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August 21,2024 @ 7:30 EST e Fed watchers have their eyes on the jobs part of the dual mandate this morning
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e US payrolls may misstate job growth for many reasons...

e ...one of which may be informed by annual benchmarking revisions this morning...
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e Canada’s rail strike is part of a hat trick of coalescing supply chain shocks...

...that may force Trudeau/Singh/Freeland to change their tune on getting involved

e Therail strike’s potential effects on Canada’s labour force survey
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Other reasons for why nonfarm payrolls may over estimate job growth include the fact
they exclude businesses without formal payrolls—like many small businesses—that may
be better captured in the household survey, and nonfarm counts multiple job holders
versus the household survey that counts employed bodies only once. So, if you'’re
unemployed this month and next month you get 3 part-time jobs, nonfarm counts you
three times versus once in the household survey.

But the question of whether nonfarm payrolls are overestimating job growth that will be
informed today comes through benchmarking revisions (10amET). US payrolls are subject
to benchmarking revisions twice a year, once in August and then the final revisions the
following February. These are separate from regular rolling revisions that are offered two-
months at a time and that we get with each payrolls report. You'll see the revisions to the
level of nonfarm payrolls as at March 2024 at this link when they are out today (2023 is
currently populated). The level revisions are then proportionately distributed to give you
an average monthly revision to previously reported growth in payrolls.

Chart 1 shows the magnitude of past revisions to the level of nonfarm payrolls in March of
each year via this annual exercise dating back to 2009 and hence covering the GFC and
pandemic periods. The biggest downward revision was 902,000 in 2009 for
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understandable reasons given the magnitude and uncertainty of the shock. The biggest upward revision was +462k in 2022 as the economy
recovered from serial shutdowns in the depths of the pandemic. The average annual revision over this fifteen year period was —=71k. When
any of these past revisions are converted to a monthly equivalent the effect tends to be pretty modest on initially reported monthly
changes to nonfarm payrolls.

Various shops have penciled in a range from around 300k to 1 million for an expected downward revision this time. I'll explain why they're
wasting their time trying to devise estimates in the rest of what follows.

The purpose of today’s revisions is to try to reconcile what nonfarm payrolls say about employment against what state-level data says using
the Quarterly Census of Employment and Wages (QCEW) report that is drawn from unemployment insurance tax filings by establishments
at the state level. The payroll revisions frequently move lower each year during the benchmarking exercise, but the question is always by
how much.

What usually happens is that the hype around lofty estimates of potential revisions drawn up by the street—and subject to very wide
brackets—gives way to relatively modest revisions. I've seen this time and again.

It’s next to impossible to try to estimate the revisions ahead of time and frankly folks who have been through this rodeo enough times know
better than to waste much time trying. One reason for this is that we do not have the QCEWS data for Q1 as of yet and that’s what the
nonfarm payrolls revisions are going to be benchmarked against. That Q2 QCEW estimate arrives just before the nonfarm revisions
tomorrow morning. Economists at the Philly Fed try to provide early benchmarks for the Q1 QCEW that in fact do go up to April of this year,
but they're just estimates using yet other sources.

Another reason why estimating the payroll revisions through the benchmark exercise is difficult is that we’re trying to estimate revisions to
payrolls by using QCEW data that itself can be wildly revised each quarter that it gets released and revised back in time. For instance, when
we get the first Q1 estimate of QCEW data tomorrow morning it will include revisions to prior quarters that will affect the levels into Q1
themselves. If on top of that you use the Philly Fed’s early benchmarks for QCEW then that too gets revised for the Q1 figures as well as
incorporating revisions to QCEW in prior quarters.

So, after all of that, in plain English, you're trying to forecast revisions to nonfarm payrolls based on other data sources that are incomplete
and that can be wildly revised themselves when they do become complete. That point often gets lost with shops that try to make big
splashes with their payroll revision guesstimates.

