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US Nonfarm Payroll
Scenarios for July
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Country Date Time Indicator Period BNS Consensus Latest
us 08-05 07:00 MBA Mortgage Applications (w/w) Jul 31 - - -6.4
us 08-05 08:15 ADP Employment Report (000s m/m) Jul 65 65.0 98.0
us 08-05 10:00 ISM Non-Manufacturing Composite Jul 54.5 54.5 54.0
us 08-05 16:05 Fed's Cook Speaks on Economic Outlook
us 08-05 20:35 Fed's Daly Delivers Keynote Remarks
KEY POINTS:

e  Are markets are being reeled in by the same false dawn

e Canadian and US jobs previews — 50-50!

e  ADP private payrolls disappointed and remain unreliable
e USISM-services, Fed-speak on tap

e NZ’s higher unemployment rate drives bond rally, weaker NZ$
e China’s private PMiIs cratered

e RBlholds

e BCB expected to cut

e Real wage growth will bolster BoJ hiking bias

e Turmoil at Bl got a helping hand from a small GDP beat

e Canadian auto sales rise to a five-month high

Is it peace, just another false dawn, or merely more market manipulation by the White
House? You pick or go with a combo. Yesterday’s plunge in oil prices bought the well
orchestrated headlines and media messaging from administration officials about a plan to
reopen the Strait of Hormuz and did so hook, line and sinker. As if markets never heard such
false promises before. They can’t even be imaginative in offering up the same 60-day
reopening that we've heard before and that has collapsed multiple times. Markets are a
touch more cautious this morning with a small gain in oil prices. I'm still of the view that Iran
has no interest in peace in a managed irresolution sense, while the US still has sketchy goals
and no real strategy or clear way out of a bungled military adventure with Trump’s erratic
ways feeling the way toward midterms amid collapsing support in the polls. Nevertheless,
the prospect of an agreement is driving some of the cautious optimism in markets.

Global sovereign bond markets are mostly treading water. Stocks are somewhat mixed
with S&P futures up by 2% alongside a smaller gain in Nasdaq futures while European
cash markets are averaging small gains. Asia-Pacific exchanges moved higher overnight in
lagging fashion to yesterday’s gains by US stocks. Currencies are mostly gaining to the
USD with the lone exception among the majors being the NZ$ (see below).

What follows are previews for a pair of 50k gains in N.A. jobs before getting into other
developments.

NONFARM PREVIEW

My estimate for Friday’s nonfarm payrolls report is a mild gain of 50k and an uptick in the
unemployment rate to 4.3%. Consensus is divided between an unchanged UR and an
uptick. The consensus range for payrolls runs from +40k to +157k. I’'m surprised there are
no negatives in the sample.

Why go relatively low? First, the disclaimer. Nonfarm is a wonky report with its own
methodological quirks like birth-death model adjustments, sampling issues, questionable
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seasonal adjustments etc. Nonfarm’s 90% Chart 2

confidence band around estimated monthly Comparing US Payroll NSA for All
changes is a massive +/- 122,000. Markets pay too Months of July
much attention to modest misses relative to various 1000 rm/m change in 000s, NSA
estimates within such noise bands and given what is 500

usually high revision risk.

So why 50k? Chart 1 shows reasonable scenarios °

using different seasonal adjustment factors and -500

different seasonally unadjusted changes in 1000 |

employment. July is normally a down-month for the

seasonally unadjusted change in payrolls (chart2) 100 |

and the seasonal adjusted factor compensates for 5504 L

this by being higher than 1.0 (chart 3). A matrix of 48 Soooooooooo00080005888888
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scenario outcomes under different NSA changes
and SA factors generates gains 40% of the time and ~ Sources: Scotiabank Economics, BLS.

declines 60% of the time. If the SA factor is similar to last year and the NSA change is also similar
or worse, then the most common outcome is a drop in SA payrolls with less common scenarios
around modest gains.

There is more to the call in terms of other arguments. Here is a breakdown of some of the
arguments for a weak versus stronger report.

