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Despite eventful times in geopolitics, the global economic outlook has held steady, at least on the surface. But the 
global forecast shown in the table is just a number and doesn’t tell the story. There is significant variability between 
countries. The slight upgrade to the 2024 outlook is largely to the credit of the U.S., with smaller economies also 
pitching in, like the U.K. and Canada, along with some upgrades in emerging markets. In contrast, previous growth 
stalwarts like China and Germany have turned into notable laggards. One point of commonality is that global central 
banks agree that with inflation increasingly under control (Chart 1), it is time to cut to the chase. 

In the case of Germany, the economy is still recovering from 
the energy shock in 2022. Consumer and producer prices 
rose more than in the rest of the euro area, and household 
and business confidence is still struggling to recover. Ger-
many contracted in the second quarter and is at risk of a 
repeat in the third quarter. On the other side of the channel, 
the UK has outperformed through the first half of the year.

China’s strong start to the year toppled under the weight 
of a shrinking real estate sector and depressed consumer 
demand. The result is an economy flirting with deflation. 
There is a real risk that China will miss the growth target 
set by authorities, with government stimulus measures, so 
far, proving insufficient in reviving consumer and business 
confidence. 
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• Although our global growth forecast has barely budged, it overlooks divergent paths between countries. The U.S. and 
Canada have benefited from upgrades, while previous growth stalwarts like China and Germany are getting the short 
end of the stick. 

• We will hold the pen to alter forecasts once U.S. election outcomes are known. One of those may relate to personal 
income taxes, which the current baseline forecast keeps unchanged from those implemented in the 2017 TCJA. This is 
not a political statement, but a nod to the tendency for sunset clauses to not sunset.  

• The Bank of Canada is looking pretty good being out ahead of other central banks in cutting interest rates. However, 
even with that, we think there’s still a 200-basis point downhill in front of us.  
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It is the shot being heard around the world. Commod-
ity prices have responded to concerns of weak Chinese 
demand, with the outlook for crude oil prices collapsing 
US$10 per barrel in just over two weeks despite OPEC+’s 
deferral of production increases. This has forced a 
downgrade to our near-term oil price forecast. For cen-
tral bankers undertaking a rate-cut cycle, this isn’t a bad 
thing since it helps in tapping down headline inflation. 
But, it may reflect only short-term relief. Oil prices next 
year are forecast to average $77 per barrel as falling in-
terest rates support demand and OPEC maintains its at-
tempt to carefully manage global oil supply. 

Is this really a U.S. goldilocks economy?

Over the past quarter, developments in the U.S. econo-
my have read like a storybook. The economy has cooled, 
but not toppled. Economic growth remains just above 
2%, otherwise described as the ‘trend pace’. The labor 
market has also moved back into balance (Chart 2), and 
inflation has commenced a convincing descent towards 
the 2% target. The Fed finally has the confidence that it 
can lower interest rates without stoking too much heat 
back into the economy. For forecasters buffeted by ma-
jor swings in recent years, the goldilocks scenario feels 
too good to be true. 

Getting into the nitty gritty of the economy, growth has 
been revised marginally higher for 2024 to 2.6%, al-
though we expect the pace to continue slowing towards 
2% by the end of the year. A similar clip is on tap for 
next year, as lower interest rates provide a floor under 
demand. Consumer spending has been resilient thus 
far, but the central bank must be mindful of the head-
winds coming from the erosion of pandemic era excess 
savings and rising delinquency rates across products 
and credit quality. Consumers are feeling the weight of 
high interest rates and need relief, particularly now that 
labor demand has returned to its cooler pre-pandemic 
temperature. Likewise, housing demand should improve 
next year, coming off tough affordability conditions. 

Fortunately, business investment has fared better than 
anticipated. However, this too could lose some of its 
heat. The second quarter was boosted by aircraft orders 
that tend to be lumpy and often lead to give-back in the 
coming quarters. If so, the good news is that it won’t be 
sufficient to upend the sector. The transportation seg-
ment still has room to recover as borrowing costs come 
down. Investment in fleet (trucks, trailers and other light 

vehicles) remain 25% below pre-pandemic levels due to 
past shortages. So, while overall business investment 
should slow modestly over the next year in line with the 
overall economy, the easing interest rate cycle will limit 
the downside.

