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Highlights

Canada

U.S.

• The Canadian dollar firmed against the USD, gaining over 1.0% and is currently sitting at 72.7 cents U.S. in 
this holiday shortened week. 

• April data for Canada’s economy were generally healthy, suggesting Q1’s  solid momentum continued into 
the second quarter.   

• Outlays on cars and parts helped to support strong retail spending in March, though tariff front-running 
was likely a factor, suggesting some giveback in the months ahead.  

• The U.S. House of Representatives passed its version of the reconciliation bill, which includes major tax cuts 
and expands the U.S. deficit over the next ten years. 

• U.S. government bond yields moved up this week, likely due to a combination of the market response to 
higher deficits and expectations of higher inflation. 

• Expectations for U.S. interest rates have moved higher this week, as data start to show signs of price pressures. 
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inflation release). Making the decision on any further 
cuts to the policy rate in an environment where infla-
tion is accelerating may force them to carefully weigh 
the trade-offs between further stoking inflation and sup-
porting an economy that, in some respects, looks to be 
losing momentum.  

Luckily for rate setters at the BoC, today’s retail sales 
data supported the notion that the price gains in past 
months could be the result of an economy with a bit 
more verve than the softening labour market suggest-
ed. Retail spending rose 0.8% from February to March 
(0.9% after stripping out price effects), powered by 
spending on motor vehicles and parts. Tariff front-
running is likely part of the story for the strong print, 
but the flash estimate for April’s spending is showing 
another healthy gain, and this is even though vehicle 
sales were soft in April.  

Moving forward, one key to monitor is for strength in 
spending outside of the automotive sector. Vehicle 
prices were a key driver of consumer goods price gains 
last month (Chart 2) and outside of cars and gasoline, 
real spending only advanced 0.1% in March. If the mo-
mentum in the sector is solely being driven by tariff 
front-running, then we’re likely to see a sharp reversal in 
spending activity in the coming months. From our lens, 
the economy is not out of the woods yet, and policy-
makers will have space to deliver two more cuts in 2025, 
providing the economy a bit more of a tailwind amid 
still-elevated economic uncertainty.  

Canada – Economic Data Support CAD Rally

A bit of a muddy picture for markets this week, with 
renewed tariff threats from south of the border arrest-
ing this week’s sell-off in government bonds. However, 
with new tariff threats and some evidence of inflation-
ary pressures heating up, the Canadian dollar firmed 
against the USD, gaining over 1.0% and currently sitting 
at 72.7 cents U.S. Looking beyond the headlines to close 
out the week, the April data for Canada’s economy were 
surprisingly healthy, pointing to continued momentum 
heading into the second quarter.  

Headline inflation for April came in on the softer side, 
with the consumer price index falling well below the 
Bank of Canada’s (BoC) inflation target. However, this 
was largely due to the repeal of the consumer carbon 
tax, which helped to push energy prices meaningfully 
lower last month. Meanwhile, measures of core infla-
tion showed signs of heating up. Both of the BoC’s 
preferred core measures shot north of 3.0% when mea-
sured on a year-on-year basis, while traditional core 
price trackers (CPIX and CPI excluding food and ener-
gy) rose to 2.6% y/y. Importantly, the rise is being driv-
en by near-term momentum in inflation, as both three- 
and six-month annualized rates of change accelerated 
last month (Chart 1). Amid still high economic uncer-
tainty, and a labour market that has been slowing sig-
nificantly in recent months, the uptick in price pres-
sures is an unwelcome development for policymakers. 
Financial markets appear to be putting more weight on 
the inflation data, as evidence by the probability of a 
June rate cut falling to just 30% (from 70% ahead of the 
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If we’ve got our eyes trained on one thing this week, it is 
the House of Representatives reconciliation bill, which 
has been officially dubbed the “One Big Beautiful Bill 
Act”. The bill still must go through the Senate and so 
nothing is set in stone, but early estimates show the 
bill in its current state could add over $3 trillion to the 
U.S. deficit over the next ten years. The main culprit be-
hind the expanded deficits are the promised tax cuts, 
including the extension of President Trump’s 2017 Tax 
Cuts & Jobs Act in addition to several new tax breaks 
for households. These are paired with some spending 
cuts, but not enough to cover the tax cuts and add-
ed interest payments. The bond market has already 
started to show some reservations to the prospects of 
higher deficits, with term-yields pushing notably higher 
this week (Chart 1). The 2-year and 10-year government 
bond yields have also been backing up in the past few 
weeks, reflecting some increased premium on govern-
ment bonds and higher rate expectations for the Fed-
eral Reserve.  These moves precede today’s threat from 
President Trump of even higher tariffs on the EU. 

Government bond yields aren’t the only thing heating 
up. We are also seeing early signs of a build-up in price 
pressures in recent survey data, including yesterday’s 
release of the Purchasing Manager Index (PMI) for 
April. These PMIs are surveys of industry that provide a 
timely indicator of business activity during the survey 
period and can also shed light on how prices fared. The 
April PMIs, shown in Chart 2, showed a large concur-
rent rise in input and output prices. We had expected 
that higher tariffs would have an impact on firms costs 

and their prices to consumers. Several large U.S. com-
panies have been indicating that they will be increas-
ing their prices, anecdotally confirming what the data 
is pointing to – that the U.S. is heading to a world of 
higher interest rates and prices. 

The rise in government bond yields will be filtering 
through to the rest of the economy, and this will have 
an impact on consumers. We noted in our commen-
tary yesterday that existing home sales took a hit in 
April and March. The housing market, already on weak 
footing, now has to contend with mortgage rates that 
have risen back above 7%, on the back of a higher U.S. 
Treasury yields. For those held back by current rates, 
interest rate relief may not be coming quickly for U.S. 
households. St. Louis Fed President Musalem, who is a 
voting member on the FOMC, said that monetary pol-
icy is in a good place, mirroring sentiment expressed 
in the last set of minutes that FOMC members are in 
a wait-and-see mode about inflation before cutting 
rates further. 

We look ahead to next week to see how the budget talks 
continue to unfold. The ball is now in the Senate’s court 
and since the bill was controversial among Republican 
House members, we do not take the Senate’s acquies-
cence to its current form as a given. Their stated goal is 
to have the bill passed by July 4, which gives Congres-
sional Republicans and the White House time to iron 
out disagreements. On the data side, most important 
is the April personal spending and price data, which 
come at the end of next week and will be an early indi-
cator of what impact April’s tariff increases had. 

U.S. – One Big, Beautiful Deficit
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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 spokesper-
sons 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.
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