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‘Tis the season when forecasters reflect on the past year: what we got right and where we missed the mark. The big miss has 
been stronger global economic growth, but this is mostly attributed to the U.S. economy. Canada stepped more in line with 
our expectations, but not for those who called for a recession due to its defiant job market. With each passing quarter, the 
soft landing narrative went from being a long shot to the more likely outcome, particularly when it came to the American 
economy. The Federal Reserve and Bank of Canada were also caught off guard, evidenced by serial upgrades to forecasts for 
the economy, inflation, and the path for interest rates. 

Europe and China showed evidence of slipping below expecta-
tions, prompting Chinese authorities to respond with an increase 
in deficit-funded infrastructure spending. Although inflation 
globally is cooling and central banks are likely done tightening 
monetary policy, the lagged effects from past interest rate hikes 
are still snaking through business and consumer behaviours 
(Chart 1). And, the landscape has now become more difficult to 
navigate under the weight of another war. The first half of next 
year is expected to be the low point for global growth in this cycle. 
It should also mark a pivot point in when central banks either be-
gin to gingerly cut rates or entertain rhetoric to that effect. How-
ever, the speed of the economic recovery within the second half 

• After the global economy defied expectations in 2023, we expect economic growth to reach its low point in the first half 
of next year. The speed of the recovery thereafter depends on how motivated central banks are to normalize monetary 
policy.  

• In the fight to outstrip expectations this year, the U.S. economy won by a wide margin. But, the tailwinds that drove 
above trend growth will die down next year. That, combined with 2% inflation within the Federal Reserve’s sights, should 
produce rate cuts in the second half of the year as the central bank tries to pull off the elusive soft landing.  

• With Canada’s economy already sputtering, the Bank of Canada will be out in front in cutting rates, likely in the spring. 
Recession risks are higher north of the border, with a bumpier landing in store.
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Chart 1: Core Inflation Shows Signs of Improvement
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of the year will be determined by the confidence of central 
banks to fully normalize interest rates. This action, we don’t 
expect to be completed until 2025. Either way, whether the 
landing turns out to be hard, soft, or more likely, bumpy, 
the runway is within sight.  

U.S.’s Immaculate Dis-inflation 

Fed Chair Jay Powell likely had a much better performance 
review this year having presided over an impressive feat: 
inflation has moved very close to the Fed’s target with little 
economic cost. The labour market has stayed close to full 
employment. Strong productivity growth has helped cool 
growth in unit labour costs in recent quarters, dampening 
the inflationary impulse. The U.S. economy is on track to 
beat last year’s growth of 1.9% with a 2.4% pace, despite a 
forecast to slow to 1.5% in 2024 as many of the tailwinds 
that lifted the economy in 2023 fizzle out (see details here).  

The biggest tailwind is the continued impact of past fis-
cal policy, which has played a key role in keeping the U.S. 
economy humming in the face of high inflation and inter-
est rate increases. Generous pandemic stimulus payments 
to households have buoyed consumer spending. While 
government incentives for investment in clean tech and 
semiconductors has helped to keep business investment 
solid despite higher financing costs. And thanks in part to 
past fiscal transfers from Washington, state and local gov-
ernment spending has contributed nearly a full percent-
age point to growth over the past four quarters – a rever-
sal from 2021-22 when the unwinding of peak Covid-era 
stimulus was a drag on the economy.  

Looking ahead to next year, weaker consumer spending 
will be a key ingredient in slower U.S growth (Chart 2), 
with excess savings set to be drawn down by mid-year. We 
are already seeing consumers look a bit more cautious in 
the fourth quarter, and delinquency rates for credit cards 
and auto loans have risen above pre-pandemic levels de-
spite a very low unemployment rate. This suggests many 
households are increasingly feeling the pinch from high 
inflation and rate increases and are likely to become more 
cautious in their spending. 

With Washington in a stalemate and likely to remain 
funded under continuing resolutions until the election, the 
fiscal impulse is likely to peter out, weighing on govern-
ment’s contribution to growth. The one area of the econ-
omy which is likely to see its fortunes improve is housing, 
where lower borrowing costs are expected to bolster activ-
ity in the second half of the year.    

Slower growth next year should create better balance in 
the labour market. Cooler wage growth is needed to get 
inflation all the way back to 2%, and the next stage of the 
disinflation process is expected to be a bit slower. 

Canada’s Economy Read the Textbook 

In contrast, Canada’s economy has slowed in textbook 
fashion in response to higher interest rates. So much so, 
that a discussion of whether the country was already in a 
recession heated up until the second quarter’s performance 
benefited from a revision that swung the data into the 
black following an initially reported contraction. Canada 
may have skirted a recession, but the economy is running 
at a very anemic pace. 

The tone is set by the consumer. Canadians have been rein-
ing in spending on discretionary items since the Bank of 
Canada started raising interest rates last year. After essen-
tially no growth in real consumer spending through the 
middle of the year, we expect a modest 0.6% pace in the 
fourth quarter. That will continue the weak trend, with 
spending likely to slow below 1% in real terms in the first 
half of the year as income growth slows and consumer 
penny-pinching reaches a peak. This belt tightening will 
extend to housing too where the BoC’s summer rate hikes 
have weakened the market further than we expected a 
quarter ago. 
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Chart 2: U.S. Consumer Set to Drive a Cooler 2024
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Businesses are already following suit, with investment 
spending in retreat in the third quarter after a strong start 
to the year, and we expect it to remain sub-par through the 
coming quarters in line with the dour sentiment captured 
in the Bank of Canada’s Business Outlook Survey. Gov-
ernment spending is expected to contribute to growth as 
most levels of government seem to be a bit loath to tighten 
their belts. All in, Canada is on track to slow from 3.8% in 
2022 to 1.1% this year, and trough next year at 0.5%. This 
leaves a very narrow margin for error and recession risks 
are elevated.  

Despite the weakness seen so far, Canada’s inflation met-
rics have shown fewer signs of cooling recently than oth-
er advanced economies. Relative to the U.S., core goods 
prices are a standout (Chart 3). This may reflect a weaker 
Canadian dollar, which has kept imported goods inflation 
higher than south of the border, in addition to a less com-
petitive retail environment. It may take a bit more time for 
price pressures to ease in Canada, and this is expected to 
keep the Bank of Canada vigilant despite obvious signs of 

a cooling economy. That said, we think the BoC will see 
enough progress in inflation by the spring to start cutting 
interest rates, which should help growth pick up in the lat-
ter part of next year and improve real GDP growth to 1.5% 
in 2025.  
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Chart 3: Canadian Inflation Has Some Stubborn Spots
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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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