The economy looks strong on the eve of the presiden-
tial election, but the outlook for fiscal policy is a key un-
certainty. Our base case is for government spending to 
slow, and this is more likely to occur under a divided 
Congress, which typically leads to constrained fiscal 
activity. Adding to that is a slowing in state and local 
spending from higher levels coming out of the pandem-
ic, but there will continue to be an impulse on the infra-
structure side. Readers should note that our base case 
embeds no changes in tax policy because, historically, 
governments find other compromises to avoid sunset 
clauses. This is particularly important to the regime of 
personal income taxes, which are set to expire at the 
end of 2025 under the TCJA of 2017. In the event Vice 
President Harris wins the presidency, we are more likely 
to see some alteration to personal taxes. This could re-
sult in a small downward revision to economic growth in 
the range of 20 to 30 basis points in 2026 depending on 
the extent of changes and compromises with Congress.  

Financial markets agree with our view that we are set for 
a longer period of easing in the fed funds rate. The Fed 
opted to go big in its first interest rate cut, with a half 
percentage point reduction. There was a strong case 
for this given that inflation has eased to about 2.6%, 
and the real policy rate is very restrictive – at about 300 
basis points above its 20-year average! Now that the 
Fed has shown a willingness to act decisively to bring 
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the fed funds rate to a less restrictive level, we expect 
they will follow through with another half point cut in 
November, before moving a more gradual cadence of 
quarter point reductions per meeting thereafter. Howev-
er, as Chair Powell emphasized in the press conference, 
the Fed’s pace is not on a pre-set course and would be 
decided on a meeting-by-meeting basis based on the 
incoming data. Fine tuning the policy rate is an art, not 
a science. However, the pace of interest rate cuts does 
not change our view that the goal post is still a neutral 
rate of 3%. 

Lower rates to fill Canada’s sails next year

The Bank of Canada was at the vanguard of glob-
al central banks to start cutting interest rates back 
in June, and the argument for further cuts remains 
strong. Inflation is on track to reach 2% by the end of 
this year. Economic growth is tracking slightly better 
than forecast a quarter ago, but the adjective that best 
describes it is, subdued. Real GDP growth is expected 
to clock in at 1.1% this year, well below the trend pace 
of 1.8%. It is not a pretty picture for the Canadian con-
sumer, where spending is forecast to remain tepid. 
Real consumer spending advanced at only 0.6% an-
nualized in real terms in the second quarter. The third 
is not looking much stronger. The modest upgrade to 
consumer spending growth relative to last quarter is 
due to better-than expected population growth, where 
the government is trying to wrap its arms around un-
sustainable immigration flows but has yet to find suc-
cess (Chart 3). A faster decline in interest rates is also 
offering a helping hand in this forecast. 

Unfortunately for Canada’s lagging productivity perfor-
mance, business investment is looking slightly weaker 
than we had forecast for this year. However, lower bor-
rowing costs and stronger growth should drive a bet-
ter performance next year, we hope! Solid investment 
intentions in renewable energy and other infrastructure 
projects will likely be at the heart of that outcome. Resi-
dential investment is also forecast to see a boost start-
ing in the third quarter, after being in the doldrums for 
more than two years. 

It’s hard to miss that Canada’s labour market has cooled 
notably over the past year, with the expansion in the 
labour force nearly double the pace of hiring. The un-
employment rate has risen from a post-pandemic low 
of roughly 5% to 6.6% as of August. The job market is 
particularly challenging for youth, who account for over 
40% of the rise in unemployment over the past year, de-
spite accounting for only 14% of the labour force. This 
swing in immigration creates one of the biggest uncer-
tainties in our forecast. The Federal government has 
announced various policy changes on non-permanent 
residents, but less known is how effective the policies 
will be and their precise timing of leaving a mark in the 
data. Our base case is for the unemployment rate to 
peak at 6.8%, before returning to 6% by the end of the 
forecast horizon. However, this medium-term profile re-
quires a substantial cooling in labour force growth, con-
sistent with greater restrictions on non-permanent resi-
dents in 2025. In reality, we have also had to upgrade 
our 2024 forecast for population growth, because the 
data has moved in the opposite direction to announced 
policies. So it’s possible continued resilience in popu-
lation growth can push the unemployment rate higher 
than expected.

Regardless of what’s happening on the population front, 
economic slack has reached a stage that is re-anchor-
ing headline inflation very close to 2% by the end of this 
year. Now, the Bank of Canada must be careful on over-
correcting with a monetary setting that pushes inflation 
thru its target on the downside to any great degree. We 
estimate for Canada that the “neutral” overnight rate 
is 2.25%, or two full percentage points lower than the 
current setting. That means it’s highly restrictive and 
the central bank still has a way to go in cutting inter-
est rates, and that includes the potential for a 50-basis 
point cut at any meeting.
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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 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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