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Canada

WTI’s rise above $100 per barrel has revived global inflation concerns and pushed bond yields higher, although
prospects for restored Saudi pipeline flows have eased some immediate supply fears.

Canadian core inflation remains well behaved, with the BoC’s preferred measures near 2%, three-month momen-
tum at 2.2%, and the breadth of price pressures narrowing.

Canada’s investment summit was paired with a proposed Productivity Mega Deduction that would broaden ac-

celerated depreciation and lower the effective tax rate on new investment.

U.S.

* Persistent inflation and more momentum than expected in the economy led the Federal Reserve to raise inter-

est rates this week.

* In our view, another rate hike appears likely, though the expected easing in inflationary pressures through H1-

2027 could lead to a policy reversal in H2-2027.

¢ Al-related volatility and higher oil prices underscore the same tension—growth remains durable, but the forces
sustaining it are also complicating the path back to 2% inflation.

This Week in the Markets

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

Greenback Rises As Markets Price in More Fed Hikes

Weekly % Change

Stock Market Indexes S&P/TSX |
S&P 500 7627 7657 7799 6344
S&P/TSX Comp. 35710 35697 36958 20454 S&P 500 n
DAX 25347 25569 26570 22301 DAX [ |
FTSE 100 10671 10650 10911 9214
Nikkei 65019 64011 72366 44551 USD:EUR —
USD:IPY —
U.S. 10-yr Treasury 4.99 4.97 5.02 3.94 USD:CAD B
Canada 10-yr Bond 3.87 3.94 3.96 3.04
Germany 10-yr Bund 3.52 3.50 354 255 Gold |
UK 10-yr Gilt 5.30 5.34 5.39 4.23 WTI I
Japan 10-yr Bond 2.99 2.99 3.04 1.60
C$ (USD per CAD) on 0.72 0.74 070 Note: Data as of 10:51 AM ET, Friday, September 18, 2026.
Euro (USD per EUR) 115 116 1.20 114 Source: Bloomberg, TD Economics.
Pound (USD per GBP) 1.34 1.35 1.38 1.30
Yen (JPY per USD) 157.2 153.6 163.9 147 Global Official Policy Rate Targets
Crude Oil ($US/bbl) 102.97 100.05 113.0 55.3 Federal Reserve (Fed Funds Rate) 3.75-4.00%
Natural Gas ($US/MMBtu) 2.91 271 33.80 0.26 Bank of Canada (Overnight Rate) 2.25%
Copper ($US/met. tonne) 14491.4 14229.6 14809.0 9868.9 European Central Bank (Refi Rate) 2.65%
Gold ($US/troy 0z.) 4360.8 4349.1 5417.2 3644.3 Bank of England (Repo Rate) 3.75%
*As of 10:51 AM on Friday. **Qil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Gold- Bank of Japan (Overnight Rate) 1.25%
London Gold Bullion. Source: Bloomberg. Source: Bloomberg.
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Canada - Inflation, Investment, and International Relations

It's been a whirlwind of a week for markets and for the
Canadian economy. The inflation jitters continue to re-
verberate around the world as WTI topped $106 per bar-
rel mid-week amid supply concerns, helping push bond
yields sharply higher. Some of those worries have abat-
ed after Saudi Arabia announced that flows through a
damaged pipeline could be partially restored relatively
soon, though WTI remains above $100 per barrel. The
Fed delivered also its first hike since 2023. Markets ex-
pect tighter policy around the world, including in Can-
ada, where pricing suggests expectations for four hikes
from the Bank of Canada (BoC) by mid-2027.

This is likely premature. Yes, the picture from energy
markets continues to be concerning. Oil prices have
risen yet again and, should they remain elevated, may
drive consumer prices higher more broadly than just
gasoline and airfares. But that hasn’t yet happened.
Monday’s inflation report showed the BoC’s core figures
(trimmed mean and weighted median) running at 1.9%
and 2.0%, respectively. Moreover, on a three-month ba-
sis the inflation rates are 2.2% (Chart 1), and the breadth
of inflation (the share of CPI categories rising over 3%)
dipped in the last report (Chart 2).

But that is the past and the future looks increasingly un-
certain. Our new forecast expects growth to sag after the
latest tariffs and trade restrictions by the United States
come into effect. Softer growth is expected to drag on
the labour market and maintain slack in the economy.
Canada is also importing tighter financial conditions
from the U.S. via higher bond yields. The combination

Chart 1: Core CPI Still Close to Target
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Source: Statistics Canada, TD Economics.

Chart 2: Inflation Breadth Dipped in August
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Source: Statistics Canada, TD Economics. Last Observation: Aug. 2026

of these forces underpins our expectation that the BoC
will be able to stay on the sidelines.

