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U.S.

* This week’s data all flashed signs of an economy slowly gearing down.

* Both ISM indicators signaled contraction, while revisions to prior month’s payrolls gains and an uptick in the
unemployment rate show the labor market continues to cool.

e All eyes will now be focused on next week’s Consumer Price Index report to see just how much this apparent
slowdown is translating to the Fed’s goal.

Canada

* A downbeat jobs report for June confirmed that Canada’s labour market continues to lose steam.

*  Wage growth remains sticky, but should begin to soften as the unemployment rate tracks higher.

* International trade data for May suggests softer growth in the second quarter, but volatility in monthly read-
ings leaves the external picture with a bit more uncertainty.

Equities Rally As Treasury Yields Tumble

This Week in the Markets

Current* Week Ago 52-Week High 52-Week Low Weekly % Change

Stock Market Indexes S&P/TSX
S&P 500 5542 5460 5542 an7 S&P 500
S&P/TSX Comp. 22168 21876 22468 18737
DAX 18460 18235 18869 14687 DAX
FTSE 100 8198 8164 8446 7257 USD:EUR
Nikkei 40912 39583 40914 30527

Fixed Income Yields USD:JPY
U.S. 10-yr Treasury 4.29 4.40 4.99 3.75 USD:CAD
Canada 10-yr Bond 3.51 3.50 4.24 3.06
Germany 10-yr Bund 256 2,50 2,97 1.90 Gold
UK 10-yr Gilt 413 4.7 4.75 3.44 WTI
Japan 10-yr Bond 1.08 1.06 1.10 o.M
Foreign Exchange Cross Rates -1.0 0.0 1.0 2.0 3.0
C$ (USD per CAD) 0.73 073 0.76 0.72 Note: Data as of 10:55 AM ET, Friday, July 5, 2024,
Euro (USD per EUR) 1.08 1.07 112 1.05 Source: Bloomberg, TD Economics.
Pound (USD per GBP 1.28 1.26 1.31 121 e .
ound ( per ) Global Official Policy Rate Targets
Yen (JPY per USD) 161.0 160.9 161.7 138.1
Commodity Spot Prices™ Central Banks Current Target
Crude Oil ($US/bbl) 841 815 037 68.6 Federal Reserve (Fed Fulnds Rate) 5.25 - 5;504:
Natural Gas ($US/MMBtu) 2.02 2.36 13.20 124 Bank of Canada (Overnight Rate) 4.75%
: 5

Copper ($US/met. tonne) 97341 9456.0 10800.8 7823.8 European Central Bank (Refi Rate) 4.25%
Gold ($US/troy oz.) 2380.1 2326.8 2425.3 1820.3 Bank of England (Repo Rate) 5.25%
*As of 11:01 AM on Friday. **Oil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Gold- Bank of Japan (Overnight Rate) 0.10%
London Gold Bullion. Source: Bloomberg. Source: Bloomberg.
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U.S. - Gearing Down

Despite the holiday, it was a data heavy week for the U.S.,
and all signs pointed to an economy that is slowly gear-
ing down. The rally in U.S. Treasuries picked up steam as
softer-than-expected survey data showed some cracks
forming in the services sector and carried that momen-
tum into Friday as the labor market continued to show
signs of cooling. Taken together, the indicators signal
that the economy might be cooling off enough to justify
policy easing.

The ISM indicators have been wrong-footed several times
by economic growth since the pandemic, most notably
in late 2023 when real GDP growth jump to nearly 5% an-
nualized without a discernible firming in the composite
index. While that one quarter was an outlier, the trend in
the data has been one of gradually decelerating growth
(Chart 1). With June’s readings from the widely tracked
indicator, the composite index now registered 50.5 in the
second quarter, just above the 50 reading that signals
growth. Now, this isn’t to say the economy will stall out,
but rather that growth is trending lower, in line with the
Fed’s goal of generating additional slack and cooling
price pressures.

