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Canada

* The Bank of Canada held rates at 2.25% but struck a more hawkish tone, citing elevated energy prices and upside

risks to inflation.

* Canada’s labour market lost some momentum in August, shedding over 40k jobs. The unemployment rate re-

mained stable at 6.4%.

e July trade data showed a partial unwinding of Q2’s net export contribution. Tariff-related distortions are likely

to keep trade flows volatile in the months ahead.

U.S.

* Treasury yields moved higher this week amid uncertainty about the Fed’s next move, higher oil prices and on-

going fiscal concerns.

* Vehicle sales, ISM business surveys and the Beige Book’s anecdotal evidence all pointed to continued eco-

nomic expansion in August.

* Payrolls surprised to the upside in August, with employers adding 162k new jobs, while the unemployment rate

held steady at 4.1%.

This Week in the Markets

Current* Week Ago 52-Week High 52-Week Low

Stock Market Indexes

S&P 500 7728 2 7799 6344
S&P/TSX Comp. 36641 36554 36958 28916
DAX 26107 26570 26570 22301
FTSE 100 10822 10824 1091 9196
Nikkei 65021 66406 72366 42580
U.S. 10-yr Treasury 4.76 4.72 4.80 3.94
Canada 10-yr Bond 3.75 3.72 3.80 3.04
Germany 10-yr Bund 3.33 3.28 3.38 2.55
UK 10-yr Gilt 513 5.06 523 423
Japan 10-yr Bond 2.92 2.93 3.03 1.57
C$ (USD per CAD) 0.72 0.72 0.74 0.70
Euro (USD per EUR) 116 116 1.20 114
Pound (USD per GBP) 1.35 1.35 1.38 1.30
Yen (JPY per USD) 156.0 160.1 163.9 146.5
Crude Oil ($US/bbl) 89.47 83.40 13.0 55.3
Natural Gas ($US/MMBtu) 2.95 2.84 33.80 0.26
Copper ($US/met. tonne) 14391.4 14445.6 14594.0 9829.5
Gold ($US/troy oz.) 4432.4 44551 5417.2 3545.9
*As of 10:29 AM on Friday. **Qil-WTI, Cushing, Nat. Gas-Henry Hub, LA (Thursday close price). Copper-LME Grade A. Gold-
London Gold Bullion. Source: Bloomberg.

Renewed U.S.-Iran Strikes Rebuild Oil Risk Premium
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Global Official Policy Rate Targets
Central Banks Current Target
Federal Reserve (Fed Funds Rate) 3.50 - 3.75%
Bank of Canada (Overnight Rate) 2.25%
European Central Bank (Refi Rate) 2.40%
Bank of England (Repo Rate) 3.75%
Bank of Japan (Overnight Rate) 1.00%
Source: Bloomberg.

http://economics.td.com




Canada - A Complicated Outlook

This week featured a jam-packed calendar with the
Bank of Canada (BoC) taking center stage. The Bank left
its policy rate unchanged at 2.25% for a seventh con-
secutive meeting, a move that was widely expected by
markets. The BoC acknowledged the economy’s recent
momentum but also flagged that the recovery is set to
face a new set of hurdles with the escalation in trade
tensions with the U.S. Their tone on new U.S. tariffs -
and forthcoming Canadian counter-tariffs effective next
week - is that increasing frictions represent more of a
confidence risk as opposed to a material hit to growth
and inflation. That doesn’'t take away from the fact that
a smaller subset of industries (autos, steel, aluminum,
and lumber) will continue to bear the brunt of the trade
war.

More notably, the Bank leaned into the risks stemming
from a prolonged conflict in the Middle East. They noted
that still-elevated oil prices have “increased the upside
risks to the outlook for inflation”. It was a key message
in the BoC’s communications that markets interpret-
ed as modestly hawkish. Markets initially repriced the
probability of a 25 basis point (bps) hike by year-end to
nearly 100% (60% prior to the announcement) with a cu-
mulative three hikes priced in by mid-2027. Despite the
market reaction, core inflation pressures remain broadly
contained (Chart 1) and tariff-related risks are pulling
growth and inflation risks in opposite directions. This
should warrant a more cautious central bank stance
and underpins our assessment that the Bank of Canada
should be in a comfortable holding pattern for now.

