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Highlights

¢ Advanced economy central banks are now holding steady: they have acknowledged interest rates are at a
peak, but not tipping their hand on when they expect to cut rates.

* However, the U.S. economy'’s resilience has once again defied expectations. This means the Fed can afford to be
patient with rate cuts and ride out the recent flare up in inflation. Slower growth and inflation are still expected,
which should lead to the first Fed rate cut in July.

* In contrast, the Bank of Canada is white knuckling it a bit, holding tight to their inflation target while the econ-
omy continues to sputter. We expect that inflation will have cooled enough by July for them to loosen up with a
first interest rate cut.

At 30,000 feet, the global economic outlook has evolved broadly in line with our expectations from last quarter. One
exception is the U.S., which stands out as the biggest upgrade in the forecast. Advanced economy central banks are
holding steady as she goes for now, placing the burden of proof on the data to provide reassurance that a reduction
in interest rates won’t accelerate inflation after a hard-fought battle.

The European Central Bank (ECB) and the Bank of Canada (BoC) should be among the first to lower rates, likely
mid-year. The economy has materially downshifted in both
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growth prospects. In the meantime, excess capacity in
China’s good-producing sectors is lending a hand to
cooling global inflation, offering a timely offset to the
rise in shipping costs from conflict in the Red Sea.

U.S. economic juggernaut to gear down this
year

The U.S. economy continues to defy expectations in the
face of high interest rates. At the risk of sounding like
the boy who cried wolf, we still expect growth to gear
down this year, but to a lesser extent than we forecast-
ed one quarter ago. The annual average growth fore-
cast of 2.3% for 2024 is flattered by a strong hand off
from last year, masking a slowdown to 1.6% by the end
of this year on a Q4/Q4 basis.

Consumer spending is tracking a solid 2.6% pace in
the first quarter, but households will really have to dig
into savings and wealth to maintain this pace going
forward, and we're betting against that dynamic. First,
spending growth is already outpacing income by a
wide margin, leaving households increasingly reliant
on credit. Second, excess savings are depleted for all
but the highest income households. Third, delinquen-
cy rates on credit cards and autos have risen beyond
pre-pandemic levels. This is one of the clearest signals
that strain is seeping into households, who will likely
economize to a greater extent as time rolls forward. In
all, consumer spending is forecast to slow from a 2.7%
pace (on a Q4/Q4 basis) at the end of 2023 to 1.8% by
the end of this year. However, relative to other coun-
tries, this would still mark a stellar performance.

Business investment is performing as we expected and
has not undergone any significant forecast revisions.
It has already cooled from a heartier pace in the first
half of last year on a collision of factors. Businesses are
responding to lower levels of profits relative to the ear-
lier phases of the recovery, while also absorbing higher
financing costs and judging their sales outlook against
talk of economic slowdown.

Their response is also evident in their hiring patterns.
Private sector hiring slowed through last year, and only
recently showed a little more oomph to start 2024.
Any downshift in economic momentum should corre-
spond with lower hiring intentions that would push the
unemployment rate a bit higher to 4.2% by the end of
this year. We have not pencilled in outright or continu-
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ous job losses because the job vacancy rate remains
elevated relative to past historical cycles, even as it
continues to trend down. It’s still a long ways off from
signaling economy-wide layoffs.

By extension, the resilient domestic demand and la-
bor market have stymied a previously favorable down-
trend trend in inflation (Chart 2). This is starting to dash
hopes that the U.S. can achieve its 2% target without
some degree of growth-sacrifice in the economy. It
also shows that the Federal Reserve was wise to be
cautious in signalling that interest rate cuts were im-
minent.

We have maintained an out-of-consensus view on the
timing of interest rate cuts since last year, with an ex-
pectation that July is likely the better timing rather
than market pricing that went from a March expecta-
tion all the way to being repriced for June. This is the
right directional shift but may not yet have gone far
enough. In fact, we place the risks around our outlook
on a possible further delay if inflation fails to make ma-
terial progress in the next two-to-three months.

