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The Economic Mood in the U.S. Continues to Brighten

% Scott Anderson
. Chief U.S. Economist
scotta.anderson@bmo.com

The worst fears over the shock to the labor market and inflation from tariffs have

not yet materialized. This is helping to support a rebound in consumer and business
sentiment from the lows seen in April and May, despite sizable fresh new tariff threats
against many of America’s biggest trading partners effective August 1. Economic

surprises, while still net negative, have turned a corner over the last couple of
weeks and appear to be leveling off (Chart 7). Compared to a month ago, we have
seen improvement in the direction of travel from consumer and business surveys,
retail sales, initial and continuing jobless claims, industrial production, and housing

(Chart 2).
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Chart 2
Improvement in the Direction of Travel

United States — July 18, 2025 (std. dev. from normal)
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The manufacturing rebound was one of the biggest
highlights of the week in my opinion. The Empire
State manufacturing index jumped to a positive 5.5 in
July, its first positive reading since February. The Philly
Fed index made a similar leap to 15.9 in July, its first
positive reading since March and highest level since
February (Chart 3). These upbeat early reports on regional
manufacturing activity foreshadow another month of
improvement in the national ISM Manufacturing PMI
closer to the breakeven level of 50 from a contractionary
49 in June.

June industrial production beat consensus expectations
too, increasing at a 4.0% annualized pace, racking

up solid monthly gains in primary metals, petroleum
products, furniture, machinery, and apparel
manufacturing last month (Chart 4). U.S. manufacturing
production has been on a general upswing since last
December, after two consecutive years of general
contraction. The turn to U.S. protectionism and sharp
increase in tariff rates on nearly all major trading
partners may be having some of its intended effect
of shifting more manufacturing production to the states
from abroad. It’s still too early to know for sure. The
move to cut a percentage point from the Fed funds
target rate last year, the weaker U.S. dollar, and two
years of languishing production are also likely important
contributors to the manufacturing recovery. Industrial
production is on track to increase about 1.6% Q4/
Q4 this year, the best performance since 2022. This
week'’s data increase the upside risks to our call.

Some economists quickly penciled in a recession this
year after the April 2nd tariff announcement, but we have
never been in the recession camp and so far that has
been the right call. Economic and financial conditions
are looking better today than they have in months,
but downside growth risks continue to fester in the
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Chart 3 second half of the year. We will likely see more tariff
Strong PMI Readings for July uncertainty and shocks in just a couple of weeks. The
United States  (diffusion index : % balance : 5.2) Supreme Court has just greenlighted the President’s plans

Philly Fed Business Outlook Survey for significant federal government layoffs, and of course
mass deportations loom.
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Inspecting Prices for Tariff-prints

Michael Gregory, CFA June’s consumer, producer and import price indices were released this week. We
b ey gcgge;igggg‘;tm combed the statistics for signs of tariffs. The ‘collected’ average tariff rate was 9.7% in
the month and rising, well above last year’s 2.4%.

The CPI for goods increased 0.3% in June or at a -0.4% annualized pace since January
(tariffs started increasing in February). Food at home rose 0.3% and 1.4% annualized,
with energy commaodities up 1.0% but still down 19.1% annualized. Core goods prices
increased 0.2% or just 0.8% annualized, as tariff pressures haven’t bubbled to the
surface yet.

But they're there, scattered below the surface. For example, among the price
categories with high import content, window and floor coverings along with other
linens were up 4.2% in June alone. This was the largest monthly move in 27 years of
data, which was also the extreme registered by appliances (up 1.9%) and (non-TV)
video equipment (up 4.5%). Toys were up 1.8% in June after 1.3% in May, recording the
second-largest two-month jump in 48 years of data. But these and other less extreme
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tariff influenced price hikes were still not widespread enough, or collectively not large
enough, to counter the sea of calmer prices elsewhere.