Longer-term, things look more interesting. The Cana-
dian government and major pension funds hosted an
investment summit in Toronto this week, as part of an
effort to draw more capital in to the country. Kickstart-
ing the effort, the federal government has proposed tax
changes (a Productivity Mega Deduction), opening ac-
celerated depreciation to a wider swath of assets and
bringing the marginal effective tax rate on new invest-
ment down to 6.4%. The news was too fresh to incorpo-
rate into our forecast this week, but a plausible range
of economic upside is from 0.3% to 0.8% of GDP. We
remain cautious, given the elevated levels of economic
uncertainty, and would pencil in something closer to the
lower end of that band, with benefits starting to flow in
mid-to-late 2027.

Looking beyond 2027, President of the European Com-
mission Ursula von der Leyen proposed Canada be
an “associate member” of the European Union. From
a practical perspective, this designation does not ex-
ist and Canada already has a free trade agreement
(CETA) with the EU that 10 member states have yet to
ratify. Any further economic upside from the relation-
ship would be on a longer-term horizon.

For now, trade uncertainty and inflation risks remain
the dominant themes. Balancing these factors in the
outlook leaves us thinking the BoC’s best bet is to take
things one meeting at a time and monitor the data flow
for signs that inflation is getting out of hand.
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U.S. - Al Highs, Oil Shocks and Higher Rates

Markets confronted a less comfortable version of
the soft-landing story this week. Fresh Al headlines
prompted investors to reassess when enormous
capital commitments will translate into profits, while
higher oil prices revived concerns about inflation and
household purchasing power. Treasury yields rose as
investors reconsidered the path of policy rates and the
compensation required to hold longer-dated bonds.
Strong investment and consumer spending are keep-
ing financial conditions relatively loose and inflation
firmer than policymakers would prefer.

Wednesday’s retail-sales surprise reinforced that no-
tion. August sales rose 1.2% month-on-month, well
ahead of expectations, with broad-based gains be-
yond gasoline and autos (Chart 1). Inflation-adjusted
spending also advanced solidly, lifting our tracking
for third-quarter consumption and near-term GDP
growth. Housing starts offered a softer counterpoint,
falling 2.6% as weaker multifamily construction out-
weighed stronger single-family building, while lower
permits pointed to further moderation. As one of the
economy’s more interest-rate-sensitive sectors, hous-
ing is being hampered by higher borrowing costs. Yet
with financial conditions still supporting investment
and consumer demand, this weakness remains con-
centrated. The economy’s resilience makes a rapid
return to lower rates less likely, as strong spending
keeps tighter policy necessary to restrain inflation.

Chart 1: Retail Sales Remain Resilient in August

August 2026 Sales By Retailer, Month/Month % Change
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Source: U.S. Census Bureau, TD Economics.

Chart 2: Financial Market Participants Expect
Further Hikes From the Fed
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The FOMC expressed this logic in Wednesday’s deci-
sion. In addition to raising its policy rate, the Federal
Reserve signaled that the current stance is not suf-
ficiently restrictive and left the door open to further
tightening. Chair Kevin Warsh was unusually clear:
rates had to rise because inflation has remained too
high for too long, financial conditions are not clear-
ly restraining demand, and the persistent oil shock
could spread into broader price setting. The Universi-
ty of Michigan consumer sentiment survey reinforced
that assessment, with year-ahead inflation expecta-
tions jumping to 4.6% from 4.0% and long-run expec-
tations edging up to 3.4%.

Our latest Quarterly Economic Forecast reaches a
similar conclusion. We now expect another rate hike
this year and a later start to easing—a meaningful
shift from our previous view that the Fed could remain
on hold as inflation subsided (Chart 2). Resilient con-
sumer demand and Al-led investment are extending
the expansion, but also slowing the final stage of dis-
inflation.

Next week’s lighter data calendar should show wheth-
er stronger growth is broadening beyond consumers
and Al investment. Business surveys, housing data,
durable-goods orders and a raft of Fed speeches will
provide useful signals, but the conclusion is unlikely
to hinge on any single release. Resilience is both the
economy’s greatest strength and its main policy com-
plication: growth is holding up, but delaying the rate
relief households and businesses had expected.
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Exhibits