Canada’s economic outlook is “meh”

For its part, Canada’s economy is muddling along. Eco-
nomic growth in the fourth quarter of last year was bet-
ter than expected, but looking under the hood, every
component of demand in the domestic economy was
weaker than we had forecast. Growth in 2024 reflects
a small upgrade, but at roughly 1% is nothing to write
home about (see table).
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Chart 3: Feels Like a Recession for Canadian Consumers
Real Consumer Spending Per Capita, Peak-to-Trough % Change
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Source: National Statistical Agencies, TD Economics.

It’s true that consumer spending growth is looking a lit-
tle better in the first quarter, boosted by auto sales. But
considering that the population is expected to grow at
a +3% pace in 2024 Q1, consumer spending is still pro-
jected to underperform on a per capita basis. This will
extend the downtrend, which has been ongoing since
the Bank of Canada started raising interest rates in
2022. That is akin to the weakness seen in past reces-
sions and is likely why Canadians feel little consolation
when hearing about a “soft landing” (Chart 3).

Unlike the U.S., the Canadian job market is expected to
tip into net losses in the second half of this year. Along-
side healthy labour force growth, this would push the
unemployment rate up further, to 6.7% by the end of
this year. That said, this is not a large swing relative to
history. A more balanced job market should help take
more steam out of wage growth and assist in cooling
inflation.

Inflation has made progress in cooling across most
categories, except shelter. CPl inflation excluding
shelter was only 1.6% in January, but the BoC’s pre-
ferred core measures are still running in the 3-3.5%
range. As we outlined in our recent report, the BoC
has a shelter problem, which it will likely need to look
past when it cuts interest rates for the first time mid-
year.

Financial markets have been anticipating interest rate
cuts, and bond yields have been trending down since
the fall, taking mortgage rates lower. This has reignited
Canada’s housing market, and we expect residential
investment will post a decent performance this year, as
it rebounds off last year’s lows. Business investment is
also looking a little brighter in 2024, as Statistics Cana-
da’s capital expenditure survey showed stronger-than-
expected investment planned for the year ahead, led
by significant new investments in support of the clean
energy transition. This should help Canada’s growth
pick back up to its trend pace by the end of 2025.
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Exhibits

Interest Rate Outlook

2023 [ 2024 |
nterestRates Q1 | Q2 | Q3 | Q4 | QIF | Q2F | Q3F | Q4F | QIF | Q2F | Q3F |

Canada

Overnight Target Rate 450 475 5.00 5.00 5.00 5.00 450 4.00 350 3.00 250 225
3-mth T-Bill Rate 434 490 5.07 5.04 500 475 425 375 325 275 238 225
2-yr Govt. Bond Yield 3.74 458 487 388 415 3.85 355 325 295 265 235 235
5-yr Govt. Bond Yield 3.02 368 425 317 350 345 315 290 270 265 260 260
10-yr Govt. Bond Yield 290 326 4.03 310 340 335 320 3.05 290 285 285 285
30-yr Govt. Bond Yield 3.00 3.08 3.81 3.02 33 330 325 315 315 315 315 3.5
10-yr-2-yr Govt Spread -0.84 -1.32 -0.84 -0.78 -0.75 -0.50 -0.35 -0.20 -0.05 0.20 0.50 0.50
U.S.

Fed Funds Target Rate 500 5.25 550 550 550 550 525 475 425 375 325 275
3-mth T-Bill Rate 468 517 532 520 525 530 490 4.40 3.90 3.40 290 2.65
2-yr Govt. Bond Yield 406 4.87 5.03 423 460 440 410 3.80 350 320 290 275
5-yr Govt. Bond Yield 3.60 413 4.60 384 420 405 375 350 325 3.05 295 295
10-yr Govt. Bond Yield 3.48 3.81 459 388 420 410 3.85 3.65 3.45 3.30 3.20 3.20
30-yr Govt. Bond Yield 3.67 385 473 4.03 435 425 415 395 375 3.60 350 3.50
10-yr-2-yr Govt Spread -0.58 -1.06 -0.44 -0.35 -0.40 -0.30 -0.25 -0.15 -0.05 0.0 0.30 0.45
Canada - U.S. Spreads

Can - U.S. T-Bill Spread -0.34 -0.27 -0.25 -0.16 -0.25 -0.55 -0.65 -0.65 -0.65 -0.65 -0.52 -0.40
Can - U.S. 10-Year Bond Spread -0.58 -0.55 -0.56 -0.78 -0.80 -0.75 -0.65 -0.60 -0.6 -0.5 -0.4 -0.4
F: Forecast by TD Economics, March 2024. All forecasts are end-of-period.