Weaker:

e Consumers signalled little availability of jobs in July. The consumer confidence jobs plentiful
reading fell to 24.6 from 25.5 which is the lowest reading since early 2021.

e JOLTS job vacancies fell in June which is what drove yesterday’s rally in Treasuries. The
declines over the past couple of months reverse some of the prior momentum.

e ADP disappointed at +44k in July but is a poor guide to nonfarm payrolls.

e The ESSER cliff effect: education sector jobs will likely fall over coming months including the
possibility we begin to see the effects as soon as this month. This is the first year in which
nationwide districts will have to deal with expiring Elementary and Secondary School
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Emergency Relief (ESSER Ill) that had provided US$122 billion to K-12 schools. Reports of widespread layoffs in the education sector

across many states indicate reduced jobs which could show up as soon as now after the end of the school year, or in reduced higher in

August and September on the path to a new school year.

e immigration policy remains a restraint on hiring. ICE detentions picking up and are driving more workers away from the labour force

(chart 4). June hit the highest for a single month in 7 years. Absent official statistics, groups that attempt to track the figures point to

ICE arresting more people in July than any other single month during Trump 2.0. The direct effect on labour force reductions combined

with the indirect effect of driving people into hiding is a restraint on jobs.

e momentum: the prior month showed poor breadth with the only notable upside drivers of nonfarm payrolls being education/health

+69k of which health was 47k, and temp help accounting for about one-third of the 36k gain in prof/business services.

e On asector basis, I've gone with steady hiring in the health sector around +50k, a modest rebound in the leisure and hospitality sector

that plunged -60k in June, and a more modest gain in professional and business services this month than in June. Little change is

expected in most other categories.

Stronger:

e weather was a mild drag in June and big drag in May according to San Fran Fed'’s estimates. Rebound in July??
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e  S&P PMIs returned to marginal hiring in July after two months of declines that did not align  Chart5

with nonfarm but they don’t track payrolls well. US WARN Notices
50  in00O0s, NSA
e tech layoffs in July fell over June. Recent tech layoffs have been mostly attributed to Al. 45
Layoff guidance is not particularly impactful according to WARN (chart 5). 20
e continuing claims fell between reference periods %
30
Uncertain: 25
e  The birth-death model was likely stable around a +250k m/m NSA addition which barring a 20
surprise probably wouldn’t swing the estimate (chart 6). "
10
e therecent pattern points to large negative revisions. They could be particularly large this 5
time given June’s low survey sampling rate (chart 7). 0 T T T T
22 23 24 25 26
e  Government hiring is likely to be a small effect. ——— WARN Notices

. . Sources: Scotiabank Economics, Fed. Cleveland.
e We're also missing a few other readings that

. . Chart 6 Chart7
we’ll get today and tomorrow including ISM- 2 2
services-employment, Challenger layoffs, and US Birth-Death Model Adjustments How the BLS Collects & Publishes
o . For the Month of July Nonfarm Payrolls

maybe Revelio’s nonfarm proxy. ISM and Revelio 350 ¢ personsin 000s, NSA 100 l_collectio_n rate, % N _

have poor track records as a guide to payrolls. 300 b % W st Preliminary  m2nd Preliminary  mFinal
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Friday's Labour Force Survey for the month of July. 100 |} .
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degree of statistical noise. The 95% confidence band
around monthly estimates of the change in jobs is +/-57k. Canadian consensus is usually a Chart 8
combination of boring risk avoiders but we are talking about a volatile survey with high scope for Canada LFS Jobs
. Scenarios for July
surprises. 300 r m/min 000s, SA
So why go high? It’s a bit of a technical argument. Chart 8 shows the range of possible outcomes 250 | SAfactors
for the change in employment during July using reasonable scenarios for the seasonal 200 L '::gf' A fa(czt;;SOZ1»25)
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adjustment factor and the seasonally unadjusted change in employment. July is often a down 150
month for seasonally unadjusted jobs (chart 9) but the seasonal adjustment factor has been

. . - 100
floating around the highest on record over recent months of July when comparing like months
over time (chart 10). In a matrix of 40 possible outcomes under different scenarios for the 50
seasonally unadjusted change in jobs and the SA factor, jobs fall in only nine of them, rise in the 0
remaining three-quarters of estimates, and often by a lot. In fact, many of the scenarios generate
far higher gains in employment than my estimate. Even if this July’s seasonally unadjusted 100
change is a large -200k which would be similar to last year’s, and the SA factor is the same as last 240 130 -80 30 20 70
July’s, seasonally adjusted jobs would rise by 30k. Any combination of a continued upward drift m/min 000s, NSA

. . X . . . Sources: Scotiabank Economics, Statistics Canada.
in the SA factor that is derived with a strong recency bias and a smaller seasonally unadjusted

drop could generate an explosive gain.

As for more fundamental drivers, the economy was ripping in Q2 and has considerable momentum into Q3. An Okun'’s ‘law’ approach that
correlates GDP and employment growth would suggest continued gains in employment. There is also a persistent bias in the sampling
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methods of the LFS because of the rotating panel of Chart9

households that are polled which use a six-month
rolling sample that only deletes the first month to
add the latest one each time. It’s unlikely that we’ll
see any material World Cup effect but it could be a
small negative given that the last game played in
Canada was on July 7" and hence just before the
reference week for the report. That might restrain
the prior month’s gain in categories reflecting
activity at hotels and leisure related spending, but
much of that was probably driven by a burst of pent

-up activity following weather and sickness

constraints over much of the earlier parts of the

year.