Furthermore, we're comparing aardvarks to orangutans when using QCEW data to estimate revisions to payrolls. That’s because payrolls
use a birth-death model to compensate for the fact that nonfarm only captures current establishments and hence to compensate for
sample bias, whereas this model is not applied by QCEW data. Ergo, you’re mixing methodologies when trying to use one source (QCEW) to
predict revisions to the other (nonfarm payrolls). A side debate is always whether the birth-death model is appropriately applied and sure
as sugar someone always tries to discredit every single nonfarm payrolls report by critiquing the b-d adjustments.

All of which is to say phooey on it all, it’s all just one big futile exercise as enjoyable as sticking bamboo shoots up your fingernails to try to
estimate the revisions and so let’s just see what they turn out to be an assess accordingly. See ya at 10amET for that.

The reason why markets are focused upon this is two-fold. For one, it's August, and other than Jackson Hole, market participants have little
else to ponder. For another, the FOMC is ticking the box on reasons to begin easing in light of the recent trend toward lower core inflation
and because the labour market has become more balanced away from high excess demand for workers. Supply chain shocks noted later in
this note are among the reasons for Powell to tread very carefully on Friday. In my opinion, it would take a massive downside revision to
reported growth in nonfarm payrolls to matter to them relative to momentum across their publicly stated views and relative to what'’s
priced. Furthermore, expect Powell to continue to point to many measures of the labour market and not just nonfarm payrolls.

FOMC MINUTES—STALE AND TO BE SUPERSEDED BY JACKSON HOLE

Minutes to the July 30th—-31st FOMC meeting (2pmET) are likely to reinforce the Committee’s openness to a rate cut in September, but they
will be partly stale on arrival and also quickly superseded by Chair Powell’s speech at Jackson Hole on Friday morning at 10amET. Recall that
during the July 31st presser, Powell said:

“If we were to see inflation moving down, growth remains reasonably strong and the labour market remains similar to its current condition,
then a rate cut could be on the table in September. If inflation disappoints then we would weigh that along with the other things. It's going
to be the totality of the data and risks."
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What happened since then is that yes indeed, core CPI did continue to move lower, landing Chart 2
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There is a bigger issue at hand when it comes to talking about risks to b2b and b2c
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supply chains is that the effects of an historic drought that crippled the Panama Canal this
year appears to be waning with guidance pointing toward normal operating conditions
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expected to start next month. Sources: Scotiabank Economics, Drewry World

Container Index., Shanghai Shipping Exchange.
It's unfortunate timing to add on a Canadian CN/CP rail strike because of a confluence of
emerging potential supply chain shocks that could be highly disruptive. The timing couldn’t Chart3
be worse as farmers are entering harvest season and retailers are ordering Fall/Winter
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Key is that the Canadian rail strike is not occurring in a bubble. Potential looming strikes at
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over in the Red Sea overnight which continues the bias toward avoiding the area. Someone has to pay for those costs whether it be
shareholders through tighter margins, consumers and other businesses through higher prices, or both plus others such as suppliers,

workers, and governments.

A lengthy rail strike in Canada set against global supply chain challenges could carry highly disruptive effects over coming weeks and
months. With an election year looming, the Trudeau-Singh-Freeland government may be forced into sacrificing its pro-union stance by
intervening.

As an aside, how might a rail strike impact data? It’s a clear risk to inflationary pressures particularly when combined with the other points
made above. It's a downside risk to August GDP that will arrive in September and, depending upon the duration of the strike, could be an
ongoing downside for September GDP. But what about the job market and hence the Canadian Labour Force Survey?

1. There will be no (or very minimal) effect on the August LFS numbers that we get on September 6th. That's because the LFS reference
week is the week that includes the 15th day of each month which in this case was last week. They are not on strike yet, but the rail cos and
suppliers have been preparing for a strike and so there could be minor effects across affected sectors. I'm not clear ono the extent to which
strike preparations last week could have impacted the LFS reference week but think they’ll be small.
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2. The strike would have to persist through the week of September 15th in order to have a directly disruptive effect on the jobs report. An
indirect effect is feasible, however, if hiring intentions suffer and delay planned hiring because of strike uncertainty and its effects across
multiple sectors.