Chart 1: Oil is Driving the Inflation Story in
Canada
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Chart 2: Canada's Labour Market Recovery
Stalls in August
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And this week’s domestic data flow supports this view.
Employment sagged by 41k jobs in August — though an
offsetting decline in the labour force left the unemploy-
ment rate steady at 6.4% - while wage growth softened
to 2%. August reversed part of the employment gains re-
corded in recent months and highlights that excess sup-
ply remains in the economy, even as broader measures
of activity continue to improve.

Meanwhile, merchandise trade data for July showed a
pullback in export activity and a rebound in imports,
marking a partial reversal of Q2's outsized contribu-
tion from net exports. Trade flows may very well see a
temporary boost from businesses rushing shipments
ahead of higher tariffs, but these gains are unlikely to
be sustained. This should keep net trade contributions
volatile in the quarters ahead as new levies weigh on
cross-border flows.

The conversation is likely shifting from whether growth
can recover to whether inflation will prove more persis-
tent. Markets have begun to price that possibility, but
we would caution against getting too far ahead of the
data. A still-recovering labour market, moderating wage
growth, and renewed trade uncertainty are hardly con-
ditions that demand a more restrictive policy stance. By
the week’s end, Canadian 2-year bond yields settled 9
basis points (bps) higher while the Loonie gained rough-
ly three-tenths of a cent against the U.S. dollar.
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US- Calm Data but Nervous Bond Markets

Bond markets dominated the headlines this week. Fol-
lowing Chair Warsh’s hawkish Jackson Hole speech,
Treasury yields moved sharply higher on the week, with
the 10-year yield briefly touching 4.82%, its highest level
since late 2023. The move partially reversed after New
York Fed President Williams and Governor Waller pushed
back against the notion that a September rate hike was
a foregone conclusion. Waller said he would be “inclined
to support holding rates steady if inflation data continue
to cooperate.” Markets took the hint, with the implied
odds of a September hike falling to a coin toss from
nearly two-thirds earlier in the week, but retraced a bit
on Friday following a strong jobs report.

That said, expectations for the Fed are only a small part
of the story underpinning the recent rise in yields. A re-
escalation in the Middle East conflict has pushed oil
prices higher, with WTI currently hovering around $90
per barrel. At the same time, growing concerns around
government debt burdens and a significant increase
in investment grade debt issuance by the hyperscal-
ers have added fuel to the fire. Ten-year Treasury yields
remain roughly 60 basis points above year-ago levels,
leading to some tightening in financial conditions even
if the Fed ultimately remains on hold this month.

Away from the market turbulence, the economic data
continued to point to a resilient economy. Vehicle sales
rose to a healthy 16.8 million annualized pace in August,
extending a six-month run above 16 million units. ISM
business surveys also reinforced the resilient narrative,
with both manufacturing and services indexes remain-

Chart 1: Manufacturing and Services Continue
to Expand
Index* (3-months moving average)
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Chart 2: Government and Hospitality Drove
August's Rebound
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ing well in expansionary territory, even as the manufac-
turing index edged lower on the month (Chart 1). Expan-
sion in the services sector strengthened for a second
consecutive month. The Beige Book painted a similar
picture. Economic activity expanded modestly in 10 of
12 Federal Reserve districts, only one fewer than in July.

Friday’s payroll report also brought good news. Hiring
rose at its fastest pace in five months in August, adding
162k new positions - well above the 55k expected by the
markets (Chart 2). Importantly, revisions to prior months
were higher by 55k, which helped to flip July’s initially
reported pullback of -23k to a positive gain of 21k. Over
the last three months, payrolls have averaged a healthy
71k. Meanwhile, the unemployment rate held steady at
4%, while the broader U-6 measure, which includes
those who are marginally attached to the labor force,
fell to a 14-month low of 7.7%. On balance, this was a
very healthy jobs report and pushed back on any fears
that may have surfaced following July’s setback.

At this point, all eyes now shift to next week’s inflation
data. As we noted in a report released this week, a
softer CPI reading would likely be enough to keep the
Fed on hold, but a hotter report would solidify the case
for some policy tightening. Exactly how much tighten-
ing the FOMC would undertake is up for debate, but
given most Fed officials are of the mind that today’s
policy stance is already “somewhat restrictive,” it likely
wouldn’t be more than one or two quarter-point moves.
Our baseline remains for the Fed to stay on hold in Sep-
tember, but much is riding on next week’s inflation data.
Stay tuned!
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Exhibits

