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The world has been on the edge of its seat as President Trump feverishly implements an agenda that saw 90 Execu-
tive Orders in the first 60 days. Much of the focus thus far has been on policies that will weigh on economic growth 
– the dramatic cuts by Elon Musk’s DOGE to rein in government spending, and on-again, off-again tariff threats. The 
positive impulses are yet to come from de-regulation and tax cuts. Given the limitations to government finances, 
we don’t think new tax initiatives will be of a magnitude to fully lean against the complex and forced reorganiza-
tion being initiated by the administration. Right now, markets are of the same view. Uncertainty on trade policy has 
soured sentiment among investors, sending the S&P500 
into correction territory (Chart 1). Navigating uncertainty 
is the name of the game right now. Our global forecast is 
based on the U.S. tariff and other policy assumptions out-
lined in the text box on page 2, which we believe balance 
the upside risk that tariffs will settle at lower levels, or have 
a shorter shelf life against some trading partners, with the 
downside risk that they are more punitive or longer lasting. 

It’s not just investors’ whose moods have darkened, con-
sumer and business confidence measures have also come 
off highs from when Trump was first elected (Chart 2). This 
has occurred despite the U.S. economic data painting a 
resilient picture. The job market has remained solid relative 
to history. The unemployment rate has remained steady 
between 4-4.2% since last summer. Economic growth in 
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•	 Once again, policy shifts from the Trump administration are the main forecast theme this quarter, underpinning a 
downgrade to the global outlook.

•	 There is no way of knowing with certainty what tomorrow will bring in this on-again, off-again policy environment, 
forcing us to lay out a balanced set of assumptions to underpin this forecast cycle.  

•	 One theme dominates...lower economic growth and higher inflation.

•	 The risk of a stagnating U.S. economy rises the longer tariffs remain elevated amidst DOGE efforts that also undermine 
labor market dynamics. This occurs even with the inclusion of our tax cut assumptions. 
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the fourth quarter outperformed our expectations with 
a solid 2.3% pace. 

We would have been releasing an upgrade to our U.S. 
2025 outlook if not for the confidence hit from policy 
uncertainty, a higher effective tariff rate on imports 
and greater government restraint. The slowdown in 
economic growth causes the unemployment rate to be 
slightly higher. This estimate would have been higher 
if not for softer labor force expansion from weaker im-

migration, which we expect to fall from 2+ million in 
2023-24 to 500 thousand by 2026. We also pared back 
growth in government spending given DOGE’s aggres-
sive cost cutting that has spending and employment 
knock-on effects to the private sector and non-for-prof-
it institutions. And lastly, residential investment was 
downgraded due to the persistent high interest rate 
environment that’s made more complex by weakened 
confidence and a higher cost structure, as tariffs feed 

Text Box: Policy Assumptions

Tariffs 

The range of scenarios on U.S. import tariffs is very wide. Our assumptions below balance the risk that tariffs 
are even higher and last longer, with the risk that reductions are negotiated more swiftly. We believe these 
form a reasonable scenario given President Trump’s consistent support for tariffs as a policy tool to achieve 
non-trade aims and his desire to bring more production back to the United States.  

•	 President Trump levies widespread tariffs in early April on most trading partners. 

•	 The effective tariff rate (ETR) rises from its 2024 level of around 2.5% to 14% in early April and remains 
there for 6 months.

•	 Trading partners retaliate on U.S. exports, but not one-for-one. 

•	 Through concessions and negotiations, U.S. import tariffs are lowered in a piecemeal fashion in the fourth 
quarter of 2025. But many tariffs remain in place, so the ETR drops to approximately 7.5% by year end.

•	 A new USMCA deal is reached in late 2026, which brings the effective tariff rate on U.S. imports to ap-
proximately 5.3%, where it remains through our forecast horizon.

•	 For Canada, the average tariff rate faced by exporters to the U.S. rises to 12.5% in April, and remains there 
for six months, before easing to 5% through negotiations. Once a new USMCA deal is reached, the aver-
age tariff rate falls to 2.5%, remaining above its pre-Trump administration average. 

Fiscal 

•	 For the U.S., we assume Congress will go halfway on the tax cuts Trump campaigned on, exempting some 
overtime pay, tip income and social security benefits from taxation. This amounts to a tax break of ~0.5% 
of GDP.

•	 Canadian government spending is expected to increase by an additional 1% of GDP to soften the economic 
impact of tariffs.   

Immigration  

•	 U.S. immigration is expected to slow to 750k in 2025 (from 2.8M in 2024) and 500k in 2026, before gradu-
ally normalizing to a more sustainable 1.1M by 2029. 

•	 Canada’s population growth is expected to ease from nearly 3% in 2024 to 1% in 2025 and 0.2% in 2026. 
This follows the government’s reduced immigration targets and contractions in the number of non-per-
manent residents. 
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into nearly all aspects of home building (steel, alumi-
num, lumber…and all the production byproducts that 
include window frames, appliances and so forth). 

One of the few indicators to receive an upward revision 
was exactly where it’s least wanted – inflation. Our De-
cember forecast embedded an effective U.S. tariff rate 
of 7.5%. With the mark-up to 14% for a six month period 
and a gradual decline thereafter, the Federal Reserve’s 
key inflation gauge (core PCE) now peaks at 4.3% an-
nualized by Q2. As a result, the Fed will have to walk a 
tight rope in providing some support to a weakening 
economy, while also being mindful of higher inflation 
expectations becoming embedded on a longer term 
basis. We expect only two rate cuts with a return to our 
neutral rate assumption of 3% delayed until next year. 

Trump Spurs Global Policy Action

Overall, global growth has been downgraded this year 
and next. U.S. tariff risks are depressing sentiment, af-
fecting most major trading economies. One of the big-
gest changes to our forecast resides within Europe. 
Germany is expected to deliver a fiscal U-turn, increas-
ing infrastructure spending and looking to exempt de-
fense spending (above a threshold) from their debt lim-
its to enable higher levels of military expenditures (see 
table, page 6). Given typical lags in getting money out 
the door, the boost isn’t expected to show up until late-
2025. In the rest of the European Union, the uptake on 
newly allocated funds for defense spending presents 
an upside risk to the outlook and is not currently incor-
porated due to the lack of details. 

China has seen the biggest actual increase in U.S. 
tariffs to an additional 20%. And yet, it recently es-
tablished a “roughly” 5% growth target for this year, 
which includes increased government stimulus. Given 
the headwinds to the economy and ongoing structur-
al issues, it remains to be seen whether the proposed 
stimulus measures will be sufficient to meet the growth 
target. As in 2024, if growth is seen as falling short, 
there will likely be more ad hoc spending measures to 
support the economy. 
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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.

For any media enquiries please contact Debra Moris at 416-982-8141
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