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OUTLOOK FOR U.S. AND CANADIAN
 INTEREST RATES: 2007-2020

Historical Real Interest Rates

U.S. Canada

Short Long Short Long
Term Term Term Term

1850s-1970 1.5 1.7 -- --

1950s-1960s 1.6 1.9 1.2 2.2

1996-current 1.6 2.9 1.9 3.6

Central Bank Inflation Tolerance Levels

U.S. Canada
Yr/Yr % Change in 
CPI 2.0-2.5 2.0

Implied Nominal Rates

U.S. Canada
Historical Real + 
Inflation  3.5-4.1 3.7-5.4 2.2-3.9 3.3-5.6

Neutral Real Short-term rates

U.S. Canada

Nominal 
Assumption 4.5 4.5

Implied Real 
Assumption 2.0 2.5

Ex. Canada country 
risk premim

-- -0.5

Less impact of 
aging pop -0.6 -0.6

Real Short-term 
rates 2020 1.4 1.4

Nominal Short-term 
rates 2020 3.4-3.9 3.4

Long-term Nominal Bond Yields 
Anchored by Nominal GDP

U.S. Canada

Expected trend rate 
2020 4.6 4.2

Implied real long-
term rates 2.6-2.1 2.2

Expected Range for Average 
Level of Yields 2007-2020

U.S. Canada

Short Long Short Long
Term Term Term Term

Real 1.4-1.6 1.7-2.9 1.4-1.9 2.2-3.6

Nominal 3.4-4.1 3.7-5.4 3.4-3.9 4.2-5.6

Source: TD Economics

Long
Term

Long
Term
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Short
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FACTORS IMPACTING FUTURE LEVEL OF INTEREST RATES

Direction of 
impact on yields

Canada - 
Factor U.S. U.S. Spread

Inflation ? ?

Global Savings Glut

Oil Shock

Aging Population No Change

Pension Demand and Private Saving No Change

Demographic Fiscal Pressures

Reduced importance of
U.S. reserve currency

Assessment Ambiguous

Source: TD Economics

U.S. INTEREST RATE SPREADS
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Yield on long-term corporate bonds 
less commerical paper

Source: U.S. Federal Reserve
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