At the factory gate, finished core consumer goods prices were up 0.2% in June

and 3.3% annualized since January. The latter is just a little elevated. Further up the
production pipeline, for all goods, the impact of higher priced imported inputs is more
noticeable. Materials for manufacturing are up 6.1% annualized over the past five
months and 17.6% for durable goods. But these pressures have yet to make their
way downstream. But at the border, imported consumer goods prices (not including
automotive items) were up a large 0.5% in June (seasonally adjusted), the second-
largest leap in the past 11 years. To what extent will retail prices be influenced?

The impact of U.S. tariffs on U.S. consumer prices is likely being delayed or muted

by several factors. Domestic importers and foreign exporters could be absorbing the
tariffs via narrower profit margins. The duties have evolved in an erratic fashion and
are still (barely) in single digits overall. Firms could be temporarily taking the hit until
the tariff landscape becomes more stable and the average rate itself becomes more
onerous (the recent tariff ‘letters’ are pointing to above 20%). Meanwhile, this strategy
is turning out to be more painful for foreign firms given the depreciation of the U.S.
dollar (the narrower margins are being translated into even fewer local currency units).

Imports rocketed to a record high in March, capping a stockpiling frenzy to front-

run tariffs that saw real imports grow more than 80% since the election. It was going
to take some time to deplete these stockpiles, permitting pre-tariff selling prices

to persist. Finally, some multinational consumer product companies are using the
occasion of U.S. tariffs to lift their global prices. As such, U.S. prices don’t have to rise
to reflect the full impact of tariffs because narrower U.S. profit margins can be offset by
wider non-U.S. margins. And raising prices globally also provides some political cover
for lifting U.S. prices.

It's uncertain how long these delaying and muting forces can last, particularly amid
a rising (collected) average tariff rate. It might still be only a matter of time before
consumer prices succumb.

Consumers: What Trade War?

ww Sal Guatieri
) Senior Economist
sal.guatieri@bmo.com

Someone forgot to tell American shoppers there’s a trade war going on. After earlier
front-running to beat tariffs, retail sales were widely expected to nearly stall in June.
Instead, they jumped 0.6% on broad-based strength. The measure that feeds into
estimates of personal spending rose nearly as much and is up 5.0% in the first half of
the year compared to the same period last year. And, if you think the increase was
inflated by tariffs, note that core consumer goods prices have barely risen this year.

While overall consumer spending (including services) has cooled a little, it remains
healthy—up 2.7% in the five months to May from the same time a year ago. Demand
for durable goods is 5.4% higher, led by new automobiles, which partly reflects buyers
racing ahead of tariffs. Spending on services (the sector least affected by tariffs) is up
2.2%, weighed down by recreation services (amid soggy consumer confidence) and
accommodations (amid fewer foreign tourists). Overall, consumer spending likely
picked up moderately to a 1.6% annualized rate in Q2—about a percentage point

July 18, 2025 | Page 4 of 10



slower than the quarter-century average, but likely good enough to push real GDP
forward at a similar pace following the previous slight contraction.

Apart from tariff front-running, several other factors are helping households. Despite
less hiring, unemployment remains low. Outside the federal government and tech
sector, layoffs have been limited, keeping wages flowing. As a result, personal income
is up a healthy 4.5% in the past year to May. Real income growth is solid at 2.1%,
aided by some moderation in inflation amid limited tariff pass-through. Meanwhile,
the rollicking equity market is juicing wealth. And, don’t forget that even though
policy rates are moderately restrictive, household debt service costs have plateaued at
around 11% of disposable income, which is slightly below the five-year pre-pandemic
norm.

Considering that some demand was pulled forward and that the trade war will likely
lift inflation and unemployment moderately, consumer spending is expected to slow
somewhat in the second half of the year. But this should mark the low point in the
cycle, paving the way for an upturn in 2026 as the Fed resumes easing and trade
tensions settle down.
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Summer Intern
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Indications of stronger growth and a move toward price stability are good news for the economy.