Source: Bloomberg, Bank of Canada, Federal Reserve, TD Economics.

Foreign Exchange Outlook
2023 2024 2025

Ourreney | ExchongeRate o1 g; T o3 | qa | aiF | azr | QaF | aar | aiF | azr | GaF | ar

Exchange Rate to U.S. Dollar

Euro USD per EUR .09 109 106 111 108 105 107 102 111 114 116 118
UK Pound USD per GBP 1.24 127 122 127 126 123 125 127 130 130 130 130
Japanese Yen JPY per USD 132.8 144.5 149.4 140.9 145.0 144.0 143.0 142.0 141.0 139.6 138.2 136.8
Chinese Renminbi CNY per USD 6.87 725 730 710 747 720 715 710 7.05 7.00 6.95 6.90
Exchange Rate to Canadian Dollar

U.S. Dollar USD per CAD 074 0.76 0.74 0.76 074 0.73 0.73 0.74 0.76 0.77 0.79 0.80
Euro CAD per EUR 1.47 145 143 1.46 1.46 144 146 148 147 147 147 1.48
UK Pound CAD per GBP 1.67 168 165 168 170 168 171 172 172 169 165 1683
Japanese Yen JPY per CAD 98.2 109.2 110.4 106.7 107.4 105.1 104.8 105.2 106.6 107.7 108.8 109.5
Chinese Renminbi CNY per CAD 5.08 548 5.39 537 531 526 524 526 533 540 547 552
F: Forecast by TD Economics, March 2024. All forecasts are end-of-period.

Source: Bloomberg, Bank of Canada, Federal Reserve, TD Economics.
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Canadian Economic Outlook