Recent Key Economic Indicators: Sep 14 - 18, 2026

Release . . Data for . .
Date Economic Indicator/Event Period Units Current Prior
United States
Sep 15 Empire Manufacturing Sep Index 7.6 20.6
Sep 16 Retail Sales Advance Aug M/M % Chg. 1.2 -0.5
Sep 16 Retail Sales Ex Auto and Gas Aug M/M % Chg. 1.2 -0.3
Sep 16 Business Inventories Jul M/M % Chg. 0.8 0.1
Sep 16 NAHB Housing Market Index Sep Index 32.0 35.0
Sep 16 FOMC Rate Decision (Upper Bound) Sep 16 % 4.00 3.75
Sep 17 Building Permits Aug Thsd 1394.0 1433.0
Sep 17 Housing Starts Aug Thsd 1275.0 1309.0
Sep 17 Initial Jobless Claims Sep 12 Thsd 196.0 206.0
Sep 18 Capacity Utilization Aug % 76.3 76.3
Sep 18 Industrial Production Aug M/M % Chg. 0.0 0.2
Sep 14 Consumer Price Index Aug Y/Y % Chg. 3.0 3.0
Sep 14 Consumer Price Index NSA Aug M/M % Chg. -0.1 0.5
Sep 14 Consumer Price Index Ex. Food & Energy Aug Y/Y % Chg. 2.1 1.9
Sep 14 CPI-Median Aug Y/Y % Chg. 2.0 2.0
Sep 14 CPI-Trim Aug Y/Y % Chg. 1.9 1.9
Sep 14 Manufacturing Sales Jul M/M % Chg. -0.4 0.3
Sep 15 Existing Home Sales Aug M/M % Chg. -0.7 0.5
Sep 15 Wholesale Sales ex Petroleum Jul M/M % Chg. 0.3 2.8
Sep 16 Housing Starts Aug Thsd 229.0 229.4
Sep 17 Industrial Product Price Aug M/M % Chg. 1.3 0.3
Sep14  CH Retail Sales Aug Y/Y % Chg. 0.4 0.6
Sep 14  CH Surveyed Jobless Rate Aug % 5.3 5.2
Sep15 UK ILO Unemployment Rate (3 Mths.) Jul % 4.9 4.9
Sep16 UK Consumer Price Index Aug Y/Y % Chg. 3.1 2.9
Sep16 UK Core Consumer Price Index Aug Y/Y % Chg. 2.6 2.6
Sep 17 EZ Consumer Price Index Aug Y/Y % Chg. 3.2 3.3
Sep 17 EZ Core Consumer Price Index Aug Y/Y % Chg. 2.4 2.4
Sep 17 UK Bank of England Bank Rate Sep 17 % 3.75 3.75
Sep 17 IN National Consumer Price Index Aug Y/Y % Chg. 1.9 1.9
Sep 18 UK Retail Sales Ex Auto Fuel Aug Y/Y % Chg. 2.7 1.8
Sep 18 JN BOJ Policy Rate Sep 18 % 1.25 1.00
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Sep 21 - 25

Release _ . . . Data for ) Consensus Last
e Economic Indicator/Event . Units )
Date Period Forecast Period
United States

Sep 21 6:30 Fed's Goolsbee Speaks About Monetary Policy

Sep 22 10:05 Fed's Williams Gives Keynote Remarks

Sep22 10:20 Fed's Jefferson Speaks on Treasury Market Functioning

Sep 22 13:00 Fed's Barkin Speaks to the CFA Society Baltimore

Sep 23 9:45 S&P Global US Manufacturing PMI Sep Index 53.6 53.9
Sep 23 9:45 S&P Global US Services PMI Sep Index 56.0 56.5
Sep 23 9:45 S&P Global US Composite PMI Sep Index - 56.0
Sep 23 10:05 Fed's Barr Speaks on Housing

Sep 24 410 Fed's Williams Speaks During Moderated Discussion

Sep 24 8:00 Fed's Barkin In Fireside Chat With Economic Club of Washington

Sep 24 8:30 Initial Jobless Claims Sep 19 Thsd - 196.0
Sep24 0:00 Building Permits Aug Thsd - 1394.00
Sep 24 8:50 Fed's Hammack Delivers Opening Remarks at Inflation Conference

Sep 24 10:00 New Home Sales Aug Thsd 615.00 607.00
Sep 24 10:10 Fed's Paulson Speaks At Fintech Conference

Sep25 5:15 Fed's Williams Participates in Policy Panel

Sep25 8:30 Durable Goods Orders Aug M/M % Chg. -0.3 1.1
Sep 25 8:30 Cap Goods Orders Nondef Ex Air Aug M/M % Chg. 0.5 0.0
Sep 25 14:00 Fed's Hammack Participates In Policy Panel Discussion

Sep 21  1:20 Speech by BoC Governor Tiff Macklem

Sep 24 7:00 CFIB Business Barometer Sep Index - 57.6
Sep 24 8:30 Payroll Employment Change - SEPH Jul Thsd - 4.8
Sep24 8:30 Retail Sales Jul Y/Y % Chg. -0.8 0.6
Sep24 8:30 Retail Sales Ex Auto Jul M/M % Chg. -0.5 0.5

International

*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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