Good News

| BadNews |

United States

= Consumers remain resilient

= Still no major signs of tariff
pass-through

= Fed likely to remain on the

sidelines in July

= Pres. Trump plans to place
10% or 15% tariffs on “well
over 150 countries”

Retail Sales +0.6% (June)

Industrial Production +0.3% (June)—and
Capacity Utilization +0.1 ppts to 77.6%
Producer Prices slowed to +2.3% y/y; Import
Prices -0.2% y/y (June)

Initial Claims -7k to +221k (July 12 week)

Housing Starts +4.6% to 1.321 min a.r.; Building

Permits +0.2% to 1.397 min a.r. (June)
NAHB Housing Index +1 pt to 33 (July)

U. of Mich. Sentiment +1.1 pts to 61.8 (July P)
—and inflation expectations fall

Consumer Prices picked up to +2.7% y/y (June)
—and Core +2.9% y/y (June)

Canada

= Stubborn core inflation and
last week’s firmer job data
suggest no July rate cut...

= Canada’s Prime Minister
suggests any trade deal with
U.S. to include some tariffs

Existing Home Sales +2.8% s.a. (June)—third
straight month of improvement

New Motor Vehicle Sales +5.0% y/y (May)
Housing Starts +0.3% to 283,734 a.r. (June)
Residential Mortgage Credit +4.7% y/y (May)
Wholesale Trade +0.1% (May)

CPI-Trim stuck at +3.0% y/y (June)—and Median
picked up to +3.1% y/y

MLS Home Price Index -3.6% y/y (June)
Manufacturing Sales -0.9% (May)

Global investors sold a net $2.8 bln in Canadian
securities (May)

Construction Investment -2.2% (May)

China

= Tariff front-running in the first
half of the year masks
underlying economic

Real GDP +5.2% y/y (Q2)—above expected
Exports +5.8% y/y; Imports +1.1% y/y (June)
Industrial Production +6.8% y/y (June)

Aggregate Yuan Financing climbed to 22.8 trin
(Jan.-to-June)—and New Yuan Financing rose to

Retail Sales slowed to +4.8% y/y (June)

weakness
12.9 trln
Fixed Asset Investment rose to
2.8% (Jan.to-June)
japan Imports +0.2% y/y (June) CPI ex. Food & Energy +3.4% y/y (June)—fastest

= Upper house Sunday election
could move JGB yields

pace since Jan. 24
Exports -0.5% y/y (June)
Core Machine Orders -0.6% (May)

Europe

= ECB poised to hold steady next
week amid tariff uncertainty

Euro Area —Industrial Production +1.7% (May)

Euro Area—Trade Surplus grew to
€16.2 bln (May)

Germany—ZEW Survey Expectations +5.2 pts to
52.7 (June)

Italy—Consumer Prices +1.8% y/y (June)

U.K.—Consumer Prices picked up to
+3.6% y/y (June)

U.K.—Payrolls -41,000 (June)

U.K.—Unemployment Rate (3m/3m)
+4.7% (May)

Other

= Australia’s easing labor
market conditions bolsters
case for RBA to cut in August

Australia—Westpac Cons. Confidence
+0.6% (July)

Australia—Unemployment +2,000 (June)—and
Jobless Rate +0.2 ppts to 4.3% (June)
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Economic Forecast

Economic Forecast Summary for July 18, 2025

2025 Annual

Q1 Q2 Q3 Q4 Q1 Q4 | 2024 2025 2026

UNITED STATES
Real GDP (a/q % chng :a.r) -0.5 1.6 1.5 1.2 1.6 1.6 1.8 1.7 2.8 1.5 1.5
Consumer Price Index  (y/y % chng) 2.7 2.5 31V 324 29+ 314V 27 2.5 3.0 29+ 28¢
Unemployment Rate (percent) 4.1 4.2 43 4.5 4.6 4.6 4.6 4.6 4.0 4.3 4.6
Housing Starts (mins:ar) 1.40 1.33 134+ 1.38 1.40 1.41 1.41 1.42 1.37 1.36 1.41

