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US productivity growth was weak for a second straight quarter

e US continuing claims ticked up

e Revelio suggests moderate payrolls expansion but has a poor track record
e Banxico to stay on hold with Fed spread at the wides

e TheFed and midterms

e Thereal reasons why Trump threatens wildfire tariffs

e German factories are doing rather well

e Swedish inflation slams rates

It must be Thursday before payrolls. Global asset classes are treading carefully ahead of
the world’s biggest single economic indicator with a side order of Canadian jobs to go with
it. Stocks are somewhat mixed with S&P futures flat and a mild loss in Nasdaq futures with
chips on the run. TSX futures are also flat and European cash markets are up a bit after
Asia-Pacific benchmarks saw losses on the Kospi (-4%2%), Nikkei 225 (-0.9%) and Hang
Seng (-1%2%). Sovereign bond yields are moving up by about 2-3bps across US and
Canadian curves but Sweden’s curve was smacked by CPI (see below). Oil is up a few
dimes and currencies are mixed with mostly little movement to the dollar.

WHY TRUMP IS CALLING WARSH SO OFTEN

| found it amusing to see headlines last evening about how Trump has repeatedly called
Chair Warsh since he took the helm at the Fed. Amused, not surprised. Other than the
obvious concern about political meddling, it offers another opportunity to address market
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pricing for a hike in either September or October
which speaks to the reason why Trump appears to be

panicking. Perhaps he should chill. 315
In addition to all of the other arguments that I've 265
offered over time for why | think it would be policy s
error to do as markets believe, note that the Federal
Reserve has never initiated a fresh tightening cycle in 165
September or October in a year with US midterm
elections. Never. It has continued previously started >
tightening cycles, but never started one in the couple 45
of months before the vote (chart 1).

15

So, how bold do you wish to be, Mr. Warsh? To what
lengths do you wish to go in order to make a point of

Chart2

US Challenger Job Cuts
- 000Os of jobs, NSA

L 2023 =——2024

— ) (025

2026

Sources: Scotiabank Economics, Challenger, Gray

your independence? Put another way, how much
criticism do you wish to take for not hiking because of
politics? How hard do you wish to bite the hand that
fed you? Put yet another way, how much harassment
and potentially fresh oversight challenges by

Congress does Warsh wish to invite? Amid plunging 4 [
polls, a rate hike or two right before voters weigh in 5 |

could strongly add to the administration’s
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affordability woes.

THE PRE-NONFARM US DATA GRIND 2r

US Challenger job cuts landed at 33.4k in July. That's -4 |

the lowest reading since mid-2023, although the

figures are not seasonally adjusted. Over recent NNANANAASNCOIIITAG0A8S
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perhaps when companies are dellverlng cuts as part Sources: Scotiabank Economics, BLS.

of window dressing before financial reports and then
wane by summer (chart 2). Layoffs are actually quite
low on a year-to-date basis (chart 3).

US productivity growth put in another weak quarter but °e
not as weak as expected. The Q2 figures grew by 1.4% 200
q/q (consensus 0.6%, Scotia 0.8%) and Q1was revised 400
up a half point to 0.8% g/g. Labour productivity only 200
grew by 0.3% in Q1 and before that 1.6% in Q4 which
followed two outsized quarterly gains in Q2 and Q3 last 200
year. If there is a productivity miracle unfolding in the 100
US, thenit’s a rather erratically behaving one (chart 4). o
Unit labour costs accelerated by 1.3% g/q and were

revised down by a half point to 1.3% in Q1. -100
US weekly jobless claims were also refreshed. Initial -200

applications to continue to hover around 200k/week.
Continuing claims may be more interesting in that
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German Factories Performance
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Factory
orders

they’ve been falling again of late and are correlated with the US unemployment rate (chart 5) but ticked up this morning.

