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• There was no reprieve in U.S. data this week for those concerned the economy is running too hot for the 
Federal Reserve to deliver imminent interest rate relief. Expectations for multiple rate cuts have been greatly 
pared back since the start of the year and this week’s data will only reinforce that.

• This week’s release of U.S. Q1-GDP shows that U.S. consumers still exhibit resilience to higher interest rates.

• Similarly, PCE inflation delivered two hawkish surprises: goods inflation eased less than expected and services 
inflation continued to trend up, for an overall uptick in the recent trend in prices.
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The big question for the U.S. economy is when inflation 
will subside or the economy will slow under the pressure 
of higher interest rates, especially on the side of consum-
er spending. Either development could be sufficient to 
bring forward expectations for Federal Reserve interest 
rate cuts, but this week both GDP and inflation remained 
stubbornly robust. 

The advance estimate of real GDP for Q1-2024 came in 
at a seemingly sub-par 1.6% (q/q annualized), below the 
consensus forecast of 2.5%. This is a slowdown from the 
large expansion of 3.4% we saw in the previous quarter, 
but the softness in this quarter’s reading looks temporary, 
while the strength has momentum. The biggest drags on 
growth were imports and an inventory drawdown, which 
are more volatile in the quarterly data, and could be re-
versed in next quarter’s data (Chart 1). More to the point, 
they speak less to how consumers and U.S. businesses 
are reacting to high interest rates, the chief concern for 
the Federal Reserve when it asks whether its policy is 
cooling the economy. Consumer spending softened only 
a little, and growth generally continues to be supported 
by solid domestic demand. This is not yet an economy 
that looks overly burdened by high interest rates.

The latest inflation data has the same signals as the 
activity data. In the first quarter, core PCE inflation rose 
sharply from the average rate of inflation we saw in the 
second half of 2023. On a year-over-year basis, head-
line PCE inflation increased in March from February, 
maintaining roughly the same monthly increase as from 

February to January – that is, it looks like inflation has 
momentum in the first quarter. The March data showed 
an increase in both goods and services prices, whereas 
in previous months we had seen some declines in goods 
prices (Chart 2). Core PCE inflation, the Federal Reserve’s 
preferred metric, was essentially flat from February to 
March.

This morning’s personal income data also confirmed 
that the consumer is still resilient. Personal consump-
tion increased in March, and increases were registered 
across goods and services, showing strong demand 
from households. And personal savings declined in 
absolute terms and as a share of disposable income, 
despite a strong increase in income – suggesting that 
consumers are not motivated to build up precautionary 
savings. Our tracking for Q2 would now point to con-
sumer spending to increase 3.5% given the favourable 
increase in goods spending in March and continued mo-
mentum in services. That is a notable upgrade from the 
1.9% we forecast in March. 

Those hoping for the data to support interest rate cuts 
earlier rather than later would have been looking for a 
slowdown in consumer spending, inflation, or both, but 
this week we received the opposite. This complicates 
things for the Federal Reserve, which needs to ensure in-
flation keeps decelerating towards the 2% target. Given 
this week’s economic data, market pricing is solidifying 
around a delayed start to rate cuts.

Consumer Still Resilient
Vikram Rai, Senior Economist
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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.