Current Account Balance (Strlns:ar.) -1.80  -1.14 -114 -1.15 |-1.15 -1.16 -1.16 -1.17 |-1.19  -130 -1.16

Interest Rates (average for the quarter : %)

Fed Funds Target Rate 4.38 4.38 4.29 4.04 3.79 3.54 3.29 3.04 5.15 4.27 3.42

3-month Treasury Bill 4.34 4.37 4.40 4.10 3.85 3.60 3.30 3.00 5.18 4.30 3.45

10-year Note 4.45 4.36 4.40 * 430 t| 4.20 415 % 4.05 4.00 4.21 4.35 4.10
EXCHANGE RATES (average for the quarter)

C$/UsSS 1.43 1.38 1.36 1.35 1.35 1.34 1.34 1.33 1.37 1.38 1.34

¥/USS 152 144 146 ¢ 143 142 141 141 140 151 146 141

USS/Euro 1.05 1.13 117 1.19 1.19 1.20 1.20 1.21 1.08 1.14 1.20

UsS/£ 1.26 1.34 1.36 1.37 1.37 1.38 1.38 1.39 1.28 1.33 1.38
CANADA

Real GDP (9/q % chng:ar) 2.2 -0.8 -0.3 1.0 2.1 1.7 1.8 2.1 1.6 13 1.3

Consumer Price Index  (y/y % chng) 2.3 1.8 1.9 1.8 1.6 2.0 21t 23 2.4 2.0 2.0
Unemployment Rate (percent) 6.6 6.9 7.2 7.5 7.4 7.2 7.1 6.9 6.4 7.1 7.2
Housing Starts (000s:a.r) 223 283 248 ¢+ 247 t| 240t 232t 225 225 245 250 ¢+ 230 ¢t
Current Account Balance (Sblns:ar.) -85 -675 -62.0 -619 |-59.7 -56.6 -53.5 -50.2 | -14.1 -50.0 -55.0

Interest Rates (average for the quarter : %)

Overnight Rate 2.92 2.75 2.67 t 242 t[ 217t 2.00 2.00 2.00 4.48 2,69t 2041t
3-month Treasury Bill 2.85 2.63 260t 2354 210t 1.95 1.95 1.95 4.37 2.60 + 2.00 t
10-year Bond 3.12 3.21 345 1% 3401t 335t 330t 325t 320 3.34 330 ¢+ 3.25
Canada-U.S. Interest Rate Spreads (average for the quarter : bps)

90-day -149 -173 -177 ¢+ -173 t| -174 ¢ -164 -137 -108 -53 -168 + -146 t
10-year -133 -115 93t 904 -8t -8+t 81t -801t -87 -108 ¢+ -83 ¢

Blocked areas mark BMO Capital Markets forecasts; up and down arrows ( t+) indicate forecast changes; spreads may differ due to rounding
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Key for Next Week

Priscilla Thiagamoorthy
Senior Economist
4 priscilla.thiagamoorthy@bmo.com

Key for Next Week

Existing Home Sales Existing home sales are expected to climb again in June amid higher pending home

Wednesday, 10:00 am . sales. Despite the gain, the housing market has largely remained subdued for the
'C‘;T,ie(:s)us :‘;3 r'r';','r]"ai"'(_g;(;/;/°) past couple of years. Given still-elevated interest rates zland the worstlaffordability in
May 4.03 min a.r. (+0.8%) decades, buyers are largely sidelined. Looking ahead, it's unlikely we'll see a burst

of strength in the housing market anytime soon, unless prices come down and/or
mortgage rates drop (still stuck just under 7%). — P.T.

