Good Things May Come From Bad Payrolls
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e The US job market is suddenly weaker than previously thought
GLOBAL ECONOMICS e Negative revisions were the biggest since the pandemic first struck
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e  Trump administration policies are likely at fault...

e ..butsomay be data quality...
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e  Stocks fell, but rates might be getting the Fed narrative dead wrong...

...as the bigger policy pivot may have to be made by the Trump administration

US nonfarm payrolls m/m 000s / UR %, SA, July:
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200 } Nonfarm payrolls sharply disappointed expectations primarily on record negative
revisions unseen since the very depths of the pandemic (chart 1). Before digging into the
numbers and interpretations and concerns about the numbers, my key takeaways are the

following:
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e Theimpact of the economic uncertainty (chart 2) being driven by the Trump
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administration’s policies on the labour market is suddenly becoming much clearer. If

-800 * the data is genuine and stands up to further revisions, then in my view this is a Trump
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effect, not a Powell effect. Monetary policy isn’t what has changed so rapidly in such a
Sources: Scotiabank Economics, BLS.

short period of time.

Chart 2 e  Second, perhaps some good may come of it. To date, markets and fundamentals

US Trade Policy Uncertainty have not shown enough of an impact of soaring policy uncertainty. That may be

changing. If so, then along with the ongoing court challenge against Trump’s tariffs,
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0 0 is down 1%2% on the day thus far. The dollar is broadly weaker. The Fed is heading into
Scmrlgs:sgtia%gnk%gonggnics?%akgfelggm& stagflation risks and the implications for monetary policy are much less clear than the
Davis, Bloomberg. knee-jerk reaction in markets which I'll come back to.

WHAT CAUSED THE REVISIONS

There were two fundamental drivers of the 258k negative revision to job growth in May
and June that is now reported as 14k in June (was 147k) and 19k in May (instead of 144k).
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Chart 3 breaks down two sources of the revisions. The Chart3

BLS recalculated seasonal adjustment factors for
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available up to March for payrolls and April for the
household survey (here). We can’t tell what happened to them in May and June when developments like the wild tariff and immigration
policies began to kick in.

But did response rates fall even more than usual in May and June as turmoil hit? Was it like the start of the pandemic in that sense when all
hands on deck were being applied to managing new risks and not answering government surveys? Did federal government employees
dealing with DOGE cuts cut back on survey responses? We’'ll be watching this data carefully.

Bigger potential revisions are coming in the September 9th preliminary benchmark revisions that incorporate the updated Quarterly Census
of Employment and Wages (WCEW) for March of this year. Those revisions can be very large when they happen.

THE DETAILS
Chart 5 shows that hiring was soft across most sectors but that popular theories about why payrolls could be weak were not the reasons.

For instance, private education and health added another 79k jobs led by health. Health jobs are partially benefitting from associated visa
sponsorship in some cases which is valuable as immigration policy shifts. Some forecasters thought this category would tank.

Government jobs fell by only 10k in July, entirely due to federal government losses (-12k) while state and local government employment was
flat. Some felt that state/local government hiring would tank after the previously reported surge and were half right. It didn’t tank in July,
but the previously reported surge in June was suddenly wiped out to now post a state/local gain of just 20k which is one-quarter the
reported amount for June before this revision. How can mess up government employment so badly? Maybe DOGE cuts explain this.

All other sectors posted a range of small losses to small gains in payrolls.
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Wage growth picked up to 4% m/m SAAR (chart 6). Chart7 Chart8
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has likely dropped to somewhere around 80-120k. We need more data, but if job growth is

rate could be small.

But the Fed'’s dual mandate also has to monitor risks to price stability. Tariffs and tighter immigration policy pose unique risks to full
employment and price stability. They could weaken hiring while raising prices. Chair Powell has explained all along that this puts dual
mandate goals in conflict with one another and presents a quandary to the Fed.

Enter chart 9. ISM-manufacturing fell this morning (48.0, 49.0 prior) as new orders remained in contraction and employment dropped at a more
rapid pace. So much for bringing manufacturing home. But prices paid eased a bit (64.8, 69.7 prior) but are still rising rapidly above the 50 threshold,
and some drivers might weaken further given what’s happening to oil this morning (-3%) and copper over the past couple of days. And yet,
underlying prices for a broad cross-section of goods face risk of tariff pass-through. We need ISM-services-prices next week to update this chart, but
the information we have to date shows potentially large lagging upward pressures upon prices based on correlations between ISM-prices and CPI.

This policy quandary is not reflected in strident perspectives offered by Governors Waller and Bowman in their explanations for dissenting
votes that were shared before the data (here and here). They may be right. They may also be applying for Powell’s job.

Credit to Cleveland’s Beth Hammack (nonvoting, voting 2026), however, for reminding markets of Powell’s points. She prudently cautioned
we need to watch the labour market very carefully, but also argued inflation would move up and the Fed has to balance both mandates.
Markets didn’t do that this morning. More data, more developments and more communications may influence this initial market take. Also
credit to Atlanta’s Bostic (nonvoting, voting 2027) who struck a similar chord.

What is unspoken among the officials, however, is the important moral hazard issue. Bad policy > bad data > >bad market responses > Fed
easing > bad policy, rinse repeat. The biggest risk to Powell’s legacy may lie in enabling damaging protectionism.
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