Friday’s Household and Payrolls figures reinforced the
message that things are slowing down. Job gains in the
two months to June were revised lower by roughly 100k
positions, while the month’s reading fell roughly in line
with what consensus was expecting. This wasn’t a bad
report by any stretch, but it’s not the kind of gangbusters
growth that drove the Fed to implement highly restric-
tive monetary policy. Looking under the hood can high-
light this. Jobs gains were concentrated in construction,
healthcare and social assistance, and local and state

Chart 1: ISM Surveys Points to Private Sector Slowdown
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Source: ISM, TD Economics. Last Observation: June 2024

Chart 2: Four Sectors Dominate U.S. Job Creation
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*Healthcare and Social Assistance. Note: Sum of New Jobs in Four Sectors as a Share of

Total Payrolls. Source: BLS, TD Economics. Last Observation: June 2024
governments which, together, accounted for roughly
85% of the new positions in June. Moreover, they’ve been
the real workhorse behind most of the job growth over
the past year - being responsible for roughly 70% of the
monthly job gains over this period (Chart 2) - larger than
their usual contribution .

The unemployment rate also ticked up for the month
(now up to 4.1%), but this wasn’t all bad news. The major
driver here was that the number of people re-entering
the labor market, or joining for the first time, drove much
of the rise. What will matter going forward is whether
the economy will have strong enough demand to ab-
sorb these new entrants - the slowing pace of new job
creation suggests that it won’t be quite as easy to find
work as last year.

So, with cracks clearly forming, the question for the Fed
is when will decision makers have seen enough. The
Minutes from June’s meeting put an emphasis on devel-
opments in the labor market and, to that end, today’s
release was a step in the right direction. With private
sector firms noting a clear slowdown in activity and new
entrants into the labor market adding to labor supply,
this should continue to work in the Fed’s favor, taking the
edge off inflationary pressures. However, policymakers
are likely to remain wary. The big story of 2023 and 2024
has been one of an economy that has consistently sur-
prised with its remarkable resilience. To that end, all eyes
are now focused on Fed Chair Powell’s testimony to Con-
gress next Wednesday and Thursday’s release of June’s
Consumer Price Index report to see just how much this
apparent slowdown is translating to the Fed’s goal.
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Canada - Labour Market Fatigue

An update to Canada’s job market for the month of June
was the main calendar-based risk in an otherwise quiet
holiday-shortened week. Aside from this, markets con-
tinue to digest last week’s upside inflation surprise and
what it means for the Bank of Canada (BoC) as they
embark on their interest rate cutting campaign. Market
moves were fairly muted as the Canadian 2 and 10-year
yields closed the week effectively flat. Meanwhile, the
Canadian dollar jumped a modest two-tenths of a cent
to 0.733 USD.

Canada’s job market continues to gear down. The econ-
omy lost a few jobs in June, against consensus expecta-
tions for a +25k gain. The loss isn’t statistically significant
when considering month-to-month fluctuations, but it is
feeding into a broader trend of soft employment gains.
Further signs of cooling were evidenced through another
contraction in full-time workers and a pull-back in hours
worked.

The economy continues to have difficulties absorbing
new labour force entrants. For the past six-quarters,
population-fueled labour force growth has outpaced
employment, pulling the unemployment rate up over one
percentage point over that time (Chart 1). At 6.4%, the
jobless rate is at it’s highest level since January 2022 and
half a percent above 2019 levels.

There is plenty in June’s job data that supports the case
for lower interest rates. However, the BoC is likely focus-
ing on the evolution of wages, which is presenting dif-
ficulties ahead of their July 24th meeting. Economy-wide

Chart 1: Canadian Employment Can't Keep Up
With Labour Force Growth
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Source: Statistics Canada, TD Economics.

Chart 2: Canadian Exports Volumes Slowing in
the Second Quarter
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wage growth accelerated in June, largely due to base-
effects given the soft print one year ago. Still, it doesn’t
take away from the fact wages have been growing at
around 5% year-on-year for the past 18-months while
productivity dipped over the same period. The accelera-
tion of wages could stoke concerns around persistent
inflation pressures but, in a recent speech, Governor
Macklem has indicated the committee’s growing com-
fort that wage pressures will moderate.

On the growth side, international trade data for May
suggests that trade could chop a bit off of second quar-
ter growth as export volumes have slid more relative to
imports (Chart 2). The highly volatile metals and non-
metallic minerals sector, as well as the energy sector,
are responsible for the drag. We'd caution against at-
tributing too much to the current tracking, as past trade
data has been subject to heavy revisions and monthly
variances. Looking forward, we expect trade to boost
economic growth in the third quarter as the Trans Moun-
tain Pipeline (TMX) expansion bolsters energy exports.