Durable Goods Orders After skyrocketing in May, durable goods orders likely faltered last month amid some
Friday, 8:30 am reversal in the transportation component (Boeing bookings lost altitude in June). Still,
ourable  fore the details should be more solid, with orders ex. transportation up for a third straight
June (e) -10.0%  +0.2% month, and core capital goods orders likely rising further after a large jump the
i:nsensus 7106?’? +(1J§"/A> prior month. Meantime, the control measure of core shipments is likely to rebound.
ay +16.4% +1.7%

Overall, the report is expected to showcase that factories are holding up despite
heightened uncertainty about trade policies and still-elevated borrowing costs. — P.T.
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North American Calendar — July 21-July 25

Monday July 21 Tuesday July 22 Wednesday July 23 Thursday July 24 Friday July 25
1 |10:00 am Leading Indicator R LOET) ) BTN BT G | 7:00 am MBA Mortgage 8:30am Initial Claims 8:30am Durable  Core
@ |june (e) -0.2% welcome remarks at Applications 30-year FRM (July 19 (e) 228k (+7k) Orders Orders
TU' Consensus -0.2% regulatory conference |J[1\'AL: July 12 221k (-7k) June (e) -10.0% +0.2%
A May -0.1% Fed Speaker: Vice Chair for July 11 100%  6.82% 8:30am  Continuing Claims Consensus '70'8‘? *0'2;%’
11:30am 13- & 26-week bill Supervision Bowman (1:00 pm) ||10:00 am Existing Home Sales  |July 12 May *16.4%  +1.7%
9 auction announcements | consensus  4.00 min a.r. (-0.7%) 9:45am  S&P Global PMis
o= : : May 4.03 min a.r. (+0.8%) Mfg Services
(= 11:30 am  6-week bill auction : : .
- $80 bln 11:30am  17-week bill auction JulyP(e) 527 53.1
1:00 pm  20%year bond auction  |June 529 529
$13 bin 10:00 am New Home Sales
June (e) 660,000 a.r. (+5.9%)
Consensus 650,000 a.r. (+4.3%)
May 623,000 a.r. (-13.7%)
11:00 am  6-, 13-, 26-week bill, 2-, 5-,
7-year note, 2-year FRN
auction announcements
11:30am  4- & 8-week bill auctions
1:00 pm  10-year TIPS auction
$21 bin
(0 [8:30am  Industrial Raw 11:15am Cash management bond (8:30 am  New Housing Price Index [8:30 am  Retail Sales Ex. Autos  |Ottawa’s Budget Balance®
) Product  Materials buybacks $0.5 bin June (e) -0.2% -0.9%y/y [May(e) -1.0% +0.2% May ‘25
n Price Index Price Index May -0.2% -1.0%y/y |Consensus -1.0% -0.2% May 24 +$1.1bin
g June (e) -0.1:/0 +0.50°/o Noon 2-year bond auction Apr. +0.3% -0.3% Apr. 25
w |May -0.5% -0.4% $6.0 bln 8:30am  Manufacturing Sales  |AP"- 24 -$5.0bln
BoC Business Outlook June A
Survey and Survey of May -0.9%
Consumer Expectations Noon 10-year (Jun37 reopening)
bond auction $0.5 bln

¢ = consensus; ° = date approximate; ® = reopening

Upcoming FOMC Policy Meetings: July 29-30, Sep. 16-17, Oct. 28-29

BMo O
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BMO Capital Markets. The information contained in this report should not be construed as offer, marketing, solicitation or investment advice with respect to financial investment products in this report.

To Japan Residents: This report has not been reviewed by any regulatory authority in Japan. This report is provided for information purposes only and it should not be construed as an offer to sell, a solicitation to buy,
or a recommendation for any security, or as an offer to provide investment management or advisory or other services in Japan. Securities may not be offered or sold in Japan by means of this report or any other
document other than to Qualified Financial Institutions within the meaning of item (i) of Article 17-3 of the Government Ordinance to enforce the Financial Instruments and Exchange Act (Kinyu Shohin Torihiki Ho Sekou
Rei). Unless specified otherwise, the securities that may be offered to you are not and will not be registered in Japan pursuant to the Financial Instruments and Exchange Acts.

