The US Job Market is in Trouble

Scotiabank.

e Payrolls fell by 92k in February
GLOBAL ECONOMICS e Health hiring was down on much more than strikes...
e ..butit’s the trend in private ex-health that is disturbing

SCOTIA FLASH e The participation rate is falling, unemployment rate is rising
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e  Wage growth is solid with tax refunds coming as a temporary lift

e  The Fed will be paralyzed for some time...

...as both parts of the dual mandate are deteriorating
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Scotia: 10/ 4.4
Consensus: 55/ 4.3
Prior: 126 / 4.3 (revised from 130 / 4.3)

Chart1 The US job market is clearly teetering. Nonfarm Chart 3
US Private Sector Jobs ex Health Care payrolls fell by 92,000 in the February reference Comparing US Health Care Payroll
250 m/m change in 000s, SA period that pre-dated the war in Iran. That was NSA for All Months of February
200 below all estimates but Scotia (#1 ranked) was 100 m/m change in 000s, NSA
150 closest on the street especially given guidancein  go
100 my weekly that there was “more downside risk
50 than upside risk this time” but | guess | chickened
0 out. Revisions also removed 69k jobs. We now 40
-50 know why Trump’s social media account was quiet 20 ‘ ‘ ‘ | | | | |
-100 going into the report this time. o WLLLLELILIL] |||||||||||I _
10 MARKETS AND THE FED o |
-200
2023 2024 2025 2026 The US 2-year yield is down by about 5-6bps post 45 L
W Total Private Nonfarm ex Health Care & Social Ass. -datain a bull steepener move. The S&P is off by ;g;§§§§§§§§§§§§§g§§§:§§§§§§

134% this morning. A few more basis points were

Sources: Scotiabank Economics, BLS. Source: Scotiabank Economics.
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Chart 2 shows the cumulative changes in
nonfarm payrolls since Inauguration Day. The
only reason private payrolls have been up since
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What drove the weakness this time? Two
things. One being that healthcare jobs did 10100
indeed drop by 34k after a revised gain of 129k ; 5590
in January. In fact, the seasonally unadjusted
1.0080

drop in health care payrolls was the worst

month of February on record (chart 3). We look 1.0070

at NSA numbers and compare like months for
this category because of the seasonal flu effect.
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| don’t accept the BLS guidance for why health
hiring was so poor. They pinned it on strike
activity (NY nurses) that pushed employment at
offices of physicians lower by 37k m/m SA (-36k
m/m NSA) in February. Yet it wasn’t just the 5o
related ‘ambulatory care’ category that fell (-34k)

as other categories were also weak in seasonally 48
unusual fashion. If, for instance, we added back 46
the physicians offices drop of —36k NSA to chart 4.4
3, then you still would have had one of the 42
weakest health care employment changes for like
months of February in history. I still think the flu
season’s peak in January and then abatement in 38

February drove much of the moderation after an 36
unsustainable flu-driven surge in January. 34
Episodes like this add to my distrust. 32

Chart 4 shows the breakdown of changes in
nonfarm payrolls by sector. Goods sector jobs
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fell by 25k with services employment down 61k. It wasn’t just health care. Education jobs were down 16k. Transportation and warehousing
fell 11k. Temp help was down 7k. Apparently it wasn’t a very fun month (February, who knew!) as leisure and hospitality employment fell by

27k.
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The only thing being brought back home to America  Chart 11
insofar as the manufacturing sector is concerned are US Total Hours Worked
applications for jobless benefits (chart 5). A lot of them 25 a/a % change, SAAR

1.9

and for an extended period dating back to 2023 so we
can’t just pin it on tariffs.

Chart 6 comes back to showing how massive the
swings in health and education hiring have been of late.

Two other points can be made on data quality. Adding 0
to the downside risk was the second lowest seasonal
adjustment factor on record (chart 7). This tamps
down the change in payrolls and was close to our

expectations. !
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Adding to data quality concerns was one of the worst
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initial data collection rates in some time (chart 8).

Revision risk could be high as a result and the Chart 13

US Real Personal Disposable Income
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extended pattern usually takes the numbers lower. |
wouldn’t be the least bit surprised to see payrolls drop
by well over 100k in February when revisions land.

Incorporation of the annual population benchmarks
into the companion household survey sparked
considerable turmoil. Get this. Last month, the BLS
told us that the household survey measure of
employment was UP by 528k and the labour force
expanded by 387k in January. Today, after inclusion of

population revisions they normally do in January but
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that were postponed and included as revisions today, n R
they are now reporting that January’s household e & & a
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labour force shrank by 1.03 million. Roughly 172 million fewer jobs and labour force participants
than initially guided and you want us to take the numbers seriously in terms of calculating the
unemployment rate? Pure. Garbage. This is not top tier data you expect from an advanced
economy.

The unemployment rate is still low, but has been trending higher from about 3.4% at the low to a
full percentage point higher now (chart 9).

The labour force participation rate fell again. It is at its lowest since December 2021 (chart 10).

Hours worked slipped by -0.1% m/m SA with rounding up. Hours are tracking about 1.1% q/q SAAR
growth in Q1 which is a small pick-up from Q4 (chart 11). Since GDP is hours times productivity, US

GDP growth continues to be dependent upon sustained productivity growth.

Wage growth remains firm at an annualized rate of almost 5% (chart 12). It's running at 3.4% q/q

SAAR from 4% the previous quarter which supports compensation within overall personal income

that is going to get a modest lift from tax refunds.
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PDI may get a lift in Q1 after two flat quarters (chart 13). Still, tax refunds are a weak foundation for a consumer call. They may spur a temporary

spending surge that’s likely to be modest. Or they may be horded given the uncertainty in a precautionary saving sense. Still, the saving rate has

been pushing lower for some time as Americans smooth the effects of weak incomes on consumption by saving less to date (chart 14).

Let’s just hope the trend in chart 15 goes no further but what it's showing is an understated risk as shocks to the US economy mount, many

of which are self-imposed.
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