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The Weekly Bottom Line

Highlights  
• Since last Friday’s blockbuster employment report, market pricing on the peak fed funds rate has firmed to 5.25%. This 

aligns to the FOMC’s December projections, though markets still foresee the Fed cutting rates later this year.  

• At an event on Tuesday, Fed Chair Powell did not pushback against investors’ diverging view, nor was his tone any more 
hawkish, despite last week’s strong reading on employment. 

• With the FOMC now in the “fine turning” stage of the tightening cycle, policymakers have become increasingly data 
dependent. This means next week’s inflation report will be under the microscope. 
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Source: Bloomberg, TD Economics.

Oil Jumps on Rising Chinese Demand & Russia 
Production Cuts
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Holding the Line… For Now
It was a very quiet week on the economic data calendar, 
giving investors a bit more time to digest last week’s block-
buster employment numbers. Since the jobs report, market 
pricing on the future path of the fed funds rate has firmed, 
with investors now anticipating two more 25 basis-point 
hikes by May, bringing the terminal rate to 5.25%. This 
aligns to FOMC’s last forecast outlined in the December 
Summary of Economic Projections. In contrast, markets 
differ from the Fed on the timing of rate cuts, with interest 
rate cuts priced in by financial markets for later this year, 
whereas the Fed doesn’t foresee that happening until 2024.

At an event on Tuesday, Fed Chair Powell did not pushback 
against the markets’ diverging view. Instead, he reiterated 
many of the same themes that he had emphasized in the 
press conference following last week’s interest rate announce-
ment. The key message being that while the disinflationary 
process has begun, it remains very much in the early stages, 
and it will take “considerable time” before inflation returns to 
2%. While financial markets initially rallied on the remarks, 
they later sold-off through the back-half of the week. At the 
time of writing, the S&P 500 is down 2%, while the 10-year 
Treasury edged higher by 15bps to 3.7% for the week.

When asked specifically about last week’s employment 
numbers, Powell said that it, “simply reaffirmed that the 
central bank has some way to go on raising rates” and that 
the strong numbers highlight that the adjustment process 
is unlikely to be linear. While there’s certainly validity to 
that argument, there’s also reason to believe that the Janu-
ary payrolls may be overstating the degree of strength in 
the labor market. 
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Chart 2: Real Policy Rate Will Continue to Rise 
Through 2023

Source: Bureau of Economic Analysis, TD Economics. 

Inflation Adjusted Policy Rate, %
Forecast

For starters, January was unseasonably warm across most 
of the U.S., which likely means there was a pull forward 
of economic activity. From that perspective, some of Janu-
ary’s gains may have been robbed from subsequent months 
– suggesting much weaker employment growth in the 
months ahead. Second, seasonal adjustment factors may 
have also played some role in biasing last month’s numbers 
higher.  January is historically a month where non-season-
ally adjusted payrolls record a massive decline in absolute 
terms (Chart 1). While this remained true last month, it 
did so by the smallest amount since 1995. This likely trans-
lated to an outsized gain in the seasonally adjusted figures. 

So, where does that leave us? It’s up for debate how much 
the January numbers are overstating the degree of underly-
ing strength. But, at the end of the day, there is little doubt 
that the labor market remains incredibly tight. For now, 
Chair Powell seems content to not rattle expectations and 
watch how the data evolves. You can’t argue the logic. Mon-
etary policy acts with considerable lag, and the cumulative 
effect of all the tightening done over the past 11 months is 
not yet being felt. Even once rate hikes are finished, the real 
effective policy rate will continue to rise through this year as 
inflation continues to decline (Chart 2). With the FOMC 
now in the “fine tuning” stage of the tightening cycle, data 
dependence will be the name of the game. With that, the 
focus now shifts to next week’s inflation report. Stay tuned!   
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Chart 1: Seasonal Factors Potentially Biasing 
January Payrolls Higher

Source: Bureau of Labor Statistics, TD Economics.

January Non-Farm Employment, Non-Seasonally Adjusted, Millions 
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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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