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• The Bank of Canada held their policy rate at 2.75% for the third consecutive announcement, citing uncer-
tainty, inflation pressures and economic resilience (outside of trade exposed sectors).

• Monthly, industry-based GDP data released this week implies a flat Q2 print for this measure of GDP. The BoC 
is projecting a 1.5% contraction in expenditure-based GDP. These two measures of output can diverge by a 
lot, but the message was that Q2 was weak for the economy.

• President Trump raised the tariff rate on goods not in compliance with the CUSMA trade agreement 10 per-
centage points to 35%. However, most Canadian exports comply with CUSMA and are therefore tariff free. 

• The U.S. economy bounced back in Q2 with 3.0% annualized growth, following a contraction in Q1. Smoothing 
through volatility, growth was 2% through the first half of the year. 

• Payrolls added a modest 73k jobs in July, but sharp negative revisions to the prior two months showed that 
the labor market has been at a near-standstill since April.

• As expected, the Fed held rates steady. Meanwhile, President Trump signed an executive order increasing 
tariffs on virtually all U.S. trading partners. 
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pected in their latest Monetary Policy Report (released 
accompanying their interest rate decision this week). 
However, the output measure that the Bank forecasts 
is expenditure-based GDP. This is different than the 
monthly, industry-based data released this week. And, 
the expenditure-based measure of Canadian output 
has, at times, been much weaker than the industry-
based one. Notably, both measures should drive home 
the message that Q2 was soft for the economy.

Despite the Bank’s expectation that Canada’s econo-
my contracted in the second quarter, it held the policy 
rate unchanged at 2.75% this week. The Bank cited 
pressures on core inflation, and resilience in parts of 
the economy not directly tied to the trade war as rea-
sons to wait and see. Instead of a baseline forecast, 
policymakers opted to (again) present a scenario-
based analysis of what could happen under differ-
ent tariff assumptions, including the current tariff re-
gime, and scenarios where the trade war is escalated 
or de-escalated. From our view, a plausible outcome 
for the economy could fall between the current tariff 
and escalation scenarios, both of which see inflation 
contained while GDP recovers (Chart 2). Against this 
backdrop, we think the BoC has room for additional 
easing to help support a recovery, especially given ex-
cess supply in the economy, and a policy rate only at 
the midpoint of what the BoC considers neutral. The 
BoC itself noted the potential for additional easing in 
the statement accompanying its decision, conditional 
on inflation being contained.

Canada – Action Packed

This week featured plenty of fireworks for investors 
ahead of the long weekend. Both the U.S. and Cana-
da had central bank decisions, and a Canadian GDP 
report rolled out. Friday was also the U.S. administra-
tion-imposed deadline for a Canada/U.S. trade deal, 
although no agreement has been struck yet. President 
Trump followed through with this threat to raise the tar-
iff rate on U.S.-bound Canadian exports that are not 
compliant with the CUSMA free trade agreement to 
35% from 25%. However, with most Canadian exports 
compliant with the agreement (and therefore entering 
the U.S. tariff free) perhaps Canada can afford to be a 
bit more patient to strike the right deal. 

When (and if) a U.S.-Canada trade deal does materi-
alize, the hope is it removes some of the uncertainty 
hanging over the heads of businesses and households. 
The Canadian economy is clearly suffering from this 
uncertainty, along with the direct impact of the tar-
iffs on export costs (see report). However, this week’s 
GDP report did offer a reprieve from this narrative, with 
some industries closely tied to the U.S., such as manu-
facturing, seeing some bounce back after a rough April 
(Chart 1). Overall, however, GDP dipped 0.1% month-
on-month (m/m), weighed on by mining, oil and gas. 

The economy appears to have had a better month in 
June, with Statcan’s preliminary estimate flagging a 
0.1% (m/m) gain. With this estimate in hand, industry-
based GDP was flat in the second quarter. While weak, 
this would imply a better showing than the 1.5% annu-
alized contraction that the Bank of Canada (BoC) ex-
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Some weeks are quiet, and some weeks it’s everything, 
everywhere, all at once. This past week the U.S. eco-
nomic calendar was already full, with a flurry of last-
minute trade announcements and new tariffs added on 
top. Equity markets declined on Friday, following the 
tariffs announcement and a weak jobs report. 

Things started off on a decent footing earlier in a week, 
with the GDP report showing that the U.S. economy 
grew by 3.0% (annualized) in Q2 after contracting 0.5% 
in the previous quarter. Still, this quarter-to-quarter vol-
atility reflects the surge and then reversal in imports as 
companies rushed to ship ahead of tariffs. Smoothing 
though the volatility, growth was 2.0% over the first half 
of 2025, a step down from the 2.5% in the second half 
of 2024. Excluding trade, inventories, and government 
spending, core domestic demand—measured by sales 
to private domestic purchasers—rose just 1.2% in Q2, 
the slowest pace in 2.5 years.

Consumer spending remained modest at 1.4% annual-
ized. That is up from Q1’s weak 0.5% pace, but com-
pared to last year, spending has clearly slowed amid 
rising uncertainty. Monthly data showed a soft end to 
the quarter, with real spending up just 0.1% in June fol-
lowing a 0.2% decline in May. Services spending has 
stayed sluggish for three straight months.

Consumer spending is likely to stay weak through the 
second half of the year. Core goods prices are rising 
again (Chart 1), and inflation pressures are expected 
to build, particularly considering the latest tariff an-

nouncements. The 10% universal tariff remains in place 
for countries with the trade deficit with the U.S., but 
countries with a trade surplus now face rates of 15% or 
more. Tariffs on non-USMCA compliant imports from 
Canada have been raised from 25% to 35%. Mexico got 
a 90-day extension, while a deal with China remains 
pending ahead of an August 12th deadline.

On top of rising prices, the labor market is expected to 
weaken. Indeed, Friday’s payroll report was a reminder 
of how if things seem too good to be true, they usually 
are. After substantial downward revisions to the prior 
months’ numbers, job growth has slowed more sharply 
that previously reported. Payrolls were virtually flat in 
May and June, and only rebounded modestly in July 
(Chart 2). At the current pace, job growth will not be 
enough to prevent the unemployment rate from in-
creasing, leaving consumer fundamentals more fragile.

While this week’s FOMC meeting was largely as expect-
ed with the FOMC leaving rates steady, changes are 
in the air. Two of the board members – Bowman and 
Waller – dissented in support of a rate cut. It increas-
ingly looks like they will be joined by others in Septem-
ber. Stability in the labor market has been a major fac-
tor keeping the Fed on the sidelines through this year. 
But with that narrative now shattered, the prospect of 
a September cut is looking increasingly likely. Follow-
ing this morning’s release, Fed futures have priced in 
an 80% probability of a September cut, up from the 
near coin toss priced prior to this morning’s release.

U.S. – Payroll Report Reveals Economy’s Soft Underbelly
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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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