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•	 The U.S. economy is forecast to run below its long-run trend rate of growth in 2025 and 2026, as growth is 
slowed by higher tariffs, some fiscal restraint and slower population growth. Real GDP growth then briefly 
overshoots in 2027 and then converges closer to potential by 2028. Slower near-term growth pushes the un-
employment rate slightly higher, reaching 4.4% by Q4-2025 before gradually returning to its long-run average 
of 4% by mid-2027.

•	 Inflation has shown signs of heating up in recent months, as elevated tariffs have started to pressure con-
sumer prices higher for some goods. Tariff passthrough is expected to intensify through year-end, holding 
core measures of inflation around 3% through mid-2026. Core PCE inflation (the Fed’s preferred measure of 
inflation) isn’t expected to reach the FOMC’s 2% inflation target until H1-2027.

•	 We project the fed funds rate to be lowered at a moderate pace back to a level more consistent with its neutral 
(3.25%) rate by 2026, and hold there as the economy finds its balance. 

•	 Canadian economic growth is expected to run below trend through 2026 and into 2027. Output is held back by 
slower population growth and the impact of tariffs on export demand and business and consumer sentiment. Con-
sumer spending had been improving on lower interest rates, but we expect this to slow as the unemployment rate 
moves above its long-run level until late 2027.

•	 CPI inflation is currently roughly at the Bank of Canada’s 2% target, but underlying core inflation measures have  
been running at the top of the Bank’s target recently. Looking ahead, sub-par economic growth and Canada’s 
removal of many retaliatory tariffs should see core inflation return to target.

•	 The Bank of Canada is expected to cut its policy rate back to our estimate of the neutral of 2.25% by year-end 2025. 
We expect the policy rate to remain at this neutral setting over the remainder of the forecast horizon, as economic 
growth returns to its trend pace.

•	 We expect the loonie to return to the 74 - 76 U.S. cent range as interest rate differentials narrow between Canada 
and the U.S. 
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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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