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•	 The threat of a 25% tariff on Canadian goods by President-elect Trump earlier this week impacted financial mar-
kets – pressuring the loonie lower by about 1.5%. It currently sits at 71 cents U.S. 

•	 If implemented, the tariffs would result in a significant drag on the Canadian economy.

•	 GDP growth was soft in the third quarter, but the details were much stronger, supporting our call for a small rate 
cut as opposed to another 50-bps move.

•	 The Federal Reserve’s preferred inflation metric, core PCE, accelerated to a six-month high in October.

•	 The Federal Reserve’s minutes from its November meeting showed members broadly favored a gradual return 
to a more neutral policy stance.

•	 President-elect Trump announced that he would implement a 25% tariff against Canada and Mexico, and an 
additional 10% tariff against China on inauguration day.
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growth would suffer (see our latest Quarterly Q&A for a 
detailed analysis), given the deep interconnectedness 
of industries such as energy and autos between the U.S. 
and Canada. A trade clash between the two countries 
would deliver not only economic damage, but political 
pain for the U.S. This backdrop would also be negative 
for stock markets, which Trump has shown a sensitivity 
to in the past.

We’ve yet to incorporate these threats into our baseline 
view, but we’ll be watching. So will the Bank of Canada, 
which stands ready to incorporate whatever policies 
eventually do flow from the incoming U.S. administra-
tion, according to Deputy Governor Mendes this week. 
In the here-and-now, the Bank has an interest rate deci-
sion on December 11th and will be using the hard eco-
nomic data to guide its actions. 

Since the Bank’s October decision, we’ve seen a steady 
flow of hawkish data - like the recent back up in core 
inflation and a retail sales report that showed solid 
spending momentum heading into the final quarter of 
the year. This morning’s third quarter GDP report was 
another important piece of the puzzle before the De-
cember decision, and the data offered mixed messag-
es. On the one hand, overall GDP growth was modest, 
and soft monthly showings in September and October 
will make the BoC’s call for a Q4 growth acceleration 
to 2% more difficult to achieve. On the other hand, do-
mestic demand was solid, fueled by healthy gains in 
both goods and services consumption. Given this, a 25-
bps cut (versus a larger 50 bps move) seems the more 
likely outcome next month.     

Canada – Scare Tactics

That didn’t take long. This week President-elect Trump 
surprised markets (and analysts) with the threat of a 
25% across-the-board tariff on Canadian and Mexican-
made goods, which would be implemented as soon as 
the incoming administration takes office in January. 
The clearest impact from this announcement was seen 
on the Canadian dollar, which dropped about 1 cent 
(or about 1.5%) on the news, before regaining some 
of that lost ground over the course of the week. Equi-
ties declined and bond yields continued their descent, 
although the relatively muted response suggests that 
markets have yet to fully embrace the potential down-
sides from a Canada/U.S. trade skirmish. 

This threat isn’t to be taken lightly in our view. In a prior 
report, we analyzed a scenario where a 10% U.S. tar-
iff was slapped on all Canadian exports, with in-kind 
retaliation by Canada (see here). We found that Cana-
da’s economic growth would slow to a crawl, inflation 
would see a boost, and the loonie would tumble under 
70 cents US (Chart 1). Obviously, a tariff rate more-than-
double the one used in the analysis would exacerbate 
these already severe outcomes. All provinces would 
take a hit through weaker exports, although some (like 
Alberta, New Brunswick, and Ontario) would likely feel 
it more than others given their tight trade linkages with 
nearby states. Others, like PEI and Saskatchewan could 
see a larger inflation boost through Canadian tariff re-
taliation, given their relatively high concentration of 
U.S. content. 

Fortunately, there’s at least one reason to be hopeful 
that this is a negotiating tactic. Namely, U.S. economic 
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The Thanksgiving holiday-shortened week came with 
several important updates on the economy, includ-
ing a pulse check on the American consumer and the 
Fed’s preferred inflation metric. An additional layer of 
uncertainty was also introduced into the mix as Presi-
dent-elect Trump announced that he would implement 
tariffs on the nation’s three largest trading partners on 
the first day of his presidency. Financial markets were 
largely unperturbed by this news, as the S&P 500 rose 
1.0% on the week, while the ten-year Treasury yield fell 
20 basis-points (bps) as of the time of writing.

Financial markets are likely discounting the possibility 
of these tariffs actually being implemented, as a blanket 
tariff of at least 25% on roughly $1.3 trillion in annual U.S. 
goods imports would have broadly negative implica-
tions for the U.S. economy (see Question 1 here). Tariffs 
would also likely apply upward pressure to domestic in-
flation, chipping away at real income growth and com-
plicating the ability of the Federal Reserve to normalize 
interest rates over the coming year. Whether these tar-
iffs enter into force in two months’ time is unknown, but 
uncertainty related to foreign trade policy is likely to re-
main elevated under the incoming administration.

On the inflation front, price pressures appeared to 
rise in October, as the annual change in the Fed’s pre-
ferred price index, core PCE, hit a six-month high. The 
acceleration was driven by a broad-based uptick in 
non-housing services inflation (Chart 1). We don’t ex-
pect this to be a sustained deviation from the disin-
flation trend, with our baseline forecast for core PCE 

Forecast

returning to the Federal Reserve’s 2% target by the 
second half of next year.

Elevated price growth last month still worked to take 
a bite out of real personal consumption expenditures 
(PCE) growth, as it decelerated relative to the prior 
month. Slower consumption growth was also in part 
driven by an uptick in the household savings rate for 
the first time in nine-months. Hurricane Milton’s im-
pact on the southeast may have distorted the month’s 
data but spending is likely to pick up this month on the 
back of holiday shopping and Black Friday deals. In 
the fourth quarter we expect real PCE growth to decel-
erate relative to the prior quarter’s strong reading but 
remain healthy overall.

Cumulatively, the economy remains on a solid footing, 
which when combined with sticky inflation and elevat-
ed trade uncertainties supports the current patient ap-
proach adopted by the Federal Reserve over the past 
few months. The FOMC November meeting minutes re-
leased this week reiterated this sentiment, noting that 
a gradual normalization of monetary policy continues 
to be warranted by present economic conditions. Next 
week’s employment report will offer an important up-
date for the Fed, with consensus expectations calling 
for 200k new jobs to be created after Hurricane Mil-
ton and the Boeing strike weighed on the prior month’s 
reading (Chart 2). Incoming data will continue to drive 
the Fed’s decisions moving forward, with market ex-
pectations currently pointing towards another 25bps 
cut in December.

U.S. – Turkey with a Side of Trade Uncertainty
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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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