TD Economics

U.S. SLOWDOWN AND MODERATION IN DOMESTIC DEMAND
WILL CONSTRAIN CANADIAN ECONOMIC GROWTH

CANADIAN REAL GDP

Annualized quarter/quarter per cent change

2004
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3.6

Forecast Average annual

2005F 2.9%
2006F 3.0%
2007F 2.5%

growth

Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 QI Q2 Q3 Q4 Q1 Q2 Q3 Q4
2005 2006 2007

F: Forecast by TD Economics as at December 2005; Source: Statistics Canada

Victoria, British Columbia
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CANADIAN DOLLAR TO STAY FIRM THEN SETTLE

CANADIAN DOLLAR
US cents/C$ C$/US$
92 1.087
Forecast —
88 4 - 1.136
84 - L 1.190
80 L 1.250
76 - L 1.316
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60 T T T T T T T T T T T T T T T T T T T T T T 1.667
85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08
Last actual:Q4-2005; Forecast by TD Economics as at December 2005
Source: Bank of Canada

INVESTMENT SUMMARY

. Short-term interest rates to rise, lifting return on money
market instruments (T-bills, GICs)

. Bond yields to grind higher, but peak at historically low levels

. U.S. dollar to remain firm in near term, but likely to weaken in
2006

. Chinese renminbi to rise, but only modestly

. Canadian dollar to stay firm in early 2006, but weaken
modestly when commodity prices pull back
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. Corporate profits delivered double digit gain in 2005, but will
slow to single digit growth in 2006

. Crude oil prices should drop modestly when global economy
slows

. S&P/TSX is unlikely to maintain its outperformance, as
energy and financials make up 57% of index

. Outlook challenging in the short-term, but still expect positive
returns

. Diversified portfolios are expected to deliver 5.0 to 7.5%
average annual return over 10-year horizon (before fees/
taxes)
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