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United States

* 'The week’s economic data was consistent with an economy that remains resilient, if no longer as robust as it was.

Performance in the manufacturing and services sectors continued to diverge. The June ISM index showed manufacturing
contracted for the eighth consecutive month, while services continued to expand six months in a row.

'The overall resilience will likely keep the Fed in hiking mode later this month, as the job market remains tight and wage
growth stronger than the Fed would like. The FOMC minutes revealed that a few members favored a hiked at the June
meeting, even if they did not formally dissent on the decision.

Canada

Canada’s job market sizzled in June, with job gains beating expectations by a factor of three. Odds are the Bank of Canada
raises rates a quarter point next week to further slow demand in an overheated economy.

A more positive development for inflation is that average hourly earnings increased at the slowest pace since May 2022.
Wage growth remains a major issue at the port strike in B.C., which could affect the economy through merchandise trade.

Statistics Canada’s report on distributions of household economic accounts suggests that the least wealthy are being af-
tected more by the high interest rates and pressures coming from rising prices.

This Week in the Markets Markets Stumble on Fears of a Rate Hike
Weekly % Change
Current* Week Ago 52-Week High  52-Week Low
S&P/TSX
Stock Market Indexes

S&P 500 4412 4450 4456 3577 S&P 500
S&P/TSX Comp. 19842 20155 20767 18206 DAX
DAX 15605 16148 16358 11976
FTSE 100 7266 7532 8014 6826 USD:EUR
Nikkei 32388 33189 33753 25717 .

Fixed Income Yields USD-PY
U.S. 10-yr Treasury 4.02 3.84 4.24 2.57 USD:CAD
Canada 10-yr Bond 3.51 3.27 3.68 2.61 Gold
Germany 10-yr Bund 2.61 2.39 2.75 0.78
UK 10-yr Gilt 4.63 4.39 4.66 1.81 WTI
Japan 10-yr Bond 0.43 0.40 0.53 0.17

Foreign Exchange Cross Rates -4.5 -35 -2.5 -1.5 -0.5 0.5 15 25 3.5
C$ (USD per CAD) 0.75 0.76 0.78 0.72 Note: Data as of 11:21 AM ET, Friday, July 7, 2023.
Euro (USD per EUR) 1.09 1.09 1M 0.96 Source: Bloomberg, TD Economics.
Pound (USD per GBP) 1.28 127 1.28 1.07
Yen (JPY per USD) 142.3 144.3 150.2 127.9 Global Official Policy Rate Targets
Commodity Spot Prices** Central Banks Current Target

Crude Oil ($US/bbl) 5 70.6 104.8 66.7 Federal Reserve (Fed Funds Rate) 5.00-5.25%
Natural Gas ($US/MMBtu) 2.52 248 9.84 177 Bank of Canada (Overnight Rate) 4.75%
Copper ($US/met. tonne) 8246.0 83221 9330.8 7160.0 European Central Bank (Refi Rate) 4.00%
Gold ($US/troy oz) 1928.9 1919.4 2050.3 1622.4 Bank of England (Repo Rate) 5.00%
*As of 10:22 AM on Friday. **Qil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Bank of Japan (Overnight Rate) -0.10%
Gold-London Gold Bullion. Source: Bloomberg. Source: Bloomberg.
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U.S. — Job Market Cooling, But Not Enough

'The week that was showcased a U.S. economy that while
cooling, is still too resilient to achieve the Fed’s aim. First
up, the ISM Manufacturing and Services Indexes showed
that the goods sector continued to slow, while the service
sector continued to expand, albeit at a modest pace. The
manufacturing index declined again in June, falling 0.9
points to a 3-year low of 46.0. This marks its eighth con-
secutive month in contraction territory and points to de-
teriorating conditions in the manufacturing sector. The in-
dex suggests that demand remains weak in the sector, with
new orders still below the 50 mark. Manufacturers have
responded by cutting both production and employment
(with both sub-indexes coming in below 50). The survey
result is consistent with data on consumption expenditure
(see here), which showed real spending flat in May and ex-
penditure on goods pulling back by 0.4% on the month.

While a cool down on the goods side will be welcomed by
the Fed, the real sticking point is still strong demand on
the services side of the economy. The ISM services index
remained in expansion territory for the sixth consecutive
month in June, highlighting the divergence between the
two indexes (Chart 1). While expanding, the services in-
dex is still off recent highs, and is consistent with a modest
pace of growth in the broader economy. One factor likely
to impede growth however is the looming resumption of
student loan debt repayments, which combined with a
softening labour market and rising interest rates, could re-
duce consumer spending and growth even further.

