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No, we haven’t mixed up the original Olympic motto, but repurposed it to characterize the outlook for the global economy. 
Stronger economic growth and faster inflation across much of the globe is leading to higher interest rates than we expected 
a quarter ago. The U.S. banking sector challenges seem to have dealt a glancing blow to the broader economy, and the con-
sumer continues to spend at a healthy clip. Housing markets in North America were on the upswing again in the spring 
despite the historic increase in borrowing costs. Globally, data revisions may have pushed the euro area into a technical 
recession, but the European Central Bank (ECB) remains in tightening mode with inflation moving in the wrong direction 
and a drum tight labour market (Chart 1).  

A common thread across advanced economies is that the post-pandemic inflation surge is proving harder to tame. The Bank 
of Canada came off the sidelines to hike by a quarter-point after a two-meeting pause in early June, and the Fed is likely to 
do the same in July. A former member of the Fed noted that policymakers are deciding what error they are comfortable in 
making: hiking too much and causing recession or doing too little and potentially risking stagflation. At this point in the 
economic cycle, it’s not yet clear which way the economy will break. The high frequency data have not revealed a recession 
is unfolding, but the risk remains elevated as central banks probe for the magic number on the policy rate that will break 
the back of inflation.   

Global economy buffeted by crosswinds 

The global economy has evolved largely in line with our expecta-
tions since March. There is a modest upward revision to global 
growth this year, offset by a slight downgrade in 2024. The euro 
area is the exception to this pattern, and the recent rise in Eu-
ropean natural gas prices is a reminder of the persistent risk of 
shortages the region could face next winter.  

Meanwhile, China’s economy burst out of a zero-Covid world 
more vigorously than we had expected in the first quarter, but 
the near-term signals suggest it is slowing rapidly. Growth is ex-
pected to cool through the remainder of the year, and we have 
downgraded China’s GDP outlook in 2024. How Chinese poli-
cymakers respond to slowing growth presents an upside risk to 
the forecast and inflation. Small rate cuts by the PBOC are not 
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Chart 1: Central Bank's Inflation War Far From Won
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enough to move the needle on their own, but if they pres-
age broader stimulus measures, it could lead to an upgrade 
to the outlook.  

U.S. inflation challenges the Fed 

Once again, the U.S. economy resisted recession calls with 
a stronger-than-expected start to the year. Although we 
were not in this camp, economic growth in 2023 still need-
ed to be modestly upgraded by 0.2%-pts to 1.5%, reflecting 
an expectation that the second half of the year will reveal a 
softening profile in consumer spending.  

Thankfully, Congress came to an agreement to suspend the 
debt ceiling (see report), removing a key source of risk to 
financial markets. The lower spending trajectory in the Fis-
cal Responsibly Act is estimated to create a mild drag of 
0.2 percentage points (%-pts) and 0.1%-pts, in 2024 and 
2025, respectively. This has served to reinforce our convic-
tion that 2024 could be a challenging year with economic 
growth of only 0.8%.  

Once again, the U.S. consumer has carried the growth 
torch, with inflation-adjusted spending rocketing ahead 
at a 3.8% annualized clip in the first quarter – the fast-
est pace in nearly two years. High frequency credit card 
transaction data through May suggest a cooling is in store 
for the second quarter within a 1.5-2.0% range. However, 
that’s still a pretty good outcome coming off supersized 
strength. We would be remiss in not reminding readers 
that we’ve held a long-standing view of a desensitized 
household during this interest-rate cycle due to stronger 
starting points in income, savings and job demand. Many 
of these positive starting points remain in place today but 
are slowly deflating from elevated levels. If there is one area 
that could again surprise on the upside, it’s the resiliency 
of the consumer. However, the forecast embeds a wind-
down of spending momentum as the year rolls forward, as 
headwinds from higher interest rates continue to build and 
some households face a new challenge related to the end of 
a three-year student debt payment moratorium.  

Business investment is already showing the markings of 
higher borrowing costs and tighter credit conditions. The 
performance has been uneven, however. Most of the bur-
den has been reflected in equipment outlays, while invest-
ment in non-residential structures has delivered surpris-
ing strength. We anticipate this divergence will persist. 
The latter appears to be already reaping the benefits from 
onshoring and various measures passed by Washington to 

encourage domestic high-tech production have started to 
goose the construction of manufacturing facilities. In con-
trast, residential investment will remain a drag on econom-
ic growth this year, before starting to recover in 2024.  

So far though, the labor market continues to plough ahead. 
As of May, the three-month moving average on job growth 
sits at 283k per-month – more than three-times what is 
required to meet trend growth in the labor force. While the 
breadth of hiring has narrowed from last year’s high, it is 
still hovering at a level consistent with the 2018-2019 pre-
pandemic period. Meanwhile, job openings ticked higher 
in April, and data from Indeed have shown a similar pat-
tern of job openings failing to dip and instead moving side-
ways through May. Taken alongside the still low level of 
jobless claims suggests the labor market has some room to 
run. Our forecast assumes only a mild 1.2%-pts increase 
in the unemployment rate to 4.7%, with that movement 
concentrated in 2024 (Chart 2). 

Not surprisingly, a resilient labor market and consumer 
means resilient inflation. As a result, the outlook for infla-
tion in 2024 was revised higher, and core PCE inflation is 
not expected to reach the Fed’s 2% target until the first half 
of 2025. This is one area that has led to a more material shift 
in our forecast call. We doubt the Fed will be  in a position to 
cut rates until the second quarter of next year, at the earliest. 
That’s a one-quarter push back from prior expectations. In 
addition, we suspect the Fed will raise rates another 25 basis 
points to 5.50% for this longer period. At this phase in the 
cycle, they may pursue a stop-and-go approach, as already 
seen by central banks in Canada and Australia. Should infla-
tion and the job market continue to exceed expectations, we 
cannot rule out even more adjustments by the Fed.  
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Chart 2: Modest Rise in the Unemployment Rate 
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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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