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Step Increase in Oil Price Forecast as War Drags Out

WTI, SUS per Barrel
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Note: F denotes forecast.



The "R-Word" Has Been "Resilience" So Far

Developed Markets Manufacturing PMI, Index Points (>50 Implies Expansion)
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Downgrades to Baseline Global Growth Are Modest E
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Inflation Headed Further Above Fed's Target E
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This Episode is No Encore of the 2022 Inflation Shock

U.S. Job Opening Rate, %
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Source: Bureau of Labor Statistics, TD Economics.



Markets Recalibrate Fed Rate Expectations

Number of Fed Cuts (-) or Hikes (+) by Dec 2026 Relative to Current Policy
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Higher Rates Weighing on Housing Activity E
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Tariffs Survive Supreme Court Ruling

U.S. Tariff Rate, %

—*Current Effective Tariff Rate

-=Actual - Based on Duties Collected

Supreme Court strikes down IEEPA tariffs, 10%

global tariff is imposed

Q4 Ql Q2
2024 2025

Source: Census Bureau, TD Economics.

Q3

Q4 *Ql

Q2

2026

Q3

Q4




Gas & Tariff Pain Partly Buffered By Tax Cuts
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*Measures the dollar increase relative to 2024. 10



Fewer New Jobs Needed to Keep Jobless Rate Steady E
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Source: Bureau of Labor Statistics, TD Economics.
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Source: Bureau of Labor Statistics, TD Economics.

Note: Breakeven is the number of job gains required on a monthly basis to keep the unemployment rate steady.
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Health Care Driving Job Gains

500 U.S. Job Gains/Losses (6-month Moving Average); Thousands
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Unemployment Rate in Florida Moving Higher
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Sources: Bureau of Labor Statistics, TD Economics
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Al to Remain Dominant Force Driving U.S. Investment
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Are Financial Markets Complacent?

Financial Stress Index (Day Prior to Iran Strike = 0)
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Source: Haver Analytics, TD Economics.
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More Uncertainty Than Usual in Rate Outlook

Treasury Yield; Forecasts at End-of-period, %
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Stein's Law Still Applies to Federal Deficit

U.S. Federal Budget Deficit as a Share of GDP
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Summary

The Mid-East Conflict is expected to deliver a larger temporary shock to inflation than growth.
o U.S. growth expectations have been downgraded for 2026 and 2027, but only modestly.
o The jobless rate is expected to remain stable in the low-4's.

o Inflation is likely to peak at 4% y/y, but pass-through to core prices will be limited by slowing consumer demand.

In the meantime, higher yields are weighing on interest sensitive activity, most notably housing.

With the labor force stalling, real GDP growth has become increasingly dependent on productivity gains.

o U.S. productivity is expected to continue running at 2%+ y/y, the envy of the G-7.

Inflation concerns will keep the Fed on the sidelines until H1-27, when the final two quarter point cuts are anticipated.
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