Fears about a softening labor market, however, may be more
accurately characterized as normalization after the white-

Chart 1: Tale of Two Sectors - Manufacturing and Services
Diverge in the U.S.
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Note: Reading above 50 indicate expansion, below 50 contraction.
Source: Institute for Supply Management, TD Economics. Last observation: June 2023.

Chart 2: A Cooling but Still Strong U.S. Labour
Market, Defies Fed's Efforts to Tame Inflation
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Source: Bureau of Labor Statistics, TD Economics.

hot levels attained during the pandemic. The job open-
ing and labor turnover survey for May showed that over 4
million American workers quit their jobs (250k more than
the previous month) and that there were over 9.8 million
job openings available. This morning’s jobs data reinforced
the picture of a normalizing, but still strong labor market.
The report showed firms added 209k jobs, easing from
May’s 306k. The unemployment rate also pulled back 0.1
ppts to 3.6% (Chart 2). Taken together, the employment
reports are indicative of a relatively resilient labor market
despite a more than year-long campaign of rate hikes by
the Fed to quell inflation.

In that regard, minutes of the June FOMC meeting re-
vealed that the decision behind the Fed’s first pause may
have been unanimous, but some committee members
would have supported raising rates. Concerns about the
effects of past rate increases though tempered desires for a
hike, with the resultant “hawkish pause”in June.

With the services sector and labor market still showing
resilience, the Fed is justified in signaling more hikes to
come. This will have to be balanced against the hit to con-
sumer spending from the resumption of student loan pay-
ments and a possible trade squabble with China over high
tech as the two countries impose tit-for-tat measures. The
balancing act the Fed is currently undertaking is a delicate
one, and they will have to tread cautiously as they walk the
tightrope to engineer that elusive soft landing.

Shernette McLeod, Economist | 416-415-0413
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Canada - Job Market Sizzles

If you were looking to escape the scorching heat this week,
the job market wasn't the right place. Less than a week be-
fore the Bank of Canada's rate decision on July 12th, the
key June jobs report proved to be hotter than expected. The
economy added 60k jobs — three times what was expected
by the consensus, and more than enough to offset losses re-
ported last month (Chart 1). The S&P TSX moved lower,
and the 5-year Government of Canada yield briefly touched
4.0% on a conviction that policy rates are heading higher,
and will remain elevated for longer than previously thought.

Meanwhile, the unemployment rate ticked up as more peo-
ple entered the labour force thanks to a record pace of popu-
lation growth. The increase in the unemployment rate offers
a cautionary note, even as the level of the unemployment
rate remains low at 5.4%. With luck, demand for labour will
continue to cool in line with a slowdown in broader eco-
nomic activity, which will help bring wage inflation down.

‘There was a bit of good news for the Bank of Canada's infla-
tion battle in the jobs report. Average hourly earnings in-
creased 4.2% over the past year - the slowest year-over-year
rate since May 2022. This suggests wage growth is stepping
down to trend and gradually getting closer to the pace more
consistent with the BoC's 2% inflation target, but is still
higher than the bank would like to see.

Wage growth is a major issue at the negotiating table be-

tween the International Longshore and Warehouse Union,

representing around 7,400 port workers, and the B.C. Mari-

time Employers Association during a strike in B.C. that
Chart 1: Jobs Market Heats Up in June
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Chart 2: Net Transfers Keep Lowest Income
Families Afloat

Change in Average Value of Income per Household, by Source of Income
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Source: StatsCanada, TD Economics.

started July 1st. Should the strike continue for another week,
the effects on the economy would come through merchan-
dise trade, which in May registered the largest deficit since
the fall of 2020. We estimate an impact to July's GDP would
not exceed two tenth of a percentage point and will be offset

in August.

A high cost of living and rising debt service cost were also on
tull display in this week's Statistics Canada's report on dis-
tributions of household economic accounts in Q1 2023. Ac-
cording to the report, since the start of the Bank of Canada's
hiking cycle last year, lowest income families' average wages
were little changed, self-employment earnings declined, and
investment returns failed to dilute the spike in the cost of
borrowing. In addition, more of the lowest income house-
holds relied on government benefits and paid less taxes — a
trend that would become more prevalent as an increasing
share of baby boomers retire (Chart 2). In contrast, inter-
est charges for the highest income earners were more than
offset by gains in investment earnings, which helped boost
overall average disposable income for this segment.

