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Canada

* Canada’s economy starts 2026 under a cloud as underlying domestic demand remains weak.

* Trade losses with the U.S. have been primarily offset by gains in resource, metals, and agricultural trade,

while key manufactured goods still face tariff challenges.

* Building on positive momentum while addressing key underlying issues will be critical for success in 2026.

U.S.

* 2026 is shaping up to be another wild ride as international trade policy and the November midterm elections

take top billing.

* The upcoming Supreme Court ruling on the scope of executive authority in setting tariff policy is expected in
the coming weeks, while President Trump is expected to trigger the renegotiation of the USMCA ahead of its

official review period in July.

* While the labour market is showing signs of easing, relatively robust inflation will likely limit the Fed to two
cuts this year, while growth remains steady at around trend for 2026.

This Week in the Markets

Current* Week Ago 52-Week High 52-Week Low

Stock Market Indexes

S&P 500 6846 6930 6932 4983
S&P/TSX Comp. 31773 32000 32059 22507
DAX 24506 24340 2461 19671
FTSE 100 9956 987 9956 7679
Nikkei 50339 50750 5241 3137
U.S. 10-yr Treasury 417 413 4.79 3.95
Canada 10-yr Bond 3.46 3.40 3.60 2.83
Germany 10-yr Bund 2.89 2.86 2.90 2.36
UK 10-yr Gilt 4.52 4.51 4.89 4.39
Japan 10-yr Bond 2.07 2.04 2.09 1.10
C$ (USD per CAD) 0.73 0.73 0.74 0.69
Euro (USD per EUR) 117 118 119 1.02
Pound (USD per GBP) 1.35 1.35 1.37 1.22
Yen (JPY per USD) 156.7 156.6 158.4 140.9
__________ CommoditySpotPrices™ |
Crude Oil ($US/bbl) 56.8 56.7 80.0 55.3
Natural Gas ($US/MMBtu) 3.99 3.31 9.33 2.65
Copper ($US/met. tonne) 12453.4 12182.2 12598.4 8571.4
Gold ($US/troy oz.) 4337.1 4533.2 4533.2 2636.5
*As of 10:28 AM on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Gold-
London Gold Bullion. Source: Bloomberg.

Risk Assets Wobble Into An Uncertain New Year
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Note: Data as of 10:28 AM ET, Friday, January 2, 2026.

Source: Bloomberg, TD Economics.

Global Official Policy Rate Targets

Central Banks

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)

Current Target
3.50-3.75%
2.25%
2.15%
3.75%
0.75%

Source: Bloomberg.

http://economics.td.com




Canada - Time to Deliver

After a 2025 that featured a historic disruption to Can-
ada’s economic relationship with its biggest trading
partner, 2026 starts with the promise of a fresh start.
The economy has shown some mettle, likely growing
1.7% in 2025 as data revisions revealed better-than-
expected past performance and large swings in trade-
flattered topline figures. However, there are real cracks
under the surface (domestic demand contracted in two
quarters this year) and focus is now firmly on how Otta-
wa’s strategy of new infrastructure, defense spending,
and greasing the wheels on major projects to diversify
trade markets begins to be delivered.

Next week, the trickle of data updates on Canada’s
economy will resume. Delayed information on Octo-
ber’s trade balance will give another snapshot of how
the process to diversify trading partners is going. Thus
far, Canada has managed to more than offset the
$13.0 billion decline in exports to the U.S. with $16.3 bil-
lion in flows to the rest of the world. Moreover, roughly
87% of Canadian exports to the U.S. in September (the
last month for which we have data) were still duty-free
as the increase in compliance under CUSMA has (thus
far) shielded products from the 35% tariff rate (Chart
1). Unfortunately, there is more to this data than meets
the eye.

The protection conveyed by CUSMA doesn’t extend to
specific goods tariffed under Section 232 of the Trade
Expansion Act. These levies have materially affect-
ed the competitiveness of Canadian manufactured
goods south of the border. Motor and Other Vehicles

Chart 1. Compliance with CUSMA Stabilizes
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Source: U.S. Census Bureau, TD Economics.

Chart 2: Tariff Hit Industries Struggle to Pivot
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(-$3.3 billion year-to-date), steel & iron (-$2.0 billion),
and aluminum (-$1.4 billion) exports to the U.S. have
contracted significantly. Moreover, flows abroad for
most of those products have not been sufficient to off-
set the lost revenues (Chart 2).

