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Highlights

* The Iran conflict has triggered a major energy supply shock, pushing oil prices meaningfully higher and ex-
tending the inflation impulse beyond what was initially expected.

* Central banks on both sides of the border are likely to look through the supply shock. Provided a longer-term
peace deal is reached in the coming weeks, we still see a narrow window for the Fed to deliver on two more
rate cuts in Q4.

* Longer-term Treasury yields are expected to drift 20 basis points lower by year-end, dragging Canadian gov-
ernment bond yields down by a similar amount. The greenback is likely to remain under pressure, while the
Loonie is expected to reach 74 cents by December.

e Afurther escalation in the conflict would quickly result in oil prices retesting recent highs, Treasury yields turn-
ing higher and a strengthening of the dollar. Under this scenario, the Federal Reserve would likely remain on
hold well into next year.

The war in Iran has produced the largest supply disruption to Chart 1: Iran Conflict Triggers a Major and
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over the coming weeks. But this alone will not result
in an immediate normalization of oil flows through the
Strait of Hormuz. Physical bottlenecks, mine clearing
operations, repositioning tankers globally and clearing
port backlogs all suggest it’ll take months, not weeks,
for oil flows to completely normalize.

Central Bank Expectations Have Whipsawed

The sharp increase in energy prices is already being
felt by households and businesses on both sides of the
border, with gasoline and diesel prices up 38% and
43%, respectively, since late-February. With the length
of the conflict unclear and the inflationary impulse al-
ready rearing its head, expectations for central bank
policy actions have whipsawed. At its peak in late-
March, futures had priced in nearly three quarter-point
hikes from the Bank of Canada, while Fed futures went
from pricing in two-cuts to just over a 50% probability
of a rate hike! Cooler heads have prevailed following
the ceasefire. Pricing now shows a little more than one
rate hike from the Bank of Canada and for the Fed to
remain on hold (Chart 2).

No Move is the Best Move ... For Now

But even one rate hike from the Bank of Canada in the
current environment seems unlikely. For starters, the
energy shock is hitting the economy from a weak start-
ing point. Growth has been restrained over the past
year by several headwinds, including trade uncer-
tainty, a soft housing market and tighter immigration.
This has kept the economy below potential, leading to

some accumulation of slack even before the onset of
the war. Layering on higher energy prices would leave
growth lower than our “pre-conflict” forecast, though
the extent of which will be dependent on the duration
of the supply disruption.

Market participants, however, appear to be more fo-
cused on the price impact of the shock. But this is mis-
guided. Because the spike in energy prices is supply
driven, there’s little monetary policy can do to offset its
impact. Moreover, given its “long and variable lags”,
any pre-emptive policy move to get ahead of the en-
ergy shock runs the risk of not being felt until after the
shock has passed. This could lead to the worst pos-
sible outcome of failing to quell inflation, while also
hitting domestic demand at a time when the economy
has become more vulnerable. For the time being, the
best response would be to look through the price im-
pacts and only adjust policy on the other side should
conditions warrant such a move.

The story is more nuanced in the U.S. The energy shock
is hitting the economy from a point of strength. Final
sales to private domestic purchasers - the best gauge
of underlying demand - expanded by 2.6% in H2-2025,
suggesting solid momentum heading into 2026. At
the same time, growth is expected to benefit from last
year’s interest rate cuts, new household and business
tax cuts that came into effect this year and the ongo-
ing push to ease regulation. An energy shock alone will
not materially shift the outlook - even if crude prices
were to remain elevated for another several months.
This is because the U.S. has become both more en-
ergy independent and less energy intensive in recent
decades. What could challenge this narrative is if fi-
nancial conditions were to suddenly and dramatically
tighten, which runs the risk of sending a more mean-
ingful confidence shock through the economy. That’s
not our base case, but it remains a plausible downside
risk, particularly if the temporary ceasefire does not
yield a more permanent resolution to end the conflict.

