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The Weekly Bottom Line

Highlights ​

United States
•	 Housing starts rose 21.7% month-on-month (m/m) in May, hitting its highest level in 13 months as both single-family 

and multi-family construction picked up.

•	 Existing home sales grew 0.2% m/m in May with elevated mortgage rates and limited supply continuing to act as head-
winds.

•	 FOMC Chair Powell reiterated his expectation that rates would need to rise further this year during his semi-annual 
Congressional hearing.

Canada
•	 Equity market sentiment soured this week, as more global central banks followed the Bank of Canada in ratcheting up 

rate hikes. Markets are worried about the coming economic slowdown in the wake of tighter monetary policy.

•	 April retail sales was the key Canadian data point in a relatively quiet week. Consumers ramped up spending in a wide 
variety of categories during the month, putting upside risk on Q2 consumer spending.

•	 All eyes will turn to next week’s inflation report for May along with the BoC’s Business Outlook Survey. Both will provide 
key information for the Bank to weigh ahead of it’s mid-July rate decision.
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Hawkish Central Banks Stir Growth Concerns
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U.S. – Housing Up, Rates to Follow
The holiday-shortened, first week of summer was relatively 
quiet on the economic data front. However, we did get to 
hear from several FOMC members on the heels of last 
week’s meeting, including Chair Powell who was before 
Congress this week for the Fed’s semi-annual hearing. We 
also got a pulse check on housing this week which showed 
more homes being built and sold. Equity markets drifted 
lower on the week, as the S&P 500 fell 1.4% and the yield 
curve inversion steepened as the 10-Year Treasury yield fell 
by 5 basis-points (bps) to 3.72% as of the time of writing.

The week kicked off on Tuesday with a notable upside sur-
prise in homebuilding activity, as housing starts came in at 
1.63 million units (annualized) in May, 231k units high-
er than expected. Starts rose by 5.5% year-on-year (y/y), 
marking the first time in 13 months that starts were higher 
than their year-ago level (Chart 1). Most of the surprise 
can be attributed to an atypically large jump in single-fam-
ily starts, while multi-family starts continued to fluctuate 
near elevated levels. With the prospect of higher for longer 
rates likely keeping existing home inventory relatively low 
for the foreseeable future, near-term tailwinds have formed 
behind residential construction.

On the demand side of the housing equation, we saw exist-
ing home sales rise by 0.2% month-on-month (m/m) in 
May. All of that growth was found in the condo/co-op seg-
ment which grew by 4.7% m/m, while single-family sales 
declined by 0.3% m/m. While existing home sales have re-
bounded modestly in recent months, they are still down 
20% y/y (Chart 2). Stabilizing mortgage rates have helped 
sales to experience a moderate near-term rebound, but with 
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Chart 2: Existing Home Sales Rebounded Modestly 
on Stabilizing Rates, But Are Still Down 20% Year-on-Year

the Fed eyeing further rate hikes a sustainable rebound is 
unlikely to materialize this year.

Last week’s FOMC meeting brought a long-awaited 
pause to one of the most aggressive rounds of monetary 
policy tightening in decades, but it also came with the ca-
veat that the FOMC expects an additional 50bps of rate 
hikes will be necessary this year. At his Congressional 
hearing this week, Chair Powell reiterated his comments 
from last week that inflation remained too high and that 
the Fed had more work to do. Other Fed speakers this 
week diverged, with Bostic seeing current rates as suffi-
ciently restrictive, Goolsbee emphasizing a wait-and-see 
approach, and Bowman echoing Powell that more work 
needs to be done.

Across the pond, the Bank of England surprised markets 
with a 50bps hike on Thursday after core inflation accel-
erated in recent months. In the U.S., core PCE inflation 
– the Fed’s preferred inflation measure – has not acceler-
ated, but roughly flatlined since the start of the year. This 
is why the Fed has favored 25bps hikes as it fine-tunes its 
approach to the terminal rate, but it is also why last week’s 
pause was conditional on further policy tightening. Next 
week we will receive an update on core PCE, and although 
it is unlikely to shift market expectations for a 25bps hike 
in July, it will help shape expectations for the rest of the 
FOMC meetings this year.
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Chart 1: Housing Starts Jumped in May
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This data vindicates the Bank of Canada's decision to raise 
the policy rate in early June. Strength in consumer spending 
had been a key factor in the Bank's decision to step off the 
sidelines and raise rates a quarter point. The BoC released its 
summary of deliberations leading up to its June 7th rate hike 
this week, and there was little new. The summary expanded 
on the factors outlined in the Bank's statement (see com-
mentary). Attention turns now to what the Bank is likely to 
do at its July 12th decision. 

Next week's inflation data for May will be key. The BoC's 
preferred core inflation metrics – CPI trim and CPI median 
– had not eased as much as the Bank had hoped in recent 
months, another key factor in their rate hike. We expect the 
measures to decelerate to an average 3.7% year/year in May 
(Chart 2). If inflation cools far more than we expect, our con-
fidence that the BoC is likely to hike again will be reduced. 

However, the Bank will be assessing the totality of the data 
and may not be dissuaded from taking their policy rate 
higher with one soft inflation report, particularly given on-
going strength in housing, which has knock on effects for 
spending. Another key indicator is their quarterly Business 
Outlook Survey, due out next Friday. Last quarter's survey 
suggested businesses expected inflation pressures to ease, 
which hasn't panned out quite as the Bank would have liked. 
Nevertheless, business sentiment will be another piece of the 
data puzzle in their decision.

Canada – Consumer Updraft Supports Hawkish BoC

Leslie Preston, Managing Director | 416-983-7053

Sentiment on equity markets soured this week as more glob-
al central banks raised rates to cool inflation that remains 
overheated across much of the world. In Canada, April retail 
sales data was the headliner in a relatively quiet week for 
data. The report underscored the solid momentum on the 
consumer front. Despite high inflation, increased borrowing 
costs and uncertainty about recession, consumer spending 
has held up relatively well this spring. 

April retail sales rose an impressive 1.1% month/month, 
coming in above Statistics Canada's advance estimate. Infla-
tion was part of the story, but sales in real terms were still up 
a healthy 0.3% m/m, albeit coming after a couple of months 
of declines. Sales were up broadly across categories as well: 
general merchandise (+3.3% m/m), clothing and accessories 
(+3.1% m/m), food and beverages (+1.5% m/m), health and 
personal care retailers (+1.0% m/m), sporting goods, hobby 
items, musical instruments, and books stores (+1.0% m/m) 
and building material and garden equipment and supplies 
dealers (+0.7% m/m). Notable exceptions included furnish-
ings, and electronics and appliances.

Consumer momentum looks to have carried through to 
May. Statistics Canada's advance estimate for May retail 
sales points to a solid 0.5% m/m follow through. However, 
with April's advance estimate falling well short of the actual 
data, this must be taken with several grains of salt. The firm 
retail data puts upside risk to our recent quarterly forecast 
for consumer spending, which is now tracking closer to a 1% 
annualized gain for Q2, versus our initial expectation for a 
relatively flat quarter following a healthy Q1.
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Chart 1: Canadian Retail Sales Rebound in April
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Chart 2: CDN Core Inflation to be Closely Watched 
Next Week
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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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