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Highlights

•	 Alternative data helped fill the void of official releases due to the ongoing government shutdown. The Cleve-
land Fed’s Inflation Nowcasting model estimated core inflation remained around 3% (y/y) in September.  

•	 The Chicago Fed’s Advance Retail Trade Summary indicated retail & food services sales excluding autos 
were healthy in September. 

•	 Fed Chair Powell signaled that the central bank could soon reach a point where it may stop reducing the 
size of its balance sheet, also known as quantitative tightening.     
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This week’s U.S. economic landscape remained shroud-
ed in fog due to the lack of official data amidst the ongo-
ing government shutdown. If it continues until Monday, 
it will be the third longest in history. In the official data 
drought, focus has shifted to alternative indicators, 
particularly from the Federal Reserve, which is still op-
erating during the shutdown. US-China trade tensions 
ebbed and flowed, while concerns surrounding regional 
banks made a comeback, weighing on equity markets. 
Still, equities managed to eke out some gains, with the 
S&P 500 up 1% from last Friday’s low. Bond yields de-
clined amid uncertainty and expectations of further 
monetary easing. Notably, the 10-Year Treasury yield fell 
below 4% and is now hovering near last year’s level.

In the absence of the CPI report, alternative inflation in-
dicators are sending conflicting signals. The Cleveland 
Fed’s Inflation Nowcasting model estimated core infla-
tion at 0.26% month-over-month in September, suggest-
ing year-on-year core inflation remained near 3%. The 
lack of acceleration would support another Fed rate cut 
amidst a deteriorating labor market. However, the Fed’s 
Beige Book reported further price increases, with sever-
al districts noting “faster input cost growth due to higher 
import prices and rising costs for services like insurance, 
health care, and technology”. The NFIB’s small business 
survey also showed moderate upticks in its price metrics 
(Chart 1). The CPI report is set to be released next week, 
which should help clear some of the fog.

The September retail sales report is also delayed, but the 
Chicago Fed’s Advance Retail Trade Summary (CARTS), 

which tracks weekly sales, offers some insight. CARTS 
indicates that retail & food services sales excluding au-
tos rose by 0.5% in September, suggesting a solid finish 
to the third quarter (Chart 2). However, given ongoing 
uncertainty and other consumer challenges, momen-
tum is expected to ease in the fourth quarter. The Beige 
Book echoed this, noting that overall consumer spend-
ing, especially on retail goods, trended down in recent 
weeks, with auto sales being the main exception.

On the employment front, the Beige Book described 
labor demand as “subdued” and employment levels 
as “largely unchanged”. More employers reported 
lowering headcount through layoffs and attrition, 
citing weak demand, high uncertainty, and, in some 
cases, increased investment in AI. Layoffs were men-
tioned 14 times, up from 6 previously. NFIB employ-
ment metrics also pointed to a weak hiring trend 
among small businesses in September.

Fed Chair Powell reiterated recent messaging and 
placed more emphasis on labor market risks in a 
speech this week, supporting additional easing. Powell 
also signaled the central bank could soon stop reduc-
ing the size of its balance sheet. While he provided no 
set timeline for the end of quantitative tightening (QT), 
he stated “we may approach that point in the coming 
months,” noting early signs that liquidity conditions are 
gradually tightening.

Reading the tea leaves, labor market risks remain the 
key focus. As such, the Fed is likely to deliver another 
rate cut at the end of this month. The signal that QT may 
soon end further reinforces the Fed’s dovish stance.

Reading the Tea Leaves Amidst the Data Fog
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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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