From the Fed’s perspective, there’s no rush to make a
policy move. At today’s target range of 3.50%-3.75%,
the Fed funds rate is already at the upper end of the
FOMC’s median estimate of neutral. And yet, growth is
still expected to run slightly above potential, even after
accounting for some hit from higher energy prices.
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A key metric for policymakers to watch in the months
ahead will be inflation expectations. This has been less
of a concern in Canada, where core inflation measures
have cooled to something that’s broadly consistent
with the Bank of Canada’s mandate. But the same
can’t be said in the U.S. And the fear for Fed officials
is that the longer inflation remains structurally above
its target, the greater the risk that inflation expecta-
tions become unanchored. Encouragingly, this has not
yet occurred. While short-term measures have turned
higher, medium-and-longer-term inflation expectations
remain consistent with the Fed’s 2% inflation objective
(Chart 3). But any signs of upward drift could reshape
the FOMC’s thinking and start to stir chatter on wheth-
er the next move should be a rate hike.

Our baseline forecast still sees the potential for as many
as two more rate cuts this year, with the risks skewed
to later and potentially fewer cuts. For now, we see the
Fed on hold through September. Even assuming Kevin
Warsh is confirmed by the Senate Banking Committee
and is in seat as the new Fed Chair by June, he’s likely
to face an uphill battle convincing a majority of the
voting FOMC members to support an immediate policy
pivot towards lower rates. Based on the most recent
“dot plot”, 14 of the 19 FOMC participants expect one or
fewer cuts by year-end. Not all participants who submit
forecasts are voting FOMC members, but even if all five
individuals who support multiple rates cuts were vot-
ers, they would still be two votes shy of a majority.

Chart 3: Longer-Term Inflation Expectations
Remain Well Anchored
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Source: Bloomberg, TD Economics. Last Observation: April 16th, 2026

Chart 4: Yields to Drift Lower by Year-end
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Treasury Yields and Greenback to Head
Lower

It's this lingering risk of resurgent inflation and the
knock-on effects it could have on the Fed’s ability to
deliver on rate cuts that have kept Treasury yields
some 30-40 basis points above pre-crisis levels. But if
we're right, and rate cuts do materialize later this year,
the inflation premium that’s still priced in Treasur-
ies should have come out. That suggests the 10-year
Treasury yield will drift back closer to its pre-crisis level
of 410% by year-end (Chart 4). On balance, a further
narrowing of interest rate differentials vis-d-vis other
advanced economies should work to put a bit more
downward pressure on the dollar, potentially falling
by another 2% by year-end. Conversely, the Loonie will
be a beneficiary of the dollar’s loss. We see it gaining
around 1.3 cents by the end of this year, which would
bring it to 74 cents - a level not seen since late-2024.

Prolonged Disruption Would Keep Fed on
Hold for Longer

Of course, this all assumes everything goes as planned.
But what if negotiations for a longer-term peace agree-
ment were to fall apart leading to Iran maintaining strict
control of tanker traffic for another few months? Under
this scenario, WTl is assumed to average $128 per bar-
rel in Q2 and drift only modestly lower through H2-2026
as physical shortages maintain a higher risk premium
on oil prices through this year and into 2027. Relative to
our current baseline, economic growth in the U.S. is low-
er by about a tenth this year (2.3% vs. 2.4%) and three-
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Chart 5: Yields Push Higher Under Prolonged
Disruption Scenario

U.S. 10-Year Bond Yield, %

4.5
P — B0 SE
44 7 Tes~C
’/ Ssq = = = = Higher Oil Scenario
43 Sse
/ RN
42 . . N
orecas
41 >
4.0
3.9

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2025 2026 2027

Note: Values are end of period. Source: U.S. Federal Reserve, TD Economics.

tenths next year (1.9% vs. 2.2%). Headline inflation rises
by low double digits on a g/g annualized basis in Q2-
2026, with secondary effects keeping core measures
north of 2.5% (g/q, ann.) through H2-2027. This keeps
the Fed on hold through mid-2027. The 10-year Treasury
yield moves higher over the near-term - reflecting the
higher inflation premium - and reaches a peak of 4.45%
in Q2, before edging back to 4.3% by year-end (Chart
5). The near-term escalation reignites the flight to safety
trade, pushing the dollar back up 2% again in Q2, re-
tracing its recent depreciation, though most of this un-
wound by the end of the year.