3. If the strike were to persist into the September LFS reference week for the numbers we'll get in early October, then the direct impact
would probably be more through hours than jobs. The rail workers wouldn't count as unemployed while on strike as they have the
reasonable expectation of returning to work as long as the household survey properly measures their responses. There would be indirect
negative effects on employment elsewhere. As for hours worked, if 9,300 workers are on strike into the Sept LFS reference week then the
direct effect could be about -0.1% m/m SA on aggregate hours as a mild downside risk to GDP all else (never) equal. If the strikes severely
disrupt sectors from autos to agriculture and retail etc then the indirect effects could dominate and bracketed assumptions could get to be
quite large.

Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate

Last 1-day 1WK [ Last 1-day IWK | Last 1-day IWK ] Last 1-day I-WK
u.s. 400 399 39 | 370 369 368 | 3.82 381 384 | 407 4.06 4.13 |Canada-BoC 4.50
CANADA 327 326 324 | 295 293 292 | 3.03 301 302 310 3.08 3.11
GERMANY 240 241 235|214 214 209 | 222 222 218 | 245 244 242 |US-Fed 5.50
JAPAN 036 036 030 | 049 050 043 | 088 0.89 082 209 211 204
U.K. 369 369 357 | 373 373 362 | 392 392 383 | 447 445 440 |England - BoE 5.00

Spreads vs. U.S. (bps):
CANADA -73 =72 =72 -75 -76 -76 -79 -80 -82 -98 -98 -102 |Euro zone - ECB 4.25
GERMANY -160 -158 -161 | -156 -155 -159 | -160 -159 -166 | -163 -162 -170
JAPAN -364 -362 -366 | -321 -318 -325 | -294 -291 -302 | -198 -196 -209 |Japan -BoJ -0.10
U.K. -30 -29 -39 3 4 -6 10 11 -1 39 39 28
w Level % change: Mexico - Banxico 10.75
Last Change 1 Day 1-wk 1-mo 1-yr

S&P/TSX 23037 -79.0 -0.3 1.9 1.5 16.4 Australia - RBA 4.35
Dow 30 40835 -61.6 -0.2 27 1.4 18.5
S&P 500 5597 -11.1 -0.2 3.0 1.7 27.2 New Zealand - RBNZ 5.25
Nasdaq 17817 -59.8 -0.3 3.7 0.5 32.0
DAX 18443 85.3 0.5 3.1 1.5 18.2 Next Meeting Date
FTSE 8286 12.3 0.1 0.1 1.6 14.2
Nikkei 37952 -111.1 -0.3 4.1 -4.2 19.1 Canada - BoC Sep 04, 2024
Hang Seng 17391 -120.1 -0.7 1.6 -1.4 2.2
CAC 7514 28.1 0.4 25 -0.3 4.4 US - Fed Sep 18, 2024
Commodities Level % change:
WTI Crude 73.24 0.07 0.1 -4.9 -8.6 -9.3 England - BoE Sep 19, 2024
Natural Gas 2.21 0.01 0.5 -0.5 3.8 -16.1
Gold 2509.21 -4.78 -0.2 25 12.5 324 Euro zone - ECB Sep 12, 2024
Silver 29.77 0.94 3.3 75 23 30.6
CRB Index 276.42 0.03 0.0 0.0 -1.4 0.6 Japan - BoJ June 14, 2024
Currencies Level % change:
USDCAD 1.3602 -0.0019 -0.1 -0.8 -1.1 0.4 Mexico - Banxico Sep 26, 2024
EURUSD 1.1112 -0.0018 -0.2 0.9 2.0 20
USDJPY 146.17 0.9100 0.6 -0.8 -6.9 -0.0 Australia - RBA Sep 24, 2024
AUDUSD 0.6738 -0.0007 -0.1 21 1.4 5.1
GBPUSD 1.3030 -0.0004 -0.0 1.6 0.8 21 New Zealand - RBNZ Oct 08, 2024
USDCHF 0.8558 0.0018 0.2 -1.1 -3.8 -2.6
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