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• This week’s data all flashed signs of an economy slowly gearing down. 

• Both ISM indicators signaled contraction, while revisions to prior month’s payrolls gains and an uptick in the 
unemployment rate show the labor market continues to cool.

• All eyes will now be focused on next week’s Consumer Price Index report to see just how much this apparent 
slowdown is translating to the Fed’s goal.
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Despite the holiday, it was a data heavy week for the U.S., 
and all signs pointed to an economy that is slowly gear-
ing down. The rally in U.S. Treasuries picked up steam as 
softer-than-expected survey data showed some cracks 
forming in the services sector and carried that momen-
tum into Friday as the labor market continued to show 
signs of cooling. Taken together, the indicators signal 
that the economy might be cooling off enough to justify 
policy easing. 

The ISM indicators have been wrong-footed several times 
by economic growth since the pandemic, most notably 
in late 2023 when real GDP growth jump to nearly 5% an-
nualized without a discernible firming in the composite 
index. While that one quarter was an outlier, the trend in 
the data has been one of gradually decelerating growth 
(Chart 1). With June’s readings from the widely tracked 
indicator, the composite index now registered 50.5 in the 
second quarter, just above the 50 reading that signals 
growth. Now, this isn’t to say the economy will stall out, 
but rather that growth is trending lower, in line with the 
Fed’s goal of generating additional slack and cooling 
price pressures. 

Friday’s Household and Payrolls figures reinforced the 
message that things are slowing down. Job gains in the 
two months to June were revised lower by roughly 100k 
positions, while the month’s reading fell roughly in line 
with what consensus was expecting. This wasn’t a bad 
report by any stretch, but it’s not the kind of gangbusters 
growth that drove the Fed to implement highly restric-
tive monetary policy. Looking under the hood can high-
light this. Jobs gains were concentrated in construction, 
healthcare and social assistance, and local and state 

governments which, together, accounted for roughly 
85% of the new positions in June. Moreover, they’ve been 
the real workhorse behind most of the job growth over 
the past year – being responsible for roughly 70% of the 
monthly job gains over this period (Chart 2) – larger than 
their usual contribution . 

The unemployment rate also ticked up for the month 
(now up to 4.1%), but this wasn’t all bad news. The major 
driver here was that the number of people re-entering 
the labor market, or joining for the first time, drove much 
of the rise. What will matter going forward is whether 
the economy will have strong enough demand to ab-
sorb these new entrants – the slowing pace of new job 
creation suggests that it won’t be quite as easy to find 
work as last year. 

So, with cracks clearly forming, the question for the Fed 
is when will decision makers have seen enough. The 
Minutes from June’s meeting put an emphasis on devel-
opments in the labor market and, to that end, today’s 
release was a step in the right direction. With private 
sector firms noting a clear slowdown in activity and new 
entrants into the labor market adding to labor supply, 
this should continue to work in the Fed’s favor, taking the 
edge off inflationary pressures. However, policymakers 
are likely to remain wary. The big story of 2023 and 2024 
has been one of an economy that has consistently sur-
prised with its remarkable resilience. To that end, all eyes 
are now focused on Fed Chair Powell’s testimony to Con-
gress next Wednesday and Thursday’s release of June’s 
Consumer Price Index report to see just how much this 
apparent slowdown is translating to the Fed’s goal. 
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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.