Also note that Revelio’s nonfarm payrolls reading was up by 79,200 in July as reported this morning. It has a poor track record at predicting

nonfarm pre-revisions (chart 6).
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GERMAN FACTORIES ARE DOING WELL Chart8

Comparing Sweden Underlying CPI

. . ; . . Ex. Energy for All Months of July
trending higher (chart 7) and another gain of 3.1% m/m SA was recorded in June. Some of that gain 0.6 - m/m % change, NSA

was because the prior month’s rise was revised lower (0.3% instead of 1.9%). Orders for capital
goods were up 11.8% m/m with orders for consumer goods up 12.7% mostly through smaller-ticket
nondurable goods (19.2% m/m) but bigger ticket durable goods orders were also up 3.8%. By
sector, orders were sharply up for computers and electronics (11.8% m/m), higher for autos (3.8%) 0.0
and the engineering category (12.7%) while orders for chemicals remain on a downward trend. Who g,
is ordering all of this stuff? Domestic buyers, as domestic factory orders were up 7.8% m/m in June

German factories have been doing pretty well over the past year. Factory orders have been

0.2

with foreign orders flat (0.2%) and domestic firms dominated orders for capital goods and

consumer goods. 06
-08 t
SWEDISH INFLATION HITS BONDS Eggggéggggggg zg§§;g§§§§§§§§§§§§8
Somewhat firmer than expected Swedish inflation readings for July drove the krona to outperform <
most other major currencies this morning while sending Swedish government bond yields sharply ~ S°urces: Scotiabank Economics,Statistics Sweden.
higher by 4-7bps across the curve in bull flattener fashion. Key is that underlying inflation ex- Chart9
energy jumped by 0.4% m/m, or four times faster than consensus albeit that consensus had very Banxico & Fed Policy Rate Spread
few entries. Chart 8 shows how strong the seasonally unadjusted gain was in comparison to like 700 Banxico o/n rate and Fed Funds rate spread,

in bps

months of July in history. Markets raised hike pricing by about 5bps to 34bps by December with low 83 |
change at a hike on August 20™, half a chance in September, most of a chance in November and 600 ¢

over a full quarter point by December. 550

s00
BANXICO TO STAY ON HOLD |
Mexico’s central bank is unanimously expected to stay on hold this afternoon at an overnight rate of 400 |
6.5% (3pmET). Banxico last cut at the May meeting and held in June. The policy rate spread relative 350 |

to the Fed is at the historic wides which would make further easing dicey for the peso especially if 300 }

the Fed were to actually tighten policy (chart 9). Banxico was clear when it last cut in May that it 250

would “conclude the cycle that began in March 2024.” 200 — —
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CANADA TREADS WATER BEFORE JOBS Sources: Scotiabank Economics, Bloomberg.
Canada should be quiet today ahead of tomorrow’s Labour Force Survey for July. Only S&P’s PMIs for July are on tap (9:30amET) and they
don’t have a material following in Canada.

THE RATIONALE BEHIND IRRATIONAL WILDFIRE TARIFFS

What are the real reasons behind why Trump threatens wildfire tariffs against Canada? | mean, when something is so blindingly irrational as
to defy any clear-headed justification, one has to consider other motives. It’s not like tariffs will blow the smoke away or stop forest fires. It's
not like they’ll fund a wall or a whole line-up of big fans at the border to keep the smoke out. It’s not like wildfires are unique to Canada as
forests are ablaze in the US and Europe. Memo to Washington — it’s bloody hot! It’s not like a country as vast as Canada can avoid them. A
more constructive approach would be nice after Canada sent water bombers and crews to help with California’s blazes and cross-border
sharing of fire fighting resources has long existed. So what gives? Here are my theories:

o Like all other tariffs that the Trump administration proposes, the aim is to hike taxes on Americans in clandestine fashion using
whatever excuse is needed to do so howsoever silly and to always make it sound like you're doing so to punish someone else. A
preponderance of studies by global groups show that tariffs ultimately get paid by American consumers and American businesses. Why
do this? Because Washington'’s deficit stands at 5.7% of GDP and the Trump administration has chosen to run pro-cyclical fiscal policy
that has kept the deficit high for years without seizing the opportunity to rein it in. There is something much less magical about US
economic performance than often understood as chips and data center subsidies alongside procyclical fiscal policy have artificially
buoyed growth and contributed to inflation. In order to fund tax cuts in the ‘Big Beautiful Bill,’ the Trump administration has opted for
tariff revenues wherever it can get them which greatly pleases Treasury Secretary Bessent who is overseeing this mess with apparently
little concern. That includes falsely labelling Canadians as mules and human traffickers. It includes bogus forced labour tariffs. You raise
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tariffs through whatever abuse of past pieces of legislation you can get away with until the
courts and polls push back because directly raising taxes on Americans would be political

August 6, 2026

suicide and yet the US has gone further. It’s raising taxes on lower- and middle-income