Release . . Data for .
Economic Indicator/Event . Units Current
Date Period
United States
Sep 01 S&P Global US Manufacturing PMI Aug Index 53.4 53.2
Sep 01 ISM Manufacturing Aug Index 54.6 55.6
Sep 01 Job Openings Jul Mins 7.27 7.18
Sep 02 ADP Employment Change Aug Thsd 38.0 46.0
Sep 02 Cap Goods Orders Nondef Ex Air Jul M/M % Chg. 0.0 0.2
Sep 02 Durable Goods Orders Jul M/M % Chg. 1.1 1.1
Sep 02 Factory Orders Jul M/M % Chg. 0.9 -0.2
Sep 02 Factory Orders Ex Trans Jul M/M % Chg. 0.6 -01
Sep 03 Initial Jobless Claims Aug 29 Thsd 206.0 204.0
Sep 03 Trade Balance Jul Blns -88.60 -71.20
Sep 03 Unit Labor Costs Q2 Q/Q % Chg. 1.2 1.3
Sep 03 S&P Global US Composite PMI Aug Index 56.0 56.0
Sep 03 S&P Global US Services PMI Aug Index 56.5 56.8
Sep 03 ISM Services Aug Index 55.4 541
Sep 04 Average Hourly Earnings Aug M/M % Chg. 0.3 0.2
Sep 04 Change in Nonfarm Payrolls Aug Thsd 162.0 21.0
Sep 04 Unemployment Rate Aug % 4.1 41
Sep 02 Bank of Canada Rate Decision Sep 2 % 2.25 2.25
Sep 03 Int'l Merchandise Trade Jul Blns 0.77 4.20
Sep 04 Net Change in Employment Aug Thsd -41.7 75.1
Sep 04 Unemployment Rate Aug % 6.4 6.4
Sep 04 Ivey Purchasing Managers Index SA Aug Index 64.3 55.1
Aug 31 IN Gross Domestic Product Q2 Y/Y % Chg. 7.8 8.6
Aug 31 CH RatingDog China PMI Mfg Aug Index 51.5 50.9
Sep 01 EZ Consumer Price Index Aug Y/Y % Chg. 3.3 2.9
Sep 01 EZ Core Consumer Price Index Aug Y/Y % Chg. 2.4 2.5
Sep 01 EZ Unemployment Rate Jul % 6.4 6.4
Sep 01 BZ Gross Domestic Product Q2 Y/Y % Chg. 2.0 1.8
Sep 02 IJN S&P Global Japan Composite PMI Aug Index 53.5 53.4
Sep 03 UK S&P Global UK Composite PMI Aug Index 52.5 52.5
Sep 4 EZ Retail Sales Jul Y/Y % Chg. 0.6 1.4

Recent Key Economic Indicators: Aug 31 - Sep 04, 2026

Source: Bloomberg, TD Economics.
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Upcoming Economic Releases and Events: Sep 7 - 11

Release _. . . Data for . Consensus Last
Time Economic Indicator/Event . Units .
Date Period Forecast Period
United States
Sep 08 6:00 NFIB Small Business Optimism Aug Index 99.2 99.8
Sep10 8:30 Initial Jobless Claims Sep 05 Thsd 208.0 206.0
Sep10 8:30 PPl Final Demand Aug M/M % Chg. 0.4 0.0
Sep10 8:30 PPI Ex Food and Energy Aug M/M % Chg. 0.3 0.2
Sep 10 10:00 Existing Home Sales Aug Mins 3.99 4.06
Sep 10 10:00 Wholesale Trade Sales Jul M/M % Chg. - -3.0
Sep1  8:30 Consumer Price Index Aug Y/Y % Chg. 0.4 0.1
Sep11  8:30 Consumer Price Index Aug Y/Y % Chg. 3.4 3.4
Sep10 8:30 International Investment Position 2Q
Sep1  8:30 National Balance Sheet Accounts 2Q
Sep 07 5:00 EZ Gross Domestic Product SA 2Q Y/Y % Chg. 1.0 1.0
Sep 07 5:00 EZ Employment 2Q Y/Y % Chg. - 0.5
Sep 07 19:50 JN Gross Domestic Product Annualized SA 2Q Y/Y % Chg. 1.8 1.1
Sep 08 21:30 CH Consumer Price Index Aug Y/Y % Chg. 0.9 0.5
Sep10 8:15 EZ ECB Main Refinancing Rate Sep 10 % 2.7 2.4
SepM  2:00 UK Gross Domestic ProductQ Jul 3M/3M % Chg. - 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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