To Taiwanese Residents: This report is not intended to constitute investment advice nor a public offer for any investment products to investors in Taiwan. This report should only be accessed by investors in Taiwan
that are qualified to invest in investment products pursuant to relevant Taiwanese laws and regulations, and subject to sales restrictions as set forth in the relevant Taiwanese laws and regulations. BMO Capital
Markets has not and will not secure the required licenses in Taiwan for the offer of securities and investment services. Any offer of securities has not been and will not be registered or filed with or approved by the
Financial Commission of Taiwan and/or other regulatory authority pursuant to relevant securities laws and regulations of Taiwan, and may not be issued, offered or sold within Taiwan through a public offering or in
circumstances which constitute an offer that requires a registration, filing or approval of the Financial Supervisory Commission of Taiwan and/or other regulatory authority in Taiwan under relevant securities laws and
regulations of Taiwan. No person or entity in Taiwan has been authorized to offer or sell the securities in Taiwan.

To PRC Residents: This material does not constitute an offer to sell or the solicitation of an offer to buy any financial products in the People’s Republic of China (excluding Hong Kong, Macau and Taiwan, the “PRC”).
BMO and its affiliates do not represent that this material may be lawfully distributed, or that any financial products may be lawfully offered, in compliance with any applicable registration or other requirements in
the PRC, or pursuant to an exemption available thereunder, or assume any responsibility for facilitating any such distribution or offering. This material may not be distributed or published in the PRC, except under
circumstances that will result in compliance with any applicable laws and regulations.

To Singapore Residents: This report is intended for general circulation and does not and is not intended to constitute the provision of financial advisory services, whether directly or indirectly, to persons in Singapore.
You should seek advice from a financial adviser regarding the suitability of the investment products, taking into account your specific investment objectives, financial situation or particular needs before you make

a commitment to purchase the investment product. This report has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, it should not be circulated or distributed, nor may the
securities described herein be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (a) to an institutional investor or a
relevant person as defined in and pursuant to and in accordance with the conditions of the relevant provisions of the Securities and Futures Act of Singapore or (b) otherwise pursuant to and in accordance with the
conditions of, any other applicable provision of the SFA.

To Thai Residents: The contents hereof are intended solely for the use of persons qualified as Institutional Investors according to Notification of the Securities and Exchange Commission No. GorKor. 11/2547 Re:
Characteristics of Advice which are not deemed as Conducting Derivatives Advisory Services dated 23 January 2004 (as amended). BMO and its affiliates do not represent that the material may be lawfully distributed,
or that any financial products may be lawfully offered, in compliance with any regulatory requirements in Thailand, or pursuant to an exemption available under any applicable laws and regulations.

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished, retransmitted, distributed, disclosed, or otherwise made available, in whole

or in part, directly or indirectly, in hard or soft copy, through any means, to any person, except with the prior written consent of BMO Capital Markets.Furthermore, you shall not use (nor enable or procure any third
party to use) these materials, in whole or in part, for the development of any software program, model, algorithm, or generative artificial intelligence (Al) tool or any other derivative content, including, but not limited
to, training or using these materials in connection with the development or operation of a machine learning or artificial intelligence (Al) system (including any use of these documents for training, fine tuning, or
grounding the machine learning or Al system or as part of retrieval-augmented generation). ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate banking products. BMO serves Canadian retail
clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking clients are served by BMO Bank N.A., (Member FDIC). Investment and corporate banking services
are provided in Canada and the US through BMO Capital Markets. ® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere. ™ Trademark Bank of Montreal in the United States and
Canada. © COPYRIGHT 2025 BMO CAPITAL MARKETS CORP. A member of BMO Financial Group
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