Allin all, the report suggests that the least wealthy are being
affected more by higher interest rates and inflation. Since
fighting the latter is unattainable without keeping a hard
line on the former, the Bank of Canada's task of keeping
inflation in check is becoming more complicated by the day.
Nevertheless, with the employment market offering little
sunshade buffer, the Bank is likely to raise rates next week.

Maria Solovieva, CFA, Economist | 416-380-1195
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Recent Key Economic Indicators: Jul 03 - 07, 2023
RT)IE::e Economic Indicator/Event D:(:::Zr Units Current Prior
United States
Jul3 S&P Global US Manufacturing PMI Jun Index 46.3 46.3
Jul 3 ISM Manufacturing Jun Index 46.0 46.9
Jul 3 Wards Total Vehicle Sales Jun Mins 15.7 15.1
Juls Factory Orders May M/M % Chg. 0.3 0.3
Jul 5 Factory Orders Ex Trans May M/M % Chg. -0.5 -0.6
Julb Durable Goods Orders May M/M % Chg. 1.8 1.7
Julb Cap Goods Orders Nondef Ex Air May M/M % Chg. 0.7 0.7
Jul 6 ADP Employment Change Jun Thsd 278.0 267.0
Julé Trade Balance May Blns -74.6 -74.4
Jul 6 Initial Jobless Claims Jul1 Thsd 239.0 236.0
Jul 6 S&P Global US Services PMI Jun Index 54.4 54.1
Jul 6 S&P Global US Composite PMI Jun Index 53.2 53.0
Jul 6 ISM Services Index Jun Index 53.9 50.3
Julé ISM Services Prices Paid Jun Index 541 56.2
Jul 6 ISM Services Employment Jun Index 53.1 49.2
Julé ISM Services New Orders Jun Index 55.5 52.9
Jul7 Change in Nonfarm Payrolls Jun Thsd 209.0 306.0
Jul7 Unemployment Rate Jun % 3.6 3.7
Jul7 Average Hourly Earnings Jun M/M % Chg. 0.3 0.4
Canada
Jul4 S&P Global Canada Manufacturing PMI Jun Index 48.8 49.0
Julé Int'l Merchandise Trade May Blns -3.44 0.89
Jul7 Net Change in Employment Jun Thsd 59.9 -17.3
Jul7 Unemployment Rate Jun % 5.4 5.2
International
Julé EZ Retail Sales May Y/Y % Chg. -2.9 -2.9
*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Jul 10 - 14, 2023

Release Time* Economic Indicator/Event Datc? for Units Consensus Lq_st

Date Period Forecast Period
United States
Jul10 10:00 Wholesale Trade Sales May M/M % Chg. - 0.2
Jul 1 6:00 NFIB Small Business Optimism Jun Index 89.8 89.4
Jul 12 8:30 Consumer Price Index Jun M/M % Chg. 0.2 0.1
Jul 12 8:30 Consumer Price Index Ex Food and Energy Jun M/M % Chg. 0.3 0.4
Jul12 8:30 Consumer Price Index Jun Y/Y % Chg. 3.0 4.0
Jul 12 8:30 Consumer Price Index Ex Food and Energy Jun Y/Y % Chg. 5.0 5.3
Jul 13 8:30 PPI Final Demand Jun M/M % Chg. 0.2 -0.3
Jul13 8:30 PPl Ex Food and Energy Jun M/M % Chg. 0.2 0.2
Jul 13 8:30 Initial Jobless Claims Jul 08 Thsd - 248.0
Canada
Jul 12 10:00 Bank of Canada Rate Decision Jul 12 % 5.0 4.8
Jul 12 11:00 Bank of Canada Press Conference: Monetary Policy Report
Jul14 8:30 Manufacturing Sales May M/M % Chg. - 0.3
Jul14 9:00 Existing Home Sales Jun Mins - 5.1
International
Jul 1 2:00 UK ILO Unemployment Rate May Q/Q % Chg. - 3.8
Jul13 2:00 UK Monthly Gross Domestic Product May Q/Q % Chg. - 0.1
*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Disclaimer

This report s 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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