In Canada, the hit to economic growth is expected to be
more modest, given its higher exposure to the energy
sector. Like the U.S., headline measures of inflation shoot
higher over the near-term, leading to some passthrough
to core prices. But given the weak economic backdrop,
we wouldn’t expect the Bank of Canada to come off
the sidelines. However, longer-term government bond
yields drift higher over the near-term, with the 10-year
reaching a peak of 3.6% before drifting back closer to
today’s level of 3.45% by year-end. The Canadian dollar
would again come under pressure, falling to a low of 71
cents in Q2 before firming to 73 cents by the end of the
year as the flight to safety fades and higher oil prices
support the currency.
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Interest Rate Outlook

Spot Rate 2025 2026 2027
Apr-16 Q1 Q2 Q3 Q4 Q1 Q2F Q3F Q4F | QIF Q2F Q3F QA4F

Interest Rates

CANADA

Overnight Target Rate 2.25 275 275 250 225 | 225 225 2.25 225 | 225 225 225 225
3-mth T-Bill Rate 2.27 262 265 242 215 | 231 225 225 225 | 225 225 225 225
2-yr Govt. Bond Yield 2.78 246 259 247 258 | 2.82 275 2.65 260 | 260 260 260 260
5-yr Govt. Bond Yield 3.08 261 283 274 296|305 305 295 290|290 290 290 290
10-yr Govt. Bond Yield 3.46 297 3.28 3.17 3.42 | 3.46 3.45 3.30 325 | 325 325 325 325
30-yr Govt. Bond Yield 3.90 323 356 362 386|389 38 365 355|355 355 355 3.55
10-yr-2-yr Govt Spread 0.68 051 069 070 0.84| 064 070 0.65 0.65| 065 0.65 0.65 0.65
U.S.

Fed Funds Target Rate 3.75 450 450 425 375|375 375 375 325|325 325 325 325
3-mth T-Bill Rate 3.61 4.21 424 3.86 357 | 3.61 3.80 3.40 3.15 3.15 3.15 3.15 3.15
2-yr Govt. Bond Yield 3.75 389 372 360 347|379 370 340 335|335 335 335 335
5-yr Govt. Bond Yield 3.88 396 379 374 373|392 38 375 370|370 370 370 3.70
10-yr Govt. Bond Yield 4.27 423 424 4.6 418 | 4.30 4.30 4.15 410 | 410 410 410 410
30-yr Govt. Bond Yield 4.88 459 478 473 4.84 | 488 490 470 460 | 460 460 460 4.60
10-yr-2-yr Govt Spread 0.51 0.34 052 056 071 | 051 060 075 0.75| 0.75 0.75 0.75 0.75
CANADA - U.S SPREADS

Can - U.S. T-Bill Spread -1.34 -1.59 159 144 142|130 -155 -115 -0.90(-0.90 -0.90 -0.90 -0.90
Can - U.S. 10-Year Bond Spread -0.80 -1.26 -0.96 -099 -0.76|-0.84 -0.85 -0.85 -0.85|-0.85 -0.85 -0.85 -0.85
F: Forecast by TD Economics, April 2026; Forecasts are end-of-period.

Source: Bloomberg, Bank of Canada, Federal Reserve.

Foreign Exchange Outlook

Exchange Spot Price

Currenc
v Rate Apr-16

Exchange rate to U.S. dollar

Chinese Yuan CNY per USD 6.82 726 7.6 712 6.99 | 6,90 6.85 6.80 6.75 | 6.70 6.65 6.60 6.55
Japanese yen JPY per USD 159 150 144 148 157 159 159 158 158 157 156 156 155
Euro USD per EUR 118 1.08 118 117 117 1.15 118 119 120 [ 120 120 120 120
U.K. pound USD per GBP 1.35 1.29 1.37 1.34 135 1.32 1.35 1.37 1.39 | .39 139 1.39 139
Canadian dollar CAD per USD 1.37 1.44 136 139 137 | 1.40 138 1.37 1.35 | 133 1.33 1.33 133
Australian dollar USD per AUD 0.72 0.62 0.66 0.66 0.67 | 069 0.70 0.7 0.7 0.7 0.7 0.7 0.7
NZ dollar USD per NZD 0.59 0.57 061 0.58 058 | 057 059 059 0.60| 0.60 0.60 0.60 0.60
Exchange rate to Euro