NZ$ AND KIWI YIELDS DIP ON HIGHER UR

A jump in New Zealand’s unemployment rate during
Q2 (chart 11) drove the NZ$ to be the weakest
performing currency pair to the USD and pushed
short-term kiwi bond yields down by about 9bps. It
wasn’t all bad mind you, as jobs grew by 0.5% q/gq— 6.
five times consensus. The higher labour force
participation rate (70.7%, 70.4% prior) reflected
greater entry into the job market. Further, wages ex- >

overtime were up by 0.7% q/q seasonally

unadjusted which is the fastest in two years but
when seasonally adjusted is running around a long-
run average (chart 12). Frankly, | think markets
overreacted to the UR and went too far ignoring the
rest. Still, meeting pricing still positions expectations
for a 25bps hike at the RBNZ’s September 2"

meeting followed by another by year-end on
inflation concerns.

REAL WAGES SUPPORT BOJ TIGHTENING

BoJ Governor Ueda got a bit of a helping hand from
the latest readings on real wages, although the yen
couldn’t have cared less. Inflation-adjusted wage
growth continued to creep higher in June (1.6% y/y)
with positive revisions. Real wage growth has been
trending around the quickest pace since 2021 and
excluding the pandemic’s wild distortions it is
around the top end of the range set dating back
about thirty years (chart 13). Union wage growth
during annual Shunto negotiations has been hot for
several years and directly affects just under one-
fifth of workers (chart 14). Markets have almost two
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Chart 14
Japan's Spring Wage Negotiations
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-thirds of a 25bps hike priced by the September 18" meeting and a full hike priced by October 30™.
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CHINA'’S PRIVATE PMIS TANKED Chart 15
China's Private PMIs

China’s private purchasing managers’ indices for July cratered. The composite PMI fell by almost
9 r % balanceindex, SA

three full points to 50.8. We already knew about the small drop in the manufacturing PMI from

two days ago (50.9, 51.7 prior) but the services PMI that was updated overnight fell by 3.7 points
to 50.4 (chart 15). Overall, these readings that are skewed toward smaller, non-SOE firms

signalled a sudden deceleration of growth in China’s economy. 55

Manufacturing

Composite

Services

GDP BEAT SUPPORTED THE RUPIAH TO BI'S DELIGHT 53

Bank Indonesia got some long-awaited help defending against currency weakness this time in the
form of better performance by the economy. GDP grew by 3.7% q/q SAAR (3.6% consensus) after !

contracting in Q1and largely stalling out in Q4. The small beat was enough to drive the rupiah to 49

a gain in the overnight session. Recall that among the reasons for tighter monetary policy over

recent meetings has been currency weakening and associated financial stability considerations. 47 T T
24 25 26

Sources: Scotiabank Economics, S&P, RatingDog.

The bigger challenge may be addressing market concerns about political independence of the
central bank after Governor Perry Warjiyo’s surprise resignation under pressure from President
Subianto.

RBI HOLDS AS PRICE PRESSURES MOUNT

India’s central bank held its repurchase rate unchanged at 5.25% as widely expected. The unanimous vote by the bank’s policy committee
was accompanied by a neutral stance signalling little appetite to alter policy directions in the nearer term. With inflation on the rise at 4.4%
yly from nothing late last year, any further increases alongside rising breadth of price pressures could that continues to push inflation
toward the top end of the 2-6% target range would likely trigger policy tightening by year-end.

BRAZIL’S CENTRAL BANK EXPECTED TO CUT

We'll also hear from Brazil’s central bank later today (5:30pmET). Consensus unanimously expects a 25bps cut in the Selic rate to 14%. BCB
has been easing since March at a 25bps per meeting pace. Statement guidance on future moves is likely to be similar to the mess offered up
in the previous June statement.

US ISM-SERVICES, ADP AND FED-SPEAK

On tap into the N.A. session is a blend of US data and Fed-speak. ADP’s private payrolls reading for July disappointed by coming in at +44k
relative to expectations for a reading around 65k which was based on the four-week moving average of their weekly measure at a monthly
pace. ADP often sneaks in large revisions to the implied weekly path when they issue the monthly update and it’s possible ADP tanked in the
reference period. It also matters little because ADP remains a poor guide to Friday’s private nonfarm payrolls report.