Period-Over-Period Annualized Per Cent Change Unless Otherwise Indicated

o et ath Quyath Qi
1.5

Real GDP 26 06 -05 10 1.3 1.0 1.2 1.1 0.9 1.8
Consumer Expenditure 41 -07 05 10 30 15 09 0.9 1.1 1.3 1.4 1.6 1.7 1.4 1.2 1.2 1.6 1.3
Durable Goods 38 -830 42 70 70 20 15 1.0 10 1.2 1.4 15 283 40 12 29 28 13
Business Investment 32 96 -139 -7.7 31 27 33 33 30 30 30 31 -06 10 31 -26 31 3.0
Non-Res. Structures 34 106 -143 -16 40 30 35 35 30 33 33 32 26 15 32 35 35 32
Equipment & IPP* 30 87 -135 -36 22 24 31 32 30 28 28 29 -38 -04 29 17 27 29
Residential Investment -140 -35 87 17 20 33 37 40 42 39 35 33 -102 23 38 -30 32 37
Govt. Expenditure 3.5 -04 6.1 11 25 27 23 22 2.1 2.1 20 20 21 20 22 20 24 20
Final Domestic Demand 22 04 08 -07 28 20 17 1.7 1.8 1.8 19 19 05 14 18 06 21 1.9
Exports 141 43 13 56 27 38 35 30 29 29 28 28 57 1.8 3.0 55 1.9 2.8
Imports 3.7 46 1.1 1.7 -083 37 32 27 27 26 26 26 10 1.3 2.8 1.9 23 26
Change in Non-Farm
Inventories (2012, $Bn) 412 361 37.0 26.8 288 228 198 17.3 158 148 143 143 353 221 1438 - - --
Final Sales 49 06 06 02 33 3.1 22 22 20 20 20 20 14 20 21 16 27 20
International Current
Account Balance ($Bn) -18.6 -270 -19.0 -65 -0 -3.0 -48 -71 -89 -102 -11.3 -120 -17.8 -40 -106 --
% of GDP -07 -09 -07 -02 00O -00 -02 -02 -03 -03 -04 -04 -06 -01 -03 - - -
Pre-Tax Corp. Profits -39.2 -251 221 199 26 -29 12 34 53 66 44 45 -181 32 40 -97 -03 52
% of GDP 182 122 12.6 13.0 12.8 126 125 125 126 127 127 127 128 126 127 - - --
GDP Deflator (y/y) 22 -04 16 3.0 43 43 31 2.2 2.2 2.1 20 20 16 35 21 3.0 22 20
Nominal GDP -03 33 65 66 36 34 35 34 36 37 39 40 27 44 36 40 35 38
Labour Force 39 27 29 28 19 1.6 12 09 08 09 09 09 26 20 09 31 1.4 0.9
Employment 39 18 1.7 1.9 1.6 04 -05 -01 10 1.3 1.3 1.4 24 1.1 07 23 03 12
Change in Empl. (‘O00s) 192 92 85 93 79 22 -26 -7 49 65 68 n 475 216 137 461 69 253
Unemployment Rate (%) 5.1 53 55 58 58 61 65 67 67 66 65 64 54 63 6.6 - - -
Personal Disp. Income 1.6 4.8 9.1 53 6.7 29 16 2.1 33 40 43 40 55 49 31 51 33 3.9
Pers. Savings Rate (%) 45 50 63 62 64 62 59 56 56 57 59 60 55 6.0 538 - - -
Cons. Price Index (y/y) 52 35 37 32 3.1 30 24 24 23 22 2.1 20 39 27 2.1 32 24 20
CPIX (y/y)** 46 3.6 3.1 27 27 25 24 24 23 2.1 2.1 20 35 25 2.1 27 24 20
BoC Inflation (y/y)*** 48 40 38 36 34 31 28 26 24 23 22 21 40 30 23 36 26 21
Housing Starts ('000s) 221 246 256 244 237 233 228 221 225 231 235 239 242 230 232 - - -
Home Prices (y/y) -17.3 1.2 37 28 40 -42 10 44 46 50 41 36 -830 12 43 28 44 36
Real GDP / Worker (y/y) -09 11 20 14 11 07 03 09 1 1.1 07 05 13 -02 09 -14 09 05
F: Forecast by TD Economics, March 2024.
Note: Home price measure shown is the CREA Composite Sale Price.
* Intellectual Property Products. ** CPIX: CPI excluding the 8 most volatile components. *** BoC Inflation: Simple average of CPI-trim and CPl-median.
Source: Statistics Canada, Bank of Canada, Canada Mortgage and Housing Corporation, TD Economics.
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U.S. Economic Outlook

Period-Over-Period Annualized Per Cent Change Unless Otherwise Indicated

£ S | 2025 [ AnnualAverage | 4thQtr/4th Qtr
conomie neesien

Real GDP 2.2 2.1 49 3.2 2.1 1.3 1.0 1.7 1.9 2.1 20 20 25 23 1.8 3.1 1.6 2.0
Consumer Expenditure 3.8 0.8 31 30 26 19 1.2 1.5 1.6 1.7 1.9 20 22 22 1.6 2.7 1.8 1.8

Durable Goods 140 -03 67 32 13 31 10 24 23 26 31 27 42 19 24 57 13 27
Business Investment 57 74 15 24 05 07 29 38 40 42 36 32 44 19 35 42 20 37

Non-Res. Structures 303 161 M1N2 76 20 -20 30 60 50 40 30 30 130 45 39 160 22 3.7

