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Second Monthly Decline Would Raise the Bar for a Hike at the Next Fed Decision

The Week Ahead

Payrolls likely fell for a second consecutive month in August. The government ended Temporary Protected Status
for over 300,000 Haitians on July 27, also canceling their work authorization; 100,000 to 200,000 had been in the
labor force. The unemployment rate probably held steady despite lower payrolls because the workers who lost
authorization and could no longer seek work would have left the labor force. As a result, the labor force likely
contracted again in August after falling 1.3 million over the 12 months through July.

Consecutive monthly payroll declines are rare outside recessions, but these declines are unlikely to signal a
downturn. July’s drop largely reflected lower jobs in public education, a volatile category during the summer. Like
the end of TPS weighing on August jobs, July’s decline reflected a policy choice—the government employing
fewer teachers—rather than a turn in the economic cycle.

The ISM Manufacturing and Services Purchasing Managers Indexes will likely signal continued solid growth in
August, another reason that a weak payroll report shouldn’t be viewed as a turn in the economic cycle. Both
surveys are likely to report continued high inflation of input costs as the Iran War raises prices for oil, energy
products, and petrochemicals, while the Al boom makes semiconductors and electronics more expensive. The
surveys are likely to report that a majority of employers added to payrolls in the month, since TPS-related
reductions in headcount were probably concentrated in specific industries and regions.

Last Week in Review

Fed Chair Warsh gave a widely anticipated speech at the Fed’s Jackson Hole monetary policy conference on
August 28, saying, “We must be confident that underlying inflation is moving to our objective, clearly and at
sufficient speed. Otherwise, we have work to do.” His statement indicates a hawkish lean toward interest rates. It
also essentially restates the message of the Fed’s last two monetary policy statements: Rate hikes are coming
unless inflation slows. Since the Fed held rates steady at the two decisions using that framing, Warsh's speech
reinforces the Fed’s data dependent stance, rather than signaling an imminent hike.

The July PCE inflation report strengthened the case for a hike: Headline inflation held steady at 3.7%, while core
inflation excluding food and energy held at 3.3%. Housing has a smaller weight in the PCE price basket than the
CPI's, and healthcare a larger weight, helping explain why PCE inflation is outpacing CP!I inflation.

The latest housing data show that while prices are high, their rates of increase are modest: The S&P Cotality Case-
Shiller 20-City House Price Index rose 2.1% from a year earlier in June, and the FHFA HPI rose 2.3%. Both trailed
growth of average hourly earnings and per capita disposable personal income, meaning affordability is gradually
improving. Affordability of new construction is improving even more: The median price of a new house sold fell
0.9% from a year earlier in July as sales fell 6.3% on the year. Sales are down 4.1% year to date. Listings were
equivalent to nearly 10 months’ sales at July’s pace, well above the 5.5-month average between 2015 and 2019.
High inventories should keep builders competing for market share and restrain new home prices.
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Date Economic Release Prior Release C::rseeczssl:s ?:2::::2;?
8/31 Dallas Fed Manufacturing Activity Index (Aug) 1.3 1.6 4.0
New Car and Light Truck Sales, Annualized Millions 16.3 16.3 16.3
(Aug)
S&P Global: US Manufacturin i
Index (PMI, Au?gil::;r:)asmg Managers 53.2 53.3 53.5
ISM Manufacturing PMI (Aug) 55.6 55.2 55.9
ISM Manufacturing PMI: Prices Paid (Aug) 711 71.2 70.0
ISM Manufacturing PMI: New Orders (Aug) 56.7 57.0 57.0
ISM Manufacturing PMI: Employment (Aug) 52.8 52.5 53.2
9| O pemings, 1.0005 UOLTS, )y | 739 7300 7500
Job Openings Rate 4.4% 4.5%
JOLTS: Quits, 1,000s (Jul) 3,232 — 3,250
Quits Rate 2.0% — 2.0%
JOLTS: Layoffs, 1,000s (Jul) 1,766 1,785 1,735
Layoffs Rate 1.1% — 1.1%
Construction Spending (Jul) -0.1% M/M 0.0% M/M 0.0% M/M
Dallas Fed Services Activity Index (Aug) 6.6 — 8.0
ADP: Private Payrolls, Change, 1,000s (Aug) 44 46 25
Durable Goods Orders (Jul Final) 1.1% M/M 1.1% M/M 1.1% M/M
Core Durable Orders Excl. Transportation (Jul Final) 0.4% M/M 0.4% M/M 0.4% M/M
Core Capital Goods Orders,. Nondefense Excl. Aircraft 0.2% M/M . 0.2% M/M
(Jul Final)
92 Core Capital GoZ?rirSa:’ll?Elerlltiigl\;ondefense Excl. 1.4% MM . 1.4% MM
Factory Orders (Jul) -0.3% M/M 0.1% M/M 0.8% M/M
Core Factory Orders Excl. Transportation (Jul) -0.4% M/M — 0.5% M/M
Beige Book Economic Survey — — —
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Date Economic Release Prior Consensus Comerica
Release Forecast Forecast
Trade Balance, Goods and Services, Billions (Jul) -$73.3 bn -$89.9 bn -$91.0 bn
Initial Jobless Claims, 1,000s (Week of 8/29) 203 205 205
Continuing Claims, 1,000s (Week of 8/22) 1,778 1,780 1,780
Nonfarm Productivity (2nd Quarter, Final) 1.4% Q/IQ 1.4% Q/Q 1.4% Q/Q
9/3 Unit Labor Costs (2nd Quarter, Final) 1.3% Q/Q 1.3% Q/Q 1.3% Q/Q
S&P Global: US Services PMI (Aug Final) 56.8 56.8 56.8
ISM Services PMI (Aug) 54.1 54.1 54.5
ISM Services PMI: Prices Paid (Aug) 70.3 69.5 71.5
ISM Services PMI: New Orders (Aug) 57.2 57.0 56.0
ISM Services PMI: Employment (Aug) 47.4 49.0 51.0
Nonfarm Payrolls, Change, 1,000s (Aug) -23 58 -25
Unemployment Rate (Aug) 4.1% 4.1% 4.1%
Labor Force Participation Rate (Aug) 61.4% 61.4% 61.4%
Underemployment Rate (Aug) 7.9% — 7.8%
9/4 Average Hourly Earnings (Aug) 0.1% M/M 0.3% M/M 0.2% M/M
3.2% YIY 3.0% Y/Y 2.9% YIY
Average Weekly Hours, All Employees (Aug) 34.3 34.3 34.3
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