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• The Bank of Canada held its policy rate at 2.75% for the second consecutive meeting, citing a “softer but 
not sharply weaker” economy and firmer-than-expected core inflation.

• But signs of real-side weakness are mounting. Merchandise trade cratered in April, with both imports and 
exports declining. 

• May employment was essentially flat while the unemployment rate rose to 7.0% – its highest level since 
2016, outside of the pandemic. 

• After swelling in the previous three months, the trade deficit narrowed by 55% as pre-emptive inventory build-
ing ahead of tariffs appears to have run its course.

• Front-loading behaviour by consumers is also normalizing, with vehicle sales falling 9.3% month-over-month 
in May.

• Despite the large swings in other data, the labour market’s performance remained steady-as-she-goes. The 
economy added 139k new jobs in May, only a touch lower than 144k average over the past 12 months. 
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first imposed in March, employment is down 16k – a 
stark reversal from more than a 100k gain in the pre-
ceding three months, when optimism due to lower 
interest rates grew. Manufacturing employment has 
been particularly hit, marking a fourth consecutive 
monthly decline, with cumulative losses now amount-
ing to 55k. The unemployment rate rose to 7.0% – the 
highest since 2016, excluding the pandemic (Chart 2). 
Since February, the rate has climbed 0.4 percentage 
points and we expect it to continue rising into the sec-
ond half of the year, weighing further on real activity.

Arguably, the case for easing existed even before 
Wednesday’s decision, especially when factoring in 
collapsing sentiment indicators, which in Canada tend 
to lead real activity. So why didn’t the Bank cut? The 
wrinkle is inflation. While headline CPI eased in April 
thanks to lower oil prices and elimination of the car-
bon tax, the Bank’s preferred core measures ticked 
above 3.0%. With tariff-driven price pressures looming, 
policymakers appear unwilling to risk reigniting infla-
tion or de-anchoring expectations. Indeed, one-year-
ahead inflation expectations jumped a full percentage 
point, while longer-term measures edged up modestly.

This week’s trade and employment data provided more 
evidence of the very real weakness unfolding in the 
economy. We expect the Bank will eventually be con-
vinced that further interest rate cuts are needed, with 
two more cuts likely this year.

Canada – The Bank of Canada Holds as Trade Craters and Jobs Falter

This week, the Bank of Canada held its policy rate at 
2.75% for the second consecutive meeting, citing a 
“softer but not sharply weaker” economy and firm-
er-than-expected core inflation. The Canadian dol-
lar climbed past 73 cents U.S., but lost steam follow-
ing Friday’s jobs report. Longer term yields were little 
changed at first, with markets interpreting the hold as 
marginally hawkish, but had edged higher at the time 
of writing. 

April’s trade data provided very clear evidence of how 
the U.S. tariffs are affecting Canadian trade. Merchan-
dise trade cratered, with both imports and exports down 
– but exports more sharply, which will create a notable 
drag from net trade in the second quarter (Chart 1). Un-
surprisingly, the biggest hit came from auto exports, 
which are now cooling after several months of gains 
as companies front-loaded shipments. Motor vehicle 
and parts imports also fell, signalling weaker domes-
tic demand. Beyond autos, trade in consumer goods 
and industrial machinery & equipment also slumped, 
shrinking Canada’s merchandise trade surplus with the 
United States to its lowest level since end-2020. Trade 
with non-U.S. partners rose, but not enough to offset 
the losses. Given the trade’s heavy weight in GDP, we 
expect net exports to push Canada’s economy into 
contraction in the second quarter.

If the trade report set the melancholy tone, the jobs re-
port drove it home. May employment was essentially 
flat, with a gain just under 9k. Since U.S. tariffs were 
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The impact of tariffs continues to distort the economic 
data, contributing to significant volatility—a trend that 
was evident this week. Trade flows are a prime exam-
ple. The trade deficit swelled to an all-time high over 
the past three months as companies rushed to stock-
pile goods ahead of anticipated tariffs. However, this 
pre-emptive inventory build-up now appears to have 
run its course. April’s trade data showed the deficit 
narrowed by 55%, as imports of consumer goods and 
industrial supplies declined to pre-tariff levels (Chart 1).

Consumer spending patterns also appear to be nor-
malizing. Overall spending growth moderated in April, 
with a slight decline in spending on goods. New vehi-
cles—a major category—are showing signs of stabiliza-
tion following the pre-emptive shopping sprees seen in 
March and April. This week’s data suggests that this 
front-loading behavior has ended, with vehicle sales 
falling 9.3% month-over-month in May.

Looking ahead, car prices are likely to rise as automak-
ers and dealers pass on at least part of the higher costs 
to consumers, which will weigh on sales. As noted in 
our recent report, if tariffs remain in place for the full 
year, we expect auto sales to decline by 4.0% on a Q4-
over-Q4 basis. Financing costs also remain elevated. 
According to data from Edmunds, the average financ-
ing rate on new cars in May was 7.3%—0.7 percentage 
points higher than in December. A reprieve seems un-
likely in the near term, as persistent trade and fiscal 
policy uncertainty, coupled with a still-resilient labor 

market, are expected to keep the Federal Reserve on 
hold. Interest rate futures currently price in just 20 ba-
sis points of policy easing by September and only two 
quarter-point cuts by year-end.

Indeed, today’s payroll report showed that the labor 
market remained resilient in May. The U.S. economy 
added 139,000 jobs, slightly above the consensus fore-
cast of 125,000. Smoothing through the monthly vola-
tility, job growth averaged 135,000 over the past three 
months—just slightly below the 144,000 average over 
the past year. The unemployment rate remained low, 
holding steady at 4.2%, while wages continued to rise.

Overall, the large swings in data since the start of the 
year have made it challenging to assess the underly-
ing health of the U.S. economy. Hard data indicators 
such as employment and inflation remain resilient. 
In contrast, soft indicators—including the Beige Book 
and ISM indexes—suggest the economy is beginning 
to feel the effects of trade uncertainty. Both the man-
ufacturing and services ISM indexes are now in con-
tractionary territory, while the price subcomponents of 
both have been trending higher, indicating rising in-
flationary pressures (Chart 2). This week’s Beige Book 
also noted that economic activity has declined slightly 
since the previous report, and that contacts expect 
prices and costs to rise at a faster pace going forward. 
Layoffs were mentioned 15 times, up from 10 in March 
and 6 in January. We continue to expect policy uncer-
tainty to exact a toll on the real economy, but rate cuts 
are looking further away. 

U.S. – Job Growth Shows Resilience, But More Volatility Elsewhere
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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.
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