Secondly, the offsets to the trade losses are not com-
ing from redirecting flows elsewhere, but by growth in
other sectors. In fact, the economy has (generally) fall-
en back on the resource sector and raw materials sec-
tors to grow exports. Leading the way are shipments
of gold (+$5.3 billion), oil (+$3.8 billion), cereals (+0.9
billion) and fertilizer ($0.7 billion). A silver lining in non-
resource sectors has been the aerospace industry. Air-
craft exports are up over a billion dollars compared to
the first nine months of 2024, and when jet engines are
included in the tally, that contribution rises to roughly
two billion dollars.

What the data reveal are the tricky particularities Can-
ada faces when it comes to competing in the glob-
al marketplace. The regional elements of Canada’s
economy mean that the parts of the country leading
the charge on diversification are not necessarily those
losing out from market access to our country’s largest
trading partner. Moreover, CUSMA is set for a review
this year, and its future is all but certain. Looking to
2026, the challenges facing the economy are daunt-
ing, so here’s hoping that the positive momentum
(where we’ve seen it) can hold up while the key issues
are addressed.
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U.S. - 2026: More Political Chaos on Top of Underlying Resilience

Like it or not, 2025’s wild ride likely has more legs as
2026 is shaping up to be another rollercoaster year.
Headline-grabbing political drama is likely to contin-
ue, coupled with an economy that will likely show re-
silience in the face of it.

Trade policy will be front and center. One of the most
closely watched legal developments is the Supreme
Court’s pending decision regarding the scope of Presi-
dential authority under the International Emergency
Economic Powers Act (IEEPA), particularly as it relates
to President Trump’s Liberation Day tariff package.
With the decision expected in the coming weeks a rul-
ing overturning the tariffs is unlikely to stem trade un-
certainty given that the President could simply turn to
other tariff measures. These include expanding Section
232 and 301 tariffs applied to imports deemed to be a
national security threat or against countries that em-
ployed unfair trade practices against the U.S. Or, the
President could employ unused tariff policies, including
temporary Section 122 or 338 tariffs which are currently
not in use. In either case, the decision will not un-ring
the bell (Chart 1).

The renegotiation of the USMCA is another trade pol-
icy development to watch. While the official review
doesn’t start until the 5th anniversary of the agreement
in July, the U.S. has already released a list of trade con-
cerns with Canada that will be part of negotiations.
While the discussion could feature fits and starts as
was the case in 2025, a renewed agreement would be
a key factor in both lifting trade uncertainty in North

Chart 1: Tariffs Paid Not As High As The "Sticker Price"
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*Q3 data inclusive of July. **Q4 data inclusive through October.
Source: Census Bureau, TD Economics.

Chart 2: U.S. Economy Has Shown Resilience
Real GDP, period-over-period % change
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Source: Bureau of Economic Analysis, TD Economics.

America and opening the door for more countries to
pursue deals that either fell by the wayside or did not
exist at all last year.

The Midterm elections will be the main event to watch
in 2026 - the house, 33 senate seats and 36 state gu-
bernatorial races will be decided in November and a
Democratic flip of either House or Congress could give
Democrats renewed political power through commit-
tee and impede the President’s agenda in 2027. Current
polling suggests the Senate will likely remain in Repub-
lican hands, while the House could lean in either direc-
tion depending on numerous close races.

The evolution of economic growth will be a critical
factor in deciding the outcome. To that end, the U.S.
economy has shown more resilience than forecasters
would have suggested a year ago, given the upending
of international trade policy. GDP growth has averaged
more than 4% in the 2nd and 3rd quarters, with a robust
pace of consumer and business spending to boot. The
fly in the ointment is that the labor market has notably
weakened over time, with stagnant job growth pushing
the unemployment rate to its highest level since 2021.
But with domestic demand and inflation still holding up,
we think this limits the Fed to just two additional cuts
this year. The coming year will likely feature an evening
out of these factors with still a healthy pace of growth
around trend (Chart 2), driven by more trade certain-
ty, the deregulatory impacts of the One Big Beautiful
Bill Act, and ultimately, an underlying resilience that is
hard to doubt.
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Exhibits

