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Highlights

•	 The FOMC held the policy rate steady at a target range of 4.25%-4.5% for the second consecutive meeting. But, 
committed to slowing the pace of balance sheet runoff of its U.S. Treasury holdings. 

•	 Revised economic projections showed a small downgrade to the FOMC’s growth outlook, but a near-term up-
grade to inflation. The median forecast still expects 50bps of rate cuts by year-end.

•	 February data out this week were mixed. Retail sales underwhelmed, while housing data rebounded from Janu-
ary’s weather induced slide.
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With no new tariff announcements, trade tensions were 
temporarily moved to the backburner this week, allow-
ing investors to shift the focus to the economic data 
calendar. February data readings out this week were 
mixed. Retail sales underwhelmed expectations, but 
both housing starts, and existing home sales largely 
recovered from January’s weather induced slide. Mean-
while, the Federal Reserve held the policy rate steady 
at a target range of 4.25%-4.5% but signaled an inten-
tion to slow the pace of balance sheet runoff for U.S. 
Treasury holdings starting in April. While investors were 
braced for a more downbeat messaging on the outlook, 
the Fed’s statement and Chair Powell’s press conference 
struck a more balanced tone. This helped to temporarily 
soothe unnerved financial markets, but growth fears re-
emerged by late-week, fueling a further sell-off. At time 
of writing, the S&P 500 was down 0.5%, while term yields 
traded lower by about 10bps, with the 10-year Treasury 
currently sitting at 4.22%. 

The Fed’s statement included updated economic projec-
tions from FOMC members. The median GDP forecast 
was revised lower over the forecast, with a below-trend 
pace of economic growth expected in 2025 (1.7% from 
2.1%), before steadying at 1.8% in 2026 (previously 2.0%) 
and 2027 (previously 1.9%). The unemployment rate was 
nudged higher by a tick this year to 4.4% but remained 
unchanged at 4.3% in 2026 and 2027. Core PCE inflation 
was also revised higher for 2025 (2.8% from 2.5%), which 
Chair Powell largely attributed to tariff impacts. Impor-
tantly, the revised “dot plot” still showed two 25bps rate 
cuts for this year. But a closer inspection of the dots 
shows that committee members see the balance of risks 

skewed towards fewer cuts, as eight officials now ex-
pect one or no cuts this year (up from four in December) 
(Chart 1).

During the press conference, Chair Powell characterized 
the economy as “strong”, but emphasized that any point 
forecasts remain “highly uncertain” in light of recent pol-
icy changes under the new administration. When asked 
about the recent pullback in business and consumer 
sentiment measures, Powell reiterated that the “hard 
data” are still showing an economy that is “solid”. He 
also downplayed the recent jump in inflation expecta-
tions shown in the University of Michigan survey, charac-
terizing it as an outlier relative to most other measures.

But this week’s retail sales data suggests otherwise. Re-
tail sales rose by just 0.2% m/m in February, after declin-
ing 1.2% in January. Only 5 of the 13 major categories 
(Chart 2) saw gains last month while revisions to Jan-
uary showed an even weaker pace of retail spending 
than previously reported. Moreover, spending at bars & 
restaurants – the only services-based metric included in 
the retail report – plunged by 1.5% or the largest monthly 
pullback in two-years. This bears close watching, as dis-
cretionary services spending has been a key driver un-
derpinning the strength of the consumer in past years. 

For now, the Fed appears comfortable to sit tight and 
wait for more clarity on both the policy and data front. 
This will not come from any one policy announcement 
or data reading, suggesting policymakers will remain 
on the sidelines for at least another few months before 
making their next move. 
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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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