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Highlights

• Fed Speakers this week emphasized the need for a data-dependent approach to policy decisions. 

• As a result, next week’s inflation data in the Personal Income and Outlays Report for January will be closely 
watched. 

• From our lens, the Fed is likely to remain on pause until the second quarter of this year, delivering two cuts by 
year end, as healthy economic activity supports the labor market and price growth.
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In the absence of major economic data, equities and 
Treasury yields were a smidge below where they started 
the week after reacting to a flash PMI release on Friday 
that suggested shrinking activity in the services sec-
tor in February (Chart 1). That said, the focus is on next 
week, when the second update of fourth quarter GDP 
and January’s Personal Income and Outlays report will 
give a fresh look at economic momentum and the first 
look at the Fed’s preferred inflation metric for 2025. Fed 
speakers provided some insights this week on why the 
data-dependent approach is key when looking to under-
stand how inflation will evolve in a still-healthy economy.

At the start of the week Board member Christopher 
Waller gave a speech in Sydney with a title that left very 
little ambiguity, “Disinflation Progress Uneven but Still on 
Track. Rate Cuts on Track as Well.” The speech clearly 
outlined his views, including that monetary policy is re-
strictive and “putting downward pressure on inflation”, 
while economic momentum is holding up. Vice Chair 
Jefferson spoke later in the week, reaffirming the view 
that the economy and labor market are on solid footing, 
and the need to maintain a data dependent approach. 
Dr. Jefferson focused on the strength of household bal-
ance sheets and how they are supporting consumer 
spending. The key was that while they are generally in 
good position, households with lower- and middle-in-
comes “have less of a buffer of liquid assets than they 
did before the pandemic” and keeping an eye on bal-
ance sheet developments will help “inform forecasts of 
overall economic activity”. 

One interesting concept to monitor was Dr. Waller’s 
acknowledgement that progress on cooling inflation 
in the early part of the year has been notably slow in 
past years. This could be attributable to “residual sea-
sonality”– the idea that the price adjustments that usu-
ally come in the early part of the year are now bigger 
than they were typically and are showing up in the sea-
sonally adjusted data that should have accounted for 
them. This is an interesting wrinkle, and Dr. Waller cited 
research that price pressures have tended to be greater 
in the first half of the year relative to the second in 16 of 
the past 22 years. The expectation then would be that 
even with stronger-than-expected inflation in the early 
part of the year, this effect should fade into the latter 
part of 2025, as it did in 2024. 

With speakers emphasizing the data-dependent ap-
proach, the focus will then be on the Personal Income 
and Outlays report on next Friday. The spending fig-
ures could be noisy, as cold weather and large fires in 
Los Angeles likely disrupted economic activity, so the 
focus will be on what happens with inflation. Current 
expectations are for the core PCE price index (the Fed’s 
preferred inflation gauge) to clock in at around 0.2%-
0.3% month-on-month in January (2.6% year-on-year, 
Chart 2), but as Dr. Waller suggested even an upside 
surprise could be due to some residual seasonality. 
From our lens, the Fed is likely to remain on pause until 
the second quarter of this year, delivering two cuts by 
year-end, as healthy economic activity supports the 
labor market and price growth. 
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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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