Equipment & IPP* -0.9 51 1.2 1.6 0.1 1.5 28 32 37 42 37 33 2.1 1.3 34 1.1 1.9 3.7
Residential Investment 53 22 67 29 58 -06 13 42 62 75 60 51 -106 30 49 04 26 62
Govt. Expenditure 48 33 58 42 25 20 15 .0 05 05 06 06 40 30 08 45 1.7 0.5
Final Domestic Demand 38 20 35 3.1 2.4 1.7 1.5 1.8 1.9 21 2.1 20 22 24 19 3.1 1.8 2.0
Exports 68 -93 54 64 40 25 20 25 27 30 31 3.0 27 3.1 2.7 21 27 29
Imports 1.3 -76 42 27 5.1 3.1 22 30 29 33 33 32 16 28 30 00 33 32
Change in Private
Inventories 272 149 778 66.3 616 50.0 312 316 365 415 415 416 46.6 43.6 40.3 - - -
Final Sales 4.6 2.1 36 35 22 1.6 1.4 1.7 1.8 20 20 20 29 24 18 3.4 1.7 1.9
International Current
Account Balance ($Bn) -858 -867 -801 -820 -895 -912 -927 -958 -971 -994 -1007 -1013 -837 -923 -996

% of GDP 32 32 -29 29 32 32 32 33 33 -34 34 -33 -31 -32 33
Pre-tax Corporate Profits
Including IVA&CCA 99 09 144 33 74 -01 -66 -18 12 6.1 63 53 07 32 1.3 1.8 -0.4 4.7

% of GDP "ng 117 M9 M8 M9 M1MN8 M5 M3 M3 M3 MN4 NMN4 NMN8 N6 N3 - - -
GDP Deflator (y/y) 53 35 32 26 23 25 22 24 23 23 22 22 36 23 23 26 24 22
Nominal GDP 63 38 83 49 45 39 34 41 42 43 42 42 63 47 441 58 40 42
Labor Force 39 14 19 04 -0.8 20 12 04 03 04 06 06 17 0.7 06 19 0.7 05
Employment 24 20 1.7 1.6 1.9 1.4 04 041 03 06 06 06 23 1.4 04 19 09 05
Change in Empl. ('O00s) 899 753 667 617 735 534 145 21 132 220 238 239 3534 2198 697 2936 1435 829
Unemployment Rate (%) 35 36 37 38 38 39 41 42 41 40 40 40 36 40 41 - - -
Personal Disp. Income 155 5.8 3.1 40 45 54 40 42 46 4.9 5.1 5.2 8.1 44 47 7.0 45 5.0
Pers. Savings Rate (%) 4.8 5.1 43 39 38 38 39 40 42 45 48 5.1 45 39 46 - - -
Cons. Price Index (y/y) 57 40 36 32 32 34 31 3.0 26 22 2.1 1.9 4.1 32 22 32 30 19
Core CPI (y/y) 55 52 44 40 38 35 35 33 28 25 23 22 48 36 24 40 33 22
Core PCE Price Index (y/y) 48 46 38 32 27 25 27 27 24 22 21 20 41 27 22 32 27 20
Housing Starts (mns) 1.4 1.4 1.4 1.5 1.4 1.4 1.4 1.4 1.4 1.5 1.5 1.5 1.4 1.4 1.5 - - -
Real Output per Hour** (y/y) -0.7 1.2 23 26 34 26 1.5 1.2 09 12 1.4 1.4 1.3 2.2 1.2 2.6 1.2 1.4
F: Forecast by TD Economics, March 2024.
* Intellectual Property Products. ** Non-farm business sector.
Source: Bureau of Labor Statistics, Bureau of Economic Analysis, Census Bureau, TD Economics.
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Economic Indicators: G7 & Europe

[ 2022 ] 2023 [ 2024F [ 2025F

Real GDP (Annual Per Cent Change)

G7(42.4%)* 2.3 1.7 1.4 1.5
u.s. 1.9 2.5 2.3 1.8
Japan 0.9 1.9 0.7 1.1
Euro Area 3.5 0.5 0.3 1.2

Germany 1.9 -0.1 0.0 1.3
France 2.5 0.9 0.5 1.3
Italy 4.1 1.0 0.5 1.0
United Kingdom 4.3 0.1 0.2 1.3
Canada 3.8 11 0.9 1.5

G7 7.3 4.7 2.8 2.0
u.s. 8.0 4.1 3.2 2.2
Japan 2.5 3.3 2.4 1.5
Euro Area 8.4 5.4 2.3 2.0