Market pricing for an interest rate cut in July has whip-
sawed significantly since the Bank cut rates earlier last
month. Today’s soft jobs reading have markets settling
on a 60% probability that the BoC will deliver another
25 bps cut on July 24th. However, there are still a couple
of very key indicators to go before we reach that point,
including inflation and the BoC’s Business Outlook Sur-
vey, which will help shape the Bank’s view on whether
the next cut is July or September.
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Exhibits

Recent Key Economic Indicators: Jul 01 - 05, 2024

Release . . Data for .
Economic Indicator/Event . Units Current
Date Period
United States
Jul O1 ISM Manufacturing Jun Index 48.5 48.7
Jul 01 S&P Global US Manufacturing PMI Jun Index 51.6 51.7
Jul 02 Wards Total Vehicle Sales Jun Mins 15.29 15.90
Jul 03 ADP Employment Change Jun Thsd 150.0 157.0
Jul 03 Cap Goods Orders Nondef Ex Air May M/M % Chg. -0.6 -0.6
Jul 03 Durable Goods Orders May M/M % Chg. 01 01
Jul 03 Factory Orders May M/M % Chg. -0.5 0.4
Jul 03 Factory Orders Ex Trans May M/M % Chg. -0.7 0.5
Jul 03 Initial Jobless Claims Jun 29 Thsd 238.0 234.0
Jul 03 ISM Services Index Jun Index 48.8 53.8
Jul 03 S&P Global US Composite PMI Jun Index 54.8 54.6
Jul 03 S&P Global US Services PMI Jun Index 55.3 55.1
Jul 03 Trade Balance May Blns -75.1 -74.5
Jul 05 Average Hourly Earnings Jun M/M % Chg. 0.3 0.4
Jul 05 Change in Nonfarm Payrolls Jun Thsd 206.0 218.0
Jul 05 Unemployment Rate Jun % 4.1 4.0
Jul 02 S&P Global Canada Manufacturing PMI Jun Index 49.3 49.3
Jul 03 Int'l Merchandise Trade May Blns -1.93 -1.32
Jul 05 Net Change in Employment Jun Thsd -1.4 26.7
Jul 05 Unemployment Rate Jun % 6.4 6.2
Jul 02 EZ Consumer Price Index Estimate Jun Y/Y % Chg. 2.5 2.6
Jul 02 EZ Unemployment Rate May % 6.4 6.4
Jul 05 EZ Retail Sales May Y/Y % Chg. 0.3 0.6
Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Jul 08 - 12, 2024

Release . . . Data for . Consensus
Time* Economic Indicator/Event . Units
Date Period Forecast
United States
Jul 8 11:00 NY Fed 1-Yr Inflation Expectations Jun % - 3.2
Jul 9 6:00 NFIB Small Business Optimism Jun Index 89.0 90.5
Jul 9 9:15 Fed's Barr Speaks on Financial Inclusion
Jul9 10:00 Fed's Powell Testifies to Senate Banking
Jul 9 13:30 Fed's Bowman Speaks on Promoting Inclusive Financial System
Jul10 10:00 Fed's Powell Testifies to House Financial Services
Jul10 10:00 Wholesale Trade Sales May M/M % Chg. - 0.1
Jul10 14:30 Fed's Goolsbee, Bowman Give Opening Remarks at Childcare Event
Jul10 19:30 Fed's Cook Speaks on Global Inflation, Monetary Policy
Jul 8:30 Consumer Price Index Jun M/M % Chg. 0.1 0.0
Jull 8:30 Consumer Price Index Jun Y/Y % Chg. 3.1 3.3
Jul 8:30 Consumer Price Index Ex Food and Energy Jun M/M % Chg. 0.2 0.2
Jul 8:30 Consumer Price Index Ex Food and Energy Jun Y/Y % Chg. 3.4 3.4
Juln 8:30 Initial Jobless Claims Jul 06 Thsd - 238.0
Jul 11:30 Fed's Bostic Speaks in Moderated Q&A
Jul 13:00 Fed's Musalem Speaks in Q&A on Economy
Jul12 8:30 PPl Ex Food and Energy Jun M/M % Chg. 0.1 0.0
Jul12 8:30 PPI Final Demand Jun M/M % Chg. 0.1 -0.2
Canada
Jul12 9:00 Existing Home Sales M/M % Chg.
International
Jul 09 21:30 CH Consumer Price Index Jun Y/Y % Chg. 0.4 0.3
Jul 2:00 UK Monthly Gross Domestic Product May 3M/3M % Chg. 0.7 0.7

*Eastern Standard Time. Source: Bloomberg, TD Economics.
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Disclaimer

This report is provided by TD Economics. Itis 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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