Americans through tariffs in order to fund tax cuts for companies and upper-income

Americans in highly regressive fashion. In short, it’s a fiscal policy shell game that polls

indicate many Americans are onto as they pay more and more for everything.

e Blame Canada is a recurring theme in Washington any time a reason crops up to deflect

criticism. The Trump administration makes no excuses for being climate science deniers,

rejecting evidence of global warming and the root causes. The US is #2 on the list of the

world'’s biggest greenhouse gas emitting nations right behind China (chart 10) and the Trump

administration’s policies are maligned against cleaner energy and likely to further contribute

to GHG emissions. There are many adjustments that can be made—like climate and

population etc—but global warming is driven in part by aggregate GHG emissions sans

adjustments. So, when the consequences whiff into Washington'’s air, you blame Canada

instead of fixing your own house.

Chart10
CO2 Emissions by Country
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Sources: Scotiabank Economics, Worldometer.

Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last ~1-day I1WK T Last 1-day IWK | [ast 1-day JI-WK | Last 1-day J-Wk
u.s. 4.21 418 425 | 435 433 439 | 464 461 467 | 520 517 5.22 |Canada-BoC 2.25
CANADA 290 2588 290 | 3.21 317 319 | 360 356 3.59 | 4.01 397 4.00
GERMANY 274 273 276 | 285 284 289 | 312 3.1 316 | 3.63 3.62 3.66 |US-Fed 3.75
JAPAN 157 158 149 | 204 207 203 | 279 283 281 3.94 399 4.00
U.K. 426 424 433 | 445 443 453 | 491 489 498 | 566 564 572 |England - BoE 3.75
Spreads vs. U.S. (bps):
CANADA -131 131 134 ] -115 -116 -120 | -105 -106 -108 | -119 -120  -122 |Euro zone - ECB 2.40
GERMANY -147 145 148 | 150 -148 -150 | -153 -150 -152 | -157 -154  -156
JAPAN -263 -260 -276 | -231 -226 -236 | -186 -179 -186 | -126  -118 -122 |Japan - BoJ 1.00
U.K. 6 6 9 10 10 14 27 28 31 46 47 50
w Level % change: Mexico - Banxico 6.50
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 36146 344.8 1.0 1.1 27 29.5 Australia - RBA 4.35
Dow 30 54349 263.2 0.5 5.3 24 23.0
S&P 500 7724 -13.0 -0.2 5.6 25 21.7 New Zealand - RBNZ 2.50
Nasdaq 26363 -221.6 -0.8 7.9 0.9 245
DAX 26170 434 0.2 22 1.4 9.4 Next Meeting Date
FTSE 10895 6.2 0.1 -0.0 23 18.9
Nikkei 65683 -617.2 -0.9 6.2 -3.8 60.0 Canada - BoC Sep 02, 2026
Hang Seng 25530 -385.5 -1.5 -1.3 8.1 25
CAC 8725 55.8 0.6 2.8 29 14.3 US - Fed Sep 16, 2026
Commodities Level % change:
WTI Crude 76.22 1.00 1.3 -8.8 11.2 18.4 England - BoE Sep 17, 2026
Natural Gas 2.66 -0.03 -1.0 -3.6 -18.0 -13.6
Gold 4267.96 21.14 0.5 4.0 25 26.7 Euro zone - ECB Sep 10, 2026
Silver 61.71 -0.34 -0.5 4.6 -0.5 63.1
CRB Index 374.49 1.05 0.3 -2.9 34 27.8 Japan - BoJ Sep 18, 2026
Currencies Level % change:
USDCAD 1.4000 -0.0012 -0.1 -0.1 -1.4 1.9 Mexico - Banxico Aug 06, 2026
EURUSD 1.1545 -0.0008 -0.1 0.1 0.9 -1.0
USDJPY 157.89 0.1400 0.1 -1.0 -2.6 71 Australia - RBA Aug 11, 2026
AUDUSD 0.7042 -0.0016 -0.2 0.2 1.3 8.3
GBPUSD 1.3469 0.0001 0.0 0.0 0.6 0.8 New Zealand - RBNZ Sep 01, 2026
USDCHF 0.8095 0.0024 0.3 0.5 0.5 0.4
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject
to change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as
to their accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct or consequential loss arising from
any use of this report or its contents.
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