Germany 8.7 6.0 2.4 2.0
France 5.9 5.7 2.5 2.0
Italy 8.7 5.9 1.7 1.8
United Kingdom 9.1 7.3 2.3 1.9
Canada 6.8 3.9 2.7 2.1
u.S. 3.6 3.6 4.0 4.1
Japan 2.6 2.6 2.5 2.3
Euro Area 6.7 6.5 6.9 6.8
Germany 5.3 5.7 6.0 5.7
France 7.3 7.4 7.5 7.3
Italy 8.1 7.7 8.3 8.2
United Kingdom 3.9 4.0 4.5 4.4
Canada 5:8 5.4 6.3 6.6

F: Forecast by TD Economics, March 2024.

*Share of 2022 world gross domestic product (GDP) at PPP.

Source: National Statistics Agencies, IMF, TD Economics.

Global Economic Outlook
Annual Per Cent Change Unless Otherwise Indicated

2022 Share*
2023
100.0 3.2 2.8 3.0
North America 18.9 2.5 2.3 1.8
United States 15.5 2.5 2.3 1.8
Canada 1.4 1.1 0.9 1.5
Mexico 1.9 3.2 2.6 1.9
European Union (EU-27) 14.9 0.5 0.6 1.4
Euro Area (EU-20) 12.0 0.5 0.3 1.2

Forecast

World

Germany 3.3 -0.1 0.0 1.3
France 2.3 0.9 0.5 1.3
Italy 1.9 1.0 0.5 1.0
Other EU Members 2.8 0.3 2.1 2.2
United Kingdom 2.3 0.1 0.2 1.3
Asia 45.0 4.7 4.2 41
Japan 3.8 1.9 0.7 1.1
Asian NIC's 3.5 1.5 2.6 2.0
Hong Kong 0.3 3.2 2.3 2.5
Korea 1.7 1.3 2.2 2.1
Singapore 0.4 11 2.5 2.1
Taiwan 1.0 1.3 3.6 1.8
Russia 2.9 2.5 2.7 2.1

Australia & New Zealand 1.2 1.8 1.6 2.3
Emerging Asia 32.8 5.7 5.0 5.0

ASEAN-5 5.2 4.4 4.8 5.0
China 18.4 5.2 4.6 4.3
India** 7.3 8.0 6.2 6.5
Central/South America 5.4 1.4 11 2.3
Brazil 2.3 2.9 1.6 2.2
Other Emerging Markets 12.7 3.3 2.4 3.2
Other Advanced 1.1 1.1 1.0 2.2

F: Forecast by TD Economics, March 2024.

* Share of 2022 world gross domestic product (GDP) at PPP.
** Forecast for India refers to fiscal year.

Source: National Statistics Agencies, IMF, TD Economics.

Commodity Price Outlook

2023
Commodity

L Q1
76

Crude Oil (WTI, $US/bbl) 74 82 78

Natural Gas ($US/MMBtu) 266 216 259 275
Gold ($US/troy 0z.) 1889 1977 1928

Silver ($US/troy oz.) 22.56 24.19

Copper (cents/Ib) 405 384 379 371

Nickel ($US/Ib) 11.81 10.13 9.23 7.81
Aluminum (cents/Ib) 109 103 98 99

Wheat ($US/bu) 7.32 6.50 576 5.89

o ]
2 | a3 | G4 | G | azr | Q3 | aaF | GiF | G2F | aoF )
80 79 78 78

2024 2025

Q4F

76 82 82
2.20

77
240 260 280 290 290 3.00 3.00

1977 2050 2175 2075 2000 2000 2000 2000 2000
23.58 23.27 23.25 25.00 24.50 24.00 24.00 24.00 23.50 23.50

380 395 400 400 395 395 390 390
7.60 7.80 8.00 820 830 830 830 8.30
100 100 104 104 106 106 108 108
575 550 b&75 6.00 6.00 6.00 6.00 6.00

F: Forecast by TD Economics, March 2024. All forecasts are period averages.
Source: Bloomberg, TD Economics, USDA (Haver).
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For any media enquiries please contact Debra Moris at 416-982-8141

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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