US ISM-services for July (10amET) holds out greater potential for sparking market gyrations as ~ Chart16

they pass the time waiting for nonfarm. A small rise is expected alongside still rapid price Canadian Vehicle Sales

pressures and solid growth in new orders but the employment subindex is usually a poor guide ;5 _ in millions, SAAR

to nonfarm payrolls. 20 H
18 H
Fed officials continue to weigh in with views on the economy and monetary policy. Philly Fed 16 H

President Paulson sounded highly circumspect yesterday when saying she has an open mindon 14 H
policy directions and views current policy as mildly restrictive. KC Fed President Schmid weighed -2

in last evening by advocating tighter policy and saying policy isn’t restrictive. We'll hear from ;‘Z
Governor Cook after the close (4:05pmET) and she has sounded relatively hawkish in recent 0:6 1
remarks, and then San Fran’s Daly (8:35pmET). 04 H
02 H
CANADIAN AUTO SALES JUMPED oo LAANNRNDUUNAURUNANN
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higher in July. Desrosier’s measure showed that sales hit the highest level since February (chart  soyrces: Scotiabank Economics, DesRosiers

There is nothing on tap in Canada today but we learned late yesterday that auto sales jumped

16). First, this conforms with expectations that some pent-up demand would be released after a  Automotive Consultants Inc.
lousy winter and early Spring. Second, it’s a good indication of momentum at least for this part of consumer spending into Q3.
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Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day WK | last 1-day I1WK | last 1-day IWK | [ast I1-day I-WK
u.s. 420 419 427 | 433 433 441 | 461 461 468 | 516 518 5.20 |Canada-BoC 225
CANADA 283 283 286 | 317 316 320 | 355 355 360 | 396 395 4.00
GERMANY 273 272 282 | 284 283 2921 311 311 316 | 362 363 3.63 |US-Fed 3.75
JAPAN 158 158 149 | 207 209 200 | 283 286 277 | 399 4.01 3.9
U.K. 425 424 445 | 443 444 461 | 489 490 504 | 563 565 5.73 |England - BoE 3.75
Spreads vs. U.S. (bps):
CANADA 137 137 -142 ] -116  -116  -121 | -106 -107 -108 | -120 -122  -121 |Euro zone - ECB 2.40
GERMANY -147  -148 146 | 149 149 -149 | 150 -151  -152 | -154  -154  -157
JAPAN -262 -262 -279 -226 -224 -241 -178 -175 -191 -118 -117 -124 |Japan - BoJ 1.00
U.K. 4 4 17 10 11 20 28 28 36 47 47 53
m LCevel % change: Mexico - Banxico 6.50
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 35802 575.4 1.6 0.7 1.5 29.9 Australia - RBA 4.35
Dow 30 54086 907.5 1.7 25 22 22.6
S&P 500 7737 136.0 1.8 4.1 34 228 New Zealand - RBNZ 2.50
Nasdaq 26585 671.1 2.6 6.9 29 271
DAX 26248 46.1 0.2 3.1 1.8 10.1 Next Meeting Date
FTSE 10908 29.0 0.3 -0.0 21 19.3
Nikkei 66300 2342.9 3.7 7.9 -4.9 62.5 Canada - BoC Sep 02, 2026
Hang Seng 25916 62.9 0.2 0.4 11.0 4.1
CAC 8669 22 0.0 3.1 1.9 13.7 US - Fed Sep 16, 2026
Commodities Level % change:
WTI Crude 75.99 0.22 0.3 -10.0 10.6 16.6 England - BoE Sep 17, 2026
Natural Gas 2.68 0.00 0.1 -1.5 -16.0 -10.8
Gold 4205.38 127.39 3.1 34 1.0 244 Euro zone - ECB Sep 10, 2026
Silver 62.26 2.71 45 7.8 0.3 64.6
CRB Index 373.44 -6.51 -1.7 -1.5 58 27.3 Japan - BoJ Sep 18, 2026
m Level % change:
USDCAD 1.4047 -0.0015 -0.1 0.0 -1.1 2.0 Mexico - Banxico Aug 06, 2026
EURUSD 1.1554 0.0023 0.2 0.8 1.0 -0.2
USDJPY 157.51 -0.2400 -0.2 -3.6 -2.8 6.7 Australia - RBA Aug 11, 2026
AUDUSD 0.7051 0.0005 0.1 1.4 1.4 8.9
GBPUSD 1.3482 0.0030 0.2 0.8 0.7 14 New Zealand - RBNZ Sep 01, 2026
USDCHF 0.8088 -0.0003 -0.0 -0.6 0.5 0.1
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