U.S. dollar USD per EUR 118 1.08 118 1.17 117 115 118 119 120 [ 120 120 120 120
Japanese yen JPY per EUR 187 162 170 174 184 183 188 188 189 188 188 187 186
U.K. pound GBP per EUR 0.87 0.84 0.86 0.87 0.87 | 0.87 0.88 087 0.86| 0.86 0.86 0.86 0.86
Canadian dollar CAD per EUR 1.62 1.55 1.60 1.63 1.61 1.61 1.62 1.63 1.62 | 1.60 1.60 1.60 1.60
Australian dollar AUD per EUR 1.64 1.73 1.79 1.77 176 | 1.68 168 168 168 [ 1.68 1.68 168 168
NZ dollar NZD per EUR 2.00 1.91 193 202 204 | 202 202 202 202|202 202 202 202
Exchange rate to Japanese yen

U.S. dollar JPY per USD 159 150 144 148 157 159 159 158 158 157 156 156 155
Euro JPY per EUR 187 162 170 174 184 183 188 188 189 188 188 187 186
U.K. pound JPY per GBP 215 193 198 199 21 210 214 217 219 218 217 217 216
Canadian dollar JPY per CAD 115.9 104.2 105.9 106.2 MM4.4| 1M4.0 1156 1159 116.8 | 1181 17.6 1171 116.7
Australian dollar JPY per AUD 1141 93.5 94.8 979 104.6(109.0 111.6 M21 126 | 1121 111.7 111.2 110.8
NZ dollar JPY per NZD 93.7 849 87.8 858 90.2 | 908 930 934 938 | 934 93.0 927 923
Exchange rate to Canadian dollar

U.S. dollar USD per CAD 0.73 0.70 0.73 0.72 0.73| 0.72 073 073 074 | 075 0.75 0.75 0.75
Japanese yen JPY per CAD 115.9 104.2 105.9 106.2 M4.4| 114.0 1156 1159 116.8 | 1181 M7.6 1171 116.7
Euro CAD per EUR 1.62 1.55 1.60 1.63 1.61 1.61 1.62 1.63 1.62 | 1.60 1.60 1.60 1.60
U.K. pound CAD per GBP 1.86 1.85 1.87 1.87 184 | 1.84 185 1.87 188 | 1.85 1.85 1.85 1.85
Australian dollar AUD per CAD 1.02 1 112 1.09 1.09 | 1.04 104 103 104 | 1.05 105 105 105
NZ dollar NZD per CAD 1.24 228 120 1.24 1.27 1.25 1.24 1.24 1.25 1.26 1.26 1.26 1.26
F: Forecast by TD Economics, April 2026; Forecasts are end-of-period.

Source: Federal Reserve, Bloomberg.
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Commodity Price Outlook

. 52 Week
Commodity
Low Q1 Q2 Q8 Q4 QIF Q2F QS3F

Crude Qil (WTI, $US/bbl) N 13 55 72 64 65 59 72 95 84 80 75 73 72 72
Natural Gas ($US/MMBtu) 2.78 30.72 2.64 420 319 3.03 376 | 462 270 330 375|380 380 380 380
Gold ($US/troy oz.) 4817 5417 3177 2856 3284 3455 4150 | 4865 4750 4800 4900|4900 4900 4800 4700
Silver (US$/troy oz.) 79.53 116.70 32.01 31.86 33.65 39.51 55.21| 83.71 80.00 77.00 75.00|73.00 72.00 70.00 70.00
Copper (cents/Ib) 598 613 414 423 432 444 505 | 582 590 610 590 [ 575 580 585 590
Nickel (US$/Ib) 8.23 8.51 6.47 7.06 688 6.8 676 787 810 790 770 | 750 750 750 750
Aluminum (Cents/Ib) 164 164 107 119 m 119 128 145 165 160 160 155 150 150 150
Wheat ($US/bu) 7.61 8.66 6.42 565 534 488 513 550 590 580 6.00| 610 6.20 6.30 6.40
F: Forecast by TD Economics, April 2026; Forecast are period averages; E: Estimate.
Source: Bloomberg, USDA (Haver).

Global Stock Markets

Major Market Indexes 52—Week 52-Week
High Low
S&P 500 7,023 4.8 2.6 7,023 5,158
S&P/TSX Composite 34,156 3.9 7.7 34,541 24,009
DAX 24,227 2.8 1.1 25,421 21,206
FTSE100 10,633 3.1 7.1 10,9M 8,249
Nikkei 59,518 10.7 18.2 59,518 33,920
MSCI AC World Index* 1,061 5.2 4.6 1,061 783
*Weighted equity index including both developed and emerging markets.
Source: Bloomberg, TD Economics.

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 pur-
poses. 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 spokespersons 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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