Recent Key Economic Indicators: Dec 22 - 26, 2025
Release Data for

Economic Indicator/Event : Units Current Prior
Date Period
United States
Dec 23 Gross Domestic Product Annualized 3Q Q/Q % Chg. 4.3 3.8
Dec 23 Personal Consumption 3Q Q/Q % Chg. 3.5 2.5
Dec 23 Durable Goods Orders Oct M/M % Chg. -2.2 0.7
Dec 23 Cap Goods Orders Nondef Ex Air Oct M/M % Chg. 0.5 1.1
Dec 23 Industrial Production Nov M/M % Chg. 0.2 -0.1
Dec 23 Manufacturing (SIC) Production Nov M/M % Chg. 0.0 -0.4
Dec 23 Capacity Utilization Nov % 76.0 75.9
Dec 23 Conf. Board Consumer Confidence Dec Index 89.1 92.9
Dec 24 Initial Jobless Claims Dec 20 Thsd 214.0 224.0
Dec 22 Industrial Product Price Nov M/M % Chg. 0.9 1.7
Dec 23 Gross Domestic Product Oct M/M % Chg. -0.3 0.2
Dec 22 UK Gross Domestic Product 3Q Y/Y % Chg. 1.3 1.3
Dec 25 JN Tokyo Consumer Price Index Dec Y/Y % Chg. 2.0 2.7
Dec 25 JN Jobless Rate Nov % 2.6 2.6
Dec 25 JN Retail Sales Nov Y/Y % Chg. 1.0 1.7
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Jan 05 - 09, 2025

: : Data for Consensus  Last
Economic Indicator/Event : :
Period Forecast  Period
United States
Jan 05 10:00 ISM Manufacturing Dec Index 48.4 48.2
Jan 05 17:00 Wards Total Vehicle Sales Dec Mins 15.7 15.6
Jan 06 8:00 Fed's Barkin Speaks on Economic Outlook
Jan 06 9:45 S&P Global US Services PMI Dec Index 52.9 52.9
Jan 06 9:45 S&P Global US Composite PMI Dec Index - 53.0
Jan 07 8:15 ADP Employment Change Dec Thsd 45.0 -32.0
Jan07  10:00 ISM Services Index Dec Index 52.2 52.6
Jan07  10:00 Factory Orders Oct M/M % Chg. -1.0 0.2
Jan 07 10:00 Factory Orders Ex Trans Oct M/M % Chg. 0.2
Jan 07 10:00 Durable Goods Orders Oct M/M % Chg. -2.2
Jan 07 10:00 Cap Goods Orders Nondef Ex Air Oct M/M % Chg. 0.5
Jan 08 8:30 Unit Labor Costs 3Q Q/Q % Chg. 0.5 1.0
Jan 08 8:30 Initial Jobless Claims Jan 03 Thsd 220.0 199.0
Jan 08 8:30 Trade Balance Oct Blns -58.4 -52.8
Jan08  10:00 Wholesale Trade Sales Oct M/M % Chg. -0.2
Jan 09 8:30 Change in Nonfarm Payrolls Dec Thsd 53.0 -105.0
Jan 09 8:30 Average Hourly Earnings Dec M/M % Chg. 0.3 0.1
Jan 09 8:30 Unemployment Rate Dec % 45 4.6
Jan 09 8:30 Housing Starts Oct Thsd 1325.0
Jan 09 8:30 Building Permits Oct Thsd 1349.0 1330.0
Jan 09 13:35 Fed's Barkin Repeats Outlook Speech
Jan 08 8:30 Int'l Merchandise Trade Oct Blns -1.50 0.5
Jan 09 8:30 Net Change in Employment Dec Thsd -1.5 53.6
Jan 09 8:30 Unemployment Rate Dec % 6.7 6.5
Jan 07 5:00 EZ Consumer Price Index Estimate Dec Y/Y % Chg. 2.0 2.1
Jan 08 5:00 EZ Unemployment Rate Nov % 6.4 6.4
Jan08  20:30 CH Consumer Price Index Dec Y/Y % Chg. 0.7
Jan 09 5:00 EZ Retail Sales Nov Y/Y % Chg. 1.6 1.5
*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Disclaimer

This report is provided by TD Economics. Itis 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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