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The Weekly Bottom Line

Highlights  

United States
• Fed Chair Powell signaled a meeting-by-meeting approach on changes to the fed funds rate, opting to evaluate incoming 

data and fine-tune interest rates to help temper inflation. 

• The second quarter’s GDP release showed an economy that continues to chug along at a solid pace – exceeding expecta-
tions for a steeper slowdown.

• The Fed will keep rates in restrictive territory into next year so, even if a recession is avoided, tepid economic growth is 
to be expected.

Canada
• Canadian GDP growth has pointed to a new cruising speed, as the country worked through several shocks, including the 

public sector strike and wildfire shutdowns. 

• The BoC’s summary of deliberations signaled the central bank is trying to strike the right balance between bringing infla-
tion back to target without putting too much pressure on the economy. 

• With underlying data pointing to inflation being stuck around 3%, the BoC appears to be leaning hawkishly, which has 
kept yields elevated and supported the loonie. 
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U.S. – Preparing for Landing
Readers would be right to ask, what’s “moderate” about 
another upside surprise to economic growth in the second 
quarter? Fed Chair Powell signaled a meeting-by-meeting 
approach on changes to the fed funds rate, opting to evalu-
ate incoming data and fine-tune interest rates to help tem-
per inflation. Incoming data have shown that the economy 
remains resilient – buoyed by healthy consumer spending 
growth and business investment – as fears of a recession 
gradually fade. What remains to be seen is whether inflation 
will continue to moderate in the coming months or whether 
the Fed will have to push interest rates higher still – thereby 
raising the odds the economy contracts.

The second quarter’s GDP release showed an economy that 
continues to chug along at a solid pace – exceeding expec-
tations for a steeper slowdown. However, the composition 
of growth was interesting. In line with our forecasts, con-
sumer spending growth advanced 1.6% quarter-on-quarter 
(q/q) annualized – slowing from 4.2% in Q1. The Fed will 
be reassured that its rate hiking cycle is filtering through 
to consumer behavior as spending growth slows despite a 
drum-tight labor market. Moreover, with rates at multide-
cade highs, the housing market is feeling the force of tight 
financing conditions, with residential investment continu-
ing to pull back in the second quarter – now contracting for 
the ninth quarter in a row. With demand growth slowing, 
imports pulled back again – now having contracted for the 
third time in the past year. The gradual slowdown is also not 
unique to the U.S., as plummeting export growth indicates 
the global economy is slowing under the weight of inflation 
and higher interest rates. 

Andrew Hencic, Senior Economist | 416-944-5307
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Chart 2: Near-Term Trend Inflation Continues to Slow

A pleasant surprise in the data was the healthy activity in 
the business sector that provided a meaningful lift to the 
economy (Chart 1). Nonresidential investment advanced 
7.7% q/q – good for the strongest showing since the first 
quarter of 2022. The flow of federal funds to support climate 
friendly investments is helping fuel the ongoing strength in 
structures and equipment investment – the latter register-
ing its best quarterly growth rate since 2011, outside of the 
post-2020 lockdown bounce. 

With full second quarter data showing a healthy consumer, 
all eyes were on June’s personal income and outlay report 
for signals of spending and price momentum heading into 
the summer months. Healthy spending held up in June and 
outstripped income growth, denting the personal savings 
rate. Between higher interest rates, strong inflation and de-
pleting savings the pandemic era spending binge is slowing 
down. This is music to the Fed’s ears as it means softening 
inflationary pressures. Needless to say, the downside sur-
prise on core PCE inflation (4.1% year-on-year vs. 4.2% 
expected) was a particularly welcome development. Even 
more encouraging, the near-term trend (Chart 2) has eased 
to its slowest pace since March 2021. 

With inflation slowing and consumer spending remain-
ing resilient the odds of a soft landing are ticking higher. 
However, the Fed will keep rates in restrictive territory into 
next year so, even if a recession is avoided, tepid economic 
growth is to be expected. 
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Chart 1: Business Investment Returns to Help Growth 
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Just look at this week's payroll data, which showed a 130k 
gain in May and more than offset the impact of April's 
public sector strike decline. 

The BoC has highlighted the resurgence in economic mo-
mentum for why it decided to execute on back-to-back 
rate hikes in June and July. While the BoC still thinks that 
consumer spending will cool on the back of past rate hikes, 
in its summary of deliberations, it stated that the "modera-
tion will take longer than previously anticipated given the 
stronger-than-expected momentum in consumption in the 
second quarter and the combination of a still-tight labour 
market with accumulated savings by households”. In the 
BoC's mind, longer lags and less sensitivity to interest rates 
were convincing enough to keep increasing interest rates. 

This speaks to the internal debate going on at the BoC. 
On one hand, the 475 basis point increase in the policy 
rate since early last year should eventually slow economic 
growth. But with the economy having surprised to the up-
side for most of this year, the Bank has had to question 
whether it has done enough. As we have written about a 
lot, the strength in consumer demand has caused expecta-
tions for core inflation to be stuck above 3% (Chart 2). 
So, although total CPI has moved to 2.8% year-on-year 
in June, forward-looking inflation indicators are signaling 
that the BoC will be hard-pressed to get inflation to settle 
at its 2% target. 

Canada – Canadian Economy Searching for Balance

James Orlando, CFA, Director & Senior Economist | 416-413-3180  

Economic momentum in Canada looks to be finding its 
cruising speed in spite of a number of shocks that hit the 
country over the last few months. With GDP accelerating 
in May, and payroll data bouncing back strongly, expecta-
tions for another Bank of Canada (BoC) hike have nudged 
higher this week (Chart 1). This has the Canada two-year 
yield reaching a 22 year high of 4.8%, pushing the Cana-
dian dollar to the upper end of the 72 to 76 U.S. cent range 
that has prevailed over the last ten months. 

After leading the G7 in GDP growth in the first quarter 
of 2023, tracking for the Q2 has come in right around our 
estimate of 1% quarter-on-quarter annualized. Not bad 
considering the negative impulse coming from the public 
sector strike and wildfires that caused many firms in the oil 
& gas sector to shut production. Indeed, growth remained 
quite broad, with 12 of 20 industry sectors in expansion. 
Within this, the service sector continued to drive growth, a 
sign that cyclical strength may persist through the remain-
der of the summer.

As has been the case over 2023, strong consumer demand 
has been the impetus for Canadian economic resilience. 
And it hasn't just been people spending on 'need to have' 
items. Canadians have been spending on luxury items, such 
as new cars and dining out at restaurants. Such behaviour 
is not what occurs when people are preparing for reces-
sion. The robustness of the labour market has raised confi-
dence. People have been seeing plenty of jobs on offer and 
wages rising faster than inflation. This improves purchasing 
power, notwithstanding the high interest rate environment. 
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Chart 1: BoC Rate is Getting Real
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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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